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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A* Street
Building 2, Suite 120

Midland, Texas 79705
915/686-8235

Fax 915/686-7808

August 31, 1998
CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Mr. Dale Douglas

P. O. Box 10187
Midland, Texas 79702

RE: Poco Mesa “26” Federal Com. #1 Well
1,650’ FEL and 660’ FNL
Section 26, T-18-S, R-24-E
Eddy County, New Mexico
Poco Mesa Prospect

Dear Dale;

Nearburg Exploration Company, L.L.C. hereby proposes the drilling of the Poco Mesa “26” Federal Com.
#1 well to be drilled at the captioned location to a depth of 8,800’ or to a depth sufficient to test the Morrow
formation. Enclosed is our Authority for Expenditure estimating the cost of drilling the proposed well,
along with an Operating Agreement covering the N/2 of Section 26, T-18-S, R-24-E, Eddy County, New
Mexico.

If you desire to participate in our proposed well, please execute and return one (1) copy of the enclosed
AFE, along with one executed and acknowledged set of signature pages for the enclosed Operating
Agreement, along with a set of executed and acknowledged signature pages for Exhibit “F” to the Operating
Agreement.

If you have any questions, please contact me at the letterhead address and phone number.

Michael M. Gray
Senior Landman
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Hlearburg Producing Company Page 1 of 2

Exploration and Production

Dallas, Texss .
AUTHORITY FOR EXPENDITURE

LLEASE: PocaMesa 28 Federal WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 8,800'
LOCATION: 1,650'FEL & 660 FNL, Section 28, 7188, R24E, Eddy County, NM _
FIELD: Wildcat . PROSPECT: Morrow EXPLORATORY,DEVELCPMENT WO: E

DESCRIPTION OF WORK: Drll and complete as a flowing Morrow gés producer.

DATE PREPARED: 8/24/98 EST. SPUD DATE: Oct 1898 EST. COMPLETION DATE: Nov 1898
ACCOUNTING WELL NUMBER: ’

COMMUNICATIONS ACCOUNT NUMBER:

INTANGIBLE COSTS: CODE| TOCSGPT CODE| COMPLETION TOTAL WELL
Drilling Footage 8,800 Ft@ 19.50 $/Ft | 1614701 171,600 NA 171,600
Driling Daywork D/Cf$/day 2 2 5200| 1514.908 10,400 1516.108 10,400 20,800
Driling Turnkey 1514.110 1518110 0
Rig Mobilization and Demobilization 1814.115 1515115 0
Road & Location Expense 1814120 20,000 1515123 3,000 23,000
Damages 1814125 5,000 1518125 5,000
Directional Drilling - Tools and Service 1814,150 1515.1%0 0
Drilling Fluids : 1514.135 25,000 1515.132 1,000 26,000
Fuel, Power, and Water 1814.140 15,000 1815.140 1,500 16,500
Supplies - Bits 1514.145 1516.145 1,000 1,000
Supplies - Casing Equipment 1514150 1,500 1515150 8,000 9,500
Supplies - Liner Equipment 1514.155 1515.155 0
Supplles - Miscellaneous 1514,180 500 1515.160 500
Cement and Cmt. Services - Surface Csg 1514.165 4,000 NA 4,000
Cement and Cmt. Services - Int. Csg 1514.170 12,000 NA 12,000
Cement and Cmt. Services - Prod, Csg NA 1615172 25,000 - 25,000
Cement and Cmt. Services - Other 1514178 1515175 ' 0
Rental - Drilling Tools and Equipment 1514.180 500 1515.180 500
Rental - Miscellaneous 1514.185 15,000 1515185 5,000 20,000
Testing - Drill Stem / Production 1514.185 10,000 1518.185 10,000
Open Hole Logging ' 1514.200 25,000 NA 25,000
Mudlogging Services 1514.210 10,000 NA 10,000
Special Services 1514.100 1515.100 0
Plug and Abandon 1514.215 10,000 1518215 {10,000) 0
Pulling and/or Swabbing Unit NA 1515217 12,000 12,000
Reverse Equipment NA 1515219 3,000 3,000
Wireline Services 1514.208 1515.205 12,000 12,000
Stimulation NA 1515.221 100,000 100,000
Pump / Vacuum Truck Services 1514.220 1,000 1815220 2,500 3,500
Transportation 1514.225 1,500 1515225 4,000 5,500
Tubular Goods - Inspection & Testing 1514.230 1515.230 8,000 8,000
Unolassified 1514.245 1513.245 o]
Telephone and Radio Expense 1514.240 500 1815.240 500 1,000
Engineer / Geologist / Landman 1514.250 3,500 1515.250 2,500 6,000
Company Labor - Field Supervision 1514.255 5,000 1515.285 5,000 10,000
Contract Labor / Roustabout 1814285 1,500 1815.288 5,000 6,500
Legal and Professional Service 1514.270 2,500 1815.270 1,000 3,500
Insurance 1514.275 6,000 1515.275 1,000 7,000
Overhead 1514.260 6,000 1815.280 1,000 7,000
SUBTOTAL 363,000 202,400 565,400
Contingencies (10%) 38,300 20,240 56,540
ESTIMATED TOTAL INTANGIBLES 399,300 222,640 621,840
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Nearburg Producing Company

