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ARCO 0i1 and Gas Company
300 N. Pecos
Midland, Texas 79701

Attn: Rita A. Buress

RE: New Mexico Federal Comm #1
2080' FNL & 600' FEL
Section 24-T185-R33E
Lea County, New Mexico
Sun's Mescalero Ridge Prospect

Gentlemen:

Sun Exploration and Production Company is proposing the subject well
as a 13,700' Morrow test. As per my letter dated September 18, 1986,
Sun requested the participation of ARCO in this well or a farmout of
their interest. Mike Snyder informed me last Friday that the AFE is
circulating but the farmout terms may not be attractive enough for
ARCO to grant a farmout.

Subject to final management approval, Sun proposes to farmin ARCO's
interest in this well adhering to all the terms and conditions of the
aforementioned letter with the exception of the following:

Point #3) ARCO will reserve an overriding royalty equal to the
difference between existing lease burdens and 80% before payout
of the initial test well. After payout of the initial test
well, ARCO will have the option of converting said override to a
25% working interest. Both the overriding and working interest
will be proportionately reduced to ARCO's interest in the
proration unit.

If the above terms are acceptable please contact the undersigned at
your earliest convenience. Your prompt attention to this proposal is

appreciated.
Yours very truly,
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® SENDER: Complete Hems 1, 2, 3, and 4.
Add your address in the "RETURN TO" epeace
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(CONSULT POSTMASTER FOR FEES)
1. The following service is requested (check one).
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