
United States Department of the Interior 

GEOLOGICAL SURVEY 

P. 0. Box 26124 
Albuquerque, New Mexico 87125 

NOV j. :, 1978 

Inexco Oil Company 
Attention: Mr. Tom L. Dodds 
1100 Milam Building, Suite 1900 
Houston, Texas 77002 

Gentlemen: 

Four approved copies of the Tequila unit agreement, Eddy County, 
New Mexico, are enclosed. Such agreement has been assigned No. 
14-08-0001-16914 and is effective the same date as approved. 

You are requested to furnish the Commissioner of Public Lands, the 
Oil Conservation Division, both of the State of New Mexico, and all 
other interested principals with appropriate evidence of this 
approval. 

Sincerely yours, 

JAMES W. SUTHERLAND 
Oil and Gas Supervisor, SRMA 

Enclosures (4) 



CERTIFICATION--DETERMINATION 

Pursuant to the authority vested in the Secretary of Interior, 

under the act approved February 25, 1920, 41 Stat. 437, as amended, 

30 U. S. C. sees. 181, etseq., and delegated to the Area Oil and Gas 

Supervisors-of the Geological Survey, 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 d r i l l i n g , producing, 

rental, minimum royalty, and royalty requirements of a l l Federal 

leases committed to said agreement are hereby established, altered, 

changed, or revoked to conform with the terms and conditions of thia 

agreement. 

Dated h m i 5 m . 

kfca Oil and Gas Supervisor 
United States Geological Survey 

Contract Number 14-08-0001-16914 



State of N e w M e x i c o 

Commissioner of RiUic 
November 8, 1978 

PHIL R. LUCERO 
COMMISSIONER 

P. O. BOX 1148 
SANTA FE, NEW MEXICO 87501 

Inexco O i l 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 t h i s date approved the 
Teq u i l l a U n i t , Eddy County, New Mexico. Our approval i s subject to 
l i k e approval by the United States Geological Survey. 

This approval i s given w i t h the understanding that State Tract 
10 i s not being committed to the u n i t . 

Enclosed are Five (5) C e r t i f i c a t e s of approval. 

Your One Hundred ($100.00) Do l l a r f i l i n g fee has already been 
paid. 

Very t r u l y yours, 

PHIL R. LUCERO 
COMMISSIONER 0! 

PRL/RDG/s 
ends. 

cc: OCD-Santa Fe, New Mexico 
USGS-Roswell, New Mexico 
USGS-Albuquerque, New Mexico 
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CERTIFICATE OF APPROVAL U. I- r- ••, •''T;r.Y. 

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO 

TEQUILLA UNIT 

EDDY COUNTY, NEW MEXICO 

There having been presented t o the undersigned Commissioner of Public 
Lands of the State of New Mexico f o r examination, the attached Agreement 
fo r the development and operation of acreage which i s described w i t h i n 
the attached Agreement, dated March 15, 1978 , which said 
Agreement has been executed by p a r t i e s owning and holding o i l and gas 
leases and r o y a l t y i n t e r e s t s i n and under the property described, and up­
on examination of said Agreement, the Commissioner f i n d s : 

(a) That such agreement w i l l tend to promote the conservation 
of o i l and gas and the b e t t e r u t i l i z a t i o n of r e s e r v o i r 
energy i n said area. 

(b) That under the proposed agreement, the State of New Mexico 
w i l l receive i t s f a i r share of the recoverable o i l or gas 
i n place under i t s lands i n the area. 

(c) That each b e n e f i c i a r y I n s t i t u t i o n of the State of New 
Mexico w i l l receive i t s f a i r and equitable share of the 
recoverable o i l and gas under i t s lands w i t h i n the area. 

(d) That such agreement i s i n other respects for the best 
i n t e r e s t s of the s t a t e , w i t h respect to state lands. 

NOW, THEREFORE, by v i r t u e of the a u t h o r i t y 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 said Agreement, however, such consent and approval being 
l i m i t e d and r e s t r i c t e d to such lands w i t h i n the Unit Area, which are 
e f f e c t i v e l y committed to the Unit Agreement as of t h i s date, and, f u r t h e r , 
that leases insofar as the lands covered thereby committed to t h i s Unit 
Agreement s h a l l be and the same are hereby amended to conform w i t h the terms 
of such Unit Agreement, and said leases s h a l l remain i n f u l l force and e f ­
f e c t i n accordance w i t h the terms and conditions of said Agreement. This 
approval i s subject to a l l of the provisions and requirements of the afore­
said s t a t u t e s . 

IN WITNESS WHEREOF, t h i s C e r t i f i c a t e of Approval i s executed, w i t h seal 
a f f i x e d , t h i s 8 t h . day of November , 19 78 . 

COMMISSIONER OF PUBLIC LANDS 
of the State of New Mexico 
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UNIT AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION 

OF THE 

TEQUILLA UNIT AREA 

COUNTY OF EDDY 

CTATE OF NEW MEXICO 

;io. 

THIS AGREEMENT, entered into as of tho 15th_ day of March , 

19 78 1 by and between the parties subscribing, r a t i f y i n g , or consenting hereto, 

and herein referred to 33 the "parties hereto," ' 

V. i i 11 1 i ) i! t i h . 

WHEREAS, the parties hereto are the cvmers cf working, royalty, or other 

o i l and gas interests i n the ur.it area subject to t h i s agreement; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920, M Stat. 437, as 

amended, JO U. S. C. Sees. l 3 l et seq., authorizes Federal lessees and their re­

presentatives to unite with each other, or j o i n t l y or separately v:ith others, i n 

col l e c t i v e l y adopting and operating a cooperative or unit plan of development or 

operation of any o i l or gas pool, f i e l d , or l i k e area, or any part thereof for the 

purpose of more properly conserving the natural resources thereof whenever determined 

and c e r t i f i e d by the Secretary ol' the I n t e r i o r to be necessary or advisable i n the 

public interest; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s 

authorized by an Act cf the Legislature (Sec:. 7-11-29 N.M. Statutes 1953 Annotated) 

to consent to or'approve this agreement on behalf of the State of New Mexico, insofar 

as i t covers and includes lands and mineral interest cf the State of New Mexico; and, 

WHEREAS, the Oil Conservation Commission of the State of New Mexico i s author­

ized by an Act of the Legislature (Chapter 72, Laws of 1935, as amended by Chapter 

193, Laws of 1957; Chapter 1£6,Laws of 19M ; and Chapter 163, Laws of 19J+9) to ap­

prove t h i s agreement and the conservation provisions hereof; and, 

WHEREAS, the parties hereto hold s u f f i c i e n t interests in the 

Tequilla Unit Area covering the land hereinafter des­

cribed to give reasonably effective control of operations therein; and 

WHEREAS, i t i s the purpose of the parties hereto to conserve natural resources, 

prevent waste, and secure ether benefits obtainable through development and operation 

of the area subject to th i s agreement under the terms, conditions, and l i m i t a t i o n s 



herein set f o r t h ; 

NOW, THEREFORE, in consideration of the premises and the promises herein 

contained, the parties hereto commit to t h i s agreement their respective interests 

in the below-defined unit area, and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February, 25, 

1920, as amended, supra, and a l l valid pertinent regulations, including operating 

and unit plan regulations, heretofore issued thereunder or v a l i d , pertinent, and 

reasonable regulations hereafter issued thereunder are accepted and made a part of 

th i s agreement as to Federal lands, provided.such regulations are not inconsistent 

with the terms of t h i s agreement; and as to non-Federal lands, the o i l and gas 

operating regulations i n effect as of the effective date hereof governing d r i l l i n g 

and producing operations, not inconsistent with the terms hereof or the laws of the 

State i n which the non-Federal land i s located, are hereby accepted and made a part 

of t h i s agreement. 

2. UNIT AREA. The following described land i s hereby designated and recog­

nized as constituting the unit area: 

T-25-S, R-25-E, NMPM T-2H-S, R-22-E, NMPM • T-2U-S, R-23-E, Niv™ 
Sec. 28; Sy2 Sec. 1; D/2 Sec. 5; W)fc 
Sec. 29; S1/2 Sec. 12; A l l Sec. 6; A l l 
Sees. 31, 32, 33; A l l Sec. 7; vr/2 

Containing ^,825-93 acres, 
more or less. 

Exhibit "A" attached hereto i s a map showing the unit area and the boundaries and 

indentity of tracts and leases in said area to the extent known to the Unit Operator. 

Exhibit "3" attached hereto i s a schedule showing to the extent known to the Unit 

Operator the acreage, percentage, and kind of ownership of o i l and gas interests 

in a l l land i n the unit area. However, nothing herein or i n 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 i n 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

quested by the O i l and Gas Supervisor, hereinafter referred to as "Supervisor," or 

when requested by the CoKitr.icsiot.. r of Public Lands of the State of Nev; Mexico, 



hereinafter- referred tc as "Land Commissioner," and not less than five (5) copies 

of the revised Exhibits shall be f i l e d with tho Supervisor and one ( l ) copy there­

of shall be f i l e d with the Land Commissioner, and one (1) copy with the New Mexico 

Oil Conservation Commission, hereinafter referred to as "State Commission." 

The above-described unit area sha l l , when practicable, be expanded to include 

therein any additional lands or shall be contracted to exclude lands whenever such 

expansion or contraction i s deemed to be necessary or advisable to conform with the 

purposes of t h i s agreement. Such expansion or contraction shall be effected i n the 

following manner: 

(a) Unit Operator, on i t s own motion or on demand of the Director of the 

Geological Survey, hereinafter referred to as "Director," or on demand of the Land 

Commissioner, after preliminary concurrence by the Director, shall prepare a notice 

of proposed expansion or contraction describing the contemplated changes i n the 

boundaries of the unit area, the reasons therefor, and the proposed effective date 

thereof, preferably, the f i r s t 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 la s t known address of 

each working-interest owner, lessee, and lessor whose interests are affected, ad­

vising that t h i r t y (JO) days w i l l be allowed for submission to the Unit Operator of 

any objections. 

