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ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 23, 1990 

Mary Lund 
666 Anita S t r e e t 
Laguna Beach,CA 92651 

Re: Well Proposal 
T 30N-R 11W 
Section 17:S/2 
San Juan County, 
New Mexico 
Price Prospect 

Dear Ms. Lund: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the SW/4 of Section 17, T30N-R11W, San Juan County, 
New Mexico. The recompletion w i l l be contingent upon a 
mechanically sound wellbore. Said Test Well s h a l l be d r i l l e d or 
recompleted t o a depth of 2,200 f e e t or to a depth s u f f i c i e n t to 
t e s t the Basal F r u i t l a n d Coal Formation, whichever i s lesser. 
Maralex's estimated costs f o r a new, completed w e l l are $235,750 
and f o r a recompletion are $140,820, complete, as i n d i c a t e d on 
the enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the S/2 of Section 17, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a p r o p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an ei g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n to a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c equivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and y o u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject t o approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d to the loss of 
op p o r t u n i t y t o earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
i ncorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VLB.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VI.B.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not to farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and v o i d . 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

S i n c e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t t o Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Mary Lund 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 23, 1990 

Mary Lund 
666 Anita S t r e e t 
Laguna Beach,CA 92651 

Re: Well Proposal 
T 30N-R 11W 
Section 17:S/2 
San Juan County, 
New Mexico 
Price Prospect 

Dear Ms. Lund: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the SW/4 of Section 17, T30N-R11W, San Juan County, 
New Mexico. The recompletion w i l l be contingent upon a 
mechanically sound wellbore. Said Test Well s h a l l be d r i l l e d or 
recompleted to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to 
t e s t the Basal F r u i t l a n d Coal Formation, whichever i s lesser. 
Maralex's estimated costs f o r a new, completed w e l l are $235,750 
and f o r a recompletion are $140,820, complete, as i n d i c a t e d on 
the enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the S/2 of Section 17, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a p r o p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your option t o a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth t o the 
s t r a t i g r a p h i c e q uivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and yo u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject t o approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d to the loss of 
op p o r t u n i t y t o earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
i ncorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VLB.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VLB.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not to farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject t o 
approval of t i t l e by Maralex. I f Maralex i s unable t o acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and v o i d . 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r t o the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

S i n c e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t t o p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t t o Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t t o Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Mary Lund 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

COUNTY: 

PURPOSE: 

AUTHORITY FOR EXPENDITURE (AFE) 

COAL WELL RECOMPLETION 

Section 18, T30N, RllW 

San Juan STATE: NM 

Recomplete E x i s t i n g Wells t o F r u i t l a n d Coals 

INTANGIBLE 

Service U n i t 

L o cation 

WORKOVER COSTS 

6 days @ $1500/ day 

D i r t Work and labor $1000 
P i t s ( P l a s t i c Lined) 800 
Reclamation of reserve p i t 1200 

Squeeze Cementing Cement and Services 

Logging & Tests 

4600 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

Open-hole Logging 0 
Desorption Analysis 0 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t @ 4 shots per f o o t 4900 

Fracture Treatment 45000 

Tanks, BOP's, etc. 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4000 

Land, Legal, Insurance, 1400 
etc . 

9,000.00 

3,000.00 

4,600.00 

7,400.00 

4,900.00 

45,000.00 

1,200.00 

2,800.00 

6,400.00 

4,000.00 

1,400.00 

Miscellaneous Contingency (10%) 8,970.00 

TOTAL INTANGIBLE DRILLING COSTS $98,670.00 



TANGIBLE 

Tubulars 

Rods 

Pumping Equip. 

Prime Mover 

Production U n i t 

Water Storage 

Wellhead 

Fl o a t Equip. 

Miscellaneous 

MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

DRILLING COSTS 

0' of 8-5/8, 24#, J55 csg 
0» of 5-1/2, 17#, J55 csg 
0 1 of 2-3/8, 4.7#, J55 t b g 

2100 1 of 3/4 Grade D rods 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25 Mxl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, Controls,etc.) 

