MATADOR PETROLEUM CORPORATION
SUITE 158, PECAN CREEK  °
8340 MEADOW ROAD
DALLAS, TX 75231-3751
Fax (214) 691-1415

Mona D. Ables Writer’s Direct Line
District Landman (214) 987-7129

August 31, 1998

Re: Topacio #1 well
E/2 Section 28, T-19-S, R-33-E
Lea County, New Mexico
Maduro South Prospect

e e
_E ot
CERTIFIED MAIL - RETURN RECEIPT REQUESTED 00“9&63 ‘(:*““b\ oo
oMY 420 CoX¥ 49
Mr. Gregory Wilhelm co0 et B c0b e "o
Santa Fe Energy Resources, Inc. su‘o“\ador :‘e.. oV
550 W. Texas, Suite 1330 1&’;}"\“9 ©

Midland, TX 79701
Dear Gregory:

Matador Petroleum Corporation (“Matador”) hereby proposes the drilling of the Topacio 28 #1 well to be
located 1,650° FNL & 1,980" FEL of Section 28, T-19-S, R-33-E, Lea County, New Mexico. The East Half
(E/2) of Section 28 will be dedicated as the proration unit for the well.

The well will be drilled to a depth sufficient to adequately test the Morrow formation, or 13,3007, whichever is
the lesser depth.  Enclosed are the following items for your review and execution should you desire to
participate in the drilling of the proposed well:

1. A draft of the proposed form of 1982 AAPL Form 610 Model Form Operating Agreement (“JOA™)
covering the E/2 Section 28, T-19-S, R-33-E, Lea County, New Mexico, as to all depths SAVE AND
EXCEPT the Wolfcamp formation, which shall govern operations for the well. The JOA provides for
Matador to operate the well with its majority working interest of 50%. If the enclosed JOA meets with
your approval, I will have the Agreement executed on behalf of Matador.

2. Two (2) original AFE which outline the estimated cost of the operation for the drilling of the subject well.
Should you desire to participate in the drilling, testing and completion of the proposed well, please retumn
one (1) executed copy of the AFE to my attention.

Should Santa Fe not have an interest in participating in the drilling of the proposed well, we would appreciate
your consideration of granting Matador a farmout of your interest in the SE/4 Section 28. We would propose
terms wherein Santa Fe would deliver a 75% NRI, with the retained overriding royalty being convertible after
payout to a 25% W1, proportionately reduced.



If you need any additional information, please feel free to call.  Either myself, or another representative of
Matador, would be happy to come by your office and meet with you to further discuss our proposed drilling
plans for the E/2 Section 28. We look forward to working with you.

Sincerely,

NMawe B, Mlss

Mona D. Ables

® Page?



MATANOR PETROLEUM CORPURATION
” SUITE 158, PECAN CREEK -
8340 MEADOW ROAD
DALLAS, TEXAS 75231-3751
(214) 987-3650
FAX # (214) 691-1415