Exploration and Production

Dallas, Texas . ‘
AUTHORITY FOR EXPENDITURE

LEASE: PocaMesa 26 Federal WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 8,800'

LOCATION: 1,850'FEL & 660 FNL, Section 26, T18S, R24E, Eddy County, NM
FIELD: Wildcat ' PROSPECT: Mortrow EXPLORATORY,DEVELOPMENT WO: E

DESCRIPTION OF WORK: Drill and complste as a flowing Marrow gas producer,

EST. SPUD DATE: Oct 1898

DATE PREPARED: 8/24/88 EST. COMPLETIQN DATE: Nov 1998

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE COSTS: CODE| TOCSGPT CODE| COMPLETION TOTAL WELL
Conductor Casing 1520.305 NA 0
Surface Csg 350 Ft @ 24.00 $/Ft | 1520310 8,400 NA 8,400
Intermediate Csg 1,200 Ft @ 14.00 $/Ft | 1220915 16,800 NA 18,800
Protection Csg e $IFt | 1520.920 0 NA 0
Production Csg 8,800 Ft@ 9.00 $/Ft| wma 1522325 79,200 78,200
Protection Liner Ft@ $IFt | 182039 0 NA 0
Production Liner @ SIFt| M 1522338 0 0
Tubing 8,600 Ft@ 3.45 $/Ft| wa 1522.340 29,670 28,670
Rods Ft@ SIFt| wa 1522.345 0 0
Artificial Lift Equipment NA 1522.360 0
Tank Battery NA 1522.355 10,000 10,000
Separators/Heater Treater/Gas Units/FWKO | wa 1522.900 15,000 15,000
Well Head Equipment & Christmas Tree 1520.965 1,500 1522385 12,000 13,500
Subsurface Well Equipment NA 1522.570 5,000 5,000
Flow Lines NA 1622375 17,000 17,000
Saltwater Disposal Pump NA 1522.301 0
Gas Meter NA 1522.985 3,000 3,000
Lact Unit NA 1822387 0
Vapor Recovery Unit NA 1522389 0
Other Well Equipment NA 1522.380 2,000 2,000
ROW and Damages NA 1522303 2,500 2,500
Surface Equipment Installation Costs NA 1522.305 6,000 6,000
Elect. Installation NA 1522.397 0
ESTIMATED TOTAL TANGIBLES 26,700 181,370 208,070
ESTIMATED TOTAL WELL COSTS 428,000 404,010 830,010
NPC APPROVAL DATE
rrerareney: H.R. Willis 8/18/08
approvepsy:  E. Scott Kimbrough 81858
APPROVED BY: /( //j‘S/

<
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WI APPROVAL:  COMPANY Dale Douglas >0.0000% -

BY

TITLE

DATE
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SENDER: A O yri@sSH -
=Complete items 1 and/or 2 for additional services, m (e
aCompleta itama 3, 4a, and 4b, ¢
-Prim your name and address on the reverse of this form so that we can returRihis | gxira fee):

| also wish to receive the
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% -Mﬁ t%na form to the front of the mallpiece, or on the back If space does not 1. O Addresses's Address .E
L alNitte Retum Receipt A 6d" on 1he mallpisce below the article number,

