EXHIBIT 3




Steven W. Horn Oil and Gas

March 14, 2001

Barbara Sue Beller, SSP
920 Las Cruces
Ventura, CA 93003

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4 & S/2 N/2 (N/2) of Section 4
T-17-S. R-38-E. NNM.P.M.
Lea County, New Mexico
Containing 311.84 net mineral acres, more or less

Dear Ms. Beller:
The Deed Records of Lea County, New Mexico indicate Barbara Sue Beller, SSP as the owner of an
undivided 2.3215/311.84 mineral interest under the above referenced property, being an undivided

2.32 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Barbara
Sue Beller, SSP in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respectfully,

7 A

Steven W. Horn

SWH/ae

P O Bow 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Barbara Sue Beller, SSP
920 Las Cruces
Ventura, CA 93003

Re: E.S. Schaap #1
T-17-S, R-38-E. N.M.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Beller:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 2.3215/311.84 mineral interest in the above referenced property (1.16432 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.
Sincerely,

Y S
Steven W. Horn

SWH/ae

Enclosures: 2

P O Kow2755 Midland, Texas 79702 (915) 683-2449



e PRESTON EXPLORATION, LLC
ALTHCRIZATICN FOR ZXPENDITURE
" Laata and WNell NG, o8pBCl FAagion
E. &, Schaap #1 Northwest Knowles 102001 |
& Exploratory Well 7] Recompieton o Injacticn O Other Eloriginal
7 Davelopment Well 1 Werkover O swp CSupolement
County/Pansh, State Surveyi Townsnip Ungt OescrptionMeasured Location meqga TO
Lea County, NM Sec 4 -T17S - R38E 909’ FNL & 2,310' FWL 12,000
[~ Uescnioban o Wark
Drill and complete exploratory weil to Strawn formatian.
o e s 0 GINTANGIBLE.COSTS ! o
Descripticn Orilling Completion
Abstracta / Legai Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Locatlon / Restoration 104 24,000 204 2,500
Mob & Demab 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Driliing / Completion Rig - Tumkey 107 207
Oriliing / Completion Rig - Day Rate 42 Days @ § 12,500 /D & 10days @ $1,800/D 108 525,000 208 18,000
Cementing - Matenals / Services 111 37,000 211 25,000
Drilling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geotogicat / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplles 119 219
Drilling / Completion Qverhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Cailed Tubing - Materiais / Services 250
Chemicals - Other 254
Gravei Pack - Malerials / Services 255
Bits - Oriliing / Compietion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscellaneous Directional - 6 days @ $ 7.400/ D 199 44 400 299
Insurance 57.600
Contingencies 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
" TANGIBLE.COSTS . T ‘
Conductor Plpe 110
Surface Casing 400 f 13 /8 $22.00/ 121 8,800
interme-fiate Liner 4,600 fi. 9 5/8" $15.00/# 122 69,000
Orilling Liner 122
Production Liner 12,000 & 7 35.50/#t 226 114,000
Tie-Back 226
Tubing 12,000 ft 27/8" $3.25/1 227 39,000
Qawnhole Equipment 23 20,000
Artficial Uit Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vatves, etc. 235 5,000
Separalors, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Ory Hale Cost 1,104,500
1,535,900

Completed Well Cost

e T APPROVALS. ) e

Company Signaturs Tite Qate

{T IS RECOGNIZEDR THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS /NCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.




7099 3400 00Lk 5964 L4477

Postage
Certified Fee

Return Recaipt Fee
(Endorsement Required)

Restricted Delivery Fes
(Endorsement Required)

Total Postage & Fees
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Postmark
Here
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Racipient's Name (Please Print Clearly) {to be completed by maiter)

Barbara. Sue
Street, Apt. No., or PO Bex No.
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CA
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93003
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'

Steven W. Horn Ol and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Barbara Sue Beller, SSP
920 Las Cruces
Ventura, CA 93003

Re: E.S. Schaap #1 ,
T-17-S. R-38-E, NM.P.M.
Section 4: Lots 3, 4 & §/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Beller:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 2.3215/311.84 mineral interest in the above referenced property (1.16432 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Hom
SWH/ae

Enclosures: 2

P O. Box 2755 Midland, CTexas 79702 (915) 683-2449



L

rRESTON EXPLORATION, LLy

AUTHORIZATION FOR EXPENDITURE

—Care S WA EEry : R
E. S. Schaap # 4 Northwest Knowles [ 102001
B Exploratory Well 0 Recompietion O Injection O Other Eo‘nqmal
O Development Well O Workaver 0 swp Supplement
CountyParsh, Sisis Sareey Townsoip Und DescripUon/Msasured Location PraRded 0
Sec 4 -T17S - R38E 909" FNL & 2,310' FWL 12,000

Lea County, NM

Drill and complete exploratory well to Strawn formation. .

RINTANGIBEE;COSHT

;;!,' m

Drilling - Completion
Abstracts / Legsal Fees 101 500 201
Surveys / Penmits / Environmental 102 500
Right-of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transporiation / Hauling / Barges 108 10,000 206 15,000
Drillng / Completion Rig - Tumkey 107 207
Driling / Completion Rig - Day Rate 42 Days © $12,500/0& 10days § $1,800/D 108 525,000 208 18,000
Cementing - Materals / Services 111 37,000 211 25,000
Diillilng Mud / Completion Fluids 112 40,000 212
Watsr 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 82,000 215
Englneedng / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/0D 117 19,800
Casing Senvices 118 5,500 218 5,500
Supplles 119. 219
Orilling / Complation Qvechaad 120 11,800 220
Equipment Rentals 123 18,000 223 12,000
Suifacs Damages 124
Slickline / Swobbing ! 228
Casad Hole - Logging / Perforaling 229 25,000
Stmulation - Matsrials / Services 230 50,000
Colled Tubing - Materials / Sesvices 250
Chemicals - Other 254
Gravel Pack - Matalals / Services 255
Bits - Deiliing / Complation 158 50,000 256 2,000
Tresting 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expensa 197 8,000
Miscalianeous Directional - 6 days @ $ 7,400/ D 199 44,400 299
Insurance 57,600
ConSngencles 199 10,000 299 5,000
. Total Intangibles 1,022 700 202,400
B R TANGIBE SRS TS, i
Conducior Pipe
Surfaca Gasing 400 13 3m° $22.00/1 121 8,800
Intsrmediate Liner 4,800 ft. 9 578" $15.00/1 122 89,000
Dritting Uner 122
Production Liner 12.000 ft 7 39.50/1 228 114,000
Tle-Back 228
Tubing 12,000 1 278 25/ 227 39,000
Downhole Equipment 231 20,000
Astiiclal Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks : 224 15,000
Pipe, Fittings, Valves, stc, 235 5,000
Separatora, Treaters, Heaters, elc. 2168 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Wall Cost 1,535,900
E - ARPEROVALSL, . .. S R
Company Signauxs Tite Dale

TS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE CPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.




700k 0320 0004 3739 9912
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'é reat, Apt. No.;
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L

e Hevarse:for nstructions,
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Steven W. Horn Oil and Gas

March 14, 2001

Glena Lu Miller
Guardian of the Estate of
Etoile M. Bennett

512 Ross Blvd.

Pecos, Texas 79772

Re:  Oil & Gas Lease Proposal, -
Lots 1, 2, 3, 4 & S/2 N/2 (N/2) of Section 4 B
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 311.84 net mineral acres, more or less

Dear Ms. Miller:
The Deed Records of Lea County, New Mexico indicate Glena Lu Miller as the Guardian of an
undivided 3/311.84 mineral interest under the above referenced property, being an undivided 3.00 net

mineral acres. :

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Glena Lu
Miller, Guardian in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respeetinlly,

Y 0.

Steven W. Homn

SWH/ae

P O. Bov 2755 Midiand, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Glena Lu Miller,

Guardian of the Estate of Etoile M. Bennett
512 Ross Blvd.

Pecos, Texas 79772

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Miller:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/311.84 mineral interest in the above referenced property (1.50462 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

S ww/}’éx.«

Steven W. Horn

SWH/ae

Enclosures: 2

2 O Box 2755 Midland, Cexas 79702 (9715) 683-2449



[
PRESTON EXPLORATION, LLC
AUTHCRIZATION FCR EXPENDITURE
kasa and Vveil No. 'Pmspsc{ ~Feho.
E. 8. Schaap #1 : Northwest Knowles [ 102001
] Exploratory Well O Recompietion L Injection ] Other Eoriginal
O Development Weil 0 Warkover T swo [CISupplement
County/Pansh, State Survey/Tawnsnio Unt Cascnption/Measured Location Projected TO
Lea County, NM Sec 4 - T17S - R38E 509' FNL & 2,310' FWL 12,000
| Cascnphon of Werk
Drill and complete exploratory well to Strawn formation.
T T T e INTANGIBEE.COSTS G L et B e e e ; K
Descripticn Drilling Completion
Abstracts / Legal Fees 101 500 201
Suryeys / Permits / Environmental 102 5C0
Right - of - Way 103
Localion / Restoraton 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transpontation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Oay Rate 42Days @ $12,500/0&10days@$ 1,800/ 108 525,000 208 18,000
Camenting - Materiais / Services 111 37.000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Lagging / Coring 115 62,000 215
Enginesring / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplles 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surfaca Damages 124
Slickiine / Swabbing 228
Cased Hoaie - Logglng / Perforating 229 25,000
Stimulation - Matenials / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicals - Other 254
Gravei Pack - Materials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 187 8,000
Miscellaneous Directional - 6 days @ $7.400/D 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
A W TANGIBLE:COSTS: ! -
Conductor Pipe 110
Surfaca Casing 400 ft 13 /8" $22.00/ 121 8,800
Inlermediate Liner 4,600 f. 9 5/8" §15.00/# 122 69,000
Dnilling Liner 122
Production Liner 12,000 ft 7" $9.50/ft 226 114,000
Tie-Back 226
Tubing 12,000 A 27/8° $3.25/1 227 39,000
Dawnhole Equipment 231 20,000
Astificat LiR Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
P _APPROVALS. ey ]
Company Signature Ttle Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.




7099 3400 00LL 59LY4 1538

E:ERTIFIEB MAIL RECEIPT
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{Endorsement Reguired) 1 - 5 O
Restricted Delivery Fee
{Endorsement Required)

3.94

Total Postage & Fees | $

Postmark
Here

10/15/2001
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brreet Apt or 170 Bo

512 Ross Blvd.
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4 [eorns* ¥ 2, and 3. Also complete
item 4 if Restricted Delivery is desired.
B Print your name and address on the reverse
so that we can return the card to you.
m Attach this card to the back of the maiipiece,
‘ or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) | B. Date of Deliver

, 16 -2z
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2 Z7] Addresse

1. Article Addressed to:
Glena Lu Miller
512 Ross Blvd.

Pecos, Texas 78772

D. Is delivery address different from item 17 13 Yes
If YES, enter delivery address below: XX No

3. Service Type
M Certified Mait [ Express Mail
[J Registered O Return Receipt far Merchandis
3 Insured Mail [ C.0.D.
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2. Article Number (Copy from service labef)

1 7999 3400 0016 5964 1538

LRSS S PR

PS Form 3811, July 1999
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 Steven W. Homm Ol and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Glena Lu Miller,

Guardian of the Estate of Etoile M. Bennett
512 Ross Blvd.

Pecos, Texas 79772

Re: E.S. Schaap #1
T-17-S,R-38-E, NM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Miller:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/311.84 mineral interest in the above referenced property (1.50462 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

/ﬂw,%/

Steven W. Horn

SWH/ae

Enclosures: 2

P O Kox 2755 Midland, Cexas 79702 (975) 683-2449



rRESTON EXPLORATION, LLo

F ' AUTHORIZATION FOR EXPENDITURE

I NG, tospac] . AFE fo,
E. 8. Schaap #1 Northwest Knowles 102001
B Exploratory Well O Recompletion U Injection 0O Other - Eloriginal
[J Development Well O workover O swp . [Osupplement
County/Panah, Sats Survey(Townsnip Unk Description/Measured Location Projecisd YO
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310" FWL ’ 12,000
Drill and tomplete exploratory well to Strawn formation.

=R TU
3 PELe ]

iR INTANGIBEEIC O STSE aries e S S R S e

Drilling Completion
Abstracts / Lsgal Fees 101 500 201
Surveys / Pesmits / Environmental 102 500
Right - of - Wey ] 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Heullng / Barges 108 10,000 206 15,000
Driliing / Completion Rig - Tumkey 107 207
Driliing / Complation Rlg - Day Rale 42 Doys @9 $ 12,500/D & 10days @ $ 1.800/D 108 525,000 208 18,000
Cementing - Materiala / Sarvices 111 37,000 211 25,000
Driliing Mud / Completion Flulds 112 40,000 212
Watsr 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneeding / Supervision 118 31,500 218 8,400
Geolagical / Pelrophysical Sarvices Mud Logging - 28 days @ § 700/D 17 18,600
Casing Services 118 5,500 218 5,500
Supplies 119, 219 -
Orilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surtace Damages 124
Slickline / Swobbing : 228
Cased Hole - L.ogging / Perforating 229 25,000
Stmulation - Matarials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services . 255
Bits - Drllling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications . 161 162
Labor 162 7,500 262 31,000
P & AExpense 107 8,000
Miscallaneous Directional - 6 days @ $ 7,400/ D 199 44,400 299
Insurance 57,600
199 10,000 299 5,000
Total intanglbles 1,022,700 202,400
A TANGIBEECAS TS,
Conductor Pipe
Surface Casing 400 13 38" $22.00/1
Intarmediate Liner 4,800 ft. P 5/8° $15.00/ 1
Deflling Liner
Production Liner 12,000 ft T $9.50/ ft
Tie-Back
Tubing B 12,000 ft 278 532511
Downhole Equipment
Asrtifical LI Equipment
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks : 234 15,000
Pipe, Flttings, Valves, elc, 235 5,000
Separntors, Trealars, Heaters, elc. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost
Compieted Well Cost

R A

c o lgu i e o SARPROMABSE i e

Company Skgnatars Tive Date

IT1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

Philip Tabor Bennett &

Charlene Mayberry Bennett,

as Trustees of the Bennett Family Trust
w't/a 10/25/93

431 St. Andrews Drive

Aptos, CA 95003

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. & Ms. Bennett:

The Deed Records of Lea County, New Mexico indicate Philip Tabor Bennett & Charlene Mayberry
Bennett as trustees of an undivided 1/160 mineral interest under the above referenced property, being
an undivided 2.95 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Philip
Tabor Bennett & Charlene Mayberry Bennett, as trustees, in the above referenced property according
to the terms listed below:

¢ Three (3) year lease
Paid Up

* 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Res lly,

s

Steven W. Hom

SWH/ae

P O. Box 2755 Midland, Texas 79702 (9715) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Philip Tabor Bennett &

Charlene Mayberry Bennett, as

Trustees of the Bennett Family Trust vw/t/a 10/25/93
431 St. Andrews Drive

Aptos, CA 95003

Re: E.S. Schaap #!
T-17-8, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Bennett:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location

909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)

copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
- NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/160 mineral interest in the above referenced property (.97750 net mineral
acres) on the following terms:

I. A bonus consideration of $250.00 per net mineral acre
2. A l/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible’ and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

%&.a, /)4\‘,

Steven W. Horn

SWH/ae

Enclosures: 2

P O Box 2755 Midland, Cexas 79702 (915) 683-2449



o PRESTON EXPLORATION, LLC
AUTHCRIZATION FOR EXPENDITURE
33 370 Wl Na. PTG T
E. S. Schaap #1 | Northwest Knowles 102001
B Exploratory Weil ] Reccmpetion L. Injeclion _. Other El0riginal
O Development Weil O Workover 0 swp JSupplement
County/Pansh, State Survey/Townsnio Unil Cescnption/Maasured Location Projscied TO
Lea County, NM Sec 4 - T17S - R38E 909' FNL & 2,310' FWL 12,000
al 1
Drill and complete exploratory well to Strawn formation.
‘ = - INTANGIBLE.COSTS
Descripticn Drilllng Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Locatian / Restoration 104 24,000 204 2.500
Mob & Demob 105 45,000 205
Transpartation / Hauling / Barges 106 10,000 206 15,000
Orilling / Completion Rig - Tumkey 107 207
Drilling / Complation Rig - Day Rale 42 Days @5 12.500/D & 10days @ S 1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Camplation Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fust 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ 0 117 19,600
Casing Servicas 118 5,500 218 5,500
Suppiles 119 219
Drlling / Compietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Loggling / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Matenials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Compietion 156 50,000 256 2,000
Treating 258
Tasting / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellaneous Directional - 6 days @ $ 7,400/0 199 44,400 299
insurance 57,600
Contingencles 199 10,000 299 5,000
Totai Intangibles 1,022,700 202,400
Clpdn v e e T TANGIBREE:COSTS i
Conductor Pipe 110
Surface Casing 400 ft 13 3/8" $22.00/1 121 8,800
Intermediate Liner 4,600 ft. 9 5/8” $15.00/ 122 69,000
Orilling Liner 122
Production Liner 12,000 R 7 $9.50/ ft 226 114,000
Tie-Back 226
Tubing 12,000 ft 2 7/8" $3.25 /1t 227 38,000
Downhoale Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment : 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tangibles 81,800 237,000
_Dry Hale Cost 1,104,500
Completed Well Cost 1,535,900
TR _ “APPROVALS. e
“‘Company Signature Titie Date

IT 1S RECOGNIZED THAT THE AMCUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL QF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

QOctober 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Philip Tabor Bennett &

Charlene Mayberry Bennett, as

Trustees of the Bennett Family Trust uw/t/a 10/25/93
431 St. Andrews Drive

Aptos, CA 95003

Re:  E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Bennett:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/160 mineral interest in the above referenced property (97750 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre

2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Ny~

Steven W. Horn

SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (975) 683-2449



|

PRESTON EXPLORATION, LLG

AUTHORIZATION FOR EXPENDITURE

Lea County, NM

Sec 4-T17S - R38E

" Caese end Vvell No. Frosped] Foro
E. S. Schaap #1 Northwest Knowles 102001
Exploratory Well 00 Recompletion (] Injection O Other Eoriginal
] Development Well O Workover 0 swp CISupplement
County/Pansh, Stale Survey/Townsnip Unh Description/Maasured Location Projected TO
909' FNL & 2,310' FWL 12,000

DR T WA
Drilt and complete exploratory well to Strawn formation.