ESTIMATE OF COSTS AND AUTHORIZATION FOR EXPENDITURE

DATE: 8/26/98 AFE NO.: 300526-10-01
PROSPECT NAME: MADURO OPERATOR: MATADOR OPERATING COMPANY
LEASE NAME: TOPACIO FEDERAL COM ~28” #1
DESCRIPTION: 13,800 MORROW AND WOLFCAMP TEST
LOCATION: 1650 * FNL & 1980' FEL OF SEC 28, T19S, R33E
COUNTY: LEA STATE: NEW MEXICO PROPOSED TD: 13,800
DRILLING COMPLETION TOTAL
INTANGIBLE COSTS COSTS COSTS COSTS
01 Land/Legal/Ragulatory $ 1,000 $ $ 1,000
02 Location, surveys & damages 40,000 4,000 44,000
10 Rlg Costs, Ftg, DW, Trnky 48 + 2 DAYS @ $5800/DAY 300,000 12,000 312,000
13 Mob & Demob 25,000
16 Camanting & Float Equlp 40,000 32,000 72,000
18 Testing, DST & Production 2 DST'S 12,000 9,000 21,000
19 Coring & Core Evaluation Q
20 Open Hole Logging DLL-MLL-FDC-CNL, OPT RSWC & RFT'S 60,000 60,000
21 Mudlogglng BEGINNING @ 3000 20,000 20,000
22 Gaologlcal Supervision 2,000 2,000
24 Mud & Chemlcals 60,000 2,000 62,000
26 Freight/ Transportatlon : 2,000 10,000 12,000
28 Supervision ! Enginearing 30,000 5,000 35,000
30 Rental Equlpmant 30,000 15,000 45,000
31 Drili Blts 60,000 60,000
32 Fual & Power 0
33 Water 30,000 5,000 35,000
34 Overhead 15,000 5,000 20,000
38 Diractlional Drig, Surveys 0
40 Compiatlon Unit/ Swab Unit 20,000 20,000
44 Cased Hole Log, Parforating 24,000 24,000
46 Stimulatlon 75,000 75,000
48 Insurance 8,000 1,000 9,000
50 Labpr 15,000 10,000 25,000
52 Miscellaneous 15,000 6,000 21,000
54 Contingency 0
TOTAL INTANGIBLES > $765,000 $235,000 "~ $1,000,000
DRILLING COMPLETION TOTAL
TANGIBLE COSTS COSTS COSTS COSTS
40 Conductor Casing $ $ $ 0
41 Surface Casing 0
42 Intarmediate Casing 400" OF 13 3/8" 48 PPF, K55, STC 9,000 9,000
43 Driliing Liner - 5000 OF 8 5/8™ 32 PPF, K55, STC 55,000 55,000
44 Production Casing 13,750' OF 5 1/2" 17 L8O & S95, LTC 115,000 115,000
45 Production Liner 0
46 Tublng 13,750' OF 2 7/8" 6.5 PPF, L80 8RD EUE 49,000 49,000
47 Welthead 5,000 13,000 18,000
48 Packers, Liner Hangers 15,000 15,000
49 Tanks 16,000 16,000
50 Productlon Vessels 12,500 12,500
51 Flow Lines 2,000 2,000
52 Rod String 0
53 Pump Unit & Prime Mover a
§5 Installatlon Costs 10,500 10,500
57 Miscellaneous 5,000 > 5,000
58 Non-Controllable Surfacs 1,000 5,000 6,000
59 Non-Controliable Downhole 2,000 2,000
TOTAL TANGIBLES > $70,000 $245,000 T $315,000
TOTAL COSTS > $835,000 $480,000 $1,315,000

MATADOR OPERATING COMPANY

Prepared By: j// C/%/(MA Date: Q‘Zé~ (M)
Approved By: W{,_ Z — Date: i/'zln ’? £

R. ‘F_.-éurke-, Vica Presldent

APPROVAL:
NON-OPERATOR: SANTA FE ENERGY RESOURCES, INC.

Approved : Disapproved: Tax ID:

Working Interest (%): 75 Q0% Slgned by: Datea:
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MATADOR PETROLEUM CORPORATION
SUITE 158, PECAN CREEK  *
8340 MEADOW ROAD
DALLAS, TX 75231-3751
Fax (214) 691-1415

Mona D. Ables Writer’s Direct Line
District Landman (214) 987-7129

August 31, 1998

Re: Topacio #! well
E/2 Section 28, T-19-S, R-33-E
Lea County, New Mexico
Maduro South Prospect

CERTIFIED MAIL — RETURN RECETPT REQUESTED

Mr. Mark Wheeler
Penwell Energy, Inc.
1100 Arco Building
600 N. Marienfeld
Midland, TX 79701

Dear Mark:

Matador Petroleum Corporation (“Matador”) hereby proposes the drilling of the Topacio 28 #1 well to be
located 1,650’ FNL & 1,980 FEL of Section 28, T-19-S, R-33-E, Lea County, New Mexico. The East Half
(E/2) of Section 28 will be dedicated as the proration unit for the well.

The well will be drilled to a depth sufficient to adequately test the Morrow formation, or 13,800, whichever is
the lesser depth.  Enclosed are the following items for your review and execution should you desire to
participate in the drilling of the proposed well:

1. A draft of the proposed form of 1982 AAPL Form 610 Model Form Operating Agreement (“JOA™)
covering the E/2 Section 28, T-19-S, R-33-E, Lea County, New Mexico, as to all depths SAVE AND
EXCEPT the Wolfcamp formation, which shall govern operations for the well. The JOA provides for
Matador to operate the well with its majority working interest of 50%. If the enclosed JOA meets with
your approval, I will have the Agreement executed on behalf of Matador.

