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UNIT AGRECMENT
FOR THE DEVELOPMENT AND OPERATION

OF THE )
SANDSAGE STATE UNIT AREA
LEA COUNTY, NEW MEXICO
NO.
THIS AGCREEMENT, entered into as of the_jigL__day of June

12 “5 by and between the parties subscribing, ratifying or consenting hereto, and

herein referred to as the '"parties hereto";

WITNESSETH:

WHEREAS, the parties hereto are the cwners of working,royalty, or other
0il or gas interests in the unit area subject to this agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico 1is
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 lasseces
where such 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 Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N.M. Statutes 1978 Annétated) 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 such agreements for the unit operation and development of
part or all of any oil or gas pool, field, or area; and

WHEREAS, the 0Oil Conservation Division of the Energy and Minerals Depart-

Iy

ment of the State of New Mexico (hereinafter referred to as the '"Division'), 1is

>
<

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 Compilation) to approve
this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Sandscge

State Unit Area covering the land hereinafter described to give reasonably

effective control of operations therein; and



WHEREAS, it is tnc purpose of the parties hereéchto conserve 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 Eim-
itations herein set forth;

NOW, THEREFORE, in consideration 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-

cognized as constituting the unit area:

Township 15 South, Range 35 Fast, NMPM

Section 8: E/Z Section 20: E/2, SW/4
Section 9: All Section 21: All
Section 16: All Section 29: N/2

Section 17: E/2
Lea County, New Mexico
Containing 3,360 acres, mcre or less

Exhibit "A" attached heretoc 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" attached hereto is a schedule showing to the extent known to the
unit operator the acreage, percenfége and kind of ownership of oil and gas interests in
all lands in the unit area. However, mothing herein or in said schedule or map shall
be const;ued as a répresentation by aﬁy party hereto as to the ownership of any interest
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 changes
in ownership in the unit area render such revisions necessary or when requested by the
Commissioner of Public Lands, hereinafter referred to as "Commissioner" or 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 fluid

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

3. UNIT OPERATOR: YATES FETROLEUY, CORPORATION ,whose address is

105 South Fourth Street, Artesia, MM 88210 Is hereby designated as unit operator

and by signature hereto commits to this agreement all interest in unitized substapces
vested in it as set forth in Exhibit "B", and agrees and consents O accept the 4eri.
and obligations of unit operator for the discovery, development and production of yni-

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

operator, such reference means the unit operator acting in that capacity and ngt 55 an
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owner of intercsts in unitized substances, and the term I<::rking intercst owner' whoen

used hcrein shall include or refer to unit operator as the owncr of a working interest

when such an interest is owned by it.

4. RESIGNATION 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 resignation.

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 suéstances, but upon the resignation or removal of unit operator
becoming 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.

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 interast:
according to their respective acreage interests in all unitized land shall by a majority
vote select a successor unit operator; provided tﬁat, if a majority but less than s;;enb
five percent(75%) of the working interests qualified to vote is owned by one party to th
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 effoctive
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. 1If no successor unit operator is selected and qualifiecd as herein provided,
the Commissioner at his election, with notice to the Division, may declare this unit =

ment terminated.
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6. ACCOUNTING JQ;VISIONS: The unit operator sh;(: pay in the first instancce
all costs and expenses incurred in conducting unit operations hereunder, and such costs
and expenses and the working interest benefits accruing hercunder shall be apportioncd,
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 intercsts
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 secticn
whether 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 condictions 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,p;o—
ducing, storing, allocating and distributing the unitized substances are heresby 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 operator, 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 shazall
drill said well with due diligence to a depth sufficient to attain the top of the

\

sty Lime 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 eveat, be

required to drill said well to a depth in excess of 13,200 feet.

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

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

and the beginning of the next well, until a well capable of producing unitized substanc. ;
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is paying quantities is é(iplctcd to the satisfaction of (’: Commissioner or until
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 formatidn
drilled 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 1is
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, OBLIGATIONS 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 pefiod 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 geood conservation practices go as 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. :

If 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; previdod

~y

however, the Cormissioner shall give notice to the unit operator and the lessces of rece

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

cancel on account of any alleged breach of said covenant for reasonable development and
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decision cntered thurcun( shall be subjcct to appeal i(‘,le manner prescribed by
(Sec. 19-10-23 N.M. Statutes 1978 Annotatcd), 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 defaule, 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.
i Notwithstanding any of the provisions of this Agreement 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

L]

participate in the production therefrom and in all other producing wells which may be
drilled pursua;;'hére;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 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 to 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 to 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 contained 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 tracr

in the unitized area established under this agreement, except any part thereof used for
production or development purposes hercunder, or unavoidably lost, shall be deenmcd to be
produced 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 acreage basis, cach such

tract shall have allocated to it such percentage of said production as 1ts arca bears to

(6)



i:hc entire unitized arca(‘lt is heredy agreed that prodlrion of unitized substauces
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
committed 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 1its 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 oil in accordance with the terms of the respective leases.

All rentals, if any, due under any leaéés 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 operator 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 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.

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 suc
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 COYVFORMED AND EXTENDED INSOFAR AS THEY APPLY
TO LANDS WITHIN Tiz ULNITIZID ARDAC

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

apply to lands within the unitized arca to the extent necessary to make the sume
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conform to the provisions hereof and so that the respective terms of said leases and
agreements will be extended insofar as necessary to colncice with the terms of Ehis
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 con-
tinue in force beyond the term provided therein as long as this agreement remains in
effect, provided, drilling operations 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 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 portion 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. XNot-
withstanding any of the provisions of this agreement to the contrary, any lease embraci:
lands of the State of New Mexico having only a portion of its lands committed hereto sh:
continue in full force and effect beyond the term provided therein as to all lands em=
braced within the unitized area and committed to\this agreement, 1in accordance with tha
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 su.
lease, such production shall not be considered as production from lands embraced in s

lease which are not within the unitized areca, and which are not committod therosg

, oand
drilling or reworking operations upon some part of the lands embraced within the uniziz
area and cormitted to thils agreement shall be considered as drilling and reworking or

ations only as to lands embraced within the unit agreement and not as to lands ¢mbraocd

within the lease and not committed to this unit agreement; provided, however, as to

any lease embracing lands of the State of New Mexico having only a portion of its land

3
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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 agreement, and arc
being produced in paying quantities prior to the expiration of the primary term orf
such lease, such production in paying quantities shall serve to continue such leasec
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 wells 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 assumpticn ol all privileges and obligations hereunder to
the grantee, transferee or other successor in interest. No assignment or transier 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 upocn

=

approval by the Commissioner and the Division and shall terminate in - 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 ar.
in progress for the restoration of production or discovery of new production and so l.nw

thercafter as the unitized substances so discovered are being produced as aforesaid. 7

¢}

agrcement may be terminated at any time by not less than seventy-five percent (757.)
an acreage basis of the owners of the working interests, signatory hereto, with the arn:

of the Commissioncr and with notice to Division. Likewise, the failure to comply wit.:
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drilling requircments of Section 8 hercol, 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 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 Cormissioner 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 posfpaid registered mail, addressed to such party or parties at
their respective addresses, set forth in connection with the signatures hereto or tao
the ratification 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 to 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 transportation,inability to obtain necessary material in open
market, or other matters beyond the reasonable control of the unit operator, whetherf
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 hereunder becomes impracticable as a result thereof, such tract mav be
eliminated from the unitized area, and the intecrest of the parties readjusted us a re-
sult of such tract being eliminated from the unitized arca. In the event of a dispur.
as to the title to any royalty, working, or other interest subject hercto, the unit

operator may withhold payment or delivery of the allocated portion of the unitizod
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substances involved on account thercof, without liability for interest until the dis-
pute is 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 tfor aav
defect or failure of any title hereunder,

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

area not committed hereto, 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 consenting 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, develcp-
ment, and operation. A subsequent joinder shall be effective as of the first day of the
month following the approval by the Commissione; 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 uﬁit 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 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 1is 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 PEIROLEN SORPORATION

DATE: By (f{(j o/’; ~
Attortey—1n-inet 8
ATTEST // ~ et

e

BY o

OTHER WORXKING INTHEREST QWNERS

Company

DATE: BY:




STATE OF NEW MEXICO )

SOUNTY OF ELDY )

The foregoing instrument was ac<ncowledsed before me this “rd day ol June,
2G50 Ly John A. Yates, Attorney-in-Fact for YATES PETROLEUM CORPORATION, a
New Mexioo corporation, on kenalfl of sald corporaticn.

J e e ) Q/J/M/an

P

Notary Public

My commission expires:
Z)‘\Ltﬂzﬁ/v'd\/ / A
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EXHIBIT B TO UNIT AGREHVIEENT
SANDSAGE STATE UNIT AGRERVENT

Schedule of Tract Numbers, Ownership and Participation

b/1/86
Revised 8/7/86

BASIC OVERRIDE (R PRO-
TRACT LEASE NO. & DUCTICN PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OANER - PERCENTAGE
1 T15S-R35E 160.00 LG-3681 State Yates Petroleum Corporation None Yates Petroleum
Sec. 20: Sw} 8/1/86 1/8 Corporation
Yates Drilling Canpany
Abo Petroleum Corporation
Myco Industries, Inc.
rl\ 25% each
2 T15S-R35E 160.00 1G-3682-2 State M & W of Lovington, Inc, None Yates Petroleun
Sec. 21: NE} 8/1/86 1/8 Corporation 100%
3 T15S-R35E 320.00 LG-3683 State Yates Petroleun Corporation None Yates Petroleun
Sec. 29: N/2 8/1/86 1/8 Corporation
Yates Drilling Conpany
Abo Petroleun Corporation
Myeo Industries; Inc.
25% each
4 T15S-R35E 480.00 LG-3726 State Yates Petroleun Corporation None Yates Petroleum
Sec. 16: NWINE}, SINE}, 9/1/86 1/8 Corporation
NWINWL, SiNwi, Yates Drilling Company
Swi, NE1SE1, Abo Petroleum Corporation
'r\\ SW3SE} Myco Industries, Inc.
25% each
5 T155-R35E 520.00 LG-3798 State Yates Petroleun Corporation None Yates Petroleum
Sec. 9: NE}, NWiNwi, 10/1/86 1/8 Corporation
SINWL, E}Swi, Yates Drilling Co.
SE} Abo Petroleumn Corp.
Myco Industries, Inc.
25% each
6 T155-R35E 160.00 LG-3859 State Yates Petroleun Corporation None Yates Petroleum
Sec. 8: SE} 11/1/86 1/8 Corporation

Yates Drilling Campany
Abo Petroleun Corporation
Myco Industries, Inc.

25% each



EXHIBIT B

6/1/86

Page 2 of 23 Revised 8/7/86
BASIC OVERRIDE OR PRO-
TRACT ) LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTICN ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER - PERCENTAGE
7 T15S-R35E 120.00 LG-4031 State Cal-Mon Oil Company 6.25% ORRI John H. Hendrix 12.5000
Sec. 9: NEjNW}, WiSwi 2/1/87 1/8 Cal-Mon Oil Estoril Producing
Corporation Corporation 12,5000
2.8125% Jack O. McCall 10.0000
Robert L. Joe R, Henderson 6.2500
Monaghan Ernest Angelo,Jr. 7.5000
.3125% Jack Markham 2.5000
AT, Carlton Jan Oil Carpany 5.000G0
3.1250% George A, Thamas 2.5000
- William T. Thomas 2.5000
Joe N. Gifford 2.9167
Bascom L. Mitchell 2.9167
partnership 5.8334
M.B. Wisenbaker 2.9166
J.M, Welborn 2.5000
James S. DuBose  10.0000
Robert L. Monaghan 1.2500
Cal-Mon Oil
Conparry 11.2560
DM Gil and Gas
Corporation 2.5000
Horseshoe 0Oil &
Gas Corporation 2.5000
8 T15S-R35E 160.00 V-486-1 State Kerr-McGee Corporation 3.53% ORRI Kerr-McGee Corporation
- Sec. 8: NE} 4/1/87 1/6 Roger Allen 100%
.50%
Randy Smith
.50%
Andy Lattu
.38%
Larry Schulz
.20%
James King
21%
W.W. Gibson
.33%
Earl Chisholm
1.00%
Bob Stevens
.20%
Eugene Core

215



EXHIBIT B 6/1/86
Page 3 of 23 Revised 8/7/86
BASIC OVERRIDE CR PRO-
TRACT LEASE NO. & DUCTION PAYVENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF REOORD AND PERCENTAGE OMNER - PERCENTAGE
9 T15S-R35E 160.00 LG-4535 State Yates Petroleun Corporation None Yates Petroleum
Sec. 20: NE} 9/1/87 1/8 Corporation
Yates Drilling Conpany
Abo Petroleum Corporation
Myco Industries, Inc.
25% each
10 T15S-R35E 160.00 V-652 State Great Western Drilling None Great Western Drilling
Sec. 16: NEjNW}, NEINEL, 12/1/87 1/6 Company Company 100%
(\ NWiSE}, SEiSE}
11 T155-R35E 320.00 LG-5032 State Phillips Petroleum Compairy None Phillips Petroleum
Sec. 21: W/2 1/1/88 1/8 Company 100%
12 T15S-R35E 160.00 V-1123 State Mitchell Energy Corporation None Mitchell Energy
Sec. 20: SEi 7/1/89 1/6 Corporation 100%
13 T15S8-R35E 160.00 V-1860 State Yates Petroleun Corporation None Yates Petroleunm
Sec, 21: SEi 6/1/91 1/6 Corporation 100%
Total: 3040.00 - Acres of New Mexico Lands




EXHIBIT B
Page 4 of 23

-

TRACT
NO. DESCRIPTION

ACRES

ROYALTY

LESSEE OF RECORD

OVERRIDE OR PRO-
DUCTION PAYVIENT
AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTTREST
CWNER - PERCENTAGE

14 T155-R35E
Sec. 17: E/2SE/4

15 T155-R35E
Sec. 17: NE/4

20.0000

2.5000

Higgins Trust

Inc.
10/3/86

LeRoy M.
Hostetler
10/29/86

3/16

1/6

Great Western Drilling
Company

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt
.0446%

f—
e
i

3.3333% ORRI
Raymond L.
Noble 1.2697%
Llewellyn B.
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans  .2977%
Donald R.
McClung .2977%
Samuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kenneth N. Dunlap
.0595%
Joseph Schuchardt II1
.1190%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%



EXHIBIT B 6/1/86

T155-R35E

Page 5 of 23 Revised 8/7/86
BASIC OVERRIDE OR PRO-
TRACT ) LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OANER - PERCENTAGE
16 T15S-R35E 2.5000 L.C. 3/16 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Clark, dJr. Corporation 40% Corporation-40%
4/18/89 Yates Drilling Company 20% Yates Drilling Conpany
Abo Petroleum Corporation 20% -20%
Myco Industries, Inc. 20% Abo Petroleumn Corporation
~20%
Myco Industries, Inc.
-20%
r T15S-R35E 20.0000 Russell 3/16 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Mainard Corporation 40% Corporation -40%
4/18/89 Yates Drilling Campany 20% Yates Drilling Corpany
Abo Petroleum Corporation 20% -20%
Myco Industries, Inc. 20% Abo Petroleumn Corporation
-20%
Myco Industries, Inc.
-20%
18 T155-R35k 20,0000 Mi l1dred 3/16 Yates Petroleum Nofe Yates Petroleun
Sec. 17: NE/4 Lindsey Corporation 40% Corporation-40%
5/5/89 Yates Drilling Campany 20% Yates Drilling Coarpany
Abo Petroleun Corporation 20% -20%
Myco Industries, Inec. 20% Abo Petroleum Corporation
-20%
Myco Industries, Inc.
-20%

Marilyn J. 3/16
Williams

formerly

Marilyn J. Darland
5/10/89

Yates Petroleum None
Corporation 40%

Yates Drilling Camany 20%

Abo Petroleun Corporation 20%
Myco Industries, Inc. 20%

Yates Petroleun

Corporation-40%

Yates Drilling Carpany
-20%

Abo Petroleum Corporation
-20%

Myco Industries, Inc.
-20%



EXHIBIT B 6/1/86
Page 6 of 23 Revised 8/7/86
BASIC OVERRIDE OR PRO-
TRACT ° LEASE NO. & DUCTION PAYMENT WCRKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OMNER - PERCENTACE
20 T15S-R35E 5.5555 Carlton James 3/16 Great Western Drilling 1.2500% ORRI Great Western Drilling
Sec. 17: NE/4 Carmichael Estate Company Raymond L, Company 75%
HBP Noble .4762% Horizon Exploration
Llewellyn B. Campany 25%
Culbert .1190%
Gerald V.
Mendenhal 1
.2083%
Grant R.
\ Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%
21 T15S-R35E 5.95555 Madalyn Dotson 3/16 Great Western Drilling 1.2500% ORRI Great Western Drilling
Sec., 17: NE/4 Bailey Company Raymond L. Campany 75%
HBP Noble  .4762% Horizon Exploration
Llewellyn B, Conpany 25%
rr\ Culbert .1190%
Gerald V.
Mendenhal 1
.2083%
Grant R.
Evans  .1117%
Donald R.

McClung .1117%

Samuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Duniap
.0223%

Joseph Schuchardt I11
.0446%



EXHIBIT B
Page 7 of 23

.

TRACT
NO. DESCRIPTION

ACRES

BASIC
LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

OVERRIDE OR PRO-
DUCTION PAYWENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
OWNER - PERCENTAGE

22 T15S-R35E
Sec. 17: NE/4

23 T15S-R35E
Sec. 17: NE/4

5.5555

25.5556

Flo Brown 3/16
Little
HBP

Mary Jo 3/16
Dotson
HBP

Great Western Drilling
Company

Great Western Drilling
Coampany

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R,
Evans LA117%
Donald R.
McClung .1117%

Samuel H. Peppiatt

.1339%

Anita Rambo Dunlap

.0223%

Kenneth N. Dunlap

.0223%

Great Western Drilling
Conpany 75%
Horizon Exploration

Company 25%

Joseph Schuchardti 1171

.0446%

1.2500% ORRI
Noble .wqmww
Lleweliyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans LA117%
Donald R.
McClung .1117%

Sanmel H. Peppiatt

.1339%

Anita Rambo Dunlap

.0223%

Kenneth N, Dunlap

.0223%

Great Western Drilling
Company 75%

Horizon Exploration

Companty 25%

Joseph Schuchardt 111

.0446%



EXHIBIT B
Page 8 of 23

TRACT
NO. DESCRIPTICN

ACRES

BASIC
LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WOBKING INTEREST
OWNER - PERCENTAGE

24 T155-R35E
Sec, 17: NE/4

25 T15S-R35E
Sec. 17: NE/4

5.5555

25.5556

Conrad M. 3/16
Gathings
HBP

Mary Scott 1/6
Gould by her
Attorney-in-

Fact, Ralph

B. Shank

HBP

Great Western Drilling
Conpary

Great Western Drilling
Conpany

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R,
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N, Dunlap

Great Western Drilling
Company 75%

Horizon Exploration
Company 25%

3.333% ORRI Great Western Drilling
Raymond L. Campany 75%
Noble 1.2697% Horizon Explo
Llewellyn B. Company 25%
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans  .2977%
Donald R.
McClung .2977%
Samuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kenneth N, Dunlap
.0595%
Joseph Schuchardt 111
.1190%



EXHIBIT B
Page 9 of 23

TRACT
NO. DESCRIPTICN

ACRES

BASIC
LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYWENT
AND PERCENTAGE

WOEKING INTEREST
OMIER - PERCENTAGE

26 T15S-R35E
Sec., 17: NE/4

27 T15S-R35E
Sec. 17: NE/4

5.5555

5.5555

Mary M. Stokes 3/16
and her husband
Jerry F. Stokes

HBP

H.D. White 3/16
HBP

Great Western Drilling
Campany

Great Western Drilling
Canpany

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R,
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kemneth N, Dunlap
0223%

.
RSP T AU o [P A, M |
oJ Ui AL DU IA U0 —u—.

