MRC Delaware Resources, LLC

One Lincoln Centre ¢ 5400 LBJ Freeway * Suite 1500 * Dallas, Texas 75240
Voice 972.371.5242 « Fax 214.866.4883

jlierly@matadorresources.com

Jeff Lierly, CPL
Senior Landman

November 16, 2015
VIA CERTIFIED RETURN RECEIPT MAIL

Dr. Robert B. Cahan and Bernice A. Cahan
125 Lunado Way
San Francisco, California 94127

Re:  Eland State 32-18S-33E RN #123H Participation Proposal
SHL: 154° FNL & 1859’ FEL; BHL: 240’ FSL & 1870° FEL
Section 32, Township 18 South, Range 33 East
Lea County, New Mexico

Dr. Robert B. Cahan and Bernice A. Cahan:

MRC Delaware Resources, LLC and its operating company Matador Production Company
(collectively “MRC”) propose the drilling of the Eland State 32-18S-33E RN #123H well (the
“Well”), located in the W/2E/2 of Section 32, Township 18 South, Range 33 East, Lea County,
New Mexico, to test the Bone Spring formation. The estimated cost of drilling, testing, completing,
and equipping the Well is $6,185,429, as itemized on the enclosed Authority for Expenditure
(“AFE”) dated October 27, 2015.

The Well will be drilled to a total vertical depth of 9,750 and a total measured depth of 14,850°,
producing a treatable lateral of approximately 4,604’ within the Bone Spring formation to be
completed with 12 stages.

MRC is proposing to drili the Well under the terms of the modified 1989 AAPL form of Operating
Agreement (“OA”) which was previously furnished for your review and approval. The Operating
Agreement will cover all of Section 32, Township 18 South, Range 33 East, Lea County, New
Mexico from the surface to the base of the Bone Spring formation (“Contract Area”) pursuant to
the following terms:

e  100/300/300% Non-consent penalty
* $7,000/$700 Drilling and Producing overhead rate

Please note that this well proposal will replace the Eland State 32-18S-33E RN #124H proposal as
the Initial Test Well for the OA that will supersede two existing Operating Agreements currently
in place, one of which governs the N'% of Section 32, and the other that governs the S¥: of Section
32, for all future wells within the Contract Area as to the specified depths. By entering into the new
OA that will blend the contractual interests in the existing Operating Agreements, MRC and all
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working interest parties will benefit from having one agreement govern operations for future
horizontal development.

MRC requests that you indicate your election to participate in the drilling and completion of the
Well in the space provided below, sign and return one (1) copy of this letter along with your
geological well requirements, the AFE, and the OA to the undersigned.

Dr. Robert B. Cahan and Bernice A. Cahan will own approximately 0.015823% working interest
in the Well, subject to title verification.

If your election is to participate in the drilling and completion of the Well, please sign and return a
copy of the enclosed AFE within thirty (30) days of receipt of this notice. Please be aware that the
enclosed AFE is only an estimate of costs to be incurred and by electing to participate in the Well,
each working interest owner shall be responsible for its proportionate share of all costs incurred.

Please contact me if you have any questions.

Sincerely,

S A

Jeff Lierly, CPL

Enclosures

Please elect one of the following and return to sender.

Dr. Robert B. Cahan and Bernice A. Cahan hereby elect to participate for its proportionate
share of the costs detailed in the enclosed AFE associated with the Eland State 32-18S-33E RN
#123H.

Dr. Robert B. Cahan and Bernice A. Cahan hereby elect not to participate for its
proportionate share of the costs detailed in the enclosed AFE associated with the Eland State 32-
18S-33E RN #123H.

1/ We are interested in selling our interest in the Contract Area, please contact us to discuss.