2. Two (2) original AFE which outline the estimated cost of the operation for the drilling of the subject well.
Should you desire to participate in the drilling, testing and completion of the proposed well, please return
one (1) executed copy of the AFE to my attention.

Should Penwell not have an interest in participating in the drilling of the proposed well, we would appreciate
your consideration of granting Matador a farmout of your interest in the SE/4 Section 28. We would propose
terms wherein Penwell would deliver a 75% NRI, with the retained overriding royalty being convertible after
payout to a 25% WI, proportionately reduced.



If you need any additional information, please feel free to call.  Either myself, or another representative of
Matador, would be happy to come by your office and meet with you to further discuss our proposed drilling
plans for the E/2 Section 28.  We look forward to working with you.

Sincerely,

Mo D. Mlesr

Mona D. Ables

® Page 2



MATAROR PETROLEUM CORPORATION

Ny SUITE 158, PECAN CREEK
8340 MEADOW ROAD
DALLAS, TEXAS 75231-3751
(214) 987-3650
FAX #(214) 691-1415

ESTIMATE OF COSTS AND AUTHORIZATION FOR EXPENDITURE

DATE: 8/26/98 AFE NO.: 300526-10-01
PROSPECT NAME: MADURO OPERATOR: MATADOR OPERATING COMPANY
LEASE NAME: TOPACIO FEDERAL COM "28" #1
DESCRIPTION: 13,800 MORROW AND WOLFCAMP TEST
LOCATION: 1650 ' FNL & 1980' FEL OF SEC 28, T19S, R33E
COUNTY: LEA STATE: NEW MEXICO PROPOSED TD: 13,800
DRILLING COMPLETION TOTAL
INTANGIBLE COSTS COSTS COSTS COSTS
01 Land/Legal/Regulatory $ 1,000 $ $ 1,000
02 Lacatlon, surveys & damages 40,000 4,000 44,000
10 Rig Costs, Ftg, DW, Trnky 48 + 2 DAYS @ $5800/DAY 300,000 12,000 312,000
13 Mob & Demob 25,000
16 Cemanting & Float Equlp 40,000 32,000 72,000
18 Testing, DST & Production 2 DST'S 12,000 9,000 21,000
19 Coring & Core Evaluation 0
20 Open Hole Logging DLL-MLL-FDC-CNL, OPT RSWC & RFT'S 60,000 60,000
21 Mudlogging BEGINNING @ 3000 20,000 20,000
22 Geological Suparvision 2,000 2,000
24 Mud & Chemlcals 60,000 2,000 62,000
26 Fralght/ Transportation : 2,000 10,000 12,000
28 Supervision / Englneering 30,000 5,000 35,000
30 Rental Equipment 30,000 15,000 45,000
31 Drllf Bits 60,000 60,000
32 Fuel & Power ¢
33 Water 30,000 5,000 35,000
34 Overhead 15,000 5,000 20,000
38 Dlrectlonal Drlg, Surveys 0
40 Completion Unit/ Swab Unit 20,000 20,000
44 Cased Hola Log, Perforating 24,000 24,000
46 Stimulation 75,000 75,000
48 Insurance 8,000 1,000 9,000
50 Lawor 15,000 10,000 25,000
52 Miscellanaous 15,000 6,000 21,000
54 Contingency 0
TOTAL INTANGIBLES > $765,000 $235,000 $1,000,000
DRILLING COMPLETION TOTAL
TANGIBLE COSTS COSTS COSTS COSTS
40 Conductor Casing $ $ $ 0
41 Surface Casing 0
42 Intermed|ate Caslng 400" OF 13 3/8" 48 PPF, K55, STC 9,000 9,000
43 Drilling Liner 5000' OF 8 5/8" 32 PPF, K55, STC 55,000 55,000
44 Productlon Casing 13,750 OF 5 1/2" 17 LBO & S95, LTC 115,000 115,000
45 Production Liner 0
46 Tublng 13,750" OF 2 7/8" 6.5 PPF, L80 8RD EUE 49,000 49,000
47 Welthead 5,000 13,000 18,000
48 Packars, Liner Hangers 15,000 15,000
49 Tanks 16,000 16,000
50 Production Vassels 12,500 12,500
51 Fiow Lines 2,000 2,000
52 Rod String 0
53 Pump Un!t & Prime Mover (o}
55 Installation Costs 10,500 10,500
57 Miscellaneous 5,000 = 5,000
58 Non-Controllable Surface 1,000 5,000 6,000
59 Non-Controllable Downhole 2,000 2,000
TOTAL TANGIBLES > $70,000 $245,000 $315,000
TOTAL COSTS > $835,000 $480,000 31,315,000
MATADOR OPERATING COMPANY
Preparsd By: fé C//{MA Date: Q ié* (‘(‘,‘Q
Approved By: T A o Date: S22, -5 £
R. F. Burke, Vice President T