) g lm%\at:m’gomp:wll?amio wtomgm lhem:n’l)éleeeewas gzlveer:d a‘:'n: ?r:‘:‘ dat:a 2. 1J Restricted Dellvery ‘g

- € dellvered. Consult postmaster for fee. B
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i PHq7-370-004 &
E “1u"|l||||u“||||n||||||(|‘ 4b. Service Type g

- 8 Mr. Dale Douglas O Registered _ MCeruﬂed ‘;

‘ P. O. Box 10187 a Expron Mall 1 Insured .5

Midland, Texas 79702 E3-Relum Recalpt for Merchandise [1 COD &
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4 5. Recelved By: (Print Neme) g658's Address (Only if requested & .
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3
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PS Foné/aﬁﬁ December 1994 125959780179  Domestic Retumn Receipt

i P 497 370 004 e

US Postal Service : .
Receipt for Certified Mail -
No Insurance Coverage Provlded .
D g

E ”lll”IIIIIIII'”IIIHIIIII!'I,
Mr. Dale Douglas

P. O. Box 10187 —]
Midland, Texas 79702

I

enl
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Certified Fee .

Spedal Delivery Fea

Restricted Delivery Fee

Retum Receipt Showing to
Whom & Date Delivered ;

Retum Receipt Showing 1o Whom,
Date, & Addressee's Address

TOTAL Postage & Fees $
Postmark or Date

/cdo I edon_~

PS Form 3800, April 1995




Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A” Street
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

October 12, 1998

David H. Arrington Oil & Gas, Inc.
200-West Texas /¥ weas T exor Ave , Soal 00

Midland, Texas 79701

Re: Poco Mesa “26” Federal Com. #1 Well
1,650’ FEL and 660’ FNL
Section 26, T-18-S, R-24-E
Eddy County, New Mexico
Poco Mesa Prospect

Gentlemen:

By certified letter dated August 31, 1998, we proposed the captioned well to Mr. Dale Douglas, then the record
title owner of United States Lease #NM-101077, covering the NW/4 Section 26, T-18-S, R-24-E, Eddy County,
New Mexico. Mr. Douglas has informed us that he has or will assign his interest in this lease to you. We
enclose herewith the AFE and Operating Agreement which were presented to Mr. Douglas and which have
been amended to reflect David H. Arrington Oil & Gas, Inc. as the owner of the NW/4 of Section 26.

If you desire to participate in our proposed well, please execute and return one copy of the enclosed AFE along
with one executed and acknowledged set of signature pages for the enclosed Operating Agreement, along with
a set of executed, acknowledged signature pages for Exhibit “F” to the Operating Agreement.

Pursuant to Bill Baker’s telephone request, we are enclosing copies of the mud log and electric logs for the
Mucho Mesa “24” State #1 well located in the SW/4 of Section 24, T-18-§S, R-24-E. If you are interested, we
would be willing to share our geological interpretation for our proposed location.

Please call me if you have any questions.

Yours very truly,

Michael M. Gray
Senior Landman

MMG/dw
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Exploration and Production

Dallas, Texas .
AUTHORITY FOR EXPENDITURE

LEASE: PocaMesa 26 Federal WELL NUMBER: 1 - PROPOSED TOTAL DEPTH: 8,800

LOCATION: 1,650'FEL & 660 FNL, Section 26, T18S, R24E, Eddy County, NM ,
FIELD: Wildcat - PROSPECT: Momow EXPLORATORY,DEVELOPMENT WO: E
DESCRIPTION OF WORK: Diill and complete as a flowing Morrow gas producer,