INTANGIBLE;COST.5:
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Penmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Driliing / Completion RIp - Day Rate 42 Days @ $ 12.500/D & 10days @ § 1,800/D 108 525,000 208 18,000
Cementing - Materiais / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Waler 113 15,000 213 3,000
Fue! 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 218 8,400
Geological / Pelrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casinp Services 118 5,500 218 5,500
Supplles 119 219
Drifling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damapes 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforaling 229 25,000
Stimulation - Matarials / Services 230 50,000
Colied Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drlliing { Comptetion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Lebor 162 7.500 262 31,000
P & AExpense 197 8,000
Miscellaneous Directional - 6 days @ § 7,400/ D 199 44,400 299
Insurance 57,600
Contingencies 199 10,000 299 5,000
. Total intangibles 1,022,700 202,400
HTANGIBEECRSTSH :
Conguctor Pipe
Surtace Casing 400 ft 13 358" $22.00/ 11 121 8,800
Interediats Liner 4,800 ft. 9 5/8° $15.00/1 122 88,000
Drifing Liner 122
Production Liner 12,000 ft sl $9.50/ 1t 226 114,000
Tle-Back 226
Tubing 12,000 ft 27/m8° $325/1 227 39,000
Downhole Equipment 231 20,000
Artificial LIt Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fitlings, Valves, eic. 235 5,000
Separators, Treaters, Heaters, etc. 238 5,000
Total Tangibles 81,800 237,000
[ Dry Hole Cost 1,104,500
il Completed Well Cost 1,535,900
L APBROVALESL:, .. ..
Company Signalure Tite Date
[ IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn , Oil and Gas

March 14, 2001

Bank of Oklahoma, N.A., as Trustee

of the Laura O. Bennett Trust u/t/a/ 11/7/75
P.O. Box 2300

Tulsa, OK 74192

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P. M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Sirs:

The Deed Records of Lea County, New Mexico indicate Bank of Oklahoma, N.A., as Trustee of the
Laura O. Bennett Trust, u/t/a 11/7/75 of an undivided 1/80 mineral interest under the above
referenced property, being an undivided 5.90 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Bank of
Oklahoma, N.A_, as Trustee of the Laura O. Bennett Trust u/t/a/ 11/7/75 in the above referenced
property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Réspettfully,

/\ /mw. %44/

Steven W. Horn

SWH/ae

P O Bw2755 Midland, Texas 79702 (975) 683-2449



Steven W, Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Bank of Oklahoma, N.A., as Trustee

of the Laura O. Bennett, Trust u/t/a 11/7/75
P.O. Box 2300

Tulsa, Oklahoma 74192

Re: E.S. Schaap #1
T-17-S, R-38-E. N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location

909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2) -
copies of our AFE dated October 5, 2001. We propose that the spacing. unit for the test well be Lot 3 (NE/4

NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/80 mineral interest in the above referenced property (1.955 net mineral acres)
on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.
Sincerely,

A A
Steven W. Horn

SWH/ae

Enclosures; 2

P O KBox 2755 Midland, Texas 79702 (975) 683-2449



o B SRESTON EXPLORATION, LLGC

AUTHCRIZATION FOR EXPENDITURE
3848 and Wvell No. Prospect FFETo
E. 8. Schaap #1 I Northwest Knowles 102001
B Exploratory Well [0 Recompletion i Injection O Other ECriginal
O Develapment Well O Workover 0 swp [CSupplement
Counly/Pensh, Stale Survey/Townstup Unit Descriprion/Measured Location Propcied TD
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310' FWL J 12,000
[ Desenpon of Work
Drill and complete exploratory well to Strawn formation.
L SINTANGIBLE;COSTS:
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmential 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 | 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Driling / Compistion Rig - Day Rate 42 Days @ $12,500/D & 10 days @ § 1,800/ D 108 525,000 208 18,000
Cementing - Materiais / Services 111 37,000 211 25,000
Driling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coning 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ § 700/ D 117 19,800
Casing Services 118 5,500 218 5,500
Sﬂpp';ns 119 219
Drilling / Complietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickiine / Swabbing ¢ 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Malenals / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscellaneous Directional - 6 days @ $7.400/D 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
o TANGIBLE/COSTS !
Conductor Pipe 110
Surface Casing 400 ft 13 3/8" $22.00/ft 121 8,800
intermediate Liner 4,600 ft. 9 518" $15.00/8 122 69,000
Drilling Liner 122
Production Liner 12,000 # 7" $9.50 / ft 226 114,000
Tie-Back 226
Tubing 12,000 ft 278" $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4 000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, eic. 235 5,000
Separdtors, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Compieted Well Cost 1,635,900
Er o T APPROVALS, R E 1
Company Signature Titie Dale

IT 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LLESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Bank of Oklahoma, N.A., as Trustee

of the Laura O. Bennett, Trust u/t/a 11/7/75
P.O. Box 2300

Tulsa, Oklahoma 74192

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/80 mineral interest in the above referenced property (1.955 net mineral acres)

on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Enclosures: 2

P O Boxw 2755 Midland, Tevas 79702 (975) 683-2449



- PRESTON EXPLORATION, LLC

AUTHORIZATION FOR EXPENDITURE

— e SR VTR Frotoed—— TR
E. 8. Schaap # 1 [ Northwest Knowles 102001
B Exploratory Weil {0 Recompletion [J injection O OCtner Original
O Development Well {3 workover 0O swo [JSupplement
County/Parnish, State Survey/Township Unh Dascription/Measured Location iProjecied TD
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310 FWL 12,000

Drill and complete exploratory well to Strawn formation.

INTANGIBEECOSTSy:

Description Driliing Completion
Abstracis / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way - 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 208 15,000
Drilling / Compietion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42Days @5 12,500/D & 10days @ $ 1.800/D 108 525,000 208 18,000
Cemsnting - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/0 117 19,800
Casing Services 118 5,500 218 5,500
Supplles 119. 219
Drilling  Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Stickline / Swabbing 228
Cased Hole - Logging / Perforaling 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Servicas 255
Biis - Drilling / Completion 156 50,000 256 2,000
Treating 258
Tasting / Analysis 260
Communications 151 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscellaneous Directional - 6 days (@ $ 7,400/ 0 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299
. Total Intanglbies 1,022,700
L TANGIBEECOST, EES AT
Conductor Pipe 110
Surface Casing A00 R 13 a8° $22.00/ 1 121 8,800
intermediats Liner 4,800 . 9 5/8° $15.00/ 1t 122 £8,000
Dritiing Uner 122
Production Liner 12,000 1t 7 $9.50/ 226 114,000
Tle-Back 228
Tubing 12,000 27/8" 532511 227 39,000
Downhole Equipment 231 20,000
Astificial LI Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 224 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
. APPROVALSE., .. .. i
Company Signature Tite Date

TS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT,




7001 D320 0004 3740 0007

I
Postage { $ .34

Certified Fee 2.10
Return Receipt Fee
{Endorsement Required) 1.50
Restricted Delivery Fee
(Endorsement Required)

Total Postage & Fees ! $ 3 . 9 4

Postmark
Here

10/22/01

Sent To

~Bank of. Oklahoma, N.oB. .

Sﬁet. Aot. No,

oo Bwve Box 2300

verse fordnstructions |



SENDER: COMPLETE THIS SECTION

* m Complete items 1, 2, and 3. Also complete

! item 4 if Restricted Delivery is desired.

B Print your name and address on the reverse
so that we can return the card to you.

B Attach this card to the back of the mailpiece,
or on the front if space permits.

1. Article Addressed to:

'Bank of Oklahoma, N.A.

P.0O. Box 2300
Tulsa, OK 74192

COMPLETE THIS SECTION ON DELIVERY.

A. Received by (Please Print Clearly) | B. Date of Delivery

\Q\PVA
JoN

C. Signature
B Agent
— .
X \§ d F«JS( ] Addressee
D. Is delivery address different from itéth 12 [ Yes
If YES, enter delivery address below: B3 No

3. Service Type

WX Certified Mail [ Express Mail
[J Registered - [ Return Receipt for Merchandise
[3J Insured Mail 0 c.oD.

[ Yes

4. Restricted Delivery? (Extra Fee)

2. Article Number
(Transfer from service labelj

" 700y 0320 0004 3740 0007

\r:\RJ QM?
fotunn T€ W

PS Form 3811, March 2001

e —

Domestic Return Receipt = ——

7

o1 ~ Q\y.m 102585-01-M-142

lo tnfn



Steven W. Horn Oil and Gas

March 14, 2001

Ronald J. Beyers
2902 Stratford Drive
Austin, TX 78746

Re:  Oil & Gas Lease Proposal,
Lots 3, 4 & S/2 NW/4 (NW/4) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 316.40 net mineral acres, more or less

Dear Mr. Beyers:
The Deed Records of Lea County, New Mexico indicate Ronald J. Beyers as the owner of an
undivided 1/40 mineral interest under the above referenced property, being an undivided 7.91 net

mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Ronald J.
Beyers in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respentfully,
;g‘ww» o
Steven W. Horn

SWH/ae

P O Ko 2755 Midland, Texas 79702 (975) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Ronald J. Beyers
2902 Stratford Drive
Austin, Texas 78746

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Beyers:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/40 mineral interest in the above referenced property (3.91 net mineral acres) on
the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. '
Sincegely,

Lt £, /54_/k
Steven W. Horn

SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



[ SRESTOM EXPLORATION, LLC |

AUTHORIZATION FOR EXPENDITURE
#3254 .1 CIECH ‘r’msosc: FW

E£.S. Schaap #1 Northwest Knowles 102004
& Exploratory Well 0 Recompletion Li Injection O Other Original
O Development Weil O wWorkover C swo CISupptement
County/Pansh, State [Survey/Tawnsmp Unn DescriptionsMeasursd Location ‘ijaaed TD
Lea County, NM 1Sec 4 - T17S - R38E 909' FNL & 2,310' FWL l 12,000
[~ Uascriobon of Work
Drill and complete exploratory well to Strawn formation.
-2 INTANGIBLE'COSTS
Descripticn Drilling Compietion
Abstracts / Legal Fees 101 500 201
Surveys / Pennits / Environmental 102 5C0
Right - of - Way 103
Location / Resloration 104 24,000 204 2,500
Mab & Dernob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Oriliing / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/D & 10 days @ $ 1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Dilling Mud / Completion Fluida 112 40,000 212
Water 113 15,000 213 3,000
Fuei 114 214
Open Hole - Logging / Coning 115 62,000 215
Enginearing / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surfaca Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Matenials / Servicas 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Tasting / Analysis 260
Communications 181 162
Labor 162 7.500 262 31,000
P & A Expense 197 8,000
Miscallaneous Directional - 6 days @ $ 7.400/0 199 44 400 299
Insurance 57.600
Contingencles 193 10,000 299 5,000
Total Intangibies 1,022,700
; - TANGIBLE/CQSTS
Conductor Pipe 110
Surface Casing 400 ft 13 we" $22.00/1 121 8,800
{ntermediate Liner 4,600 ft. 9 5/8" $15.00/ 1t 122 69,000
Drilling Liner 122
Production Liner 12,000 7" $9.50/ft 226 114,000
Tie-Back 226
Tubing 12,000 278" 33.25/ft 227 39,000
Downhote Equipment 231 20,000
Artificial Lit Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Filtings, Valves, elc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
R , APPROVALS. S
Company Signature Tille Date

IT1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

QOctober 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Ronald J. Beyers
2902 Stratford Drive
Austin, Texas 78746

Re: E.S. Schaap #1
T-17-S, R-38-E. NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Beyers:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.\M.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4"
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/40 mineral interest in the above referenced property (3.91 net mineral acres) on
the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. '

SWH/ae

Enclosures: 2

P O Box 2755 Midland, Tevas 79702 (975) 683-2449



PRESTON EXPLORATION, LLC

AUTHORIZATICN FOR EXPENDITURE
| Liase and Well NG. Totnecl Fene
£. 8. 8chaap #1 Northwest Knowles 102001
B Exploratory Well [0 Recompletion LJ Injection O Cther Original
a Development Well 0 workover O swD DSupplemen[
County/Pansh, Siste Survay/Townsaip Unhi DescriptiorvMeasured Location Projected TD
Lea County, NM Sec 4 - T17S - R38E 909’ FNL & 2,310° FWL 12,000
ol
Drill and complete exploratory well to Strawn formation.
... i AINTANGIBEE,COSTS
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way _ 103
Location / Restoratlon 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transpariation / Hauling / Barges 108 10,000 206 15,000
Drilling / Completion Rlg - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/D & 10days @ §$ 1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supenvision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700 /D 117 18,800
Caalng Services 118 5,500 218 5,500
Supplies 119 219
Driliing / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damapes 124
Slickline / Swobblng 228
Cased Hola - Logging / Perloraling 229 25,000
Stmulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Driliing / Completion 156 50,000 258 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7.500 262 31,000
P & AExpensa 197 8,000
Miscallaneous Directional - 8 days @ $7,400/0 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
. Total intangibles 202,400
Fies TANGIBEECOS TS &
Conductor Pipe 110
Surface Casing 400 11 13 3/8" $22.00/t 121 8,800
Intermediate Liner 4,600 f. 9 5/8° $15.00/1 122 89,000
Dritling Liner 122
Production Liner 12,000 ft 7 $9.50/1 226 114,000
Tie-Back 228
Tubing 12,0001 278 $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artifidal Lit Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Separators, Treaters, Heaters, eic. 236 5,000
: Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Campleted Well Cost 1,535,900
ke ~APEROVALS;..
Company Signature Title Date

T 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Ol and Gas

March 14, 2001

Dannie A. Carter, a widow
P.O. Box 2604
Harlingen, TX 78551

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NMPM.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Ms. Carter:

The Deed Records of Lea County, New Mexico indicate Dannie A. Carter, a widow, as the owner of
an undivided 3/2560 mineral interest under the above referenced property, being an undivided .55294
net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Dannie A.
Carter, a widow in the above referenced property according to the terms listed below:

¢ Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respectfilly,

%) %/

teven W. Horn

SWH/ae

P O Boxw 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dannie A. Carter, a widow
P.O. Box 2604
Harlingen, Texas 78551

Re: E.S. Schaap #1
T-17-S, R-38-E, N.\M.P.M.,
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Carter:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/2560 mineral interest in the above referenced property (.18328 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



—
PRESTOM EXPLORATION, LLC |
AUTHCORIZATICN FOR EXPENDITURE
2ake and Vel Na. TPrasgect = ho.
E. 8. Schaap #1 Northwest Knowles E 102001
& Exploratory Weil [0 Recompletion L Injecticn { Cther &Original
O Development Weil ] Workover C swo [ISupplement
County/Pansh, State Survays Townsntp Ung Cescriplion/Measured Location PArojected TO
Lea County, NM Sec 4 -T17S - R38E ’909' FNL & 2,310' FWL ' 12,000
" Descnpton of Work
Drill and complete exploratory well to Strawn formation.
. INTANGIBLE COSTS::
Description Drilling Compiletion
Abstracts / Legai Fees 101 500 201
Surveys / Parmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Turmkey 107 207
Orilling / Completion Rig - Day Rale 42 Days @ $ 12.500/0 & 10days @ $ 1,800/D 108 525,000 208 18,000
Camenting - Materials / Services 111 37,000 211 25,000
Drilling Mud / Complation Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuei 114 214
Cpen Hole - Lagging / Coring 115 §2,000 215
Engineering / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplles’ 119 219
Dritling / Completion Overhead 120 11,600 220
Equipment Rantals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perfarating 229 25,000
Stimutation - Materials / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicais - Other 254
Gravel Pack - Materals / Services 255
Bits - Drilling } Completion 156 50,000 256 2,000
Treatng 258
Tasting / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellaneous Directional - 6 days @ $7.4C0/D 199 44,400 299
insurance 57,800
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
TANGIBLE:CQSTS . iy
Conductor Plpe . 110
Surface Casing 400 ft 13 /8" $22.00/ 1t 121 8,800
intermediate Liner 4,800 /. g 5/8" $15.00/% 122 89,000
Drilling Liner 122
Production Liner 12.000 & 7 39.50/ft 225 114,000
Tie-Back 226
Tubing 12,000 ft 27/8" $325/ 1 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Qther Praduction Equipment 133 4,000 222 4,00Q
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 §,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

L s - . APPROVALS, R R

Company Signature Titls Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.




7099 3400 001k 5964 LH4kL

Postage J $ .34
Certified Fee 2.10

Return Receipt Fee
(Endorsemert Required) 1 - 5 O

Restricted Oelivery Fee
(Endorsement Required)

Total Postage & Fees ‘\ $ 3.94

Postmark
Here

10/15/2001

Recipient’s Name (Please Frint Clearly) {to be completed by mailer}

ie. A, Carter. ...

Dann
Street, Apt. No.. cr B Box Mo,

< See. Revarse for, Instructio



100¢ 3

PP N D T R N ]

1
13

e e i e e e e e vkt Sl o et

Ay
A .
z Lag™" " m\Q 1§S8L m%b&%e_az\

194 vocm xog O d
Hoﬁmo < QSBQ

\w ) 7 annT kb5 9100 DOME bbOL
< R i

\@m m_‘.m.‘...mw%mﬂ ; m..uﬂ_q...mmmm.mm%w i ate T0L6L SUNY PO
9LES 538 Mﬁlsnwm 5% 1 | 5522 70 0 d
M, ¥ HIOH YN H3IS

.= Se nm-..Etmu

B i & o}
cdad

ey T i o A AT M ST T




Steven W. Horn Oil ard Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dannie A. Carter, 2 widow
P.O. Box 2604
Harlingen, Texas 78551

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Carter:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/2560 mineral interest in the above referenced property (.18328 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Hom

SWH/ae

Enclosures: 2

P O Bow2755 Midland, Texas 79702 (9715) 683-2449



~RESTON EXPLORATION, LLu

AUTHORIZATION FOR EXPENDITURE

Sec 4 - T17S - R38E 909' FNL & 2,310" FWL

County/P
Lea County, NM

H—Teai T WATRE, Toteecl i AFETG:
E. 8. Schaap #1 Northwest Knowles 102001
H Exploratory Well 00 Recompietion U injection O other Original
O Development Well O Workover O swp [CSupplement
asish, Stste Survay/Townsnip Unk Description’Measured Location Projected 1D

12,000

Drill and complete exploratory well to Strawn formation.

BITR INTANGIBLE,COSTSE et !

R T
R R

T AT | ¥ o T T A el B TR WS wape =y
e e e R e

Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Peqmits / Environmental 102 500
Right- of - Way . 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Driling / Completion RIg - Tumkey 107 207
Oriling / Completion Rig - Day Rets 42 Days @ $ 12.500/D & 10days § $ 1,800/D 108 525,000 208 18,000
Cementing - Maieriala / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Walsr 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 17 19,600
Casing Services 113 5,500 218 5,500
Supplies 119. 219
Drilling 7 Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logping / Perforating 229 25,000
Stmulation - Matarials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bigs - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscaliansous Directional - € days @ §$ 7,400/D 109 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
. Total Intanglbles 1,022,700 202,400
S TANG BEEERSTSH, :
Conductor Plpe
Surface Casing 400 ft 13 am° §2200/ 121 8,800
intsrmediates Liner 4,800 ft. 8 5/8° 31500/t 122 68,000
Driting Liner 122
Production Liner 12,000 T 33.50/ 1 226 114,000
Tle-Back 226
Tubing 12,000 ft 278" 5325/ 227 39,000
Downhols Equipment 231 20,000
Artificial UR Equipment 232 35,000
Tres & Other Production Equipment 133 4,000 233 4,000
Tanks ) 224 15,000
Pipe, Fittings, Valves, sic. 235 5,000
Separators, Treaters, Heaters, etc. 238 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800
... ‘APPROVAESE, R
Company Signauwre Tite Date

T1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

Darcy Coale
42400 Soda Creek Lane
Steamboat Springs, CO 80487

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NM.P. M,
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Ms. Coale:

The Deed Records of Lea County, New Mexico indicate Darcy Coale as the owner of an undivided
1/160 mineral interest under the above referenced property, being an undivided 2.95 net mineral
acres. :

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Darcy
- Coale in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449. :

Steven W. Horn

SWH/ae

P O Box 2755 Midland, CTexas 79702 (915) 683-2449



Steven W. Horn : Oil and (as

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Darcy Coale
42400 Soda Creek Lane
Steamboat Springs, CO 80487

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Coale:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

~

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/160 mineral interest in the above referenced property (.97750 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas

lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

SingerBly,
oy -

Steven W. Horn
SWH/ae

Enclosures: 2

P O Bow 2755 Midland, CTexas 79702 (9715) 683-2449



[ | SRESTON EXPLORATION, LLC |

AUTHORIZATION FOR EXPENDITURE

——Teate and Well NG, Tospact FFENG.
E. 8. Schaap #1 Northwest Knowles 102001
& Exploratory Well . [0 Recompietion J Injection [0 Other ECriginal
O Development Well {J Workover O swp CISupplement
County/Pansh, Stale Survey/Township Unit Description/Measured Location ’pmj.qgg TO
Lea County, NM Sec 4 -T17S - R38E ]909' FNL & 2,310' FWL J 12,000

——Desciigson oT WOk
Drill and complete exploratory well to Strawn formatian.

