United States Department of the Interior

GEOLOGICAL SURVEY
P. 0. Box 26124 T g;gir

Albuquerque, New Mexico 87125 #ggg
NOV 15 1978 |
Inexco 0i1 Company ﬁiﬁ«
Attention: Mr. Tom L. Dodds
1100 Milam Building, Suite 1900
Houston, Texas 77002
Gentlemen:
Four approved copies of the Tequila unit agreement, Eddy County, i
New Mexico, are enclosed. Such agreement has been assigned No. e
14-08-0001-16914 and is effective the same date as approved. o
s
You are requested to furnish the Commissioner of Public Lands, the po—
0i1 Conservation Division, both of the State of New Mexico, and all g
other interested principals with appropriate evidence of this
approval.
Sincerely yours, :
/ A2
Qe e N/
JAMES W. SUTHERLAND -
0i1 and Gas Supervisor, SRMA b
"o
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CERTIFICATION=--DETERMINATION

*

Pureuant to the authorityﬁveetéd in the Secretary of Interior,
under the act approved February 25, 1920, 41 Stat. 437, as amended,
30 U. S. C. secs. 181, et.seq., and delegated to the Area 0il and Gas
Supervisors-of the Geological Survgy, I do hereby:

A. Approve the attached agreement for the development and

operation of the Tequila - Unit Area,

State of New Mexico

B. Certify and determine that the unit plan of development
and operation contemplated in the attached agreement is necessary and
advisable in the public interest for the purpose of more properly
conserving the natural resources,

C. Certify and determine that the drilling, producing,
rental, minimum royalty, and royalty requirements of all Federal
leases committed to sald agreement are hereby established, altered,
changed, or revoked to conform with the terms and conditions of this
agreement.

Dated ML

A
Q.ﬂ/’)/}/c.'ci.,. - Xi/ -’/LH/Z‘L/

éf@a 011 and Gas Supervisor
United States Geological Survey

Contract Number 14-08-0001-16914




PHIL R. LUCERO November 8, 1978 P. O. BOX 1148

COMMISSTONER SANTA FE, NEW MEXICO 87501

Inexco 0il Company
1100 Milam Building-Suite 1900
Houston, Texas 77002

Re: TEQUILLA UNIT AGREEMENT
Eddy County, New Mexico

ATTENTION: Mr, Tom L. Dodds
Gentlemen:

The Commissioner of Public Lands has this date approved the
Tequilla Unit, Eddy County, New Mexico., Our approval is subject to

like approval by the United States Geological Survey.

This approval is given with the understanding that State Tract
10 is not being committed to the unit.

Enclosed are Five (5) Certificates of approval.

Your One Hundred ($100.00) Dollar filing fee has already been

paid.
Very truly yours,
PHIL R. LUCERO
COMMISSIONER OF PUBLIC LANDS
/L \! ,/,/
{ X7 N .7
BY: | ]t A 77 fovipn
RAY D./GRAHAM, Director
0il and gés Division
PRL/RDG/s
encls.
cc: 0CD-Santa Fe, New Mexico

USGS-Roswell, New Mexico
USGS-Albuquerque, New Mexico
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NEW MEXICO STATE LAND OFFlcéuﬁ

U R

CERTIFICATE OF APPROVAL s rmes ey
RUSWLLY, o0 1ToIco
COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO
TEQUILLA UNIT

EDDY COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of Public

Lands of the State of New Mexico for examination, the attached Agreement
for the development and operation of acreage which is described within
the attached Agreement, dated March 15, 1978 , which said
Agreement has been executed by parties owning and holding oil and gas
leases and royalty interests in and under the property described, and up=
on examination of said Agreement, the Commissioner finds:

(a) That such agreement will tend to promote the conservation
of 0il and gas and the better utilization of reservoir
energy in said area.

(b) That under the proposed agreement, the State of New Mexico
will receive its fair share of the recoverable oil or gas
in place under its lands in the area.

(c) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the

recoverable oil and gas under its lands within the ares.

(d) That such agreement is in other respects for the best
interests of the state, with respect to state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under

Sections 7-11-39, 7-11-40, 7-11-41, 7-11-47, and 7-11-48, New Mexico
Statutes Annotated, 1953 Compilation, I, the undersigned Commissioner

of Public Lands of the State of New Mexico, do hereby consent to and
approve the saild Agreement, however, such consent and approval being
limited and restricted to such lands within the Unit Area, which are
effectively committed to the Unit Agreement as of this date, and, further,
that leases insofar as the lands covered thereby committed to this Unit
Agreement shall be and the same are hereby amended to conform with the terms
of such Unit Agreement, and said leases shall remain in full force and ef-
fect in accordance with the terms and conditions of said Agreement. This
approval is subject to all of the provisions and requirements of the afore-
said statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal

affixed, this 8th., day of November , 19 78

COMMISSIONER OF PUBLIC LANDS
of the State of New Mexico

Y
Nl
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TEQUILLA UNIT AREA
COUNTY OF EDDY

ZTATE OF KEW MEXICO

THIS AGEEEMENT, entercd in%o as of the 15th day of March )

19 7& , by ané between the parties subscribing, ratitying, cor consenting hereto,

and herein referred to az the "parties hereto,"

WEEREAS, the parties hercto are the

@]

wrerz ¢f working, royalty, or other
0il and gas interests in the unit area subjsct to this agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1220, 41 Stat. 437, as
amended, %0 U. 5. C. Secs. 121 ot s5¢q., autnorizes Federal lossecs and their re-
presentatives to unite with each other, or jecintly or scparately with others, in
collectively adopiing anrd operating a cooperative or unit plan of development or
operation of any oil or gas pool, field, or like area, or any part thereof for the

purpose of more properiy conse

o

ving the natural rosources thereof whenever determined
and certified by the fecretary of the Intericr to be necessary or advisable in the
putlic interest; and

WHEREAS, the Ccmmissicner of Public Lands of the State of New Mexico is
authorized by an Act cf the lrgislature {Sec. 7-11-29 N.M. Statutes 1953 Annotated)
to consent to or approve this agr-ement on behalf of the State of New Mexico, insofar
as it covers and includes lands and mineral interest of the tate ¢of Hew Mexico; and,

WHEREAS, the 0il Consecrvation Cormmicssion of tne State of New Mexico is author-
ized by an Act of the Leéislature {(Chapter 72, Laws of 1935, as amended by Chapter
193, Laws of 1937; Chapter 165, laws of 1941; and Chapter 168, Laws of 1949) to ap-

prove this agreement and the conservation previsions hereof; and,

WHEREAS, the parties hereto hold sufficient interests in the

Tegquilla Unit Arca covering the land hereinafter des-

cribed to give reasonably

«Q
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control of operaticns therein; and
WHEREAS, it 1is the purposs of the particg hereto ¢ conserve natural resources,

N

provent waste, and secure cther benelits obtainable through development and operation
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~ement unider the terms, conditions, and limitations



herein set forth;

NOW, THERLFOKE, in consideration of the premises and the promises herein
contained, the parties hereto commit te this agreement their respective interests
in the below-defined unit area, and agree severally among themselves as follows:

1. ENABLING ACT AID PEGULATIONS. The Mireral Leasing Act of February, 25,

1920, as amended, supra, and all valid pertinent regulations, including operating
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and
reasorable regulations hereafter issued thercunder are accepted and made a part of
this agreement as to Federal lands, provided such regulations are not inconsistent
with the tefms of this agreement; and as to non-Federal lands, the oil and gas
operating regulations in effect as of the effective date hereof governing drilling
and producing operationgs, not inconsistent with the terms hereof or the laws of the
State in which the non-Federal land is located, are hereby accepted and made a part
of this agreement.

2. UNIT AREA. The following described land is hereby designated and recog-

nized as constituting the unit area:

T-23%-5, R-23%-E, NMPM T-24-5, R-22-E, NMPM - T-24-5 R-23-E, NMPM

Sec. 28; Sk Sec. 1; Bk Sec. 5; Wk
Sec. 29; Sk Sec. 12; All Sec. 6; All
Secs. 31, 32, 33; All Sec. 7; Wk

Containing 4,825.93 acres,
more or less.

Exhibit "A" attached hereto is a map showing the unit area and the toundaries and
indentity 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, percentage, and kind of ownership of 0il and gas interests

in all land iﬁ the urit area. However, nothingbherein or in said schedule or map
shall be construed as a representation by any party hereto as to the ownership of
any interest other than such interest or interests as are shown in said map or
schedule as owned by such party. Exhibits "A" and “B”-shall be revised by the Unit
Operator whenever changes in the unit area r-nder such revision necessary when re-
guested by the 0il and Gas Juprrvisor, hereinafter referred to as "Supervisor,' or

when requested ty the Commicsion. r of Public lands of the State of lew Mexico,



hereinafter referred tc as "Land Commissionsr," and not less than five (5) copies
of the revised Exhibits shall be filed with the Supervisor and one (1) copy there-
of shall te filed with the Lana Commissioner, and one (1) copy with the New Mexico
0il Conservation Commission, hereinafter referrec to as "State Commission."

The above-described unit area shall, when practicable, be expanded to include
therein any additional lands or chall be contracted tc exclude lands whenever such
expansion or contraction is deemed to be necessary or advisable to conform with the
purposes of this agresment. Such expansion or contraction shall be effected in the
following manner:

(a) Unit Operator, on its own motior or on demand of the Director of the
Geological Survey, hereinafter referred to as '"Director," or oﬁ demand of the Land
Commissioner, after preliminary concurrence by the Director, shall prepare a notice
of proposed expansion or contraction describing the contemplated changes in the
boundaries of the unit area, the reasons therefor, and the proposed effective date
thereof, preferably, the first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Land Commissioner
and the State Commission, and copies thereof mailed to the last known address of
each working-interest owner, lessce, and lessor whose interests are affected, ad-
vising that thirty (30) days will be allcwed for submission to the Unit Operator of
any obvjections.

(¢c) Upon expiration of the 30-day period provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, the Land Commissioner,
and the State Commission, evidence of mailing of the notice of expansion or con-
traction and a copy of any objections thereto which have been filed with the Unit
Operator, together with an application in sufficient number, for approval of
such expansion or ccntraction and with appropriate joinders.

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the Supervisor, the Land Commissioner, and State
Commission, become effective as of the date prescribed in the notice thereof.

(e) All legal subdivisions of lands (i.e., 40 acres by Government survey
or its nearest lot or tract equivalent; in instances of irregular surveys unusually
large lots or tracts shall be considered in multiples of 40 acres or the nearest
aliquot equivalent thereof), no parts of which are entitled to be in a participating
area on or before the fifth anniversary cof the effective date of the first initial
participating area established under this unit agreement, shall be eliminated au®c

matically from this agreement, effective as of said fifth anniversary, and sucl



shall no longer be a part of the unit area and shall no longer be subject to

this agreement, unless diligent drilling operations are in progress on unitized
lands not entitled to participation on said fifth annivorsa;y, in which event all
such lands shall remain subject hereto for so long as such drilling operations
are continued diligently, with not more than 90 days' time elapsing between the
completion of one such well and the commencement of the next such well. All legal
subdivisione of lands not entitled to be in a participating area within 10 years
after the effective date of the first initial participating area approved under
this agreement shall be zutomatically eliminated from this agreement as of said
tenth anniversary. All lands proved productive by diligent drilling operations
after the aforesaid five-year period shall become participating in the same
manner as during said five-year pecriod. However, when such d;ligent drilling
operations cease, all non-participating lands shall be automatically eliminated
effective as of the 91st day thereafter. The unit cperator shall within 90 days
after the effective date of any elimination hereunder, describe the area so eli-
minated to the satisfaction of the Supervisor and the Land Commissioner and
promptly notify all parties in interest.

