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February 7, 1990 

Anadarko Petroleum Corporation 
P. 0. Box 2497 
Midland, Texas 79702 

Attention: Mr. Michael R. Goode 

Re: Farmcut Letter Agreement 
Township 19 South, Range 32 East 
Section 35: i;/2 
Lea County, Kew Mexico 

Gentlemen: 

We are enclosing herewith, i n duplicate, a Farmout Letter Agreement on the 
captioned lease acreage. I f you f i n d everything i n order, please execute and 
return one copy of the agreement to our o f f i c e within ten (10) days from 
t h i s date. 

Thank you. 

Very t r u l y yours, 

YATES PETROLEUM CORPORATION 

Landman 
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AEARKO PETROLEUM CORPORATION 
P. 0. Ecx 2497 

Midland, Texas 797C2 

Attention: Michael R. Goode 

FEDERAL OIL AND GAS LEASE NO. NM-59392 

Townshi:: 19 South, Range 32 East, N.M.P.M. 
Section 35: Ni 
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Cor.t . r.:r g 32r . or> a.rrti , more or less 
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FARMOUT LETTER AGREEMENT 

ANADARKO PETROLEUM CORPORATION 
P. 0. Box 2497 
Midland, Texas 79702 

Attention: Michael R. Goode 
Division Landman 

YATES PETROLEUM CORPORATION - 10V, YATES DRILLING COMPANY - 30 ; ABO 
PETROLEUM CORPORATION - 30V and MYCO INDUSTRIFS. INC. - 30" a l l NPW Mpvirn rnrpnr^-inn^ 
represented) that thev t h e owner(s) of the following O i l and Gas 
Lease (x) covering lands i n Lea County, New Mexico : 

FEDERAL OIL AND GAS LEASE NO. NM-59392, ONLY INSOFAR AS SAID LEASE COVERS THE 
FOLLOWING DESCRIBED LANDS: 

Township 19 South, Range 32 East, N.M.P.M. 
Section 35: N̂  
Lea County, New Mexico 

subject to the royalty reserved i n said leases by the Lessors, a l l burdens on pro
duction which have heretofore been created and are shown of record, and the over
r i d i n g royalty reserved herein by the undersigned. Said O i l and Gas Lease covering 
the above described lands down to a depth of the stratigraphic equivalent of the 
deepest depth d r i l l e d i n the i n i t i a l t e s t well hereunder, but i n any event not to 
exceed 8,000' feet below the surface, subject to the said burdens on production, 
i s hereinafter referred to as "lease acreage." 

I f you comply with a l l the terns, covenants and conditions of t h i s l e t t e r ar.d 
d r i l l and complete the test w e l l provided for herein, we w i l l execute and deliver 
to you, without warranty of t i t l e , e i t h e r express or i _ p i i e d , an appropriate i n 
strument conveying the lease acreage. The terms and covenants and conditions to 
which t h i s farmout l e t t e r are subject are as follows: 

1. INITIAL TEST WELL 

1.1 You shall commence on or before February 28. 1990 , 
the actual d r i l l i n g of a well f o r o i l or gas upon 1650' FEL & 800' FNL of Section 35. 
Township 19 South, Range 32 East . 
and prosecute the drilling cf said well with due diligence and in a good and work
manlike manner to adequately test the Bone Sprino forra tion at. approximately 
7900' _ . 

This t e s t well shall be d r i l l e d and completed by you within ninety (90) days frcm 
the date of i t s commencement. A l l zones or formations encountered which, i n our 
opinion, j u s t i f y t e s t i n g f o r o i l or gas, sh a l l be adequately tested to our s a t i s 
f a c t i o n . Ac a special and additi o n a l consideration,—the Muddy formation w i l l bo 
d r i l l otcm tested u t i l i z i n g bottom-hole camplor. 

1.2 In the event you do not commence the test well on or before February 28, 1990 
, or a f t e r commencing the same do not complete i t w i t h i n the time 

and manner provided i n Paragraph 1.1, at our election, a l l of your r i g h t , t i t l e 
and i n t e r e s t i n and to the lease acreage shall ipso facto terminate. Should any well 
be located w i t h i n one-half mile of the lease acreage prior to the spudding of the 
i n i t i a l test well, whether by you or a t h i r d party, a l l of your r i g h t , t i t l e and 
i n t e r e s t i n and to the lease acreage s h a l l automatically terminate. 