.+ <INTANGIBLE COSTS

Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
{ocalion / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10.000 206 15,000
Driling / Completion Rig - Tumkey 107 207
Drilling / Complation Rip - Day Rate 42 Days @ § 12,500/D & 10days @ § 1.80C/D 108 525,000 208 18,000
Cemenling - Materials / Services 111 37,000 211 25,000
Drilling Mud / Comptetion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,800
Casing Services 118 5,500 218 5,500
Supplies 118 219
Drilling / Compietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickl.ne / Swabbing : 228
Cased Hole - Logging / Petforating 228 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Matenals / Services 255
Bits - Drilling / Compietion 156 50,000 256 2,000
Treatling 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P X AExpense 187 8,000
Miscellaneous Directional - 6 days @ § 7.400/0D 199 44,400 299
Insurance 57,600
Centingencles 199 10,000 299 5,000
Total intangibles 1,022,700 202,400
5 ANGIBLE:CQSTS!; - g
Conductor Pips 110
Surface Casing 400 13 3/8" $22.00/11 121 8,800
Intermediate Liner 4,600 . g8 5/8" $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 f 7" $9.50 /1t 226 114,000
Tie-Back 228
Tubing 12,000 ft 27/8" $3.25/1f 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, eic. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
b A APPROVALS. T X
Company Signatura Titie Date

T IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION
® Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.
® Print your name and address on the reverse

so that we can return the card to you. C. pigmgture
B Attach this card to the back of the mailpiece, X “
or on the front if space permits.

\,
Agek

Addresse
. D. tdelivery address different from itsen 12 Oives
1. Article Addressed to: : . i
if YES, enter delivery address belo )‘Q 6
X

Darcy Coale \;f/)

e

42400 Soda Creek Lane ' NN

Steamboat Springs, CO 8048 A/é“/r*{) \Zﬁ-—réev A\« 5:/»\

3. Service Type o
KX Certified Mail [ Express Mail

O Registered [ Return Receipt for Merchandist
O insured Mail 3 c.o.Dn.
4. Restricted Delivery? (Extra Fee) 1 Yes
2. Article Number (Copy from service label)
7099 3400 0016 5964 1286
" PS Form 3811, July 1999 Domestic Return Receipt 102595-00-M-0952
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| Steven W. Horn | Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Darcy Coale
42400 Soda Creek Lane
Steamboat Springs, CO 80487

Re: E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Coale:

909 FNL & 2,310 FWL Sectlon 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/160 mineral interest in the above referenced property (.97750 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is apprecxated Please call me at (915) 683- 2449 if

you have anmyyquestions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O Bow2755 Midland, Texas 79702 (915) 683-2449



PRESTON EXPLORATION, LLG

AUTHORIZATION FOR EXPENDITURE

T aass 213 VUl NG, PTospecs K AFL NG,
E. 3. Schaap#* I Northwest Knowles 102001
Exploratory Well [J Recompletion L Injection O Other t&0rigina
{1 Development Well O workover O swp [JSupplement
County/Parish, State Survey/Township Unit Description/Measured Location |Projected TO
Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000

m
Drill and complete exploratory well to Strawn formatlon.

INTANGIBLE . COST.S#

b ]

Description Drilling Compietion

Abstracis / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transporiation / Hauling / Barges 108 10,000 208 15,000
Drilling / Completion Rig - Tumkey 107 207
Driling { Completion Rig - Day Rate 42 Days @ $ 12,500 /D & 10 days @ § 1,800/ D 108 525,000 208 18,000
Cementing ~ Materials / Services 111 37,000 211 25,000
Drilling Mud / Compiation Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 718 5,500 218 5,500
Supplles 119 219
Drlling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swaobbing : 228
Cased Hole - Logging / Perforaling 229 25,000
Stimulation - Matarials / Services 230 50,000
Colled Tubing - Materlals / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drdlling / Completion 156 50,000 256 2.000
Treating 258
Tasting / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P &4 AExpense 197 8,000
Miscallaneous Directional - 8 days @ $ 7,400/D 199 44,400 209

Insurance 57,600
Contingencies 199 10,000 299 5,000

Total Intangibles 1,022,700 202,400

Y

i)

S TANGIBEECOST,

Conductor Pipe 110
Surface Casing 400 13 38" $22.00/1 121 8,800
intermediate Liner 4,800 f1. 9 5/8" 315.00/N 122 69,000
Dritiing Uner 122
Production Liner 12,000 1t T 59.50/ft 226 114,000
Tie-Back 228
Tubing 12,000 f 27/8" 3325/ 227 39,000
Downhole Equipment 231 20,000
Artificial-LUift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Trealers, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
5 -APBROVAESE: .. .-
Company Signature Tive Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR [LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

Collins Partners, LTD
5000 Burnet Road
Austin, Texas 78765

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NMPM.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Sirs:

The Deed Records of Lea County, New Mexico indicate Collins Partners, LTD as the owner of an
undivided 3/160 mineral interest under the above referenced property, being an undivided 8.85 net
mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Collins
Partners, LTD in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

* 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respeptfully,

P 0. Mo

Steven W. Horn

SWH/ae

PO Bow2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL —- RETURN RECEIPT REQUESTED

Collins Partners, LTD
5000 Burnet Road
Austin, Texas 78765

Re: E.S. Schaap #1
T-17-S, R-38-E, NN\M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/160 mineral interest in the above referenced property (2.93250 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Sinc

Steven W. Horn

SWH/ae

Enclosures: 2

P O Box 2755 Midland, Texas 79702 (975) 683-2449



I o
- i PRESTON EXPLORATION, LLC s

AUTHCRIZATICN FOR EXPENDITURE -
| Leate and vvell NO. TPTaspect e
E. 8. Schaap #1 Northwest Knowlies 102001
& Exploratory Well . {J Recempietion Ul Injection O Other Eloriginal
00 Development Well 0 Workcver T swo CJSupptement
County/Pansh, State Survay/Tawnsmp unit Dascr Locatian Arojscted TO
Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000
[~ Casciphon of Wark
Drill and complete exploratory well to Strawn formation.
i s e o SINTANGIBLE.GOST
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Pemmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transponation / Hauting / Barges 106 10,000 206 15,000
Drilling ¢ Completion Rig - Tumkey 107 207
Drilling / Compietion Rig - Day Rate 42 Days @ $12,500/D & 10davs @ $ 1,800/D 108 525,000 208 18,000
Cemaenting - Matenais / Services 111 37,000 211 25,000
Drilting Mud / Completien Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ D 117 19,600
Casing Services 118 5,500 218 5,500
Supplias 119 219
Dritling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 j 12,000
Surface Damages 124
Slickline / Swabblng 228
Casad Hole - Logging / Perforating 229 25,000
Stmulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bils - Drilling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7.500 262 31,000
P & A Expense 197 8,000
Misceilaneous Directional - § days @ § 7.400/ D0 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
o 2" TANGIBLE.COSTS:!
Conductor Pipe 110
Surface Casing 400 fi 13 3/8" 32200/ 1 121 8,800
Intermedlate Liner 4,600 ft. 9 5/8” $15.00/8 122 89,000
Drilling Liner 122
Production Liner 12,000 ft 7" 39.50/ft 225 114,000
Tle-Back 226
Tubing 12,000 ft 27/8" $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artifidal Lift Equipment 232 35,000
Trea & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Trealers, Heaters, etc. 236 5,000
Total Tanglbies 81,800 237,000
Dry Hole Cost 1,104,500
Completed Weil Cost 1,535,900
T , APPROVALS. S ]
Company Signature Tita Date

IT IS RECOGNIZED THAT THE AMQUNTS HEREIN ARE ESTIMATES ONLY AND APPRCVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION

COMPLETE THIS SECTION ON DELIVERY
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7
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D? Is delivery address different from item 1?7 [ Yes
If YES, enter delivery address below: 3o

1. Article Addressed to:

Collins Partners LTD

5000 Burnet Road
Austin, Texas 78765

3. Service Type
£d Certified Mail I Express Mail

[] Registered O Return Receipt for Merchandis:
O Insured Mail O c.on.
4. Restricted Delivery? (Extra Fee) O Yes

2. Article Number (Copy from service label)

7099 3400 0016 5964 1262

PS Form 3811, July 1999 Domestic Return Receipt 102595-00-M-0952




Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Collins Partners, LTD
5000 Burnet Road
Austin, Texas 78765

Re: E.S. Schaap #1
T-17-S,R-38-E, NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/160 mineral interest in the above referenced property (2.93250 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Yy

Steven W. Horn

SWH/ae

Enclosures: 2

P O. Bow 2755 Midland, CTexas 79702 (975) 683-2449



—
i 1
FPRESTON EXPLORATION, LLC
AUTHORIZATION FOR EXPENDITURE
e ai No. rospecy AFC 0.
E. 8. Schaap #1 7 Northwest Knowles 102004
~ H Exploratory Well O Recompietion 7 Injection O Other ElCriginal
O Development Well 0 workover 0O swb CJSupplement
County/Pacish, Siats Survey/Townsnip Un#t Description/Measured Location |Projected TD
Lea County, NM Sec 4-T17S - R38E 909' FNL & 2,310' FWL 12,000
Drill and ¢omplete exploratory well to Strawn formation. '
i IINTANGIBLECOSTSE R
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmentat 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Drillilng / Completion RIg - Tumkey 107 207
Drilling / Completion Rip - Day Rete 42 Days @ § 12,.500/D & 10 days @ $ 1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Water 113 15,000 213 3,000
Fusl 114 214
Open Hole - Legging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 2Bdays @ $ 7T00/D 117 18,800
Casing Services 118 5,500 . 218 5,500
St}ppl)e: 119. 219
Driiting / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing i 228
Cased Hole - Logging / Perorating 229 25,000
Stimulation - Materials / Services ] 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications . 181 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Misceltaneous Directional - 8 days @ $ 7,400/D 189 44,400 259
Insurance 57,600
Contingencles 198 10,000 299 5,000
Total intanglbles 1,022,700 202,400
IETANGIBEECOSTS? } 5
Conducior Pipe 110
Surface Casing 400 f 13 /8" $22.00/ 104 121 8,800
Intermediate Liner 4,600 L. g 5/8° $15.00/Mf 122 69,000
Drilling Liner 122
Production Liner 12,000 ft I $5.50/ ft 226 - 114,000
Tle-Back 226
Tubing 12,000 1 27/8" $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial UR Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vaives, etc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

~APPROVAES,

Company Signature Tile Dats

IT 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION

Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

Print your name ahd address on the reverse
so that we can return the card to you.
Attach this card to the back of the mailpiece,
or on the front if space permits.

1. Article Addressed to:

nowwp:m Partners, LTD
5000 Burnet Roaqg
Austin, Texas 78765

COMPLETE THIS SECTION ON DELIVERY

-

A. Received by (Please Print Clearly) | B. Date of Delivery
€1 Agent

M W § mH\\&mﬂ\\l\ [0 Addressee

. Is delivery address differertt from item 17 1 Yes
If YES, enter delivery address below: ﬂ No

3. Service Type
{3 Certified Mail
(1 Registered

(3 tnsured Mait

3 Express Mail
3 Return Receipt for Merchandise
Jcopo

4. Restricted Delivery? «mx?m Fee)

1 ves

2. Article Number
{Transfer from service fabel)

ﬂmme 0320 0aan md:m 0137

PS Form 3811, March 2001

Domestic Return Receipt

102595-01-M-142



Steven W. Horn Oil and Gas

March 14, 2001

Jack Daniels, SSP
P.O. Box 1258
Hobbs, NM 88240

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P. M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Daniels:

The Deed Records of Lea County, New Mexico indicate Jack Daniels, SSP as the owner of an
undivided 12.7604% of 1/160 mineral interest under the above referenced property, being an
undivided .37630 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Jack
Daniels, SSP in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
¢ $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respectfully,

A

Steven W. Horn

SWH/ae

PO Box 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

Qctober 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Jack Daniels, SSP
P.0O. Box 1258
Hobbs, NM 88241

Re: E.S. Schaap #1
T-17-S, R-38-E. NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Daniels:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N\M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.7604% of 1/160 mineral interest in the above referenced property (.12474 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. Al/S royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.
Sinc A

teven W. Horn

SWH/ae

Enclosures: 2

P O Box 2755 Midland, Texas 79702 (915) 683-2449



J PRESTOM EXPLORATION, LLC
AUTHORIZATION FOR EXPENDITURE
aasa an 8l NO. rosgect AFC 0Q.
E. S. Schaap#1 Northwest Knowles 102001 |
B Exploratory Well U Recompletion I Injecton ] Other Criginal
[ Development Well O Workover 0 swe CJSupplement
County/Parish, State Survay/Tawnsap Unit CascriptionvMeasured Location Projacted TD
L.ea County, NM Sec 4 - T17S - R38E 909" FNL & 2,310 FWL 12,000
DT
Drill and complete exploratory well to Strawn formation. ,
JINTANGIBLE COSTS i ... Y |
Descnotion Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauting / Barges 106 10,000 206 15,000
Driliing / Compietion Rig - Tumkey 107 207
Drilling / Comgpialian Rig - Day Rate 42 Days @ § 12,500/ D & 10days @ $1800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Orilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hale - Logging / Coring 115 82,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219
Drlling / Completion Overhead 120 11,600 220
Equipment Rentais 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Matenials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Matenals / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscalianeous Directional - 8 days @ §7.400/0 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
e v TANGIBEE:COSTS:
Conductor Pipe 110
Surface Casing 400 f 13 3/8" $22.00/ 1 121 8,800
Intermediate Liner 4,600 ft. 3 5/8" $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 ft 7" $9.50/ 1t 226 114,000
Tle-Back 226
Tubing 12,000 ft 27/8" $3.25/R 227 39,000
Oownhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800

APPROVALS:

Company Signaturs Tite Date

T IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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v LR s

: m Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

* M Print your name and address on the reverse
so that we can return the card to you.

M Attach this card to the back of the mailpiece,
or on the front if space permits.

SENDER: COMPLETE THIS SECTION

1. Article Addressed to:

Jack Daniels, SSP

P.O. BOx 1258
Hobbs, NM 88241

COMPLETE THIS SECTION ON DELIVERY

A Beceiveq by Please Print Clearty) | B. Da@?fglive:
Vickre rarcks |/ 8 T
C. Signature /

O Agent

X ULC&( mm [ Addresse:

D. Is delivery address different from item 17 3 Yes

If YES, enter delivery address beiow: NO
[ 3. Service Type
¥ Certified Mail [ Express Mail
O Registered 3 Return Receipt for Merchandise
O Insured Mait 0 C.0.D. ]
4. Restricted Delivery? (Extra Fee) O Yes"

2. Article Number {Copy from service fabei)

709

3400 0016 5964 1392 -

-102595-00-M-0952



Steven W Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Jack Daniels, SSP
P.O. Box 1258
Hobbs, NM 88241

Re: E.S. Schaap #1
T-17-S, R-38-E. NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Daniels:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.7604% of 1/160 mineral interest in the above referenced property (.12474 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

2 O Bow 2755 Midland, Texas 79702 (975) 683-2449



~RESTON EXPLORATION, LLy 1

AUTHORIZATION FOR EXPENDITURE

T Y rospecl , RFe ne.
E. S. Schaap #1 Northwest Knowles 102001
M Exploratory Well O Recompietion U Injection 0O Other Eoniginal
[ Development Well O wWorkover 0O swD Supplement
County/Prrish, Siate Survey/Township Unk Description/Measured Location Projcies 7D
909" FNL & 2,310' FWL 12,000

Lea County, NM

Sec 4 -T178 - R38E

Drill and complete exploratory well to Strawn farmation.

CRINTANGIBEE;COSTSE T

R T Y A TR IO o R Wt SN warvw ey T
B R A S e s e,

Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Panmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2.500
Mob & Demob 105 45,000 205
Transpartation / Hauling / Barges 108 10,000 206 15,000
Drilling / Completion Rlg - Tumkey 107 207
Driiling / Completion Rig - Dey Rata 420eys @ $12500/D& 10deys @ §1,800/D 108 525,000 208 18,000
Cemanting - Materials / Services 111 37,000 211 25,000
Driling Mud / Completion Fluids 112 40,000 212
Watsr 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 82,000 215
Engineering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ D 17 18,800
Casing Services 118 5,500 218 5,500
Supplies 119. 219 -
Drilling / Completion Overhead 120 11,800 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Stickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colied Tubing - Materials / Servicas 250
Chemicals - Other 254
Gravet Pack - Matarials / Services 255
Bits - Dxlliing / Completion 156 50,000 256 2,000
Treatiog 258
Testing / Analysls 260
Communications 161 162
Labor 162 7.500 262 31,000
P & A Expensa 197 8,000
Miscelianeous Directional - 6 days @ § 7.400/D 199 44,400 299
Insuranca 57,600
Coatingencies 199 10,000 299 5.000
Total Intanglibles 1,022,700 202,400
e ANG B GRS ok il
Conductor Plpe 110
Surface Casing 400 1348 $22001 1 121 8,800
Inlsrmediate Liner 4,600 fL 9 5/8° $15.00/1 122 69,000
Drilling Liner 122
Production Lines 12,000 1 I $9.50/ 1t 226 114,000
Tie-Back 220
Tubing 12,000 R 2 7/8" $325/1 227 39,000
Dewnhole Equipment 231 20,000
Artifical Lit Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, elc. 235 5,000
Separsiors, Treaters, Heatery, eic. 236 5,000
Totai Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Weil Cost 1,535,900
o APPROVAESL. R £

Company

Signawire

Tive

Dats

T 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.

COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Complete items 1,'2, and 3. Also complete
item 4 if Restricted Delivery is desired.
 Print your name and address on the reverse
so that we can return the card to you,

B Attach this card to the back of the mailpiece,

or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by «Immmm Print Clearly) | B. Date of Delivery
0O Agent

7
C. Signapr
£~ {] Addressee

1. Article Addressed to:

Jack Daniels, SSP

P.O. BOx 1258
Hobbs, NM 88241

_w am_.<o2 address _amqma ?o_.: item1? O Yes
If YES, enter delivsry

3. Service Type
¥Certified Mail
O Registered
3 Insured Mail [dc.oD.

4. Restricted Om__<m_\<\ (Extra hm& 1 Yes

2. Article Number 900l 0320 0004 3740 0052

(Transfer from service label,

PS Form 3811, March 2001 Domestic Return Receipt 102595-01-M-142



Steven W. Horn Oil and Gas

March 14, 2001

F. Ferrell Davis
P.O. Box 3061
Midland, Texas 79702

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NMP.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Davis:

The Deed Records of Lea County, New Mexico indicate F. Ferrell Davis as the owner of an
undivided 3/320 mineral interest under the above referenced property, being an undivided 4.42 net
mineral acres.