V e r t i c a l Coal gas separator 

400 B a r r e l Fiberglass tank 

L a r k i n or H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h rod, pumping tee, f u e l 
gas scrubber, radigan, e tc. 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

AFE GRAND TOTAL COSTS 

MARALEX AUTHORIZATION: S\ 

$0. 00 
0.00 
0. 00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

0.00 

0. 00 

3,500.00 

$42,150.00 

$98,670.00 

$140,820.00 

A. M. O'HARE, P.E. 
PRESIDENT 

Partner Approval 
(Company Name): 

By: 

T i t l e : 

Date: 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

INTANGIBLE 

D r i l l i n g Rig 

Completion Rig 

Location 

Staking & Permit 

Damages & ROW 

Casing & Cmting 

Logging & Tests 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

AUTHORITY FOR EXPENDITURE (AFE) 

2200 FOOT COAL WELL 

T30N, R l l & 12W, SAN JUAN COUNTY, NM 

DRILLING COSTS 

2200 f t . § $13.00/ft 
1 day of daywork § $4400/day 

5 days § $1500/ day 

D i r t Work and labor $2500 
P i t s ( P l a s t i c Lined) 1800 
Reclamation of reserve p i t 2200 

$700 per w e l l 

$2500 per w e l l 

Casing Crew Surface 
Production 12 00 

Cementing Surface 2500 
Production 6800 

Open-hole Logging 5500 
Desorption Analysis 3500 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t @ 4 shots per f o o t 4900 

Fracture Treatment 55000 

Tanks, BOP's, etc. 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4800 
Geological (Cuttings work) 700 

Land, Legal, Insurance, 1800 
etc . 

$28,600.00 
4,400.00 

7,500.00 

6,500.00 

700.00 

2,500.00 

10,500.00 

16,400.00 

4,900.00 

55,000.00 

1,200.00 

2,800.00 

6,400.00 

5,500.00 

1,800.00 

Miscellaneous Contingency (10%) 15,500.00 

TOTAL INTANGIBLE DRILLING COSTS $170,200.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

Tubulars 

Rods 

Pumping Equip. 

Prime Mover 

Production U n i t 

Water Storage 

Wellhead 

F l o a t Equip. 

Miscellaneous 

250' of 8-5/8, 24#, J55 csg 
2200' of 5-1/2, 17#, J55 csg 
2100' Of 2-3/8, 4.7#, J55 t b g 

2100' of 3/4 Grade D rods 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, Controls,etc.) 

V e r t i c a l Coal gas separator 

400 B a r r e l Fiberglass tank 

L a r k i n or H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h rod, pumping tee , f u e l 
gas scrubber, radigan, e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$2,350.00 
11,000.00 
5,050.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

2,800.00 

2,200.00 

3,500.00 

$65,550.00 

$170,200.00 

AFE GRAND TOTAL COSTS $235,750.00 

MARALEX AUTHORIZATION: ^ 7 
/ 

A. M. O'HARE, P.E. 
PRESIDENT 

Partner Approval 
(Company Name): 

By: 

T i t l e : 

Date: 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 23, 1990 

Mary Lund 
666 Anita S t r e e t 
Laguna Beach,CA 92651 

Re: Well Proposal 
T 30N-R 11W 
Section 18:N/2 
San Juan County, 
New Mexico 
Br i m h a l l Prospect 

Dear Ms. Lund: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the NE/4 of Section 18, T30N-R11W, San Juan County, 
New Mexico. The recompletion w i l l be contingent upon a 
mechanically sound wellbore. Said Test Well s h a l l be d r i l l e d or 
recompleted to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to 
t e s t the Basal F r u i t l a n d Coal Formation, whichever i s lesser. 
Maralex's estimated costs f o r a new, completed w e l l are $235,750 
and f o r a recompletion are $140,820, complete, as i n d i c a t e d on 
the enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the N/2 of Section 18, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a proportionate 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n to a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c equivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax Cr e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and yo u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, wit h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject t o approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d t o the loss of 
op p o r t u n i t y to earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and yo u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
incorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VLB.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VI.B.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not to farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and void. 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

S i n c e r e l y , 

-^A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t t o Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t t o Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Mary Lund 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 23, 1990 

Mary Lund 
666 Anita S t r e e t 
Laguna Beach,CA 92651 

Re: Well Proposal 
T 30N-R 11W 
Section 18:N/2 
San Juan County, 
New Mexico 
Brim h a l l Prospect 