F/o oiee 
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Farmout L e t t e r Agreement 
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2. CONTINUOUS DRILLING PROGRAM 

2.1 Upon reaching t o t a l depth i n the i n i t i a l t e s t w e l l provided f c r i n 
Paragraph 1.1 hereof, you s h a l l have the o p t i o n , but r.ct the o b l i g a t i o n f c r a 
per i o d of ni n e t y (90) days t o commt-nct a Continuous " r i l l i n g Program. The 
phrase "Continuous D r i l l i n g Program" s h a i - mean t h a t r.ct more than m r e t y !90) 
days s h a l l elapse between reaching t o t a l depth i n one well and the commencement 
of d r i l l i n g or^erations of another w e l l a t a l o c a t i o n i f your s e l e c t i o n on the 
lease acreage, time between w e l l s to be cumulative. Vou w i l l d r i l l each w e l l 
to the same depth and i n a l i k e manner as the I n i t i a l Test Weil and each 
producing w e l l w i l l earn you a spacing u n i t as established by the New Mexico 
O i l Conservation D i v i s i o n . 

2.2 A f t e r such time as you have d r i l l e d and completed a well- capable o f 
producing o i l and/or gas i n paying q u a n t i t i e s , we s h a l l , upon your w r i t t e n 
demand a f t e r s a i d completion, d e l i v e r t o you an appropriate instrument 
conveying, w i t h o u t warranty o f t i t l e , e i t h e r express or imp l i e d , a l l of the 
oper a t i n g r i g h t s i n , t o and under the lease acreage, w i t h i n the spacing u n i t , 
as e s t a b l i s h e d by the New Mexico O i l Conservation D i v i s i o n subject t o the 
d i f f e r e n c e between t w e n t y - f i v e percent (25%) o f 8/6ths and e x i s t i n g lease 
burdens o f the market value of a l l of the c i l , gas and other hydrocarbon 
substances produced, saved and marketed from the lease acreage w i t h i n the 
spacing u n i t , d e l i v e r i n g a se v e n t y - f i v e percent (75%) net revenue lease from 
the surface t o 100 f e e t below t o t a l depth. 

2.3 F a i l u r e t o continuously develop the lease acreage as o u t l i n e d i n 
Paragraph 2.1 w i l l a u t o m a t i c a l l y terminate t h i s Farmout L e t t e r Agreement. 

3. RISK, COST AND EXPENSE OF OPERATIONS 

3.1 A i l of your operations on the lease acreage s h a l l be conducted at 
your sole cost, r i s k and expense, and you s h a l l h o l d us harmless from any and 
a l l claims of whatsoever character or d e s c r i p t i o n r e s u l t i n g from or a r i s i n q i n 
connection w i t h your operations thereon. Vou s h a l l comply w i t h a l l of the 
terms and p r o v i s i o n s o f said o i l and gas leases and a l l a p p l i c a b l e r u l e s and 
r e g u l a t i o n s p e r t a i n i n g t o your operations hereunder. Ycu s h a l l c a r r y or cause 
t o be c a r r i e d the f o l l o w i n q insurance, p r o t e c t i n g us against loss by reason of 
your operations hereunder, t o - w i t : 

( i ) Workmens' Compensation and Employer's L i a b i l i t y Insurance as 
re q u i r e d by the laws o f the State o f v.w Mexico 

i n ) L i a b i l i t y Insurance i n the amount $2Cv,GCG.GO per person 
and $500,000.00 per accident f o r personal 
-25,000.C" f o r prop--rty damage. 

! ur' 

You sh_ 11 furnii-V. us w i t n C e r t i f i c a t e s of such 
commence operations hereunder. 