Please let this letfer serve as an offer to lease all of the undivided mineral interest owned by F. Ferrell
Davis in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

¢ 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Res lly,
Steven W. Horn

SWH/ae

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

F. Ferrell Davis
P.O. Box 3061
Midland, Texas 79702

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Davis:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/320 mineral interest in the above referenced property (1.46625 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

v i

Steven W. Horn

SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



PRESTOM EXPLORATION, LLC

AUTFORIZATION FOR EXPENDITURE

3358 ang VUeIl NO. Prospact AFe fa.
E.S. Schaap#1 Northwest Knowles 102001
® Exploratory Well [0 Recompletion  injection O Other Criginal
O Development Well O wWerkover O swo 'Supolement
Untt Oescription/Maeasured Location Projected TO

County/Pansh, Stale

Lea County, NM

SurvayrTownsnip

Sec 4 -T17S - R38E

909' FNL & 2,310' FWL

12,000

[ Uescnpbon of Work
Drill and complete explo

ratory well to Strawn formaticn.

; e +INTANGIBLECOST Sz T D et T
Description Qrilling Completion
Abstracta / Lagal Fees 101 500 201
Surveys / Permits / Envirenmental 102 500
Right - of - Way 103
Localion / Resloration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauiing / Barges 106 10,000 206 15,000
Drilling / Compietion Rig - Tumkey 107 207
Driling ¢ Comptation Rig - Day Rate 42 Days @ $ 12,500/D & 10 days @ $ 1,800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 218 8,400
Gaological / Petrophysical Services Mud Logging - 28 days @ $ 7C0/D 117 19,600
Casing Services 118 5.500 218 5,500
Supplies 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Camagas 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Slmuiation - Malerials / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Driling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communicatlons 161 162
Labor 162 7.500 262 31,000
P & A Expense 197 8,000
Miscailaneous Directional - § days @ $7.400/D 199 44 400 299
Insurance §7,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
.- TANGIBLE/COSTS:_ ,
Conductor Pipe 110
Surface Casing 400 ft 13 /8" $22.00/1 121 8,800
Intermediate Liner 4,600 ft. 9 £/8" 315.00/f 122 89,000
Drilling Liner 122
Production Liner 12.000 A 7 39.50/ 1 226 114,000
Tle-Back 228
Tubing 12.000 &t 27/8" 33.25/# 227 39,000
Dewnhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Separators, Treaters, Heaters, atc. 236 §,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Campleted Well Cost 1,535,900
D APPROVALS.
Company Signature Title Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.
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R SENDER: COMPLETE THIS SECTION COMPLETE THIS SECTION ON DELIVERY

u Complete items ],_ 2, and 3. Alsc complete A. Received by (Please Print Clearly) | 8. Date ofDelivery
" item 4 if Restricted-Delivery is desired. d—/ —ﬂ/
1 B Print your name and address on the reverse

,_.
e

' so that we can return the card to you. C. Sigyat ["e R/ g 0 Aot
© ®m Attach this card to the back of the mailpiece X v (i/ 4 A7, gen
: X X ' ; A -
or on the front if space permits. 4 ! 4 f’ gia [ Addresses
. . D. Is delivery address different from item 17 3 Yes f(
1. Article Addressed to: If YES, enter delivery address befow:  XJ No

(
. Ferrell Davis
.0. Box 3061

Midland, Texas 79702 t

F
P

3. Service Type
Certified Mail  [J Express Mail

Registered 3 Return Receipt for Merchandise
1 Insured Mail O coo.
4. Restricted Delivery? (Extra Fee) O Yes

2. Article Number (Copy from service label)

7099 3400 0016 5904 1248
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Steven W. Horn - Ol and Gas

October 22, 2001

I
[

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

F. Ferrell Davis
P.O. Box 3061
Midland, Texas 79702

Re: E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Davis:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-§, R-38-E, NM.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/320 mineral interest in the above referenced property (1.46625 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have gny-guestions.

Steven W. Hom
SWH/ae

Enclosures: 2

P O Bow 2755 Midland, Texas 79702 - (915) 683-2449



rRESTON EXPLORATION, LLo

AUTHORIZATION FOR EXPENDITURE

Lea County, NM

Sec 4 -T17S - R38E

909' FNL & 2,310' FWL

i S WeTRG. Toepect i T
E.S. Schaap #1 Northwest Knowles 102001
Exploratory Well O Recompletion 7 Injection {J Other Eoriginal
3 Development Well O workover a swo Supplement
County/Parish, State Survey/Tawnsnip Uni Description/Msasured Location Projecied TO

12,000

Drill and tomplets exploratory well to Strawn formatlon.

TR

e e S

1

: Orilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Pemits / Environmentai 102 500
Right-of-Way _ 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 208
Transportation / Haullng / Barges 108 10,000 208 15,000
Orilling / Completion Rig - Tumkey 107 207
Drilling./ Completion RIg - Day Rate 42Daya @ $12,500/D& 10days @ $1,800/0D 108 525,000 208 18,000
Cementing - Matedals / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supenvsion 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 17 19,600
Casing Services 118 5,500 218 5,500
Supplies 119, 219 -]-— -
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surfsce Damages 124
Slickline / Swabbing 228
Casod Hole - Logping / Perforating 229 25,000
Stmulation - Materials / Services 230 50,000
Colled Tubing - Mateslals / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpensa 197 8,000
Miscelianeous Directional - 8 days @ § 7.400/D 199 44,400 299
) Insurancs 57,800
199 10,000 299
Total Intangibles 1,022,700
I:‘Lx::,—LQ\ TANGIBLECQST%“Z T ;m] B;}%A'@ Tl Fﬂsi ‘f‘t‘ g T
110
Surface Casing 400 13 8" $22.00/1 121 8,800
intsrmediate Uner 4,800 1 8 5/8° $15.00/1 122 89,000
Driting Uner 122
Production Liner 12,000 ft Ind $9.50/ft 228 114,000
Tle-Back 228
Tubing 12,000 278" $325/R 227 39,000
Downhole Equipment 231 20,000
Artficial LIt Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanka 234 15,000
Pipe, Fittings, Valves, eic. 235 5,000
Separators, Tresters, Heaters, etc. 238 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost
Completed Well Cost
] - APEROVAES) . R
“Company Signaiure Tive Dale

IT 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn

Oil and Gas
P O Kov2755
Midland, Cexas 79702
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Steven W. Horn Ol and Gas

March 14, 2001

Paul Davis, Jr., SSP
P.O. Box 871
Midland, Texas 79702

Re:  Oil & Gas Lease Proposal,
Lots 1,2, 3,4, S/2N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Davis:

The Deed Records of Lea County, New Mexico indicate Paul Davis, Jr., SSP as the owner of an |
undivided 3/320 mineral interest under the above referenced property, being an undivided 4.42 net
mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Paul
Davis, Jr., SSP in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

¢ 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449,

Steven W. Horn

SWH/ae

PO Ko 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Paul Davis, Jr., SSP
P.O. Box 871
Midland, Texas 79702

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Davis:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/320 mineral interest in the above referenced property (1.46625 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas

lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Sir;r/cl/,
Ze i/ ﬂ-/,/\J

Steven W. Horn
SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Texas 79702 (975) 683-2449



—
| SRESTOM EXPLORATION, LLC
AUTHCRIZATION FOR EXPENDITURE
A858 ant 8il NO. Fraspecl XFE 00,
E. S. Schaap # 1 Northwest Knowles 102001
| & Exploratcry Well 0 Recomgietion L Injection (] Other EOriginal
O Development Well T Workover O swc [CISupplement
County/Parish, State Survey/Townsip Unn Cescription/Measured Locatlon Projacted TO
Lea County, NM Sec 4 - T17S - R38E 809’ FNL & 2,310' FWL 12,000
Q! or
Drill and complete exploratory well to Strawn formation.
B INTANGIBLE COSTS: - -
Descripticn Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Pemnits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demab 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Drilling / Complation Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rale 42 Days @ $ 12,500/D & 10days @ $ 1.800/D 108 525,000 ° 208 18,000
Cemenling - Materials / Services 111 37,000 211 25,000
Orilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Lagging / Coring 115 652,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D : 117 19,600
Casing Services 718 5,500 218 5,500
Supplles 119 219
Criling / Completion Overhead 120 11,600 220
Equipment Rentais 723 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logglng / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Malerials / Services 250
Chemicals - Other 254
Gravel Pack - Matarials / Services 255
Bits - Orilling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communicatlona 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellaneous Directional - 6 days @ §7.400/0D 199 44 400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
c . TANGIBEE-COSTS: e i
Conductor Plpe 110
Surtace Casing 400 ft 13 3/8" $22.00/1 121 8,800
intermediate Liner 4,600 ft. g 5/8" $15.00/# 122 69,000
Oriliing Liner 122
Production Liner 12,CC0f 7" 39.50/f 226 114,000
Tie-Back 226
Tubing 12,000 R 27/8" $3.25/1 227 39,000
Downhale Equipment 211 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittinga, Valives, etc. 235 5,000-
Separalors, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Campleted Well Cost 1,535,900
[Cos e T v APPROVALS. o
Ccmpany = Signature Title Qate

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.
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‘ SENDER: COMPLETE THIS SECTION COMPLETE THIS SECTION ON DELIVERY

N Compiete items 1, 2, and 3. Alsc complete A. Received by (Please Print Clearly) | B. Date of Delivery
item 4 if Restricted Delivery is desired.
W Print your name and address on the reverse

so that we can return the card to you. C. Sign
H Attach this card to the back of the mailpiece, X / ;\/ /\ O Agent
or on the front if space permits. & ] Addressee

D. Is delivery address different from #em 17 ] Yes

. i Ad d to:
1. Article Addressed to if YES, enter delivery address below: E No

Paul Davis, Jr., SSP

P.0O. Box 871
Midland, Texas

N

3. Service Type
o §d Certified Mail T Express Mail

,:D. [ Registered O Return Receipt for Merchandise
‘\‘ O insured Mail O C.OD. ;
4. Restricted Delivery? (Extra Fee) O Yes !
7099 3400 Q016 5964 1255

2. Article Number (Copy from service label) ’
PS Form 3811, July 1999 Domestic Return Receipt 102595-00-M-0952 {

¢



F

Steven W. Horn Oil and Gas

October 22, 2001

i

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Paul Davis, LTD
P.O. Box 871
Midland, Texas 79702

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Davis:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/320 mineral interest in the above referenced property (1.46625 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A U5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. '

Steven W. Horn

SWH/ae

Enclosures; 2

P O. Box 2755 Midland, Texas 79702 (975) 683-2449



— ._
~RESTON EXPLORATION, LLo. Cd

AUTHORIZATION FOR EXPENDITURE
I Laaie and Wl Ko. rospad AFC na,
E. 8. Schaap # 1 Northwest Knowles 102001
& Exploratory Well O Recomgletion O Injection 0 Other Eonginal
{0 Development Well O workover 0 swb Supplement
County/Parish, Staie Survey/Townsaip Unit Cescription/Measwred Locaton Projecisd 7O
Lea County, NM Sec 4 -T17S - R38E 909°' FNL & 2,310' FWL 12,000
Drill and ¢omplete exploratory well to Strawn formation. ‘
ﬁmﬂ*@d}s‘mﬁ A?z;?’?;;é&‘ .;__.‘»\&\;..
Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Parmits / Environmental 102 500
Right-of -Way o 103 ]
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Driling / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/ D& 10days @ $ 1,.800/D 108 525,000 208 18,000
Cemenling - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulids 112 40,000 212
Water 113 15,000 212 3,000
Fusl 114 214
Open Hole - Logglng / Coring 115 82,000 215
Engineerdng / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $700/D 17 19,600
Casing Services 118 5,500 218 5,500
Suppiies 119 219 R
Drilling / Completion Overhead 120 11,800 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbling : 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Matarials / Services 230 50,000
Colled Tubing - Materlals / Services 250
Chemicals - Other . 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Complstion 158 50,000 250 2,000
Treating 258
Testing / Analysis ’ 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpenss 197 8,000
Miscellaneous Directional - 8 days @ §$ 7.400/0 196 44,400 299
Insurance 57,800
199 10.000 299
Total Intangibles 1,022 700
T TANGIBE EC IS ot B R R T B i,
110
Surface Casing 400 N 13 VB" $22.00/1 121 8,800
intamediate Liner 4,800 ft. 9 5/8° $15.00/ 1t 122 88,000
Driling Uner 122
Production Liner 12,000 R T $9.50/1t 226 - 114,000
Tle-Back 226
Tubing ) 12,000 ft 278" $325/1 227 39,000
Downhole Equipment 231 20,000
Artificial LIt Equipment 212 35,000
Trea & Other Production Equipment 113 4,000 233 4,000
Tanka ' 234 15,000
Pipe, Fittings, Valives, olc. 235 5,000
Separators, Tresters, Heaters, elc. 238 $,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
M o ARPROVABSE e s i e Al Ay :

Company Signature Tita Date

{T1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIAIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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item 4 if Restricted Delivery is desired.

B Print your name and address on the reverse
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or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) | B. Date of Delive
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0
X x.\\ N ?Mwmﬂmwmm
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_m Qm__<m2 address different from item 17 [ Yes
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4. Restricted Delivery? (Extra Fee) 3 Yes

2. Article Number
{Iransfer from service label)

PS Form 3811, March 2001

Domestic Return Receipt

102595-01-M-14



Steven W. Horn Ol and Gas

March 14, 2001

Lyle B. Gallivan & Mary Boxell Gallivan,
as Joint Tenants with Right of Survivorship
8270 W. 4™ Avenue

Lakewood, CO 80226

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. & Ms. Gallivan:
The Deed Records of Lea County, New Mexico indicate Lyle B. Gallivan & Mary Boxell Gallivan, as
Joint Tenants with Right to Survivorship of an undivided 10.9375% of 1/160 mineral interest under

the above referenced property, being an undivided .32255 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Lyle B.
Gallivan & Mary Boxell Gallivan in the above referenced property according to the terms listed
below:

e Three (3) year lease
Paid Up

» 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Res lly,

L oo,

Steven W. Horn

SWH/ae

PO Bow2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn | O and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Lyle B. Gallivan & Mary Boxell Gallivan,
as Joint Tenants with Right of Survivorship
8270 W. 4™ Avenue

Lakewood, CO 80226

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Gallivan:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Sincegely,

Steven W. Horn

SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (9715) 683-2449



. SRESTOM EXPLORATION, LLC |
AUTHORIZATION FOR EXPENDITURE
| Laase and wall NG. jmaacl TFETS
E. 8. Schaap #1 ‘ Northwest Knowles 102001
Explaratary Well O Recompleuan L Injection O Other =0riginat
] Development Well T Workover J swe JSupplement
County/Pansh, State Survey/ Townsnip Ung Description/Measured Lacation Projacted TO
Lea County, NM Sec 4 - T17S - R38E 909’ FNL & 2,310' FWL J 12,000
- T&senpan Gf WWork
Drill and complete exploratory well to Strawn formation.
= > 2INTANGIBLE 'COSTS.: . .= :
Description Drilling Compietion
Abstracts / Legai Fees 101 500 201
Surveys / Permils / Environmental 102 500
Right - af - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transpontalion / Hauling / Barges 106 10,000 206 15,000
Orilling / Completion Rig - Tumkey 107 207
Drilling / Compistion Rig - Cay Rate 42 Days @ $ 12.500/D& 10days @ $1800/0 108 525,000 208 18,000
Cementing - Materials / Services 111 17,000 214 25,000
Orilling Mud / Cornpletion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Enginoering / Supervision 118 31,500 216 8,400
Geological / Pelrophysical Servicas Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Suppilea 119 219
Drilting / Compietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hoale - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Coiled Tubing - Materiais / Services 250
Chamicals - Other 254
Gravel Pack - Matenals / Services 255
Bity - Orilling / Completion 156 50,000 256 2,000
Trealing 258
Testing / Analysis 260
Communications 161 162
Labor 162 7.500 262 31,000
P & AExpense 197 8,000
Mlsceflanecus Directional - 6 days @ $7,400/0 199 44 400 299
insurance 57.600
Contingencles 199 10,000 299 5,000
Total Intanglbles 1,022,700 202,400
CTANGIBEE:CQSTS::: .7
Conductor Pipe 110
Surface Casing 400 1t 13 3/8" $22.00/1 121 8,800
Intermediate Liner 4,800 R. 9 5/8” $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 A 7 $9.50 1 226 114,000
Tie-Back 226
Tubing 12,000 ft 27/8" 33.25/ 1t 227 39,000
Downhale Equipment 231 20,000
Artifiddal Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings. Valves, elc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800
B APPROVALS. o -]
Company Signature Tide Data

IT1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.




7099 3400 00Lk S964 137

Postage
Certified Fee

Return Receipt Fee
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.34
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| Steven W. Horn Ol and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Lyle B. Gallivan & Mary Boxell Gallivan,
as Joint Tenants with Right of Survivorship
8270 W. 4™ Avenue

Lakewood, CO 80226

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Gallivan:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.\M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term {paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated.” Please call me at (915) 683-2449 if
you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O Box2755 Midland, CTexas 79702 (975) 683-2449



] ___~RESTON EXPLORATION, LL. B

AUTHORIZATION FOR EXPENDITURE
| Laase ind Well NG. Prospecl ] AFE no.,
E.S. Schaap # 1 Northwest Knowles 102001
H Exploratory Well O Recompletion U Injection O Other Qriginal
[ Development Well 0 workover g swo Supplement
CountyPartan, Stais Survey(Townsngp Uni Description/Measured Location Projecied TO
Lea County, NM Sec 4-T17S - R38E 909' FNL & 2,310' FWL 12,000
Drill and tomplete exploratory well to Strawn formation.
F2AINTANGIBEE;COSTS i Ma e i SRS R i oar
Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Peqmits / Environmental 102 500
Right - of - Wey , 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Haullng / Barges 108 10,000 208 15,000
Ovilling / Completion Rlg - Tumkey 1 107 207
Drililng./ Complation Rig - Day Rata 42 Days @ $ 12,500/ D & 10 days @@ $1.800/D 108 525,000 208 18,000
Cementing - Matedals / Services 111 37,000 211 25,000
Orilling Mud / Completion Flulds 112 40,000 212
Water - 113 15,000 213 3,000
Fusl 114 214
Open Hole - Logging / Coring 115 §2,000 215
Engineering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700 /D 17 19,800
Casing Servicas 118 5,500 218 5,500
Suppllea 119, 219
Drilting / Completion Overhead . 120 11,800 220
Equipment Rentais . 123 18,000 223 12,000
Surface Damages 124
Slickiine / Swobbing : 228
Cased Hola - Logging / Perforating . 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Materals / Services 250
Chemicals - Other 254
Gravel Pack - Materlals / Services . 255
Bits - Dxiliing / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications . 161 162
Labor 162 7.500 202 31,000
P & A Expense 197 8,000
Miscallanecus Directional - 8 days @ $ 7,400/D 199 44,400 299
Insurance 57,600
Contingencles
Total Intangibles
T TANGIBEEC DS TS o e
Conductor Plpe
Surfaca Casing 400 R 13 /8" $22.00/1
Intermediate Liner 4,800 ft. 9 5/8° $15.00/ 1
Driliing Liner
Production Liner 12,000 ft ™ $9.50/1t 226 114,000
Tie-Back 226
Tubing 12,000 1t 278" $325 /1 227 39,000
Downhole Equlpment 231 20,000
Astificial Lift Equipment 232 35,000
Trea & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipa, Fittinga, Vaives, stc, 235 5,000
Separalors, Treaters, Heaters, elc. 238 5,000
Total Tangibles 91,800 237,000
Dry Hole Cost 1,104,500
Compieted Well Cost 1,535,900

CTORS)

R LT R Ay

S T rAPPROMAESL: e el

Company Signaturs Tite Date

COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.