If conditions warrant extension of the ten-year period specified in this
subsection 2 (e), a single extension of not to exceed two years may be accomplished
by consent of the owners of 90% of the working interests in the current non-parti-
cipating unitized lands and the owners of 60% of the basic royalty interests
(exclusive of the basic royalty interests of the United.States) in non-participating
unitized lands with approvai of the Director and Land Commissioner, provided such
extension application is submitted to the Director and the Land Commissioner not
later then 60 days prior to the expiration of said ten-year period.

Any expansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2 (e) shall not be con-
sidered automatic commitment or recommitment of such lands.

%. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this

agreement shall constitute land referred to herein as "unitized land" or '"land
subject to this agreemert.”" All oil and gas in any and all formations of the

unitized land are unitized under the terms of this agreement and herein are called

"unitized substances."

4. UNIT OPERATOR. Inexco 0il Company

is hereby designated as Unit Operator and by signature hereto as Unit Operator



agrees and consents to acceprt the duties and obligations of Unit Operater for the
discovery, development, and production of unitized substances as herein provided.
Whenever reference is made herein to the Unit Operator, such reference means the
Unit Operator acting in the capacity and not as an owner of interest in unitized
substances, and the term "working-interest owner" when used shall include or.
refer to Unit Operator as the owner of a working interest.when such an interest
is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the

right to resign at any time prior to the establishment of a participating area or
areas hereunder, but such resignation shall not become effective so as to release
Unit Operator from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of six (6) months after notice of intention
to resign has been served by Unit Operator on all working-interest owners and the
Supervisor and the Land Commissioner, and until all wells then drilled hereunder
are placed in a satisfactory condition for suspension or abandonment whichever is
required by the Supervisor as to Federal lands and the State Commission as to State
lands, unless a new Unit Operator shall have'been selected and approved and shall
have taken over and assumed the duties and obligations of Unit Operator prior to
the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to
like limitations as above provided at any time a participating area established
hereunder is in existence, but, in all instances of resignation or removal, until
a successor unit operator is selected and approved as hereinafter provided, the
working-interest owners shall be jointly responsible for performance of the duties
of unit operator, and shall not later than 20 days before such resignation or re-
moval becomes effective appoint a common agent to represent them in any action to
be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from any
liability for any default by it hereunder occurring prior to the effective date
of its resignation.

The 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 as herein preovided for the selection of a new

Unit Operator. Such removal shall be effective upon notice thereof to the Supervisor

and +he T.arnd Cammiccimnner



The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or interest as the owner of a working interest or
other interest in unitized substances, but upon the resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possessicn of all
wells, equipment, materials, and appurtenances used in conducting the unit opera-
tions to the new duly gqualified successor Unit Operator or to the common agent,
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 re-
moval of any material, equipment, and appurtenances needed for the preservation of
'any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his

or its resignation as Unit Operator or shall be removed as hereinabove provided,
or a chanée of Unit Operator is negotiated by working-interest owners, the owners
of the working interests in the participating area or areas according to their re-
spective acreage interests in such participating area or areas, or until a parti-
¢ipating area shall have been established, the owners of the workiag interests
according to their respective acreage interests in all unitized land, shall by
majority vote select a successor Unit Operator: Provided, That, if a majority
but less than 75 per cent of the working interests qualified to vote are owned by
one party to this agreement, a concurring vote of one or more additional working
interest owners shall be required to select a new coperator. Such selection shall
not become effective until -

(a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and

(b) the selection shall have beeﬁ approved by the Supervisor and approved
by the Land Commissioner.

If no successor Unit Operator is selected and qualified as herein provided,
the Director and the Land Commissioner, at their election, may declare this unit
agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit Operator

is not the sole owner of working interests, costs, and expenses incurred by Unit
Operator in conducting unit operaticns hereunder shall be paid and apportioned
among and borne by the owners of working interests, all in accordance with the
agreement or agreements entered into by and between the Unit Operator and the
owners of working interests, whether one or mcre, separately or collectively. Any

agreement or agreements entered into between the working-interest owners and the



Unit Operator as provided in this scction, whether one, or more, are herein referred
to as the "unit operating agreement.'"  Such unit operating agreement shall also
provide the manner in which the working-interest owners‘shall be entitled to re- ,
ceive their respective proporiionate and allocated share of the benefits accruing
hereto in conformity with their underlying operating agreements, leases, or other
independent contracts, and such other r;ghts and obligations as between Unit Operator
and the working-interest owners as may be agreed upon by Unit Operator and the
working-interest owners; however, no such unit operating Agreement shall be deemed
either to modify any of the terms and conditicns of this unit agreement or to re-
lieve the Unit Operator of any right or obligation established under this unit
agreement, and in case of any inconsistency or conflict between this unit agreement
and the unit operating agreement, this unit agreement shall govern. Three true
copies of any unit operating agreement executed pursuant to this section should

be filed with the Supervisor and one true copy with the Land Commissioner, prior to

approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF'ﬁNIT OPERATOR. Except as otherwise specifically
provided herein, the exclusive right, privilege and duty of exercising any énd all
rights of the parties hereto which are necessary or convenient for prospecting for,
producing, storing, allocating, and distributing the unitized substances are here-
by delegated to and shall be exercised by the Unit Operator as herein provided.
Acceptable evidence of title to said rights shall be deposited with said Unit Opera-
tor 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 agreement the Unit Operator, in its capacity
as Unit Operator, shall excrcise the rights of possession and use vested in the

parties hereto only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within six (6) months after the effective date

hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor, if on Federal land, or by the Land Commissioner, if on
State land, unless on such effcctive date a well is being drilled conformably with
the terms hereof, and thercafter contirue such drilling diligently until the
Missigssippi Formati has bee rat 110 £ P lvanian

Age have been tested , or until at a lesser

depth unitized substances shall be discovered which can be produced in vavine
P
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quantities (to-wit: quantities sufficient to repay the costs of drilling, complet-

ing and producing operations, with a reasonable profit) or the Unit Operator shall,
at any time, establish to the satisfaction of the Supervisor if on Federal land, or
the Land Commissioner if on State land, that {urther drilling of said well would

be unwarranted or impracticable; provided, how:zver, that Unit Operator shall not,

in any event, be required to drill said well to a depth in excess of 10,500

feet. Until the discovery of a deposit of unitized substances capable of being
produced in paying gquantities, the Unit Operator shall continue drilling diligently
one well at a time, allowing not more than six (6) months between the completion
of one well and the beginning of the next well, until a well capable of producing
unitized substances in paying guantities is completed to the satisfaction of said
Supervisor if it be on Federal land or of the Land Commissioner if on State land,
or until it is reasonably proved that the unitized land is incapable of producing
unitized substénces in paying quantities in the formations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign as provided in Section 5 hereof, or as reguiring Unit Operator to commence
or continue any drilling during the period pending such resignation becoming ef-
fective in order to comply with the rcquirémwnts of this section. The Director
and Land Commissioner may modity the drilling requirements of this section by
granting reasonable extensions of time when, in their opinion, such action is
warranted.

Upon failure to commence any well provided for in this section within the
time allowed, including any extension of time granted by the Supervisor and the
Land Commissioner, this agrecment will automatically terminate; upon failure to
continue drilling diligently any well commenced hereunder, the Supervisor and the
Land Commissioner may, after 15-days notice to the Unit Operator, declare this

unit agreement terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (6) months after

completion of a well capable of producing unitized substances in paying quantities,

the Unit Operator shall sﬁbmit for the approval of the Supervisor, the Land
Commissioner, and State Commission an acceptable plan of development and operation

for the unitized land which, when approved by the Supervisor, the Lang Commissioner,

and State Commission, shall constitute the further drilling and operating obligations
of the Unit Operator under this agreement for the period specified therein. Thereafter,

from time to time before the expiration of any existing plan, the Unit Operator shall



submit for the approval of the Supervisor, the Land Commissioner, and State Commission
a plan for an additional specified period for the development and operation of the
unitized land.

Any plan submitted pursuant to this section shall provide for the exploration
of the unitized area and for the diligent drilling necessary for determination of
the area or areas thereof capable of producing unitized substances in paying
guantities in each and every productive formation and shall be as complete and
adequate as the Supervisor, the Land Commissioner, and State Commission may determine
to be necessary for timely development and proper conservation of the oil and gas
resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; and
| (b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources. Separate
plans may be submitted for separate productive zones, subject to the approval of
the Supervisor, the Land Commissioner, and State Commission.

Plans shall be modified or supplemented when necessary to meet changed conditions
or to protect the interests of all parties to this agreement. Reasonable diligence
shall be exercised in complying with the obligations of the approved plan of develop-
ment. The Supervisor and the Land Commissioner are authorized to grant a reasonable
extension of the six-month period herein prescribed for submission of an initial
plan of development where such action is Jjustified because of unusual conditions
or circumstances. After completion hereunder of a well capable of producing any
unitized substance in paying quantities, no further wells, except such as may be
necessary to afford protection against operations not under this agreement and such
as may be specifically approved bty the Supervisor, the Land Commissioner, and State
Commission, shall be drilled except in accordance with a plan of development approved
as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro-

ducing unitizéd substances in paying quantities or as soon thereafter as required by
the Supervisor, the Land Commissioner, or the State Commission, the Unit Operator
shall submit for approval by the Supervisor, the land Commissioner, and State
Commission a schedule, based on subdivisions of the public-land survey or aliquot
parts thereof, of all land then regarded as reasonably proved to be productive in
paying quantities; all lands in said schedule on approval of the Supervisor, the

Land Commissioner, and State Commission to constitute a participating area, effective



as of the date of completion of such well or the effective date of this unit agreement,
whichever is later. The acreages of both Federal and non-Federal lands shall be
based upon appropriate computations from the courses and distances shown on the last
approved public-land survey as of the effective date of each initial participating
area. Said schedule shall also set forth the percentage of unitized substances to be
allocated as herein provided to each tract in the participating area so established,
and shall govern the allocation of production commencing with the effective date
of the participating area. A separate participating area shall’be established for
each separate pool or deposit of unitized substances or for any group thereof which
is produced as a single pool or zone, and any tﬁo or more participating areas so
established may be combined into one, on approval of the Supervisor, the Land Commis-
sioner, and the State Commission. When production from two or more participating
areas, so established, is subsequently found to be from a common pool or deposit
said participating areas shall be combined into one, effective as of such appropriate
date as may be épproved or prescribed by the Supervisor, the Land Commissioner, and
State Commission. The participating area or areas so established shall be revised
from time to time, subject to like approval, to include additional land then regarded
as reasonably proved to be productive in paying quantities or necessary for unit
operations, or to exclude land then regarded as reasonably proved not to be productive
in paying quantities and the schedule of allocation percentages shall be revised
accordingly. The effective date of any revision shall be the first of the month in
which is obtained the knowledge or information on which such revision is predicated,
provided, however, that a more appropriate effective date may be used if justified by
the Unit Operator and approved by the Supervisor, the Land Commissioner, and State
Commission. No land shall be excluded from a participating area on account of de-
pletion of the unitized substances, except that any participating area established
under the provisions of this unit agreement shall terminate automatically whenever all
completions in the formation on which the participating area is based are abandoned.