: u r ; "C ' 

GEOLOGICAL DATA 

4.1 You w i l l a l l o w us or our r e p r e s e n t a t i v e f u l l access t o the d e r r i c k 
f l o o r ; and we s h a l l have access t o a i l cores, c u t t i n g s , logs, t e s t i n g , 
completion data and a l l other i n f o r m a t i o n p e r t a i n i n g t o any w e l l s d r i l l e d 
hereunder. 
and made c 

Further requirements are set f o r t ] 
o a r t hereof. 

i n E x h i b i t a t t a c h e d 

FEB ? 
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Letter Agreement 

5 . BOND AND DESIGNATION CF OPERATOR 

5.1 Prior to the time you commence d r i l l i n g operations upon the Icate covered by 
t h i s farmout l e t t e r agreement, we w i l l use our best e f f o r t s to furnish you with a 
Designation of Operator on such lease i n the form approved by the United States 
Geological Survey. I n the event we do not have a lease bond f i l e d on any such lease, 
then p r i o r to commencing operations we w i l l furnish the Bureau of Land Management with 
an approved bond. Prior to commencing operations under our bond, you sh a l l furnish us 
w i t h a $10,000.00 hold-harmless bond with approved corporate surety indemnifying us 
against loss by reason of your operations under our bond. 

6. OVERRIDING ROYALTY RESERVED 

6.1 There i s reserved from t h i s farmout l e t t e r and there s h a l l be reserved from 
any operating agreement granted hereunder an overriding r o y a l t y equal to ^ 

Paragraph 2.1 of the market value of a l l (8/8ths) of the o i l , gas and 
other hydrocarbon substances produced, saved and marketed from the lease acreage under 
the terms of said o i l and gas lease and a l l extensions and renewals thereof; said 
overriding royalty to be reserved by the undersigned, t h e i r h e i r s , successors and 
assigns i n proportion t o t h e i r percentage ownership of the lease acreage. This 
overriding royalty s h a l l be computed and paid at the same time and i n the same manner 
as r o y a l t i e s payable t o the lessor under the terms of said o i l and gas lease are 
computed and paid, but the undersigned shall be responsible f o r t h e i r proportionate 
p a r t of a l l taxes and assessments levied against or measured by the production of o i l 
or gas from said premises. 

6.2 We recognize the existence of 43 CFR 3103.3-6 and agree that so long as said 
regulation or one s i m i l a r thereto i s i n force and e f f e c t , t h i s overriding royalty 
reservation shall be made i n compliance with the provisions of said regulation, 
provided that during the period of any suspension required under said regulation, we 
s h a l l be e n t i t l e d to a c a r r i e d working in t e r e s t which w i l l r e t u r n to us a net amount 
of money equal to the sum we would have been e n t i t l e d to receive f o r such suspended 
overriding royalty. 

7. RENTALS 

7.1 We w i l l use our best e f f o r t s tc pay the rentals and shut-in r o y a l t y , i f any, 
to the lessor, but s h a l l not be l i a b l e i n damages for the f a i l u r e to pay the same, 
and you shall reimburse us for such rentals and shut-in royalty so paid on the lease 
as follows: Your Proportionate Share 

8. ABANDONED WELLS 

8.1 You shall n o t i f y us of your intention to abandon any w e l l on the lease 
acreage and we sh a l l have t h i r t y days (twenty-four hours when a d r i l l i n g r i g i s on 
location) after receipt of such notice of int e n t i o n to abandon a w e l l i n which to 
e l e c t to take over the w e l l you propose to abandon. In the event we elect to take 
over the w e l l , we w i l l pay to you the reasonable market value of the salvage mater
i a l s i n the well, and i n such event you shall furnish us with a release of the lease 
acreage. In the event we do not n o t i f y you of cur election to take over the well 
w i t h i n the time herein provided, you shall plug and abandon the w e l l i n accordance 
w i t h applicable rules and regulations. 

8.2 I f o i l and gas i s discovered and produced hereunder, the conveyance provided 
f o r i n Paragraph w i l l nevertheless terminate ar.d revert t o the undersigned 
w i t h respect to each w e l l and a l l lands i n the proration u n i t dedicated to the well 
under applicable rules and regulations of the New Mexico 
O i l Conservation D i v i s i o n , a f t e r the expiration of si x t y (60) consecutive days within 
which no o i l or gas i s produced from said well and no d i l i g e n t d r i l l i n g or reworking 
operations are being conducted on the well. This reversion s h a l l occur separately 
w i t h respect to each w e l l and each proration unit dedicated t o the w e l l . In the even 
of reversion, you w i l l execute and deliver to us a reassignment of the w e l l and the 
proration unit dedicated to the w e l l , free and clear of a i l l i e n s , encumbrances, 
overriding r o y a l t i e s , production payment inte r e s t s , and other burdens on production 
which are not i n existence on the date hereof. We shall have the option to take over 
any well upon which reversion has occurred by paying to you the reasonable market 

FEB ? 
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value of the saivabie materials i n the w e i l , less the cost of salvage. In the event 
we do not exercise this option to take over the w e l l , you sha l l plug and abandon the 
well i n accordance with applicable rules and regulations. 