(c) Upon expiration of the 30-day period provided i n the preceding item 

(b) hereof, Unit Operator- shall f i l e with the Supervisor, the Land Commissioner, 

and the State Commission, evidence of mailing of the notice of expansion or con­

tr a c t i o n and a copy of any objections thereto which have been f i l e d with the Unit 

Operator, together with an application i n s u f f i c i e n t number, for approval of 

such expansion or contraction and with appropriate joinders. 

(d) After due consideration of a l l pertinent information, the expansion or 

contraction s h a l l , upon approval by the Supervisor, the Land Commissioner, and State 

Commission, become effective as of the date prescribed i n the notice thereof. 

(e) A l l legal subdivisions of lands ( i . e . , kO acres by Government survey 

or i t s nearest l o t or tract equivalent; i n instances of irregular surveys unusually 

large l o t s cr tracts shall be considered i n multiples of ̂ 0 acres or the nearest 

aliquot equivalent thereof), no parts of which are e n t i t l e d to be i n a p a r t i c i p a t i n g 

area on or before the f i f t h anniversary cf the effective date of the f i r s t i n i t i a l 

p a r t i c i p a t i n g area established under t h i s unit agreement, shall be eliminated autc 

matically from t h i s agreement, effective as of said f i f t h anniversary, and such 



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

thi s agreement, unless d i l i g e n t d r i l l i n g operations are in progress on unitized 

lands not e n t i t l e d to p a r t i c i p a t i o n on said f i f t h anniversary, i n which event a l l 

such lands shall remain subject hereto for so long as such d r i l l i n g operations 

are continued d i l i g e n t l y , with not more than 90 days' time elapsing between the 

completion of one such well and the commencement of the next such well. A l l legal 

subdivisions of lands not e n t i t l e d to be in a parti c i p a t i n g area within 10 years 

aft e r the effective date of the f i r s t i n i t i a l p a r t i c i p a t i n g area approved under 

t h i s agreement shall be automatically eliminated from t h i s agreement as of said 

tenth anniversary. A l l lands proved productive by di l i g e n t d r i l l i n g operations 

aft e r the aforesaid five-year period shall become pa r t i c i p a t i n g i n the same 

manner as during said five-year period. However, when such d i l i g e n t d r i l l i n g 

operations cease, a l l non-participating lands shall be automatically eliminated 

effective as of the 91st day thereafter. The unit operator shall within 90 days 

after the effective date of any elimination hereunder, describe the area so e l i ­

minated to the satisfaction of the Supervisor and the Land Commissioner and 

promptly n o t i f y a l l parties in interest. 

I f conditions warrant extension of the ten-year period specified i n t h i s 

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 i n the current non-parti­

cipating unitized lands and the owners of 60/o of the basic royalty interests 

(exclusive of the basic royalty interests of the United States) i n non-participating 

unitized lands with approval of the Director and Land Commissioner, provided such 

extension application i s submitted to the Director and the Land Commissioner not 

l a t e r then 60 days prior to the expiration of said ten-year period. 

Any expansion of the unit area pursuant to t h i s section which embraces 

lands theretofore eliminated pursuant to thi s subsection 2 (e) shall not be con­

sidered automatic commitment or recommitment of such lands. 

3. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed to th i s 

agreement shall constitute land referred to herein as "unitized land" or "land 

subject to t h i s agreement." A l l o i l and gas in any and a l l formations of the 

unitized land are unitized under the terms of th i s agreement and herein are called 

"unitized substances." 

h. UNIT OPERATOR. Inexco Oil Company 

i s hereby designated as Unit Operator and by signature hereto as Unit Operator 



agrees and consents to accept the duties and obligations of Unit Operator for the 

discovery, development, and production of unitized substances as herein provided. 

Whenever reference i s made herein to the Unit Operator, such reference means the 

Unit Operator acting i n the capacity and not as an owner of interest i n 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 

i s owned by i t . 

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

r i g h t to resign at any time prior to the establishment of a pa r t i c i p a t i n g 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 r i g h t s as such for a period of six (6) months aft e r notice of intention 

to resign has been served by Unit Operator on a l l working-interest owners and the 

Supervisor and the Land Commissioner, and u n t i l a l l wells then d r i l l e d hereunder 

are placed i n a satisfactory condition for suspension or abandonment whichever i s 

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 pr i o r to 

the expiration of said period. 

Unit Operator shall have the r i g h t to resign i n l i k e manner and subject to 

l i k e l i m i t a t i o n s as above provided at any time a pa r t i c i p a t i n g area established 

hereunder i s i n existence, but, i n a l l instances of resignation or removal, u n t i l 

a successor unit operator i s selected and approved as hereinafter provided, the 

working-interest owners shall be j o i n t l y responsible for performance of the duties 

of unit operator, and shall not l a t e r than 30 days before such resignation or re­

moval becomes effective appoint a common agent to represent them i n any action to 

be taken hereunder. 

The resignation of Unit Operator shall not release Unit Operator from any 

l i a b i l i t y for any default by i t hereunder occurring p r i o r to the effective date 

of i t s resignation. 

The Unit Operator may, upon default or f a i l u r e i n the performance of i t s 

duties or obligations hereunder, be subject to removal by the same percentage vote 

of the owners of working interests as herein provided for the selection of a new 

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

anrt t.hp Land C.nmmi R R I n n p r . 



The resignation or removal of Unit Operator under t h i s agreement shall 

not terminate i t s r i g h t , t i t l e , or interest as the owner of a working interest or 

other interest i n unitized substances, but upon the resignation or removal of Unit 

Operator becoming effective, such Unit Operator shall deliver possession of a l l 

wells, equipment, materials, and appurtenances used i n conducting the unit opera­

tions to the new duly q u a l i f i e d successor Unit Operator or to the common agent, 

i f no such new Unit Operator i s 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 i t s resignation as Unit Operator or shall be removed as hereinabove provided, 

or a change of Unit Operator i s negotiated by working-interest owners, the owners 

of the working interests i n the p a r t i c i p a t i n g area or areas according to t h e i r re­

spective acreage interests i n such p a r t i c i p a t i n g area or areas, or u n t i l a p a r t i ­

cipating area shall have been established, the owners of the working interests 

according to t h e i r respective acreage interests i n a l l unitized land, shall by 

majority vote select a successor Unit Operator: Provided, That, i f a majority 

but less than 75 per cent of the working interests q u a l i f i e d to vote are owned by 

one party to t h i s agreement, a concurring vote of one or more additional working 

interest owners shall be required to select a new operator. Such selection shall 

not become effective u n t i l 

(a) a Unit Operator so selected shall accept i n w r i t i n g the duties and 

r e s p o n s i b i l i t i e s of Unit Operator, and 

(b) the selection shall have been approved by the Supervisor and approved 

by the Land Commissioner. 

I f no successor Unit Operator i s selected and qual i f i e d as herein provided, 

the Director and the Land Commissioner, at their election, may declare t h i s unit 

agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit Operator 

i s not the sole owner of working interests, costs, and expenses incurred by Unit 

Operator i n conducting unit operations hereunder shall be paid and apportioned 

among and borne by the owners of working interests, a l l i n accordance with the 

agreement or agreements entered into by and between the Unit Operator and the 

owners of working interests, whether one or mere, separately or c o l l e c t i v e l y . Any 

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



Unit Operator as provided in t h i s section, whether one. or more, are herein referred 

to as the "unit operating agreement." Such unit operating agreement shall also 

provide the manner i n which the working-interest owners shall be e n t i t l e d to re­

ceive t h e i r respective proportionate and allocated share of the benefits accruing 

hereto i n conformity with their underlying operating agreements, leases, or other 

independent contracts, and such other rights 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 conditions of t h i s unit agreement or to re­

lieve the Unit Operator of any r i g h t or obligation established under t h i s unit 

agreement, and i n case of any inconsistency or c o n f l i c t between t h i s unit agreement 

and the unit operating agreement, t h i s unit agreement shall govern. Three true 

copies of any unit operating agreement executed pursuant to t h i s section should 

be f i l e d with the Supervisor and one true copy with the Land Commissioner, prior to 

approval of t h i s unit agreement. 

8. RIGHTS AND OBLIGATIONS OF' UNIT OPERATOR. Except as otherwise s p e c i f i c a l l y 

provided herein, the exclusive r i g h t , privilege and duty of exercising any and a l l 

ri g h t s of the parties hereto which are necessary or convenient for prospecting for, 

producing, storing, allocating, and d i s t r i b u t i n g the unitized substances are here­

by delegated to and shall be exercised by the Unit Operator as herein provided. 

Acceptable evidence of t i t l e to said r i g h t s shall be deposited with said Unit Opera­

tor and, together with t h i s agreement, shall constitute and define the r i g h t s , 

privileges, and obligations of Unit Operator. Nothing herein, however, shall be 

construed to transfer t i t l e to any land or to any lease or operating agreement, 

i t being understftod that under t h i s agreement the Unit Operator, i n i t s capacity 

as Unit Operator, shall exercise the r i g h t s of possession and use vested i n 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 d r i l l an adequate test well at a location 

approved by the Supervisor, i f on Federal land, or by the Land Commissioner, i f on 

State land, unless on such effective date a well i s being d r i l l e d conformably with 

the terms hereof, and thereafter continue such d r i l l i n g d i l i g e n t l y u n t i l the 

Mississippian Formation has been penetrated and a l l beds .of Pennsylvanian 

Age have been tested , or u n t i l at a lesser 

depth unitized substances shall be discovered which can be produced i n pavine 



quantities ( t o - w i t : quantities s u f f i c i e n t to repay the costs of d r i l l i n g , complet­

ing and producing operations, with a reasonable p r o f i t ) or the Unit Operator s h a l l , 

at any time, establish to the satisfaction of the Supervisor i f on Federal land, or 

the Land Commissioner i f on State land, that further d r i l l i n g of said well would 

be unwarranted or impracticable; provided, however, that Unit Operator shall not, 

in any event, be required to d r i l l said well to a depth i n excess of 10,500 

feet. U n t i l the discovery of a deposit of unitized substances capable of being 

produced i n paying quantities, the Unit Operator shall continue d r i l l i n g d i l i g e n t l y 

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, u n t i l a well capable of producing 

unitized substances i n paying quantities i s completed to the sati s f a c t i o n of said 

Supervisor i f i t be on Federal land or of the Land Commissioner i f on State land, 

or u n t i l i t i s reasonably proved that the unitized land i s incapable of producing 

unitized substances i n paying quantities i n the formations d r i l l e d hereunder. 