It is the intent of this section that a participating area shall represent the
area known or reasonably estimated to be productive in paying quantities; but regard-
less of any revision of the participating area, nothing herein contained shall be
construed as requiring any retroactive adjustment for precduction obtained prior to
the effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and the
Supervisor, the Land Commissioner, and State Commission, as to the proper definition

or redefinition of a participating area, or until a participating area has, or areas
g J%
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have, been established as provided herein, the portion of all payments affected
thereby shall be impounded in a manner mutually acceptable to the owners of working
interests and the Supervisor and the Land Commissioner. Royalties due the United
States shall be determined by the Supervisor for Federal lands and the Land Commis~
sioner for the State lands and the amount thereof shall be deposited, as directed by
the Supervisor and the Land Commissioner, to be held as unearned money until a
participating area is finally approved and then applied as earned ér returnecd in
accordance with a determipation of the sum due as Federal and State royalty on the
bésis of such approved participating area.

Yhenever it is determined, subject to the approval of the Supervisor, the Land
Commissioner, and State Commiscion that a well drilled under this agreement is not
capable of production in paying gquantities and inclusion of thé land on which it is
situated in a participating area is unwarranted, production from'such well shall,
for the purposes of settlement among all parties other than working-interest owners,
be allocated to the land on which the well is located unless such land is already
within the participating area established for the pool or deposit from which s1ich
production is obtained. Settlement for working interest benefits from such a well
shall be made as provided in the unit operating agreement.

betermination as to whether a well completed within the Unit Area prior to the
effective date of this agreement is capable of producing unitized substances in paying
quantities shall be deferred until an initial participating area is established as a
result of the completion of a wellrfor production in paying quantities in accordance
with Section 9 hereof. -

12. ALLOCATION OF PRODUCTION. All unitized substances produced from each

participating area established under this agreement, except any part thereof used in
conformity with good operating practices within the unitized area for drilling, opera-
ting, camp, and other production or development purposes, for repressuring or
recycling in accordance with a plan of development approved by the Supervisor, Land
Commissioner, and State Commission, or unavoidable lost, shall be deemed to be pro-
duced equally on an acreage basis from the several tracts of unitized land of the
participating area established fér such production and, for the purpose of determining
any benefits accruing under this agreement, each such tract of unitized land shall have
allocated to it such percentage of said production as the number of acres of such
tract included in said participating area bears to the total acres of unitized

land in said participating area, except that allocation of production hereunder

for purposes other than for settlement of the royalty, overriding royalty, or

payment out of production obligations of the respective working-interest owners,

shall be on the basis prescribed in the unit operating agreement whether in con-



agreed that production of unitized substances from a participating area shall be
allocated as provided herein regardless of whether any wells are drilled on any
particular part or tract of said participating area. If any gas produced from

one participating area is used for repressuring or recycling purposes in another
participating area, the first gas withdrawn from such last-mentioned participating

area for sale during the life of this agreement shall be considered to be the gas

so transferred until an amount equal to that transferred shall be so produced for

sale and such gas shall be allocated to the participating area from which in.tially
produced as such area was last defined at the time of such final production.

13%. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. Any

party hereto owning or controlling the working interest in any unitized land having
thereon a regular well location may with the approval of the Supervisor and the
Land Commissioner, at such party's sole risk, costs, and expense, drill a well to
test any formation for which a participating area has not been established or to
test any formation for which a participating area has been established if such
location is not within said participating area, unless within 80 days of receipt

of notice from said party of his intention to drill the well the Unit Operator
elects and commences to drill such a well in like manner as other wells are drilled
by the Unit Operator under this agreement.

If any well drilled as aforesaid by a working-interest owner results in
production such that the land upon which it is situated may properly be included
in a participating area, such participating area shall be established or enlarged
as provided in this agreement and the well shall thereafter be operated by the
Unit Operator in accordance with the terms of this agreement and the unit operating
agreement.

If any well drilled as aforesaid by a working-interest owner obtains pro-
duction in quantities insufficient to justify the inclusion of the land upon which
such well is situated in a participating area, such well may be operated and pro-
duced by the party drilling the same subject to the conservation requirements of
this agreement. The royalties-in amount or value of production from any such well
shall be paid as specified in the underlying lease and agreements affected.

14, ROYALTY SETTLEMENT. The United States and any State and any royalty

owner who is entitled to take in kind a share of the substances now unitized here-
under shall hereafter be entitled to the right to take in kind its share of the

unitized substances, and the Unit Cperator, or the working-intcrest owner in case



of the operaticn of a well by a working-interest owner as herein provided for in
special cases, shall make deliveries of such royalty share taken in kind in con-
formity with the applicable céntracts, laws, and regulations. Settlement for roy-
alty interest not taken in kind shall be made by working-interest owners responsible
therefor under existing contracts, laws, and regulations, or by the Unit Operator,
on or before the last day of each month for unitized substances produced during
the preceding calendar month; provided, however, that nothing herein contained
shall operate to relieve the lessees of any land from their respective lease obli-
gations for the payment of any rovalties due under their leases.

If gas obtained from lands not subject to this agreement is introduced
into any participating area hereunder, for use in repressuringt stimulation of
production, or increasing ult;mate recovery, in conformity with a plan of opera-
tions approved by the Supervisor and the Land Commissioner, a like amount of gas,
after sett%ement as herein provided for any gas transferred from any other parti-
cipating area and with appropriate deduction for loss.from any cause, may be with-
drawn from the formation into which the gas is introduced, royalty iree as to dry
gas, but not as to any products which may be extracted therefrom; provided that
such witbdrawal shall be at such time as may be provided in the approved plan of
operations or as may otherwise be consented to by the Supervisor and the Land
Commissioner as conforming to good petroleum engineering practice; and provided
further, that such right of withdrawal shall terminate on the termination of this

unit agreement.,

Royalty due the United States shall be computed as provided in the operating
regulations and paid in value or delivered in kind as to all unitized substances
on the basis of the amounts thereof allocated to unitized Federal land as provided
herein at the rates specified in the respective Federal leases, or at such lower
rate or rates as may be authorized by law or regulation; provided, that for leases
on which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulations
as though each participating area were a single consolidated lease.

Royalty due on account of State lands shall be computed and paid on the
basis of all unitized substances allocated to such lands.

15. RENTAL SETTLEMERNT. Rental or minimum royalties due on leases committed

hereto shall be paid by working-interest owners responsible therefor under existing

contracts, laws, and regulations, provided that nothing herein contained shall



operate to relieve the lessees of any land from their respective lease obligations
for the payment of any rental or minimum royalty due under their leases. Rental
or minimum royalty for lands of the United States subject to this agreement shall
te paid at the rate specified in the respective leases from the United States un-
less such rental or minimum royalty is waived, suspended, or reduced by law dr by
approval of the Secretary or his duly authorized representative.

Rentals on State of New Mexico lands subject to this agreement shall be
paid at the rates specified in the respective leases.

With respect to any lease on non-Federal land containing provisions which
would termirate such lease unless drilling operations are commenced upon the land
covered thereby within the time therein specified or rentals are paid for the pri-
vilege of deferring such drilling operations, the rentals required thereby shall,
notwithstanding any other provision of this agreement, be deemed to accrue and be-
come payable during the term thereof as extended by this agreement and until the
required drilling operations are commenced upon the land covered thereby or until
some portion of such land is included within a participating area.

16. 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 or Federal law
or regulation.

17. DRAINAGE. The Unit Operator shall take such measures as the Supervisor
and Land Commissioner deem appropriate and adequate to prevent drainage of unitized
substances from unitiéed land by wells on land not subject tc this agreement.

18. LEASES AND CONTRACTS COKFORMED AND FXTENDED. The terms, conditions, -

and provisions of all leases, subleases, and other contracts relating to exploration,
drilling, development, or operation for oil or gas on lands committed to this agree-
ment are hereby expressly modified and amended to the extent necessary to make the
same conform to the provisions hereof, but otherwise to remain in full force and
effect; and the parties hereto hereby consent that the Secretary, as to Féderal
leases and the Land Commissioner, as to State leases, shall and each by his ap-
proval hereof, or by the approval hereof by his duly authorized representative,

does hereby establish, alter, change, or revoke the drilling, producing, rental,
minimum royalty, and royalty requirements of Federal and State leases committed
hereto énd the regulations in respect thereto to conform said requirements to the

provisions of this agreement, and without limiting the generality of the foregoing,



all leases, subleases, and contracts are particularly modified in accordance with

the following:

(a) The development and operation of lands subject to this agreement under
the terms therof shall be deemed full performance of all obligations for develop-
ment and operation with respect to each and every separately owned tract subject
to this agreement, regardless of whether there is any development of any particu-
lar tract of the unit area.

(b) Drilling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and deemed to be pérformed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to
expire by reason of failure to drill or produce wells situated on the land therein
embraced.

(¢) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the Secfetary and the Land Commissioner, or
his duly authorized representative, shall be deemed to constitute such suspension
pursuant to such direction or consent as to each and every tract of unitized land.
A suspension of drilling or producing operations limited to specified lands shall

be applicable only to such lands.

(d) Each lease, sublease, or contract relating to the exploration, drilling,
development or operation for oil or gas of lands other than those of the United
States and State of New Mexico committed to this agreement, which, by its terms
might expire prior to the termination of this agreement, is hereby extended beyond
any such terms so provided therein so that it shall be continued in full force and
effect for and during the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any renewal
thereof or any part of such lease which is made subject to this agreement shall con-
tinue in force beyond the term provided therein until the termination hereof. Any
other Federal lease committed hereto shall continue in force beyond the term so
provided therein or by law as to the land committed so long as such lease remains
subject hereto, provided that production is had in paying guantities under this unit
agreement prior to the expiration date of the term of such lease, or in the event
actual drilling operations are commenced on unitized land, in accordance with the
provisions of this agreement, prior to the end of the primary term of such lease
and are being diligently prosecuted at that time, such lease shall be exténded for

two years and so long thereafter as oil or gas is produced in paying quantities in



accordance with the provisions of the Mineral Leasing Act Revision of 1960.

(f) Each sublease or contract relating to the operation and development of
unitized substances from lands of the United States committed to this agreement,
which by its terms would expire prior to the time at which the underlying lease,
as extended by the immediately preceding paragraph, will expire, is hereby extended
beyond any such term so provided therein so that it shall be centinued in full force
and effect for and during the term of the underlying lease as such term is herein
extended.

(g) The segregation of any Federal Lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec; 17 (j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960 (7?4 Stat. 781-784):
"Any (Federal) lease heretofore or hereafter committed to any such (unit) Plan em-
bracing lands that are in part within and in part outside of the area covered by
any such plan shall be segregated into separate leases as to the lands committed
and the lands not committed as of the effective date of unitization: Provided
however, that any such lease as to the nonunitized portion shall continue in force
and effect for the term thereof but for not less than two years from the date of
such segregation and so long thereafter as oil or gas is produced in paying quanti-
ties."

(h) 1In the event the Initial Test Well is commenced prior to the expiration
date of the shortest term State Lease within the Unit Area, any lease embracing
lands of the State of New Mexico which is made subject to this agreement, shall
continue in force beyond the term provided therein as to the lands committed hereto
until the termination hereof.