.0446%

Great Western Drilling
Carpany 75%

Horizon Exploration
Campany 25%

TTYGE
111

1.2500% ORRI Great Western Drilling
Raymond L, Company 75%
Noble  .4762% Horizon Exploration
Llewellyn B, Company 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kernieth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%



EXHIBIT B
Page 10 of 23

TRACT
NO.

.

DESCRIPTION

ACRES

BASIC
LEASE NO. &
EXP., DATE ROYALILY

LESSEE OF RECORD

6/1/86
Revised 8/7/86
(OVERRIDE (R PRO-

DUCTION PAYMENT
AND PERCENTAGE

WORKING INIEREST
OWNER - PERCENTAGE

28

29

T15S-R35E
Sec. 17: NE/4

T158-R35E
Sec. 17: NE/4

2.7778

1.3890

Elva Moad 3/16
HBP

Harry H. Jung 3/16
and his wife,
Virginia M. Jung
HBP

Great Western Drilling
Camnpany

Great Western Drilling
Comparny

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap

Great Western Drilling
Corpany 75%
Horizon Exploration

Campany 25%

1.2500% ORRI
Raymond L.

Noble .4762

Great Western Drilling
Conpany 75%
Horizon Exploration

Conpany 25%

Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Duntap

.0223%
Joseph Schuchardt I11
. 04465

o



EXHIBIT B
Page 11 of 23

TRACT
NO. DESCRIPTION

ACRES

EXP. DATE ROYALTY

LESSFE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYWENT
AND PERCENTAGE

WORKING INTEREST
OWER - PERCENTAGE

30 T158~-R35E
Sec. 17: NE/4

31 T15S5-R35E
Sec. 17: E/2SE/4

1.3890

4.4445

Carroll Cobb 3/16
and his wife
Glenda Cchb

HBP

Madalyn Dotson 3/16
Bailey now Madalyn
Lansford

HBP

Great Western Drilling
Carpany

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
mcmm@rmow:@rawm:

.0446%

Great Western Drilling
Campany 75%
Horizon Exploration

Company 25%

]
St
et

1.2500% CRRI Great Western Drilling
Raymond L. Company 75%
Noble .4762% Horizon Exploration
Llewellyn B, Corpany 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%



EXHIBIT B
Page 12 of 23

TRACT )
NO. DESCRIPTION

ACRES

BASIC

LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WORKING INTEREST
OANER - PERCENTACE

32 T15S-R35E
Sec. 17: E/2SE/4

33 T15S-R35E
Sec. 17: E/2SE/4

4.4445

14.4444

Flo Brown 3/16
Little
HBP

Mary Joe 3/16
Dotson
HBP

Great Western Drilling
Conmpany

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans LA117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%

1.2500% ORRI Great Western Drilling
Raymond L. Campany 75%
Noble .4762% Horizon Exploration
Llewellyn B, Campany 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt T11
.0446%
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TRACT °
NO. DESCRIPTION

ACRES

BASIC

LEASE NO, &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT WORKING INIEREST
AND PERCENTAGE ANER -~ PERCENTAGE

34 T15S-R35E
Sec. 17: E/2SE/4

35 T15S-R35E
Sec. 17: E/2SE/4

4.4445

14,4444

Conrad M. 3/16
Gathings
HBP

Mary Scott 1/6
Gould, by her
Attorney-in-

Fact, Ralph B.
Shank

HBP

Great Western Drilling

Company

Great Western Drilling
Comparty

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap

Great Western Drilling
Campany 75%
Horizon Exploration

Carpany 25%

oo & oo
o]
oh
[l
et
bt
]

3.3333% ORRI
Raymond L.
Nobl 1.2697%
Llewellyn B.
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans  .2977%
Donald R.
McClung .2977%
Sanuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kenneth N. Duniap
.0594%
Joseph Schuchardt 111
.1190%

Great Western Drilling
Comparty 75%

Horizon Exnloration

N AL LR PO 8

Company 25%



EXHIBIT B
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TRACT ’
NO, DESCRIPTION

ACRES

EXP. DATE ROYALTY

LESSEE OF REQORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYVENT
AND PERCENTAGE

WORKING INTEREST
OMNER - PERCINTAGE

36 T15S-R35E
Sec. 17: E/28E/4

37 T15S-R35E
Sec. 17: E/2SE/4

4.4445

2.2222

H.D. White 3/16
HBP

Elva Moad 3/16
HBP

Great Western Drilling
Company

Great Western Drilling
Company

1.2500% ORRRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert ,.1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardi 111

.0446%

Great Western Drilling
Company 75%

Horizon Exploration

Carpany 25%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Explorati

Corpany 25%



EXHIBIT B
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TRACT '
NO. DESCRIPTION

ACRES

BASIC
LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF REQORD

6/1/86
Revised 8/7/86
OVERRIDE OR PRO-

DUCTION PAYMENT
AND PERCENTAGE

WOEKING INTEREST
OMNER - PERCENTAGE

38 T155-R35E
Sec. 17: E/2SE/4

39 T15S-R3ISE
Sec. 17: E/2SE/4

1.1111

1.1111

Harry H. Jung 3/16
and his wife,
Virginia M. Jung
HBP

Carroll Cobb 3/16
and his wife,
Gienda Cobb

HBP

Great Western Drilling
Company

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
CGerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rarbo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
mcmm@?mmﬂﬂommwgﬂ

.0446%

Great Western Drilling
Campany 75%

Horizon Exploration

Company 25%

—
Pt
st

1.2500% ORRI CGreat Western Drilling
Raymond L. Company 75%
Noble .4762% Horizon Exploration
Llewellyn B. Company 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Sarmuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%



EXHIBIT B
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TRACT :
NO. DESCRIPTION

ACRES

BASIC
LEASE NO. &
EXP, DATE RCYALTY

LESSEE OF RECORD

OVEFRIDE OR PRO-
DUCTION PAYMENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
(WNER - PERCENTAGE

40 T15S-R35E
Sec. 17: E/2SE/4

41 T15S~-R35E
Sec. 17: E/2SE/4

4.4444

4.4444

Carlton James 3/16
Carmichael

Estate

HBP

Mary Stokes 3/16
HBP

Great Western Drilling
Company

Great Western Drilling

Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.

Great Western Drilling
Company 75%

Horizon Exploration
Campany 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schucharadt TIi
.0446%

1.2500% ORRI Great Western Drilling

Raymond L.

Noble .4762%

Llewellyn B.

Conpany 75%
Horizon Exploration

Company 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt I11
.0446%



EXHIBIT B
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TRACT
NO. DESCRIPTION

ACRES

BASIC
LEASE NO. &
EXP. DATE ROYALTY

LESSEE OF REQORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WCRKING INIEREST
OMNER - PERCENTAGE

42 T15S-R35E
Sec. 17: W/2SE/4

43 T15S-R35E
Sec. 17: W/28E/4

6.6667

6.6667

Madalyn Dotson 3/16
Bailey
HBP

Flo Brown 3/16
Little
HBP

Great Western Drilling
Company

Great Western Drilling
Conpariy

1.2500 ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans .1117%
Donald R.
McClung .1117%
Sanmel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

1.2500 ORRI
Raymond L.

Great Western Drilling
Conpany 75%
Noble .4762% Horizon Exploration
Llewellyn B. Canpany 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermmeth N. Dunlap
.0223%
Juseph Schuchardt 111
.0446%



EXHIBIT B
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TRACT
NO. DESCRIPTION

ACRES

BASIC
TFASE ND. 2

EXP. DATE ROYAL1Y

LESSEE OF RECORD

OVERRIDE CR PRO-
DUCTTION PAYMENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
OWNER - PERCENTAGE

44 T15S-R35E
Sec. 17: W/2SE/4

45 T155-R35E
Sec. 17: W/2SE/4

16.6666

6.6667

Mary Joe 3/16
Dotson
HBP

Conrad M. 3/16
Gathings
HBP

Great Western Drilling
Company

Great Western Drilling
Company

1.2500% CORRI
Raymond L.
Noble .4762%
Llewellyn B.

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

Culbert .1190%
Cerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
m&mm@?mm?ﬂ@r_mw&

.0446%

o]
—
Y-t

1.2500 ORRI Great Western Drilling

Raymond L.

Nt 1 o AT L0
WNUJLIT « 21 ULD

Llewellyn B.

Company 75%
TTrv123 vy Lervn Voaan 4 3 s
o1 2011 E._.CP ad b iull

Conpany 25%

Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R,
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermneth N. Dunlap
.0223%
Joseph Schuchardt ITI
.0446%
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NO. DESCRIPTION

ACRES

BASIC

TTLAQT AT [
LILLNI: AT e W

EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE CR PRO-
DUCTION PAWWENT WORK ING INTFREST

AND PERCENTAGE OANER - PERCENTAGE

46 T15S-R35E
Sec. 17: W/2SE/4

47 T15S-R35E
Sec. 17: W/2SE/4

16.6666

6.6667

Mary Scott 1/6
Could, by her
Attorney-in-

Fact, Ralph

B. Shank

HBP

H.D. White 3/16
HBP

Great Western Drilling
Company

Great Western Drilling
Company

3.3333% ORRI
Raymond L.
Noble 1.2697%%
Llewellyn B.
Culbert .3174%
Gerald V,
Mendenhall
.5554%
Grant R.
Evans  ,2977%
Donalid R.
McClung .2977%
Samuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kerneth N. Dunlap
.0595%
Joseph Schuchardt 111
.1190%

Great Western Drilling
Conpany 75%
Horizon Exploration

Company 25%

1.2500 ORRI Great Western Drilling
Raymond L. Conmpany 75%
Nobie .4762% Horizon Explorati
Llewellyn B. Conpany 25%
Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  ,1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermeth N, Dunlap
.0223%
Joseph Schuchardt 111
.0446%
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MDA *

. DESCRIPTION

ACRES

BASIC
TFASE N &

Adsam A avnse

EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVEFRIDE OR PRO-
NICTICN PAYVENT

AND PERCENTACE

WRKING INTEREST
OANER - PERCENTAGE

48 T15S-R35E
Sec. 17: W/2SE/4

49 T15S-R35E
Sec., 17: W/2SE/4

3.3334

1.6666

Elva Moad 3/16
HBP

Harry H. Jung 3/16
and his wife,
Virginia M. dung
HBP

Great Western Drilling
Campany

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N, Dunlap
.0223%
Joseph Schuchardt
.0446%

Great Western Drilling
Compariy 75%

Horizon Exploration
Company 25%

—t
——t
=t

1.2500% ORRI Great Western Drilling
Raymond L. Company 75%
Noble .4762% Horizon Exploration
Llewellyn B. Company 25%
Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%
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NO. DESCRIPTION

ACRES

EXP. DATE ROYALTY

LESSEE OF RECCRD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO~
DUCTICN PAYWENT
AND PEFRCENTAGE

WORKING INTEREST
OWMNER - PERCENTAGE

50 T155-R35E
Sec, 17: W/2SE/4

51 T15S-R35E
Sec., 17: W/2SE/4

1.6666

6.6667

Carroll Cobb 3/16
and his wife,
Glenda Cobb

HBP

Carlton James 3/16
Carmichael

Estate

HBP

Great Western Drilling

Company

Great Western Drilling

Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermmeth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Companty 75%
Horizon Exploration

Compary 25%

1.2500% ORRI Great Western Drilling
Raymond L. Conpany 75%
Noble .4762% Horizon Exploration
Llewellyn B. Conpany 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  ,1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt I11
.0446%
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DAOTM
M0 N

OVERRTDF OR PRO~

6/1/86
Revised 8/ 7/86
Revised 8/19/86

TRACT LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE COWNER - PERCENTAGE
52 T15S-R35E 6.6667 Mary M. Stokes 3/16 Great Western Drilling 1.2500% ORRI Great Western Drilling
Sec. 17: W/2SE/4 and her husband Company Raymond L. Company 75%
Jerry F. Stokes Noble .4762% Horizon Exploration
HBP Llewellyn B. Company 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans L1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
L0223%
Joseph Schuchardt III
.0446%
53 T158-R35E 3.75 James Reed McCrory 1/4 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Corporation 40% Corporation 40%
Yates Drilling Yates Drilling
Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 20%
Myco Industries, Myco Industries,
Inc. 20% Inc. 20%
54 T155-R35E 3.75 LIBERTY NATIONAL BANK, 1/4 Yates Petroleum None Yates Petroleum
Section 17: NE/4 a New Mexico Corporation Corporation 40% Corporation 40%
as Trustee or the W.T. Yates Drilling Yates Drilling
Reed Trust Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 201,
Myco Industries, Myco Industries,
Inc. 20% Inc. 20%
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6/1/86
Revised 8/ 7/86
Revised 8/19/86

BRASTC OVERRIDE OR PRO-
TRACT LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER - PERCENTAGE
55 T15S-R35E 10.00 Home Stake Royalty 1/4 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Corporation Corporaticn 40% Corporation 40%
Yates Drilling Yates Drilling
Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 20%
Myco Industries, Myco Industries,
Inc. 20% Inc. 20%
56 T155~-R35E 5.00 Baruch~Foster ----- === ——————-cee = ssese——————— Baruch-Foster
Sec. 17: NE/4 Corporation Corpecration
Unleased
Total: 320.00 Acres of Fee Lands
Recapitulation
3040.00 Acres State Lands 90.47619%
320.00 Acres Fee Lands 9.52381%

3360.00 Acres

Total 10

N NNNNNo
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OPERATING AGREEMENT
THIS AGREEMENT, entered into by and between YATES‘PETRQLEUM CORPORATION, a
New Mexico corporation, 105 S, 4th Street, Artesia, NM . hercinafter designated and

referred to as *“‘Operator’, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “"Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore

and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE I.
DEFINITIONS

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

A. The term *‘0il and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms ‘‘0il and gas lease”, “lease’” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreeraent.

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

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

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

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

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

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

* Continued - See below

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

ARTICLE IIL
EXHIBITS

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

TR aw

If uny provision of any exhibit, except Exhibit “E". is inconsistent with any provision c¢gq 1tained
in the body of this agreement, the previsions in the body of this agreement shall prevail.

% I, Contributing Party shall be defined as any party which farms out its jpterest
to the unit and does not participate in the drilling of the Initial, Substitute,
or Optional Test Well.

J. GEarning Party shall be defined as a party which participates in the drilling
of the Initial, Substitute, or Optional Test Well. Yates Petroleum Corporation is
the Earning Party.

- Revised 8/8/86
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1 ARTICLE III

2 INTERESTS OF PARTIES

3

+ A, Oil and Gas Interests:

5]

t If any partv owns an unleased oil and gas interest in the Contract Area. that interest shall he

7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “"B”. As to such interest, the owner shall re-
9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit

) “B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
il to the extent that it owns the lessee interest.

12

13 B. Interest of Parties in Costs and Production:

14

15 Exhibit A" lists all of the parties and thelr respective percentage or fractional interests under this
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations uncer
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the
18  Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
19 tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties wweies o
20 e Bitrtdbirrd@beire shall also be owned by the parties in the same manner during the term

21 hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests ccv-
22 ecred herebyv.

23

24 ARTICLE IV.

25 TITLES

26

27 A. Title Examination:

28

29 Title examination shall be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
31 and or oil and gas interests included. or planned to be included, in the drilling unit around such woll.
32 The opinion will include the ownership of the working interest, minerals. rovalty. overriding rvoyalty
33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing leases and or oil and gas interests to the drillsite, or to be included in such drilling unit. shalil
35> furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
36 and curative material in its possession free of charge. All such information not in the possession of or
37 made available to Operator by the parties, but necessary for the examination of title. shall be obtained
33 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40 this title program shall be borne as follows:

41

:

14

FATETEPNITEIR PO U ALV~ SN S-U-T ETLCY-V= JEEC TIIE @A CoV-C T J-C L LR LU~V E R LS R Wa botraabe o d it lo oar oo oo 2 %
Y ™ - San Eilhﬂd

43 preliminary, supplemental, shut-in gas royaltv opinions and diserem=—ordTr litle opinions) shall be a
44 part of the administrgtive oxeskend=rs~BTovided in Exhibit *‘C,” and shall not be a direct charge, whether
A—T Pl o PPN P OV T DN T P i et andomatiovoans
< T T LELE R —n il e a2 N

17 X Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorreys
48 for title examination (including preliminary, supplemental. shut-in gas royalty opinions and division
19 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest cf all Drilling Parties as such interests appear in Exhibit “A’.
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
performance of the above functions.

=

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

[

-1

[T RS TR BN | B ) BV B 1 |
[ S S B

<=

59

e No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
v s been examined as above provided, and (2) the title has been approved by the examining attorney or
"2 “1tle has been accepted by all of the parties who are to participate in the drilling of the well.

w4+ B. Loss ol Title:

ih

¢y . Failure of Title: Should any oil and gas intcrest or lease, or interest therein, be lost through

cailure or title. which loss results in a reduction of interest from that shown on Exhibit “A” thig agree-
ment. nevertheless, shall continue in force as to all remaining oil and gas leases and interests, ani
T (a) The party whose oil and gas lease or interest is arfected by the title failure shall bear :lone
“he entire loss and it shall not be entitled to recover from Operator or the other parties any development

-2
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure:; and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the umount of the interest lost; and

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

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

(e} Any liability to account to a third par:y for prior production of oil and gas which arises by
reason of title failure shall be borne by the party or parties in the same proportions in which they shared
in such prior production: and

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

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

{a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost

interest. on an acreage basis, up to the armount of unrecovered costs;

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

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall ro: be considered failure of :itle but shall be joint losses and shall be borne by all parties
in proportion ‘o their interests. There shall be no readjustment of interests in the remaining porticn of
the Contract Area.