Nothing i n t h i s section shall be deemed to l i m i t the r i g h t of the Unit Operator to 

resign as provided i n Section 5 hereof, or as requiring Unit Operator to commence 

or continue any d r i l l i n g during the period pending such resignation becoming ef­

fective i n order to comply with the requirements of thi s section. The Director 

and Land Commissioner may modify the d r i l l i n g requirements of th i s section by 

granting reasonable extensions of time when, in th e i r opinion, such action i s 

warranted. 

Upon f a i l u r e to commence any well provided for i n t h i s section within the 

time allowed, including any extension of time granted by the Supervisor and the 

Land Commissioner, this agreement w i l l automatically terminate; upon f a i l u r e to 

continue d r i l l i n g d i l i g e n t l y any well commenced hereunder, the Supervisor and the 

Land Commissioner may, aft e r Ip-days notice to the Unit Operator, declare t h i s 

unit agreement terminated. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (6) months a f t e r 

completion of a well capable, of producing unitized substances i n paying quantities, 

the Unit Operator shall submit 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 Land Commissioner, 

and State Commission, shall constitute the further d r i l l i n g 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 t h i s section shall provide for the exploration 

of the unitized area and for the d i l i g e n t d r i l l i n g necessary for determination of 

the area or areas thereof capable of producing unitized substances i n paying 

quantities i n 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 o i l and gas 

resources of the unitized area and s h a l l : 

(a) specify the number and locations of any wells to be d r i l l e d and the 

proposed order and time for such d r i l l i n g ; 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 s h a l l be modified or supplemented when necessary to meet changed conditions 

or to protect the interests of a l l parties to thi s agreement. Reasonable diligence 

shall be exercised i n 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 i n i t i a l 

plan of development where such action i s j u s t i f i e d because of unusual conditions 

or circumstances. After completion hereunder of a well capable of producing any 

unitized substance i n paying quantities, no further wells, except such as may be 

necessary to afford protection against operations not under t h i s agreement and such 

as may be s p e c i f i c a l l y approved by the Supervisor, the Land Commissioner, and State 

Commission, shall be d r i l l e d except i n accordance with a plan of development approved 

as herein provided. 

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

ducing unitized substances i n 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 a l l land then regarded as reasonably proved to be productive i n 

paying quantities; a l l lands i n said schedule on approval of the Supervisor, the 

Land Commissioner, and State Commission to constitute a pa r t i c i p a t i n g area, effective 



as of the date of completion of such well or the effective date of t h i s unit agreement, 

whichever i s l a t e r . The acreages of both Federal and non-Federal lands shall be 

based upon appropriate computations from the courses and distances shown on the las t 

approved public-land survey as of the effective date of each i n i t i a l p a r t i c i p a t i n g 

area. Said schedule shall also set f o r t h the percentage of unitized substances to be 

allocated as herein provided to each tr a c t i n the pa r t i c i p a t i n g area so established, 

and shall govern the allocation of production commencing with the effective date 

of the p a r t i c i p a t i n g area. A separate p a r t i c i p a t i n g area shall be established for 

each separate pool or deposit of unitized substances or for any group thereof which 

i s produced as a single pool or zone, and any two or more pa r t i c i p a t i n g 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 pa r t i c i p a t i n g 

areas, so established, i s subsequently found to be from a common pool or deposit 

said p a r t i c i p a t i n g areas shall be combined into one, effective as of such appropriate 

date as may be approved or prescribed by the Supervisor, the Land Commissioner, and 

State Commission. The par t i c i p a t i n g area or areas so established shall be revised 

from time to time, subject to l i k e approval, to include additional land then regarded 

a6 reasonably proved to be productive i n paying quantities or necessary for unit 

operations, or to exclude land then regarded as reasonably proved not to be productive 

i n paying quantities and the schedule of allocation percentages shall be revised 

accordingly. The effective date of any revision shall be the f i r s t of the month i n 

which i s obtained the knowledge or information on which such revision i s predicated, 

provided, however, that a more appropriate effective date may be used i f j u s t i f i e d by 

the Unit Operator and approved by the Supervisor, the Land Commissioner, and State 

Commission. No land shall be excluded from a pa r t i c i p a t i n g area on account of de­

pletion of the unitized substances, except that any par t i c i p a t i n g area established 

under the provisions of t h i s unit agreement shall terminate automatically whenever a l l 

completions i n the formation on which the p a r t i c i p a t i n g area i s based are abandoned. 

I t i s the intent of t h i s section that a pa r t i c i p a t i n g area shall represent the 

area known or reasonably estimated to be productive i n paying quantities; but regard­

less of any revision of the p a r t i c i p a t i n g area, nothing herein contained shall be 

construed as requiring any retroactive adjustment for production obtained prior to 

the effective date of the revision of the p a r t i c i p a t i n g 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 d e f i n i t i o n 

or r e d e f i n i t i o n of a par t i c i p a t i n g area, or u n t i l a pa r t i c i p a t i n g area has, or areas 
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have, been established as provided herein, the portion of a l l payments affected 

thereby shall be impounded i n 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 u n t i l a 

par t i c i p a t i n g area i s f i n a l l y approved and then applied as earned or returned i n 

accordance with a determination of the sum due as Federal and State royalty on the 

basis of such approved p a r t i c i p a t i n g area. 

Whenever i t i s determined, subject to the approval of the Supervisor, the Land 

Commissioner, and State Commission that a well d r i l l e d under t h i s agreement i s not 

capable of production i n paying quantities and inclusion of the land on which i t i s 

situated i n a pa r t i c i p a t i n g area i s unwarranted, production from such well s h a l l , 

for the purposes of settlement among a l l parties other than working-interest owners, 

be allocated to the land on which the well i s located unless such land i s already 

within the p a r t i c i p a t i n g area established for the pool or deposit from which s ich 

production i s obtained. Settlement for working interest benefits from such a well 

shall be made as provided i n the unit operating agreement. 

Determination as to whether a well completed within the Unit Area p r i o r to the 

effective date of t h i s agreement i s capable of producing unitized substances i n paying 

quantities s h a l l be deferred u n t i l an i n i t i a l p a r t i c i p a t i n g area i s established as a 

result of the completion of a well for production i n paying quantities i n accordance 

with Section 9 hereof. 

12. ALLOCATION OF PRODUCTION. A l l unitized substances produced from each 

par t i c i p a t i n g area established under t h i s agreement, except any part thereof used i n 

conformity with good operating practices with i n the unitized area for d r i l l i n g , opera­

t i n g , camp, and other production or development purposes, for repressuring or 

recycling i n accordance with a plan of development approved by the Supervisor, Land 

Commissioner, and State Commission, or unavoidable l o s t , shall be deemed to be pro­

duced equally on an acreage basis from the several tracts of unitized land of the 

part i c i p a t i n g area established for such production and, for the purpose of determining 

any benefits accruing under t h i s agreement, each such t r a c t of unitized land shall have 

allocated to i t such percentage of said production as the number of acres of such 

tract included i n said p a r t i c i p a t i n g area bears to the t o t a l acres, of unitized 

land i n said p a r t i c i p a t i n g 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 i n the unit operating agreement whether i n con-



agreed that production of unitized substances from a pa r t i c i p a t i n g area shall be 

allocated as provided herein regardless of whether any wells are d r i l l e d on any 

particular part or tra c t of said p a r t i c i p a t i n g area. I f any gas produced from 

one p a r t i c i p a t i n g area i s used for repressuring or recycling purposes in another 

pa r t i c i p a t i n g area, the f i r s t gas withdrawn from such last-mentioned p a r t i c i p a t i n g 

area for sale during the l i f e of t h i s agreement shall be considered to be the gas 

so transferred u n t i l an amount equal to that transferred shall be so produced for 

sale and such gas shall be allocated to the par t i c i p a t i n g area from which i n i t i a l l y 

produced as such area was last defined at the time of such f i n a l production. 

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

party hereto owning or con t r o l l i n g the working interest i n 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 r i s k , costs, and expense, d r i l l a well to 

test any formation for which a pa r t i c i p a t i n g area has not been established or to 

test any formation for which a pa r t i c i p a t i n g area has been established i f such 

location i s not within said p a r t i c i p a t i n g area, unless within 90 days of receipt 

of notice from said party of his intention to d r i l l the well the Unit Operator 

elects and commences to d r i l l such a well i n l i k e manner as other wells are d r i l l e d 

by the Unit Operator under t h i s agreement. 

I f any well d r i l l e d as aforesaid by a working-interest owner results i n 

production such that the land upon which i t i s situated may properly be included 

i n a pa r t i c i p a t i n g area, such p a r t i c i p a t i n g area shall be established or enlarged 

as provided i n t h i s agreement and the well shall thereafter be operated by the 

Unit Operator in accordance with the terms of t h i s agreement and the unit operating 

agreement. 