TS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
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m Print your name and address on the reverse
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Lyle & Mary Gallivan
8270 W. 4th Avenue
Lakewood, CO 80226
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Centified Mait [0 Express Mail

Registered [0 Return Receipt for Merchandis
(3 insured Mail O3 C.0.D.
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Steven W. Horn Ol and Gas

March 14, 2001

Alan R. Hannifin
518 17™ Street, Suite 540
Denver, CO 80202

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Hannifin;

The Deed Records of Lea County, New Mexico indicate Alan R. Hannifin as the owner of an
undivided 10.9375% of 1/160 mineral interest under the above referenced property, being an
undivided .32255 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Alan R.
Hannifin in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Res lly,

e

Steven W. Horn

SWH/ae

P O Box 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Alan R. Hannifin
518 17® Street, Suite 540
Denver, CO 80202

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Hannifin:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Sincerely,

Steven W. Horn

SWH/ae

Enclosures: 2

P O Boxw2755 Midland, Texas 79702 (915) 683-2449



PRESTONM EXPLORATION, LLC

T

AUTHCRIZATION FOR ZXPENDITURE

L’Cﬁmm:. Praspect RFEno,
E. S. Schaap #1 Northwest Knowles 102001
& Exploratory Well {0 Reccmpieticn L Irjection 1 Other {&Criginal
O Development Well O workover C swo [CSupplement
Caunty/Panish, Stats i Survay/Tawnsnip Unnr Oescription/Maasured Location Projected TD
Lea County, NM Sec 4 - T17S - R38E 909' FNL & 2,310' FWL 12,000
——Tescnpbon of Wark
Drill and complete exploratory well to Strawn formation.
W 5 AINTANGIBLRE.COSTS:
Description Drilling Completion
Abstracts / Lagal Fees 101 500 201
Surveys / Pemits / Envircnmentai 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demab 105 45,000 205
Transportation / Hauling / Barges 106 10.000 206 15,000
Driliing / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/0 & 10 days @ $1,800/0 108 525,000 208 18,000
Cementing - Materiais / Services 111 37,000 211 25,000
Orilling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuei 114 214
QOpen Hola - Logging / Conng 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geclogical / Patrophysical Services Mud Logging - 28 days @ $700/D 117 19,600
Casing Services 118 5,500 218 5,500
S(.lpplles 119 219
Driliing / Comptletion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hola - Logglng / Perforating 229 25,000
Stimulation - Materiais / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
gits - Orilting / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscal'aneous Directional - 6 days @ $7.400/D 199 44,400 299
Insuranca 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
N ‘TANGIBLE:.CQSTS! ’
Conductor Pipe 110
Surtace Casing 400 ft 13 /8" $22.00/ ft 121 8,800
Intermediate Liner 4,600 ft. 9 5/8* $15.00/R 122 69,000
Crilling Liner 122
Production Liner 12.000 At 7" 39.50/H 226 114,000
Tle-Back 226
Tubing 12,000 f 278 $3.25/1t 227 39,000
Dawnhole Equipment 231 20,000
Artifical Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vaives, etc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
[ Dry Hole Cost 1,104,500
{ Completed Well Cost 1,535,900
[ APPROVALS. R ]
Company Signature Title Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPRCOVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOQUNTS HEREIN SET QUT.
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: item 4 if Restricted Delivery is desired.

. M Print your name and address on the reverse

‘ so that we can return the card to you.

M Attach this card to the back of the mailpiece,
or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A, Recelved by (PI se Print Clearly) | B. Date of Delivery

C. Slgnature
// O Agent
O Addressee

1. Article Addressed to:

Alan R. Hannifin

518 17th Street,
Denver, CO 80202

Ste 540

df ess dlﬁ,erent fromitem 1?7 [J Yes
ter delivery address below:  {d No

D. Is delivery
If YES,

3. Service Type

§d Certified Mail [ Express Mail
[ Registered [ Return Receipt for Merchandise
O Insured Mail O C.O.D.

4. Restricted Delivery? (Extra Fee} O Yes

2. Article Number (Copy from service label)

7099 3400 0016 5964 1224

PSFonn3811 ‘July 1999

Domestic Return Receipt

102595-00-M-0952 |




Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Alan R. Hannifin
518 17" Street, Suite 540
Denver, CO 80202

Re: E.S. Schaap #1
T-17-S,R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Hannifin:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn

SWH/ae

Enclosures: 2

P O Kox 2755 Midland, Texas 79702 (9715) 683-2449



B ~RESTON EXPLORATION, LL ~
AUTHORIZATION FOR EXPENDITURE
[ Tiate 370 WelT NG, Frosgedl AFEha.
E. 8. Schaap # 1 l Northwest Knowles 102001
Exploratory Well O Recompletion U Injection 0 Other Original
3 Development Well O Workover 0 swo Supplement
County/Parish, Sials Survey/Tawnsnip Unk Dascription/Measured Locztion - Projected TO
Lea County, NM Sec 4 - T17S - R38E 909" FNL & 2,310' FWL 12,000
Drill and complete exploratory well to Strawn formatlon. .
T INTANGIBEE,COSTSE iy ies i e e TR
Driliing Completion
Abstracts / Legal Fees 101 500 201
Surveys / Panmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2.500
Mob & Demob 105 45,000 205
Transportation / Haullng / Barges 108 10,000 208 15,000
Drilllng / Completion Rig - Tumkey 107 207
Drliling / Completion RIg - Day Rate 42 Days @ $ 12,500/0 & 10days & $ 1.800/0D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Orlling Mud / Compistion Fluids 112 40,000 212
Watar 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 82,000 215
Englneering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 17 19,800
Casing Sarvices 113 5,500 218 5,500
Supplles 119. 219
Driliing / Completion Overhead 120 11,8600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing : 228
Cased Hole - Logging / Perforating 229 25,000
Stmulation - Matedals / Services 230 50,000
Colad Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Matarials / Sarvices . 255
Bits - Drilting / Completion 158 50,000 256 2,000
Treating 259
Testing / Analysls ‘ 260
Communications . 161 162
Labor 162 7,500 262 31,000
P & AExpensa . 197 8,000
Miscallaneous Directional - 6 days @ § 7,400/ D 199 44,400 299
Insurance 57,800
199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
e TANGIBEECASTSH - ' S
Surtace Casing 400 N 13 8° $22.00/ 1 121 8,800
Intermediats Liner 4,800 ft 8 5/8° $15.00/1 122 69,000
Driting Liner 122
Production Liner 12,000 ™ $9.50/ 1 226 - 114,000
Tle-Back 226
Tubing : 12,000 ft 278" $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial Litt Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanky 234 15,000
Plpe, Fittings, Valves, elc. 235 5,000
Separators. Trealers, Heaters, etc. 238 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cast 1,535,900

A A A

APBROVABSL, .o

)

Company Signature Title Date

T IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION:

COMPLETE THIS SECTION ON DELIVERY

B Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery ig desired.

B Print your name and address on the reverse
so that we can return the card to you.

m Attach this card to the back of the mailpiece,

or on the front if space permits.

A mnm_<ma by «Im Print Clearly) | B. Date of Om__<m-

Floadir 2 tom 29
~m_osz_‘m
[ Agent
3 Addresse

1. Article Addressed to:

'Alan R. Hannifin
518 17th Street,
Denver, CO 80202

Suite 540

_m am__«m@ &A&«mmw different from item 17 _U Yes
It YES, enter delivery address below: E No

3. Service Type

¥k Certified Mail 0] Express Mail
3 Registered [J Return Receipt for Merchandis
O Insured Mail 0 c.oD.

4. Restricted Delivery? (Extra Fee) O Yes

2. Article Number
(Transfer from service label)

7001 0320 0004 3739 q99y

PS Form 3811, March 2001

Domestic Return Receipt

102585-01-M-14



Steven W. Horn Oil and Gas

March 14, 2001

* Shawn P. Hannifin
518 17" Street, Suite 540
Denver, CO 80202

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Hannifin:

The Deed Records of Lea County, New Mexico indicate Shawn P. Hannifin as the owner of an
undivided 10.9375% of 1/160 mineral interest under the above referenced property, being an
undivided .32255 net mineral acres.

Please let this letfer serve as an offer to lease all of the undivided mineral interest owned by Shawn P.
Hannifin in the above referenced property according to the terms listed below:

¢ Three (3) year lease
Paid Up

¢ 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Re lly,

G s o

Steven W. Horn

SWH/ae

P O. Kox 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Shawn P. Hannifin
518 17™ Street, Suite 540
Denver, CO 80202

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Hannifin:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.
Sincer

ff/ﬂ«w’ /K_‘/
Steven W. Horn

SWH/ae

Enclosures: 2

P O Koxw2755 Midland, Cexas 79702 (975) 683-2449



] PRESTON EXPLCRATION, LLC |
AUTHCRIZATICN FOR EXPENDITURE
[ LCaase and Wall Mo, TPTosAect FETa
E.S. Schaap #° Narthwest Knowies r 102001
H Exploratary Well 0 Recompieton L Injection O Other &Original
{J Development Well 0 Workover T swe Suppiement
County/Pansh, State Survey/Tawnsnip Unit Description/Measured Location Projected TO
Lea County, NM Sec 4 -T178 - R28E 909' FNL & 2,310' FWL 12,000
I Uasnpton of Work
Drill and complete exploratory well to Strawn formation.
S o o . =i INTANGIBLE.COSTS-
Descnption Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Penmits / Environmentat 102 500
Right - of - Way 103
Locallon / Restoration 104 24,000 204 2,500
Mab & Demob 105 45,000 205
Transportation / Hauting / Barges 108 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Drilling / Compistion Rig - Day Rate 42 Days @ $ 12.500/0 & 10days @ $ 1.800/0 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hote - Logging / Coring 115 62,000 215
Enginesaring / Supervision 118 31,500 216 8,400
Gealogical / Pelrophysical Services Mud Logging - 28 days @ $700/D 117 19,600
Casing Services 118 5,500 218 5,500
Suppiles 119 219
Drilling / Completion Qverhead 120 11,800 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Loggling / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
8its - Drilling / Compistion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7.500 262 31,000
P & AExpense 197 8,000
Miscallaneous Directional - § days @ $ 7,400/ 0 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
~TANGIBLE.COSTS: " i
Conductor Pipa 110 .
Surface Casing 400 Rt 13 3/8" $22.00/ 1t 121 8,800
Intermediate Liner 4,600 ft. 9 5/8" $15.00/ft 122 69,000
Drilling Liner 122
Production Liner 12,000 f 7" $9.50 / ft 226 114,000
Tie-Back 226
Tubing 12,000 ft 27/8” §3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial Litt Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Filtings, Valves, atc. 235 5,000
Separalars, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800
L - APPROVALS. —
Cempany Sigratura Title Date

ITIS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMQUNTS HEREIN SET QUT,
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Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Shawn P. Hannifin
518 17" Street, Suite 540
Denver, CO 80202

Re: E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Hannifin:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 10.9375% of 1/160 mineral interest in the above referenced property (.10691 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Homn

SWH/ae

Enclosures: 2

P O Box 2755 Midland, Texas 79702 (915) 683-2449



Lo ~RESTON EXPLORATION, LLo
AUTHORIZATION FOR EXPENDITURE
| Lidie ind Wel Ra. Tospacd K AFc no.
E. S. Schaap # * Northwest Knowles 102001
® Exploratory Well [0 Recompletion {J Injection 0O Other Original
O Development Well O Workover Q swo Supplement -
County/Parish, Siate Survey/Tawnsnip Unk Description/Measured Location Projected TD
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310' FWL l 12,000
Drill and complets exploratory well to Strawn formation. .
L ERINTANGIBEECOS TS E A e e S G R e
Description Drilling Completion
Absiracts / Lagal Fess 101 500 201
Surveys / Permits / Environmental 102 500
Right-of - Way . 103
Location / Restoration 104 24,000 204 2,500
Mok & Demob 105 45,000 205
Transportation / Hauling / Barges ) 108 10,000 206 15,000
Dxilling / Compietion Rig - Turmnkey 107 207
Delling / Completion Rig - Day Rste 42 Days @ $ 12,500/D & 10days @ § 1,800/0 108 525,000 208 18,000
Cementing - Matsrials / Sarvicea 111 37,000 211 25,000
Drlling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fust 114 214
Open Hols - Logging / Coring 115 82,000 215
Engineering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Servicea Mud Logging - 28 days @ $ 700/D "7 19,600
Casing Services 118 5,500 218 5,500
Suppiles 119, 219
Drllling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabblng : 228
Cased Hole - Logging / Perforaling 229 25,000
Stimulation - Materals / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 54
Gravel Pack - Materals / Sanvices . 255
Bits - Drilllng / Completion 156 50,000 256 2,000
Treating 250
Testing / Analysis i 260
Communications . 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscaltaneous Directional - 8 days @ § 7,400/D 199 44 400 299
Insurance 57,800
199 10,000 299
Total Intanglbles 1,022 700
L GTANGIBRECDSTSH.L L L R R A
110
Surtace Casing 400 13 v8° $22.00/11 121 8,800
Intermediats Liner 4,800t 9 5/8° $15.00/1 122 88,000
Driing Liner 122
Production Liner 12.000 ft T $9.50/ 1 228 - 114,000
Tie-Back 228
Tubing : 12,000 ft 278" $325/M 227 38,000
Downhole Equipmient 231 20,000
Artificial. Ul Equipment 232 35,000
Trea & Other Production Equipmant 133 4,000 233 4,000
Tanky 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Sepamtor, Treaters, Heaters, elc, 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

L T S ARBROVARSLL, Ll

Company Signalure Tite Date

IT 1S RECOGNIZED THAT THE AMOQUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

David Thomas Ingram, SSP
P.O.Box 1116
Shawnee, OK 76802

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4 & S/2 N/2 (N/2) of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 311.84 net mineral acres, more or less

Dear Mr. Ingram:

The Deed Records of Lea County, New Mexico indicate Davis Thomas Ingram, SSP as the owner of
an undivided 2.3215/311.84 mineral interest under the above referenced property, being an undivided
2.32 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by David
Thomas Ingram, SSP in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respe \A

o, o

Steven W. Horn

SWH/ae

P O Box 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

David Thomas Ingram, SSP
P.O.Box 1116
Shawnee, OK 76802

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Ingram:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 2.3215/311.84 mineral interest in the above referenced property (1.16432 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. '

Sipcerely,
/é/u,‘/ ;s’é/
Steven W. Horn

SWH/ae

Enclosures: 2

P O Kox 2755 Midland, CTexas 79702 (915) 683-2449



i PRESTOM EXPLORATION, LLC |
AUT-ORIZATION FOR EXPENDITURE
3368 and Well No. "'P'ra"spec( RFETor
E. S. Schaap #1 i Northwest Knowles 102001
& Exploratory Well T Recompietion T injection 0 Ctner RECriginal
O Development Well 0 workover 0 swp JSupplement
County:Parish, State Survey Tawnsnip Uni Sascription/Maasured Lacation Projected TD
Lea County, NM LSec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000
[~ Destnoban of Work
Drill and complete exploratory well to Strawn farmation.
Sl ©. INTANGIBLE COSTS:
Descripticr Dnlling Completion
Abstracts / Lagal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transporiation / Hauling / Barges 106 10,000 206 15,000
Drilling / Compietion Rig - Tumkey 107 207
Drilling / Campiletion Rig - Qay Rate 42 Days @5 12,5C0/0 & 10days @ $1,800/0 108 525,000 208 18,000
Cementing - Materais / Services 111 37,000 211 25,000
Driliing Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 82,000 215
Engineering / Supervision 118 31,500 216 8,400
Geological / Pelrophysical Services Mud Logging - 28 days @ $700/D 117 18,600
Cagsing Services 118 5,500 218 5,500
Sﬁpplles 119 219
Drilting / Completion Qverheaa 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damagas 1249
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materiais / Services 230 50,000
Coiled Tubing - Materiais / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labar 162 7,500 262 31,000
P & A Expensa 197 8,000
Miscsllaneous Directional - 6 days @ $ 7,400/ D 199 44,400 299
insurance 57,6800
Contingencies 199 10,000 299 5,000
Total intangibles 1,022,700 202,400
- . TANGIBLE:COSTS ;
Conductor Plpe 110
Surface Casing 400 ft 13 8" $22.00/1 121 8,800
ntermediate Liner 4,600 f. 9 5/8" $15.00/1 122 89,000
Drilling Liner 122
Production Liner 12,000 ft 7" 3950/ 1t 226 114,000
Tle-Back 226
Tubing 12,000/ 27/9" 33.25/4 227 39,000
Downhole Eguipment 231 20,000
Artificdal Lift Equipment 232 35,000
Trea & Other Praduction Equipment 133 4.000 233 4,000
Tanks 234 15,000
Pipa, Fittings, Valves, etc. 2385 5,000
Separalors, Treaters, Heaters, etc. 236 5,000
Totat Tangibles 81,800 237,000
f Dry Hole Cost 1,104,500
[ Completed Well Cost 1,535,900
I—..V';. I e : APPROVALS. o . . ~
Company Signature Tive Dale
( IT IS RECOGNIZED THAT THE AMCUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil amd Gas

October 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

David Thomas Ingram, SSP
P.O.Box 1116
Shawnee, OK 76802

Re: E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Ingram:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW?/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 2.3215/311.84 mineral interest in the above referenced property (1.16432 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O. Boxw 2755 Midland, Texas 79702 (915) 683-2449



. - ~RESTON EXPLORATION, LLu k
AUTHORIZATION FOR EXPENDITURE
[ Taave and WAI NG, Tospact K AFEna.
E. 8. Schaap # 1 Northwest Knowles 102001
B Exploratory Well O Recompletion LI Injection (O Other Original
{J Deveiopment Well O waorkover 0 swo Supplement
CountyPwih, St Survey/ Tawnsig Unll DescripllonvMeasursd Location - Prolcsd 75
Lea County, NM Sec 4 -T17S - R38E 909’ FNL & 2,310 FWL ! 12,000
Drill and complete exploratory well to Strawn formation. ‘
e ZINTANGIBIEE;COSTSHE i es M S A e S s ey
Drifting Completion
Abstracts / L.epal Fess 101 500 201
Surveys / Peamits / Environmental 102 500
Right-of - Way_ i 103
Location / Resioration 104 24,000 204 2,500
Mob & Damob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 206 15,000
Drilltng / Completion Rig - Tumkey 107 207
Drilkng / Cormpletion Rig - Day Rate 42 Days @ $ 12,500/0 & 10 days @ $ 1,800/D 108 525,000 208 18,000
Cementing - Matedals / Services 111 37,000 211 25,000
Driliing Mud / Completion Flulds 112 40,000 212
Water - 113 15,000 213 3,000
Fust 114 214
Open Hole - Logging / Coring 115 62,000 215
Enginsering / Supervision 118 31,500 218 8,400
Geological / Pstrophysical Services Mud Logging - 28 days @ $ 700/D 117 18,800
Casing Servicas 118 5,500 218 5,500
Suppiies 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surfaca Damages 124
Slickiine / Swabbing : 228
Casad Hole - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Coled Tubing - Materials / Services 250
Chemicals - Other 254
Geavel Pack - Materlals / Senvces . 255
Bits - Drilling / Completion 158 50,000 258 2 090
Treating 258
Testing / Analysia ' 260
Communicationa : 161 162
Labor 182 7,500 262 31,000
P & AExpense 107 8,000
Mlsceltaneous Directional - 6 days @ $7,400/0 109 44 400 299
Insurances 57,600
199 10,000 299 5,000
Total intangibles 1,022,700 202,400
A TANGIB R EC DS Tot e AT S S R B R P s
110
Surface Casing 400 1t 13 V8" $22.00/1 121 8,800
Intermediats Liner 4,600 ft. 9 5/8° $15.00/1 122 688,000
Driling Liner 122
Production Liner 12,000 ft [ 39.50/1t 226 - 114,000
Tle-Back 226
Tubing . 12,000 ft 278" $325/R 227 39,000
Downhole Equipment 231 20,000
Artifidal Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittinga, Valves, etc. 235 5,000
Separators, Treaters, Heaters, efc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