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 207 South 4th Street, Artesia, NM 88210 shall be the
Operator of tne Contract Area, and shal: conduct and direct and have full control of all operations on
the Contract .Area as permitted and required byv. and within the limits of, this agreement. It shall con-
duct all such cpverations in a geod and workmanlike manner, but it shall have no liability as Operator

10 the other parties for losses sustained or liabilities incurred, except such as may resull from oross
negligence ~r -anilful misconduct.
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal o Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in “he
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without cny
action by Non-Operator. except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit "A”, and not on the number of parties remaining after excluding the voting
interest of QOperator. Such resignation or rernoval shall not become effective until 7:00 o'clock A.M.
on the first dayv of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at un earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transter of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall te selected by the Parties. The successor Operator shall be selected from the parties owring
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed rails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit "A” and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of employees used by Operstor in conducting operations hereunder, their selection,
énd the hours of labor and the compensation for services performed, shall be determined by Operztor,
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
driiling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who zre doing work of a sim-
ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 13t day of August .19 ;3.6 Operator shall commence the drill-
ing of a well for oil and gas at the following location:

Townghip 15 South, Range 35 Zast
Section 16: W/2
Lea County, New Mexico

and shall tmereafter continue the drilling of the well with due diligence to adequately test the
Austin Lime formaticn at approximately 13,200 feet,

unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical. is encountered at a lesser depth. or unless all parties agree to complele or
ubandon the well at a lesser depth.

Operazor shall make reasonable tests of all formations encountered during drilling which give in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited
in its appireation to a specific formation or formations, in which event Operator shall be required to
test only the formation or formations to which this agreement mav apply.

If. in perator’s judgment. the well will not produce oil or zas in paying quantities, and it wishes

10 plug wri abandon the well as a dry hole, it shall :irst sccure the consent or all parties and shall
plug and .candon same as provided in Article VLE.1l. hercor.
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1 B. Subsequent Operations:

2

3 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
4 other than the well provided for in Article VLA.. or to rework, deepen or plug back a dry hole drilled
3 ot the joint expense of all parties or a well jointly owned by all the parties and not then producing
6 in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
7  other parties written notice of the proposed operation, specifying the work to be performed. the loca-
8 tion, propesed depth. objective formation and the estimated cost of the operation. The parties rece.v-
9 ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
11 If a drilling rig is on location, notice of proposal to rework, plug back or drill deecper may be given
12 by telephone and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14 s=hall constitute an election by thal party not to participate in the cost of the proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing.

16

17 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
18 VIB.1. or VLE.1l. elects not to participate in the proposed operation, then, in order to be entitled to
19 the benefits of this article, the party or parties giving the notice and such other parties as shall elect
20 o participate in the operation shall, within sixty (60) days after the expiration of the notice period of
21 thirty (30) days (or as promptly as possible afier the expiration of the forty-eight (48) hour =zeriod
22  where the drilling rig is on location, as the case may be) actually commence work on the proposed

23 operation and complete it with due diligerce. Operator shall perform all work for the account of the
24 Consenting Parties:; provided, however, if no drilling rig or other equipment is on location. and 1 Op-
25  erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to pericrm
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) cesig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. -vhen
28  conducting operations on the Contract Area pursuant to this Articie VI.B.2.. shall comply with all terms
29  and conditions of this agreement.

31 If less than all parties approve any proposed operation, the proposing party. immediately after the
cexpiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (v) its recommendation as to whether the Consentinz Zar-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight :48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advizz the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit ~A",
or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party., =7 its
election. may withdraw such proposal if there is insufficient participation, and shall promptly =notify
39 all parties of such decision.

[

=1 Oy UL e U3 LY

Tl
oo

1 The entire cost and risk of conducting such operations shall be borne by the Consenting Partizs in
+2  the proportions theyv have elected to bear same under the terms of the preceding paragraph. Con:zz:ing
43 Parties shall keep the leasehold estates invelved in such operations free and clear of all lier: and

14+ encumbrances of every kind created by or arising from the operations of the Consenting Parties. I :uch
43 an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at the:r :ole
M) cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the prcwvizions
<7 of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parties :nall
13 complete and equip the well to produce at their sole cost and risk, and the well shall then te -.rned
19 over to Operator and shall be operated by it at the expense and for the account of the Consenting Pzriies.

50 Upon commencement of operations for the drilling, reworking, deepening or plugging back of ar.- -uch
51 well by Consenting Parties in accordance with the provisions of this Article. each Non-Consentinz Farty
52 snall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall o=+ and

3 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Zo:ty's
54 interest in the well and share of production therefrom until the proceeds of the sale of such -are.
55 calculated at the well. or market value thereof if such share is not sold (after deducting pre=_.:ition

% taxes. crude 011 excise taxes, royalty, overriding royalty and other interestz

-7 existing on the effective date hereof, payable out of or measured by the procuc-
-t tion from such well accruing with respect to such interest until it reverts, shall
-9 equal the total of the following:

= (a) 1009 of each such Non-Consenting Party's share of the cost of any newly acquired . _::gce
1 cquipment beyond the wellhead connections (including, but not limited to. stock tanks. s.--:iiors,

o treaters. pumping equipment and piping), plus 1009 of cach such Non-Consenting Party's shar: - the

cost of operation of the well commencing with first production and continuing until cach :ucs {on-
4+ Consenting Party's relinquished interest shall revert to it under other provisions of this Articie. - ~eing
"D ~ureed that cach Non-Consenting Party’s share of such costs and eguipment will be that interess --hich
i -vould have been chargeable to each Non-Consenting Puarty had it participated in the well from --: be-

sinning of ‘he operation: and
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300 % of that portion of the cost of newly acquired equipment in the well (to and including the wel-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

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

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of production, or the proceeds therefrom. Consenting Parties shall te responsible for the payment of
all production, cnude 0i1 excise taxes, severance, gathering and other taxes, and all
royalty, overriding royalty and other burdens applicable to Non-Consenting Party's
share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipmenz: in the well, but the ownership of
all such equipment shall remain unchanged: ard upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Farties shall accourt for all such equipment to “he
owners thereof, with each party receiving its proportionate part ir kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well or production; or, at its option,
the operating party, in lieu of an itemized statement eof such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for -he Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all ccsis and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil znd gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consentirz party.

If and when the Consenting Parties recover from a Non-Consernting Party’s relinquished interest
the amounts provided for above, the relinquished interests of such on-Consenting Party shall auto-
matically revert to it, and, from and after such reversion, such Non-Corsenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter, suca Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure. attached hereto.

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

The provisions of this Article shall have ro application whatsoewzr to the drilling of the initial
well described in Article VI.A. except (a) when Option 2, Article "I1.D.1.. has been selected, or (b)
1o the reworking, deepening and plugging back of such initial well. - such well is or thereafter shall
prove to be a dry hole or non-commercial well. after having been dri..ed to the depth specified in Ar:icle

VI.A.

C. Right to Take Production in Kind:

Each party electing to take in kind or separately cispose of its proportionate sna=e of the production from the Contract Area
snall keep accuraze records of the volume, selling price, -oyalty and taxes relative 2= its share of production. Non-Uperaturs
srall, upon request, furnish Operator with true and complete copies of the records recu-red to be kept hereunder whenever, yunder
the terms of this agreement or any agreerent executed in connection herewith, it is recessary for Operator to obtain said informa-
tien.  Any information furnished to Cperator hereunder shall be usea by Cperator only Iz the extent necessary to carry out iv.s
cuties as Cperator and shall otherwise be kept confidential,

fach cirty shall have the rignt to take in kind or separately dispose of its :roc:i-tionate shere of all oil and gas preocuced
Trom tne {entract Area, exclusive of production which may be used in development ang -rpducing operations and in preparing ina
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1 treating oil for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or siparate
disposi;ion'by any party of its proportionate share of the production shall be borre by such party. Any party taking its share of

2 production in kind shall be required to pay for only its proportionate share of such part of Operator's surface facilities which it
3 uses,

4 Each party shall execute such division orders and contracts as may be necessary for the sale of ts
5 interest in production from the Contract Area, and. except as provided in Article VIL.B., shall be entitlad
5 to receive payment direct from the purchaser thercof for its share of all production,

7

3 In the event any party shall fail to make the arrangements nececssary to take in kind or separately
9  dispose of its proportionate share of the o1l and gas produced from the Contract Area, Operator shall have
10 the right. subject to the revocation at will by the party owning it, but not the obligation, to purchase such
11 oil and gas or sell it to others at any time and from time to time. for the account of the non-taking
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to cxercise at any time its
14 right to take in kind. or separatelv dispose of, its share of all oil and gas not previously delivered to a
15  purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only or
16  such reasonable periods of time as are consistent with the minimum needs of the industry under the
7 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
18 loregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
19  share of gas production without first giving such other party thirty (30) days notice of such intenced
20 sale.
21
29 In the event any party hereto is not at any time taking or marketing its share of gas
. production and Operator is either (1) unwilling to purchase or sell or (ii) unable to

obtain the prior written consent to purchase or sell such party's share of gas production,
24 or in the event any party has contracted to sell its share of gas produced from the Contract
95 Area to a purchaser which does not at any tilme while this agreement is in effect take the

0§ full share of gas attributable to the interest of such party, then in any such event the

- terms and conditions of the Gas Balancing Apreement attached hereto as Exhibit "E" and

- incorporated herein shall automatically become effective.

29 D. Access to Contract Area and Information:

31 Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
2 or observe operations, and shall have access at reasonable times to information pertaining to the de-
3 velopment or operation thereof, including Operator’s books and records relating thereto. Operator, upon
4+ request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
5 mental agencies. daily drilling reports. well logs, tank tables, daily gauge and run tickets and reports
6  of stock on hand at the first of each month. and shall make available samples of any cores or cuttiags
7 taken from any well drilled on the Contract Area. The cost of gathering and furnishing informatior. to
38  Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
39 information,

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except fcr any well drilled pursuant to Article VIL.B.2., any wwell
14 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
<3  shall not be plugged and abandoned without the consent of all parties. Should Operator, after dilizent
<5 effort, be unable to contact any party. or should any party fail to reply within forty-eight (48) hcurs
v (exclusive of Saturday, Sunday or legal hclidays) after receipt of notice of the proposal to plug znd
<8  uabandon such well, such party shall be deemed to have consented to the proposed abandonment. All
42 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
>0 risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and concuct
further operations in search of «il and-aor gas subject to the provisions of Article VI.B.

o

Y

a
MU P VA IV

T}

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2, hereof for which the Consenting Parties have not been fully reim-
bursed us therein provided. any well which has been completed as a producer shall not be plugged =nd
T abandoned without the consent of all parties. If all parties consent to such abandonment, the well shll
=3 be plugged and abandoned in accordance with applicable regulations and at the cost, risx and cxgense

S of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
cration shall tender to each of the other parties its proportionate share of the value ot the well's saivible
2 material und cquipment, determined in accordance with the provisions of Exhibit “C”. less the esnim jted

» cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning partv :hal)
= assign to the non-abandoning parties, withoul warranty, express or implied, as to title or as to guarity,
-5 quality, or fitness for use of the equipment ard material. all of its interest in the well and related €3 2p-
-5 ment, together with its interest in the leasehold estate as to, but only as to, the interval or mtervals o the
formation or formations then open to production. If the interest of the abandoning party is or inclides
an otl and vas interest, such party shall execute and deliver to the non-abandoning party or parties an
o1l and gas lease, limited to the interval or intervals of the formation or formations then open to preiuc-
tion. for a term of one vear and so long thereafter as oll and. or gas is produced from the interval or irter-

LW L
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1 vals of the formation or formations cavered thereby, such lease to be on the form attached as Exhibit
2 B, The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
4+ the relationship of their respective percentages ¢f participation in the Contract Area to the aggregate of
53 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
6§  of interest in the remaining portion of the Contract Area.

7

8 Thereatfier, abandoning parties shall have no further responsibility, liability. or interest in the op-

9 cration of or production from the well in “he interval or intervals then open other than the royalt.es
10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement. plus any additional cost and charges which may arise as the result of
13 the scparate ownership of the assigned well.

14
15 ARTICLE VIIL
16 EXPENDITURES AND LIABILITY OF PARTIES

18 .. Liability of Parties:

19

20 The liability of the parties shall be several. not joint or collective. Each party shall be responsidle
21 only for its obligations, and shall be liable only for its proportionate share of the costs of develop.ng
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
23 aiven to secure only the debts of each severally. It is not the intention of the parties to create. nor skall
24 this agreement be construed as creating, a mining or other partnership or association, or to render “he
25 parties liable as partners. It is not the irntention of the parties that this contract is
o made or intended for the benefit of any third person.

27 B. Liens and Payment Defauits:

28

29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a
30 security interest in its share of oil and or gas when extracted and its interest in all equipment. to secure
31 pavment of its share of expense, together with interest thereon at the rate provided in the Accounting
32  Procedure attached hereto as Exhibit "C”. To the extent that Operator has a security interest under the
33 Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remeclies
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise arffect the lien
36  rights or security interest as security for the payment thereof. In addition., upon default by any Non-
37  Operator in the payment of its share of expense. Operator shall have the right. without prejudice to
38

other rights or remedjes, to collect from the purchaser the proceeds from the sale of such Non-Qpnerator's
. lnciudlfn re songﬁ?e ait:%?rne L%lees fn %}he even% o%e sult, to _co}ﬁeci: a ly %eﬂpn lency,
39 snare ot oIl and. or gas unti e amfount owed by such L\‘on—Operator,/i)lus interest has béen paid. Eac

40 purchaser shall be entitled to rely upon Operator’s written statement concerning the amount orf any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-~
+2  erator’s proportionate share of expense.

43

14 If any party tails or is unable to pay its share of expense within sixty (60) days after rendition of
43 4 statement therefor by Operator, the non-defsulting parties, including Operator. shall, upon request by
46  Operator, pay the unpaid amount in the proportion that the interest of each such party bears o the in-
47 terest of all such parties. Each party so paying tts share of the unpaid amount shall, to obtain reimburse-
48  ment thereof, be subrogated to the security rights described in the foregoing paragraph.

+Y

50 €. Payments and Accounting:

51

22 Except as herein otherwise specifically provided, Operator shall promptly pay and discharze expenses
53 incurred in the development and operation of the Contract Area pursuant to this agrecemen: znd shall
34 charce each of the partics hereto with their respective proportionate shares upon the expense nasis sro-
55 ¢d in the Accounting Procedure attached hereto as Exhibit ©C”. Operator shall keep zn accurate
36 rzeard of the joint account hereunder, showing expenses incurred and charges and creditz made and
57 recaived.

38

59 Operator. at its election, shall have the right from time to time to demand and receive -rom the
() smer parties payment in advance of their respective shares of the estimated amount of the —xrense to
61 o neurred in operations hereunder during the next succeeding month, which right may be exercised only
52 v submissior. to each such parly of an itemuzed statement ot such estimated expense, ' tner with
03 o avolce for its share thercof. Each such statement und invoice for the payment in advarce ot asti-
ti4 wted expense shall be submitted on or before the 20th day of tne next preceding month. Zucn party
55 -n:il pav to Operator its proportionate share of such estimate within fiftcen (15) dayvs witer zuch eg-
66 -mute and invoice is received. If any party tails to pay its share of said estimate within sa:d “ime. the
i ~ount due shall bear interest as provided ir Exhibit “C" until paid. Proper adjustmernt shail he
63 m.ze monthlv between advances and actual expense to the ond that cach party shall bear ana pay its
59 crerortionate share of actual expenses incurred, and no more.

T4
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1 D. Limitation of Expenditures:

8]

3 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened. ex-
4+ cept any well drilled or deepened pursuant to the provisions of Article VL.B.2. of this Agrecement, it being
5 understood that the consent to the drilling or deepening shall include:

6

e ; j,)pli\r{r et necessary L‘\p\,rré;turna—nr it n}}rrr\:) a2t e VL-:;—UE,. + "‘xxl_L‘, “[’r‘?f?xl‘ i 6
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9

10 ¥ Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, and all tests have been completed. Operator shall give im.-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
I3 recetving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14+ days) in which to elect to participate in the setting of casing and the completion attempt. Such election.
15 when made. shall include consent to all necessary expenditures for the completing and equipping of such
16 well. including necessary tankage and/or surface facilities. Failure of any party receiving such rnotice
17 ‘o reply within the period above fixed shall constitute an election by that party not to participate .n
18 the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
19 ‘o attempt a completion. the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
20 plugging back” as contained in Article VI.B.2. shall be deemed to include ‘‘completing’) shall apply to

21 the operations thereafter conducted by less than all parties.

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

28
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of _ TWENTY FIVE THOUSAND—=—————————— -—=Dollars ($25,000,00 )

31 ¢xcept in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32 zing back of which has been previously authorized by or pursuant to this agreement; provided, how-~
33 ever. that, in case of explosion, fire, flood cr other sudden emergency, whether of the same or different
3 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal w.th
5 the emergency to safeguard life and property but Cperator, as promptly as possible. shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures’ for its own use,
37 Operator, upon request, shall furnish copies of its ‘"Authority for Expenditures” for any single project

38  costing in excess of _FLFTEEN THOUSAND———=—-m————mmmm oo Dollars ($.15,000.00 ).
39

10 E. Royalties, Overriding Royalties and Other Payments;

41

12 Zach party shall pay or deliver, or cause tc be paid or delivered, all royalties to the extent of
43 1/8 of 8/8ths due on its share of production and shall hold the other parties free
44 from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-

3 ment is subject to any royalty, overriding royalty. production payment, or other charge over and above
16 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47 for or cause to be accounted for, such interest to the owners thereof.

+8 Xo barty shall ever be responsible, on any price basis higher than the price received by such party, to any other party's lessor

49 24 raval:y>ouner; and if any such other party's lessor or rcyalty owner should demand and receive settlements on a higher price basis,
the rarty contributing such lease shall bear the royaity burden insofar as such higher price is concerned.

50 “+ s reccinized by the parties hereto that in addition to each party's share of working interest production as s?own 1nvExFi§it

51 e ch party shall have the right, subject to exis:ing coatracts, to market the royalty gas attributable to each lease which it

) e w.res to the Comtract Area and to receive payments due “or such royalty gas produced from or allocated to such lease or leases.

32 T< .5 _=reed that, regardless of whether each party markets or contracts for its share of gas, including the royalty gas under the

= 1ses waich it contributed to the Contrac: Area, such party agrees to pay or cause to be paid to tba rPYaICY owners under its legse
53 >t leases the proceeds attributable to thelr respective royalty interest and to hold all other parties hereto harmless for its failure

T0 33 s50.

34 F. Rentals, Shut-in Well Payments and Minimum Royalties:

35

36 Rentals, shut-in well paymenis and minimum royalties which may be required under the terms of
37 = lcase shall be paid by the party or parties who subjected such lease to this agreement at its or their
58 -xrerse. In the event two or more parties own and have contributed interests in the same lease to :his
39 resment. such parties may designate one of such parties to make said payments for and on behalf o1 all
30 sucn parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay -
51 e In the event of failure to make proper payment of any rental, shut-in well payment or minimrum
52 - ity through mistake or oversight where such payvment is required to continue the lease in forco,
nl =+ ass which results from such non-payment shall be borne in accordance with the provisions or Article
4 U3

6o

56 dperator shall notify Non-Qgerator of the anticipated completion of a shut-in gas well, or the shut-
6“7 - = or return to production of a producing gas well, at least five (5) days (excluding Saturday, Sun-
He _ .~ .nd holidavs), or at the carliest opportunity permitted by circumstances, prior to taking such action,
59 .t sssumes no liability for failure to co so. In the cvent of failure by Operator to 30 notify Non-
0 ~ator. the loss of any lease contributed hercto by Non-Operator -or failure to make timely paymoents

-9 -
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of any shut-in well payment shall be borne jointly by the parties hercto under the provisions of Artele
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the cffective date hereof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
dition date. each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason o’ its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”.