9. FORCE MAJEURE 

9.1 The performance by you of any of the terms and provisions of t h i s farmout 
l e t t e r s h a l l be excused i n the event such performance i s prevented by s t r i k e s , f i r e , 
f lood, tornado, l i g h t n i n g , explosion, acts of God or the public enemy, State or Fed
er a l rules or regulations or any things or happenings either similar or d i s s i m i l a r 
beyond your control; provided, however, that such performance s h a l l be resumed within 
reasonable time after such cause has been removed. 

10. NOTICES 

10.1 Time i s of the essence i n t h i s agreement, and a l l notices provided for i n 
t h i s farmout l e t t e r s h a l l be deemed to have been s u f f i c i e n t l y given i f sent by t e l e 
gram or c e r t i f i e d mail, addressed as follows: 

SEE ATTACHED GEOLOGICAL REQUIREMENTS 

A l l information required t o be delivered t o the undersigned s h a l l be delivered at the 
addresses above set f o r t h . For the purpose of t h i s paragraph, either party may change 
his address by giving w r i t t e n notice t o the other party thereof. 

11. RESTORATION OF PREMISES 

11.1 You agree to f i l l i n a l l p i t s which may be dug i n connection w i t h any oper
ations hereunder and to restore the surface of the lands on which such operations are 
conducted as nearly as possible t o i t s o r i g i n a l condition, and to plug and abandon any 
of the wells provided for herein, a l l at your sole cost, r i s k and expense and i n 
accordance with any regulation promulgated by any governmental regulatory body having 
j u r i s d i c t i o n thereof. 

OPERAT-MC. AGREEMENT 

12.1 Uponccrrvte_ance of the r i g h t s earned by the performance of the obligations 
set f o r t h herein, a l l sul>s«£uent operations on the lease acreage w i l l be conducted in 
accordance with the terms of amrj^jiaily acceptable Operating Agreement. Said Operat
ing Agreement shall be on A.A.P.L. Form~^riQ^and include a 300% non-consent provision, 
a provision stating that consent t o d r i l l i s not~-«cirisent to case, the deletion of the 
Prefe r e n t i a l Right to Purchase paragraph, a mutually acc"e£4_gble gas balancing agree
ment,—and such other provisions that e h a l l be mutually aaroodujw>ft_ 

13. SUBSTITUTE TEST WELL 

13.1 I f , i n the d r i l l i n g of the i n i t i a l t e s t w e l l , Operator loses the hole or 
encounters mechanical d i f f i c u l t i e s rendering i t impracticable, i n the opinion of the 
Operator, to d r i l l the wel l to the objective depth, then and i n any such event, on or 
before t h i r t y (30) days a f t e r completion cf the i n i t i a l t e s t w e l l , Operator sh a l l have 
the option to commence the actual d r i l l i n g of another well ("substitute t e s t well") at 
a lawful location of Operator's selection cr. the lease acreage. The substitute test 
w e l l shall be d r i l l e d i n the same manner as provided for m the i n i t i a l t e s t w e l l . 
For a l l purposes of th i s agreement, the d r i l l i n g of the substitute test well shall be 
considered as the d r i l l i n g of the i n i t i a l t e s t w e l l . 

14. PRODUCTION IN KIND 

14.1 We sha l l have the continuing option t o purchase or designate a purchaser 
whether overriding royalty or working i n t e r e s t at any time and from time to time, at 
the market price prevailing i n the area on the date of purchase, our share of any o i l , 
gas, casinghead gas or other hydrocarbon substances that may be produced from the 
lands assigned pursuant to th i s agreement, whether by reason of such i n t e r e s t or 
por t i o n thereof being included i n any pool or i n any pooling agreement or u n i t , plan
ned or otherwise. 

14.2 No production, whether o i l or gas, may be sold frcm the lease acreage, or 
lands pooled therewith, to any of your s u b s i d i a r i e s , a f f i l i a t e s , or associates with
out our p r i o r w r i t t e n consent. A i l production sold from the lease acreage, or lands 
pooled therewith, w i l l be an arm's length trade w i t h a t h i r d party purchaser. 