———
SR

SABRROVAESH:, o

L

Company Signaure Tite Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Ol and Gas

March 14, 2001

Nell B. Kimball
2317 Haynes Drive
Midland, Texas 79705

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NNM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Ms. Kimball:
The Deed Records of Lea County, New Mexico indicate Nell B. Kimball as the owner of an
undivided 1/600 mineral interest under the above referenced property, being an undivided .78640 net

mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Nell B.
Kimball in the above referenced property according to the terms listed below:

e Three (3) year lease
Paid Up

¢ 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Res lly,

Yo 0. oo

Steven W. Hormn

SWH/ae

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Nell B. Kimball
2317 Haynes Drive
Midland, Texas 79705

Re: E.S. Schaap #1
T-17-S. R-38-E. NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Kimball:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/600 mineral interest in the above referenced property (.26067 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.
Since

Zoee o o

even W. Horn
SWH/ae

Enclosures: 2

PO Koxw 2755 Midland, Cevas 79702 (915) 683-2449



—
| | SPRESTON EXPLORATION, LLC |

AUTHORIZATION FOR EXPENDITURE
FEFL] &l va, Frospect AFETD.
E. 8. Schaap #1 Northwest Knowles 102001
i Exploratory Well 0 Recompietion L. Injection ] Other Original
[J Development Well T Workover 0 swo CSupplement
County/Pansh, State Survey/Townsnip Unnt Cescnption/Measured Location Projecied TO
Lea County, NM Sec 4 -T17S - R38E 1908’ FNL & 2,310' FWL J 12,000 J
[~ Deschpyon o Work
Drill and complete exploratory well to Strawn formation.
INTANGIBLE COSTS - ]
Description Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Trancportation / Hauling / Barges 106 10,000 206 15,000
Drililng / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rale 42 Days @ $ 12.500/D & 10 days @ $ 1.800/D 108 525,000 208 18,000
Cemanting - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 2B deys @ $ 700/0 117 19,600 .
Casing Services 118 5,500 218 5,500
Supplies 119, 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124 :
Slickline / Swabbing : 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Matenals / Services 230 50,000
Collec Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drllling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Misceilaneous Directional - 6 days @ § 7.400/D 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
Total Intangibles 1,022,700
5 _TANGIBLE.COSTS'
Ganductor Pipe 110
Surface Casing 400 fi 13 3/8" $22.00/ 121 8.800
intermediate Liner 4,600 1. g 5/8" $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 f 7" 39.50 /1 226 114,000
Tie-Back 226
Tubing, 12,000 f 27/8" $3.25/t 227 39,000
Downhole Equipment 231 20,000
Artificlal Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings. Valves, etc. 235 5.000
Separalors, Treaters, Heaters, efc. 236 5,000
: Total Tangibles 81,800 237,000
[ Dry Hole Cost 1,104,500
[ Completed Well Cost 1,535,900
Lo APPROVALS. R L i ]
“Company Signature Tive Date

(T I8 RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Nell B. Kimball
2317 Haynes Drive
Midland, Texas 79705

Re:  E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Kimball:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/600 mineral interest in the above referenced property (.26067 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O Box 2755 Midland, Texas 79702 (915) 683-2449



L ~RESTON EXPLORATION, LLo !
AUTHORIZATION FOR EXPENDITURE
—Craie e Wl 3. TBipecl - IR
E. S. Schaap # 1 Northwest Knowles l 102001
H Exploratory Well O Recompletion L Injection O Other Original
O Development Well 0O Workover O swp (JSupplement
CountyParish, Stale Survey/Townsnip Unk Dascription/Msasured Location - [Projecisa TO
Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310 FWL 12,000
Drill and complete exploratory well to Strawn formation.
ZSINTANGIBEE;COSISEH, e L T oy g e A T
Drilling Completion
Abstracts / Lsgal Fees 101 500 201
Surveys / Peqnits / Environmental 102 500
Right-of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Haullng / Barges 108 10,000 208 15,000
Drilllng / Completion Rig - Tumkey 107 207
Driling./ Complation Rig - Day Rala 42 Days @ $12,500/D& 10days @ $1,800/D 108 525,000 208 18,000
Cemenling - Materlals / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Watar : 113 15,000 213 3,000
Fusl 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 deys § §$ 700/ D 117 19,800
Casing Services 118 5,500 218 5,500
Suppliea 119, 219 R
Drilling / Completion Ovexhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surtace Damages 124
Slickline / Swabbing : 228
Cased Hole - Logging / Perforaling 229 25,000
Stmulation - Materals / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Matedials / Services 255
Bita - Driliing / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis ) 260
Communications . 161 162
Labor 162 7,500 262 31,000
P & AExpensa 197 8,000
Miscailanecus Directional - 6 days @ § 7,400 / D 199 44,400 299
insuranca 57,800
199 10,000 299 5,000
Total Intanglble: 1,022,700 202,400
S HTANGIBEECAS TS, ' ‘ AHERL '
110
13 V8" $22.00 /1t 121 8,800
g 5/8° $15.00/1 122 69,000
122
Production Liner 12,000 ft I 39.50/1 226 - 114,000
Tie-Back 226
Tubing - 12,000 ft 278" 5325/ 227 39,000
Downhole Equipment 231 20,000
Artificlal Lift Equipment 232 35,000
Tree & Other Production Equipment - 133 4,000 233 4,000
Tanks ’ 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Seperntors, Treaiers, Heaters, etc. 238 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

R R

SARBROVAELSE, [

Company Signalure Tite Date

T 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil ard Gas

March 14, 2001

Rollin M. Koppell, et ux Amalie
P.O. Box 2878
Harlingen, TX 78550

Re:  Oil & Gas Lease Proposal,

‘ Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. & Mrs. Koppell:
The Deed Records of Lea County, New Mexico indicate Rollin M. Koppell, et ux Amalie as the
owners of an undivided 3/2560 mineral interest under the above referenced property, being an

undivided .55294 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Rollin M.
Koppell, et ux Amalie in the above referenced property according to the terms listed below:

* Three (3) year lease
Paid Up

¢ 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respecifplly,

s

Steven W. Horn

SWH/ae

PO Bw 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Rollin M. Koppell, et ux Amalie
P.O. Box 2878
Harlingen, Texas 78550

R:: E.S. Schaap #1
T-17-S, R-38-E. N.M.P.M,
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dezar Mr. & Mrs. Koppell:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000 Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
w2 again request a lease of your 3/2560 mineral interest in the above referenced property (.18328 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Si%

/Z-//

Steven W. Horn
S'WH/ae

Enclosures: 2

P.O. B 2755 | Midland, Texas 79702 (915) 683-2449



-
o L PRESTON EXPLCRATION, LLC

AUTHORIZATION FOR EXFENDITURE
| Lease ang \ vel No. Frospecl AFE no.
E. 8. Schaap # 1 Northwest Knowles 102001
& Explcratory Well {5 Recompletion L Injection O Other ElOriginal
O Deve opment Well O Workover 0 swp ISupplement
County/Panih, Slate Survey/Townsnip Unit Descnotion/Measured Location Projected TD
Lea Ccunty, NM Sec 4 -T17S - R38E 908" FNL & 2,310' FWL 12,000
| Descrpbon ( TWork -
Drill arid complete exploratory well to Strawn formation.
Lo : R INTANGIBLE COSTS: )
Description Drilling Compietion
Abstracts ' Legal Fees 101 500 201
Surveys / 2ermits / Environmental 102 500
Right - of . Way 103
Location / Restoration 104 24,000 204 2,500
Mob & De nob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15.000
Drlling / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $12,500/D & 10days @ $1.800/D 108 525,000 208 18,000
Cementing - Materals / Services 111 37,000 211 25,000
Drilling ML d / Completion Fiuids 112 40,000 212
Waler 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineerir g / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ § 700 /D 117 19,600
Casing Se vices 118 5,500 218 5,500
Sﬁpplles 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Demages 124
Slickline / {iwabbing 228
Cased Hol - Logging / Perforating 229 25,000
Stimulatior - Materials / Services 230 50,000
Colled Tub ng - Matenials / Services 250
Chemicals - Other 254
Gravel Pacx - Malerials / Services 255
Bits - Drillir g / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communiciitions 161 162
Labor 162 7,500 262 31,000
P & AExpense 187 8,000
Miscellanecus Directional - 6 days @ $ 7.400/D 199 44,400 299
Insurance 57,600
Contingenc es 199 10,000 299 5,000
Total intangibles 1,022,700 202,400
.- TANGIBLE:COSTS: i
Conductor I'ipe 110
Surface Cating 400 ft 12 3/8" $22.00/ 1t 121 8,800
Intermediat:: Liner 4,800 fi. 9 5/8" $15.00/f 122 69,000
Drilling Liner 122
Production ..iner 12,000 & 7" 38.50 /% 226 114,000
Tie-Back ) 226
Tubing 12,000 f 2 7/8" $3.25/ #t 227 39,000
Downhole E quipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4, 000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vaives, etc. 235 5,000
Separators, Trealers, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
B APPROVALS. T e ]
Company Signalure Titie Cate

IT!S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAJL — RETURN RECEIPT REQUESTED

Rollin M. Koppell, et ux Amalie
P.O. Box 2878
Harlingen, Texas 78550

Re:  E.S. Schaap #1
T-17-S, R-38-E, N.\M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Koppell:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.\M.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 3/2560 mineral interest in the above referenced property (.18328 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O Box 2755 Midland, Cexas 79702 (915) 683-2449



-

~RESTON EXPLORATION, LLy

AUTHORIZATION FOR EXPENDITURE

Lea County, NM

Sec 4 - T17S - R38E

T Casea and Well NG, Prospact - XFe fo.
E. 8. Schaap#1 ! Northwest Knowles | 102001
Exploratory Well O Recompletion U Injection 3 Other EEoriginal
O Development Well O workover 0 swo COSupplement
County/Parisn, Stste Survey/Townsnip Unk DescriptionvMeasured Location Projecied TO
909' FNL & 2,310' FWL 12,000

Drill and éomplete exploratory well to Strawn formation.

Description Drilling Completion
Abstracts / { agal Fees 101 500 201
Surveya / Peqmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 1068 10,000 208 15,000
Dxiling / Compietion Rig - Tumkey 107 207
Drilfing / Completion Rig - Day Rate 42Days @ $12.500/D & 10days @ § 1.800/0 108 525,000 208 18,000
Cementing - Mataclals / Services 111 37,000 211 25,000
Drilling Mud / Completion Flulds 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logying / Coxing 115 62,000 215
Englneering / Supervision 116 31,500 218 8.400
Geological / Petrophysical Servicas Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
os 118. 219
Dritting / Completion Oveshead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickine / Swabblng 228
Cased Hols - Logging / Perforating 229 25,000
Stmulation - Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Geavel Pack - Materials / Services 255
Bits - Delling / Completion 158 50,000 258 2,000
Treating 258
Teating / Analysis 260
Communications 161 182
Labor 162 7,500 202 31,000
P & AExpense 197 8,000
Miscalianeaus Directional - 6 days @ § 7,400 /D 109 44,400 299
Insurance 57,600
199 10,000 299
Total Intanglbles 1,022,700
A TANGIBEECOS o, L A R R T
Conductor Pipe 110
Swrtace Casing 400 ft 13 1/8° $22.00/1 121 8,800
Intacrnediata Liner 4,800 f1. 9 5/8° $15.00/1 122 89,000
Driling Uner 122
Production Liner 12,000 ft T $9.50/1 226 114,000
Tie-Back 228
Tubing 12,000 ft 278 5325/ 227 39,000
Downhole Equipment 231 20,000
Artificlat iR Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, etc, 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
& _APEROVAESE, i i, T
“Company Signaure Tite Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIRED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

Madd Ranch, Inc.
P.O. Box 536
Hobbs, NM 88240

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Sirs;

The Deed Records of Lea County, New Mexico indicate Madd Ranch, Inc., as the owner of an
undivided 18.2293% of 1/160 mineral interest under the above referenced property, being an
undivided .53758 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Madd
Ranch, Inc , in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

* 3/16 Royalty
o $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Resp lly,
/Qé?/{%u )\4

Steven W. Horn

SWH/ae

P O Box 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Madd Ranch, Inc.
P.O. Box 536
Hobbs, NM 88240

Re: E.S. Schaap #1
T-17-S. R-38-E. N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 18.2293% of 1/160 mineral interest in the above referenced property (.17819 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. ’

Sin

-

g
Steven W. Homn

SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Texas 79702 (915) 683-2449



PRESTON EXPLORATICN, LLC

AUTHORIZATION FOR EXPENDITURE

T%a%s 5nd WeTNG. ~[Prospect AFE o,
E. &. Schaap #1 | Northwest Knowles 102001
g Exploratory Well O Recompietion L Injection _ Other =0riginal
[ Development Well ) Workover O swp JSupplement
Counly/Pensh, Stale {Survey/Townsmp Unit Descnption/Measured Location [Prajected TO
Lea County, NM |Sec d - T17S - R38E - 808" FNL & 2,310' FWL 12,000

Bac 0 of Wor

Drill and complete exploratory well to Strawn formation.

b oo o7 INTANGIBLE COSTSH

Description Drilling Completion
Abstracts / Lega! Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Resloration 104 24,000 204 2,500
Mob & Demob 105 45,000 208
Transportation / Hauling / Barges 106 10,000 206 15,000
Driliing / Compietion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12.500/D & 10cays @ § 1.800/D 108 525,000 208 18,000
Cementing - Materiais / Services 111 37,000 211 25,000
Drilling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3.000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/ D 117 19,600
Casing Servicas 118 5,500 218 5,500
Supplles 119 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stmuiation - Materials / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Malerials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscallaneous Directional - 6 days @ § 7,400/D 199 44 400 299
Insurance 57,600
Contingencies 199 10,000 299 5,000
Total intangibies 1,022,700 202,400
2. TANGIBLE:COSTS . .
| Condustor Pipe 110
* Surface Casing 400 ft 13 3/8" $22.00/ 8 121 8,800
Intermediate Uner 4,600 ft. g 5/8" $15.00/ 1 122 €9,000
Drilling Liner 122
Production Liner 12.000 f 7" $9.50/# 226 114,000
Tie-Back 226
Tubing 12,000 ft 2 7/8" $3.25/#t 227 39,000
Downhole Equipment 231 20,000
Arificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Flttings, Valves, eic. 235 5,000
Separators, Trealers, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
APPROVALS,. ]
Company Signature Title Date

ITIS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Postage | % .34

Centi‘ied Fee 2 - 1 0

Raturn Receipt Fee
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Recipient's Name (Flease Print Clearty) (fc be completed by mailer)
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SENDER: COMPLETE THIS SECTION

R Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

| Print your name and address on the reverse
so that we can return the card to you.

W Attach this card to the back of the mailpiece,

or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) | B. \DS@ Defivery

Vickie mcorks

C. m_msz_‘m
_.u >mm2

X Ym@g §§ 0 Addressee

1. Article Addressed to:

Madd Ranch, Inc.
P.0O. Box 536
'Hobbs, NM 88240

. Is delivery address different from item 17 [ Yes
If YES, enter delivety address below:  ¥3¢ No

AR

3. Service Type -

Certified Mail [ Express Mail
Registered [ Return Receipt for Merchandise
[71 Insured Mait [ conD.

4. Restricted Defivery? (Extra Fee) [ Yes

17099 3400 0016 5964

2. Article Number (Copy frorn service label)
1378

PS Form 3811, July 1999

Domestic Return Receipt

102595-00-M-0952



Steven W. Horn Oil and Gas

QOctober 22, 2001

|
1

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Madd Ranch, Inc.
P.O. Box 336.
Hobbs, NM 88240

Re: E.S. Schaap #1
T-17-S, R-38-E, NM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Sirs:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N\M.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 18.2293% of 1/160 mineral interest in the above referenced property (.17819 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Texas 79702 (915) 683-2449



~RESTON EXPLORATION, LLo
AUTHORIZATION FOR EXPENDITURE
™ Ceate and WA 1G. Proioect Fro
E. 8. Schaap # 1 Northwest Knowles 102001
B Exploratory Well 0 Recompletion U injection O Other Qriginal
O Development Well O Workover O swo [JSupplement
County/Parish, Stata Survey/Townsnip Unit DascriptionvMeaswed Location Projecied TD
- Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000
Drlil and complete exploratory well to Strawn formatlian. i
[ P el R e
Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right-of - Way ) _ 103
Locaﬂoanumdon 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Haullng / Barges 108 10,000 208 15,000
Driltng / Completion Rig - Turnkey 107 207
Drilling / Complation Rig - Day Rate 42 Days @ $ 12,500/0 & 10days @ $ 1,800/0 108 525,000 208 18,000
Cementing - Matecials / Services 111 37,000 211 25,000
Driting Mud / Completion Fluids 112 40,000 212
Waler 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 218 8,400
Geologlcal / Petrophysical Services Mud Logging - 28 days @ $ 700/ 0 17 [ 19,800
Casing Secvices 118 5,500 218 5,500
Supplies 119. 219
Drilting / Cormplation Ovechead 120 11,800 220
Equipment Rentals . 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing : i 228
Casad Hols - Logging / Perforating 229 25,000
Stmulation - Matarials / Services 230 50,000
Colled Tubing - Materlals / Services 250
Chamicals - Other 254
Gravel Pack - Matevials / Sarvices . 255
Bits - Drilling / Completion . 158 50,000 258 2,000
Treating 238
Testing / Analyals ' 260
Communications 181 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscaltansous Directional - 8 days @ $ 7,400/ D 199 44,400 299
Insurance 57,600
Contngencias 199 10,000 299 5,000
. Total Intanglbies 1,022 700 202,400
AN G BEEC S TaT B SR
Conductor Pipe 110
Surtace Casing 400 ft 13 /8" $22.00/1 121 8,800
Intsrmediate Liner 4,800 ft. 9 58" $15.00/1 122 89,000
Orilling Uner 122
Production Uner 12,000 A T $9.50/1 226 - 114,000
Tle-Back 226
Tubing - 12,000 f 278 $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tres & Other Production Equipment 133 4,000 233 4,000
Tanks ) 234 15,000
Pipe, Fittings, Vaives, eic. 235 5,000
Separaton, Treatecs, Heatars, etc. 238 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900

&)

\uhﬂv.. R, E‘*‘i

IARPROVAESE: s, et

W]

“Company Signature Tite Date

IT 1S RECOGNIZED THAT THE AMOQUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION

B Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

W Print your name and address on the reverse
so that we can return the card to you.

| Attach this card to the back of the mailpiece,
or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) | B. Date of Delivt

)

{1 Agent
[ Address

A_.fap:_n_m Addressed to:

Madd Ranch, 1Inc.
P.0O. Box 536
Hobbs, NM 88240

3. Service Type

WX Certified Mail
0 Registered {J Return Receipt for Merchandi
O tnsured Mail 0 c.o.D.
4. Restricted Delivery? (Extra Fee) 3 Yes

2. Article Number
(Transfer from service label,

7001 0320 0004 3740 DmrJ\

PS Form 3811, March 2001

Domestic Return Receipt

102595-01-M-



Steven W. Horn Oil and Gas

March 14, 2001

Clark Phipps, Successor Trustee of the
Kent C. Phipps Trust u/t/a 2/28/68
525 S. Main, Suite 1500

Tulsa, OK 74103

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NM.P. M.,
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Phipps:

The Deed Records of Lea County, New Mexico indicate Clark Phipps as the trustee of an undivided
1/80 mineral interest under the above referenced property, being an undivided 5.90 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Clark
Phipps, Trustee, in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

* 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

s

Steven W. Horn

SWH/ae

P O Boxw 2755 Midland, Cexas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Clark Phipps, Successor Trustee of the
Kent C. Phipps Trust uw/t/a 2/28/68
525 S. Main, Suite 1500

Tulsa, OK 74103

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Phipps:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/80 mineral interest in the above referenced property (1.955 net mineral acres)
on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Steven W. Horn
SWH/ae

Enclosures:; 2

P O. Box 2755 Midland, Tevas 79702 (915) 683-2449



'
! B DRESTON EXPLORATION, LLC

AUTHORIZATION FOR EXPENDITURE

Teate and wWell NG. TFraspect ~FT Ao

E. 8, Schaap # ‘ Northwest Knowles 102001
B Exploratory Well T Recompletion {J Injection 0 Other [ECriginal
O Development Weil O workover T swp CISupplement
Counly/Pansh, Slate Survey/Townsnip Unnt Description/Messured Location Projected TD
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310' FWL 12,000
[~ Deschobon ol Work

Drill and complete exploratory well to Strawn formation.