APPROVAL:
NON-OPERATOR: PENWELI,_ENERGY. INC.
Approved : Disapproved: Tax ID:

Working Interest (%): 25.00% Signed by: Date:
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& SENDER: . {
% lgomge:a n:ems ; and/or 2 for additional services. — < | also wish to recsive the f
s Compiste itams 3, 4a, and 4b. - following services (f
3 s Print your name and address on the reverse of this form so that we can ratum this oxtra feg . ( oran
5 card to you. o) '
# Attach this fomm to the front of the mailpi i '
§ . 0 mailpiecs, or on the back if space does not 1. ] Addresses's Address
o ®Wiite’Retum Racaipt Rsquested” on the mailpiece below the aricle number. i i
£ -de? Retum Receipt will show to whom the article was deliversd and the date 2 = Restricted Dehvery
ivered. Consult postmaster for fee.
3. Article Addressed to: 4a. Article Number

Z 153 983 619
Mr. Mark Wheeler -
4b. Service Typs

P
o0 & ;:.r::llf ldg O Express Malil 0 Insured
- lente rff Retum Receipt for Merchandise {J COD

Midland, TX 79701 7 Date ﬁ?ﬁﬂ%

8. Addressde’s Address (Only if requested
and fee is paid)

I Certified

5o o s w——t

Thank you for using Return Recelpt Service.

e

PS Form 3811, December 1994 12ses-97-80173  Domestic Return Receipt ;
T R ]
i
SENDER: ] ] .
»Complete itams 1 and/or 2 for additional services. | also wish to receive the

- ;
Is your RETURN ADDRESS completed on

nComplete items 3, 4a, and 4b. following services (for an

#Print your name and address on the reverse of this form so that we can retum this | gxtra fea):
card to you.

 Attach this form to the front of the mailpieca, or on the back if space does not 1. ] Addressee’s Address
permit. . . )

s Write ‘Retum Aecaipt Requested” on the mailpiece belaw the article number. 2. [ Rastricted Delivary

nTha Retum Recaipt will show ta whom the article was deliversd and the date
delivered. Consult postmaster for fee.

1)
3. Article Addressed to: 4a. Article Number

Z 153 983 620
4b. Servica Type
{J Registered &t Certified
O Express Mail O Insured
KRetum Recsipt for Merchandiss [ COD
7. Date of Del§i\v§ry ;}%

5. Ricrai;)ed By: (Print Name) 8. Addresse@’s Address (Only if requestad
> .

\ . O/ﬁQ a 7@ and fae is paid)

6. Signature: gﬂ%
X ¢ // .

PS Form 3811, Dacember 1994 102ses-97.8-0179  Domestic Return Receipt

Mr. Gregory Wilhelm

Santa Fe Energy Resources, Inc.
550 W. Texas, Suite 1330
Midland, TX 79701

Thank you for using Return Receipt Service.

Is your RETURN ADDRESS completed on the reverse side?




Santa Fe Energy Resources, Inc.