(i) Any lease embracing lands of the State of New Mexico having only a
‘portion of its lands committed hereto, shall be segregated as to the protion com-
mitted and the portion not committed, and the terms of such lease shall apply
separately to such segregated protions commencing as of the effective date hereof;
provided, however, notwithstanding any of the provisions of this agreement to the
contrary any lease embracing lands of the State of New Mexico having only a pertion
of its lands committed hereto shail continue in full force and effect beyond the
term provided therein as to all lands embraced in such lease, if o0il or gas is dis-
covered and is capable of being produced in paying quantities from some part of
the lands embraced in such lease at the expiration of the secondary term of such
lease; or if, at the expiration of the secondary term, the leasee or the Unit Opera-
tor is then engaged in bona fide drilling or reworking operations on some part of

the lands embraced in such lease, the same as to all lands embraced therein, shall

S A



remain in full force and effect so long as such operations are being diligently
prosecuted, and if they result in the production of ¢il or gas; said lease shall
continue in full force and effect as to all of the lands embraced therein, so long

thereafter as o0il or gas in paying guantities is being produced from any portion

of said lands.

19. COVENANTS RUN WITH LAND. The covenants herein shall be construea to be
covenants running with.the land with respect to the interest of the parties hereto
and their successors in interest until this agreement terminates, and any grant,
transfer, or conveyance, or interest in land or leases subject hereto shall be énd
hereby is conditioned upon the assumption of all privileges and obligations hereunder
by the grantee, transferee, or other successor in interest. Nq assignment or trans-
fer of any working interest, royalty, or other interesﬂ subject hereto shall be
binding upon Unit Operator until the first day of the calerndar month after Unit
Operator is furnished with the original, photostatic, or certified copy of the
instrument of transfer.

20. LFFECTIVE DATE AND TERM. This agreement shall become effective upon

approval by the Secretary and the Land Commissioner or his duly authorized repre-
sentative, and shall terminate five (5) years from said effective date unless

(a) such date of expiration is extended by the Director and the Land Com-
missioner, or

(b) it is reasonably determined prior to the expiration of the fixed term
or any extension thereof that the unitized land is incapable of production of uni-
tized substances in paying guantities in the formations tested hereunder and after
notice of intention to terminate the agreement on such ground is given by the Unit
Operator to all parties in interest at their last known addresses, the agreement
is terminated with the approval of the Supervisor and the Land Commissioner, or

(c) a valuable discovery of unitized substances has been made or accepted
on unitized land during said initial term or any extension therecf, in which event
the agreement shall remain in effect for such term and so long as unitized substances
are produced in quantities sufficient to pay for the cost of producing same from
wells on unitized land within any participating area established hereunder and,
should precduction cease, so long thereafter as diligent operations are in progress
for the restoration of production or discovery of new production and so long there-

after as unitized substances so discovered are nroduced as aforesaid. or



(d) it is terminated as heretofore provided in this agreement. This agree-
ment may be terminated at any time by not less than 75 per centum, on an acreage
basis, of the working-interest owners signatory hereto, with the approval of the
Supervisor and the Land Commissioner; notice of any such approval to be given by the
UnitvOperator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director is

hereby vested with authority to alter or modify from time to time in his discretion
the quantity and rate of production under this agreement when such quantity and

rate is not fixed pursuant to Federal or State -law or does not conform to any state-
wide voluntary conservation or allocation program, which is established, recognized,
and generally adhered to by the majority of operators in such State, such authority
being hereby limited to alteration or modificaion in the public interest, the pur-~
pose thereof and the public interest to be served thereby to be stated in the order
of alteration or modification. Without regard to the foregoing, the Director is
alsc hereby vested with authority to alter or modify from time to time in his dis-
cretion the rate of prospecting and development and the quantity and rate of pro-
duction under this agreement when such alteration or modification is in the interest
of attaining the conservation objectives stated in this agreement and is not in
violation of any applicatle Federal or State law.

Powers in this section vested in the Director shall only be exercised after
notice to Unit Operator and opportunity for hearing to be held not less than 15
days from notice.

22. APPEARANCES. 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 Department of the Interior and the Commissioner of Pulbic Lands and to
appeal from orders issued under the regulations of said Department or Land Commis-
sioner or to apply for relief from any of said regulations or in any proceedings
relative to operations before the Department of the Interior or the Land Commission-
er or any other legally constituted authority; provided, however, that any other
interested party shall also have the right at his cwn expense to be heard in any
such proceeding.

23. NOTICES. All notices, demands, or statements reguired hereunder to be

given or rendered to the partics hereto shall be deemed fully given if given in
writing and personally delivered to the party or sent by postpaild registered or

certified mail, addressed to such party or parties at their respective addresses



set forth in connection with the signatures hereto or to the ratification or con-
sent hereof or to such other address as any such party may have furnished in writing
to party sending the notice, demand or statement.

24. NO WAIVER OF CERTAIN RIGHETS. Nothing in this agreement contained shall

be construed as a waiver by any party hereto of the right to assert any legal>or
constitutional right or defense as to the validity or invalidity of any law of the
State wherein said unitizea lands are located, or of the United States, or regula-
tions issued thereunder inany way affecting such party, or as a waiver by any such
party of any right beyond his or its authority to waive.

25. 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
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, acts of God,
Federal, State, or municipal law or agencies, unavoidable accidents, uncontrollable
delays in transportation, inability to obfain necessary materials in open market,
or other matters beyond the reasonable control of the Unit Operator whether similar
to matters herein enumerated or not. No unit obligation which is suspended under
this section shall become due less than thirty (20) days after it has been deter-
mined that the suspension is no longer applicable. Determination of creditable
"Unavoidable Delay" time shall be made by the unit operator subject to approval of

the Supervisor and the Land Commissioner.

26. NONDISCRIMINATION. 1In connection with the performance of work under
this agreement, the operator agrees to comply with all the provisions of section
202 (1) to (7) inclusive of Executive Order 11246 (%0 F.R. 12219), as amended,
which are hereby incorporated by reference in this agreement.

27. LOSS OF TITLE. In the event title to any tract of unitized land

shall fail and the true owner cannot be induced to join in this unit agreement,

such tract shall be automatically regarded as not committed hereto and there shall
be such readjustment of future costs and benefits as may be required on account of
the loss of such title. 1In the event of a dispute as to title as to any roya.ty,
working interest, or other interests subject thereto, payment or delivery on account
thereof may be withheld without liability for interest until the dispute is finally

settled:; provided, that, as to Federal and State land or leases. no pavments of



funds due the United States or the State of New Mexico should be withheld, but
such funds shall be deposited as directed by the Supervisor and such funds of the
State of New Mexico shall be deposited as directed by the Land Commissioner, to be
held as unearned money pending final settlement of the title dispute, and then
applied as earned or returned in accordance with such final settlement.

Unit Operator as such is relieved from any responsibility for any defect
or failure of any title hereunder.

28. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any substantial

interest in a tract within the unit area fails or refuses to subscribe or consent

to this agreement, the owner of the working interest in that tract may withdraw said
tract from this agreement by written notice delivered to the Supervisor, the Land
Commissioner, the State Commission, and the Unit Operator prior ko the approval

of this agreement by the Supervisor. Any oil or gas interests in lands within the
unit area not committed hereto prior to submission of this agreement for fimal
approval may thereafter be committed hereto by the owner or owners thereof sub-
scribing or consenting to this agreement, and, if {he interest is a working interest,
by the owner of such interest also subscribing to the unit operating agreement.
After operations are commenced hereunder, the right of subsegquent joinder, as
provided in this section, by a working-interest owner is subject to such require-
ments or approvals, if any, pertaining to such joinder, as may be provided for in
the unit operating agreement. After final approval hereof, joinder by a non-working
interest owner must be consented to in writing by the working~-interest owner
committed hereto and responsible for the payment of any benefits that may accrue
hereunder in behalf of such non-working interest. A non-working interest may not

be committed to this unit unless the corresponding working interest is committed
hereto. Joinder to the unit agreement by a working-interest owner, at any time,
must be accompanied by appropriate joinder to the unit operating agreement, if more
than one committed working-interest owner is involved, in order for the interest

to be regarded as committed to this unit agreement. Except as may otherwise herein
be provided, subsequent joinders to this agreément shall be effective as of the
first day of the month following the filing with the Supervisor, the Land Commissioner,
and the State Commission of duly executed counterpartis of all or any papers
necessary to establish effective commitment of any tract to this agreement unless

objection to such joinder is duly made within sixty (60) days by the Supervisor,
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29. 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
consented to by separate instrument in writing specifically referring hereto and
shall be binding upon all those parties who have executed such a counterpart, rati-
fication, or consent hereto with the same force and effect as if all such pafties
had signed the same document and regardless of whether or not it is executed by all
other parties owning or claiming an interest in the lands within the above-described
unit area.

?0. SURRENDER. Nothing in this agreement shall prohibit the exercise by any
working-interest owner of the right to surrender vested in such party by any lease,
sublease, or operating agreement as to all or any part of the }ands covered thereby,
provided that each party who will 5r might acquire such working interest by such
surrender or by forfeiture as hereafter set forth, is bound by the terms of this
agreement.

If, as a result of any such surrender, the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized sub-
stances, said party may forfeit such rights and further benefits from operation
hereunder as to said land to the party next in the chain of title who shall be and
become the owner of such working interest.

If, as the result of any such surrender or forfeiture, working interest rights
become vested in the fee owner of the unitized substances, such owner may:

(1) Accept thgse working-interests rights subject to this agreement and
the unit operating agreement; or

(2) Lease the portion of such land as is included in a participating area
established hereunder subject to this agreement and the unit operating agreement.

(3) Provide for the independent operation of any part of such land that are
not then included within a participating area established hereunde;.

If the fee owner of the unitized substances does not accept the working-
interest rights subject to this agreement and the unit operating agreement or lease,
such lands as above-provided within six (6) months after the surrendered or Ior-
feited working-interest rights become vested in the fee owner, the benefits and
obligations of operations accruing to such lands under this agreement and the unit
operating agreement shall be shared by the remaining owﬁers of unitized working
interests in accordance with their respective working interest ownerships, and

such owners or working interests shall compensate the fee owner of unitized sub-



stances in such lands by paying sums equal to the rentals, minimum royalties, and
royalties applicable to such lands under the lease in effect when the lands were
unitized.

An appropriate accounting and settlement shall be made, for all benefits
accruing to or payments and expenditures made or incurred on behalf of such surren-
dered or forfeited working interest subsequent to the date of surrender or forfeiture,
and payment of any moneys found to be owing by such an accounting shall be made as
between the parties within thirty (20) days. In the event no unit operating agree-
ment is in existence and aimutually acceptable agreement between the proper parties
thereto cannot be consummated, the Supervisor may prescribe such reasonable and
equitable agreement as he deems warranted under the circumstances.

The exercise of any right vested in a working-interest owner to reassign
such working interest to the party from whom obtained shall be subject to the same
conditions as set forth in this section in regard to the exercise of a right to

surrender.

31. TAXES. The werking-interest owners shall render and pay for their ac-

count and the account of the royalty owners all valid taxes on or measured by the
unitized substances in and under or that may be produced, gathered, and sold from
the land subject to this contract after the effective date of this agreement, or
upon the proceeds derived therefrom. The working-interest owners on each tract
shall and may charge the proper proportiocn of said taxes to the royalty owners
having interests in said tract, and may currently retain and deduct sufficient of
the unitized substances or derivative products, or net proceeds thereof from the
allocated share of each royalty owner to secure reimbursement for the taxes so paid.
No such taxes shall be charged to the United States or the State of New Mexico or
tc any lessor who has a contract with his lessor who has a contract with his lessee

which requires the lessee to pay such taxes.

%2. NO PARTNERSHIP. It is expressly agreed that the relation of the parties

hereto is that of independent contractors and nothing in this agreement contained,
expressed, or implied, nor any operations conducted hereunder, shall create or be
deemed to have created a partnership or association between the parties hereto or

any of them.

23. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the working-

interest owners, nor any of them, shall be subject to any forfeiture, termination,

or expiration of any right hereunder or under anvy leases or contracts subiect hereto.
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1 .or to any penalty or liability on account of delay or failure in whole or in part to comply
with any applicable provisions thereof to the extent that the said Unit Operator or the
working~interest owners, or any of them, are hindered, delayed, or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise of due dili—l
gence, the concurrence of proper representatives of the United States and proper representa-
tives of the State of New Mexico in and about any matters or things concerning which it is
required herein that such concurrence be obtained. The parties hereto, including the
State Commission, agree that all powers and authority vested in the State Commission in and
by any provisions of this agreement are vested in.the State Commission and shall be exercised
by it pursuant to the provisions of the laws of the State of New Mexico and subject in any
case to appeal or judicial review as may now or he;eafter be provided by the laws of the
State of New Mexico.

34. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this

agreement shall modify or change either the special Federal Lease séipultions relating
to surface management or such special Federal Lease stipulations relating to surface and
environmental protection, attached to and made a part of, 0il and Gas Leases covering
lands within the Unit Area.

35. FOREST LAND STIPULATION. Notwithstanding any other terms and conditions

contained in this agreement, all of the stipulations and conditions of the individual
leases between the United States and its lessees or their successors or assigns embracing
lands within the unit area included for the protection of lands or functions under the
jurisdiction of the Secretary of Agriculture shall remain in full force and effect the

same as though this agreement had not been entered into, and no modification thereof is
authorized except with the prior comsent in writing of the Regional Forester, United States
Forest Service, Alamogordo, New Mexico'.

~ o~

.~“”}f“IN.WITNESS WHEREOF, the parties hereto have caused this agreement to be executed

' and’have set opposite their respective names the date of executions.

LATTEST:' ° 7 e INEXCO OIL COMPANY

- . ; ~

' A -,‘.‘_" v v - N
R I BY: % M——

faf5@§§i§gan§$5ecretaﬁy William G. Goodwin, Vice President “755;

Address:
STATE OF TEXAS I R P -,
. - Y , , Yy (.//"
COUNTY OF HARRIS X
The foregoing instrument was acknowledged before me this S th day of
October , 1978, by William G. Goodwin who is

‘quigg{EF?sident of INEXCO OIL COMPANY

RN ) S (State of Incorp.)
¢ d Delaware: - corporation, for and on behalf of said Corporation.
~ ’ ,-.)_5 "\\.‘ ‘:‘ “ . £ /
My.-Commission Expires: ey A \7@z'(,¢w/~”
N ST Notary Public -/

o 5-30-80"
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EXHIBIT "B

SCHEDULE OF LANDS AND LEASES

TEQUILA UNIT AREA

EDDY COUNTY, NEW MEXICO

. OVERRIDING
ACT DESCRIPTION ACRES SERIAL NO. BASIC ROYALTY LESSEE OF RECORD ROYALTY & WORKING INT.
3. OF LANDS EXP & DATE & PERCENTAGE AND PERCENTAGE PERCENTAGE & PERCENTAGE
T-24-S, R-23-E
Sec. 6: Lots 1,2,6 757.71 . NM-8245-A USA 12.5 Inexco 0il Co. R. W. Sarnoff Inexco Oil Co.
7, E/2SW, SENW, 11-30-~78 100.0 ($750 per/ac out) 100.0
SE, SENE , {of 5% of 8/8
Sec. 7: Lots 1,2,5 {Production pay-)
6,7, E/2NW (ment
5.0
T-23-5, R-23-E
Sec. 31: Lots 1,2,3, 348.81 NM-9394
4,5, NESW, 4-30-79 USA 12.5 El Paso Nat.Gas Jack J. Grynberg Above 10,500 ft.
E/2NW Co. & David Altman American Quasar
100.0 5.0 Pet. 100.0
El Paso Nat. Gas
Co. 7.5%* Below 10,500 ft.
* (Above 10,500° El Paso Nat. Gas Co.
only) 100.0
T-23-S, R-23-E
Sec. 31: Lots 6,7, 337.61 NM-9978 Usa 12.5 Inexco 0il Co. Otto G. Green Inexco 0il Co.
NE, N/2SE 7-31-79 100.0 3.0 100.0
Franklin, Aston
& Fair
2.0 _
T-23-5, R-23-E 160.00  NM-9978-A usa 12.5 i . Ebove Base of Barnett
Sec. 29: E/28W, 7-31-79 Um<wMowwmst onno»om sreen wsmxoo Omwwmw 100.0
W/2SE David Faskin** . .
6.25 Below Base of Barnett
(Above Base of Barnett) Shale
{ Shale ) David Faskin 100.0
T-24-S, R-22-E 774,92 NM-17151 USA 12.5 Inexco 0il Co.. Julius W. Rakvi i
Sec. 1: Lots 5,6,7, 3-31-80 100.0 5.0 e HdeMW.WPH co-

W/2SE
Sec.12: Lots 1,2,3
4, W/2E/2, W/2



EXHIBIT "B" PAGE 2
TEQUILA UNIT AREA

OVERRIDING
TRACT DESCRIPTION OF ACRES SERIAL NO, BASIC ROYALTY & LESSEE OF RECORD ROYALTY & WORKING INT
NO. LANDS EXP & DATE PERCENTAGE AND PERCENTAGE - PERCENTAGE & PERCENTAGE
6. T-23-S, R-23-E 240.00 NM-20334 USA 12.5 Bruce Anderson N ONE Bruce Anderson
Sec. 28: SW, W/2SE 3-31-84 50,0 50.0
Richard L. Peterson Richard L.
50.0 Peterson
50.0
7. T-23-S, R-23-E 426.41 NM-20335 UsAa 12.5 DEPCO, INC. Central S.W. 0il DEPCO, INC.
Sec. 33: Lots 1,2, 3-31-84 100.0 Corp.
3,4, NESE, 5.0 100.0
NW, NWNE
TOTAL: 3,045.46 Acres Federal Lands; 63.11% of Unit Area




EXHIBIT "B" PAGE 3
TEQUILA UNIT AREA

OVERRIDING
+RACT DESCRIPTION OF ACRES SERIAL NO. BASIC ROYALTY & LESSEE OF RECORD ROYALTY & WORKING INT
NO. LANDS EXP & DATE PERCENTAGE AND PERCENTAGE PERCENTAGE & PERCENTAGE
STATE OF NEW MEXICO LANDS
8. T-23-S, R-23-E 550.44 L-7034 State 12.5 DEPCO, INC. N ONE DEPCO, INC.
Sec. 32: Lots 1,2,3 2-14-82 100.0 . 100.0
4, N/2SW, NE,
SENW, N/2SE
g, T-24-S, R-23-E 320.02 LG-279, LG-279~1 State 12.5 Inexco 0il Co. N O N E Inexco 0il Co.
Sec. 5: Lots 3,4 . 5-31-82 100.0 100.0
S/2NW, SW
10. T-23~S, R-23-E 120.00 LG-5027 State 12.5 Cal-Mon 0il Co. N ONE Cal-Mon 0il Co.
Sec. 32: N/2NW, 1-1-88 100.0 100.0
SWNW
TOTAL: 990.46 A CRES STATE OF NEW MEXICO LANDS, 20,52¢ OF UNTIT AREAR-B
PATENTED (FEE) LANDS
11. T-23-S, R-23-E 240.00 Fee Merland, Inc. 2.24 Inexco 0il Co. Inexco 0il Co.
Sec. 33: NENE, Carmex, Inc. 2.24 60.81 NONE 60.81
S/2NE, NWSE, Kugeler Bros. 2.24
Pardue Farms 2,34 John Franklin

N/2SW

Guitar Trustetal 2.34
John Franklin

Joyce II & Co. ULMI
1T.40

Joyce II & Co.

John Franklin 39.19
Joyce ITI & Co.,
ULMI

39.19



REVISED 10-13-78

EXHIBIT "B" PAGE 4
TEQUILA UNIT AREA

OVERRIDING
TRACT DESCRIPTION OF SERIAL NO. BASIC ROYALTY & LESSEE OF RECORD ROYALTY & WORKING INT.
_NO. LANDS ACRES EXP.& DATE PERCENTAGE AND PERCENTAGE PERCENTAGE : & PERCENTAGE
iz. T-23-S, R-23-E 160.00 Fee Merland, Inc. 2.24 Coguina 0i1 Corp. NONE Coguina 011 Corg
Sec. 29: E/2SE, Carmex, Inc. 2.24 87.5 , 87.5
W/2SW Kugeler Bros. 2.24
Pardue Farms 2.34
Guitar Trust, F. Ferrell Davis F. Ferrel Davis
etal 2.34 12.5 12.5
John Franklin
Joyce I1 & Co. 7.35
18.75
13. T-24-S, R-22-E 108.9] Fee Merland, Inc. 2.99 Inexco 0il Co. NONE Inexco 011 Co.
Sec. 1: Lots 1,2, Carmex, Inc. 2.98 47.75 47.75
SWNE Kugeler Bros. 2.98
John Franklin John Franklin John Franklin
Joyce I1 & Co. ULMI Joyce II & Co. Joyce II & Co.
8.95 ULMI 52.25
52.25
14. T-24-S, R-23-E 161.10 Fee Merland, Inc. 2.99 Coquina 0i1 Corp. NONE Coquina 0il1 Corp
Sec. 6: Lots 2,3,4 Carmex, Inc. 2.98 87.5 87.5
SWNE Kugeler Bros. 2.98 F. Ferrell Davis F. Ferrell Davis
John Franklin 12.5 12.5
Joyce II & Co. 9.80
18.75 :
15. T-24-5, R-23-E 40.00 Fee Merland, Inc. 2.99 Inexco Qi1 Co. NONE Inexco 011 Co.
Sec., 7: SESW Carmex, Inc. 2.98 47 .75 47 .75
Kugeler Bros. 2.98 .
John Franklin John Franklin John Franklin
Joyce 11 & Co. ULMI Joyce II & Co. Joyce II & Co.
8.95 ULMI 52.25
52.25
16. T-23-S5, R-23-E 80.00 Fee Merland, Inc. 2.24 Inexco 0il1 Co. NONE Inexco 0il Co.
Sec. 28: E/2SE Carmex, Inc. 2.24 60.81 60.81
Kugeler Bros. 2.24
Pardue Farms 2.34 John Franklin
Guitar Trust Joyce II & Co.
etal 2.34 39.19



EXHIBIT "B" !
TEQUILA UNIT

OVERRIDING
TRACT DESCRIPTION OF ACRES SERIAL NO, BASIC ROYALTY & LESSEE OF RECORD ROYALTY &
NO. LANDS EXP & DATE PERCENTAGE AND PERCENTAGE PERCENTAGE
continued John Franklin John Franklin
16. T-23-S, R-23-E Joyce II & Co. Joyce II & Co.
Sec. 28: E/2SE ULMI
ULMI 39.19
11.40
TOTA L: 790.01 A CRE S PATENTETD ({ FEE) L ANDS, 16.37% O F UNIT

RECAPITULATTON

3045.46 ACRES FEDERAL LANDS,
990.46  ACRES STATE LANDS,
790.01 ACRES FEE LANDS,

4825.93 ACRES UNIT AREA,

63.11% of Unit Area
20.52% of Unit Area
16.37% of Unit Area

100.00% of Unit Area

** David Faskin assigned 100% operating rights to Inexco reserving .0625 of 8/8ths times 160/4342.71
, on each unit well before payout, increasing to .085 of 8/8ths times 160/4342.71 on each unit

well after payout.
was filed ’

—~

This interest is borne solely by Inexco.
and approved effective

Assignment of operating rights



CONSENT ANC RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the lands or minerals embraced in said-
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed thé original of said Unit Agreement or
a counterpart thereof. |
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date

-set forth in their respective acknowledgments.

