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A t t e n t i o n : Mr. M. Craig Clark 

Gentlemen: EXPL. & DEVEL. 

Please r e f e r t o your l e t t e r of August 8, 1990 regarding the above 
captioned acreage. Chevron has c a r e f u l l y reviewed your request 
and i s w i l l i n g t o farmout i t s i n t e r e s t covering a p o r t i o n o f s a i d 
acreage, subject t o f i n a l management approval, under the 
f o l l o w i n g terms and c o n d i t i o n s : 

Contract Area: Sh Section 21, T-19-S, R-28-E, N.M.P.M., Eddy 
County, New Mexico. This c o n t r a c t area s h a l l be l i m i t e d t o those 
depths earned by you as h e r e i n a f t e r described f o r the farmout 
premises. 

Farmout Premises and I n t e r e s t Earned: N^ SEh, SEh SEh Section 
21, T-19-S, R-28-E, N.M.P.M., Eddy County, New Mexico. I f the 
i n i t i a l t e s t w e l l r e s u l t s as a producer of o i l or gas i n paying 
q u a n t i t i e s , then you s h a l l earn 100% of Chevron's working 
i n t e r e s t ( s u b j e c t t o Chevron's r e t a i n e d o v e r r i d i n g r o y a l t y 
i n t e r e s t s and o p t i o n a l conversion t h e r e o f as h e r e i n a f t e r 
provided) encompassing the spacing p r o r a t i o n u n i t assigned t o 
such w e l l by the New Mexico O i l Conservation D i v i s i o n l o c a t e d 
w i t h i n the c o n t r a c t area, and an undivided 65% of Chevron's 
working i n t e r e s t outside of sa i d p r o r a t i o n u n i t w i t h i n s a i d 
c o n t r a c t area. Said lands earned s h a l l be l i m i t e d t o those 
depths below 3,000 f e e t beneath the surface t o the l e s s e r o f : 
1) t o t a l depth d r i l l e d , but i n no event below the base of the 
deepest formation penetrated, or 2) the base of the deepest 
producing f o r m a t i o n , or 3) a depth of 50 f e e t below the deepest 
commercially p r o d u c t i v e p e r f o r a t i o n , or 4) the base of the Morrow 
formation, or 5) 11,3 00 f e e t beneath the surface. 

I n i t i a l Test Well: On or before 90 days from the date o f the 
farmout agreement, you s h a l l commence the a c t u a l d r i l l i n g of an 
i n i t i a l t e s t w e l l a t a l o c a t i o n 660' FSL and 1980' FWL of sai d 
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Section 21. Said w e l l s h a l l be d r i l l e d t o a depth s u f f i c i e n t , i n 
the o p i n i o n of Chevron, t o adequately t e s t the Morrow Formation 
or t o a depth of 11,300 f e e t beneath the surface, whichever i s 
the l e s s e r depth. 

I n t e r e s t Retained By Chevron I n I n i t i a l Test Well P r o r a t i o n U n i t : 
An e x c l u s i v e 12.5% of 8/8ths o v e r r i d i n g r o y a l t y i n t e r e s t 
i n c r e a s i n g t o 17.5% of 8/8ths upon payout of the i n i t i a l t e s t 
w e l l , w i t h the o p t i o n upon payout of such w e l l t o convert s a i d 
o v e r r i d i n g r o y a l t y i n t e r e s t t o an undivided 35% working i n t e r e s t . 
Said o v e r r i d i n g r o y a l t y i n t e r e s t s and working i n t e r e s t s h a l l be 
s u b j e c t t o p r o p o r t i o n a t e r e d u c t i o n . 

Subsequent Test Wells: I f you earn Chevron's i n t e r e s t as 
hereinabove provided, then i n such event p a r t i c i p a t i o n on any 
subsequent w e l l proposed on the above described c o n t r a c t area 
s h a l l be on the f o l l o w i n g basis: Chevron - 35% working i n t e r e s t , 
P a c i f i c E n t e r p r i s e s O i l Co. (USA) - 65% working i n t e r e s t . These 
working i n t e r e s t s s h a l l be s u b j e c t t o p r o p o r t i o n a t e r e d u c t i o n . 

Operating Agreement: Any w e l l i n which Chevron becomes a working 
i n t e r e s t owner as provided h e r e i n s h a l l be s u b j e c t t o the terms 
of an AAPL Model Form 610-1989 Operating Agreement c o n t a i n i n g 
Chevron's standard a d d i t i o n s and d e l e t i o n s . 

Upon your acceptance, the necessary instruments w i l l be prepared 
s u b j e c t t o Chevron's standard terms, c o n d i t i o n s and agreements. 
A l l terms and c o n d i t i o n s w i l l be subject t o f i n a l management 
approval p r i o r t o the execution of instruments covering t h i s 
t r a d e . This c o n d i t i o n a l o f f e r i s not e x c l u s i v e and Chevron 
reserves the r i g h t t o withdraw i t w i t h o u t f u r t h e r n o t i c e t o you 
a f t e r 3 0 days from the date hereof, unless we receive a f i r m 
commitment from you w i t h i n s a i d 30-day p e r i o d . 

Yours very t r u l y , 

James E. Baca 
Land Representative 
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