F/O 0584 ILLEGIBLE 
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14.3 Before you enter i n t o any contract for the sale, purchase or _i.vj of 
gaseous hydrocarbons fron the interest involved herein, you shall submit -J us in 
writing the contract into which you propose to enter. We shall have thu rignt and 
option, at our election, to (1) take in kind or otherwise dispose of our share of the 
gas upon such terms and conditions as we deem advisable, or (2) allow you to dispose 
of a l l of the gas and account to us, a l l in accordance with the terms of the proposal 
submitted; provided, however, that i f you are in any way a f f i l i a t e d with the purchaser 
of such gas, then you shall account to us on the basis of the highest _-ricrj offered or 
paid in the area by any purchaser or prospective purchaser. I f we f a i l to notify you 
of our election hereunder within sixty (60) days after receipt of such notice from 
you, then i t shall be considered that we made election (2) above. For the purpose of 
election (2) above, the interest of ours shall be considered to be only the overriding 
royalty interest reserved under this farmout agreement and shall not include our 
working interest gas. In the event that we exercise our reserved option to convert 
our overriding royalty to a working interest upon payout of any well herein provided 
for, or at any time during which we may have a working interest in any well, we shall 
at a l l times have the express right to take our proportionate share of the working 
interest gas in kind or to independently market or dispose of the same and nothing 
herein contained shall be construed as giving or granting to you the right to market 
or otherwise dispose of the proportionate share of the working interest gas of ours 
without express authorization from time to time to do so. 

14.4 FERC ORDERS 

In the assignment of any rights earned hereunder we s h a l l reserve to ourself, 
our successors and assigns, the right to ini t i a t e "good faith negotiation procedures" 
pursuant to FERC Order 451 and 18 C.F.R. 270.201 as to any eligib l e gas sales 
contracts covering a l l or any of the property assigned hereby. Buyer hereby waives 
any and a l l rights i t might otherwise have to ini t i a t e such procedures as to such gas 
sales contracts, such right being reserved exclusively to Se l l e r . 

14.5 The assignment of any r i g h t s earned hereunder s h a l l contain the following 
provisions: 

"(a) Assignee agrees that i t w i l l not, without Assignor's p r i o r w r i t t e n 
permission, which permission may be granted or withheld a t the sole 
discretion of Assignor, tender or permit natural gas produced from the 
properties hereby assigned to be transported on any i n t e r s t a t e p i p e l i n e under 
authority of 18 C.F.R. Part 284, unless such pipe l i n e has f i r s t agreed i n 
w r i t i n g to waive any r i g h t i t might otherwise have, pursuant to Federal 
Energy Regulatory Commission Order No. 500, Docket No. RM87-34-000, any 
further or f i n a l order or rule i n such docket, or any subsequent rule or 
order having s i m i l a r subject matter, to apply c r e d i t s f o r such transportation 
against take-or-pay or take-and-pay obligations of such i n t e r s t a t e pipeline 
under any contract w i t h Assignor." 

" (b) I t i s understood th a t i n t e r s t a t e pipelines may refuse to transport under 
18 C.F.R. Part 284 gas produced from the properties hereby assigned unless 
Assignor agrees t o o f f e r take-or-pay or take-and-pay c r e d i t to such 
pipelines, and the p a r t i e s hereby agree t h a t Assignor may withhold such an 
offer at i t s sole d i s c r e t i o n , even i f the r e s u l t i s t o completely bar 
Assignee's gas from the properties hereby assigned from open access 
transportation i n such p i p e l i n e s . " 

"(c) I f and to the extent that Assignor's r i g h t s and obligations under a gas 
purchase contract with an i n t e r s t a t e pipeline (hereinafter the "Assigned 
Contract") are assigned t o Assignee as part of t h i s t r ansaction, i n whole or 
in p a r t , and regardless of whether such contract r i g h t s and obligations may 
be assigned by im p l i c a t i o n herefrom or by a separate instrument, assignee, by 
accepting t h i s assignment, agrees to execute upon Assignor's request any and 
a l l o ffers of c r e d i t or other agreements that may be required under said 
Order 500 to accomplish or f a c i l i t a t e the t r a n s p o r t a t i o n by such interstate 
pipeline of any gas owned by Assignor. Assignee understands and agrees that 
i t may be required to grant such i n t e r s t a t e p i p e l i n e c r e d i t s against both 
past and current take-or-pay or take-and-pay obligations of the Assigned 
Contract, without any corresponding benefit to Assignee, i n order to render 
Assignor's gas e l i g i b l e f o r transportation on such p i p e l i n e . " 