Dear Ms. Lund: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the NE/4 of Section 18, T30N-R11W, San Juan County, 
New Mexico. The recompletion w i l l be contingent upon a 
mechanically sound wellbore. Said Test Well s h a l l be d r i l l e d or 
recompleted t o a depth of 2,200 f e e t or to a depth s u f f i c i e n t to 
t e s t the Basal F r u i t l a n d Coal Formation, whichever i s lesser. 
Maralex's estimated costs f o r a new, completed w e l l are $235,750 
and f o r a recompletion are $140,820, complete, as i n d i c a t e d on 
the enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the N/2 of Section 18, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . F armout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to obtain the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex t o move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a proportionate 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n to a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c e q uivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and yo u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, wit h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject to approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e to commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d to the loss of 
opp o r t u n i t y to earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
incorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VI.B.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VLB.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not t o farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable t o acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and v o i d . 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

Sinc e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t t o Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t to Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r t o s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Mary Lund 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

COUNTY: 

PURPOSE: 

AUTHORITY FOR EXPENDITURE (AFE) 

COAL WELL RECOMPLETION 

Section 18, T30N, RllW 

San Juan STATE: NM 

Recomplete E x i s t i n g Wells t o F r u i t l a n d Coals 

INTANGIBLE 

Service U n i t 

Location 

WORKOVER COSTS 

6 days § $1500/ day 

D i r t Work and labor $1000 
P i t s ( P l a s t i c Lined) 800 
Reclamation of reserve p i t 1200 

Squeeze Cementing Cement and Services 

Logging & Tests Open-hole Logging 
Desorption Analysis 
Cased-hole Logging 
BHP Build-up Test 
Slug Test & other Tests 

4600 

0 
0 

2800 
3500 
1100 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

30 f e e t @ 4 shots per f o o t 4900 

Fracture Treatment 45000 

Tanks, BOP's, e t c . 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4000 

Land, Legal, Insurance, 1400 
etc . 

9,000.00 

3,000.00 

4,600.00 

7,400.00 

4,900.00 

45,000.00 

1,200.00 

2,800.00 

6,400.00 

4,000.00 

1,400.00 

Miscellaneous Contingency (10%) 8,970.00 

TOTAL INTANGIBLE DRILLING COSTS $98,670.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

Tubulars 

Rods 

Pump i n g Equip. 

Prime Mover 

Production U n i t 

Water Storage 

Wellhead 

F l o a t Equip. 

Miscellaneous 

0' Of 8-5/8, 24#, J55 csg 
0' of 5-1/2, 17#, J55 csg 
0' Of 2-3/8, 4.7#, J55 t b g 

2100' of 3/4 Grade D rods 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, Controls,etc.) 

V e r t i c a l Coal gas separator 

400 B a r r e l Fiberglass tank 

L a r k i n or H i n d e r l i g h t e r head 

Guide Shoes, Flo a t s , e tc. 

P o l i s h rod, pumping tee , f u e l 
gas scrubber, radigan, e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

AFE GRAND TOTAL COSTS 

MARALEX AUTHORIZATION: 
A y / 

$0.00 
0.00 
0.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

0.00 

0. 00 

3,500.00 

$42,150.00 

$98,670.00 

$140,820.00 

A. M. O'HARE, P.E. 
PRESIDENT 

Partner Approval 
(Company Name): 

By: 

T i t l e : 

Date: 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

INTANGIBLE 

D r i l l i n g Rig 

Completion Rig 

Location 

Staking & Permit 

Damages & ROW 

Casing & Cmting 

Logging & Tests 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

AUTHORITY FOR EXPENDITURE (AFE) 

2200 FOOT COAL WELL 

T30N, R l l & 12W, SAN JUAN COUNTY, NM 

DRILLING COSTS 

2200 f t . § $13.00/ft 
1 day of daywork § $4400/day 

5 days § $1500/ day 

D i r t Work and labor $2500 
P i t s ( P l a s t i c Lined) 1800 
Reclamation of reserve p i t 2200 

$700 per w e l l 

$2500 per w e l l 

Casing Crew Surface 
Production 1200 

Cementing Surface 2500 
Production 6800 

Open-hole Logging 5500 
Desorption Analysis 3500 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t § 4 shots per f o o t 4900 

$28,600.00 
4,400.00 

Fracture Treatment 

Tanks, BOP's, e t c . 

For Completion Only 

Roustabout work, etc. 