P
R. W. SARNOFF %MA///

Anna M. Sarnoff #QM W
]7

INDIVIDUAL /
7 \/'
STATE OF _/\pen/ou k ]
COUNTY OF Jv,u,:‘/ f ]
The foregoing 1nstrument was acknowledged before me this / tg day of
6>iv—‘t L% » 1978, by /\ \v'\/ &,\/1/11 -.l{' < FM/:V‘ /’1 LR F *v)”"i//

My Commission Expires: C

4 g‘\u Lo /(;111{7[ Tty

/ i Notary,Pub]1C\\\\\

STATE OF : b
"COUNTY OF ]
The foregoing instrument was acknowledged before me this day of
, 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public



CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereofi The undersigned, also being the owners of the

- leasehold, royalty, or other interests in the lands or minerals embraced in said‘

unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if fhe undersigned‘had executed the original of said Unit Agreement or
a counterpart thereof. |
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date
set forth'in their respective dcknowledgments.

AMERICAN QUASAR PEFROLEUM CO. OF NEW MEXICO
BY: )

L
INDIVIDUAL
STATE OF )
COUNTY OF ; i
The foregoing instrument was acknowledged before me this day of
, 1978, by
| My Commission Expires:
Notary Public
CORPQORATE
STATE OF TEXAS ]
COUNTY OF MIDLAND ]
The foregoing instrument was acknowledged before me this | 19th day of
October , 1978, by Ted Collins, Jr. who is President
- of American Quasar Petroleum Co. of New Mexicoa  New Mexico corporation,

for and.on befiaif of said corporation.

'u‘:. Vs e,

My C@Mm{§§¥§n E&Bﬁfé§: ____EiXNQgA2£C$§Q=l>&£=5&¢4§§LQ_,~__

; Ve Notary Public
»~October 3,71979




CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the lands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart-thereof.

ﬁ¢§et ?brfh dn the1r respective acknowledgments.

“*'/ ~
Sy

’:ﬁ_ ST EL PASO NAT%iL— ié COMPANY
: gggﬁ g\“:;;zc,d e AR BY: ! -

,m ,05[ o :1*”.-" ,‘ / Kesistant Secretary Vice President

o o \ v
"l ’ -~ Ly
S B I N

INDIVIDUAL <
STATE OF }
COUNTY OF . i
The foregoing instrument was acknowledged before me this day of
, 1978, by

My Commission Expires:

Notary Public

CORPORATE
STATE OF <7 onmne’ q
COUNTY OF cég,(/ Yg‘d—o ]
The foregoing instrument was acknowledged before me this éé day of
%WM , 1978, by T. W BITTHEE who is vice President
of - EL PASO NATURAL GAS COMPANY a /{£2L42L4-‘,¢¢,/ corporation,

. for ang-on. Jbehalf of said corporation.

S ,\\ ip L, )
; ( ™~ ,

My\Comm s10nfExp1res éZégdzﬁkaLL/ fog ¢

3 lL l,_ BY3SE =
3 Noiary\eubhc in ;:,nd lur El Paso County, Taxas

Notary PubTic




CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditipns thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in fhe lands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof. ‘
IN WITNESS WHEREQF, thié instrument is executed by the undersigned as of the date
set forth in their respective acknowledgments.

ff'l@zﬁm _

AVID ALTMAN

INDIVIDUAL

sTaTe OF __/(/idio, 3 i
CONTY OF _ (ven £ i
The foregoing instrument was acknowledged before me this _/ 552? day of

Chintcs 1978, by _ LRud (2 Stusen

Notary Public

: - il CORPORATE
STATE OF 70 Uiids & 2
Y :.{_:__ o j .
"COUNTY OF ":L,-’ggl;;:;;-' Lo ]
BT '\‘\.’\\~ \i.:\\\\\‘:,
The foregoingfﬁnstrument was acknowledged before me this day of
, 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public




CONSENT AMD RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY = COUNTY, NEW MEXICO.
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of thé Tequila-Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or bther interests in the lands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly

the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof.

IN WITNESS WHEREOF, thi

instrument is executed by the undersigned as of the date

set forth j

S
/

their ngﬁécti e acknowledgments.

CELESTE C. GRYNBERG

INDIVIDUAL <
STATE OF Colorado }
COUNTY OF ___ . Denver i
Thé"?6regbing instrument was acknowledged before me this 6th day of

\ ll‘,l
N ’ October 1978, by JACK J. GRYNBERG & CELESTE C. GRYNBERG

r

{\

My Comfm Ssion \Exp) \\é % 2
e Xl cﬁ??

\,5‘ %p?]] 24, 1981 \ Notary Public
CORPORATE
STATE OF §
"COUNTY OF }
The foregoing instrument was acknowledged before me this day of
, 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public




CONSENT AND RATIFICATION

TEQUILA UMIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands s1tuated in Eddy County, New Mex1co,~g;5d Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, roya]ty: or other {nterests in the Tands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
“B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof. |

IN WITNESS WHEREQOF, this instrument is executed by the undersigned as of the date

set forth in their respective acknowledgments. Holly Energy, Inc., successor in interest

I to 87.5% of the interest of
ATTESI. o FRANKLI SJON & FA IN
-;‘ ‘BY . .
iﬁ?g“{ §551s£§nt Secretary t
= . .‘Z_‘) : .\Y\ \—)
DRI ?
>
INDIVIDUAL
STATE OF }
~ COUNTY OF i
The foregoing instrument was acknowledged before me this day of
, 1978, by

My Commission Expires:

Notary Public

CORPORATE
STATE OF _TEXAS !
l'COUNTY OF DALLAS i
The foregoing instrument was acknowledged before me this 20th day of
October , 1978, by W. H. Boyles who is Vice President
of __Holly Fnergy, Inc a _ California corporation,

for and on behalf of said corporation.

My Commmspmn Expires: /%Qﬂh»\‘ D&M WZLU‘I/Q

I;\: CNotary Public
ﬁ ’\“\\cmt’& 1419




CONSENT AN[' RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the lands or minerals embraced in said
unit area, as indicated on the schedu]e.attached to said Unit Agreement as Exhibit
- "B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof. |
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date

orth in their respective acknowledgments.

DY 1t AR

OTTO G. GREEN CRETA M. GREEN
INDIVIDUAL 3/ v
STATE OF California ]
COUNTY OF Alameda i
The foregoing instrumeﬁt was acknowledged before me this 1st day of
November , 1978, by Otto G. Green and Creta M. Green ‘
My Commission Expires: [221/(2’”22 /Z/ ;7/:?fii;<r2¢z
Aug. 10, 1980 Notary Public
CORPORATE T e s
STATE OF b | o \ L A §
‘COUNTY OF __ b T S
The foregoing instrument was acknowledged before me this day- of
» 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public



CONSENT- AND—RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersjgned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexicd, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the lands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof.
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date

set forth in their respective acknowledgments.

ID FASK

RV W

BARBARA FASKEN

~ INDIVIDUAL 7
STATE OF CALIFORNIA ' }
CITY &
COUNTY OF SAN FRANCISCO ]
The foregoing instrument was acknowledged before me this 2774~ day of
OcTubhtir » 1978, by _DAVID FASKEN and BARBARA FASKEN, wife of .
ﬁavid Faske%; ‘
y Commission Expires:
| ﬁMW/)/ / &ad&mm
April 920 ¢33 Notéry Public
Y T
CORPORATE g ¥ unl;‘l;n‘:nunnnm(x):lr;r;é;:u ctinL : g
Z () NORBERT U . -y 3
STATE OF ] o A toun by i A
3 y Commiss ton Expires April 20, 1979 z
COUNTY OF q .llllll""lll"lllllIIIIIIIIll"lfllllllllllll:llllllllll.
The foregoing instrument was acknowledged before me this day of
» 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public




CONSENT ANu RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO

~ The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners 5f the
leasehold, royalty, or other interests in the lands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date
set forth in their respective acknowledgments.

Ol W. Q&/ﬁmio‘

JULTYS W. RAKVIC

5
INDIVIDUAL _ N
STATE OF rfanpn-slynniia _ ]
COUNTY OF Wretror-lani ]
'f-?Iﬁé/jqregoing instrument was acknowledged before me this _1°th day of
\r*r\hcrir , 1978, by Jaliae J, Hakvie ond elms Zalkvice, his .
P 2 ' ' wife
> My Commission Expires: e
- ".' . _-'. 4 . o Al 44
fegnt Oy 1079 /// Notary Hublic
o CORPORATE
STATE OF }
COUNTY OF }
The foregoing instrument was acknowledged before me this day of
_» 1978, b.y who 1is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public



CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the 1and% or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
“B", do hereby commit all of their sajd interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof. |

IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date

~set forth in their respective acknowledgments.

)
P (O (Y LY SPIEN i S e
RICHARD L. PETERSON T ’
G
INDIVIDUAL
STATE oF  WiWiida i
CUNIeASE
COUNTY OF ‘ !
' 10th
\ The fore901ng instrument was acknowledged before me this day of
'D‘t.dobcr o Rishrd L. Fatorsen ans rkrhbara J. Peterson, his wifs
M , 1978, by .
W \; !
I dy Commyss1on Expires: /j) P
i uly 19} 1982 |y J, Cor o e
/Notary Public
/“ N
Cf’; FRR
D CORPORATE
STATE OF )
COUNTY OF }
The foregoing instrument was acknowledged before me this day of
, 1978, by who is
of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public




CONSENT AND RATIFICATION

TEQUILA UN!T AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the lands or minerals embraced in said
unit area, as .indicated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof.
IN WITNESS WHEREQF, this instrument is executed by the undersigned as of the date

set forth in their respective acknowledgments.

L/‘{”Z///“ —

BRUCE ANDERSON

INDIVIDUAL

STATE OF ToxAe i
COUNTY..OF _ f/ﬁﬁ/(’/é i

s;)\éz\The forego1ng 1nstrument was acknowledged before me this /‘ ?quday of

L/{TDOQZ , 1978, by r—/a?u/’( //Uf)z EaNVY,

f: 1y Comm1ss1on Exp1res Zé{;&L/CA‘O\ (%%,Ukik) H§A(LCL[{Q/1&3UZi

,,_.1 ..... /D* /0 7 Notary Public
CORPORATE

/,

\nmuul,
4
ir,

. ‘\\\

STATE OF ]

COUNTY OF i

The foregoing instrument was acknowledged before me this day of

, 1978, by who is

of a corporation,

for and on behalf of said corporation.

My Commission Expires:

Notary Public



CONSENT AND RATIFICATION

TEQUILA UMIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a coby of the
Unit Agreement for the Development and Operation of the Tequila Unit Area embracing
lands situated in Eddy County, New Mexico, said Agreement beiné dated the .15 th day
of March, 1978; and acknowledges that they have read the same‘and are familiar with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in fhe lands or minerals embraced in said
unit area, as indiéated on the schedule attached to said Unit Agreement as Exhibit
"B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto and ratify é]] of the terms and provisions thereof, exactly
the same as if the undersigned had'executed the original of said Unit Agreemenf or
a counterpart thereof.
IN WITNESS WHEREQOF, this instrument is executed by the undersigned as pf the date

set forth in their respective acknowledgments.

