o HARVEY E. YATES COMPANY

A MEMBER COMPANY OF HEYCO ENERGY GROUP

- BYe ..
September 18, 2014 L e p——

CERTIFIED MAIL

Airstrip Prospect Working Interest Owners
(Sec attached mailing list)
Re:  Airstrip 31 State Com #2H

Sec.31, T-18S R-35E, N.M.P.M.
SHL: 150° FSL & 330* FWL
Sec. 31, T-18S, R-35E, NM.P.M.
BHL: 330" FNL & 710’ FWL
Lea County, New Mexico

Ladies and Gentlemen:

Harvey E. Yates Company (“HEYCO™) hereby proposes to drill the above captioned well. The
Airstrip 31 State Com #2H well has been staked and permitted at an approximate surface hole location of
150" FSL and 330" FWL in Section 31 of T-18S, R-35E, with an approximate bottom hole location of
C 330" FNL and 710" FWL in Section 31 and will be drilled horizontally to test the Bone Spring 3" Sand
at an approximate vertical depth of 10,510 feet. The project area for this well will be 154.28 acres
(W/2W/2 Section 3 1). ’

A Joint Operating Agreement is enclosed for your review and execution. If you wish to
participate in the captioned well please return a signed AFE with the executed pages to the JOA to my
attention. Also attached to this proposal is a spreadsheet that outlines the legal description of the
contract area for the prospect, and the breakdown of the working interest for each owner in the prospect
area (634.28 acres). In the event you elect not to participate in this drilling proposal, HEYCO will
consider a farm-in of your working interest on terms acceptable to HEYCO.

Should you have any questions regarding this proposal please contact me for any land concerns,
Trent Green for any technical questions, and Gordon Yahney for geology concerns.

Very tpuly yours,

Colby Booth
Landman

csB NMOCC Case No. 15363
Enclosures Hearing: SEP 6, 2016

AirstripFedCom2 HProposalLir.doc/Land:SE Airstrip
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Southeast Airstrip
Mailing List

Harvey E. Yates Company
P.O. Box 1933
Roswell, NM 88202-1933

Jalapeno Corporation
P.O. Box 1608
Albuquerque, NM 87103-1608

Prime Energy Corporation
9821 Katy Freeway, Suite 1050
Houston, TX 77024-6009

Roden Associates, Ltd.
2603 Augusta, Suite 740
Houston, TX 77057

S & C Construction Company
P.O. Box 1509
Whitefish, MT 59937

Spiral, Inc.
P.O. Box 1933
Roswell, NM 88202-1933

Explorers Petroleum Corporation
P.O. Box 1933
Roswell, NM 88202-1933

Mike Kadane Trust
P.O. Box 5012
Wichita Falls, TX 76307

Roden Participants, Ltd.
2603 Augusta, Suite 740
Houston, TX 77057

Roden Exploration Company Ltd.
2603 Augusta, Suite 740
Houston, TX 77057

Sherrfive, L°
812 Eagle Pointe
Montgomery, TX 77316

Yates Energy Corporation
P.O. Box 2323
Roswell, NM 88202-2323




Airstrip 31 State Com #2H
Sec.31, T-18S R-35E, NM.P.M.
SHL: 150’ FSL & 330’ FWL
Sec. 31, T-18S, R-35E, NM.P.M.
BHL: 330" FNL & 710 FWL
Lea County, New Mexico

Drill and Completed Cost

$7,317,030.00

Working Interest Owner

Working Interest |Estimated Costs

Explorers Petroleum Corp.

0.02489898 $182,186.58

Jalapeno Corporation

0.05097063 $372,953.63

Mike Kadane Trust

0.01250118 $91,471.53

Prime Energy Corporation

0.03125296 $228,678.82

Roden Participants, Ltd.

0.03097409 $226,638.38

Roden Associates, Lid.

0.00619482 $45,327.69

Roden Exploration Company, Ltd.

0.03097409 $226,638.38

S & C Construction Company

0.08982488 $657,251.35

SHERRFIVE L.P.

0.08982488 $657,251.35

Spiral, Inc.