October 20, 1998

VIA FAX AND U.S. MAIL
(214) 691-1415

Matador Petroleum Corporation
Suite 158, Pecan Creek

8340 Meadow Road

Dallas, Texas 75231-3751

ATTN.: Ms. Mona D. Ables

Re:  Agreement to Farmout
Proposed 13,800" Morrow Test
Topacio Fed COM “28” #1 Well
1650"' FNL & 1980' FEL
Section 28, T-19-S, R-33-E
Lea County, New Mexico
SFERI’s GEM PROSPECT

Ladies and Gentlemen:

By letter dated, August 31, 1998, Matador Petroleum Corporation (Matador) proposed drilling
a 13,800 foot Wolfcamp/Morrow Test at a location 1650' FNL & 1980' FEL of Section 28, T-
19-S, R-33-E, Lea County, New Mexico. Inresponse, Santa Fe Energy Resources, Inc. (Santa
Fe) hereby agrees to Farmout it’s interest in the SE/4 of said Section 28 (the “Farmout
Acreage”) to Matador based upon the following general terms:

1. Within 90 days of execution of a formal Farmout Agreement by both parties, Matador
must commence, or cause to be commenced, the drilling of a Test Well in the E/2 of
Section 28, T-19-S, R-33-E, Lea County, New Mexico. The Test Well may be drilled
at a location of Matador’s choice in the E/2 of said Seciion 28 whick is legal for the
Morrow formation and must be drilled to a depth sufficient to thoroughly test te-Santa
Ee's-satisfaetton the Morrow formation. Matador’s only penalty for failing to drill the
Test Well will be the forfeiture by Matador of the right to receive the assignments
described below.

2. Upon completion of the Test Well as a well capable of producing in commercial
quantities, Santa Fe will assign to Matador all of its rights, title and interest in that
part of the Farmout Acreage included in the proration unit established for the Test
Well pursuant to NMOCD rules and regulations, limited to those depths from the
surface of the earth down to the stratigraphic equivalent of 100’ below the deepest
producing perforation in which the Test Well is so completed. Santa Fe will reserve

Central Division

580 W. Texas, Suite 1330
Midland. Texas 78701
915/687-3531

T



Matador Petroleum Corporation
Topacio Fed COM “28” No. | Well
E/2 Sec. 28, T-19-S, R-33-E

Lea County, New Mexico

October 20, 1998

Page 2
from such assignment a proportionately reduced overriding royalty interest equal to the
difference by which twenty-five percent (25%) exceeds existing lease burdens.

3. At Payout of Test Well, Santa Fe will have the option, but not the obligation, to

convert one-half (1/2) of its retained overriding royalty to a proportionately reduced
25% Working Interest. The relationship of the parties will thereafter be governed by a
mutually acceptable AAPL (1982) Model Form Operating Agreement naming Matador
as Operator to be attached as an Exhibit to the formal Farmout Agreement.

If the above general terms are acceptable, please sign this letter in the space provided below
and fax a copy to my attention at (915) 686-6714. Please also return a hard copy by mail.
Upon receipt of your favorable response, I will begin preparation of a formal Farmout
Agreement for review and execution by both parties. If this offer is not accepted and executed
by Matador and returned to Santa Fe on or before 5:00 P.M. C.S.T on October 26, 1998, it
shall automatically terminate and become null and void for all purposes.

Sincerely,

SANTA FE ENERGY RESOURCES, INC.

F
Steven J. Smith
Senior Staff Landman

ACCEPTED AND AGREED TO THIS _Z (¢ DAY OF OCTOBER, 1998.

MATADOR PETROLEUM CORPORATION

By: /W D A/bfeﬁ/
Title:_ Dy s tvint (and mor—

matadorQ01.doc




MA1ADOR PETROLEUM CORPORA110N
SUITE 158, PECAN CREEK
8340 MEADOW ROAD
DALLAS, TEXAS 75231-3751
(214) 987-3650
FAX: (214) 691-1415

C. Barry Osborne Writer’s Direct Line
General Counsel (214) 987-7117
Board Certified ~ Qii, Gas & Mineral Law

Texas Board of Legal Specialization

October 22, 1998
VIA FACSIMILE
915/683-4514
Mr. Mark Wheeler
Penwell Energy, Inc.
600 N. Marienfeld, Suite 1100
Midland, TX 79701

Re:  Topacio Federal Com “28” #1
E/2 Section 28, T-19-S, R-33-E
Lea County, New Mexico

Dear Mark:

Enclosed please find a revised Exhibit “A” to our proposed form of Joint Operating
Agreement covering the above referenced lands.