F/O 0584 
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"(d) In the event Assignee v i o l a t e s any of the provisions of t h i s A r t i c l e 
Assiar.ee shall be li a b l e to Assignor for a l l actual damages incurred by 
Assignor as a result thereof, which damages shall include, but _e limited 
to, the monetary value to Assignor of any take-or-pay or take-and-pay credits 
which Assignor is required to grant or i s deemed to have grant---- as a result 
of Assignee's actions i n v i o l a t i o n of t h i s A r t i c l e . Upon prev a i l i n g in any 
action to enforce the provisions of t h i s A r t i c l e , Assignor shall also be 
e n t i t l e d to recover i t s reasonable costs and attorney fees. The provisions 
of t h i s A r t i c l e shall run with the r e a l property interests hereby assigned 
and shall bind and inure to the b e n e f i t of the parties hereto and t h e i r 
respective successors and assigns." 

4.S. NO ELECTION OUT OF SUBCHAPTER K 

15/1 Section 26 of the Operating Agreement referred to above sh a l l be super
seded andNthe following provisions s h a l l apply t o the arrangement between the parties 
hereto. Th\ relationship between the p a r t i e s hereto shall be such that i t w i l l , for 
Federal and State income tax purposes, be tr e a t e d as a partnership. For a l l other 
purposes, thisNagreement i s not intended t o create, nor shall i t be construed as 
having created, \ partnership or mining venture between the parties hereto, and i t is 
expressly agreed chat the r i g h t s and o b l i g a t i o n s hereunder are separate and several 
and neither j o i n t nor c o l l e c t i v e . 

15.2 No election^ehall be made f o r t h i s arrangement between the parties hereto 
to be excluded from the provisions of Subchapter K of Chapter 1 of Su b t i t l e A of the 
I n t e r n a l Revenue Code or S-rnilar provisions o f State income tax law, except that such 
e l e c t i o n may be made by the^Operator f o r any year subsequent to the end of the taxable 
year by which a l l costs of d r i l l i n g the t e s t w e l l have been expended. The Operator 
s h a l l timely prepare and f i l e p-urtnership income tax returns for t h i s arrangement 
u n t i l the election mentioned above i s properly exercised. The election t o deduct i n 
tangible d r i l l i n g and development sosts when paid or incurred s h a l l be properly made 
on the partnership income tax returns. 

15.3 To the extent permitted by law, a l l deduction and credits, including, but 
not l i m i t e d t o , intangible d r i l l i n g and development costs, depreciation, r e n t a l expen
ses, and the investment q u a l i f y i n g f c r theNinvestment tax credi t where applicable, 
s h a l l be allocated to the party who has been\charged with the expenditure giving rise 
to such deductions and credi t s ; and to the extent permitted by law, such parties shall 
be e n t i t l e d to such deductions and c r e d i t s i n computing taxable income or tax l i a b i l i 
t i e s to the exclusion of any other party. Any recapture of such costs, deductions, 
allowances and credits s h a l l be allocated i n the same r a t i o as the item being recap
tured was i n i t i a l l y allocated. \ 

15.4 Should there be a transfer of an i n t e r e s t unoer t h i s agreement, income and 
deductions a t t r i b u t a b l e to such i n t e r e s t s h a l l not be allocated between the transferor 
and the transferee i n a pro rata manner, but s h a l l be allocated according to the date 
the income was accrued and the date the expense was inc u r r e d \ 

15.5 When requested, each party agrees t o provide Operator\with a l l information 
r e a d i l y available from the regularly maintained accounting rooordos. 
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far-out l e t t e r Aqreene 
Paqe 

16. NON-ASSIGNABILITY 

16.1 This farmout l e t t e r is personal to you and neither this farmout l e t t e r nor 
any int e r e s t herein shall be assigned by you without our express consent -n w r i t i n g , 
the breach of which s h a l l , at our elec t i o n , automatically terminate thm .armcut 
l e t t e r . 

