214 West T A .
e n01) - ‘Davip H. ARRINGTON O1L & Gas, INC. adedursoghds:
P.0. Box 2071 Fax: 682-4139

Midland, Texas 79702

:}HA— /-,\«\.-J.ul,_
December 18, 2002

CERTIFIED MAIL: J003._Jooo cood 818 4o

McMillan Ventures, LLC

Permian Exploration Corporation
McMillan Production Company, Inc.
Michael A. and Teresa L. McMillan
118 West 1%

Roswell, NM 88203

Re: Well Proposal
Steve’s Hopper #1 Well
S/2 of Section 25, T15S, R34E
Lea County, New Mexico
Our W._ Saltv Dog Prospect

Gentlemen:

David H. Arrngton Oil & Gas, Inc., PO Box 2071, Midland, Texas 79702, hereby proposes the drilling of the
captioned well to be drilled at a location approximately 1980° FSL and 660° FEL of Section 25, T15S, R34E, Lea
County, New Mexico. This well is proposed to be drilled to a depth of approximately 12,850 to test the
Mississippian formation. The proposed spacing unit for this well will be the S/2 of said Section 23.

You will find enclosed Arrington’s AFE which sets forth the anticipated costs for the drilling and completing of this
test well. In the event that you should elect to participate in the drilling of this test well, please so indicate by signing
and returning one copy of the AFE to mv attention at the letterhead address. Upon receipt of same, we will forward
for vour review and execution Arrington’s proposed Joint Operating Agreement.

In the event that you should elect to not participate in the drilling of this test well, Arrington would be willing to
discuss with you a farmout covering your interest in the proposed spacing unit.

Plcasc review this proposal at vour earliest convenience, and in the interim period should you have any questions or
comments, please advise.

Yours truly,
’\

'

Dale Douglas, CRL
Enclosure

NMOCD CASE NO. 13012
FEBRUARY 20, 2003
ARRINGTON EXHIBIT NO. 2
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AFE #:
Lease:

Location

Prospect:

L

x.. "

DAVID H. ARRINGTON OlL AND GAS, INC.  _

AUTHORITY FOR EXPENDITURE (AFE)

12/06/02

Date:
Steve's Hopper Well #:
1,880° FSL & 660’ FEL of Sec 25 County:
T15S-R34E
West Saity Dog Objective:

Purpose of Expenditure:

Mississippian

Drill and Test Wolfcamp, Cisco & Morrow Intervals

§
i

Original

Supplemental
Well Type: Exploratory/Gas
State: New Mexico
Proposed TD: 12,850'

CODE -INTANGIBLE EXPENSE DRIGEING 3 COMPLETION: 5
Surveying 800 0 800
Staking & Permitting 200 0 200
Location, Roads & Damages 30,000 2,000 32,000
Lease Restoration 6,000 0 6,000
Mobilization/Demobilization 40,000 0 40,000
Drilling - Footage @ /Ft 0 0 0
Drilling - Daywork 48 @ $7,300 /Day 350,400 0 350,400
Drilling - Directional @ 0 0 0
Completion Rig 10 @ $2,000 /Day 0 20,000 20,000
Fuel, Power & Lubricants 35,000 o] 35,000
Bits. Reamers & Stabilizers 75,000 0 75,000
Drilling & Completion Fluids 45,000 2,000 47,000
Water 18,000 2,000 20,000
Mud Logging 33 @ $650 /Day 21,450 0 21,450
Drill Stem Tests (2 tests) 12,000 0 12,000
Coring Services 0 0 0
Logging - Open Haole & Sidewall Cores 40,000 0 40,000
Cement & Services - Surface 6,000 0 6,000
Cement & Services - Intermediate 18,000 0 18,000
Cement & Services - Production 0 16,000 16,000
Casing Crews/Laydown Machine 4,500 5,500 10,000
Perforating & Cased Hole Logs 0 15,000 15,000
Acidizing, Fracturing & Stimulation 0 70,000 70,000
Rental Equipment 14,000 5,000 19,000
Instailation - Production Facilities/Electrical 0 15,000 15,000
Inspection & Testing 5,000 1,000 6,000
Transportation 4,000 3,500 7.500
Miscellaneous Labor 2,000 3.000 5.000
Engineering & Geological Services 4,000 2,000 6,000
Overhead 7,600 1,700 9,300
Supervision 29,000 6,000 35,000
Sand Blast & Coat Casing 0 5.000 5,000
Contingencies 53,200 12,000 65,200
Gross Receipts Tax 45,600 10,000 55,600
TOTAL INTANGIBLE EXPENSE 866,750 196,700 1,063,450