55000 

1200 

2800 

6400 

Engineering & f i e l d work 4800 
Geological (Cuttings work) 700 

Land, Legal, Insurance, 1800 
etc . 

7,500.00 

6,500.00 

700.00 

2,500.00 

10,500.00 

16,400.00 

4,900.00 

55,000.00 

1,200.00 

2,800.00 

6,400.00 

5,500.00 

1,800.00 

Miscellaneous Contingency (10%) 15,500.00 

TOTAL INTANGIBLE DRILLING COSTS $170,200.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

Tubulars 

Rods 

Pumping Equip. 

Prime Mover 

Production U n i t 

Water Storage 

Wellhead 

F l o a t Equip. 

Miscellaneous 

250' Of 8-5/8, 24#, J55 csg 
2200' of 5-1/2, 17#, J55 csg 
2100» Of 2-3/8, 4.7#, J55 t b g 

2100' of 3/4 Grade D rods 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, Controls,etc.) 

V e r t i c a l Coal gas separator 

400 B a r r e l Fiberglass tank 

L a r k i n or H i n d e r l i g h t e r head 

Guide Shoes, Flo a t s , e t c . 

P o l i s h rod, pumping tee, f u e l 
gas scrubber, radigan, e tc. 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$2,350.00 
11,000.00 
5,050.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

2,800.00 

2,200.00 

3,500.00 

$65,550.00 

$170,200.00 

AFE GRAND TOTAL COSTS $235,750.00 

MARALEX AUTHORIZATION: 
A. M. O'HARE, P.E. 
PRESIDENT 

Partner Approval 
(Company Name): 

By: 

T i t l e : 

Date: 
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ARALEX 
V Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 23, 1990 

Estate of Luke House 
1639 E. 47th S t r e e t 
Los Angeles, CA 90011 

Re: Well Proposal 
T 30N-R 11W 
Section 17:S/2 
San Juan County, 
New Mexico 
Price Prospect 

Gentlemen: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the SW/4 of Section 17, T30N-R11W, San Juan County, 
New Mexico. The recompletion i s contingent upon a mechanically 
sound wellbore. Said Test Well s h a l l be d r i l l e d or recompleted 
to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to t e s t the 
Basal F r u i t l a n d Coal Formation, whichever i s lesser. Maralex's 
estimated costs f o r a new, completed w e l l are $235,750 and f o r 
a recompletion are $140,820, complete, as i n d i c a t e d on the 
enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the S/2 of Section 17, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a pro p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n t o a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c e q uivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and y o u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject to approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d t o the loss of 
opp o r t u n i t y to earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
i ncorporate (among other p r o v i s i o n s ) the following.-

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VI.B.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VLB.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not t o farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e t o purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and void. 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

S i n c e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t t o Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Estate of Luke House 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 2 3 , 1990 

Estate of Luke House 
1639 E. 47th S t r e e t 
Los Angeles, CA 90011 

Re: Well Proposal 
T 30N-R 11W 
Section 17:S/2 
San Juan County, 
New Mexico 
Price Prospect 

Gentlemen: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the SW/4 of Section 17, T30N-R11W, San Juan County, 
New Mexico. The recompletion i s contingent upon a mechanically 
sound wellbore. Said Test Well s h a l l be d r i l l e d or recompleted 
to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to t e s t the 
Basal F r u i t l a n d Coal Formation, whichever i s lesser. Maralex's 
estimated costs f o r a new, completed w e l l are $235,750 and f o r 
a recompletion are $140,820, complete, as i n d i c a t e d on the 
enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the S/2 of Section 17, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a p r o p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout a t your o p t i o n to a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c e q uivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and y o u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject to approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d to the loss of 
op p o r t u n i t y to earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
i ncorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VLB.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VI.B.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not to farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e t o purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject t o you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject t o 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and v o i d . 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

S i n c e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t to Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Estate of Luke House 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

COUNTY: 

PURPOSE: 

AUTHORITY FOR EXPENDITURE (AFE) 

COAL WELL RECOMPLETION 

Section 18, T3 0N, RllW 

San Juan STATE: NM 

Recomplete E x i s t i n g Wells t o F r u i t l a n d Coals 

INTANGIBLE 

Service U n i t 

Location 

WORKOVER COSTS 

6 days § $1500/ day 

D i r t Work and labor $1000 
P i t s ( P l a s t i c Lined) 800 
Reclamation of reserve p i t 1200 

Squeeze Cementing Cement and Services 

Logging & Tests 

4600 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

Open-hole Logging 0 
Desorption Analysis 0 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t § 4 shots per f o o t 4900 

Fracture Treatment 45000 

Tanks, BOP's, e t c . 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4000 

Land, Legal, Insurance, 1400 
et c . 