I f any well d r i l l e d as aforesaid by a working-interest owner obtains pro­

duction i n quantities i n s u f f i c i e n t to j u s t i f y the inclusion of the land upon which 

such well i s situated i n a pa r t i c i p a t i n g area, such well may be operated and pro­

duced by the party d r i l l i n g the same subject to the conservation requirements of 

th i s agreement. The royalties i n 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 i s e n t i t l e d to take i n kind a share of the substances now unitized here­

under shall hereafter be e n t i t l e d to the r i g h t to take in kind i t s share of the 

unitized substances, and the Unit Operator, or the working-interest owner i n case 



of the operation of a well by a working-interest owner as herein provided for i n 

special cases, shall make deliveries of such royalty share taken i n kind i n con­

formity with the applicable contracts, laws, and regulations. Settlement for roy­

a l t y interest not taken i n 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 l a s t 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 t h e i r respective lease o b l i ­

gations for the payment of any royalties due under t h e i r leases. 

I f gas obtained from lands not subject to t h i s agreement i s introduced 

into any pa r t i c i p a t i n g area hereunder, for use i n repressuring, stimulation of 

production, or increasing ultimate recovery, i n conformity with a plan of opera­

tions approved by the Supervisor and the Land Commissioner, a l i k e amount of gas, 

aft e r settlement as herein provided for any gas transferred from any other p a r t i ­

cipating area and with appropriate deduction for loss from any cause, may be with­

drawn from the formation into which the gas i s introduced, royalty free as to dry 

gas, but not as to any products which may be extracted therefrom; provided that 

such withdrawal shall be at such time as may be provided i n 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 r i g h t of withdrawal shall terminate on the termination of t h i s 

unit agreement. 

Royalty due the United States shall be computed as provided i n the operating 

regulations and paid i n value or delivered i n kind as to a l l unitized substances 

on the basis of the amounts thereof allocated to unitized Federal land as provided 

herein at the rates specified i n 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 i n accordance with the operating regulations 

as though each pa r t i c i p a t i n g area were a single consolidated lease. 

Royalty due on account of State lands shall be computed and paid on the 

basis of a l l unitized substances allocated to such lands. 

15. RENTAL SETTLEMENT. 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 t h e i r respective lease obligations 

for the payment of any rental or minimum royalty due under t h e i r leases. Rental 

or minimum royalty for lands of the United States subject to t h i s agreement shall 

be paid at the rate specified i n the respective leases from the United States un­

less such rental or minimum royalty i s waived, suspended, or reduced by law or by 

approval of the Secretary or his duly authorized representative. 

Rentals on State of New Mexico lands subject to t h i s agreement shall be 

paid at the rates specified i n the respective leases. 

V/ith respect to any lease on non-Federal land containing provisions which 

would terminate such lease unless d r i l l i n g operations are commenced upon the land 

covered thereby within the time therein specified or rentals are paid for the p r i ­

vilege of deferring such d r i l l i n g operations, the rentals required thereby s h a l l , 

notwithstanding any other provision of t h i s agreement, be deemed to accrue and be­

come payable during the term thereof as extended by t h i s agreement and u n t i l the 

required d r i l l i n g operations are commenced upon the land covered thereby or u n t i l 

some portion of such land i s included within a pa r t i c i p a t i n g area. 

16. CONSERVATION. Operations hereunder and production of unitized substances 

shall be conducted to provide for the most economical and e f f i c i e n t 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 unitized land by wells on land not subject to t h i s agreement. 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, • 

and provisions of a l l leases, subleases, and other contracts r e l a t i n g to exploration, 

d r i l l i n g , development, or operation for o i l or gas on lands committed to t h i s 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 i n f u l l force and 

effect; and the parties hereto hereby consent that the Secretary, as to Federal 

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, a l t e r , change, or revoke the d r i l l i n g , producing, re n t a l , 

minimum royalty, and royalty requirements of Federal and State leases committed 

hereto and the regulations i n respect thereto to conform said requirements to the 

provisions of t h i s agreement, and without l i m i t i n g the generality of the foregoing. 



a l l leases, subleases, and contracts are p a r t i c u l a r l y modified i n accordance with 

the following: 

(a) The development and operation of lands subject to t h i s agreement under 

the terms therof shall be deemed f u l l performance of a l l obligations for develop­

ment and operation with respect to each and every separately owned tr a c t subject 

to t h i s agreement, regardless of whether there i s any development of any particu­

l a r t r a c t of the unit area. 

(b) D r i l l i n g and producing operations performed hereunder upon any tract 

of unitized lands w i l l be accepted and deemed to be performed upon and for the 

benefit of each and every tract of unitized land, and no lease shall be deemed to 

expire by reason of f a i l u r e to d r i l l or produce wells situated on the land therein 

embraced. 

Cc) Suspension of d r i l l i n g or producing operations on a l l unitized lands 

pursuant to direction or consent of the Secretary 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 t r a c t of unitized land. 

A suspension of d r i l l i n g or producing operations l i m i t e d to specified lands shall 

be applicable only to such lands. 

(d) Each lease, sublease, or contract r e l a t i n g to the exploration, d r i l l i n g , 

development or operation for o i l or gas of lands other than those of the United 

States and State of New Mexico committed to th i s agreement, which, by i t s terms 

might expire p r i o r to the termination of t h i s agreement, i s hereby extended beyond 

any such terms so provided therein so that i t shall be continued i n f u l l force and 

effect for and during the term of t h i s agreement. 

(e) Any Federal lease for a fixed term of twenty (20) years or any renewal 

thereof or any part of such lease which i s made subject to t h i s agreement shall con­

tinue i n force beyond the term provided therein u n t i l the termination hereof. Any 

other Federal lease committed hereto shall continue i n 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 i s had i n paying quantities under t h i s unit 

agreement p r i o r to the expiration date of the term of such lease, or i n the event 

actual d r i l l i n g operations are commenced on unitized land, i n accordance with the 

provisions of t h i s agreement, pr i o r to the end of the primary term of such lease 

and are being d i l i g e n t l y prosecuted at that time, such lease shall be extended for 

two years and so long thereafter as o i l or gas i s produced i n paying quantities i n 



accordance with the provisions of the Mineral Leasing Act Revision of i960. 

( f ) Each sublease or contract r e l a t i n g to the operation and development of 

unitized substances from lands of the United States committed to t h i s agreement, 

which by i t s terms would expire prior to the time at which the underlying lease, 

as extended by the immediately preceding paragraph, w i l l expire, i s hereby extended 

beyond any such term so provided therein so that i t shall be continued i n f u l l force 

and effect for and during the term of the underlying lease as such term i s herein 

extended. 

(g) The segregation of any Federal Lease committed to t h i s agreement i s 

governed by the following provision i n the fourth paragraph of Sec. 17 ( j ) of the 

Mineral Leasing Act, as amended by the Act of September 2, i960 (?4 Stat. 781-784): 

"Any (Federal) lease heretofore or hereafter committed to any such (uni t ) Plan em­

bracing lands that are i n part within and i n 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 u n i t i z a t i o n : Provided 

however, that any such lease as to the nonunitized portion shall continue i n 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 o i l or gas i s produced i n paying quanti­

t i e s . " 

(h) I n the event the I n i t i a l Test Well i s commenced pri o r 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 i s made subject to t h i s agreement, shall 

continue i n force beyond the term provided therein as to the lands committed hereto 

u n t i l the termination hereof. 

( i ) Any lease embracing lands of the State of New Mexico having only a 

portion of i t s 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 thi s agreement to the 

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

of i t s lands committed hereto shall continue i n f u l l force and effect beyond the 

term provided therein as to a l l lands embraced i n such lease, i f o i l or gas i s dis­

covered and i s capable of being produced i n paying quantities from some part of 

the lands embraced i n such lease at the expiration of the secondary term of such 

lease; or i f , at the expiration of the secondary term, the leasee or the Unit Opera­

tor i s then engaged i n bona fide d r i l l i n g or reworking operations on some part of 

the lands embraced i n such lease, the same as to a l l lands embraced therein, shall 
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remain i n f u l l force and effect so long as such operations are being d i l i g e n t l y 

prosecuted, and i f they result i n the production of o i l or gas; said lease shall 

continue i n f u l l force and effect as to a l l of the lands embraced therein, so long 

thereafter as o i l or gas i n paying quantities i s being produced from any portion 

of said lands. 

19- COVENANTS RUN WITH LAND. The covenants herein shall be construed to be 

covenants running with the land with respect to the interest of the parties hereto 

and t h e i r successors i n interest u n t i l t h i s agreement terminates, and any grant, 

transfer, or conveyance, or interest i n land or leases subject hereto shall be and 

hereby i s conditioned upon the assumption of a l l privileges and obligations hereunder 

by the grantee, transferee, or other successor in in t e r e s t . No assignment or trans­

fer of any working interest, royalty, or other interest subject hereto shall be 

binding upon Unit Operator u n t i l the f i r s t day of the calendar month aft e r Unit 

Operator i s furnished with the o r i g i n a l , photostatic, or c e r t i f i e d copy of the 

instrument of transfer. 

20. EFFECTIVE 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 i s extended by the Director and the Land Com­

missioner, or 

(b) i t i s reasonably determined p r i o r to the expiration of the fixed term 

or any extension thereof that the unitized land i s incapable of production of uni­

tized substances i n paying quantities i n the formations tested hereunder and after 

notice of intention to terminate the agreement on such ground i s given by the Unit 

Operator to a l l parties i n interest at th e i r l a s t known addresses, the agreement 

i s 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 i n i t i a l term or any extension thereof, i n which event 

the agreement shall remain i n effect for such term and so long as unitized substances 

are produced i n quantities s u f f i c i e n t to pay for the cost of producing same from 

wells on unitized land within any par t i c i p a t i n g area established hereunder and, 

should production cease, so long thereafter as di l i g e n t 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 produced as aforesaid, or 



(d) i t i s terminated as heretofore provided i n t h i s 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 

Unit Operator to a l l parties hereto. 