EST. SPUD DATE: Oct 1998

DATE PREPARED: 8/24/98 EST. COMPLETION DATE: Nov 1898

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

INTANGIBLE COSTS: CODE| TOGSGPT CODE| COMPLETION TOTALWELL
Drilling Footage 8,800 Ft@ 19.50 S$/Ft | 1214.001 171,600 M 171,600
Driling Daywork D/C/$/day 2 2 5200] 1514.105 10,400 1518106 10,400 20,800
Driling Turnkey 1514110 1518110 0
Rlg Mobillization and Demobilization 1814.118 1815115 0
Road & Location Expense 1814120 20,000 1518123 3,000 23,000
Damapges 1514128 5,000 1818125 5,000
Directional Drilling - Tools and Service 1814,130 1518150 0
Drilling Fluids 1514.135 25,000 1518132 1,000 26,000
Fuel, Power, and Water 1514.140 15,000 1818140 1,500 16,500
Supplies - Bits 1514.148 1515145 1,000 1,000
Supplles - Casing Equipmant 1514150 1,500 1615150 8,000 8,500
Supplies - Liner Equipment 1514.155 1818185 0
Supplles - Miscellanecus 1514.160 500 1515180 500
Cement and Cmt Seivices - Suiface Csg 1514.185 4,000 NA 4,000
Cement and Cmt. Services - int. Csg 1514.170 12,000 NA 12,000
Cement and Cmt. Services - Prod, Csg NA 1515172 25,000 25,000
Cement and Cimt. Services - Other 1814.975 1515175 0
Rental - Drilling Tools and Equipment 1814.180 500 1515180 500
Rental - Miscellaneous 1514.185 15,000 1515783 5,000 20,000
Testing - Drill Stem / Productian 1514.185 10,000 1518135 10,000
Open Hole Logging 1514200 25,000 NA 25,000
Mudlogging Services 1514.210 10,000 NA 10,000
. |Special Services 1514.100 1515.190 0
Plug and Abandon 1514.215 10,000 1818215 (10,000 0
Pulling and/or Swabbing Unit NA 1518217 12,000 12,000
Reverse Equipment NA 1318210 3,000 3,000
Wireline Services 1514.208 1515.205 12,000 12,000
Stimulation NA 1515221 100,000 100,000
Pump / Vacuum Truck Services 1514.220 1,000 1515220 2,500 3,500
Transportation 1814.225 1,500 1518228 4,000 5,500
Tubular Goods - Inspection & Testing 1514.20 1518.230 8,000 8,000
Unclassified 1514.245 1518.245 0
Telephone and Radio Expense 1514.240 500 1515240 500 1,000
Engineer / Geologist / Landman 1514.250 3,500 1515260 2500 6,000
Company Labor - Fleld Supervision 1514.255 5,000 1515.285 5,000 10,000
Contract Labor / Roustabout 1514205 1,500 1818205 5,000 " 8,500
Legal and Professions! Service 1514.270 2,500 1815.270 1,000 3,500
Insurance 1314.275 8,000 1515.275 1,000 7,000
Overhead 1514.260 6,000 1518200 1,000 7,000
SUBTOTAL 363,000 202,400 565,400
Contingencies (10%) 36,300 20,240 56,540
ESTIMATED TOTAL INTANGIBLES 398,300 222 640 621,940




Exploration and Production

Dallas, Texas

LEASE: Poca Measa 26 Federal
LOCATION: 1,650'FEL & 660 FNL, Section 26, T18S, R24E, Eddy County, NM
PROSPECT: Morrow

DESCRIPTION OF WORK: Dirill and complete as a flowing Morrow gas producer.

FIELD: Wildcat

DATE PREPARED: 8/24/98

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

AUTHORITY FOR EXPENDITURE

WELL NUMBER: 1

EST. SPUD DATE: Oct 1998

PROPOSED TOTAL DEPTH: 8,800

Page20f2

EXPLORATORY,DEVELOPMENT,WO: E

EST. COMPLETION DATE: Nov 1998

=

s

TANGIBLE COSTS: CODE{ TOCSGPT CODE] COMPLETION TOTAL WELL
Conductor Casing 1520.505 NA 0
Surface Csg 350 Ft@ 24.00 §/Ft | 1a20300 8,400 " 8,400
Intarmediate Csg 1,200 Ft @ 14.00 $/Ft | ra0.915 16,809 NA 16,800
Protection Csg Ft@ $/Ft | 1220020 0 NA 0
Production Csg 8,800 Ft@ 0.00 $/Ft] M 1822325 79,200 78,200
Protection Liner @ $/Ft | 1a20.3% 0 A 0
Production Liner FtQ@ $/Ft| M 1522.3%5 0 (4]
Tubing 8,600 Ft@ 3.45 $FFt| 1822340 29,670| 29,670
Rods Ft@ $Ft| m 1822348 0 0
Artificial Lift Equipment NA 152235 0
Tank Battery NA 1822.355 10,000 10,000
Separators/Heater Treater/Gas Units/FWKO | 1522.360 15,000 15,000
Well Head Equipment & Christmas Tree 1620.585 1,500 1622365 12,000 13,500
Subsurface Well Equipment NA 1522370 5,000 5,000
Flow Lines NA 1522375 17,000 17,000
Saltwater Disposal Pump NA 1522.301 0
Gas Meter NA 1522.385 3,000 3,000
Lact Unit NA 1522.387 0
Vapor Recovery Unit NA 1522389 o
Other Well Equipment NA 1522.390 2,000 2,000
ROW and Damages NA 1522.363 2,500 2,500
Surface Equipment Installation Costs NA 1522365 8,000 6,000
Elect. Installation NA 1522307 0
ESTIMATED TOTAL TANGIBLES 26,700 181,370 208,070
ESTIMATED TOTAL WELL COSTS 428,000 404,010 830,010
NPC APPROVAL DATE

