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GAS PURCHASE AND FIELD SERVICES PROPOSAL








CONFIDENTIAL







Fax # 505.748.4576

Mr. David Lanning

Mr. J.B. Smith






Yates Petroleum Corp.



105 South Fourth Street

Artesia, NM 88210

Gentlemen:
I appreciate the opportunity to present the services offered by Enron Capital & Trade Resources Corp. and Enron Midstream Services, L.L.C. (collectively “Enron”) in the Powder River Basin.  This proposal is based on my understanding that Yates Petroleum Corporation (“Yates”) will provide the wellhead gathering lines and screw compression necessary to deliver Yates gas to the specified delivery point(s) at a pressure not less than 80 psig.  Enron proposes to provide subsequent field services, compression, and marketing as specified below.

In consideration for an exclusive dedication of Yates’s acreage, which is anticipated to be not less than 640 acres, in Section 36 of 48N/73W Campbell County, Wyoming, in the Powder River Basin, Enron proposes the following terms for your review:

Marketing/Gas Purchasing

· Enron will purchase up to 12,000 Mcf/day of Yates’s supply at the discharge of Yates’s field compression facilities (or other agreeable point) using the following volume and price mechanism:
· 80% of Yates’s monthly production availability will be purchased baseload
i. The volume of Yates’s production equivalent to 80% of Yates’s total monthly availability will be purchased for Inside FERC first-of-month CIG Index per MMBtu less the field services fee, fuel and shrink specified below.
· 20% of Yates’s monthly production availability will be purchased swing
ii. The last 20% of Yates’s available production will be purchased at a Gas Daily CIG Index minus $0.02 per MMBtu (less the field services fee, fuel and shrink specified below).  This daily market sensitive pricing scheme is used in consideration for volumetric swings in production due to new well-connects, de-watering, compression and pipeline maintenance, freeze-offs, etc. 
· The term of this gas purchasing provision will be for two (2) years from the in-service date of WIC’s Medicine Bow Lateral.  At least sixty (60) days prior to the completion of this initial term, both parties will meet to negotiate a mutually agreeable extension of these purchasing terms.  If no agreement can be reached, Enron will gather and re-deliver Yates’ production at Glenrock under a separate field services agreement at the field services fee specified below.
· Prior to the in-service date of WIC’s Medicine Bow Lateral, all gas purchase volume and pricing activities will be on a mutually agreed upon basis.  If the parties cannot agree on a purchase volume and price during this time period, at Yates’ request, Enron will re-deliver Yates’ gas to Glenrock under a separate field services agreement at the field services fee specified below.
Field Gathering and Compression (Field Services)

· During the term specified, if Enron is not purchasing Yates’ gas as specified above, Enron will provide up to 12,000 Mcf/day of gathering services (Maximum Daily Quantity or “MDQ”) for Yates’ coalbed methane production in Section 36 of 48N/73W.  Additional acreage shall be included by mutual agreement.

· If Yates’ production exceeds 12,000 Mcf/d, the excess volume will be gathered by Enron on an interruptible basis.  If capacity is available, the MDQ may at Enron’s option be increased to reflect Yates’ production capability.  Enron shall have the right to decrease the MDQ annually if Yates’ production is below the MDQ and Yates has no development activity at acreage dedicated to Enron as specified herein.

· Subject to final gathering facility cost estimates, the per unit fee for field gathering and compression service from Yates’ field facilities through the terminus of Enron’s facilities at Glenrock is estimated to be $0.28 per Mcf (less actual fuel and shrink, not to exceed 7%).

Term

· An initial term of ten (10) years, then evergreen thereafter until cancelled by either party with ninety (90) days prior written notice.
This term sheet is intended to facilitate discussion and shall not create an obligation of any time express or implied on behalf of any of the entities mentioned herein.  Any obligation may only be as a result of the parties entering into definitive documents mutually satisfactory to the parties.

I hope this initial contract for Yates’ Caballo Lease will be the first step in establishing a more substantial relationship between Yates and Enron in the Powder River Basin.  Please call myself or Brian Bierbach if you have any questions.  Thanks for your consideration of Enron.

Sincerely,

Dan J. Bump

Director, Producer Services