CODE TANGIBLE EXPENSE DRILLING' ~CQMPLETION 1 - “TOTAL.. "]
Casing - Conductor of @ /Ft 0 o]
Casing - Surface 470 of 133/8" @ $18.30 /Ft 8,600 0 8,600
Casing - Intermediate 2000 of 95/8" @ $14.00 /Ft 28,000 0 28,000
Casing - Intermediate 4000 of 956/8" @ $12.00 /Ft 48,000 0 48,000
Casing - Production 9,000 of 512"@ $7.70 (Ft 0 69,300 69,300
Casing - Production 4,000 of 512 @ $8.00 /Ft 0 32,000 32,000
Tubing 12,900 of 278" @ $3.80 /Ft 0 49,000 49,000
Float & Other Equipment 2,700 1,500 4,200
Wellhead Equipment, Tree 5,000 20,000 25,000
Sucker Rods 0 0
Down Hole Pump 0 0
Packer/TAC/Misc Downhole Q 15,000 15,000
Pumping Unit & Prime Mover 0 0
Tank Battery & Storage Facilities 0 17,000 17,000
Separator/Heater Treater/Dehydrator 0 30,000 30,000
Meters & Flowlines 0 8,000 8,000
Miscellaneous Valves & Fittings 0 20,000 20,000
Contingencies . 6,400 18,000 24,400
TOTAL TANGIBLE EXPENS 98,700 279,800 378,600
TOTAL WELL COST 966,450 476,500 1,441,950

NOTE: THIS AFE IS ONLY AN ESTIMATE. BY RETURNING ONE APPROVED COPY, YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

David H. Arrington Oil & Gas, Inc Approval:

Prepared
By

Approved
By:

Title.

Date

Partner Approval:

(\ Company:
Chuck e, Petroleum Engineer
Approved
By:
David H. Arrington, President
Title:
Date:




214 West Texas -y : Area Code: 915
Suite 400 (Zip 79701) Davip H. ARRINGTON O & Gas, INC. Phons - 68;4351135
P.O. Box 2071 Fax: 682-4138

Midland, Texas 79702

December 18, 2002

CERTIFIED MAIL: 7JO0OR 000 DooY 8578 Hbble

Keith E. and Kay Ann McKamey
William B. Owen

Edward N. David

David Petroleum Corporation
116 West 1*

Roswell, NM 88203

Re: Well Proposal
Steve's Hopper #1 Well
S/2 of Section 25, T13S, R34E
Lea County, New Mexico
Our W. Salty Dog Prospect

Gentlemen:

David H. Arnngton Oil & Gas, Inc., PO Box 2071, Midland, Texas 79702, hereby proposes the drilling of the
captioned well to be drilled at a location approximately 1980 FSL and 660 FEL of Section 25, T13S, R34E, Lea
County. New Mexico. This well is proposed to be drilled to a depth of approximately 12,850 to test the
Mississippian formation. The proposed spacing unit for this well will be the S/2 of said Section 25.

You will find enclosed Arrington’s AFE which sets forth the anticipated costs for the drilling and completing of this
test well. In the event that you should elect to participate in the drilling of this test well, please so indicate by signing
and returning one copy of the AFE to my attention at the letterhead address. Upon receipt of same, we will forward
for your review and execution Arrington’s proposed Joint Operating Agreement.

In the event that you should elect to not participate in the drilling of this test well, Arrington would be willing to
discuss with you a farmout covering your nterest in the proposed spacing unit.

Please review this proposal at your earliest convenience, and in the interim period should you have any questions or
comments, please advise.

Yours truly,

Dale Doug%

Enclosure
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' DAVID H. ARRINGTON OIL AND GAS, INC. i

AUTHORITY FOR EXPENDITURE (AFE)