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

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party’s share of 0il and or gas oro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen'’s
Compensation Law of the State where the operations are being conducted: provided. however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would 1ave
been pald had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”. attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply witk the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit "D, or subsequently
receives the approval of the parties. no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Arca, shall
not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereot, and
other parties do not agree or consent thereto. the party desiring to surrender shall assign. without express
or implied warranty of title, all of its interest in such lcase, or portion thereof. and any well. material and
cquipment which may be located thereon and any rights in production thereafter secured. to the parties
ot desiring to surrender it. If the interest of “he assigning party includes an oil and gas interest. (}e as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and ugs
lease covering such oil and gas interest ‘or n term of one year and so long thereafter as oil and -cr gus
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit ~p,
Upon such assignment, the assizning party shall be relieved from all obligations thereafter ice uing,
but not treretofore accrued. with respect to the acresve assicned and the operation of any well thoreon,
und the assigning party shall have no further iaterest in the lease assigned and ils equibment anc pro-
duction other than the royalties retained in :ny lease made wnder the terms of this Article. The rartios
assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in iny wells
ind vquipment on the assigned ucreage. The value of all raterial shall be determined in accordance
with the provisions of Exhibit “C”. less the estimated cost of salvaging and the estimated cost of plug-
ano oand abandoning. If the asslienment i» 1 favor of more than one party, the assigned interest shall

- 10 -



- C C

A.ADPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

be shared by the parties assignee in the proportions that the interest of each bears to the interest o’ all

2 parties assignee,

3

4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5  surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract

6 Area, and the acreage assigned or surrenderec, and subsequent operations thereon, shall not thercafter
v be subject to the terms and provisions of this agreement.

8
9 B. Renewal or Extension of Leases:
10
11 [f any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties

12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.

18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
1 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreeraent.
23 without warranty
24 Each party who participates in the purchase of a renewal lease shall be given an assignment/of its
25  proportionate interest therein by the acquiring party.

26

27 The provisions of this Article shall apply “o renewal leases whether they are for the entire interest
28 covered by the expiring lease or cover oniy a portion of its area or an interest therein. Any renewal lease

29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after

30  the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted

31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal

32  lease and shall not be subject to the provisions of this agreement.

33

3 The provisions in this Article shall apply also and in like manner to extensions of oil anc gas

35 leases. The provisions of this Article VIII-B shall only apply to leases, or portions
36 of leases, located within the Unit Area.

37 C. Acreage or Cash Contributions:

39 While this agreement is in force. if any party contracts for a contribution of cash toward the dr:lling
4#)  of a well or any other operation on the Contract Area. such contribution shall be paid to the party who
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42 other operation. If the contribution be in the form of acreage. ~he party to whom the contribution is
43 made shall promptly tender an assignment ot the acreage, without warranty of title, to the Dr:lling
44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
43 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Arez and
15 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any wall or
49  any other operation on the Confract Area.

59

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

36

37 Notwithstanding the provisions of Article VIILE. and VIILG. if any party hereto snall, subse juent
38  to exccution of this agreement. create an overriding rovalty. production payment, or net proceeds nter-
39 est. which such interests are hercinafter referred to as “subsequently created interest”, such subsequently
60 created interest shall be specificaily made subject to all of the terms and provisions of this agreement, as
#il follows:

i.2

B 1. If non-consent operatior » .re conducted pursuant o wnv provision of this agreement. and the
¢4 party conducting such operui ns necomes ontitled to receive the production attributable to the interest
¢35 out of which the subsequentl - sted interest is derived, such purty shall receive same free and clear
16 ol such subsequently created i:terest. The party creating same sha:l bear and pay all such subsequently
" crcuted interests and shall indemrifv und hold the other parties herero free and harmless from any and
£6 ol lability resulting therefremn.

)

70
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1 2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
2 pay. when due, its share of ¢xpenses chargeable hercunder, or (2) elects to abandon a well under pro-
3 wvisions ot Article VI.E. hereof. or (3) elects to surrender a lease under provisions of Article VIILA,
4+ hereof, the subsequently created :nterest shall be chargeable with the pro rata portion of all expenses
B hereunder in the same manner as if such interest were a working interest. For purposes of coilecting
S such chargeable expenses. the party or partics who receive assignments as a result of (2) or (3) above
7 shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created
3 mterest.

9

10 E. Maintenance of Uniform Interest:

11

12 For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests
13 covered by this agrcement, and rotwithstanding any other provisions to the contrary, no party :hail
14 sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either:

15

17 L. the entire interest of the party in all leases and equipment and production: or

18

19 2. an equal undivided interest in all leases and equipment and production in the Contract Arvea.
20

21 Every such sale. encumbrance, transfer or other disposition made by any party shall be made ex-

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

24 If. at any time the interest of any party is divided among and owned by four or more co-owners,
25 Operator, at its diseretion, may require such co-owners to appoint a single trustee or agent with full
26 authority to receive notices, approve expenditures, receive billings for and approve and pav such party’s
27 share ot the joint expenses, and to deal generally with, and with power to bind. the co-owners of such
28 party's interests within the scope of the operations embraced in this agreement: however, ull such
29  co-owners shall have the right to enter into and execute all contracts or agreements “or the disposition
30 of their respective shares of the oil and gas produced from the Contract Area and they shall have the
31 right to receive, separately. payment of the sale proceeds hereof.

33 F. Waiver of Right to Partition:
35 If permitted by the laws of the state or states in which the propertv covered hereoy is located, each

36 party hereto owning an undivided interest in the Contract Area waives anv and all rights it may have
to partition and have set aside to it in severalty its undivided interest therein.

38
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42 interests in the Contract Avea, it shall promptly give written notice to the other parties, wi infor-

43 mation concerning its provosed sale. which shall include the name and address gf prospective pur-
44 chaser (who must be ready. willing and able to purchase), the purchg ice, and all other terms of
15 the offer. The other parties shall then have an optional prige-etfht, for a period of ten (10) days after

46 receipt of the notice. to purchase on the same term conditions the interest which the other party

47 proposes to rell: and, if this optional rig ecxercised, the purchasing parties shall share the pur-

& chased interest in the proporti Tt the interest of each bears to the total interest of all purchasing
49 parties. However, thepLo-st™1i be no preferential right to purchase in those cases where any party wishes
; Tlerests, or to dispose of its interests by merger, reorganization. consolidation, or sale

" substantially all of its assets to a subsidiary or parent company orv to a subsidiary of a parent

OOV NPT E UV FLIC DI iy P bty A
343
o4 ARTICLE IX.
35 INTERNAL REVENUE CODE ELECTION
3
a7y This agreement 1s ot ntended to create. and shall not be construed to create, a relationship or nure-

93 nership or an association or profit between or among the parties hereto.  Notwithstanding any pro-

R visions herein that the rierts and Labilities hereunder ave several and not joint or collective. or tha: this

[H0] asreement and operations nereander shall not constitute a partnership, if. {or Federal income tax pur-

6! poses, this agreement ana ne aperations hereunder are regarded as a partneeship, cach party hereby
2 atfected elects to be excluted from the application of all of the provisions ot Subchapter "K' Clianter
HA I, Subtitle "A7, ol the Internal Revenue Code of 195840 as permutted wnd authorized by Section 7531 or
1 the Code and the vesulaticrs promulgated thereunder. Operator is authorized and directed 1o execnie on

55 behaltf of cach party hereo cifected such ev.dence oi this clection us may be required by the Sceerorape

g o1 the Trecsury of the Urited States ov the #oderal Internal Revenue Service. including speetfically, oyt
o colt bvoway of limitation. il oof the returns, staiements, wndd the data required by Federal Resulg-
53 tons 17610 Should there e any requirement that each party hereby alfected give further evidence of
) “iis clection, ewch such purtw snall execute such docunients o Jwraish such other evidence as may he
T caguwred by the Federal Torrernal Revenue SCUVICU o a8 MUy Lo oecessary to evidence this election. No

12
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1 such party shall give any notices or take any other action inconsistent with the election made hereby.
2 If any present or future income tax laws of the state or states in which the Contract Area is located or
3 any future income tax laws of the United States contain provisions similar to those in Subchapter “XX”,
4 Chapter 1, Subtitle "‘A”, of the Internal Revenue Code of 1954, under which an election similar to tnat
5 provided by Section 761 of the Code is permitted, each party hereby affected shall make such clection as
6 may be permitted or required by such laws. In making the foregoing election, each such party states that
7 the income derived by such party from Operations hereunder can be adequately determined without the
8 computation of partnership taxable income.

9

10 ARTICLE X.

11 CLAIMS AND LAWSUITS

12

13 Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
14 penditure does not exceed TEN THOUSAND-- - - — Dollars
15 ($10,000,0Q___ ) and if the payment is in complete settlement of such claim or suit. If the amount
16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the
17 further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
19 of the parties. If a claim is made against any party or if any party is sued on account of any matter
20  arising from operations hereunder over which such individual has no control because of the rights given
21  Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
22  be treated as any other claim or suit involving operations hereunder. -
23

24 ARTICLE X1
25 FOERECE MAJEURE
26

27 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
28 under this agreement, other than the obligation t0 make money payments, that party shall give to all
29  other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
31 shall be suspended during, but no longer than. the continuance of the force majeure. The affected party
32  shall use all reasonable diligence to remove the force majeure situation as guickly as practicable.

33
34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
35 require the settlement of strikes, lockouts. or other labor difficulty by the party involved, contrary to its
36  wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
37  concerned.

38

39 The term ‘“force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
40  industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
41 explosion. governmental action, governmental delay, restraint or inaction, unavailability of equipment,
42  and any other cause, whether of the kind specifically enumerated above or otherwise, which iz not
43  reasonably within the control of the party claiming suspension.

44

45 ARTICLE XII.

46 NOTICES

47

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

58

39 ARTICLE XIII.

50 TERM OF AGREEMENT

41

52 This agreement shall remain in full force and cffect as to the oil and gas leases and,’or oil and gas in-

53 terests subjected hereto for the period of tune selected below: provided, however. no party hereto shall
64  ever be construed as having any right, title or interest in or to any lease, or oil and gas interest con-
65 tributed by any other party beyond the term of this agreement,
1
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1 X Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled
2 under any provision of this agrecement, results in production of oil and/or gas in paying quantities, this
3 agrecment shall continue in force so long as any such well or welils produce, or are capable of produc-
4 tion, and for an additional period of 130 days from cessation of all production; provided, however,
5 if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in
6 drilling or reworking a well or wells hercunder, this agreement shall continue in force until such op-
7 erations have been completed and if production results therefrom, this agreement shall continue in
8 force as provided herein. In the event the well described in Article VI.A.,, or any subsequent well
9 drilled hercunder, results in a dry hole, and no other well is producing, or capable of producing oil
10 ar\d/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
11  tions are commenced within _ 120 __days from the date of abandonment of said well.

12

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

15

16 ARTICLE XI1V.

17 COMPLIANCE WITH LAWS AND REGULATIONS

18 .

19 A. Laws, Regulations and Orders:

20 X
21 This agreement shall be subject to the conservation laws of the state in which the commided
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of
23  said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and~
24  orders.

25

26 B. Governing Law:

27 o o

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

33

34 ARTICLE XV.

35 i —— -

36 A, Substitute Well: If, in the drilling of the Initial Well, Operator loses the hole or encamters
37 mechanical difficulties rendering it impracticable, in the opinion of COperator, to drill the well to the

cdbjective depth, then ard in any of such events, on or before 30 days after letion of the Initial Well,
38 Operatar shall have the option to camence the actual drilling of ancther ("Substitute Well") at a
39 lawful location of Operator's selection cn the Unit Area, and prosecute the drilling of said well with due
40 diligence and in a good and workmanlike manner to the cbjective depth. For all purposes of this agreement,
41 the drilling of the Substitute Well shall be ccnsidered as the drilling of the Initial Well.

42 B. Opticn Well: Within 90 days after the ccmpletion of the Initial Well and, if drilled, the Substitute
43 Well, as a dry hole, Operator shall have the option of cammencing an "Option Well" at a lawful location of
Operator's selecticn in the Unit Area. The Option Well shall be drilled to the dbjective depth in the same
44 manner as provided for in the Initial Well.
45 C. Any provisicn herein conceming the Initial Well shall also apply to the Substitute and Option Wells,
46 and any provision herein excepting the Initial Well shall also except the Substitute and Cption Wells.
47 :
48 D. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required
to be drilled, deepened, reworked, plugged back, sidetracked, or recampleted, ar other operation that
49 may be required in order to (1) contimue a lease or leases in force ard effect, or (2) maintain a unitized
50 area or portion thereof in force and effect, or (3) earn or preserve an interest in and to cil and/or
51 9as and © minerals which may be owned by a third or which, failing in such operation, may revert
to a third party, or, (4) camply with an order issued a regulatory body having jurisdiction in the
52 premises, failing in which certain rights would terminate, the following shall agéy. Should less than all
'53ofthepazti.esheretoelecttoparticipatea:dpaytheirpmportmnategartof costs to be ircurred in
such operation, those parties desiring to 1_‘gwrt‘.lclpate‘sl']a.l_l have the right to do so at their sole cost,
34 risk, and expense. Pramtly following conclusion of such operation, each of those parties not
55 participating agree to execute and deliver an appropriate assigmment to the total interest of each
5g non-participating party in and to the lease, leases, or rights which would have terminated or which
otherwise may have been preserved by virtue of such operation, and in and to the lease, leases or rights
37 within the balance of the drilling unit upon which the well was drilled, excepting, however, wells
58 theretofore oapleted and capable of producing in paying quantities. Such assigrment shall be dellivered to
59 the participating parties in the proportion that "they bore the expense attributable +to the
60 non—participating parties' interest.

61 E. It is expressly agreed if a party sells to themselves, its subsidiaries, affiliates, or associates,
,,tj'eotherpaz't_Lestothisagreelentwil_l.hawatheoptlontoalsoselltqsald .c:haseratthe same or
62 petter price. In the event any party hereto makes an am's length trade with a party parchaser, the
63 yemaining parties will have the cption to alsc sell at the same or higher price.

q L .

6 F. Prior to camencerent of any well drilled under this agreement, each non-operator must tfender to the
65 operator its share of dry hole cost, as set out an Authority for Expenditure proposing such well.

66

07‘9
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G. RIGHTS EARNED

G.1l In consideration of payment of expenses in the proportions as set
forth in Exhibit "A" hereof, performance of all the terms and provisions of
this agreement, and completion of the Initial, Substitute, or Opticnal Test
Well as a well capable of producing oil or gas in paying gquantities
(quantities sufficient to return the cost of operating the well and a
reasonable profit), Earning Parties shall earn 100% of oil and gas rights to
the Initial Test Well in the proportions set forth in Exhibit "A".
Contributing Parties shall deliver to Earning Parties an appropriate
assignment conveying an undivided €6.67% interest 1in each of Contributing
Parties leases, subject to the terms of this Agreement. Contributing Parties
in proportion to their interest in the Contract Area, hereby reserve from the
Initial Test Well, an overriding royalty, which, when added to the royalty
payable under the lease (s) within the drilling unit and all existincg
overriding royalties and other burdens created on production on the lease (s)
within the drilling unit, will equal 25% of 8/8ths of the net proceeds
received from the sale of oil and gas produced, saved and marketed from the
drilling unit.

Notwithstanding anything contained in this agreement to the
contrary, in the event Earning Parties drill and complete a well capable o:
producing oil or gas in paying quantities in accordance with the terms and
provisions of this agreement and by virtue thereof become entitled to an
assignment from Contributing Parties, as provided in Article XV D.1l, such
assignment shall contain a depth restriction limiting the oil and gas rights
assigned to only cover those depths from the surface to 100 feet below the
total depth drilled in the initial test well. All other depths shall be
reserved by Contributing Parties.

G.2 Payout is defined to be the date on which the net proceeds
attributable to Earning Parties' interest in the drilling unit shall equal
Earning Parties' share of the cost and expense, both tangible and intangible,
of drilling, equipping, testing and completing said well for production, and
of operating the said well to produce such amount. The net proceeds are
defined as the total proceeds received from or credited to Earning Parties'
interest in production, less severance, production or other taxes, including
crude oil excise taxes, payable on production therefrom, together with all
royalties, shut-in gas royalties, overriding royalties and payments out cf
production presently in effect or created by this agreement. Charges ard
expenses to be made in accordance with and accounted for as set forth in
Exhibit "C" hereto. During Payout, Operator shall furnish Contributing
Parties with current monthly statements summarizing income and expenses
properly chargeable to Payout. Upon Payout, Operator shall promptly notify
Contributing Parties by certified mail and, upon receipt of such notification,
Contributing Parties shall have thirty (30) days within which to advise
Operator of their election to continue their reserved overriding royalties.
If Contributing Parties fail to respond with said thirty (30) days, the
overriding royalty reserved by Contributing Parties shall automatically
convert to an undivided 33.33% working interest proportionately reduced and,
subject proportionately only to Lessor's royalty and overriding royalties
burdening the lease acreage in effect on the date hereof. The conversion of
Contributing Parties reserved overriding royalties shall be effective at 7:30
a.m. of the first day following that in which Payout occurs.

A Contributing Party shall have the option to convert from an
overriding royalty interest to a working interest upon payout of the Initial,
Substitute, or Optional Test Well only. A Contributing Party would be on a
working interest basis on all subsequent wells with an option to either Jjoin
in drilling the well or going non-consent under the provisions of Article
VIi.B.2.

Revised 8/8/86
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G. RIGHTS EARNED

G.l1 In consideration of payment of expenses in the proportions as set
forth in Exhibit "A" hereof, performance of all the terms and provisions of
this agreement, and completion of the Initial, Substitute, or Optional Test
Well as a well capable of producing oil or gas 1in paying gquantities
(quantities sufficient to return the cost of operating the well and a
reasonable profit), Earning Parties shall earn 100% of o0il and gas rights to
the 1Initial Test Well in the proportions set forth in Exhibit "A".
Contributing Parties shall deliver to Earning Parties an appropriate
assignment conveying an undivided 759,  interest in each of Contributing
Parties leases, subject to the terms of this Agreement. Contributing Farties
in proportion to their interest in the Contract Area, hereby reserve from tlre
Initial Test Well, an overriding royalty, which, when added to the royalty
payable under the lease (s) within the drilling unit and all existing
overriding royalties and other burdens created on production on the lease (s)
within the drilling wunit, will equal 25% of 8/8ths of the net proceeds
received from the sale of oil and gas produced, saved and marketed from the
drilling unit.