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director i s 

hereby vested with authority to a l t e r or modify from time to time i n his discretion 

the quantity and rate of production under t h i s agreement when such quantity and 

rate i s not fixed pursuant to Federal or State law or does not conform to any state­

wide voluntary conservation or allocation program, which i s established, recognized, 

and generally adhered to by the majority of operators i n such State, such authority 

being hereby l i m i t e d to a l t e r a t i o n or modification i n the public i n t e r e s t , the pur­

pose thereof and the public interest to be served thereby to be stated i n the order 

of a l t e r a t i o n or modification. Without regard to the foregoing, the Director i s 

also hereby vested with authority to a l t e r or modify from time to time i n his dis­

cretion the rate of prospecting and development and the quantity and rate of pro­

duction under t h i s agreement when such a l t e r a t i o n or modification i s i n the interest 

of attaining the conservation objectives stated 'in t h i s agreement and i s not i n 

vi o l a t i o n of any applicable Federal or State law. 

Powers i n t h i s section vested i n 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 s h a l l , after notice to other parties affected, 

have the r i g h t to appear for and on behalf of any and a l l interests affected hereby 

before the Department of the I n t e r i o r 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 r e l i e f from any of said regulations or i n any proceedings 

r e l a t i v e to operations before the Department of the I n t e r i o r or the Land Commission­

er or any other l e g a l l y constituted authority; provided, however, that any other 

interested party shall also have the ri g h t at his own expense to be heard i n any 

such proceeding. 

23« NOTICES. A l l notices, demands, or statements required hereunder to be 

given or rendered to the parties hereto shall be deemed f u l l y given i f given i n 

wri t i n g and personally delivered to the party or sent by postpaid registered or 

c e r t i f i e d mail, addressed to such party or parties at th e i r respective addresses 



set f o r t h i n connection with the signatures hereto or to the r a t i f i c a t i o n or con­

sent hereof or to such other address as any such party may have furnished i n w r i t i n g 

to party sending the notice, demand or statement. 

24. NO WAIVER OF CERTAIN RIGHTS. Nothing i n t h i s agreement contained shall 

be construed as a waiver by any party hereto of the r i g h t to assert any legal or 

constitutional r i g h t or defense as to the v a l i d i t y or i n v a l i d i t y of any law of the 

State wherein said unitized lands are located, or of the United States, or regula­

tions issued thereunder i n any way affecting such party, or as a waiver by any such 

party of any r i g h t beyond his or i t s authority to waive. 

25- UNAVOIDABLE DELAY. A l l obligations under t h i s agreement requiring the 

Unit Operator to commence or continue d r i l l i n g or to operate on or produce unitized 

substances from any of the lands covered by t h i s agreement shall be suspended while 

the Unit Operator despite the exercise of due care and diligence, i s prevented from 

complying with such obligations, i n whole or i n part, by str i k e s , acts of God, 

Federal, State, or municipal law or agencies, unavoidable accidents, uncontrollable 

delays i n transportation, i n a b i l i t y to obtain necessary materials i n 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 i s suspended under 

t h i s section shall become due less than t h i r t y (30) days a f t e r i t has been deter­

mined that the suspension i s 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. In connection with the performance of work under 

t h i s agreement, the operator agrees to comply with a l l the provisions of section 

202 (1) to (7) inclusive of Executive Order 11246 (30 F.R. 12319), as amended, 

which are hereby incorporated by reference i n t h i s agreement. 

27- LOSS OF TITLE. In the event t i t l e to any tract of unitized land 

shall f a i l and the true owner cannot be induced to j o i n i n th i s unit agreement, 

such t r a c t 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 t i t l e . In the event of a dispute as to t i t l e as to any royalty, 

working interest, or other interests subject thereto, payment or delivery on account 

thereof may be withheld without l i a b i l i t y for interest u n t i l the dispute i s f i n a l l y 

settled; provided, that, as to Federal and State land or leases, no navments 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 f i n a l settlement of the t i t l e dispute, and then 

applied as earned or returned i n accordance with such f i n a l settlement. 

Unit Operator as such i s relieved from any responsibility for any defect 

or f a i l u r e of any t i t l e hereunder. 

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

interest i n a t r a c t w i t h i n the unit area f a i l s or refuses to subscribe or consent 

to t h i s agreement, the owner of the working interest i n that tract may withdraw said 

tract from t h i s agreement by wri t t e n notice delivered to the Supervisor, the Land 

Commissioner, the State Commission, and the Unit Operator prior to the approval 

of t h i s agreement by the Supervisor. Any o i l or gas interests i n lands within the 

unit area not committed hereto pr i o r to submission of t h i s agreement for f i n a l 

approval may thereafter be committed hereto by the owner or owners thereof sub­

scribing or consenting to t h i s agreement, and, i f the interest i s a working in t e r e s t , 

by the owner of such interest also subscribing to the unit operating agreement. 

After operations are commenced hereunder, the r i g h t of subsequent joinder, as 

provided i n t h i s section, by a working-interest owner i s subject to such require­

ments or approvals, i f any, pertaining to such joinder, as may be provided for i n 

the unit operating agreement. After f i n a l approval hereof, joinder by a non-working 

interest owner must be consented to i n w r i t i n g by the working-interest owner 

committed hereto and responsible for the payment of any benefits that may accrue 

hereunder i n behalf of such non-working in t e r e s t . A non-working interest may not 

be committed to t h i s unit unless the corresponding working interest i s 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, i f more 

than one committed working-interest owner i s involved, i n order for the interest 

to be regarded as committed to t h i s unit agreement. Except as may otherwise herein 

be provided, subsequent joinders to t h i s agreement shall be effective as of the 

f i r s t day of the month following the f i l i n g with the Supervisor, the Land Commissioner, 

and the State Commission of duly executed counterparts of a l l or any papers 

necessary to establish effective commitment of any tract to t h i s agreement unless 

objection to such joinder i s duly made within s i x t y (60) days by the Supervisor, 

t h f> l .anrt r,nmmi K K I n n p r . n r S t a t e C n r n m i s K i n n . 



29- COUNTERPARTS. This agreement may be executed i n any number of counter­

parts no one of which needs to be executed by a l l parties or may be r a t i f i e d or 

consented to by separate instrument i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g hereto and 

shall be binding upon a l l those parties v/ho have executed such a counterpart, r a t i ­

f i c a t i o n , or consent hereto with the same force and effect as i f a l l such parties 

had signed the same document and regardless of whether or not i t i s executed by a l l 

other parties owning or claiming an interest i n the lands within the above-described 

unit area. 

JO. SURRENDER. Nothing i n t h i s agreement shall prohibit the exercise by any 

working-interest owner of the r i g h t to surrender vested i n such party by any lease, 

sublease, or operating agreement as to a l l or any part of the lands covered thereby, 

provided that each party who w i l l or might acquire such working interest by such 

surrender or by f o r f e i t u r e as hereafter set f o r t h , i s bound by the terms of t h i s 

agreement. 

I f , as a result of any such surrender, the working interest rights as to 

such lands become vested i n any party other than the fee owner of the unitized sub­

stances, said party may f o r f e i t such ri g h t s and further benefits from operation 

hereunder as to said land to the party next i n the chain of t i t l e who shall be and 

become the owner of such working in t e r e s t . 

I f , as the result of any such surrender or f o r f e i t u r e , working interest r i g h t s 

become vested i n the fee owner of the unitized substances, such owner may: 

(1) Accept those working-interests rights subject to t h i s agreement and 

the unit operating agreement; or 

(2) Lease the portion of such land as i s included i n a par t i c i p a t i n g area 

established hereunder subject to t h i s 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 par t i c i p a t i n g area established hereunder. 

I f the fee owner of the unitized substances does not accept the working-

interest r i g h t s subject to t h i s agreement and the unit operating agreement or lease, 

such lands as above-provided within six (6) months after the surrendered or for­

feited working-interest rights become vested i n the fee owner, the benefits and 

obligations of operations accruing to such lands under t h i s agreement and the unit 

operating agreement shall be shared by the remaining owners of unitized working 

interests i n accordance with t h e i r respective working interest ownerships, and 

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



stances i n such lands by paying sums equal to the rentals, minimum ro y a l t i e s , and 

royal t i e s applicable to such lands under the lease i n effect when the lands were 

unitized. 

An appropriate accounting and settlement shall be made, for a l l benefits 

accruing to or payments and expenditures made or incurred on behalf of such surren­

dered or f o r f e i t e d working interest subsequent to the date of surrender or f o r f e i t u r e , 

and payment of any moneys found to be owing by such an accounting shall be made as 

between the parties within t h i r t y (JO) days. In the event no unit operating agree­

ment i s i n existence and a mutually 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 rig h t vested i n a working-interest owner to reassign 

such working interest to the party from whom obtained shall be subject to the same 

conditions as set f o r t h i n t h i s section i n regard to the exercise of a ri g h t to 

surrender. 

31. TAXES. The working-interest owners shall render and pay for t h e i r ac­

count and the account of the royalty owners a l l v a l i d taxes on or measured by the 

unitized substances i n and under or that may be produced, gathered, and sold from 

the land subject to t h i s contract af t e r the effective date of t h i s agreement, or 

upon the proceeds derived therefrom. The working-interest owners on each tract 

shall and may charge the proper proportion of said taxes to the royalty owners 

having interests i n said t r a c t , and may currently retain and deduct s u f f i c i e n t 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 

to any lessor who has a contract with his lessor who has a contract with his lessee 

which requires the lessee to pay such taxes. 

32. NO PARTNERSHIP. I t i s expressly agreed that the r e l a t i o n of the parties 

hereto i s that of independent contractors and nothing i n t h i s 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. 

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

interest owners, nor any of them, shall be subject to any f o r f e i t u r e , termination, 

or expiration of any right hereunder or under any leases or contracts subieet hereto. 



\.or to any penalty or l i a b i l i t y on account of delay or f a i l u r e i n whole or i n 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 f a i l u r e of the Unit Operator to obtain, i n the exercise of due d i l i ­

gence, the concurrence of proper representatives of the United States and proper representa­

tives of the State of New Mexico i n and about any matters or things concerning which i t i s 

required herein that such concurrence be obtained. The parties hereto, including the 

State Commission, agree that a l l powers and authority vested i n the State Commission i n and 

by any provisions of thi s agreement are vested i n the State Commission and sha l l be exercised 

by i t pursuant to the provisions of the laws of the State of New Mexico and subject i n any 

case to appeal or j u d i c i a l review as may now or hereafter be provided by the laws of the 

State of New Mexico. 

34. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing i n th i s 

agreement s h a l l modify or change either the special Federal Lease s t i p u l t i o n s r e l a t i n g 

to surface management or such special Federal Lease stipulations r e l a t i n g to surface and 

environmental protection, attached to and made a part of, O i l and Gas Leases covering 

lands with i n the Unit Area. 

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

contained i n th i s agreement, a l l of the stipulations and conditions of the individual 

leases between the United States and i t s lessees or t h e i r successors or assigns embracing 

lands with i n the un i t area included for the protection of lands or functions under the 

j u r i s d i c t i o n of the Secretary of Agriculture shall remain i n f u l l force and effect the 

same as though t h i s agreement had not been entered i n t o , and no modification thereof i s 

authorized except with the p r i o r consent i n w r i t i n g of the Regional Forester, United States 

Forest Service, Alamogordo, New Mexico". 

. ' , 7 lN WITNESS WHEREOF, the parties hereto have caused t h i s agreement to be executed 

and"have set^opposite t h e i r respective names the date of executions. 

INEXCO OIL COMPANY I ATTEST-1 " 

• B Y - - V - i ' * / ; . . „ BY: 

V .Assistant Secretary William G. Goodwin, Vice President ^ f S > 
" ',. Address: 

STATE OF TEXAS I /. 7 ' -T 7 • . -

COUNTY OF HARRIS I 

The foregoing instrument was acknowledged before me thi s 5 th day of 

O c t o b e r , 1978, by William G. Goodwin who i s 

. ,Vice; President o f INEXCO OIL COMPANY 

/. '•.• ''. (State of Incorp.) 
- , a Delaware \ _ : corporation, for and on behalf of said Corporation. 

My,-Commission Expires: .,/•/' ;,: /• . /. v~>'~-'- '\J- -^'' 
/•'' X V ' Notary Public <T 

• -V. 5-30-80 -
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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 i f 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. 

R. W. SARNOFF 

Anna M. Sarnoff 

INDIVIDUAL 

STATE OF Nju^t^i 

COUNTY OF h 

The foregoing instrument was acknowledged before me this / / day of 

My Commission Expires: 

_> 1978, by A; UA '-j /L.,u, ri L -v, ^ / / 

% A V 

7-^1 Ut f ' 

/ 

/ . Notary,/Publi 

STATE OF 

CORPORATE
 J , i C^ • 1

c.
c n i rr5; Y o I , 

Notary P. bu ', S.iia - I New Yor* 
U'v -11391350 

\ Q-onliiiod in N.-.v Yn!: County j 
1 Commi. zi -n E.-ipuss March 30, 197/ 

COUNTY OF 

The foregoing instrument was acknowledged before me this 

, 1978, by who is 

_day of 

of 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 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 i f 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. 

z 
INDIVIDUAL 

STATE OF _ 

COUNTY OF 

The foregoing instrument was acknowledged before me this day of 

, 1978, by . 

My Commission Expires: 

Notary Public 

CORPORATE 

STATE OF TEXAS 

COUNTY OF MIDLAND 

The foregoing instrument was acknowledged before me this 1 9 t h day of 

October ^ 1978, by T e d C o l l i n s , J r . wftO - j s President 

Qf American Quasar Petroleum Co. of New Mexico a New Mexico c o r p o r a t i o n , 

for and, on'.b'ehcilf. of said corporation. 

A • My Commission Expires: S u t ^ ^ x \ c V \ , L ^ S l v ^ l j ? 
- - \ Notary Public 

: : „ -October 3',~-1979 

/•'• 



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 i f 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 

..•••'"vf'ef*fprth'̂ n their respective acknowledgments. 

Z : ' i f P t t f £ j & ' } - . EL PASO NMjjLRAtr- GAS, 
0\ B%V|^>^ *' — BY: sfZ. & 

CQMPANY 
; -, ~ • 'ft \3 <-C' , i : — Y — c — f — i **W I—I i I L 

" ^ • • • ^ / ^ V - V ' J ? / t fcsislanl Secretary ^ Vice President 
V ' ? . , v, / — 

INDIVIDUAL ^ 

STATE OF 

COUNTY OF \ 

The foregoing instrument was acknowledged before me this day of 

, 1978, by . 

My Commission Expires: 

Notary Public 

CORPORATE 

STATE OF ^ f X u ^ ^ \ 

COUNTY OF y^Lo \ 

The foregoing instrument was acknowledged before me this ^ day of 

, 1978, by T.^BITTICK ^ ^ ^ ? ^ 

£L PASO NATURAL GAS COMFAN1 a / Q J L A ^ S - * ^ ^ , corporation : 

for and'on,-,behalf of said corporation. 

Myv-Co'mmi-?sfobc£xpi res: 
/ * ..._/,\ 'HVV- B U S S E . ^ ~ Notary "Public 

' . .'Noijry\ubUc~Ln'ird lor El Paso County, Taxas 

L

J^rJ-. ^'BjifotmiHijtiWcimlrm 6 38 »9 

A /«;'/ 
" a ? 



CONSENT AND RATIFICATION 
TEQUILA UNIT AGREEMENT 
EDDY COUNTY, MEW 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 i f 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. 

b'AVID ALTMAN 

INDIVIDUAL 

STATE OF .Af/etynsJ 

COUNTY OF 

The foregoing instrument was acknowledged before me this /.f*-^ day of 

Or Tercet 1978, by ^ ^ t f A f o a * . . 
My Commission Expires" 

Notary Public 

STATE OF 

•-' V • • f i r * 

v o (-

CORPORATE 

V-
•COUNTY OF V : 0 ^ - W S 5 

The foregoing instrument was acknowledged before me this 

, 1978, by who is 

day of 

of 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 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 i f 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 >rf their^^e-sfjectij/e acknowledgments. 

CELESTE C. GRYNBERG 

INDIVIDUAL 

STATE OF _ 

COUNTY OF 

Colorado 

Denver 

. ..The foregoing instrument was acknowledged before me th is 6th day of 

: Vwx > ' f c t o t f r , 1978, by JACK J . GRYNBERG ft CELESTE C. GRYNBERG . 

My Cornmi'ssj ori ^xp^rjes: 

^"'•'•'{S-^pAl 24, 1981 Notary Public 

CORPORATE 

STATE OF _ 

'COUNTY OF 

The foregoing instrument was acknowledged before me this 

, 1978, by who is 

_day of 

of corporation, 

for and on behalf of said corporat ion. 

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 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 i f 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. Holly Energy, inc., successor in interest 
. • - , to 87.5% of the interest of 

ATTE5T̂ '/'4 ; FRANKLÎ !caSTpJi.& FALR, INC. 

A s s i ^ Secretary " T ^ e Resident 

c 

* \ 

STATE OF _ 

COUNTY OF 

INDIVIDUAL 

The foregoing instrument was acknowledged before me this day of 

, 1978, by : . 

My Commission Expires: 

Notary Public 

CORPORATE 

STATE OF TEXAS 

'COUNTY OF DALLAS 

The foregoing instrument was acknowledged before me this 20th day of 

October , 1978, by W. H. Boyles who is Vice President 

of Holly Energy, Tnr. a California corporation, 

for and.on behalf of said corporation. 

MylCo'mmWbn Expires: VTOLTU i D i M ^ M ^ / ^ . 
(jNotarv 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 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 i f 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 

sejt-forth in their respective acknowledgments. 

flTTO G. GREEN CRETA M. GREEN 

INDIVIDUAL 

STATE OF C a l i f o r n i a 

COUNTY OF Alameda j 

The foregoing instrument was acknowledged before me this 1st day of 

November , 1978, by Otto G. Green and Creta M. Green , 

My Commission Expires: 

Aug. 10, 1980 c7 
CORPORATE 

Notary Public 

STATE OF _ 

'COUNTY OF j 

The foregoing instrument was acknowledged before me this 

, 1978, by who is 

day of 

of corporation, 

for and on behalf of said corporation. 

My Commission Expires: 
Notary Public 



CONSENT- AN9-£At-IF-ICATION 
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 i f 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. 

BARBARA FASKEN 

INDIVIDUAL 

STATE OF CALIFORNIA 
CITY & 
COUNTY OF SAN FRANCISCO J 

The foregoing instrument was acknowledged before me th is 2 n T — day of 

£> c ~J~r> i , P l<~ » 1978, by DAVID FASKEN and BARBARA FASKEN, w i f e o f . 
David Fasken. 

My Commission Expires: 

Not/a ry Public A p r i l p a /9^7 Notary 

CORPORATE f " O F F I C I A L s E „ • - ^ 
1 N 0 R B E R T J. . " • • .M 2 

C T A T C f )F 5 - ^ J S S P y ^ ° I A R Y P JBLIC CALIFORNIA S 
O I M I C , U T i| - \ ^ 3 i t / CITY AND COIIN'TV Of SAJ« FRA'ltJIfO) S 

2 ' M y Commission fxpires April 2D 1179 3 
• , , " , « « , " » » » " » i i « H i i m i „ , „ I I I I , J l l I l l l l l | 1 | | | | J 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 AMU 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 i f 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. 

JULWS W. RAKVIC ' VELMA RAKVIC 0 

INDIVIDUAL 

STATE OF r o n n - v l ynnin 

COUNTY OF •-. - : MM ] 

\ jTtW/foregoing instrument was acknowledged before me th is l ^ t h day of 

lc. t ohsf*'. • 

My Commission Expires: 

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 ANO 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 i f 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. 