ATTEST: | DEPCO, INC.
BY: BY:
ey-In-Fac
INDIVIDUAL 7, ¥
STATE OF | )
COUNTY OF ' i
The foregoing instrument was acknowledged before me .this day of
, 1978, by

My Commission Expires:

Notary Public

ATTORNEY-IN-FACT

STATE OF Oklahoma !
COUNTY OF Oklahoma §
The foregoing instrument was acknowledged before me this 23rd day of
October , 1978, by Charles F. White, Attorney-in-Fact

of DEPCO, INC. a Delaware corporation,

on beha1f of sa1d corporat1on

My Comm1s&1on Explres. /‘%[39222/7 Qf<6%k2jﬂ0%4,
g L : Notary Public
me, 2 (/4/[




CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy of the
Unit Agreemént for the Déve]opment and Operation of the Tequila Unit Area\embracing
lands sitdated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they haQe read the same and are familiar.with
the terms and conditions thereof. The undersigned, also being the owners of the
leasehold, royalty, or other interests in the Tands or minerals embraced in said
unit area, as indicated on the schedule attached to said Unit Agreement as Exhibit
“B", do hereby commit all of their said interests to the Tequila Unit Agreement and
do hereby consent thereto anﬁ ratify all of the terms and provisions thereof, exactly
the same as if the undersigned had executed the original of said Unit Agreement or
a counterpart thereof.
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the date

set forth in the1r respect1ve acknowledgments.

ATTESLAU K o i CENTRAL SOUTHWEST OIL CORPQRATION
&Y‘ G \‘c“ 53, -&, r\ A e \ BY:- Q/L{//A(LJ_ QZL« Ly
S T;JI :%g 3123 ' Viee President
L 7
' INDIVIDUAL
' STATE OF j
COUNTY OF o {
The foregoing 1nstrument was acknowledged before me this day of
» 1978, by
My Commission Expires:
| ~ Notary Public
CORPORATE |
STATE OF New Mexico ]
COUNTY OF _ Chaves ]
The forego1ng instrument was acknowledged before me this 9th day of
October , 1978, by @ Thomas Allen | who is President
of Central Southwest 011 Corporaiton a New Mexico Corporation,.

for anq:pn;bg?a1f of said corporat1on 4ﬁ;fsz\A—1
My‘CommLss1on EXp1res Cv4;kgkng\L<Lc& <;_./

Notary Public
Gy 7-£0




CONSENT AND RATIFICATION

TEQUILA UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the Unit Agreement
for the Development and Operation of the Tequila Unit Area embracing lands
situated in Eddy County, New Mexico, said Agreement being dated the 15 th day
of March, 1978; and acknowledges that they have read the same and are familiar
with the terms and conditions thereof. The undersigned, also being owners of
leasehold, royalty or other interests in the lands or minerals embraced in
said unit area, as indicated on the schedulé attached to said Unit Agreement
as Exhibit "B", do hereby commit all of their said interest in Tract 1l4; and
only in Tract 14; as shown in the above referenced Exhibit "B", to the
Tequila Unit Agreement and do hereby consent thereto and‘ratify all of the
terms and provisions thereof, exactly the same as if the undersigned had
executed the original of said Unit Agreement or a counterpart thereof.

LN WIINESS WHEREOQOF, this instrument is executed by the undersigned as of the
L L0E g

0 date set forth in their respective acknowledgments.

] :‘ . v

=~/ A g 'c-» -

:D;" L . : ‘

%3 ATTESI //,/ / COQUINA'OIL CORPO
[0 IR | &’ . ’ Z £ - . i p ;

Y BY. N .'-i""/f‘ ey, T BY:

fﬁéidl Smith, Assistant Secretary James H. Shaw, Attorney-in-Fact

STATE OF TEXAS 1 /%
COUNTY OF MIDLAND ' X
The foregoing instrument was acknowledged before me this 11th  day of
October , 1978, by JAMES H. SHAW , who is Attorney-
in-Fact of COQUINA OIL CORPORATION a Nevada corporation,
‘\.-"',, \’ p //. \-,.
fén\and on. behalf of said corporation. .
L ) T ,/}d AL —; 17//
My Cemm1351cn Explres T qﬁé/ .
IO Notary Public’
2 2= 28—49 R Ann Robey
l‘ . iy q.

‘e .
------



CONSENT AND RATIFICATION
TEQUILA UNIT AGREZEMEMT
EDDY COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the Unit Agreement
for the Development and Operation of the Tequi]a'Unit Area embracing lands
situated in Eddy County, New Mexico, said Agreement being dated the 15th day
of March, 1978; and acknowledges that they have read the same and are familiar
with the terms and conditions thereof. The undersigned, also being owners of
leasehold, royalty or other interests in the lands or minerals embraced in
said unit area, as indicated on the schedule attached to said Unit Agreement
as Exhibit "B", do hereby commit all of their said interest in Tract 14; and
only in Tract 14; as shown in the above referenced Exhibit "B", to the
Tequila Unit Agreement and do hereby consent therto and ratify all of the
terms and provisions thereof, exactly the same as if the undersigned had
executed the original of said Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersig-ed as of

the date set forth in their respective acknowledgements.

7 Lo
/ % - !
\/ J -’///éL L)

F. Ferrell Davis

larnes A Wade

INDIVIDUAL Jimes L. Harben
STATE OF TEXAS i
COUNTY OF  MIDLAND i

The foregoing instrument was acknowledged before me this  24th day of

L~ Qctober » 1978, by F. Ferrell Davis and James L, Harben.
= \A\;\:‘ V‘:\: , ‘{c/’, {".:‘
My <Commission-Expites: \ _
Soive e ¥ e i
Sy ive 3 \ AN
LNV AN

Ndtary Pub]id}\‘







INEXCO OIL COMPANY

GEOLOGY O F T HE PROPOSETD

TEQUILA UNIT

EDDY COUNTY, NEW MEXICO

M. L. Feldman

February 23, 1978

Exploration Memo 45-77



EXHIBIT A
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Cross Section A-A'
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GEOLOGICAL REPORT
PROPOSED TEQUILA UNIT

EDDY COUNTY, NEW MEXICO

PURPOSE:

Purpose of this report is to summarize the geological
reasons for formation of a 4,824.93 acre Federal Unit to be
tested by a 10075 foot Pennsylvanian Morrow wildcat in the NW/4
of the SW/4 of Section 32, T23S, R23E, Eddy County, New Mexico.
Total depth will be 60' below the top of the Mississippian
Chester Formation unless this exceeds a maximum depth of 10,250'.

Proposed unit is 23 miles southwest of Carlsbad, New
Mexico. It is near the south end of the semi-arid Seven Rivers
Embayment, a low lying topographic plain between the Huapache
Monocline to the southwest and the Hess Hills, Azotea Mesa and
Seven Rivers Hills to the east. Locally the unit will be sit-
uated on the drainage divide between Anderson Canyon to the west
and Walker Draw to the east which are tributaries of Last Chance
Canyon - Dark Canyon, a Pecos River tributary. Unit is crossed

by Carlsbad E1 Paso Gap Road.



PROSPECT GEOLOGY

Proposed Tequila Unit is located on the northwest shelf
of the Delaware Basin. Southwest end of the unit is marked by
the Huapache Monocline (Exhibit A), a Permian drape feature on
the northeast flank of an Early Permian Wolfcampian age vertical
block uplift with in excess of 3000 feet of down to the north-
east fault throw. This overturned normal fault underlies the
Upper Wolfcampian and younger Permian monocline. Subparallel
synthetic faults, such as the + 1000 foot normal fault mapped
in the southwest portion of Exhibit B are locally present. This
Huapache uplift faulting is approximately perpendicular to the
basin margin of the Delaware basin. Perpendicular to this north-
west-southeast tectonism are smaller down to the basin and up
to the coast normal faults parallel to the depositional margin
of the basin. These faults are thought to be penecontemporaneous
with the Huapache Monocline fault zone relative to their terminal
movements but may have originated earlier. A pair of such faults
form the horst on which the Tequila prospect is located (Exhibit B).
The Tequila prospect is a para~depositional horst which has
upthrown a northeast plunging anticlinal feature which is coin-
cident with a pre-tectonic Lower Pennsylvanian Morrow alongshore

bar (Exhibits C & D). The Fasken No. 1 Merland "28", a Morrow



reentry test of a Devonian dry hole drilled by Hunt Sands (Sec. 28,
T23S, R23E) on the northeast plunging nose of the anticline flowed
500 MCFGPD + 200 BWPD from Morrow sandstones thru perforations
from 9495-9524. Proposed Tequila Unit test should encounter thick-
er Morrow sandstone beds (Exhibit C) and should encounter them over
200 feet higher structurally (Exhibit B).

Presence of the alongshore Morrow sandstone bar is indi-
cated by isolith mapping of the Lower Morrow clastic formation
(Exhibit C). Preéehce of the horst and anticlinal feature are
indicated by a combination of structural and paleogeologic sub-
surface mapping supplemented by two poor quality reflection seis-
mic lines. Paleogeologic documentation o0f the presence of the
horst is evidenced by the absence of over 600 feet of Lower Wolf-
camp and Upper Cisco section in the Fasken No. 1 Merland "28"

(Sec. 28, T23S, R23E) which is present in the Desana well (Sec.
30, T23S, R23E) to the southwest and is also present in the Inexco
No. 1 Goodwin (Sec. 4, T24S5, R23E) to the southeast. This section
was truncated off the horst by pre-middle Wolfcamp erosion. This
horst was tilted down to the northeast synchronously with the
Tertiary Laramide down to the northeast tilting of the Huapache
Uplift which brought the Dog Canyon fault zone through the Permian
Strata to the present day surface. This post-Permian fault zone
marks the southwest flank of the Huapache Uplift. The up to the

northeast Teritary movement along the Dog Canyon fault zone tilted

-3-



the whole northwest flank of the Delaware basin down to the
northeast with a present day strike slope in that direction of

approximately one degree.



STRATIGRAPHY, MARKERS AND OBJECTIVES

In the vicinity of the proposed Tequila unit, surface
strata consists of back reef Capitan-Queen sandy carbonates over-
lying very similar back reef Capitan-Grayburg carbonates.
Underlying these Capitan back reef sediments is a thin Word
San Andres dolomitized reef tongue. This eastern most Upper
San Andres reef facies is underlain by approximately 2200 feet
of shelf to basin transitional fore reef clastics and carbon-
ates of Lower Wordian and Upper Leonardian age. Underlying
these transitional facies are about 3600 feet of basinal lime-
stones and clastics with local interfingering shelf edge de-
trital carbonates of Lower Leonardian age. Below these basinal
facies are 3700 feet of shallow shelf marine carbonates and
intercalated clastics of Permian Wolfcampian, Pennyslvanian
and Upper Mississippian age.