Dr. Robert B. Cahan and Bernice A. Cahan

By:

Title:

Date:




District [

1625 N. French Dr , Hobbs, NM 88240
Phone: (575) 393-6161 Fax: (575) 393-0720

Drstrict {1

811 S, First St,, Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720

District Il

1000 Rioc Brazos Road, Aztec, NM 87410
Phone: (505) 334-6 78 Fax: (505) 334-6170

District IV

1220S St Francis Dr, Sante Fe, NM 87505
Phone: (505) 476-3460 Fax. (505) 476-3462

OIL CONSERVATION DIVISION

Department

State of New Mexico
Energy, Minerals & Natural Resources

1220 South St. Francis Dr.
Sante Fe, NM 87505

FORM C-102

Reviscd August 1, 2011

Submit one copy to appropriate
District Office
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WELL LOCATION AND ACREAGE DEDICATION PLAT

'APE Number *Poot Code *Pool Name
‘Property Code SProperty Name ‘Welt Number
ELAND STATE 32-18S-33E RN #123H
"GGRID No. *QOperator Name YElevation
MATADOR PRODUCTION COMPANY 3754’
10Surface Location

UL or lot no. Section} Township Range Lot Idn Feet from the North/South line Feet [rom the Last/West line Connty

B 32 18-S |33-E - 154’ NORTH 1859’ EAST LEA
UL or lot no. Section] Township Rangd Lot Idn| Feet from the North/Soutk line| Feet from the East/West ling] Couaty

0 32 | 18-S [33-E - 240’ SOUTH 1870’ EAST LEA
"Dedieated Acres BJaint or Lafil “Consotidation Code HQOrder No.

160

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by

the division.

3
1859 Y"OPERATOR CERTIFICATION
AZ = 185.50° |  haveby cortify that the miermatun conlmned hertsn is true ond sorletd
i 1870 i the best of my knouwiedge ana Betisf, amd thal Uns srgammmfun eher
SURFACE LOCATION ) Yoo ownz a warhng interest or unleased manerod Euderest in the lond tacludangd
NEW MEXICO EAST t I / mmawmmmmc:morMnmmnmn&.wumu
NAD 1927 i / Jocxtme masuan! L @ contract wuh @ qwray of swA a mineral o
| ] 14 wortwg terest, w (o @ vehaiiary pootig agrverant or o conpdsory
X=700293 1 1 1/ pestixg cnier heretofore entered by the dvisio
Y=622867 i I ?’
LAT.: N 327106679 S B
LONG.: W 1036821482 // : { ; ﬁ
| AR
FIRST FERFORATION POINT] g ! | 1 f Signoture Dete
NEW MEXICO EAST /) ! i/
NAD 1927 f I I !
X=700283 r/ : i } 7 Printed Namae
Y=622691 4 | |
LAT.: N 327101848 4 [P //4 :
LONG.: W 1035821860 r ; mmal Address
: NN
LAST PERFORATION POINT /N VI "*SURVEYOR CERTIFICATION
NEW MEXICO BAST [/ N g{: ) ; ! hereby certify tha! the wetl location shown on this
NAD 1927 A : :% : /] plat was pictted from field notes of actual surveys
$=;(1)gg;g /, \ | v/ made by me or under my supervision, and that the
= ' ] ¥ .
LAT : N 32.6974829 ; : I : / same is true fo the best of my belief.
LONG.: W 103.6821750 /) N
- i } I | /]
. | i/
BOTTOM HOLE LOCATION f i i i/
NEW MEXICO EAST N \ ! i 4
NAD 1927 1 | 1/
X=700315 ; : |1
Y=617080 4 P /
LAT.: N 326972355 i 50 )
LONG.: W 103.6621748 wrINC LA AT
' AZ=179.61° 1y 1870°
— 7 / e 1870
6///////// III/I///

S SURVENUMATADOR_RESCURCESELAND_STATE J2-18533E_RN_1ZMFINAL_PRODUCTSLO_ELAND_STATE_32-18S-NIE_RN_iZIH DWG 107222015 2:1738 P\ piovat
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MATADOR PRODUCTION COMPANY