Original
AFE #: Date: 12/06/02 Supplemental
Lease: Steve's Hopper Well #: 1 Well Type: Exploratory/Gas
Location: 1,980 FSL & 660' FEL of Sec 25 County: Lea State: New Mexico
T155-R34E
Prospect: West Salty Dog Objective:  Mississippian Proposed TD: 12,850°
Purpose of Expenditure: Drili and Test Wolfcamp, Cisco & Morrow Intervals
CODE INTANGIBLE EXPENSE |- DRILLING | | COMPLETION:|. [. . TQTAL. .
Surveying 800 0 800
i Staking & Permitting 200 0 200
Location, Roads & Damages 30,000 2,000 32,000
Lease Restoration 6,000 0 6,000
L Mobilization/Demaobilization 40,000 0 40,000
Drilling - Footage Q@ /Ft 0 0 0
Drilling - Daywork 48 @ 37,300 /Day 350,400 0 350,400
Drilling - Directional @ 0 0 0
Completion Rig 10@ $2,000 /Day 0 20,000 20,000
Fuel, Power & Lubricants 35,000 0 35,000
Bits, Reamers & Stabilizers 75,000 0 75,000
Drilling & Completion Fluids 45,000 2,000 47,000
Water 18,000 2,000 20,000
| Mud Logging 3@ $650 /Day 21,450 0 21,450
L Drill Stem Tests (2 tests) 12,000 0 12,000
Coring Services 0 0 0
B Logging - Open Hole & Sidewall Cores 40,000 0 40,000
Cement & Services - Surface 6,000 0 6,000
Cement & Services - Intermediate 18,000 0 18,000
Cement & Services - Production 0 16,000 16,000
Casing Crews/Laydown Machine 4,500 5,500 10,000
Perforating & Cased Hole Logs 0 15,000 15,000
Acidizing, Fracturing & Stimulation 0 70,000 70,000
Rental Equipment 14,000 5,000 19,000
Installation - Production Facilities/Electrical 0 15,000 15,000
B Inspection & Testing 5,000 1,000 6,000
Transportation 4,000 3,500 7,500
Miscellaneous Labor 2,000 3,000 5,000
Engineering & Geological Services 4,000 2,000 6,000
Overhead 7,600 1,700 9,300
Supervision 249,000 6,000 35,000
Sand Blast & Coat Casing 0 5,000 5,000
Contingencies 53,200 12,000 65,200
Gross Receipts Tax 45,600 10,000 55,600
TOTAL INTANGIBLE EXPENSE 866,750 196,700 1,063,450
[ CODE B __ TANGIBLEEXPENSE . .7 T : .
Casing - Conductor of (2] t 0 0
B Casing - Surface 470 of 133/8" @ $18.30 [Ft 8,600 0 8,600
Casing - Intermediate 2000 of 958" @ $14.00 /Ft 28,000 0 28,000
- Casing - Intermediate 4,000 of 95/8" @ $12.00 /Ft 48,000 0 48,000
N Casing - Production 9,000 of 512" @ $7.70 /Ft 0 69,300 69,300
Casing - Production 4,000 of 512" @  $8.00 /Ft 0 32,000 32,000
Tubing 12,900 of 27/8" @  $3.80 /Ft 0 49,000 49,000
Float & Other Equipment 2,700 1,500 4,200
Wellhead Equipment, Tree 5,000 20,000 25,000
I Sucker Rods 0 0
Down Hole Pump 0 0
Packer/TAC/Misc Downhole 0 15,000 15,000
Pumping Unit & Prime Mover 0 0
Tank Battery & Storage Facilities 0 17,000 17,000
Separator/Heater Treater/Dehydrator 0 30,000 30,000
Meters & Flowlines 0 8,000 8,000
Miscellaneous Valves & Fittings 0 20,000 20,000
Contingencies 6,400 18,000 24,400
TOTAL TANGIBLE EXPENSE 98,700 279,800 378,500
TOTAL WELL COST 965,450 476,500 1,441,950

NOTE: THIS AFE IS ONLY AN ESTIMATE. BY RETURNING ONE APPROVED COPY, YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

David H Arrington Oif & Gas, Inc. Approvai: Partner Approval:

Prepared

By ' Company:
Chuakrsfﬁdge, Petroleum Engineer

Approved Approved

By By:
David H. Arrington, President

Title Title:

Date Date:
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214 W T ~ 5 .
Sulte 400 @Zip 79701) -~ DavIp H. ARRINGTON O1L & GAs, INC. prrea Code: 915

P.O Box 2071 Fax: 682-4139
Midland, Texas 79702

January 31, 2003

McMitlan Ventures, LLC

Permian Exploration Corporation
McMillan Production Company, Inc.
Michael A. and Teresa L. McMillan
18 West 1%

Roswell, NM 88203

Re: Well Proposal
Steve’s Hopper #1 Well
S/2 of Section 25, T15S, R34E
Lea County, New Mexico
Our W. Salty Dog Prospect

Gentlemen:

Reference is herein made to our letter of December 18, 2002 wherein we proposed the drilling of the captioned well.
As of the date of the mailing of this letter, we have not heard from you as to your intentions regarding this proposal.
We would appreciate hearing from you at your earliest convenience, as we would like to spud this well as soon as
possible.

Should you have any questions or comments, please advise.

Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

DS;C DOL&Q/PL
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214 West Texas - Area Code: 91
Suite 400 @i 70701 -~ Davip H. ARRINGTON O1L & Gas, INC. Phone « 605 6008
P.O. Box 2071 Fax: 682-4139

Midland, Texas 79702

January 31, 2003

Keith E. and Kay Ann McKamey
William B. Owen

Edward N. David

David Petroleum Corporation
116 West 1*

Roswell, NM 88203

Re: Well Proposal
Steve’s Hopper #1 Well
S/2 of Section 25, T15S, R34E
Lea County, New Mexico
Our W Salty Dog Prospect

Gentlemen:

Reference is herein made to our letter of December 18, 2002 wherein we proposed the drilling of the captioned well.
As of the date of the mailing of this letter, we have not heard from you as to your intentions regarding this proposal.
We would appreciate hearing from you at your earliest convenience, as we would like to spud this well as soon as
possible. :

Should you have any questions or comments, please advise.

Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

Dale Douglasy CPL