Notwithstanding anything contained in this agreement to the
contrary, in the event Earning Parties drill and complete a well capable of
producing oil or gas in paying gquantities in accordance with the terms and
provisions of this agreement and by virtue thereof become entitled to an
assignment from Contributing Parties, as provided in Article XV D.1, such
assignment shall contain a depth restriction limiting the oil and gas rights
assigned to only cover those depths from the surface to 100 feet below the
total depth drilled in the initial test well. All other depths shall be
reserved by Contributing Parties.

G.2 Payout is defined to be the date on which the net proceeds
attributable to Earning Parties' interest in the drilling unit shall equal
Earning Parties' share of the cost and expense, both tangible and intangible,
of drilling, equipping, testing arnd completing said well for production, and
of operating the said well to produce such amount. The net proceeds are
defined as the total proceeds received from or credited to Earning Parties’
interest in production, less severance, production or other taxes, includ:ing
crude o0il excise taxes, payable on production therefrom, together with all
royalties, shut-in gas royalties, overriding royalties and payments out of
production presently in effect or created by this agreement. <Charges and
expenses to be made in accordance with and accounted for as set forth in
Exhibit "C" Thereto. During Paycut, Operator shall furnish Contributing
Parties with current monthly statements summarizing income and expenses
properly chargeable to Payout. Upon Payout, Operator shall promptly notify
Contributing Parties by certified mail and, upon receipt of such notification,
Contributing Parties shall have thirty (30) days within which to advise
Operator of their election to continue their reserved overriding royalties.
If Contributing Parties fail to respond with said thirty (30) days, the
overriding royalty reserved by Contributing Parties shall automatically
convert to an undivided 257, working interest proportionately reduced and,
subject proportionately only to Lessor's royalty and overriding royalties
burdening the lease acreage in effect on the date hereof. The conversion of
Contributing Parties reserved overriding royalties shall be effective at 7:00
a.m. of the first day following that in which Payout occurs.

A Contributing Party shall have the option to convert from g3p
overriding royalty interest to a working interest upon payout of the Init:ay,
Substitute, or Optional Test Well only. A Contributing Party would be on 4
working interest basis on all subsequent wells with an option to either -igjp
in drilling the well or going non-consent under the provisions of Artig)g
VvI.B.Z2.

Revised 8/8/86
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ATTACHED TO AND
YATES PETROLEUM

AND GI

e

MODEL FORM OPERATING AGREEMENT - 1977

MADE A PART OF OPERATING AGREEMENT DATED JUNE 1, 1986, BETWEEN
CORPORATIOM, "OPERATOR",

T WESTERN DRILLING COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS IN LEA 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
successors and assigns.

respective heirs, devisees,

legal representatives,

This instrument may be executed in any number of counterparts, each of which shall be considered

an original for all purposes.

{N WITNESS WHEREOF, this agreement shall be effective as of

19 50,

OPERATOR

1st day of __June )

NON-OPERATORS

STATH OF HEW MEXICO )
¢ se

COUNTY Oz EDDY )
The foregoing Instrument was

, 1986 by

azknowledged belore

me this day of

, Attorney-in-

T
td corporation

[y

w

for YATES PETROLEUM CORPORATION, a New bMexico corporatior, on benalfl of

Notary “ublic



ATTACHED TO AND MADE A PART OF OPERATING AGRERVEENT DATED JUNE 1, 1986, BEIWEEN YATES PETROLEUM CORPCRATION, "OPERATOR"
AND GREAT WESTERN DRILLING OMPANY, ET AL, "NON-OPERATORS", OOVERING LANDS IN LEA OOUNTY, NEW MEXICO.

EXHIBIT "A"

Lands Subject to Agreement:

Township 15 South-Range 35 East, NVIPM

Section 8: Ei}
Section 9: All
Section 16: All
Section 17: Ei
Section 20: E, SWi
Section 21: All
Section 29: N2

Containing 3,360 acres, more or less
Lea County, New Mexico

Depth Restrictions:
None

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

Page 1 of 2, Exhibit "A"



II. Percentage Interests of Parties Under the Agreement:

I3
-

"Exhibit "A" for Sandsage State Unit
Unit Unit Initial Test Initial Test Initial Test Initial Test
Acres Percent Well Participating Well Participating Well Before Well After
Acres Percent Payout Payout
Name
Yutes Petroleun Corporation 715.00 21.27976% 715.00 22.79342% 52.69167% 42.93810%
Yates Drilling Campany 462.50 13.76488 462.50 14.74400 14.74400 14.74400
Abo Petroleun Corporation 462.50 13.76488 462.50 14.74400 14.74400 14.74400
Myco Industries, Inc. 462.50 13.76488 462.50 14.74400 14.74400 14.74400
John H. Hendrix 15.00 .44642 15.00 .47818 .47818 .47818
\_<Cal-on Oil Conpany 13.50 .40178 13.50 .43036 .43036 .43036
Jack O. McCall 12.00 .35714 12.00 . 38255 . 38255 .38255
James S, DuBose 12,00 .35714 12.00 . 38255 . 38255 .38255
Ernest Angelo Jr. 9.00 .26785 9.00 .28691 .28691 .28691
Baruch/Foster Corporation 5.00 . 14880 5.00 .15939 .15939 .15939
M.B. Wisenbaker 3.50 .10416 3.50 .11158 .11158 .11158
Joe N, Gifford 3.50 .10416 3.50 .11158 .11158 .11158
Bascom L. Mitchell 3.50 .10416 3.50 .11158 .11158 .11158
George A. Thomas 3.00 .08928 3.00 .09564 .09564 .09564
William T. Thomas 3.00 .08928 3.00 .09564 .09564 .09564
Jack Markham 3.00 .08928 3.00 .09564 .09564 .09564
J.M. Welborn 3.00 .08928 3.00 .09564 .09564 .09564
DM Oil and Gas Corporation 3.00 .08928 3.00 .09564 .09564 .09564
Horseshoe Oil and Gas Corporation 3.00 .08928 3.00 .09564 .09564 .09564
Robert L. Monaghan 1.50 .04464 1.50 .04781 .04781 .04781
Great Western Drilling Campany 349.37 10.39791 349.37 11.13753 F/O 3.71251
(ﬂ;_:vm Petroleun Company 320.00 9.52380 320.00 10.20125 F/O 3.40042

M & W of Lovington, Inc. 80.00 2.38109 80.00 2.55031 F/O .63758
Kerr-McGee Corporation 160.00 4,76190 160.00 5.10062 F/O 1.70021
Estoril Producing Corporation 15.00 .44642 15.00 .47818 F/O .15939
Joe R. Henderson 7.50 .22321 7.50 .23909 F/O .07970
Jan Oil Company 6.00 .17857 6.00 .19127 F/O .06376
Mitchell Energy Corporation 160.00 4.76190 -0- -0- -0- -0-
Horizon Exploration Conpany 63.13 1.87887 -0- -0- -0- -0-

3360.00 100.00000% 3136.87 100.00000% 100.00000% 100.00000%

ITI. Leasehold Interest - See Attached Exhibit A-2

Page 2 of 2, Exhibit "A"



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENL DATED JUNE L, LYob, briwkiin

YATES PETROLEUM CO

TION, "OPERATOR'' AND GREAT

""NON-OPERATORS'', COVE LANDS IN LFA COUNTY, NEW MEA_.O.

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

Phillips Petroleum Company
6330 West Loop South

Bel Aire, Texas 77401
Attention: Jay Kieke

Baruch-Foster Corporation
1160 One Energy Square
4925 Greenville Avenue
Dallas, Texas 75206
Attention: Jack H. Cross

John H. Hendrix
525 Midland Tower
Midland, Texas 79701

Estoril Producing Corporation
Suite 1600, Independence Plaza
Midland, Texas 79701

Attention: Mr. Flynt Chancellor

Ernest Angelo, Jr.
410 North Main
Midland, Texas 79701

Jack Markham
Suite 1212, 1500 Broadway
Lubbock, Texas 79401

DCM 0il and Gas Corporation

P.0. Box 1715

Midland, Texas 79702

Attentionl. Mr. Marshall S. McCrea

Robert L. Monaghan

c/o Cal-Mon Oil Company
P.0. Box 2066

Midland, Texas 79702

George A. Thomas
210 HBF Building
Midland, Texas 79701

Joe N. Gifford

210 North Big Springs
Suite 200

Midland, Texas 79701

Bascom L. Mitchell
105 Energy Square
505 North Big Springs
Midland, Texas 79701

Kerr-McGee Corporation
330 One Marienfeld P1.
Midland, Texas 79701
Attention: John Alloway

Great Western Drilling Company
P.0. Box 1659

Midland, Texas 79702
Attention: Pat L. Shanahan

Cal-Mon Oil Company

P.O. Box 2066

Midland, Texas 79702
Attention: Bob Monaghan

Jack O, McCall

1210 One First City Center
500 West Texas

Midland, Texas 79701

James S. DuBose
P.0. Box 2990
Fort Worth, Texas 76103

Joe R. Henderson
P.0. Box 2477
Midland, Texas 79702

J.M. Wellborn
Suite 1212, 1500 Broadway
Lubbock, Texas 79401

Horseshoe 0il and Gas Corporation
P.0. Box 870 ‘

San Angelo, Texas 76902
Attention: George McCrea

JAN 0il Company

P.O. Box 76499

Oklahoma City, OK 73147
Attention: Mr. J. W. Levin

M.B. Wisenbaker

3131 Turtle Creek

Dallas, Texas 75219

Attention: Mr. Douglas W, Hurlbut

William T. Thomas

c/o Bedford Equitites
2777 Stemmons Freeway
Dallas, Texas 75207

M & W of Lovington

P.0. Box 922

Lovington, New Mexico 88260
Attention: Johmmy Wilson

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 88210
Attention: Jim Ball

NON-COMMITTED ACREAGE:

Horizon Exploration Company
333 Clay Street, Suite 2700
Houston, Texas 77002
Attention: Buddy Schuchardt

Mitchell Energy Corporation

1000 Briercroft Savings Building
200 North Loraine

Midland, Texas 79701

Attention: Larry Cumningham

N DRILLING COMPANY, ET AL
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Recommended vy the
Council  of Petroleum

Hrafthilt 601, TULSA  74:01 Accountants Societies of

North America

!\J

EXHIBIT tem

OpeLatllv Agreement, dated June 1,

f*overlnb lands in Lea Vourt\', New

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
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 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
1s most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

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

Advances and Payments by Non-Operators

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

Eacn Non-Operator shali 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.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or gquestion 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 f{ollowing
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 tor adjustment. No adjustment favorable to Opera:or shall
he made unless it is made within the same prescribed period. The provisions of this paragraph shall no: prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating 1o the Joint Account for any calendar year within the twenty-four (24) month
period tollowing 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 oy this
Sect;on I Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conducl 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 supeed
Lo Ly the Operator.

Approval by Non-Operators

Where wn approval or other agreement ol the Parties or Non-Operators is expressly required under otheyr sec-
swors of this Accounting Procedure and if the agreement to which this Accounting Procedure is attachea containg
20 contrary provisions in regard thereto. Operator shall notify all Non-Operators of the Operator’s proposal, and
the ugreement or approval of a majority in interest of the Non-Uperators shall be controlling on all Non-Opera-
tors,

iy




I[I. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2l

-3

Rentals and Royalties
Lease rentals and rovalties paid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First L.evel Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

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

C. Expenditures or ccntributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Jolnt Account under Paragraphs 2A and 2B of this Sec-
tion II.

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

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (209 ), or percentage most recently recommended by COPAS.

Material

AMaterial purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and :s reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions:

A. 17 Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal. or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. Ir surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
rerminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material 1o other properties belonging to Operator. unless agreed to by the Parties,

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less exciuding accessorial charges.

services

The cost of contract services. equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Secticn III. The cost of protessional consultant services and con-
tract services of technical personnel directly engaged cn the Joint Property if such charges are excluded trom the
Overhead rates. The cost of professional consultant services or contract services of technical personne! not di-
rectly engaged on tne Joint Property shall not be charged to the Joint Account unless previously agreed ‘o by
the Parties.

Equipment and Facilities Furnished by Operator

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

B.. In .icu of charges in Parasraph TA ubove, Operator may clect to use average commercial rates prevail ng in
tne immediate area of the Joint Property less 207, . For automotive equipment, Operator may elect to se rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary tor the repair or replucement of Joint Property made necessary because of Jam-

apes or losses incurred by tive. ilood, storm. theft, accident, or other’cause, except those resulting trom Operator's

sross negligence or willful misconduct. Operator stuul turnish Non-Operator written notice of damages or losses
incurred us soan as practicavle atter a report thereof has been received by Operator.

Legal Expense

Exporse of handling, nvestizuting und settling litiestion o claims, Jdischarging of liens, payment of 1:domonts
nd wmounts pard cor osettlerment of claims ncurrea in ov resulting from operations under the agreement or
Fecessary to protect or recover the Joint Property. except that no charge tor services of Operator's lreea. stafr
e CNDenEe of outslde ctornevs shall be made anless previousiv aaveed to by the Parties. All other weeal
:L‘r)lt,lqu-,eu to be o vered by tae overhead provisions of Section ITT unless oltherwise agreed o v oihe

Paries, exceept s providea tnosSection L Daragraph o




11.

12,

iy

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Taxes

Insurance

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

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

A. Overhead - Fixed Rate Basis

{1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $__2,200.00
Producing Well Rate $ 520"00__

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

(a) Drilling Well Rate

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

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

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

{b) Producing Well Rates

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

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

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

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

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year foilowing the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared toﬂthe calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Flgms Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labpr Statistics. or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

— 33—
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

- Percent ( ) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

{b) Operating

— _ Percent { ¢} of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest In and to the Joint Property.

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

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

Overhead - Major Construction

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

of §. * .

A. ___ 9 <, of total costs if such costs are more “han $_ 29,000.00 but less than $ 100,000.00 . plus
B. _3 %% of total costs in excess of § 100,000. 00 but less than $1,000,000; plus
C. ,_bg___% of total costs in excess of $1,000,000,

Totai cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be exciuded.

Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Ogperator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be :upplied by the Non-Operator. Operator shall make timely dispesition
of idle and.or surplus Material, such disposal being made either through sale to Operator or Non-Operator. division in
kind. or sale to outsiders. Operator may purchase. nut shall be under no obligation to purchase, interest of Non-Cpera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Cipera-
tor shall be agreed to by the Parties.

1.

Purchases

AMaterial purchased shall be charged at the price paid by Operator after deduction ot all discounts received. In case
of Material found to be defective or returned 1o vendor for any other reason. credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis. regardless of quantity transferred, equalized to the iowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material i1s normally avaliable.

{2) Line Pipe

fa) Movement of less than 30,000 zounds shall be priced at the current new price, in etffect ut date of
movement, as listed by a reliacie supply store nearest the Joint Property where such Material is nor-
mally available.

‘b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-

asrapn 2A (1) of this Section IV,

3} Other Material shall be priced at tze urrent new price. in effect at date of movement, as listed by a roliable
supply store or f.o.b. railway recetvis point nearest the Joint Property where such Material is normaily
available.

3 Gove Used Haterial (Condition B)

Saterial in o cound and serviceable conii o nd satable fov reuse without reconditioning:

11y Materio. moved to the Joint Proper-

) AL eventv-five percent {030 Carre oo w price, s actermined by Parazraph ZA o his Soct on [V
2y “laterin: moved from the Joint Prooarny
1) AU everntv-rdive percent {757 Coourrent now opeoe, as determined by Paraoraph 24 o this Soccon 17
G Licertal owas originally oo Lo oo the o Scecount as oew Matenal, or
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(b) at sixty-five percent (65¢ ) af current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent {757¢) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

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

(2) Condition D

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (20) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall hind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

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

Special Inventories

Speciul Inventories may be taken whenever there is any sale or change of interest in the Joint Pro‘p.erty‘ It shall
be the duty of the party selling to notify all other Parties as quickly as possible a}fter the transfer of interest takes
place. In such cases, both the seller and tne purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

The expense of vonduct:ng periodic Inventories shall not be charged to the Joint Account unless agreed to 5y the
Parties,

gty




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEEMENT

ADDITIONAL INSURANCE PROVISIONS

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

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

(A) Workmen'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 emplovee.

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

) 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.

Phillips Petroleum Company's interest shall not be charged for insurance costs
beyond mandatory state requirements as Phillips is self-insured.

Revised 8/8/86



EXHIBIT "E" i

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
theretoc 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 owning participa-
tion percentages are not at any time taking or marketing their share of gas or
have contracted tc 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 have no market for their share of gas produced
from any proration unit within the Contract Area, or their purchaser does not
take its full share of gas produced from such proration unit, other pazxties
owning participation percentages 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 authcrity 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 d) 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 accordance 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
operations, vented or lost, the total guantity of liquid 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 paymen=s and
other similar interests.

Each party producing end 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
taking or delivering to its purchaser its full share of the gas produced from a
proration unit under which it has gas in place less such party's share »f 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 account 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 frac-
tion, the numerator of which is the interest in the proration unit of such party
with gas in place and the denominator of which is the total percentage interest

Revised 8/8/86
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in such production unit of all parties with gas in place currently takiny or
delivering to a purchaser.

5. Nothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to its purchaser its full
share of the allowable gas production to meet the deliverability tests required
by its purchaser, provided that said test should be reasonable in length,
normally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydro-
carbons in paying quantities hefore the gas account is balanced, settlement will
be made between the underproduced and overproduced parties. In making such
settlement, the underproduced party or parties will be paid a sum of money by
the overproduced party or parties attributable to the overproduction which said
overproduced party received, less applicable taxes theretofore paid, at the
applicable price defined below for the delivery of a volume of gas equal to that
for which settlement is made. For gas, the price of which is not regulated by
federal, state or other governmental agencies, the price basis shall be the
price relation by federal , state or other governmental authorities, the price
received for the sale of gas. For gas, the price of which 1is subject to
regulation by federal, state or other govermnmental authorities, the price basis
shall be the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Energy Regulatory Commission or any other
governmental authority, pursuant to final order or settlement applicable ta the
gas sold from such well, plus any additional collected amount which is not
ultimately required to be refunded by such authority, such additional collected
amount to be accounted for at such time as final determination is made with
respect hereto.

7. Notwithstanding the provisions of the last preceding paragraph,
it 1is expressly agreed that any underproduced party hereunder shall have the
optional right, with respect to each proration unit separately, to receive a
cash settlement bringing such underproduced party's gas account into balance at
any time prior to the permanent discontinuance of gas production, by first
giving each overproduced party ninety (90) dyas written notice of demand for
cash settlement. If such option is so exercised, settlement shall be made (as
of 7:00 O'clock A.M. on the lst day of the calendar month following the date of
such written demands) within ninety (90) dyas following the actual receipt
of such written demands by the overproduced parties, in the same manner prcvided
in the last preceding paragraph hereof. The optional right provided for in this
paragraph can only be exercised one (l) time by any particular underprcduced
party on the same proration unit; and each underproduced party agrees that it
will not exercise such option unless it is of the opinion that the remeining
underproduced recoverable gas reserves are inadequate for its gas account to be
brought into balance by actual production prior to permanent discontinuance of
gas production from such proration unit.