) / 

RICHARD L. PETERSON ^ 

INDIVIDUAL 

STATE OF 

COUNTY OF \ 
10th 

* ; . Jhe foregoing instrument was acknowledged before me this . day of 
, tfcftobtr Rttita.nl L. fiitdrsan am*. r.trt/ara J . Peterson* hU wif« 

. . . , 1978, by . 

p My' CommipSsion Expires: f~) ,, n 

f duly is; is:. d, , .<*... 
N̂otary Public 

', ?C< i; V • 

. ... . CORPORATE 

STATE OF ii 

COUNTY OF J 

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 i f 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. 

BRUCE ANDERSON 

(o 
INDIVIDUAL 

STATE OF / / \ 

COUNTY,OF f ~ J \ 

/ ' r ^.^••The'-.foregoing instrument was acknowledged before me this / L y t day of 

^ L'tiofajig , 1978, by ^fb^urzr /]A)DFPr,()AJ 
i*\ : ; 7} 7r\ TI 

Commission?l;xpires: •' 
'%:•-•. • - \ . Z ° ~ /O ' / / c \ Notary Public 

CORPORATE 

STATE OF \ 

COUNTY OF 5 

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 ANP 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 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 a l l 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 i f 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. 

ATTEST: DEPCO, INC. A V J /) 

INDIVIDUAL 

STATE OF 

COUNTY OF ; 1 

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 j 

The foregoing instrument was acknowledged before me th i s 23 rd day of 

October ^ 191%, by Charles F. Whi te , A t t o r n e y - i n - F a c t 

of D E P C 0 ' I N C - a Delaware corporation, 

on behalf . r of. ;said\corporat ion. 

My; Cornmis5itori Expi res : 
V.-. • - 7. Notary Publ ic 
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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 i f 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. 
ATTEST̂ !' CENTRAL SOUTHWEST OIL CORPORATION 

BY: tr V.. 

V̂ e« President 

•". ll, . • 

INDIVIDUAL 
7 

STATE OF _ 

COUNTY OF 

The foregoing instrument was acknowledged before me this 

_, 1978, by 

My Commission Expires: 

Notary Public 

CORPORATE 

STATE OF _ 

COUNTY OF 

New Mexico 

Chaves 
\ 

day of 

The foregoing instrument was acknowledged before me th is 9 t h day of 

October , 1978, by Thomas A l l e n who is P r e s i d e n t 

Of C e n t r a l Southwest O i l C o r p o r a i t o n a New Mexicc corporat ion, 

for an^pn/behal f of said corporat ion. 

My *€ornm i s s i o n '£x$ i re s: LA L 
Notary Public 



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 i n 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 fami l i a r 

with the terms and conditions thereof. The undersigned, also being owners of 

leasehold, royalty or other interests i n the lands or minerals embraced i n 

said unit area, as indicated on the schedule attached to said Unit Agreement 

as Exhibit "B", do hereby commit a l l of their said interest i n Tract 14; and 

only i n Tract 14; as shown i n the above referenced Exhibit "B", to the 

Tequila Unit Agreement and do hereby consent thereto and r a t i f y a i l of the 

terms and provisions thereof, exactly the same as i f the undersigned had 

executed the o r i g i n a l of said Unit Agreement or a counterpart thereof. 

.,IN-WITNESS WHEREOF, this instrument i s executed by the undersigned as of the 

Oi'.- date ,s0t^forth i n t h e i r respective acknowledgments. 

t'. '• 
r o V 1 

- o \ 
ATTESX: ; 

•BY:' „ 
Carol Smith, Assistant Secretary 

STATE OF _ 

COUNTY OF 

TEXAS 

MIDLAND 

The foregoing instrument was acknowledged before me thi s 11th day of 

October , 1978, by JAMES H. SHAW . who is Attorney-

corporation, in-F,a,c,t 0 f COQUINA OIL CORPORATION a Nevada 

•fd^^riS/bn-.bBhalf of said corporation. 

.' -yiy 4kmmissi'ffa\ Expires: 

; -s\ 1/—N\ • ; 

Notary Public' / 
Ann Robey 



CONSENT AND RATIFICATION 

TEQUILA UNIT AGREEMEMT 

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 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 i f 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. 

/ ' / / y , / ' ' 

F. Ferrell Davis 

INDIVIDUAL James I L. Harben 

STATE OF TEXAS } 

COUNTY OF MIDLAND \ 

The foregoing instrument was acknowledged before me this 2^th day of 

Og'toce.r , 1978, by F. F e r r e l l Davis and James L. Harben, 

My vto%i>i'ss'ion--^fres: \ 

9-21-61 A 
; /' / o | Notary Publ ic\ ' 
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GEOLOGICAL REPORT 

PROPOSED TEQUILA UNIT 

EDDY COUNTY, NEW MEXICO 

PURPOSE: 

Purpose of t h i s report i s to summarize the geological 

reasons f o r formation of a 4,824.93 acre Federal Unit to be 

tested by a 10075 foot Pennsylvanian Morrow wildcat i n the NW/4 

of the SW/4 of Section 32, T23S, R23E, Eddy County, New Mexico. 

Total depth w i l l be 60' below the top of the Mississippian 

Chester Formation unless t h i s exceeds a maximum depth of 10,250'. 

Proposed u n i t i s 23 miles southwest of Carlsbad, New 

Mexico. I t i s near the south end of the semi-arid Seven Rivers 

Embayment, a low l y i n g topographic p l a i n between the Huapache 

Monocline to the southwest and the Hess H i l l s , Azotea Mesa and 

Seven Rivers H i l l s to the east. Locally the u n i t w i l l be s i t ­

uated on the drainage divide between Anderson Canyon to the west 

and Walker Draw to the east which are t r i b u t a r i e s of Last Chance 

Canyon - Dark Canyon, a Pecos River t r i b u t a r y . Unit i s crossed 

by Carlsbad El Paso Gap Road. 
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PROSPECT GEOLOGY 

Proposed Tequila Unit i s located on the northwest shelf 

of the Delaware Basin. Southwest end of the u n i t i s marked by 

the Huapache Monocline (Exhibit A), a Permian drape feature on 

the northeast flank of an Early Permian Wolfcampian age v e r t i c a l 

block u p l i f t with i n excess of 3000 feet of down to the north­

east f a u l t throw. This overturned normal f a u l t underlies the 

Upper Wolfcampian and younger Permian monocline. Subparallel 

synthetic f a u l t s , such as the + 1000 foot normal f a u l t mapped 

i n the southwest portion of Exhibit B are l o c a l l y present. This 

Huapache u p l i f t f a u l t i n g i s approximately perpendicular to the 

basin margin of the Delaware basin. Perpendicular to t h i s north­

west-southeast tectonism are smaller down to the basin and up 

to the coast normal f a u l t s p a r a l l e l to the depositional margin 

of the basin. These f a u l t s are thought to be penecontemporaneous 

with the Huapache Monocline f a u l t zone r e l a t i v e to t h e i r terminal 

movements but may have originated e a r l i e r . A pair of such f a u l t s 

form the horst on which the Tequila prospect i s located (Exhibit B). 

The Tequila prospect i s a para-depositional horst which has 

upthrown a northeast plunging a n t i c l i n a l feature which i s coin­

cident with a pre-tectonic Lower Pennsylvanian Morrow alongshore 

bar (Exhibits C & D). The Fasken No. 1 Merland "28", a Morrow 
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reentry t e s t of a Devonian dry hole d r i l l e d by Hunt Sands (Sec. 28, 

T23S, R23E) on the northeast plunging nose of the a n t i c l i n e flowed 

500 MCFGPD + 200 BWPD from Morrow sandstones thru perforations 

from 9495-9524. Proposed Tequila Unit t e s t should encounter t h i c k ­

er Morrow sandstone beds (Exhibit C) and should encounter them over 

200 feet higher s t r u c t u r a l l y (Exhibit B). 

Presence of the alongshore Morrow sandstone bar i s i n d i ­

cated by i s o l i t h mapping of the Lower Morrow c l a s t i c formation 

(Exhibit C). Presence of the horst and a n t i c l i n a l feature are 

indicated by a combination of s t r u c t u r a l and paleogeologic sub­

surface mapping supplemented by two poor q u a l i t y r e f l e c t i o n seis­

mic l i n e s . Paleogeologic documentation of the presence of the 

horst i s evidenced by the absence of over 600 feet of Lower Wolf­

camp and Upper Cisco section i n the Fasken No. 1 Merland "28" 

(Sec. 28, T23S, R23E) which i s present i n the Desana well (Sec. 

30, T23S, R23E) to the southwest and i s also present i n the Inexco 

No. 1 Goodwin (Sec. 4, T24S, R23E) to the southeast. This section 

was truncated o f f the horst by pre-middle Wolfcamp erosion. This 

horst was t i l t e d down to the northeast synchronously with the 

Tertiary Laramide down to the northeast t i l t i n g of the Huapache 

U p l i f t which brought the Dog Canyon f a u l t zone through the Permian 

Strata to the present day surface. This post-Permian f a u l t zone 

marks the southwest flank of the Huapache U p l i f t . The up to the 

northeast Teritary movement along the Dog Canyon f a u l t zone t i l t e d 
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the whole northwest flank of the Delaware basin down to the 

northeast with a present day s t r i k e slope i n that d i r e c t i o n of 

approximately one degree. 
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STRATIGRAPHY, MARKERS AND OBJECTIVES 

In the v i c i n i t y of the proposed Tequila u n i t , surface 

strata consists of back reef Capitan-Queen sandy carbonates over­

l y i n g very similar back reef Capitan-Grayburg carbonates. 

Underlying these Capitan back reef sediments i s a t h i n Word 

San Andres dolomitized reef tongue. This eastern most Upper 

San Andres reef facies i s underlain by approximately 2200 feet 

of shelf to basin t r a n s i t i o n a l fore reef c l a s t i c s and carbon­

ates of Lower Wordian and Upper Leonardian age. Underlying 

these t r a n s i t i o n a l facies are about 3600 feet of basinal lime­

stones and c l a s t i c s with local i n t e r f i n g e r i n g shelf edge de­

t r i t a l carbonates of Lower Leonardian age. Below these basinal 

facies are 3700 feet of shallow shelf marine carbonates and 

intercalated c l a s t i c s of Permian Wolfcampian, Pennyslvanian 

and Upper Mississippian age. 

