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Date

Avalon (Delaware) Field Unitization
Eddy Co., N. M.

Working Interest Owners:

The last correspondence you received was my letter dated June 20, 1994, which summarized the
June 17 Working Interest Owners (WIO) meeung. Several WIO’s expressed a stwong interest for a
single phase formula. An action item of the meeting was for Yates Petroleumn to develop an
alternative participation formula from the one we proposed.

Letters that summarize the Yates formuia and our suggested modifications are attached, dated
September 6, October 10 and December 5, 1994. Our single phase proposai, along with
modifications to the previously transmitted (April 1994) Unit and Unit Operating Agresments is
described in Attachment II and resulting participation in Attachment IIT of thus letter.

This single phase proposal is a significant concession of equity for Exxon compared to our original
2 phase proposal with a vote required for Phase 2. If the single phase proposal is not acceptable, we
would prefer to return to a 2 phase formula similar to our original reconmendation.

At this time we are requesting either 1.) your concurrence with provisions that are now acceptable to

both Exxon and Yates Petwroleumn or 2.) your suggested changes (return Attachment [). Should you
have questions feel free to call me at (315) 688 - 7841. We appreciate your continued support.

Sincerely,

Renald E. Mayhew

Avalon Project Manager

Atachments [-]]
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Attachment |: Response to Exxon on Revised Unitization Proposal

e 24

Mail to: R E. Mayhew, Avalon Response

Exxon USA
P.O. Box 1600
Midland, TX 79702-1600  or fax to (915) 688-6258

Please provide your response by checking one hox and completing the

information below: '

Company Name (s):

a We agree with the unitization proposal as described in this letter (Attachment II). Exxon
should proceed with incorporating these modifications inte revised Unit and Unit Operating
Agreements.

By (typed or written): Title:
Signature: Phone:

a We agree with the unitization proposal as described in this letter (Attachment II), but would
like consideration of the issue(s) in our attached letter.

BY (typed or written): Title:
Signature: Phone:

a We disagree with the unitization proposal as described in this letter (Attachment [I). Our
proposal for changes along with our rationale is provided in the attached lerter.

By (typed or written): Title:

Signature: Phone:

remvwia195.doc 1731193 2
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Attachment Il: Summary Description of Proposed Modificatiens to
Avajon Field Unit and Unit Operating Agreements

Abbreviations  The following abbreviatons are used:
w1 working interest
WIG  warking interest owners
AFE Authority For Expendinure

Equity The table below describes propesed revisions to equity participation in the
Avalon (Delaware Field) Unit from what Exxon proposed in the previously
provided Unir and Unit Operating Agreements.

- Feature . | , Description.. .. ... .. C
Phases Participation wiil be in a single phase only; which was requested by
severai attendess at the June 94 WIO meeting.
Reserve Participation will be pased on tract reserves with the following
Factors Reserve Factors:
s 25 % Remaining Primary
e 50 % Watertlood
s 25%CO,
Note: These perceatages are multiplied by each awners ract reserves
percertage (by Primary, waterflood, and CO, ), then surnmed to abtain a
Unit Equity (percentage) as shown on Amachment I11.
Rationale The raucnale used in developing the reserve factors was based
behind on severz] items listed below:
Reserve e  Primary reserves have 2 higher value/barre! by orders of magnitude (i.e.
Factors investments have >een made and production is indicator of future

potennal)
« the Unit is being put tagether to repressure the reservoir, impiement a
watertlood and gather data for evaluating CO2 potential
e CO, reserves are high, but have a relagvely low value due to risks
because of unknowns assoctated with the reservoir and of deing a CO,
project
e CO, reserves have substantially lower discounted profit per barrel
Note: ses Technical Report Vol. |, Exhibit HS for more information
Why include | About 2/3 of the CO, reserves are within the area to be unitized for
CO-, reserves | water injection. A CO, flood would likely be initiated in this portion
) of the field and if succassrul expanded to the outer ring (tracts outside
the waterfload area) that was not waterflooded. As potential operator
we see some planning and development advantages of including the
outside ring in the uatt. This outer ring has no commercial primary
and/or waterflood potential.