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

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

Revised 8/8/86



ATTACHED TO AND MADZg® PART OF OPERATING AGREEMENT, DpIED JUNE 1, 1986, BEIWEZN
YATES PETROZEUM CORN  AT'ICH, "OPERATOR", 'AND GREAT WA RN DRILLING COMPANY, =T
AT,, "NON-OPZRATORS", COVERING LANDS IN LEA COUNTY, NEW MEXICO.

EXHI3IT "F"

EQUAL EMPLOYMENT CPPORTUNITY PROVISION

During the performance c¢f this contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any employec or applicant
for employment because of race, color, religion, national origin or
sex. The Operator will take affirmative action to ensure that appli-
cants are employed, and that emplovees 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 terminaticn; rates of pay or other forms of com-
pensation; and selection for traininc, including apprenticeship. The
Operator agrees to post in conspicucus places, avallable 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 emplovees
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 undexr Section 202 of Executive CQrder 11246 of
September 24, 1965, and shall post copies of the notice in conspicuous
places available to emplovees and applicants for employment.

(4) The O?erator will comply with all provisions of Executive Orcder 11246
of September 24, 1965, and of the rules, regulations, and relevent orcers
of the Secretary of Labor. '

(5) The Cperator 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 whele or in part
and the Operator may be declared ineligible for further Government contracts
in accordance with procedures authorized in Executive Order 11246 of
Sentember 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation, or order of the Secretary of Labor, or as otherwise pro-
vided by law.

Exhipit "F"
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(7} The Operator will include the provisions of Paragraphs (1) through
{7) in every subcontract or purchase order unless exempted by rules,
regulations, or orders of the Secretary of Labor issued pursuant to
Section 204 of Exccutive Order 11246 of Scptember 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.
The Operator will take such action with respect to any subcontract
or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event =he Cperator becomes involved
in, or is threatened with, litigation with a subcontractor or vendor
as a result of such direction by the contracting agency, the Operator
may request the United States to enter into such litigation to pro-
tect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100
(EEOC-1) promulgated jointly by the Office of Federal Contract Compliance, the
Equal Employment Opportunitv Commission and Plans for Progress with Joint Pe-
porting Committee, Federal Cepot, Jeffersonville, Indiana, within thirty (30)
days of the date of contract award if such report has not been filed for the
current year and otherwise comply with or file such other compliance reports
as may be required under Executive Order 11246, as amencded and Rules and FPe-
gulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance pregram as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and
supply Non-Operators with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not
maintain or provide for its emplovees any segregated facilities at any
of its establishments, and that it does not and will not permit its
employees to perform their sexrvices at any location, under its control,
where segregated facilities are maintained. For this purpose, it is
understood that the phrase '"segregatec facilities" includes facilities
which are in fact seoregated on a basis of race, color, religion, or
national origin, because of habit; local custom or otherwise. It is
further understood and agreed that maintaining or vproviding segregated
facilities for its employees or permitting its emplovees to perform their
services at any location under its control where segrecated facilities
are maintained is a violation of the egual opportunityv clause required
by Executive Order 11246 of September 24, 1965,

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the Order
at 41 CFR Chapter 60 of the Secretary of Labor dated May 21, 1968, and
the provisions of the equal opportunity clause enumerated in contracts
between the United States of America and Non-Operators.

Whoever knowingly and willfully makes any false, fictitious or
fraudulent representation may be liable to criminal prosecution under 183
U.s.C. § 1001.

Exhibit "F"
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Page 1 of 23 6/1/86
. EXHIBIT A-2 TO OPERATING AGREEMENT Revised 8/7/86
SANDSAGE STATE UNIT AGREEMENT _
Schedule of Tract Numbers, Ownership and Participation
BASIC OVERRIDE OR PRO-
TRACT LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTICN ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OMNER - PERCENTAGE
1 T155-R35E 160.00 1G-3681 State Yates Petroleum Corp. None Yates Petroleunm
Sec. 20: SWi 8/1/86 1/8 Corporation
Yates Drilling Campany
Abo Petroleum Corporation
Myco Industries, Inc.
(. 25% each
2 T15S-R35E 160.00 LG-3682~2 State M & W of Lovington, Inc. None Yates Petroleun
Sec., 21: NEi 8/1/86 1/8 Corporation 100%
3 T155-R35E 320.00 LG-3683 State Yates Petroleum Cor. None Yates Petroleum
Sec. 29: N/2 8/1/86 1/8 Corporation
Yates Drilling Company
Abo Petroleun Corporation
Myco Industries, Inc.
25% each
4 T15S-R35E 480.00 1G-3726 State Yates Petroleun Corp. None Yates Petroleum
Sec. 16: NWINE}, SiNE}, 9/1/86 1/8 Corporation
NWINWE, SINWi, Yates Drilling Canpany
SWi, NEISE}, Abo Petroleum Corporation
.r\ SWiSEL Myco Industries, Inc.
256% each
5 T15S-R35E 520.00 1G-3798 State Yates Petroleum Corp. None Yates Petroleun
Sec. 9: NEz, NWiNWwi, 10/1/86 1/8 Corporation
SiNWL, E1Swj, Yates Drilling Co.
SE3 Abo Petroleum Corp.
Myco Industries, Inc.
25% each
6 T15S-R35E 160.00 1G-3859 State Yates Petroleum Corp. None Yates Petroleun
Sec. 8: SE} 11/1/86 1/8 Corporation

Yates Drilling Conpany
Abo Petroleun Corporation
Myco Industries, Inc.

256% each



EXHIBIT A-2 6/1/86
Page 2 of 23 Revised 8/7/86
BASIC OVERRIDE OR PRO-
TRACT ' LEASE ND. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OMER - PERCENTAGE
7 T15S-R35E 120.00 1G-4031 State Cal-Mon Oil Company 6.25% CRRI John H. Hendrix 12.5000
Sec. 9: NEINWL, WiSwi 2/1/87 1/8 Cal-Mon Oil Estoril Producing
Corporation Corporation 12.5000
2.8125% Jack O. McCall 10.0000
Robert L. Joe R. Henderson 6.2500
Monaghan Ernest Angelo,dr. 7.5000
.3125% Jack Markham 2.5000
A.T. Carlton dan Oil Company 5.0000
3.1250% George A, Thomas 2.5000
(o William T. Thomas 2.5000
Joe N. Gifford 2.9167
Bascom L. Mitchell 2,9167
partnership 5.8334
M.B. Wisenbaker 2.9166
J.M. Welborn 2.5000
James S, DuBose  10.0000
Robert L. Monaghan 1.2500
Cal-Mon 0Oil
Campany 11.2500
DM Oil and Gas
Corporation 2.5000
Horseshoe Oil &
Gas Corporation 2.5000
8 T15S-R35E 160.00 V-486-1 State Kerr-McGee Corporation 3.53% ORRI Kerr-McGee Corporation
( Sec. 8: NEi 4/1/87 1/6 Roger Allen 100%
.50%
Randy Smith
.50%
Andy Lattu
.38%
Larry Schulz
.20%
James King
.21%
W.W. Gibson
.33%
Earl Chisholm
1.00%
Bob Stevens
.20%
Eugene Core

L21%



EXHIBIT A-2 6/1/86
Page 3 of 23 Revised 8/7/86
BASIC OVERRIDE CR PRO-
TRACT ° LEASE MO, & DCTTON PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP, DATE ROYALTY LESSEE OF REOORD AND PERCENTAGE OWNER - PERCENTAGE
9 T15S-R35E 160.00 LG-4535 State Yates Petroleum Corp. None Yates Petroleum
Sec. 20: NE} 9/1/87 1/8 Corporation
Yates Drilling Campany
Abo Petroleun Corporation
Myco Industries, Inc.
25% each
10 T15S5-R35E 160.00 V-652 State Great Western Drilling None Great Western Drilling
Sec, 16: NEjNW;, NEINEjZ, 12/1/87 1/6 Company Company 100%
- NW}SE}, SEiSE}
11 T15S-R35E 320.00 LG-5032 State Phillips Petroleun Company None Phillips Petroleum
Sec. 21: W/2 1/1/88 1/8 Company 100%
12 T15S-R35E 160.00 V-1123 State Mitchell Energy Corp. None Mitchell Encrgy
Sec. 20: SEi 7/1/89 1/6 Corporation 100%
13 T15S-R35E 160.00 V-1860 State Yates Petroleun Corp. None Yates Petroleum
Sec. 21: SEi 6/1/91 1/6 Corporation 100%
Total: 3040.00 - Acres of New Mexico Lands




EXHIBIT A-2
Page 4 of 23

3

AT .

DESCRIPTION ACRES

55

BASIC
LEASE ND, &

Admia WA s

EXP. DATE  ROYALIY

LESSEE OF RECCRD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
UCTICN PAYMENT
AND PERCENTAGE

WORKING INTEREST
OWNER - PERCENTAGE

14 T15S-R35E 20.0000

Sec., 17: E/2SE/4

15 T15S-R35E 2.5000

Sec. 17: NE/4

Higgins Trust 3/16
Inc.
10/3/86

LeRoy M. 1/6
Hostetler
10/29/86

Great Western Drilling
Campary

Great Western Drilling
Company

1.2500% ORRI
Raymond L,
Noble .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt III
.0446%

Great Western Drilling

Company 75%
Horizon Exploration

Company 25%

3.3333% ORRI
Raymond L.
Noble 1.2697%
Llewellyn B,
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans  .2977%
Donald R.
McClung .2977%
Samuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kerneth N, Dunlap
.0595%
Joseph Schuchardt III
.1190%

Great Western Drilling
Company 75%
Horizon

Company 25%

1 PN
loration



EXHIBIT A-2 6/1/86
Page 5 of 23 Revised 8/7/86
BASIC OVERRIDE (R PRO-
TRACT LEASE NO, & DUCTION PAYVENT WORKING INTEREST
NO. DESCRIPTICN ACRES EXP. DATE ROYALTY LESSEE OF RECCORD AND PERCENTAGE ONNER - PERCENTAGE
16 T15S-R35E 2.5000 L.C. 3/16 Yates Petroleun None Yates Petroleum
Sec. 17: NE/4 Clark, Jr. Corporation 40% Corporation-40%
4/18/89 Yates Drilling Coampany 20% Yates Drilling Conpany
Abo Petroleum Corporation 20% -20%
Myco Industries, Inc. 20% Abo Petroleun Corporation
-20%
Myco Industries, Inc.
-20%
r!\ T155-R35E 20.0000 Russell 3/16 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Mainard Corporation 40% Corporation -40%
4/18/89 Yates Drilling Conpany 20% Yates Drilling Company
Abo Petroleum Corporation 20% -20%
Myco Industries, Inc. 20% Abo Petroleum Corporation
~-20%
Myco Industries, Inc,
-20%
18 T155-R35E 20.0000 Mildred 3/16 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Lindsey Corporation 40% Corporation-40%
5/5/89 Yates Drilling Company 20% Yates Drilling Carpany
Abo Petroleumn Corporation 20% ~-20%
Myco Industries, Inec. 20% Abo Petroleum Corporation
-20%
Myco Industries, Inc.
rr\ ~-20%
19 T15S-R35E 2.5000 Marilyn J. 3/16 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Williams Corporation 40% Corporation-40%
formerly Yates Drilling Company 20% Yates Drilling Company

Marilyn J. Darland

5/10/89

Abo Petroleum Corporation 20%
Myco Industries, Inc. 20%

~-20%

Abo Petroleum Corporation
-20%

Myco Industries, Inc.
-20%



EXHIBIT A-2
Page 6 of 23

3

AT .
Fs A

NO. DESCRIPTION

BASIC
LFASE NO. &

EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE (R PRO-
DUCTION PAYWENT WORKING INTEREST

AND PERCENTAGE OAMNER - PERCENTAGE

20 T15S-R35E
Sec. 17: NE/4

21 T15S-R35E
Sec. 17: NE/4

Carlton James 3/16
Carmichael Estate
HBP

Madalyn Dotson 3/16
Bailey
HBP

Great Western Drilling
Company

Great Western Drilling
Conpany

1.2500% ORRI Great Western Drilling

Raymond L. Comparny 75%

Noble .4762% Horizon Exploration

Llewellyn B. Campany 25%

Culbert .1190%

Gerald V.

Mendenhall
.2083%

Grant R.

Evans  .1117%

Donald R.

McClung .1117%

Samuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Dunlap
.0223%

Joseph Schuchardt ITI
.0446%

1.2500% ORRI Great Western Drilling

Raymond L. Company 75%

o . ‘ "
Noble .4762% Horizon Exploration

Llewellyn B. Conpany 25%

Culbert .1190%

Gerald V.

Mendenhall
.2083%

Grant R.

Evans .1117%

Donald R.

McClung .1117%

Samuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Dunlap
.0223%

Joseph Schuchardt 111
.0446%
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DESCRIPTION

ACRES

BASIC
LEASE ND, &

A 2Ia ase &

EXP. DATE

ROYALTY

LESSEE OF RECORD

OVERRIDE OR PRO-
DUCTION PAYMENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
OWNER - PERCENTAGE

23

T15S-R35E
Sec, 17: NE/4

T15S-R35E
Sec, 17: NE/4

5.5555

25.5556

Flo Brown
Little
HBP

Mary Jo
Dotson
HBP

3/16

3/16

Great Western Drilling
Carpany

Great Western Drilling
Corpany

1.2500% ORRI
Raymond L.

Great Western Drilling

Company 75%

Noble  .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Horizon Exploration

Company 25%

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B.
Culbert .1190%

Great Western Drilling
Conpany 75%
Horizon Exploration

Company 25%

Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt III
.0446%
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NO. DESCRIPTION ACRES

BASIC
LFASE ND. &

POV P VIR

EXP. DATE

ROYALTY

LESSEE OF RECORD

OVERRIDE OR PRO-
DUCTION PAYMENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INIEREST
OMER - PERCENTAGE

24 T15S-R35E
Sec. 17: NE/4

5.55565

25 T15S-R35E
Sec. 17: NE/4

25.5556

Conrad M.
Gathings
HBP

Mary Scott
Gould by her
Attorney-in-
Fact, Ralph
B. Shank
HBP

3/16

1/6

Great Western Drilling
Carpany

Great Western Drilling
Campany

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B.
Culbert .1190%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N, Dunlap
.0223%
Joseph Schuchardt 111
.0446%

3.333% ORRI
Raymond L.
Noble 1.2697%
Llewellyn B.
Culbert .3174%
Gerald V.
Mendenhall
.5554%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%

Grant R.

Evans 2977%

Donald R.

McClung .2977%

Samuel H. Peppiatt
.3571%

Anita Rambo Dunlap
.0595%

Kenneth N. Dunlap
.0595%

Joseph Schuchardt I11
.1190%
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DESCRIPTION

ACRES

BASIC

TEACE NN ¢

445X MIId ANNse &

EXP. DATE ROYALTY

LESSEE OF REQORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WORKING INTEREST
OMNER - PERCENTAGE

27

T15S-R35E
Sec, 17: NE/4

T15S-R35E
Sec. 17: NE/4

5.5555

5.5555

Mary M. Stokes 3/16
and her husband
Jerry F. Stokes
HBP

H.D. White 3/16
HBP

Great Western Drilling
Conpany

Great Western Drilling

Company

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B.
Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

1.2500% ORRI
Raymond L.
Noble  ,4762%
Llewellyn B.

Great Western Drilling
Company 75%
Horizon Exploration

Conpany 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermeth N. Dunlap
.0223%
Joseph Schuchardt 111
. 0446%
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AT
[¥ste W78

NO. DESCRIPTION

ACRES

BASIC

LESSEE OF REQORD

6/1/86
Revised 8/7/86

OVERRIDE (R PRO-
DUCTION PAYVENT
AND PERCENTAGE

WORKING INTEREST
OAMNER - PERCENTAGE

28 T15S-R35E
Sec. 17: NE/4

29 T15S-R35E
Sec. 17: NE/4

2.7778

1.3890

Elva Moad 3/16
HBP

Harry H. Jung 3/16
and his wife,
Virginia M. Jung
HBP

Great Western Drilling
Capany

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans JA117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Canpany 75%
Horizon Exploration

Company 25%

1.2500% ORRI
Raymond L.
Noble  .4762%
Llewellyn B.
Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%
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T A -
pUa's WF Y

NO. DESCRIPTION

ACRES

BASIC
LEASE ND. &

AisANIIL Amse R

EXP. DATE ROYALTY

LESSEE OF RECCRD

OVERRIDE OR PRO-
DUCTTON PAYMENT

AND PERCENTAGE

6/1/86
Revised 8/7/86

WOPKING INTEREST
OAMNER - PERCENTAGE

30 T155-R35E
Sec. 17: NE/4

31 T15S-R35E
Sec. 17: E/2SE/4

1.3890

4.4445

Carroll Cobb 3/16
and his wife

Glenda Cobb

HBP

Madalyn Dotson 3/16
Bailey now Madalyn
Lansford

HBP

Great Western Drilling
Campany

Great Western Drilling
Company

1.2500% ORRI
Raymond L,
Noble  .4762%
Llewellyn B.

Great Western Drilling
Company 75%

Horizon Exploration
Carmpany 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermeth N, Dunlap
.0223%
Joseph Schuchardt 111
.0446%

1.2500% ORRI
Raymond L,
Noble .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans L1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N, Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Compaily 75%
Horizon Exploration

Company 25%
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TRACT
NO. DESCRIPTION

ARES

BASIC

T TIACQYY AWV
LEASE NU. &

EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
WORKING INTEREST
OMNER - PERCENTAGE

32 T15S-R35E
Sec. 17: E/2SE/4

33 T15S~-R35E
Sec. 17: E/2SE/4

4.4445

14.4444

Flo Brown 3/16
Little
HBP

Mary Joe 3/16
Dotson
HBP

Great Western Drilling
Company

Great Western Drilling

Comparny

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B,
Culbert .1190%
Gerald V.
Mendenhall
.2083%

Great Western Drilling

Campany 75%
Horizon Exploration

Conpany 25%

Grant R.

Evans  .1117%

Donald R.