Proposed f i r s t t e s t of the Tequila Unit w i l l be located 

1980' FSL and 660' FWL, Sec. 32, T23S, R23E, Eddy County, New 

Mexico. Test w i l l be d r i l l e d to a projected t o t a l depth of 

10075 feet i n Mississippian Chester limestone. Based on an es­

timated derrick f l o o r elevation of 4375 feet, the following geo­

logic markers should be encountered: 
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GEOLOGIC MARKERS 

Mbr, Fmtn, Series 
or Zone 

Queen 

Grayburg 

San Andres 

Delaware Sandstone 

Lower Word 

Brushy Canyon 

Lower Leonard 

Bone Springs 

3rd Bone Springs 

Wolfcamp 

Mid. Wolfcamp d e t r i t a l 

Top of Penn. 
(Cisco-Canyon) 

Depth (Subsea) 

0-390' 

390(+3985)' 

635 (+3740) ' 

715(+3660)' 

1515(+2860)' 

1965(+2410)' 

2100(+2275)' 

2800(+1575)1 

Lithology 

6250(-1875)' 

6425(-2050)1 

7475 (-3100) * 

7575 (-3200) ' 

sandy dolomite and d e t r i t a l 
skeletal dolomitized lime­
stone 

M i c r i t i c and d e t r i t a l skele­
t a l dolomitized limestone 

dolomitized reef limestone 

s i l t s t o n e w i th sandstone, 
dolomite and limestone beds 

dolomitized d e t r i t a l skeletal 
limestone and t r a n s i t i o n a l 
limestone 

s i l t s t o n e with sandstone, 
dolomite and limestone beds 

shelf to basin t r a n s i t i o n a l 
dolomitized grain limestone 
and m i c r i t i c argillaceous 
and siliceous limestone 

s i l t s t o n e and m i c r i t i c , 
argillaceous, cherty limestone 
w / d e t r i t a l skeletal limestone 
lenses 

s i l t s t o n e and shale with rare 
sandstone beds 

heterogenious mixture of 
sk e l e t a l , p e l l e t a l , m i c r i t i c 
and cherty limestone and 
sandstone share 

shale with sandstone, con­
glomerate and d e t r i t a l lime­
stone and chert 

sk e l e t a l , d e t r i t a l s k e l e t a l , 
and p e l l e t a l limestone 
( l o c a l l y dolomitized) and shale 
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Mbr, Fmtn, Series 
or Zone Depth (Subsea) Lithology 

Strawn-Atoka 8015(-3640)* argillaceous p e l l e t a l and 
siliceous, m i c r i t i c limestone 
and sandstone, shale and 
chert 

Morrow Limestone 9075(-4700)1 

Morrow c l a s t i c s (A Zone) 9320 (-4945)' 

o o l i t i c , p e l l e t a l , a l g a l , 
grain limestone 

shale and s i l t s t o n e w/sand-
stone 

Morrow B-D Zones 9360(-4985)' o o l i t i c limestone w/carbon-
aceous shale, s i l t s t o n e and 
sandstone 

Miss. Barnett shale 9870(-5495)' carbonaceous shale w / s i l t -
stone 

Chester Limestone 10010(-5635)' argillaceous m i c r i t e and 
algal lump, p e l l e t a l , grain 
limestone 
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Primary objective of the f i r s t Tequila Unit t e s t well w i l l 

be a Lower Morrow c l a s t i c along shore bar complex (Exhibit D). This 

proposed u n i t i s on north-northeast to south-southwest depositional 
« 

s t r i k e with the Morrow reservoir sandstones on the eastern side of 

the Indian Basin Field ten miles to the north (Exhibit A). Seven 

Morrow wells i n t h i s segment of the f i e l d had produced over 16 

b i l l i o n cubic feet of gas as of January 1, 1977 according to Dwight's 

Production Histories publication. As shown on Exhibit A, t h i s Morrow 

alongshore bar complex which extends from the Indian Basin Field to 

the south through the proposed Tequila Unit i s marked on i t s east 

and west flanks by four marginal one well Morrow gas f i e l d s . Only 

Robinia Draw F i e l d , which i s producing from an Upper Morrow limestone 

reservoir, i s presently active. These wells are economic f a i l u r e s 

but are important as s i g n i f i c a n t hydrocarbon shows which help f l a g 

the flanks of t h i s trend. 

The major secondary objective i n the Tequila area i s trun­

cated Upper Cisco-Canyon reef and reef flank carbonates which are 

p r o l i f i c a l l y gas productive along a similar horst block that marks 

the northwest edge of the Indian Basin Field. This f i e l d 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 q u a l i t y 
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porosity was l o c a l l y present i n the Desana well i n Section 30, 

T23S,R23E. This well i s on Permian depositional s t r i k e and struc­

t u r a l l y f l a t to low to the f i r s t proposed Tequila Unit t e s t . These 

porous Permian zones are a l l but absent i n the other t e s t wells 

near the Tequila Unit. 
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DW 
NBCO 

INEXCO OIL COMPANY 
EXHIBIT E 

COST ESTIMATE 

AFE NO. (Inexco Property No.). 
Prospect 
Well Name and Number. 

Estimated Days to Drill 
Estimated Days to Complete . 

Tequila 
Depco State #1 

38 
TT 

,nrat;nn. 1980' FSL & 660' FWL 
of Section 32-T23S-R23E 
Eddy County 
New Mexico 

OBJECTIVES. 
SANDS 

Morrow Limestone 
AND DEPTH 

9,110 
Morrow Clastics 
Miss. Barnett Shale 

9,325 
9,870 

( ) Drill 
C h e s t e r T.i p p s ^ n r p 

( ) Workover Same Zone 
i o r o i " 

10,075 Est. T.D.. 
Est. Spud 
A F E Prepared _3^1^78_ 

By: 

( ) Recomplete in New Zone 

DESCRIPTION 
ESTIMATED COSTS ACTUAL 

COST 
DESCRIPTION 

DRILLING COMPLETION 
ACTUAL 

COST 

INTANGIBLE COSTS (343): 
01 Access and Location Costs 16,000 3,000 

02 Move-in, Rig-up, Rig-down, Move-out 35,000 

Contract Drilling 
0.3 Fnntage f t at $ f t 

r U D a y w n r k 3 8 days a t $ 4 , 0 0 0 Hay 152,000 

OR C o m p l e t i o n U n i t 1 2 riays at $ 1 / 0 0 0 Hay 12,000 
25,000 
16,000 

5,300 

09 Cementing and Squeezing -
500 

Surface Casing . . 3,000 

Intermediate Casing 12,000 

Production Casing 9,000 

Liner 
Other 

10 Drilling Mud and Chemicals 25,000 

10 Mud Logger 8,800 

11 Logging, Coring and Testing -

DST's. . 6 13,200 

L o g s DILL + Dens i t y Neutron 0-2725 
DILL 2725-4700,. Dens i t y Neutron $ 
DLL/RXO 2725-TD D i p m e t e r 5 ,000 -TD 22.600 

12 Perforating 6,000 

12 Acidizing and Fracturing . . . . 10,000 

13 Labor and Supervision . . . 2,000 1,000 

13 Contract Labor 17,500 16,000 * 

14 Drilling Overhead 2,600 

15 Transportation 1.600 4,000 

16 Sales Tax 1,200 3,400 

17 Other Miscellaneous Intangible Costs 4,000 3,000 

18 Losses, Damages and Abandonment 16,000 (6,000) 

19 Fishing Tool Expense and/or Directional Drilling 
20 Dry Hole Contributions 
19 Fishing Tool Expense and/or Directional Drilling 
20 Dry Hole Contributions 
2 2 Well C o n t r o l Insurance 3,100 

TOTAL INTANGIBLE 5 443,800 $382,400 S 61,400 $ 



DESCRIPTION 

ESTIMATED COSTS 

DRILLING COMPLETION 

ACTUAL 

COST 

01 
02 
03 
04 
05 
06 
07 
07 
08 
09 
12 
15 
16 
17 
18 
19 
20 
21 
22 
23 

13-3/8 
at 

at 11.00 
8-5/8 at 7.82 
5-1/2 at 5.40 

at 

2-3/8 at 2.82 

TANGIBLE COSTS (342): 
Conductor Csg 30 ft of 
Surface Csg 300 ft 0 f 
Intermediate C<q 2 , 7 2 5 ft 0 f 
Production Csg 1 0 , 0 7 5 ft, 0 f 

Liner ft. of 
Tubing 1 0 '075 ft. 0 f 
Casing Head Assembly 
Tubing Head Assembly 
Pumping Unit 
Prime Mover 
Installation Costs and Non-Controllable Well Equipment.. 
Storage Tanks 
Separator 
Dehydrator 
Heater - Treater 
LACT Unit 
LTX or Production Unit 
Line Pipe 
Gas Recorders 
Installation Costs and Non-Controllable Lease Equipment. 

TOTAL TANGIBLE 

TOTAL WELL 

/ft 
/ f t 
/ f t 
/ f t 
/ f t 
/ f t 

_aojL 
3.300 

21,300 

3,010 

54,4QQ 

28,500 

9,000 

12,000 
8.000 
3,QQQ 

7,000 

12,000 

4,000 
12,000 

$ 178,300 $ 28,400 $ 149,900 

$ 622,100 $410,800 $ 211,300 1_ 

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: 

INEXCO OIL COMPANY 
Interest: 'Authorized Signature Date: 

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 

Decl ine-

D Will Self Insure • Have Alternate Insurance 

" P L E A S E BE S U R E Y O U H A V F S l H M P n I N F t r v r u R e m i i n c n D I A P C C 



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 loss 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. 
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