~INTANGIBLE COSTSy" -

Descnption Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Resloration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15.000
Drilling / Complellon Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12.500/D & 10days @ $1.800/D 108 525,000 208 18,000
Cemaenting - Materials / Services 111 37,000 211 25,000
Drilling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geologlcal / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219
Drlling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surtare Damages 124
Slickline / Swabbing : 228
Cased Hole - Logging / Pedorating 229 25,000
Stimulation - Materials / Services 230 50,000
Coiled Tubing - Malerials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 197 8,000
Miscslianeous Directional - 6 days @ $ 7,400/ D 199 44,400 299
Insurance 57,600
Conti.gencles 199 10,000 298 5,000
Total intangibles 1,022,700 202,400
. TANGIBLE:CQSTS . - e R 5
Conductor Pipe 110
Surface Casing 400 fl 13 3/8" $22.00/1 121 8,800
intermediate Liner 4,600 ft. 9 5/8” $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 f1 7" 3$9.50/ ft 226 114,000
Tle-Back 226
Tubing 12,000 f 27/8" $3.25/1 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vaives, etc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800
B APPROVALS. R BT SRR a
Company Signature Tile Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOQUNTS HEREIN SET OUT,




Postage
Certified Fee

Return Rece.pt Fee
(Endorsement Reguired)

Restricted Delvery Fee
(Encorsement Required)}

Total Postage & Fees

.34

2.10

1.50

$

3.94

Postmark
Here

10/15/2001

Street, Apt. No.; or PO

Ciy, Stafe, ZiP+d

7099 3400 00Xk 59bY L2279

Recipient’s Name (Please Pnnt Clearly] (to be completed by mailer)

,Clar_k__Phigpwg

S.. Main, Suite 1500 . ...

Aeverse (o7 InstiStions?



SENDER: COMPLETE THIS SECTION

® Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

= Print your name 3Rd address on the reverse
so that we can return the card to you.

B Attach this card to the back of the mailpiece,
or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) | B. Date of Deliver

y 022

1. Article Addressed to:

Clark Phipps

C. Signature
O Agent
X %\x 7 1 Addresse:
4

D, Is delivery address different from item 17 [ Yes
If YES, enter delivery address below: m No

525 S. Main, Suite 1500
Tulsa, OK 74103
3. Service Type
Certified Mail 3 Express Mail
Registered {7 Return Receipt for Merchandise
. i * O Insured Mail 3 C.O.D.
L R — I 4. mmm,ﬁ.naa Delivery? (Extra Fee) ] Yes
2. >&o_m ZcB.U..mﬂ (Copy from ,mmE\nMHMmUmc N S -
) ‘ 1279, 4

7099 3400 0016 5964

i

PS Form 3811, July 1999

Domestic Return Receipt

102595-00-M-0952



Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Clark Phipps, Successor Trustee of the
Kent C. Phipps Trust u/t/a 2/28/68

525 S. Main, Suite 1500

Tulsa, OK 74103

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Phipps:

Preston Exploration, LL.C, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/80 mineral interest in the above referenced property (1.955 net mineral acres)
on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A l/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Steven W. Hom
SWH/ae

Enclosures: 2

P O KBox 2755 Midland, Texas 79702 (915) 683-2449



.
| i ~RESTOM EXPLORATION, LLy
; AUTHORIZATION FOR EXPENDITURE
|~ L+ase and VveN No. Frospect TFETo
E. 8. Schaap # 1 i Northwest Knowles 102001
Exploratery Well O Recompietion LJ Injection O Otner =l0riginal
O Deveiopment Well T Workover C swp [JSupplement
Counly/Pansh, State Survey/Townsnip unit Descnption/Measured Location Projecied TD
Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000
ol or
Drill and complete exploratory well to Strawn formation. .
B T INTANGIBLE COSTS - ]
Description Drilling . Completion
Abstracls / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2.500
Mpb & Demob 105 45,000 205
Transponiation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Deling / Complation Rig - Day Rate 42 Days @ $ 12.500/D& 10 cays@ $1.800/D 108 525,000 208 18,000
Cementing - Materiais / Services 111 37,000 211 25,000
Dnilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geclogical / Petrophysical Services Mud Logging - 28 days @ S 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219 N
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hale - Logging / Perforating 229 25,000
Stimulation - Materials / Services 230 50,000
Called Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Orilling / Completion 156 50,000 256 2,000
Tresting 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & AExpense 1987 8,000
Miscellaneous Directional - 6 days @ 5§ 7.400/D 199 44,400 299
Insurance 57,600
Contingencies 199 10,000 299 5,000
Total Intangibles 1,022,700 202,400
Voo Tl ey o TANGIBEE:COSTS
Canductor Plpe 110
Surface Casing 400 ft 1338 $22.00/ft 121 8,800
Intermediate Liner 4.600 ft. 9 5/8" 315.00/# 122 69,000
Drilling Liner 122
Production Liner 12,000 ft 7° $9.50/ 1t 226 114,000
Tie-Back 226
Tubing 12,000 ft 27/8" $3.25/H 227 39,000
Downhole Equipment 231 20,000
Antificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Vaives, etc. 235 5 000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Compieted Well Cost 1,535,800
L APPROVALS. DT AT
Company Signalure Tive Cate

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

Sam H. Seed & Lisa J. Seed

Joint Tenants with Right of Survivorship
13207 Calle Alto

Hobbs, NM 88240

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NMP.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. & Ms. Seed:

The Deed Records of Lea County, New Mexico indicate Sam H. Seed & Lisa J. Seed as Joint
Tenants with Right of Survivorship of an undivided 12.50% of 1/160 mineral interest under the above
referenced property, being an undivided .36863 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Sam H.
Seed & Lisa J. Seed in the above referenced property according to the terms listed below:

o Three (3) year lease
Paid Up

e 3/16 Royalty
‘e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Steven W. Horn

SWH/ae

P O B 2755 Midland, Tewas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

October 15, 2001

CERTIFIED MAIL —~ RETURN RECEIPT REQUESTED

Sam H. Seed & Lisa J. Seed,

as Joint Tenants with Right of Survivorship
13207 Calle Alto

Hobbs, NM 88240

Re: E.S. Schaap #1
T-17-S, R-38-E, N.M.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Seed:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.50% of 1/160 mineral interest in the above referenced property (.12219 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)
If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas

lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Since

Steven W. Horn
SWH/ae

Enclosures: 2

P O Box 2755 Midland, Texas 79702 (975) 683-2449



[ PRESTON EXPLORATICN, LLC ’
AUTHORIZATION FOR EXPENDITURE |
Tease and Vel No. jProspscx AFE no
E. 8. 8Schaap #1 ? Northwest Knowles 102001
8 Exploratory Well [0 Recompieticn . Iniection ] Other Eoriginal
O Development Well T Workover O swo CSupplement
County;Pansh, State Survey/Townsnio Jnit Descnption/Measured Location Projected TD
Lea County, NM Sec 4 -T17S - R38E 909" FNL & 2,310' FWL 12,000
[~ Descnobon of Wark
Drill and complete exploratory well to Strawn formation.
R T .~ INTANGIBLE COSTS- - : ]
Description Orilling Compietion
Abstracts / Legal Fees 101 500 201
Surveys / Penmits / Environmental 102 500
Right - of - Way 103
Location / Restoration 104 24,000 204 2,500
Mab & Demob 105 45,000 205
Transponation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/D & 10days @ $ 1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drifling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700 /D 117 19,600
Casing Servicas 118 5,500 218 5,500
Supplles 119 219
Drilling / Completion Overhead 120 11,600 220
Equipinent Rentats 123 18,000 223 12,000
Surface Damages 124
Siickline / Swabbing 228
Cased Hole - Logging / Perorating 229 25,000
Stimulation - Materials / Services 230 50,000
Colied Tubing - Materiais / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
8its - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellaneous Directional - 6 days @ § 7,40C /D 199 44,400 299
insurance 57,600
Contingencies 199 10,000 299 5,000
Total Intanglbles 1,022,700 202,400
. TANGIBLE:COSTS! '
Conductor Pipe 110
Surface Casing 400 fl 13 3/8" $22.00/ 1t 121 8,800
Intermediate Liner 4,600 ft. 9 5/8" $15.00/f 122 69,000
Drilling Liner 122
Production Liner 12,000 fi 7" $9.50/# 226 114,000
Tle-Back 226
Tubing 12,000 ft 27/8" $3.25/ft 227 39,000
Downhole Equipment 231 20,000
Artificiat Lit Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, eic. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
Sl TR APPROVALS. ]
Company Signature Tite Date

IT 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.
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 Steen W Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Sam H. Seed & LisaJ. Seed,

as Joint Tenants with Right of Survivorship
13207 Calle Alto

Hobbs, NM 88240

Re: E.S. Schaap #1
- T-17-S, R-38-E. NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. & Mrs. Seed:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.50% of 1/160 mineral interest in the above referenced property (.12219 net
mineral acres) on the following terms: ’

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.
Sincerely

/éﬂ “)1 %/
Steven W. Horn

SWH/ae

Enclosures: 2

P O HBow 2755 Midland, Cexas 79702 (915) 683-2449



rRESTON EXPLORATION, LLy

Lea County, NM

Sec 4 - T17S - R38E

909’ FNL & 2,310' FWL

AUTHORIZATION FOR EXPENDITURE
| Laase and Wl NG, Frocpacl AFG NG,
E. 8. Schaap #1 " Northwest Knowles 102004
M Exploratory Well J Recompletion L Injection {1 Other EOriginal
O Development Well O Workover 0 swo Supplement
County/Parish, Stxle Survey/Townsnip Uril Description/Measured Locaton [Projected TD

12,000

Driil and éomplete exploratory well to Strawn formation.

R INTANGIBBECOSISE ifeis
Dnlllng Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right- of - Way 103
Location / Restoration 104 24,000 204 2.500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Drillng / Completion Rig - Tumkey 107 207
Dritiing/ Complation Rig - Day Rate 42Days @ $ 12,500/D & 10 days @ $ 1,800/0 108 525,000 208 18,000
Cementing - Matedals / Services 111 37,000 211 25,000
Ddlllng Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fusl 114 214
Open Hole - Logging / Coring 115 62,000 215
Enginesring / Supervision 116 31,500 216 8,400
Geological / Pstrophysical Services Mud Logging - 28 days @ $700/0 17 19,600
Casing Services 118 5,500 218 5,500
Supplles . 119, 219
Drilling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logping / Perforating 229 25,000
Stimulation - Malarials / Services 230 50,000
Colled Tubing - Matarials / Services 250
Chemicals - Other 254
Gravel Pack - Matarials / Services 255
Bits - Driliing / Completion 158 50,000 256 2,000
Treating 258
Testing / Anatysls 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscailaneous Directional - 8 days @ 3 7,400/ D 199 44,400 299
Insurance 57,600
Contingencies 199 10,000 299 5,000
. Total Intangibles 1,022,700 202,400
e e TANGIBEECOSTSHL
Conductor Pipe 110
Surface Casing 400 R 13 8™ $22.00/1 121 8,800
Intermediate Uner 4,800 f 9 5/8° $15.00/ 1 122 89,000
Drifling Uner 122
Production Liner 12,000 ft s $9.50/1 226 114,000
Tis-Back 228
Tubing 12,0001 278 325/ 227 39,000
Downhole Equipment 221 20,000
Astifical UR Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks o 234 15,000
Pipe, Fittings, Valves, elc. 235 5,000
Separators, Treatera, Heaters, etc, 234 5,000
Total Tanglbles 81,800 237,000
Dry Hole Cost 1,104,500
Compieted Well Cost 1,535,900
~_APBROVABSL: i i R PR ra TR
Company Signature Tibe Date

(T IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Ol and Gas

14 Z

March 14, 2001

Pacific Enterprises ABC Corporation
3131 Turtle Creek Blvd., Suite 1101
“Dallas, Texas 75129

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NM.P.M,
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Sirs:
The Deed Records of Lea County, New Mexico indicate Pacific Enterprises ABC Corporation as the
owner of an undivided 1/60 mineral interest under the above referenced property, being an undivided

7.86 net mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by Pacific
Enterprises ABC Corporation in the above referenced property according to the terms listed below:

» Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

‘Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respecttully,

s s

Steven W. Horn

SWH/ae

P O. Box 2755 Midland, Texas 79702 ' (915) 683-2449



Steven W. Horn | Oil and Gas

October 15, 2001

CERTIFIED MAJL - RETURN RECEIPT REQUESTED

Sempra Energy Production Co.
8235 Douglas Avenue, Suite 525
Dallas, Texas 75225

Attn:  Sara Williams

Re: E.S. Schaap #1
T-17-S, R-38-E. NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Williams:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/60 mineral interest in the above referenced property (2.60667 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A l/5royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions.

Sincerely,

Steven W. Horn

~ SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Cexas 79702 (915) 683-2449



PRESTONM EXPLCRATICON, LLC

r AUTHORIZATION FOR EXPENDITURE
"~ Ceass and Vel Na. 7% AFE 1o,
E.S. Schaap#1 ‘ Northwest Knowles 102001
H Exploratory Well {J Recompletion LJ Inection [J Other EdCriginal
O Development Well T Waorkover O swo (JSupplement
County/Pansh, Slats Survey/Township Unit Description/Measured Location Projected TD
Lea County, NM Sec 4 - T17S - R38E 909" FNL & 2,310' FWL ! 12,000
esen, n o ork
Drill and complete exploratory well to Strawn formation.
INTANGIBLE COSTS- .o - - ™ ]
Description 1 Drilling Compietion
Absiracts / Legsa! Fees 101 500 201
Surveys / Permits / Environmenta! 102 500
Right - of - Way 103
Location / Resloration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Driliing / Compietion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $12,500/0 & 10days @ $1.800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Compietion Fluids 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Caring 115 62,000 215
Englneering / Supervision 116 31,500 216 B.400
Geclogical / Petrophysical Services Mud Logging - 28 days @ § 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219
Drilting  Compietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Materiats / Services 230 50,000
Coiled Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completfon 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
L.abor 162 7,500 262 31,000
P & A Expense 187 8,000
Miscellaneous Directional - 6 days @ $ 7,400/D 199 44,400 299
Insurance 57,600
Confingencles 199 10.000 299 5,000
Total Intangibles 1,022,700 202,400
R 7 TANGIBLE.COSTS :
Conductor Pipe 110
Surface Casing 400 ft 13 3/8" $22.00/f 121 8,800
Intermediate Liner 4,600 ft. 9 5/8" $15.00/ 1 122 69,000
Drilling Liner 122
Production Liner 12,000 R 7" $9.50/ft 226 114,000
Tie-Back 226
Tubing 12,000 fi 27/8" $3.25/71t 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, stc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Campleted Well Cost 1,535,900
E APPROVALS R B
Company Signature Tille Date

IT 1S RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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8235 Douglas Ave., Ste 525
Dallas, Texas 75225

3. Service Type
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Steven W. Horn Oil and Gas

October 22, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Sempra Energy Production Co.
8235 Douglas Avenue, Suite 525
Dallas, Texas 75225

Attn: Sara Williams

Re: E.S. Schaap #1
T-17-S. R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Williams:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000" Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, N.M.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 1/60 mineral interest in the above referenced property (2.60667 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O. Box 2755 Midland, Texas 79702 (915) 683-2449



-

PRESTON EXPLORATION, LLC

AUTHORIZATION FOR EXPENDITURE

—Tran SR W Ne Piosoed FETS.
E. 8. Schaap #1 Northwest Knowles 102001
Exploratory Well [0 Recompietion O injection 0 Other Original
[] Development Well O workover O swo CSupplement
County/Parish, State Survey/Townsnp Uni Desciption/Maeasured Localion Projscted TO
Lea County, NM Sec 4 -T17S - R38E 909' FNL & 2,310' FWL 12,000
[}

Drill and tomplete exploratory well to Strawn formatian. .

Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way B 103
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transporiation / Hauling / Barges 108 10,000 208 15,000
Drilling / Compietion Rig - Tumkey 107 207
Drlling / Compietion Rig - Day Rats 42 Days @ $ 12,500/ D & 10 days @ $ 1,800 /D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Dilllng Mud / Complstion Flulds 112 40,000 212
Water 113 15,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Englneering / Supervision 118 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,800
Casing Services 118 5,500 218 5,500
Suppiiea 119 219
Drlling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124

Siickline / Swabbing . 228
229 25,000

Cased Hole - Logging / Peroraling
Stimulation - Materlals / Services 230 50,000
Colled Tubing - Malerials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Blts - Driliing / Compietion 158 50,000 258 2,000
Treating 258
Testing / Analysis 260
Communicatons 161 162
Labor 162 7.500 262 31,000
P & AExpense 187 8,000
Miscallaneous Directional - 8 days @ $ 7.400/D 199 44,400 299
Insurancs 57,600
Contingencles 199 10,000 299 5,000
. Total Intangibles 1,022,700 202,400
B oxTANGIBEECOSTS; § 7
Conducior Pipe 110
Surtaca Casing 400 R 13 38" $22.00/1 121 8,800
Intermedlate Liner 4,600 1. 9 5/8° $15.00/R 122 68,000
Driting Liner 122
Production Liner 12,000 ft T $9.50 /1t 226 114,000
Te-Back 228
Tubing 12,000 27/8" $3.251Mt 227 39,000
Downhole Equipment 231 20,000
Artificlal LIt Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separsiory, Tranters, Heaters, ete. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,800

- APBEROVAES; .

Caompany Signature Tite Dats

ITIS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TQO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil and Gas

March 14, 2001

E. Lila Snow
4223 S. Darlington Avenue
Tulsa, OK 74135

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E, NM.P.M.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Ms. Snow:
The Deed Records of Lea County, New Mexico indicate E. Lila Snow as the owner of an undivided
6% of 1/40 mineral interest under the above referenced property, being an undivided .70776 net

mineral acres.