You will note, modifications have been made to reflect our agreement that all depths
shall be included as to the S/2 NE/4 and N/2 SE/4 of Section 28. As to such additional depths
contributed, each party shall deliver a proportionately reduced 78% net revenue interest.

Also, please note the location of the well shall remain 1,650 FNL and 1,980 FEL
Section 28, as originally proposed by Matador in our letter dated August 31, 1998.

As we relayed on to you, we had our attomey in Santa Fe continue our case to
November 5, 1998. He indicated Penwell’s case had also been continued to November 5.
Hopefully, we’ll be able to finalize our agreement prior to that date so we can dismiss both cases
and get the well drilled and producing before the end of the year.

We appreciate your assistance in getting these matters resolved and look forward to
working with you in the future.

Sincerely,
C. Barry Osbome

CBO/Mr
Enclosures
C:A\S8TINAVCBOVI022PENWELL.DOC



EXHIBIT “A”

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGRELEMENT
DATED SEPTEMBER 1, 1998 BY AND BETWEEN MATADOR OPERATING COMPANY, AS
OPERATOR AND OTHER SIGNATORY PARTIES HERETO AS NON-OPERATORS.

18

L

DESCRIPTION OF LANDS:

TOWNSHIP-19-SOUTH, RANGE-33-EAST, LEA COUNTY, NEW MEXICO

SECTION 28: E/2

Containing 320.00 acres, more or less.

DEPTH RESTRICTIONS:

As to the S/2NE and the N/2SE of Section 28, this Agreement shall cover all depths.

As to the N/2NE and the S/2SE of Section 28, this Agreement shall cover all depths, SAVE AND
EXCEPT the Wolfcamp formation.

WORKING INTEREST PERCENTAGES:

WORKING INTEREST %

WORKING INTEREST OWNER 3PO APO

MATADOR PETROLEUM CORPORATION 75.00% 68.75%
PENWELL ENERGY, INC. 25.00% 25.00%
SANTA FE ENERGY RESOURCES, INC. 0 6.25%
TOTAL 100.00% 100.00%

OIL AND GAS LEASE INFORMATION:

Oil & Gas Lease NM-027570 dated 6/1/69, by and between The United States of America, Bureau of
Land Management, as Lessor and Union Oil Company of California, as Lessee, covering, among other
lands, the NE/4 Section 28, T-19-S, R-33-E, Lea County, New Mexico.

Oil & Gas Lease NM-094610 dated 3/1/95, by and between The United States of America, Bureau of
Land Management, as Lessor and MRL Partners, as Lessee, covering the SE/4 Section 28, T-19-§, R-
33-E, Lea County, New Mexico.

WORKING INTEREST OWNIERS - NAMES AND ADDRESSES:

MATADOR PETROLEUM CORPORATION PHONE: (214)987-7129
SUITE 158, PECAN CREEK FAX: (214) 691-1415
8340 MEADOW ROAD

DALLAS, TX 75231-3751
ATTN: MONA ABLES

PENWELL ENERGY, INC. PHONE:  (915) 683-2534
600 N. MARIENFELD, SUITE 1100 FAX: (915) 683-4514
MIDLAND, TX 79701

ATTN: MARK WHEELER

SANTA FE ENERGY RESOURCES, INC. PHONE: (915) 686-6704
550 W. TEXAS, SUITE 1330 FAX: (915) 686-6714
MIDLAND, TX 79701

ATTN: GREGORY WILHELM

Revised 10/21/98



10/22/98 THU 17:23 FAX 214 681 1413 YATADOR-DALLAS G001
-

PEEERERTERERETRERX LR

3z TX REPORT xR

FEEERRRERRLEREERRRLERER
TRANSMISSION OK
TX/RX NO 0305
CONNECTION TEL 18156834514
SUBADDRESS
CONNECTION ID
S5T. TIME 10/22 17:22
USAGE T 01'05
PGS. 2
RESULT 0K

MATADOR PETROLEUM CORPORATION
SUITE 158, PECAN CREEK
8340 MEADOW RQAD
DALLAS, TEXAS 75231-3751
(214) 9¥7-3650
FAX: (218) 691-1415
C. Barry Osborue Writer’s Dircet Linc
General Counsel (214) 987-7117