17. BINDING EFFECT 

17.1 This farmout l e t t e r s h a l l be covenant running with the ownership of the 
lease acreage and, as such, sh a l l be binding upon and inure to the benefit of the 
parties hereto, t h e i r heirs, personal representatives, successors, and when assign
ed as herein provided, upon the assigns of the parties hereto. 

18. ACCEPTANCE 

18.1 This l e t t e r i s not binding upon us u n t i l such time as i t has been accepted 
by you and one (1) f u l l y executed copy returned to us within ten (10) days from the 
date hereof. 

YATES PET.RSf.EUM CORPORATION 

By / ^ ^ t ^ S 

Attorney-fn-Fact 

ABO PETROLEUM CORPORATION 

ING COMPANY 

Attorney-in-Fact 

MYCO INDUSTRIES, INC. 

A/ttorney-in-F/ct 7 
The foregoing farmout l e t t e r agreement and a l l of i t s terms, covenants and conditions 
are hereby accepted and agreed to t h i s day of , 19 90. 

ATTEST: 

By 

ANADARKO PETROLEUM CORPORATION 

By 

Title 

F£B 7 mo 
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Ms. L e s l i e Bentz 
Yates Petroleum Corporation 
105 South Fourth S t r e e t 
A r t e s i a , New Mexico 98210 
(505) 748-1471 ( O f f i c e ) 
(505) 748-2515 (Home) 

Mr. Ray Beck. 
(505) 746 -2565 (Home) 

L'XHIBIT "A" 
GEOLOGICAL REQUIREMENTS 

Mr. S t e r l i n g I I . "Chip" F l y , 
(505) 748-3009 (Home) 

Mr. Mark Mauritsen 
(505) 746-4335 (Home) 

Mr. Steve Speer 
(505) 625-2018 (Home) 

I . N o t i f i c a t i o n : 

A. You s h a l l immediately n o t i f y the above company r e p r e s e n t a t i v e (or a l t e r n a t e ) 
by telephone, a t your expense, s u f f i c i e n t l y i n advance o f the f o l l o w i n g events 
i n order t h a t a r e p r e s e n t a t i v e o f the company may be present t o witness same: 

1. Spudding o f any t e s t w e l l hereunder 
2. A l l d r i l l stem o r ot h e r t e s t o f s a i d w e l l 
3. Logging or ot h e r downhole surveys 
4. Any c o r i n g o p e r a t i o n s 
5. Any pl u g g i n g o p e r a t i o n s 

B. You s h a l l , a t your expense, f u r n i s h us c u r r e n t progress r e p o r t s on s a i d w e l l 
w i t h f u l l i n f o r m a t i o n thereon each day by telephone. This requirement may be 
waived and w e l l progress r e p o r t may be mailed d a i l y when p r a c t i c a b l e . 

I I . Other Requirements: 

A. Unless waived by us, you s h a l l run: 

1. A dual l a t e r o l o g , dual i n d u c t i o n or e q u i v a l e n t s a t u r a t i o n l o g . 

2. And a compensated neutron-formation d e n s i t y o r e q u i v a l e n t p o r o s i t y log. 

B. You s h a l l f u r n i s h us the f o l l o w i n g data and i n f o r m a t i o n : 

1. Two copies of f i e l d p r i n t s and two copies o f f i n a l p r i n t s o f a l l e l e c t r i c 
logs or other downhole surveys run i n s a i d w e l l ; t h i s i ncludes dipmeter 
logs and any d e r i v a t i v e logs such as "Coriband" or"Saraband" or 
e q u i v a l e n t survey a n a l y s i s . 

2. Two copies of a l l d r i l l stem t e s t r e p o r t s 
3. Two copies o f a l l core a n a l y s i s r e p o r t s 
4. One copy o f a l l f l u i d a n a l y s i s r e p o r t s 
5. One copy o f the p r e l i m i n a r y mud log sheets and one copy o f the f i n a l mud 

log 
6. One copy of any p a l e o n t o l o g i c a l r e p o r t 
7. One copy o f any g e o l o g i c a l r e p o r t 
8. Ore copy of the sample d e s c r i p t i o n 
9. One co;.y of the d r i l l i n g time 

10. Cre copy of a i l government r e p o r t s 
11. One copy of p r o d u c t i o n r e p o r t s f c r s i x t y (60) days a f t e r completion of 

the w e l l . 

C. One set of r e p r e s e n t a t i v e samples t o be f i l e d w i t h Midland Sample Cut. 
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