Please let this letter serve as an offer to lease all of the undivided mineral interest owned by E. Lila
Snow in the above referenced property according to the terms listed below:

¢ Three (3) year lease
Paid Up

e 3/16 Royalty
e $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Respectiylly,

D0, H

Steven W. Horn

SWH/ae

P O. Ko 2755 Midland, Texas 79702 (915) 683-2449



Steven W. Horn Ol and Gas

QOctober 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

E. Lila Snow
4223 S. Darlington Avenue
Tulsa, OK 74135

Re: E.S. Schaap #1
T-17-S. R-38-E, N.M.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Snow:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 6% of 1/40 mineral interest in the above referenced property (.23460 net mineral
acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
* lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. ’

Steven W. Horn
SWH/ae

Enclosures: 2

P O Ko 2755 Midland, Texas 79702 (975) 683-2449



| CRESTON EXPLORATION, LLC

AUTHORIZATION FOR EXPENDITURE
gake an oll NO. Prospact AFE ng
. E. 8. Schaap # 1 Northwest Knowles 102001
Exploratory Well [ Recompietion J njection 3 Otner E3Criginal
O Development Well O Workover O swp CSupplement
Countysarish, State Survey/Townsnip {Und DescnptionsMeasured Location Projected TD
Lea County, NM iSec 4 - T17S - R38E I909' FNL & 2,310' FWL 12,000
re? ol WWork
Drill and complete exploratory well to Strawn formation.
INTANGIBLE COSTSs . & -v o i J
Description Drilling Completion
Abstracta / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Localior / Resloration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Drilling / Completion Rig - Tumkey 107 207
Drilling / Completion Rig - Day Rate 42 Days @ $ 12,500/ D & 10 days @ § 1,800 /D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Waler 113 15,000 213 3,000
Fuel 114 214
Open Haole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5 500
Supplies 119 219
Drilting / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Camages 124
Slickline / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stimuiation - Materials / Services 230 50,000
Colled Tubing - Materiais / Services 250
Chemicals - Other 254
Gravel Pazk - Matenals / Services 255
Bils - Drilling / Compietion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellaneous Directional - £ days @ § 7,400/ 0 199 44,400 288
Insurance 57,600
Contingencies 199 10,000 299 5,000
Totai Intangibles 1,022,700 202,400
c L D TANGIBREE:CQSTS
Conductor Pipe 110
Surface Casing 400 ft 13 3/8" $22.00 { R 121 8,800
Inlermediate Liner 4,600 fl. 9 5/8* $15.00/ 1 122 69,000
Drilling Uner 122
Production Liner 12,000 ft 7" $9.50 /1 226 114,000
Tie-Back 226
Tubing 12,000 fl 27/8" $3.25 /1t 227 39,000
Downhole Equipment 231 20,000
Astificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, etc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,200
“APPROVALS. _ ' R
Company Signature Tils Date

ITIS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.
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 Steven W. Horn Oil and Gas

October 22, 2001

1

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

E. Lila Snow
4223 S. Darlington Avenue
Tulsa, OK 74135

Re: E.S. Schaap #1
T-17-S, R-38-E, NNM.P.M.
Section 4: Lots 3,4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Ms. Snow:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000” Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 6% of 1/40 mineral interest in the above referenced property (.23460 net mineral

acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have apywquestions.
Sin ’
Steven W. Hom

SWH/ae

Enclosures: 2

P O. Bow 2755 Midland, Texas 79702 (9715) 683-2449



—
~RESTON EXPLORATION, LLo
AUTHORIZATION FOR EXPENDITURE
—Ciees and Wl NG, fotoect - KFEne.
E. 8. Schaap # 1 Northwest Knowles 102001
B Exploratory Well O Recompletion ' injection O Other ‘EOn’qlnal
{1 Development Weil O workover 0 swo - [OSupplement
County/Pasish, State Survey/Townstp Una Description/Msasured Location Projecied 10
Lea County, NM Sec 4 - T17S - R38E 909°' FNL & 2,310' FWL 12,000
 URITAGESN ST Woik
Drill and complete exploratory well to Strawn formation.
[
Completion
Abstracts / Lagal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right-of-Way . , 109
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Drilling / Completion Rig - Tumkey 107 207
Driling / Complation Rig - Day Rata 42 Days @ $ 12,500 /D & 10 days @ § 1,800/D 108 525,000 208 18,000
Cemenling - Materials / Services 111 37,000 219 25,000
Driling Mud / Completion Flulds 112 40,000 212
Water . 113 15,000 213 3,000
Fusl 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineerding / Supervision 116 31,500 216 8.400
Geological / Petrophysical Servicss Mud Logging - 28 days @ $700/0 17 18,600
Casing Servicea 118 5,500 218 5,500
Supplles 119, 219
Driling / Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124 -
Slickline / Swabbing ¢ 228
Cased Hole - Logging / Perforating 229 25,000
Stimulation - Matarials / Services 230 50,000
Colied Tubing - Materials / Services 250
Chamicals - Other 254
Gravel Pack - Materials / Servicas . 255
Bits - Driling / Completion 158 50,000 250 2,000
Treating 258
Testng / Analysis i 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expensa 197 8,000
Miscelianeous Directional - 8 days @ $7,400/0 199 44,400 299
' Insuranca 57,600
199 10,000 299
Total Intangibles 1,022,700
N ANGIBRECRSTSTL i e e A AR G e
110
13 38° $22.00 /A 121 8,800
Intsrmedlate Uner 4,800 L. 9 5/8° $15.00/ 1t 122 89,000
Dritling Uner 122
Production Uiner 12,000 ft T 39.50/1t 228 - 114,000
Tie-Back 226
Tubing 12,0001 27m" $3.25/8 227 39,000
Downhole Equipment 231 20,000
Artificlal LiR Equipment 232 35,000
Trea & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipa, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, elc. 238 §,000
Total Tangibles 81,800 237,000
Dry Hole Cost
Compieted Well Cost

Rt s

~__:AREROVALSH,

Company Signaturs Tite Date

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIAED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT.
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Steven W. Horn Oil amd Gas

March 14, 2001

Mike Tinley
P.O. Box 1258
Hobbs, NM 88240

Re:  Oil & Gas Lease Proposal,
Lots 1, 2, 3, 4, S/2 N/2 (N/2) & SW/4 of Section 4
T-17-S, R-38-E. NMPM.
Lea County, New Mexico
Containing 471.84 net mineral acres, more or less

Dear Mr. Tinley:
The Deed Records of Lea County, New Mexico indicate Mike Tinley as the owner of an undivided
12.7604% of 1/160 mineral interest under the above referenced property, being an undivided .37630

net mineral acres.

Please let this lefter serve as an offer to lease all of the undivided mineral interest owned by Mike
Tinley in the above referenced property according to the terms listed below:

» Three (3) year lease
Paid Up

¢ 3/16 Royalty
s $75.00/acre bonus consideration

Your consideration and prompt response in this matter would be greatly appreciated. Please feel free
to contact me with any questions or concerns you may have at (915) 683-2449.

Resp lly,
;WW; %/
> Steven W. Horn
SWH/ae

P O HBox 2755 Midland, Cexas 79702 (915) 683-2449



Stwm“ W. Horn Oil and Gas

October 15, 2001

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Mike Tinley
P.O. Box 1258
Hobbs, NM 88241

Re: E.S. Schaap #1
T-17-S,R-38-E. NNM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico
Containing 156.40 acres, more or less

Dear Mr. Tinley:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000° Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NNM.P.M., Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating
agrecment.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.7604% of 1/160 mineral interest in the above referenced property (.12474 net
mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A l/5royalty
3. Three (3) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if
you have any questions. '

Steven W. Horn
SWH/ae

Enclosures: 2

P O Boxw 2755 Midland, Texas 79702 (915) 683-2449



PRESTCON EXPLORATICN, LLC

AUTHCRIZATION FOR EXPENDITURE

2358 ani €l N

E. 8. Schaap#1

]

]Prosoac:

I

Northwest Knowles

& Exploratory Well O Recompletion L Injection 1 Otner j
J Development Well T Workover T swe CISupplement
County/Parish, State Survey/Townsngp Unt Descnption/Measured Location Projected TD

908' FNL & 2,310' FWL N 12,000

Lea County, NM

Sec 4-T17S - R38E

Tescripian o Work

Drill and complete exploratory well to Strawn formation.

_ |

INTANGIBLE COSTS-.

b

]

Descripticn Drilling Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Localion / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 106 10,000 206 15,000
Drilling / Comptetion Rig - Turnkey 107 207
Dilling ! Compietion Rig - Cay Rale 42 Days @3 12,500/D & 10 days @ § 1,800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37.000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 18,000 213 3,000
Fuel 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 116 31,500 216 8,400
Geologicai / Petrophysical Services Mud Logging - 28 days @ $ 700/D 117 19,600
Casing Services 118 5,500 218 5,500
Supplies 119 219
Dritling / Compietion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Shickline / Swabbing 228
Cased Hole - Logging / Perforaling 229 25,000
Stimulation - Matenals / Services 230 50,000
Called Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 156 50,000 256 2,000
Treating 258
Testing / Analysis 260
Communications 161 162
Labor 162 7.500 262 31,000
P & AExpense 197 8,000
Miscellaneous Directional - 6 days @ § 7,400/D 189 44,400 299
Insurance 57,600
Contingencies 199 10,000 299 5,000
Total intanglbles 1,022,700 202,400
oo Lt TANGIBLE:CBSTS!
Conductor Pipe . 110
Surtace Casing 400 A 13 3/8" $2200/1 121 8,800
Intermedtiate Liner 4,600 fi. 9 5/8" $15.00/1 122 69,000
Drilling Liner 122
Production Liner 12,000 f 7 $9.50 /1t 226 114,000
Tie-Back 226
Tubing 12,000 ft 27/8" $3.25/1t 227 39,000
Downhole Equipment 231 20,000
Artificial Lift Equipment 232 35,000
Tree & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separaiors, Treaters, Heaters, elc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
APPROVALS:. V ]
Company Signature Tite Dale

IT IS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL

COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET OUT,
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Steven W. Horn Oil and Gas

Qctober 22, 2001

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mike Tinley
P.O. Box 1258
Hobbs, NM 88241

Re: E.S. Schaap #1
T-17-S. R-38-E, NM.P.M.
Section 4: Lots 3, 4 & S/2 NW/4 (NW/4)
Lea County, New Mexico .
Containing 156.40 acres, more or less

Dear Mr. Tinley:

Preston Exploration, LLC, hereby proposes the drilling of an approximate 12,000’ Strawn test well at a location
909 FNL & 2,310 FWL, Section 4, T-17-S, R-38-E, NM.P.M,, Lea County, New Mexico. Enclosed are two (2)
copies of our AFE dated October 5, 2001. We propose that the spacing unit for the test well be Lot 3 (NE/4
NW/4) containing approximately 38.08 acres. We intend to commence drilling operations before March 1, 2002.

As the owner of an unleased mineral interest in the above referenced property, you are entitled to participate in the
drilling of the proposed well. If you wish to participate, please so indicate by signing and returning one copy of
the enclosed AFE as soon as possible. We will prepare and forward for your review a proposed joint operating

agreement.

If you prefer not to participate in the proposed well, further to our previous conversations and/or correspondence,
we again request a lease of your 12.7604% of 1/160 mineral interest in the above referenced property (.12474 net

mineral acres) on the following terms:

1. A bonus consideration of $250.00 per net mineral acre
2. A 1/5 royalty
3. Two (2) year primary term (paid-up)

If the above lease terms are acceptable, please so advise as soon as possible and we will forward an oil and gas
lease for your signature. Your early response to this proposal is appreciated. Please call me at (915) 683-2449 if

you have any questions.

Steven W. Horn
SWH/ae

Enclosures: 2

P O HBox2755 Midland, Texas 79702 (975) 683-2449



| - RESTON EXPLORATION, LLs.
AUTHORIZATION FOR EXPENDITURE
it s WaIRE Frocpedt " e
E. 8. Schaap # 1 Northwest Knowles 102001
Exploratory Well O Recompletion U] tnjection 0 Other (H0riginat
{0 Deveiopment Well O Workover 0O swo upplement
County/Pasish, Sista Survey Townsnip Uni Descriplion/Measursd Location Projecied TO
Lea County, NM Sec 4 -T17S - R38E 909’ FNL & 2,310 FWL 12,000
Drill and complete exploratory weli to Strawn formation.
INTANGIBLEEICOSTSE hiiits mr st s P e B it
: Description Drilling Completion
Abstracts / Lagal Fees 101 500 201
Surveys / Peanits / Environmental 102 500
Right - of - Way 103 ”
Location / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transpartation { Hauling / Barges 108 10,000 206 15,000
Dyilling / Completion Rlg - Tumkey 107 207
Drilling / Completion Rig - Day Rata 42 Daya @ $12,500/0 & 10days @ § 1.800/D 108 525,000 208 18,000
Cementing - Matarials / Services 111 37,000 211 25,000
Drifling Mud / Completion Fluids 112 40,000 212
Waler 113 15,000 212 3,000
Fusl 114 214
Open Hole - Logging / Coring 115 62,000 215
Engineering / Supervision 118 31,500 218 8,400
Gaological / Petrophysical Services Mud Logging - 28 days @ $ 700/D 17 19,800
Casing Services 118 5,500 218 5 500
Supplies 119, 219
Drilling / Completion Ovechead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Swiface Damapes 124
Slickfine / Swabbing 228
Cased Hole - Logging / Perforating 229 25,000
Stumulation ~ Materials / Services 230 50,000
Colled Tubing - Materials / Services 250
Chemicals - Other 254
Grave! Pack - Materials / Services 255
Bits - OrilRng / Completion 158 50,000 256 2,000
Troating 258
Tulnq { Anslysis 260
Communications 1681 162
Labor 162 7,500 262 31,000
P 2 AExpense 197 8,000
Miscstianeous Directional - 6 days @ § 7,400 / D 199 44,400 299
Insurance 57,800
199 10,000 299
Total Intanglbles 1,022,700
B o T s W T =Y e R A T T T v "
B DA GIB R OIS el A T A A T AR i 1
110
400 ft 13 /8° $22.00/1 121 8,800
4,800 L 9 5/8 $15.00/1 122 89,000
122
12,000t T $9.50/1t 226 114,000
226
Tubing 12,000 278" $325/ 227 39,000
Downhole Equipment 231 20,000
Artificlal LIt Equipment 232 35,000
Trea & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, elc. 236 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Completed Well Cost 1,535,900
s 0 T G ARPPROMABSLL T
Company Signatire Tige Date

ITIS RECOGNIZED THAT THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF TH!IS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFED, WHETHER MORE OR |LESS THAN THE AMOUNTS HEREIN SET OUT.
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SENDER: COMPLETE THIS SECTION

& Complete items 1, 2, and 3. Also complete
item 4 if Restricted Delivery is desired.

B Print your name and address on the reverse
so that we can return the card to you.

B Attach this card to the back of the mailpiece,

or on the front if space permits.

COMPLETE THIS SECTION ON DELIVERY

A. Received by (Please Print Clearly) } B. Date of Deliv¢

7

1. Article Addressed to:

Mike Tinley

P.0O. Box 1258
Hobbs, NM 88241

O Agent
[ Address
D. Is delivery ad \mmd.mmlqg#o/:_ item 17 [ Yes

It YES, mamagﬁw  Helow: mm No
3\\
iy 5
= &
_ J A.A\\ ﬂlv
=

Z
T
3. Service Type om\ OW
K Centified Mail Press Mail
{1 Registered O Return Receipt for Merchandi
0 Insured Mail O copb.
4. Restricted Delivery? (Extra Fee) 3 Yes

2. Article Number
(Transfer from service label)

2001 0320 0004 3740 oo45

PS Form 3811, March 2001

Domestic Return Receipt

102595-01-M-1



PRESTON EXPLORATION, LLC

AUTHORIZATION FOR EXPENDITURE

TR WaTNG, Procoact RFE 0,
£. 8. Schaap #1 Northwest Knowles l@ 102001
B Exploratory Well 0O Recompletion LJ injection 0 Other Original
O Development Well O Workover 0 swb CSupplement
County/Pansh, State Survey/Township Unit Dascriplion/Measured Location Projacted TO
Lea County, NM Sec 4 - T17S - R38E 909" FNL & 2,310' FWL 12,000

Drill and éomplete explo

ratory well to Strawn formation.

i AINTANGIBEE;COST Sy

v e

Ten)

diw Qﬁvﬁbgﬂﬂw"w RS S

Description Driliing Completion
Abstracts / Legal Fees 101 500 201
Surveys / Permits / Environmental 102 500
Right - of - Way 103
Locaticn / Restoration 104 24,000 204 2,500
Mob & Demob 105 45,000 205
Transportation / Hauling / Barges 108 10,000 208 15,000
Drilling 7 Completion Rig - Tumkey 107 207
Drilling / Completlon Rig - Day Rate 42 Days @ $12,500/D & 10days @ $1,800/D 108 525,000 208 18,000
Cementing - Materials / Services 111 37,000 211 25,000
Drilling Mud / Completion Fluids 112 40,000 212
Water 113 15,000 213 3.000
Fuel 114 214
Open Hole - Logging / Coring 115 82,000 215
Engineering / Supervision 116 31,500 218 8,400
Geological / Petrophysical Services Mud Logging - 28 days @ § 700/0 117 19,800
Casing Servicas 118 5,500 218 5,500
S\xppllu 119 219
Drilling s Completion Overhead 120 11,600 220
Equipment Rentals 123 18,000 223 12,000
Surface Damages 124
Slickiine / Swabbing 228
Cased Hole - Logping / Perforating 229 25,000
Stimulation - Matedals / Services 230 50,000
Colied Tubing - Materials / Services 250
Chemicals - Other 254
Gravel Pack - Materials / Services 255
Bits - Drilling / Completion 158 50,000 256 2,000
Treating 258
Testing / Analysls 260
Communications 161 162
Labor 162 7,500 262 31,000
P & A Expense 197 8,000
Miscellanacus Directional - 8 days @ §7.400/D 199 44,400 299
Insurance 57,600
Contingencles 199 10,000 299 5,000
. Total Intangibles 1,022,700 202,400
' s
Congductor Plpo 110
Surface Casing 400 R 13 3/8° 222,00/ 121 8,800
- Intermedlats Liner 4,600 . 9 5/8" $15.00/1 122 89,000
Diilling Liner 122
Production Liner 12,000 ft 7" $8.50/ 1t 226 114,000
Tie-Back 228
Tubing 12,000 fl 27/8" $3.25/ 1t 227 39,000
Downhole Equipment 231 20,000
Artificial Ut Equipment 232 35,000
Tre & Other Production Equipment 133 4,000 233 4,000
Tanks 234 15,000
Pipe, Fittings, Valves, etc. 235 5,000
Separators, Treaters, Heaters, eic. 238 5,000
Total Tangibles 81,800 237,000
Dry Hole Cost 1,104,500
Complewd Waell Cost 1,535,900
ARBROVANS:.. © PR \AUTV:}?E{.“" b o i ‘\,‘.\‘ll‘:l, G ;l“]

da%é/ /

// i

e /ﬂﬂg

Slgnal.uu

Date

ITIS RECOGNIZED THAY THE AMOUNTS HEREIN ARE ESTIMATES ONLY AND APPROVAL OF THIS AUTHORIZATION SHALL EXTEND TO THE ACTUAL.
COSTS INCURRED IN CONDUCTING THE OPERATION SPECIFIED, WHETHER MORE OR LESS THAN THE AMOUNTS HEREIN SET QUT.