rrerarenby: H.R. Willis 8/18%8

arrrovensy: E. Scott Kimbrough a/1e%8

APPROVED BY:
APPROV s ~ 7/ /[/ /
WI APPROVAL:  COMPANY David H. Arrington Oil & Gag, IngQ-9000% -
BY '
TITLE

DATE
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SENDER:
sComplete itemns 1 and/or 2 for additional services.
aComplete items 3, 4a, and 4b.
sPrint your name and address on the reversa of this form so that we can retum this
card to you.
= Attach this form 1o the front of the mailpiece, or on the back if space does nol

Pocd mesnA -

parmit.
nWrite *Return Receipt Requested® on the malipiece below the arlicle number.
sThe Retum Receipt will show to whom the article was dellvered and the date
delivered.

| also wish to recelve the
following servicas (for an
oxtra fee):

1. [ Addressee's Address
2. [ Restricted Delivery
Consult postmaster for fee.

ipt Service.

3. Article Addressed to:

4a. Article Number
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G 70| 01 RetumReceipNor Mechandise £1 COD
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N\
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PS Form 3811, December 1994 102595-97-8-0179

P 497 370 052

US Postal Service

Receipt for Certified Mail

No Insurance Coverage Provided.

Do not use for lmemauonal Mall {(See reverse)

Domestic Returmn Receipt

| 0 N

Street&Nu ber£ 9‘ MCU

Post Dffice, SIate & 2IP Code

200 WO 00, I’Vhaiﬂw

0%

Postage 5

Certified Fee

Spedial Delivery Fee

Restricted Delivery Fes . %

Retum Receipt Showing to .
Whom & Data Delivered

Retum Receipt Showing to Whom,
Date, & Addressee's Address

TOTAL Postage & Fees

Postmark or Date

&OVVLQAN

PS Form 3800, April 1995
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Thank you for using Retu




Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A” Stieet
Building 2, Suite 120
Midland, Texas 79705
915/686-8235

Fax 915/686-7806

October 27, 1998

David H. Arrington Oil & Gas, Inc.

214 West Texas Ave., Suite 400
Midland, Texas 79701

Re: Poco Mesa “26” Federal Com. #1 Well
1,650° FEL and 660’ FNL
Section 26, T-18-S, R-24-E
Eddy County, New Mexico
Poco Mesa Prospect

Gentlemen:

Nearburg Exploration Company, L.L.C. (NEC) has proposed the drilling of the captioned well as an 8,800
Morrow test for a proration unit comprising the N/2 of Section 26, T-18-S, R-24-E. We have discussed the
possibility of sharing our geological information with you. We will present our geological picture to you if

Arrington will agree (o one of the following prior to the presentation of the geological information:

1) Arrington will agree to participate as to ils one-half interest in the well under the terms our
Operating Agreement, or;
2) if Arrington does nol elect to participate in the well, Arrington will either farmout to NEC for

the drilling of the well, retaining an overriding royalty equal to the difference between
burdens and 25%, or Arrington will deliver a one year Term Assignment to NEC for the cash
consideration of $130.00 per net acre reserving an overriding royalty equal to the difference
between burdens and 17.5%.

Please contact me if this proposal is agreeable to you.

Youts very truly,

Michael M., Gray
8cntor Landman

MMO/dw

co! Dale Douglas
P, O Box 10187

Midland, Texas 79702