Board Certified — Qil, Gag & Mineral Law
Texas Board of Legal Specialimtion

Octaber 22, 1998
VIA FACSIMILE
915/683-4514
Mr. Mark Wheeler
Penwell Energy, Inc.
G600 N. Marienfeld, Suite 1100
Midland, TX 79701

Re:  Topacio Federal Com “28” #1
E/2 Section 28, T-19-S, R-33-E
Lea County, New Mexico

Dear Mark:

Enclosed please find a revised Exhibit “A” to our proposed form of Joint Operating
Agreement covering the above referenced lands.

You will note, modifications have been made to reflect our agreement that 2ll depths
shall be included as to the S/2 NE/4 and N/2 SE/4 of Section 28. As to such additional depths
contributed, each party shall deliver a proportionately reduced 78% nct revenue interest.

Also, please note the location of the well shall remain 1,650° FNL and 1,980° FEL
Section 28, as originally proposed by Matador in our letter dated August 31, 1998.

As we relayed on to you, we had our attorney in Santa Fe continue our case to
November 5, 1998. He indicated Penwell’s case had also been continued to November 5.
Hanefully we’lt ha able to finalize our agreement prior to that date so we can dismiss both cases




EXHIBIT “A”

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING AGREEMENT
DATED SEPTEMBER 1, 1998 BY AND BETWEEN MATADOR OPERATING COMPANY, AS
OPERATOR AND OTHER SIGNATORY PARTIES HERETO AS NON-OPERATORS.

I

1L

1.

1v.

DESCRIPTION OF LANDS:

TOWNSHIP-19-SOUTH, RANGE-33-EAST, LEA COUNTY, NEW MEXICO

SECTION 28: E2
Containing 320.00 acres, more or less.

DEPTH RESTRICTIONS:

As to the S/2NE and the N/2SE of Section 28, this Agreement shall cover all depths.

As to the N/2NE and the S/28E of Section 28, this Agreement shall cover all depths, SAVE AND
EXCEPT the Wolfcamp formation.

WORKING INTEREST PERCENTAGES:

WORKING INTEREST %

BPO APO
WORKING INTEREST OWNER BCP ACP
MATADOR PETROLEUM CORPORATION 75.00% 75.00% 68.75%
NEARBURG EXPLORATION CO,, L.L.C. 25.00% 16.67% 16.67%
PENWELL ENERGY, INC. 0 8.33% 8.33%
SANTA FE ENERGY RESOURCES, INC. 0 0 6.25%
TOTAL 100.00%  100.00%  100.00%

OIL AND GAS LEASE INFORMATION:

Oil & Gas Lease NM-027570 dated 6/1/69, by and between The United States of America, Bureau of
Land Management, as Lessor and Union Oil Company of California, as Lessee, covering, among other
lands, the NE/4 Section 28, T-19-S, R-33-E, Lea County, New Mexico.

Oil & Gas Lease NM-094610 dated 3/1/95, by and between The United States of America, Bureau of
Land Management, as Lessor and MRL Partners, as Lessee, covering the SE/4 Section 28, T-19-S, R-
33-E, Lea County, New Mexico.

WORKING INTEREST OWNERS - NAMES AND ADDRESSES:

MATADOR PETROLEUM CORPORATION PHONE: (214)987-7129
SUITE 158, PECAN CREEK FAX: (214) 691-1415
8340 MEADOW ROAD

DALLAS, TX 75231-3751

ATTN: MONA ABLES

NEARBURG EXPLORATION CO, L.L.C. PHONE: (915) 686-8235
3300 NORTH AVENUE A FAX: (915) 686-7806
BUILDING 2, SUITE 120

MIDLAND, TX 79702

PENWELL ENERGY, INC. PHONE: (915)683-2534
600 N. MARIENFELD, SUITE 1100 FAX: (915) 683-4514
MIDLAND, TX 79701

ATTN: MARK WHEELER

SANTA FE ENERGY RESOURCES, INC. PHONE: (915)686-6704
550 W. TEXAS, SUITE 1330 FAX: (915) 686-6714
MIDLAND, TX 79701

ATTN: GREGORY WILHELM
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