0.02489898 $182,186.58

Yates Energy Corporation

0.08394506 $614,228.54

Harvey E. Yates Company

0.52373944 $3,832,217.17

Total

1.00000000{ $7,317,030.01
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HEYCO Authority For Expenuiture
Harvey E. Yates Company
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; P g ) 5 fWelfEgntiof Insiradce 3
Uniess otnmse m:awd be!aw. you as a non-operacng working intarest owner, agree to be covered by operators well control
insurance procedurs by Operalor so long as Operator conducts cperation hereunder and to pay your prorate share of the premiums|
therefore. If you elect to purchase your own well control insurance, you must provide a certificate of such insurance acceptable 1o
Operator, as to form and limits at the time this AFE is Returned, if available, but in no event later than commencement of frilling
operation. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered by
insurance procured by Operator.
O 1 elect to purchase my own well control insurance policy,

Well control insurance procedure by Operator, provides, among other terms, for $20,000,000 (106% W.1.) of Combined Single Limit]
coverage for well control and related redrilling and clean-up / pollution expense covering drilling (trough completion with a

$1.000,000 (100% W.I) deductible.

1= e vy S5 ¥ I 8§ it 2l MarketingiElection
HEYco uus ts gas under am's length conlracu with third party purchasers. Such contracts may mdude fees. In addition,
penalties may be incurred for insufficient volumes delivered over time. Sheuld you chcose to markat your share of gas with
HEYCO, you will be subject o all of the terms of such contracts. Ugon written request to HEYCO, we will share with you the terms
and cenditions pursuant to which gas will be sold. Failure to make an election below shall be deemed an election to markat your,
gas with HEYCO under the terms and conditions sel forth above.

O lelect to take my gas In kind.

M‘ﬂﬁt to market my gas with HEYCO pursuant to the tarms and conditions of its contract,

Harvey E. Yates Company Br. T.W. Green Date:  Tuesday, July 15, 2014

Jalapeno Corp. E. i
10/02 |14 AN L&
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Authority For Expenditure
Harvey E. Yates Company

(ST LRSS G Lea, New Mexico

Projected Total Depthc [EXES] |

*‘NOTES®

Lease/

AR Airstrip 31 State #2H
R SHL: Sec. 31, T18S R3ISE, 150’ FSL & 330' FWL
BHE Sec 31, T 185, RI5E, 330" FNL & 710 FWL

Daywork Contract - Horiz. Well - Closed Loop Mud System
Sand Completion (Multiple stages Frac)
|Assumes regulatory agent approves casing program.

It Is recognized that the amounts provided here are estimates only and
approval of this authorization shall extend to actual costs incurred In
conducting the operations specified, whather mora or less than estimated.

Casing prices based on direct purchase for this well.

HCP

. Cleanup S 000 | [
20-009 Absiracts & Tile Opinions 15,000 Days. 5 S/Day. 19500 .
2 Insurance 15,185’ t 0.57 8,700 3 Fuel Days: 5 $/Day' 4500 2,500
7000 Legal, Permia & Fess 250 W o —
taking Location & Surveys 11.500 asing Crews 3 25.000
321-001_Localion, Road & ROW 80,000 | Cement & Services 76,000 |
'E’WWM Days. 23_s/Day: 19500 S 443500 ipment & Centraizers 12.000
921-003 ization / Demobitization 100,000 Days: 10 $/Day. 4500 43,
321003 el Days: 23_s/Day: 4500 103,500 | Days. 10_s/Day. 750 & 5
921 oolage S/FL E 500
322-001_Supenvision Days: 23_s/Day. 1850 S 42550 | [924-003 Mud & Chemicals 000
922-00 thead (Administrative Services) g 5.600 9 ater q 100,000
04 BI S 5 73000 | |924-005 [ﬁminq. Perforalions & Wireine 140,000
entals Surface S 203,980 - entals Subsurface 100,000 |
B entals Sul ce 3 82.915 entals Surface 1 235,000 |
000 Motors Days: 15 S/Day: 2500 § 37,500 | lirogen Service & Coiled Tubing ~780,000 |
actional Drilling Expense 3 150,000 | -
§21-008_In: D Sting s 12.% 2,500,000
ell Control & Testing ! 14,000
neous 3 25,000 | Susiabout 15.000
921-008 Mud ing Days: 18 S/Day 1800 § 32,400
abor $ 25,500 piings & F S
322-002_Transportation $ 15,000 Road Expense
1 Casing Crews S 15,000 |
1-004 Cemeni and Cemenl Services 5 47,000 |
1 loat E ent & Cenlralizers 3.500
1 termediate Casing 20,000
Intermediate Cement and Cement Services 34,000 |
1 lermediale Floal Equipment & Centralizers $ 5,000
iives S 100,000 |
1-011 rosion Control & Chem. f
921-010 ter
1-010 Water / Mud Disposal -
ing 0° " S/Ft 20 Feet 7500
2-0/8 ' SIFL T Fest 10500 ¢