Proposed first test of the Tequila Unit will be located
1980' FSL and 660' FWL, Sec. 32, T23S, R23E, Eddy County, New
Mexico. Test will be drilled to a projected total depth of
10075 feet in Missiésippian Chester limestone. Based on an es-
timated derrick floor elevation of 4375 feet, the following geo-

logic markers should be encountered:



GEOLOGIC MARKERS

Mbr, Fmtn, Series

or Zone Depth (Subsea) Lithology

Queen 0-390" sandy dolomite and detrital
skeletal dolomitized lime-
stone

Grayburg 390(+3985) " Micritic and detrital skele-
tal dolomitized limestone

San Andres 635 (+3740)" dolomitized reef limestone

Delaware Sandstone 715(+3660) " siltstone with sandstone,
dolomite and limestone beds

Lower Word 1515(+2860)" dolomitized detrital skeletal
limestone and transitional
limestone

Brushy Canyon 1965 (+2410)" siltstone with sandstone,

dolomite and limestone beds

Lower Leonard 2100(+2275)"! shelf to basin transitional
dolomitized grain limestone
and micritic argillaceous
and siliceous limestone

Bone Springs 2800 (+1575)" siltstone and micritic,
argillaceous, cherty limestone
w/detrital skeletal limestone
lenses

3rd Bone Springs 6250 (~1875)" siltstone and shale with rare
sandstone beds

Wolfcamp 6425(-2050)" heterogenious mixture of
skeletal, pelletal, micritic
and cherty limestone and
sandstone share

Mid. Wolfcamp detrital 7475(-3100)" shale with sandstone, con-
glomerate and detrital lime-
stone and chert

Top of Penn. 7575 (-3200) " skeletal, detrital skeletal,
(Cisco-Canyon) and pelletal limestone
(locally dolomitized) and shale



Mbr, Fmtn, Series
or Zone

Depth (Subsea)

Lithology

Strawn-Atoka

Morrow Limestone
Morrow‘clastics (A Zone)

Morrow B-D Zones

Miss. Barnett shale

Chester Limestone

8015(-3640)"'

9075(-4700)"
9320(-4945)"
9360(-4985)"'
9870(-5495) "'

10010(-5635)"'

argillaceous pelletal and
siliceous, micritic limestone
and sandstone, shale and
chert

oolitic, pelletal, algal,
grain limestone

shale and siltstone w/sand-
stone

oolitic limestone w/carbon-
aceous shale, siltstone and
sandstone

carbonaceous shale w/silt-
stone

argillaceous micrite and
algal lump, pelletal, grain
limestone



Primary objective of the first Tequila Unit test well will
be a Lower Morrow clastic along shore bar complex (Exhibit D). This
proposed unit is on north-northeast to south-southwest depositional
strike with the Morrow reservoir sandstones on the eastegh side of
the Indian Basin Field ten miles to the north (Exhibit A). Seven
Morrow wells in this segment of the field had produced over 16
billion cubic feet of gas as of January 1, 1977 according to Dwight's
Production Histories publication. As shown on Exhibit A, this'Morrow
alongshore bar complex which extends from the Indian Basin Field to
the south through the proposed Tequila Unit is marked on its east
and west flanks by four marginal one well Morrow gas fields. Only
Robinia Draw Field, which is producing from an Upper Morrow limestone
reservoir, is presently active. These wells are economic failures
but are important as significant hydrocarbon shows which help flag
the flanks of this trend.

The major secondary objective in the Tequila area is trun-
cated Upper Cisco-Canyon reef and reef flank carbonates which are
prolifically gas productive along a similar horst block that marks
the northwest edge of the Indian Basin Field. This field has pro-
duced over 678 BCFG from such Cisco-Canyon dolomitized limestones.

Other secondary objectives are San Andres reef carbonates,
Delaware sandstones, and Word, Leonard and Wolfcamp carbonates and

sandstones. Several hundred feet of untested reservoir quality



porosity was locally present in the Desana well in Section 30,
T23S,R23E. This well is on Permian depositional strike and struc-
turally flat to low to the first proposed Tequila Unit test. These
porous Permian zones are all but absent in the other test wells

near the Tequila Unit.



EXHIBIT E

NEXCO

P INEXCO OIL COMPANY

COST ESTIMATE

AFE No. {Inexco Property No.)

Prospect Tequila Location: 1980" FSL & 660" FWL
Well Name and Number Depco State #l of Section 32-T23S-R23E
Eddy County
Estimated Days to Driil 38 New Mexico
Estimated Days to Complete 12
_ SANDS AND DEPTH Est. T.D. 10,075
OBJECTIVES_Morrow Limestone 9,110 Est. Spud
Morrow Clastics 9,325 AF E Prepared 3~1-78
Miss. Barnett Shale 9,870 By:
—Chester Limestone 10,010
{ ) Drill { } Workover Same Zone { ] Recomplete in New Zone
DESCRIPTION ESTIMATED COSTS ACTUAL
DRILLING | COMPLETION COST
INTANGIBLE COSTS (343):
o Accessand Location Costs. . . ... .civ it iiin ittt 16,000 3,000
02 Move-in, Rig-up, Rig-down, Move-out . ...........¢cciviiinnnrennnnn. 35,000
Contract Drilling
03 Footage ________ ft.at® _______ ft...............c0ciunnn..
04 Daywork _3_.8; days at$_4L..o_0_0_day ....................... 152,000
05 Completion Unit _B____days at $1,000 daY - v vt 12,000
06 Fuel, Power, WaterandWater Lines. . . .........ooiiviininnninnnn... 25,000
07 Bits, Reamersand Stabilizers .. .........ooiiin ittt i 16,000
(119 Equipment Rental .........c.oit ittt ittt et e s 5 @0
09 Cementing and Squeezing -
ConAUCTOr Casing .. vvverveneaeneeereenanasesasoreeaenasaens 500
SUPface Casing .. ... vttt i it e et it e 3,000
Intermediate Casing. . .. ......i.ciriinr et ity 12,000
Production Casing . ..........ct ittt et it 9,000
T T
Other ..o i i e e et e
10 Drifling Mud and CREMICEIS - « - - .+« v v e e et e e e e 25,000
10 Mud Logger . ... i i et et e 8,800
11 Logging, Coring and Testing -
07T TP
DSTs..8............ R 13,200
Logs. .. DILL + Density Neutron 0-2725 . ... . ... .. ...
....... DILL 2725-4700,. Density Neutron & ............
....... DLL/RXO 2725-TD  Dipmeter 5,000TD . .. . . 22,600
12 Perforating. . .. .ot i i et e 6,000
12 Acidizingand Fracturing .. ..... ... . ittt i i 10,000
13 Labor and SuUperVISION . ... .t e e 2,000 1,000 -
13 Contract Labor. . ... .ot i i it e e e e 17,500 16,000
14 DFIiNG OVErREAd . « - -+ v v v s e e e e e e e e e e e e 2,600
15 LI = L3 T T 1 (T 13 T O 1,600 4,000
16 Sales TaX ..t i e e ettt e e e 1,200 3,400
17 Other Miscellaneous Intangible Costs. .. .......... ... iiiiien. .. 4,000 3,000
18 _. Losses, Damages and Abandonment . ............citiinirininnnannn. 16,000 (6,000)
18 Fishing Tool Expense and/or Directional Drilling
20 Dry Hole Contributions . . ... vttt n it ettt it e e e i et e e ienn
22 Well Control Insurance ........citiiiiittitne it nenaeons 3,100
TOTAL INTANGIBLE $ 443,800 $ 382,400 $ 61,400 3




ESTIMATED COSTS ACTUAL
DESCRIPTION DRILLING COMPLETION COST
TANGIBLE COSTS (342):
o1 Conductor Csg. 30 _ft. of _20 at 24.00 /ft 800
02 Surface Csg. 300 . of _13-3/8 at 11.00 /ft 3,300
03 Intermediate Csg. 2,725 . of __8-5/8 at 7.82 /ft 21,300
04 Production Csg. 10,075 ft. of 5=1/2 5.40 /ft 24,400
05 Liner ft. of at /ft
06 Tubing 10,075 . of __2-3/8 at 2.82 /ft 28,500
07 CasingHead Assembly . .. ... ... i e 3,010
07 Tubing Head ASSembly. . . . ..o\ ov ettt 9,000
08 Pumping Unit. .. ... ... . i e e e e e
09 Prime MOVer ... . i e e e e et
12 Instaltation Costs and Non-Controllable Well Equipment................. 12,000
15 Storage TanKs . ...ttt e e 8,000
16 SDATATON « - o v et ettt e e e 3,000
17 Dehydrator .. ... . e e e e e e
18 Heater - Treater ... ...ttt ie it it iae ety 7,000
19 7Y o 107
20 LTX or Production Uit .. ..ottt e ciiiie e 12,000
21 R4 V- T« - T P
22 Gas Recorders . ... .c.vvit it ittt it et 4,000
23 Instaliation Costs and Non-Controllable Lease Equipment. .. ............. 12y000
TOTAL TANGIBLE s 178,300 |s 28,400 |5 149,900 s
TOTAL WELL 622,100 | 410,800 Jg 211,300 s

It is recognized that the amounts herein are estimates only and approval of this authorization shall extend to the actual costs incurred
in conducting the operation specified, whether more or less than that herein set out.

OWNERSHIP APPROVALS:

Interest: $ * Authorized Signature Date:
INEXCO Ol COMPANY

WELL CONTROL INSURANCE

This AFE includes in Item 22, Page 1, Well Control Insurance, during drilling and completion only, covering: 1) the cost of
control of a well in the event of a blowout; 2) bodily injury or property damage liability caused by pollution, seepage or con-
tamination; 3) pollution cleanup; 4) extinguishing of an oil or gas well fire; and 5) redrilling of the well. You MUST INDICATE

your acceptance or declination of your prorata share of the subject insurance by signing below. NO INDICATION WILL BE A
CONCLUSIVE PRESUMPTION OF ACCEPTANCE.

If you decline the coverage offered, you must satisfy *INSURANCE COVERAGE ONLY
Inexco that you already have insurance or that you

can bear the out of pocket cost of well control. Accept

Decline

O will Self Insure O Have Alternate Insurance
*PLEASE BE SURE YOLUJ HAVF SIGNFEDN IN RATH RENIHDRER DI ArES



INSURANCE

Operator shall at all times during the term of this Agreement carry insurance to protect the parties hereto as follows:

{1} Workers’ Compensation, U. S. Longshoremen’s Act and Harbor Workers' coverage as required by the laws of the state
where the operations are to be conducted and Employer’s Liability Insurance with a limit of not less than $100,000.

(2) Comprehensive General Public Liability Insurance, including completed operations insurance, with limits of not less
than:

~$250,000 — each occurrence
—$500,000 — each accident
—-$100,000 — for loss of or damage to property in any one accident

The policy is extended to cover as additional insureds all co-owners, joint ventures, mining partners with the name insured
in the oil and gas properties.

(3) Automobile Public Liability Insurance covering all automotive equipment used in performance of work under this
agreement with limits of not less than:

—$250,000 — each occurrence
—$500,000 — each accident
—$100,000 — for {oss of or damage to property in any one accident

If automotive equipment used is owned exclusively by Operator, no charge will be made to the Joint Account for premiums
for this coverage except as provided in Section 111, Paragraph 5 of the Accounting Procedure.

Operator shall require all contractors performing work under this Agreement to carry the following insurance:

(1) Workers’ Compensation, U. S. Longshoremen’s Act and Harbor Workers’ coverage as required by the laws of the state
where the operations are to be conducted and Employer‘s Liability Insurance with a limit of not less than $100,000.

(2) Comprehensive General Public Liability Insurance with limits of not less than:

~$250,000 — each occurrence
—$500,000 — each accident
—$100,000 — for loss of or damage to property in any one accident

{3) Automobile Public Liability Insurance covering all automotive equipment used in performance of work under this
agreement with limits of not less than:

—$250,000 — each occurrence
—$500,000 — each accident
—$100,000 — for loss of or damage to property in any one accident

(4) Contractual Insurance covering indemnity agreement and Contractor’s other obligations under this contract with limits
of not less than:

—$250,000 — each occurrence
—$500,000 — each accident
—$100,000 — for loss of or damage to property in any one accident

Excess liability insurance may be carried to meet the above requirements.

Form 0-5 3of 3