Owner A summary of owner participation is provided in Attachment [II.
participation

Continued on next page
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Attachment ll: Summary Description of Proposed Modifications
to Avalon Field Unit and Unit Operating Agreements, Continued

Capitai All expenditures (capital and operating expense), along with existing
Expenditures & investments of use to the Unit would be at the Single Phase participation
Contributed percentage shown on Attachment ITI.

Investments
Examples:
e Capiral Expenditure: $13M waterflood and/or future AFEs/ballots: Each
owner pays WI% times $13M and/or ballot amounts
e Onperating Expense: Each owner pays W% times monthly operating cost
» Investment Equalization: If a well or portion of surface facility equipment
can be utilized in waterflood or CO, operations each owner will be cradited
with the determined value. Then each owner will be debited with an amount
equal to their WI% times (Sum of the values of all wells/equipment brought
into the Unit).
Note: Under a single phase formula an owner cannot go non-consent on invesunent equalization
and pardciparte in the unit deveiopment or vice versa.
Overhead Overhead rate will be charged as follows:

e initial overhead rate will be 3550/producing weil
e overhead will increase 27% when a CO, project is approved by Unit Owners
e overhead will decrease 22% wiien CO, injection ceases

Exception: Exxon may submit AFE’s prior to approval of 3 CO, Project to Working [nterest
Owmers to conduct CO, Project studies that will be considered as an operating expense outside the
overhead category. Approval must be voted jo’similar to other AFEs.

/ Examples: These studies could include computer modeling, injectivity test planning & analysis,
cost/production estimates, etc.

Vating Ballots submitted for approval to Working Interest Owners will be considered
approved if either of the following conditions are met:

e 80% of the WIQ participation approves the ballot
e If one owner has interest > 70%, that owners interest plus 10% of the
remaining interest.