pnng
340-002_Emission Conlmis

wlaln

TOTAEDRILEING
TOTALINTANGIBEE

3 310-002 Healers, 1realers & Separalors 35,000
Feel 4040 § 121,200 40-005_Tanks & Accessory Equioment 750,000 |
Feel S . 41-001 Pipeline 5 45,000
* SiFt Feet $ - 941-001 Facility Electrical & Automation 25,000
$ 25,000 ‘Eﬂ-%l Qverhead Electricity ] 12.500
S 5.000 94 1 Misc. Non-Controllable Equipment S ~ 25 000 |
S i 0% S 29250
A 9256,5208 TOTACEQUIPMENTE - P i S 32T

2278 48(F
6,305,735

JOTACCOMPLETION
TOTAETANGIBLE

5.038,5503
2,010,295

JOTAEDRY,HOLE COST!S

29




Jalapeno Corporation

PO Box 1608, Albuquerque, NM. 87103
Ph: 505-242-2030 fax: 505-242-8501

April 28, 2015
Re: Matador Airstrip State Com #20 1H
Sent Return Receipt Requested

Melissa Randle, Land Manager
MRC Delaware Resources LLC
PO Box 1936

Roswell, New Mexico 88202-1936

Dear Melissa:

Thanks for your letter regarding the subject well which was received here on March 3 1st.
You enclosed with your letter both an AFE and a proposed operating agreement ("JOA").

While we may be willing to participate in the proposed well, we are unwilling to execute
a JOA written as you have proposed. The "non-consent" provisions included in your JOA
suggest a much greater geologic risk -- a risk inherent in the vertical-well world --, but far
overestimates the geologic risk inherent in the Bone Spring or Wolfcamp horizontal drilling
world. Because of this, any JOA we execute with terms even approaching those you suggest
would have to be limited to the well's spacing unit and be limited to the horizon to be drilled in
the well's proposed lateral -- in this case the Wolfcamp formation.

In regard to your AFE we have some problems. For starters, we note the your new AFE
is $1,782,770 higher than the AFE sent out by Heyco a few months ago even though rig costs, as
well as the cost of other services, have fallen since the start of the precipitous oil-price decline.
Thus, we also have compared the AFE you sent for the Airstrip with AFEs from comparable
wells proposed by other operators in the general area. The comparison raises some questions. For
instance, COG Operating LLC's AFE for the CTA State Com # 6H has a supervision estimate of
$105,000 while your AFE has a supervision estimate of over twice as much -- $234,000.
[ntangible Costs Contingencies in your AFE are $690,017 whereas the CTA well's AFE has
Intangible Costs Contingencies at $80,000. In short, while the depth of your well is
approximately 2,000 feet deeper than the CTA well, this fact by no means explains the
significant additional cost of your proposed well.

Trying to get at the reason for your greatly elevated costs, we have compared the
estimated drilling cost per foot from your AFE with the estimated drilling cost per foot of other
well know operators in the area. The estimated drill cost per foot of COG's CTA # 6H is $130
per foot. The estimated drill cost of Devon's Bellatrix # 4H is $215 per foot. While Devon is

NMOCC Case No. 15363
Hearing: SEP 6, 2016

Jalapeno EX _L_




known as a high cost operator, your AFE blows them out of the water. The proposed cos! per
foot of your well is $347. As [ say, we have problems with your AFE, and for obvious reasons
we decline to sign it in its present condition.

Your letter proposes some alternatives to participating in the well, none of which appear
to us to be reasonable. For instance, whereas Matador recently priced Heyco acreage at $8,000
an acre, you suggest that we sell our acreage to MRC for $1,500 an acre -- this even though the
Airstrip acreage is likely among the more valuable acreage purchased by Matador.

As an alternative to your proposals, we will offer one: We would agree to sell MRC a one
year term lease covering our interest in the Wolfcamp underlying the spacing unit for $5,000 per
nel acre. We would reserve an ORR equal to the difference between 25% and the existing
burdens. If you are interested in this, please let us know.

[t is our understanding that Yates Energy joins us in this response.

Yaurs truly,