McClung .1117%

Samuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Dunlap
.0223%

Joseph Schuchardt 111
.0446%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%

Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  ,1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermeth N, Dunlap
.0223%
Joseph Schuchardt I11
.0446%
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dwuhl—w =
NO. DESCRIPTICN

ACRES

BASIC

TRACE AN
LEAOE M), &

EXP, DATE ROYALLY

LESSEE OF RECORD

OVERRIDE OR PRO-

AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
OMNER - PERCENTAGE

34 T15S-R35E
Sec. 17: E/28E/4

35 T15S-R35E
Sec. 17: E/2SE/4

4.4445

14.4444

Conrad M. 3/16
Gathings
HBP

Mary Scott 1/6
Gould, by her
Attorney-in-

Fact, Ralph B.
Shank

HBP

Great Western Drilling
Company

Great Western Drilling
Carmpany

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermeth N. Dunlap
.0223%
Joseph Schuchardt 11
.0446%

3.3333% ORRI
Raymond L.
Noble 1.2697%
Llewellyn B.
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans  .2977%
Donald R.
McClung .2977%
Samuel H. Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kenneth N. Dunlap
.0594%
Joseph Schuchardt @11
.1190%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%
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NO. DESCRIPTION

ACRES

BASIC

TRACE NI &

Al MIlL LS. W

EXP. DATE ROYALTY

LESSEE OF REAORD

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

6/1/86
Revised 8/7/86

WORKING INTEREST
OANER - PERCENTAGE

36 T15S-R35E
Sec. 17: E/2SE/4

37 T15S-R35E
Sec. 17: E/2SE/4

4.4445

2.2222

H.D. White 3/16
HBP

Elva Moad 3/16
HBP

Great Western Drilling
Conpany

Great Western Drilling
Company

1.2500% ORRRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V,
Mendenhall
.2083%
Grant R.
Evans L1117%
Donald R.
McClung .1117%

Samuel H., Peppiatt

.1339%

Anita Rambo Dunlap

.0223%
Kenneth N. Dunlap
.0223%

Great Western Drilling
Conpany 75%

Horizon Exploration
Carpany 25%

Joseph Schuchardt 111

.0446%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans 1117%
Donald R.
McClung .1117%

Samuel H. Peppiatt

.1339%

Anita Rambo Dunlap

.0223%
Kenneth N, Dunlap
.0223%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%

Joseph Schuchardt 111

.0446%



EXHIBIT A-2
Page 15 of 23

TRACT -
NO. DESCRIPTION

ACRES

BASIC

LEADE NJ, &

EXP. DATE ROYALTY

LESSEE OF REGORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-

WORKING INTEREST
OMNER - PERCENTAGE

38 T155-R35E
Sec. 17: E/2SE/4

39 T15S-R35E
Sec. 17: m\mmm\b

1.1111

1.1111

Harry H. Jung 3/16
and his wife,
Virginia M. Jung
HBP

Carroll Cobb 3/16
and his wife,
Glenda Cobb

HBP

Great Western Drilling
Company

Great Western Drilling
Conpany

1,2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration
Caipany 25%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  ,1117%
Douald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kermneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Campany 75%

Horizon Exploration
Company 25%
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TRACT -
NO. DESCRIPTION

ACRES

BASIC
LFASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTIGN PAYMENT
AND PERCENTAGE

WORKING INTEREST
OMNER - PERCENTAGE

40 T15S-R35E
Sec. 17: E/2SE/4

41 T15S-R35E
Sec. 17: E/2SE/4

4,4444

4.4444

Carlton James 3/16
Carmichael

Estate

HBP

Mary Stokes 3/16
HBP

Great Western Drilling
Campany

Great Western Drilling
Company

1.2500% CRRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling

Company 75%

Horizon Exploration

Campany 25%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B,
Culbert ,1190%
Gerald V.
Mendenhal 1
.2083%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%

Grant R.

Evans  .1117%

Donald R.

McClung .1117%

Sarmuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Dunlap
.0223%

Joseph Schuchardt 111
.0446%
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TRACT .

NO. DESCRIPTION

ACRES

BASIC
TFASE NO. &
EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WORKING INTEREST
OMNER - PERCINTAGE

42 T15S-R35E
Sec. 17: W/2SE/4

43 T15S-R35E
Sec. 17: W/2SE/4

6.6667

6.6667

Madalyn Dotson 3/16
Bailey
HBP

Flo Brown 3/16
Little
HBP

Great Western Drilling
Company

Great Western Drilling
Conpany

1.2500 ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Doniald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration

Campany 25%

1.2500 CRRI Great Western Drilling
Raymond L. Conpany 75%
Noble .4762% Horizon Exploration
Llewellyn B. Company 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Doniald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%
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NO. DESCRIPTION ACRES

BASIC
TLEASE NO, &

Ak MIEs aVre W

EXP. DATE

ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WCRKING INTEREST
OWNER - PERCENTAGE

44 T15S-R35E 16.6666

Sec. 17: W/2SE/4

45 T15S-R35E 6.6667
Sec. 17: W/2SE/4

Mary Joe
Dotson
HBP

Conrad M.
Gathings
HBP

3/16

3/16

Great Western Drilling
Carpany

Great Western Drilling
Conpany

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%

Great Western Drilling
Company 75%

Horizou Exploration

Company 25%

Grant R.

Evans .1117%

Donald R.

McClung .1117%

Samuel H. Peppiatt
.1339%

Anita Rambo Dunlap
.0223%

Kenneth N. Dunlap
.0223%

Joseph Schuchardt I1I
.0446%

1.2500 ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration
Compariy 25%



EXHIBIT A-2
Page 19 of 23

DESCRIPTICN

b3
3

8

ACRES

BASIC

TEASE NN 2

diaM i aTsy W

EXP. DATE ROYALTY

LESSFE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WORKING INIEREST
OWNER - PERCENTAGE

46 T15S-R35E
Sec. 17: W/2SE/4

47 T15S-R35E
Sec. 17: W/2SE/4

16.6666

6.6667

Mary Scott 1/6
Gould, by her
Attorney-in-

Fact, Ralph

B. Shank

HBP

H.D. White 3/16
HBP

Great Western Drilling
Carpany

Great Western Drilling
Company

3.3333% ARI
Raymond L.
Noble 1.2697%%
Llewellyn B,
Culbert .3174%
Gerald V.
Mendenhall
.5554%
Grant R.
Evans .2977%
Donald R.
McClung .2977%
Samuel H, Peppiatt
.3571%
Anita Rambo Dunlap
.0595%
Kerneth N, Dunlap
.0595%
Joseph Schuchardt II1
.1190%

Great Western Drilling
Company 75%
Horizon Exploration

Company 25%

1.2500 ORRI Great Western Drilling
Raymond L. Company 75%
Noble .4762% Horizon Expleration
Llewellyn B, Company 25%
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans L1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N, Dunlap
.0223%
Joseph Schuchardt I11
.0446%
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TRACT

TRAC .
NO. DESCRIPTION

ACRES

BASIC

TEACE NN [3

FUTV A NI WEENN W )

EXP. DATE ROYALTY

1LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE CR PRO-
DUCTTON PAYMENT
AND PERCENTAGE

WOHKING INTEREST
OMER - PERCENTAGE

48 T15S-R35E
Sec. 17: W/2S8E/4

49 T15S-R35E
Sec. 17: W/2SE/4

3.3334

1.6666

Elva Moad 3/16
HBP

Harry H. Jung 3/16
and his wife,
Virginia M. Jung
HBP

Great Western Drilling
Conpany

Great Western Drilling
Company

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B,
Culbert .1120%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Carmpany 75%
Horizon Exploration

Campany 25%

1.2500% ORRI Great Western Drilling
Raymond L. Conpany 75%
Noble .4762% Horizon Exploration
Lleweilyn B. Corpany 25%
Culbert .1190%
Gerald V.
Menderhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%
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NO. DESCRIPTICN

ACRES

BASIC

LEASE NO. &

EXP. DATE ROYALTY

LESSEE OF RECORD

6/1/86
Revised 8/7/86

OVERRIDE OR PRO-
DUCTION PAYMENT
AND PERCENTAGE

WORKING INTEREST
OWMNER - PERCENTAGE

50 T155-R35E
Sec. 17: W/25E/4

51 T15S-R35E
Sec. 17: W/2SE/4

1.6666

6.6667

Carroll Cobb 3/16
and his wife,
Glenda Cobb

HBP

Carlton James 3/16
Carmichael

Estate

HBP

Great Western Drilling
Conpany

Great Western Drilling
Conpany

1.2500% CRRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.
Mendenhall
.2083%
Grant R.
Evans  ,1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kemneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration
Canmpany 25%

1.2500% ORRI
Raymond L.
Noble .4762%
Llewellyn B.
Culbert .1190%
Gerald V.,
Mendenhall
.2083%
Grant R.
Evans  .1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt 111
.0446%

Great Western Drilling
Company 75%

Horizon Exploration

Company 25%



EXHIBIT A-2
Page 22 of 23

6/1/86
Revised 8/ 7/86
Revised 8/19/86

BASIC OVERRTDE OR PRO-
TRACT LEASE NO. & DUCTION PAYMENT WORKING INTERLST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER - PERCENTAGE
52 T15S-R35E 6.6667 Mary M. Stokes 3/16 Great Western Drilling 1.2500% ORRI Great Western Drilling
Sec. 17: W/2SE/4 and her husband Company Raymond L. Company 75%
Jerry F. Stokes Noble .4762% Horizon Exploration
HBP Llewellyn B. Company 25%
Culbert .1190%
Gerald v.
Mendenhall
.2083%
Grant R.
Evans L1117%
Donald R.
McClung .1117%
Samuel H. Peppiatt
.1339%
Anita Rambo Dunlap
.0223%
Kenneth N. Dunlap
.0223%
Joseph Schuchardt TII
.0446%
53 T155-R35E 3.75 James Reed McCrory 1/4 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Corporation 40% Corporation 40%
Yates Drilling Yates Drilling
Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 20%
Myco Industries, Myco Industries,
Inc. 20% Inc. 20%
54 T15S-R35E 3.75 LIBERTY NATIONAL BANK, 1/4 Yates Petroleum None Yates Petroleum
Section 17: NE/4 a New Mexico Corporation Corporation 40% Corporation 40%
as Trustee or the W.T. Yates Drilling Yates Drilling
Reed Trust Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 20%
Myco Industries, Myco 1Industraes,
Inc. 20% Tnc. 20%



EXHIBIT A-2
Page 23 of 23

o/L/86
Revised 8/ 7/86
Revised 8/19/86

DASIC OVERRIDE OR PRO-
TRACT LEASE NO. & DUCTION PAYMENT WORKING INTEREST
NO. DESCRIPTION ACRES EXP. DATE ROYALTY LESSEE OF RECORD AND PERCENTAGE OWNER - PERCLNTAGE
55 T155-R35E 10.00 Home Stake Royalty 1/4 Yates Petroleum None Yates Petroleum
Sec. 17: NE/4 Corporation Corporation 40% Corporation 40%
Yates Drilling Yates Drilling
Company 20% Company 20%
Abo Petroleum Abo Petroleum
Corporation 20% Corporation 20%
Myco Industries, Myco Industries,
Inc. 20% Inc. 20%
56 T15S-R35E 5.00 Baruch-Foster ~~-—- mommmem——— mmeme e Baruch-Foster
Sec. 17: NE/4 Corporation Corporation
Unleased
Total: 320.00 Acres of Fee Lands
Recapitulation
3040.00 Acres State Lands 90.47619%
320.00 Acres Fee Lands 9.52381%
3360.00 Acres Total 100.00000%
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MR. STOCGNER: Call next Case
Number £925.

MR. TAYLOR: The application of
Yates Petroleum Corporation for a unit agreement, Lea
County, New Mexico.

MR. CARR: May it please the
Examiner, my name is William ¥. Carr with the law firm Camp-
bell & Black, P. A. We represent Yates Petroleum Corpora-
tion and we have two witnesses.

MR. STOGHNER: Are there any
other appearances in this matter?

will both witnesses please

stand and be sworn at this time?

(#itnesses sworn.,)

JIM BALL, JR.,
being called as a witness and being duly sworn upon his

oath, testified as follows, to-wit:

DIRECT EXAHMINATION
BY MR. CARR:
C Will you please state your name and place

of residence?
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A William James Ball, Junior.

Q And where do you reside?

A And I reside in Roswell, New Mexico.

Q By whom are you employed?

A Yates Petroleum out of Artesia.

Q And in what capacity are you employed by
Yates?

A Landman.

o) Have you previously testified before this

Division and had your credentials as a landman accepted and
made a matter of record?
A Yes, 1 have.
0 Are you familiar with the application
filed in this case on behalf of Yates Petroleum Corporation?
A Yes, I am.
Q Are you familiar with the proposed Sand-
sage State Unit?
A Yes, I am.
4R. CARR: Are the witness'
qualifications acceptable?
MR. STOGNER: They are,.
G Mr. Ball, will you briefly state what
Yates seeks with this application?
A Yes, sir. We seeck approval of the Sand-

sage State Unit Area, comprising the size of 3,360 acres,




10
1"
12
13
14
15
16
17
18
19
20

21

23
243

25

[

more or less. It's fee and State lands; no Federal lands
are involved.

Q Have you prepared certain exhibits for
introduction in this case?

A Yes, 1 have.

Q Would you refer to what has been marked
for identification as Yates Exhibit One, identify this, and

review the information contained thereon?

A Exhibit Number One is a plat showing the
unit area. The unit outline is represented by the slashed

lines.

Fee lands are indicated by the dark
shaded area within the unit outline and the remainder |is
State lands, and there is no Federal lands.

It shows the tract numbers which are
helped reference in the unit operating agreement.

o Does this plat also show the operators of
the offsetting tracts?

A Yes, it does.

Q And all wells in the area are depicted on
this plat?

A That's correct.

Q Wwould you refer to what has been marked
for identification as Exhibit Number Two and identify this

for Mr. Stogner?
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A Unit == I'm sorry, Exhibit Number Two is
the unit agreement.

Within that unit agreement again are ex-
hibits showing the tracts and also the unit operating agree-
ment.,

Q Attached to the unit agreement is there
an exhipit which shows the ownership of all interests within
the proposed unit area?

A That's correct.

0 Has ~- has the form of this unit agree-
ment been approved by the State Land Office?

A Yes, it has.

Q And is a letter giving preliminary appro-
val marked as Yates Exhibit Number Three?

A Yes.

0 Mr. Ball, what percent of the interest
within the unit area have ratified the agreement thereby
committing their acreage to the unit agreement?

A We either have in-hand signed ratifica-
tions or have verbals from 94 to 95 percent of the unit.

Q In your opinion does this give you suffi-
cient acreage commitment to afford Yates effective control
of unit operations?

A Yes, it does.

O Does Yates request that this order be ex~
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pedited?
A Yes, we do.
Q And why is that?
A Well, we have expiring leases beqginning

August lst and there are several expiring leases between now
and the end of the year.

Q Doces the unit agreement provide Ffor
periodic filings of plans of development?

A Yes, it does.

Q And does it require that these plans be
filed with the 0il Conservation Division as well as the Com-

missioner of Public Lands?

A Yes.

Q How often are these plans to be filed?

A Once a year.

Q Is it Yates Petroleum Corporation's de-

sire to be designated operator of this unit agreement --

A Yes, it is.

S -- of this unitz?

A Yes.

G Does Yates have another witness who will

testify as to geological considerations?
A Yes, we do.
Q Wwere Exhibits One through =~- oh, and

would you identify for Mr. Stogner what has been marked as
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Yates Exhibit Number Four?

A That is the copies of letter giving no-
tice of the hearing.

0 And is -- are copies of the return re-
ceipts attached to this exhibit?

A Yes, they are,

0 Were Exhibits One through Four either
prepared by you or compiled under your direction and super-
vision?

A That's correct, they were.

MR. CARR

At this time, Mr,
Gtogner, we would offer Yates Exhibits Number One through
Four.

MR, STOGNER: Exhibits One
through Four will be admitted into evidence.

MR. CARR: That concludes my

direction examination of Mr. Ball.

CRGSS EXAMINATION

BY MR. STOGHNER:

O Mr. Ball.
A Yes, sir.
0 Going back to Exhibit Number Two, you

mentioned that 94 to 95 percent of the owners have ratified

the unit.
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A Yes, sir.
Q Of what remaining 5 to % percent has not

ratified it?

A You mean specifically names or --

O Is there more than one? 1Is there a group
or —-

A No, there is one individual, or erntity,

Mitchell Energy, and then there are some fee -- there's two
unleased fee owners.

Mitchell has 160 acres.

Q wWhere is Mitchell's 160 acres?

A Southeast of Section 20.

c That's shown as Tract 127

A Yes.

0] Has Mitchell Energy given you a reason

for not ratifying?

A Yes, 1 believe it was for budgetary
reasons.

) You mentioned a couple of unleased fee
acreages. I assume that's up there in the east half of 17.

A Yes, sir.

Q And what kind of acreage or how mucil ac-
reage are we talking about?

A 7-1/2 acres total controlled by one per-

son; it's two entities.
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0 Who is this person or the entities?
A Jim McCrory and the W. T. Reed Trust, 1
believe. It's the trustee's out of the Bank of Lovington.

I could get you that name if you want, but it's shown on the

exhibit.
Y It's in Exhibit Two, right?
A Yes, sir.
Q Okay, that should suffice.

MR. STOCGHER: Okay, I have no
further questions of this witness.

MR. CARR: At this time we call
tiorbert Rempe.

MR. S5TOGHER: Thank you, Mr.

2all, vou may be excused.

NORBERT REMPE,
peing called as a witness and being duly sworn upon his

cath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARR:
¥ Will you state your full name and place
of residence?
A Norbert Thomas Rempe and I live in Carls-

bad, Rew Mexico.
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N tir. Rempe, by whom are you employed and
in wnat capacity?

A I'm emplayed Dy Yates Petroleum
Corporation as a petroleum geologist.

o Have you previously testified before this
Civision and had your credentials as a geologist accepted
and made a watter of record?

A Yes, I have.

v Are vyou familiar with the application
filed in this case by Yates Petroleum Corporation?

A Yes, 1 am.

o Are vyou familiar with the nroposed
Sandsage Unit Area?

A Yes, I am.

ol
o]
.

CARR: Are the witness'
gualifications acceptable?
MR, STOGNER: They are.

Q Mr. Rempe, would you refer to what has
baen narked for identification as Exhibit Number Five and
review that for Mr. Stogner?

A Exhibit Number Five is a montave of
structure maps and one production map. One of the structure
maps is the structure of the Strawn formation contoured on

10¢-foot intervals. The otheyr structure map is the struc-

ture of the Austin cycle, also contoured on 100-foot inter-—
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vals.

The two structure maps show the propesed
location of the initial test well, Both ¢of those structure
maps were prepared from a well that Iis subsurface
information.

The production map shows the producing
ocols in the vicinity of the proposed unit,

Q Now, Mr. Rempe, in this unit what g the

primary objective?

A The primary objective is the Strawn for-
ration.

») And what are the secondary objectives:?

A The secondary objectives are in the Permo

Penn, the Cisco Canyon, the Atoka, Morrow, and the Austin.

Q Wwhat intervals are covered by the pro-
posed unit?

A All feormations from the surface, includ-~
ing the Austin cycle.

Q Would vyou now refer to what has Dbeen
marked as Yates Bxhibit Number Six and identify this and re-
view the information contained thereon?

A Yates Exhibit Number Six is an east/west
cross section through the proposed drilling location. It
shows tnhne structural attitude of the geologic formations in

the area of the proposed unit.
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pased on your study of the geology in

tnis area, can you conclude that what you have here is an

area that is logically suited for unit development?
1) Yes, 1 can.
2 what are Yates' glans for development of

this unit?