ONE LINCOLN CENTRE « 5400 LBJ FREEWAY + SUITE 1500 « DALLAS, TEXAS 75240
Phane {872} 371-5200 » Fax (972) 371-5201

ESTIMATE OF COSTS AND AUTHORIZATION FOR EXPENDITURE

DATE: Oct 27, 2015 AFE NO.: 0
WELL NAME: Eland State 32-18S-33E RN #123H FIELD: Bone Spring
LOCATION: MO/TVD: 1485079750
COUNTYISTATE: Lea LATERAL LENGTH: 4,604
MRC Wi: 57.68% DRILLING DAYS: 225
GEOLOGIC TARGET: 2nd BS COMPLETION DAYS: 7
REMARKS: Drill a horizonta! well and complete with 12 stages, BS Gen 2 frac design.
DRILLING COMPLETION PRODUCTION TOTAL
INTANGIBLE COSTS COSTS COSsTS COSTS COSTS
01 Land / Lega! / Regulatory $ 36,700 $ 36,700
02 Locatlon, Surveys & Damages 111,500 137,500 4000 253,000
10 Drilling 817 500 817,500
16 Camenting & Float Equip 185,000 185,000
20 Logging / Formation Evaluation - 6,000 6,000
21 Mud Logging 25,000 25,000
23 Mud Circulation System 44,080 44,080
24 Mud & Chemicals 50,000 18,000 68,000
25 Mud ! Wastewater Disposal 155,000 - 155,000
268 Freight/ Transportation 35,000 12,000 48,000
28 Rig Supervision / Engineeting 97,200 45,750 18,000 180,850
31 Drill Bits 115.000 115,000
32 Fuel & Pawer 120,000 - 120,000
33 Watar 27,500 305,200 332,700
34 Drig & Completion Overhead 13,500 12,000 25,500
38 Plugging & Abandonment - -
38 Directional Drilling, Surveys 178,000 178,000
40 Completion Unit, Swab, CTu - 55,000 28,000 83,000
44 Porforating, Wireline, Stickline - 55,500 20,000 75,500
45 High Pressure Pump Truck - 30,000 30,000
46 Stimuiation - 1,140,000 1,140,000
47 Stimulation Flowback & Disp - 41,500 41.500
48 insurance 27,000 27,000
50 Labor 119,000 19,500 6,000 144,500
51 Rental - Surface Equipment 79,300 146,650 12,000 237.950
52 Rental - Downhole Equipment 25,000 26,500 51.500
53 Rental - Living Quarters 52,026 21,180 10,000 83,185
§4 Contingency 231,434 207,226 9,800 448,457
TOTAL INTANGIBLES > 2,545,736 2,279,486 107,800 4,933,022
DRILLING COMPLETION PRODUCTION TOTAL
TANGIBLE COSTS COSTS COSTS COSTS COSTS
44 Surface Casing $ 62,150 $ 62,150
42 Intermediate Casing 155,200 155,200
43 Drilling Liner B -
44 Production Casling 372,608 372,628
45 Production Liner - -
48 Tubing - 48,750 48,750
47 Wellhead 55,000 60,000 115,000
48 Packars, Liner Hangers - 20,900 15,000 35,900
49 Tanks - - -
50 Production Vassels - 74,000 74,000
§1 Flow Lings - 50,000 50,000
52 Rod string - 38,280 33,280
53 Artificial Lift Equipment - 115,000 115,000
54 Compressor - - -
55 Instatlation Costs - 102,000 102,000
56 Surface Pumps - S.000 5,000
58 Non-controllable Surface - 41,000 41,000
53 Non-controllable Downhote - - -
61 Downhole Pumps - 15,000 15,000
63 Measurement & Meter Instailation - 12,500 12,500
64 Gas Conditioning / Dehydration - -
65 Interconnecting Facllity Plping B N
66 Gathering / Bulk Lines -
67 Valves, Dumps, Controllers -
68 Tank / Facility Containment - -
89 Flare Stack - =
70 Electrical / Grounding B N
74 Communlcations / SCADA 10,000 10,000
72 Instrumentation / Safety - -
TOTAL TANGIBLES > 644,978 20,900 588,530 1,252,408
TOTAL COSTS » 3,190,713 2,300,386 694,330 6,185,429

PREPARED BY MATADOR PRODUCTION COMPANY:

Drilling Engineer:

Patrick Walsh
FaJd Erni L0 W

Team Lead - WTX/NM m
rre