Approval = largest owner WI[{if > 70%}+0.10 (100% - Largest Qwners WT)
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Attachment l{I: Avalon (Delaware) Participation (25,50,25)
|
Phizse Premuls
G-24 Tac | paopanes I
G-24 /1/93 | Wamrflood | G-26 T feaiond. 1ad 24%.CO2
Rem Primarv| Reserves | CO2 Reservesiiond
Abo Pezoleum Carporation 0.6731%] 1.3313%: 1.1936% [.1323%
American Natonat Pet. Corm. [ 2.B177T'A| 5.5317% 4 7210%4 4.46505%
. Mary 5. T 0.825%%%] 1.6336% 1.3331% - 135 bb
Beilo, Ermie [ 0.0046%] 0.0088% 2.0075%4 0.0074%
Buna, Mty. Francis B ' 0.0046%. 2 0083%! 0 0075% 0.0074%
‘Chaveon PBC. [nc. T 04B6% 088w LIDIA oo o404
[Claremong Corporation ] 0.154%%i 0.3063% 0.2500%44 0.2544%
Devan Enerdy Corporabon (W) T 0.0691%  0.0367% __ 0.1117°4 5 o. 113k
Dcvon Energy Parmers L.P. T 0.3916%: 0.7736%4 0.6331%4 0 6 .b%33
Exxsn Carporaden I 85.0939%  70.7855%  57.9026%4 73 .6419%
Fox. Fred A. & D. Manmn Living Trust ) 0.0005%, 3.0000%: 0.0038%% 0.0011%
Gendren Famiiv Revocadie Taust " 0.006PA, 6.0132%l 0.0112% a01!1%
Goodnow, Cavig 1.0046%: 3.0088% 00075%4 0.6074%
Hayes Pumers ( 0.0000%| 0.G000%4%) 0.041294 2.0103%
Hoqes. foazpa R 0 0C0E%| 0.0015% 0.0012% J.C015%
Hodge, Santora | (1] G.0008%! 0.0015% 00012 3.0013%
[Holden, 2. G. Tesonenmury Tr 0.0023%.i 0.0044%%i 0.6037%4 0.0037%
Hudson. Edward R Jr. 0 8B255%1 [.6336%I 13331 13566% 14,
Hudson, William A [ 0.3255°4 1.6336%] 1133194 | J566% /& |
|[Kawasaki, [saac A 0.0046% 0.0083%l 0.0075%4 0.0074%
[Keiler, Besy H 0.0023%| 0.0044%! 2.0037°4 0.0037%
[Kerr-McGee Corcoration 0.1493%] 2953%) 2310% 0 2452%
LAJ Corporndon 0.0010%: 0.0000%:! 0.0073% 0.0021%
[Lox Chrcos 0 CuSa%li 0.0000%i 2.0100%4 0.CO25%
[Marun, James L. Jr.. Trust Q0.0005%! 0.000Q%%! 0.C038%4d 9.0011%
n. Williams. & Judson 03456%! 0.6126%i 8.7825%4 L . ™
il, Jack O Esmm of | 0.00C0%i 3.0C00% 3.0003%4 3.0001%
{Ment Exergy Pumers, JIL LP. r 0.0000%) 0,6000% 2.3713%] 00928%
[Ment Eaetgy Pumers. I L.P 0 00C0%. 0.600C%% 3.3713%4 0.0928%
{Ment Enerey Purmers, L.P. . 0.0000%, 3,0000% 33713%4 0,0928%
Moorz, Chasies Cline T 0.0015%! 0.0219% 3.0189% 0.0136%
Munroe, Yeman 0.0046%41 0.0088% 0.0075% 0.0074%
Myeo inauses, {nc. ] 2Q24(%I 3.9938%I 14210%d 33582%
[Nageca 0 600Q% 2.000C%: 307194 0.0180%
Qliver, Angus Cluthe Tr | 0. 0046%!| 0.0088°%A Q 007 5%4 0.0074%
Oliver. William 8 Tr | 0.0046%i 2.0088%d 0.0075%4 0.0073%
Oxy USA., Inc. i 0.0000%! 6.0000% 0 5361%d 0.1340%
Permier Ol & Gas, Inc. 1 0.000GRI 000007 407697 «eNeRR. |.ota
Redfern, John J (11, (ndep Exex of Estof | 0 0725%!| Q.1433%| 9 (70%d 0 1190%
Redfcrn, Rosaiind 0.0725%| 0.1431% 2.01170% 0.1 190%
Schiagal, Jona L. I 0.0005%i 0.0000%%! 0.0012'4 0 0005%
Mard, Adoion # Schuman Tr [ 0.0045%1 Q.0088% 0.0075% 3 0074%
Seventy-Scven Carporation | 0.0000%i 3 00C0% 0.0080% 1.0020%
[Sigma. inc. ) 0.0016%| 0.0000% 0.01]1% 0.0032%,
Space Building Cocp. i 0 01135%! 0.0219%%) 0018744 00185%
[Tipperary Oil Corporation 1 0.3(95%.; 0.6561 % 0 4363% T p.51a
Oil Corporation 0.0000%] G CON0H 0 001274 G.0011% |
Van Vranken, J F Q0 Q0a5%: 0.0088% 0 0075%4 30073%
Wing Perorcum Corboration T 019 06561% 044687 T le.5147
Yatzs Drilling Comgany i 2.0192%1 3.9932%%, 338644 73483% |
Yaies Petrateum Corporauon i 2.4800%! 3.5051% 4.3094%d 4. 1455%
Yates, John A T 0.0043%; 0.000G%. 0.0436% 0.0124%
Yatwes. 5. P ] 0.0049%i 0.0000%: 0.03446%4 0.0099%
i 1000000%  (00.0000%.  100.0000%4 100 0000%
|
YPC Et 2l T2C60%d 14 240%d  12.3996% 12.0135%
Exzon with Merit 85 035%)  70.7855% 69 0165% 71 9204%
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