A To drill an initial test well at a loca-
tion proposed as 2310 feet from the north line and 330 from
the west line of Secticon 16 as soon as possible,

G In yvour opinicn will granting this appli-
cation be in the best interest of c¢onservation, the preven-
tion of waste, and the protection of correlative rights?

A Yes, it will.

¢ Were Exhibits Five and Six prepared by
you or compiled under your direction?

A Yes, they were.

MR. CARR: At this time, ¥Mr.
Stogner, we would offer into evidence Yates Exhibits FPive
and Six.

MR. S30GNER: Exhibits Five and
Six will be admitted into evidence.

ME. CARR: That concludes my

direct examination of Mr. Rempe.
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CRGSSE EXAMINATICH

) Mr. Rempe, again, what is the unitized
structures and formations?
a The map on the upper left is the struc-
ture map on the Strawn.
The map on the upper right of Exhibit
Pive is a structure map on the Austin formation, the Upper

Mississippian, and on the lower lefr is a production map.

o You said from the surface down?

A These are subsurface structure maps, Ex-
nibit --

) Ho, what 1s the unitized substance?

A Oh, I'm sorry, from the surface down to

and including the Austin c¢ycle on top of the Mississippian.
Q On your cross section, the wells that you

show, are they presently producing frcm the Strawn?

A No, none of them is.

2 Are any of these wells producing from any
formation?

A Oh, yes, the twc --

Q Let me rephrase that. Are they completed

to ne produced in any formation?
A Yes. Yes, they are.

o and what formations would those be?
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‘ermQ Fenn,

west side.

producing. The

YW

A

questions of tn

this case, Mr.
Stogner.
nave anything £

under advisemen

15

The two on the east are producing from

the producing formation in the Morton Field.

The two wells on == I'm on the

sorry,

The two wells on the east side are not

y're shut in gas wells,
In what formation?
The Austin.

In the Austin. Thank you, Mr. Rempe.

MR, STOGHER: I have no further
is witness.

Are there any other questions
If not, he may be excused.

Do you have anything further in

Carrxr?
MR. TARR: Nothing further, Mr.
MR, STOGNER: pDoes anybody else

urther in Case Number 892257

If not, this case will be taken

t.

{liearing concluded.)
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CERTIFICATE
I, SALLY W. BROYD, C.S5.R., DO HEREBY
CERTIFY that the foregoing Transcript of Hearing before the
0il Conservation Division (Commission) was reported by me;

that the said transcript is a full, true, and correct record

of the hearing, prepared by me to the best of my ability.

| do hereuy ceriify that the foregoing 18

a comrizie rarord of the preceedings in
the Exaininer hearing S; Case i~o. ¥4 iy
ﬂ -
heard by me on_A¥ Sfary 19 5’%
27 g
4 /’A’,/

,/‘«»ﬂ'";fi/"¥ o e
<ii_~./~€ﬁf1§ﬁﬁérvaﬁon Division
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MR. STOGNER: Call next Case
Number 8925.

MR, TAYLOR: The application of
Yates Petroleum Corporation for a unit agreement, Lea
County, New Mexico.

MR. CARR: May it please the
Examiner, my name is William F. Carr with the law firm Camp-
bell & Black, P. A. We represent Yates Petroleum Corpora-
tion and we have two witnesses.

MR. STOGNER: Are there any
other appearances in this matter?

wWill both witnesses please

stand and be sworn at this time?

(Witnesses sworn.)

JIM BALL, JR.,
being called as a witness and being duly sworn upon his

cath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARR:
Q Will you please state your name and place

of residence?
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A William James Ball, Junior.

Q And where do you reside?

A And I reside in Roswell, New Mexico.

Q By whom are you employed?

A Yates Petroleum out of Artesia.

0 And in what capacity are you employed by
Yates?

A Landman.

0 Have you previously testified before this

Division and had your credentials as a landman accepted and
made a matter of record?
A Yes, I have.
Q Are vyou familiar with the application
filed in this case on behalf of Yates Petroleum Corporation?
A Yes, 1 am.
0 Are you familiar with the proposed Sand-~
sage State Unit?
A Yes, 1 am.
MR. CARR: Are the witness'
qualifications acceptable?
MR. STOGNER: They are.
o] Mr. Ball, will you briefly state what
Yates seeks with this application?
A Yes, sir. We seek approval of the Sand-

sage State Unit Area, comprising the size of 3,360 acres,
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more or less. It's fee and State lands; no Federal lands
are involved.

0 Have you prepared certain exhibits for
introduction in this case?

A Yes, I have.

Q Would you refer to what has been marked
for identification as Yates Exhibit One, identify this, and
review the information contained thereon?

A Exhibit Number One is a plat showing the
unit area. The unit outline is represented by the slashed
lines.

Fee lands are indicated by the dark
shaded area within the unit outline and the remainder is
State lands, and there is no Federal lands.

It shows the tract numbers which are
helped reference in the unit operating agreement.

Q bDoes this plat also show the operators of

the offsetting tracts?

A Yes, it does.

0 And all wells in the area are depicted on
this plat?

A That's correct.

Q Would you refer to what has been marked

for identification as Exhibit Number Two and identify this

for Mr. Stogner?
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A Unit -- I'm sorry, Exhibit Number Two is
the unit agreement.

Within that unit agreement again are ex-
hibits showing the tracts and also the unit operating agree-
ment.

Q Attached to the unit agreement is there
an exhibit which shows the ownership of all interests within
the proposed unit area?

A That's correct.

Q Has =-- has the form of this unit agree-
ment been approved by the State Land Office?

A Yes, it has.

Q And is a letter giving preliminary appro-
val marked as Yates Exhibit Number Three?

A Yes.

0 Mr. Ball, what percent of the interest
within the unit area have ratified the agreement thereby
committing their acreage to the unit agreement?

A We either have in-hand signed ratifica-
tions or have verbals from 94 to 95 percent of the unit.

Q In your opinion does this give you suffi-
cient acreage commitment to afford Yates effective control
of unit operations?

A Yes, it does.

] Does Yates request that this order be ex-
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pedited?
A Yes, we do.
Q And why is that?
A Well, we have expiring leases beginning

August lst and there are several expiring leases between now
and the end of the year.

Q Does the unit agreement provide for
periodic filings of plans of development?

A Yes, it does.

o) And does it require that these plans be
filed with the 0il Conservation Division as well as the Com-~

missioner of Public Lands?

A Yes.

Q How often are these plans to be filed?

A Once a year.

0 Is it Yates Petroleum Corporation's de-

sire to be designated operator of this unit agreement --

A Yes, it is.

Q -= of this unit?

A Yes.

Q Does Yates have another witness who will

testify as to geological considerations?
A Yes, we do.
0 Were Exhibits One through -- oh, and

would you identify for Mr. Stogner what has been marked as
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Yates Exhibit Number Four?

A That is the copies of letter giving no-
tice of the hearing.

Q And is -~ are copies of the return re-
ceipts attached to this exhibit?

A Yes, they are.

Q Were Exhibits One through Four either
prepared by you or compiled under your direction and super-
vision?

A That's correct, they were.

MR. CARR: At this time, Mr.
Stogner, we would offer Yates Exhibits Number One through
Four.

MR. STOGNER: Exhibits One
through Four will be admitted into evidence.

MR. CARR: That concludes my

direction examination of Mr. Ball.

CROSS EXAMINATION

BY MR. STOGNER:

0 Mr. Ball.
A Yes, sir.
Q Going back to Exhibit Number Two, you

mentioned that 94 to 95 percent of the owners have ratified

the unit.
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A Yes, sir.
0 0f what remaining 6 to 5 percent has not

ratified it?

A You mean specifically names or --

Q Is there more than one? Is there a group
or --

A No, there is one individual, or entity,
Mitchell Energy, and then there are some fee -- there's two

unleased fee owners.

Mitchell has 160 acres.

Q Where is Mitchell's 160 acres?

A Southeast of Section 20.

Q That's shown as Tract 127?

A Yes.

Q Has Mitchell Energy given you a reason
for not ratifying?

A Yes, 1 believe it was for Dbudgetary
reasons.

Q You mentioned a couple of unleased fee

acreages. I assume that's up there in the east half of 17.
A Yes, sir.
Q And what kind of acreage or how much ac-
reage are we talking about?
A 7-1/2 acres total controlled by one per-

son; it's two entities.
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Q Who is this person or the entities?
A Jim McCrory and the W. T. Reed Trust, 1
believe. It's the trustee's out of the Bank of Lovington.

I could get you that name if you want, but it's shown ¢n the

exhibit.
Q It's in Exhibit Two, right?
A Yes, sir.
0 Okay, that should suffice.

MR. STOGNER: Okay, I have no
further questions of this witness.

MR, CARR: At this time we call
Norbert Rempe.

MR. STOGNER: Thank you, Mr.

Ball, you may be excused.

NORBERT REMPE,
being called as a witness and being duly sworn upon his

oath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARR:
e Will you state your full name and place
of residence?
A Norbert Thomas Rempe and I live in Carls-

bad, New Mexico.
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Q Mr. Rempe, by whom are you employed and
in what capacity?

A I'm employed by Yates Petroleum
Corporation as a petroleum geologist.

Q Have you previously testified before this
Division and had your credentials as a geologist accepted
and made a matter of record?

A Yes, I have.

Q Are vyou familiar with the application
filed in this case by Yates Petroleum Corporation?

A Yes, 1 am.

Q Are vyou familiar with the proposed
Sandsage Unit Area?

A Yes, I am.

MR. CARR: Are the witness’
qualifications acceptable?
MR. STOGNER: They are.

Q Mr. Rempe, would you refer to what has
been marked for identification as Exhibit Number Five and
review that for Mr. Stogner?

A Exhibit Number Five is a montage of
structure maps and one production map. One of the structure
maps 1s the structure of the Strawn formation contoured on
100-foot intervals. The other structure map is the struc-

ture of the Austin cycle, also contoured on 100-foot inter-
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vals.

The two structure maps show the prcposed
location of the initial test well. Both of those structure
maps were prepared from a well that is subsurface

information.
The production map shows the producing
pools in the vicinity of the proposed unit.
Q Now, Mr. Rempe, in this unit what is the

primary objective?

A The primary objective is the Strawn for-
mation.

o) And what are the secondary objectives?

A The secondary objectives are in the Permo

Penn, the Cisco Canyon, the Atocka, Morrow, and the Aus=in.

0 What intervals are ccvered by the pro-
posed unit?

A All formations from the surface, iaclud-
ing the Austin cycle.

0 Would you now refer to what has been
marked as Yates Exhibit Number Six and identify this and re-
view the information contained thereon?

A Yates Exhibit Number Six is an east/west
cross section through the proposed drilling location. It
shows the structural attitude of the geclogic formations in

the area of the proposed unit.
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0 Based on your study of the geology 1in
this area, can you conclude that what you have here is an
area that is logically suited for unit development?

A Yes, I can.

Q What are Yates' plans for developmernt of
this unit?

A To drill an initial test well at a loca-
tion proposed as 2310 feet from the north line and 330 from
the west line of Section 16 as soon as possible.

0 In your opinion will granting this appli-
cation be in the best interest of conservation, the preven-
tion of waste, and the protection of correlative rights?

A Yes, it will.

0 Were Exhibits Five and Six prepared by
you or compiled under your direction?

A Yes, they were.

MR. CARR: At this time, Mr.
Stogner, we would offer into evidence Yates Exhibits Five
and Six.

MR. STOGNER: Exhibits Five and
Six will be admitted into evidence.

MR. CARR: That concludes my

direct examination of Mr. Rempe.
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CROSS EXAMINATION

BY MR. STOGNER:

o] Mr. Rempe, again, what is the unitized
structures and formations?

A The map on the upper left is the struc-
ture map on the Strawn.

The map on the upper right of Exhibit

Five is a structure map on the Austin formation, the Upper

Mississippian, and on the lower left is a production map.

Q You said from the surface down?

A These are subsurface structure maps, Ex-
hibit --

Q No, what is the unitized substance?

A Oh, I'm sorry, from the surface down to

and including the Austin cycle on top of the Mississippian.
0 On your cross section, the wells that you

show, are they presently producing from the Strawn?

A No, none of them is.

Q Are any of these wells producing from any
formation?

A ¢h, yes, the two —--

Q Let me rephrase that. Are they completed

to be produced in any formation?
A Yes. Yes, they are.

0 And what formations would those be?




10
1
12
13
14
15
16
17
18
19
20

21

23
24
25

15
A The two on the east are producing from
the Permo Penn, the producing formation in the Morton Field.
The two wells on -- I'm sorry, or. the
west side.
The two wells on the east side are not

producing. They're shut in gas wells.

Q In what formation?
A The Austin.
0 In the Austin. Thank you, Mr. Rempe.

MR. STOGNER: I have no further

questions of this witness.

Are there any other questions
of Mr. Rempe?

If not, he may be excused.

Do you have anything further in

this case, Mr. Carr?

MR. CARR: Nothing further, Mr.
Stogner.

MR. STOGNER: Does anybody else
have anything further in Case Number 892572

If not, this case will be taken

under advisement,

(Hearing concluded.)
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CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO HEREBRY
CERTIFY that the foregoing Transcript of Hearing before the
0il Conservation Division (Commission) was reported by me;
that the said transcript is a full, true, and correct record

of the hearing, prepared by me to the best of my ability.

40600 by R - ez

I'do hereby certify that the fore
a complee rezord of the

going lg

: ' proceedings In

;‘]he t&xcﬁ‘s;ner hearing of Case No ; 75 s

eard by me op, % 195
i




STATE OF NEW MEXICO

ENERGY avo MINERALS DEPARTMENT

OIL CONSERVATION DIVISION
POST OFFICE BOX 2088
Fromer™ SR
July 192, 153¢ (S05) 827-5800

fr, 1illiem T. Carr Re: CASE NO. 2925
Camrkell & Tlach ORDER NO._ R-8252
Sttornegy ot T.aw

Y

Post Office Lox 2208 Applicant:
Cznta Fe, Yew Mexricn

Yates Petroleum Corporation

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Division order recently entered in the subject case.

Sincerely,

R. L. STAMETS
Director

RLS/fd

Copy of order also sent to:

Hobbs OCD <
Artesia OCD X
Aztec OCD

Other




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 8925
Order No. R-8252

APPLICATION OF YATES PETROLEUM

CORPORATION FOR A UNIT AGREEMENT,
LEA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on June 25,
1986, at Santa Fe, New Mexico, before Examiner Michael E.
Stogner.

NOW, on this 8th day of July, 1986, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS THAT:

(1) Due public notice having been given as required by
law, the Division has jurisdiction of this cause and the
subject matter thereof.

(2) The applicant, Yates Petroleum Company, seeks
approval of the Sandsage State Unit Agreement for all oil and
gas in any and all formations underlying those lands described
in Exhibit "A" attached hereto and made a part hereof.

(3) All plans of development and cperation and creations,
expansions, or contractions of participating areas or
expansions or contractions of the unit area, should ke
submitted to the Director of the Division for approval.

(4) Approval of the proposed unit agreement should
promote the prevention of waste and the protection of
ccrrelative rights within the unit area.

IT IS THEREFORE ORDERED THAT:

. (1) The Sandsage State Unit Agreement is hereby approved
for all o0il and gas in any and all formations underlying those



Case No. 8925
Order No. R-8252
-2~

lands described in Exhibit "A" attached hereto and made a part
hereof.

(2) The plan contained in said unit agreement for the
development and operation of the unit area is hereby approved
in principle as a proper conservation measure; provided,
however, that notwithstanding any of the provisions contained
in said unit agreement, this approval shall not be considered
as waiving or relinquishing, in any manner, any right, duty, or
obligation which is now, or may hereafter be, vested in the
Division to supervise and control operations for the
exploration and development of any lands committed to the unit
and production of 0il or gas therefrom.

(3) The unit operator shall file with the Division an
executed original or executed counterpart of the unit agreement
within 30 days after the effective date thereof; in the event
of subsequent joinder by any party or expansion or contraction
of the unit area, the unit operator shall file with the
Division within 30 days thereafter counterparts of the unit
agreement reflecting the subscription of those interests having
joined or ratified.

(4) All plans of development and operation, all unit
participating areas and expansions and contractions thereof,
and all expansions or contractions of the unit area, shall be
submitted to the Director of the 0il Conservation Division for
approval.

(5) This order shall become effective upon the approval
of said unit agreement by the Commissiconer of Public Lands for
the State of New Mexico; this order shall terminate ipso facto
upon the termination of said unit agreement; and the last unit
operator shall notify the Division immediately in writing of
such termination.

(6) Jurisdiction of this cause is retained for the entry
of such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year

hereln-ggge designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

ey

~ R. L. STAMETS,
awﬂfnﬁ,Director



EXHIBIT "aA"
Order No. R-8252

SANDSAGE STATE UNIT AREA
LEA COUNTY, NEW MEXICO
TOWNSHIP 15 SOUTH, RANGE 35 EAST, NMPM
Section 8: E/2
Section 9: All
Section 16: All
Section 17: E/2
Section 20: E/2, SwW/4
Section 21: All
Section 29: N/2

Comprising 3,360.00 acres, more or less, of State and
Fee lands.



q.ﬁﬂﬁwwﬁfi
noes June 27, 1986

TN

el

e
> &
Mr. Mike Stogner / &Wﬂ 274:5

New Mexico 0il Conservation Commission
P.0. Box 2088

Santa Fe, New Mexico 87504 e

P 5.

™
Dear Mr. Stogner: B

Pursuant to our telephone conversation this date in regard to Yates
Petroleum Corporation's Sandsage Unit hearing on June 25, 1986, attached

is a copy of our letter previously sent to you advising Mitchell Energy
Corporation's decision not to commit its acreage to said unit.

Should you desire anything further in this regard, please advise.

Very truly yours,

,7oe R. Laze
District Landman

JRL/1mt
Attachment

cc: Howard Newton
Bill Spencer

MITCHELL ENERGY CORPORATION 1000 BRIERCROFT SAVINGS BUILD NG
200 N. IORAINE, M DLAND, TEXAS 79701 915/682-5396
A subsidiary of Mirchel Energy & Development Corp.



June 20 1986

Yates Petroleum Corporation
207 South Fourth Street
Artesia, New Mexico 88210

Attention Mr. Jim Ball

RE: Proposed Sandsage State Unit
Lea County, New Mexico

Gent lemen:
To confirm my telephone conversation with your Mr. Jim Ball on June

19. 1986, Mitchell Energy Corporation respectfully declines to join the
Sandsage State Unit proposed under your letter of June 2 1986.

Thank you for the opportunity to review and consider vour application
and proposal.

Very truly yours

MITCRELL E TION

. —~
Joe R. Lazenby
District Landman

JRL/1mt

AOTCHEL BNERGY CORFORATION 1000 BRERCFOTT 520G BULDNG
200 N IDRAINE WMDOAND TEAAS TR0 T8 LR IENE
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