9,000.00 

3,000.00 

4,600.00 

7,400.00 

4,900.00 

45,000.00 

1,200.00 

2,800.00 

6,400.00 

4,000.00 

1,400.00 

Miscellaneous Contingency (10%) 8,970.00 

TOTAL INTANGIBLE DRILLING COSTS $98,670.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

T u b u l a r s 

Rods 

Pumping Equip. 

Prime Mover 

P r o d u c t i o n U n i t 

Water S t o r a g e 

Wellhead 

F l o a t Equip. 

M i s c e l l a n e o u s 

0' o f 8-5/8, 24#, J55 csg 
0' o f 5-1/2, 17#, J55 csg 
0 1 Of 2-3/8, 4.7#, J55 t b g 

2100' o f 3/4 Grade D rod s 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, C o n t r o l s , e t c . ) 

V e r t i c a l Coal gas s e p a r a t o r 

400 B a r r e l F i b e r g l a s s t a n k 

L a r k i n o r H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h r o d , pumping t e e , f u e l 
gas s c r u b b e r , r a d i g a n , e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$0.00 
0.00 
0.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

0.00 

0.00 

3,500.00 

$42,150.00 

$98,670.00 

AFE GRAND TOTAL COSTS $140,820.00 

MARALEX AUTHORIZATION: 
A. M. O'HARE, P.E, 
PRESIDENT 

P a r t n e r A p p r o v a l 
(Company Name): 

By: 

T i t l e : 

Date: 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

INTANGIBLE 

D r i l l i n g Rig 

Completion Rig 

Location 

Staking & Permit 

Damages & ROW 

Casing & Cmting 

Logging & Tests 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

AUTHORITY FOR EXPENDITURE (AFE) 

2200 FOOT COAL WELL 

T30N, R l l & 12W, SAN JUAN COUNTY, NM 

DRILLING COSTS 

2200 f t . @ $13.00/ft 
1 day of daywork § $4400/day 

5 days € $1500/ day 

D i r t Work and labor $2500 
P i t s ( P l a s t i c Lined) 1800 
Reclamation of reserve p i t 22 00 

$700 per w e l l 

$2500 per w e l l 

Casing Crew Surface 
Production 1200 

Cementing Surface 2500 
Production 6800 

Open-hole Logging 5500 
Desorption Analysis 3500 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t § 4 shots per f o o t 4900 

Fracture Treatment 55000 

Tanks, BOP's, e t c . 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4800 
Geological (Cuttings work) 700 

$28,600.00 
4,400.00 

7,500.00 

6,500.00 

700.00 

2,500.00 

10,500.00 

Land, Legal, Insurance, 
e t c . 

1800 

16,400.00 

4,900.00 

55,000.00 

1,200.00 

2,800.00 

6,400.00 

5,500.00 

1,800.00 

Miscellaneous Contingency (10%) 15,500.00 

TOTAL INTANGIBLE DRILLING COSTS $170,200.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

T u b u l a r s 

Rods 

Pumping Equip. 

Prime Mover 

P r o d u c t i o n U n i t 

Water S t o r a g e 

Wellhead 

F l o a t Equip. 

M i s c e l l a n e o u s 

250' Of 8-5/8, 24#, J55 csg 
2200' o f 5-1/2, 17#, J55 csg 
2100 1 Of 2-3/8, 4.7#, J55 t b g 

2100' o f 3/4 Grade D rod s 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, C o n t r o l s , e t c . ) 

V e r t i c a l Coal gas s e p a r a t o r 

400 B a r r e l F i b e r g l a s s t a n k 

L a r k i n o r H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h r o d , pumping t e e , f u e l 
gas s c r u b b e r , r a d i g a n , e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$2,350.00 
11,000.00 
5,050.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

2,800.00 

2,200.00 

3,500.00 

$65,550.00 

$170,200.00 

AFE GRAND TOTAL COSTS $235,750.00 

MARALEX AUTHORIZATION: ' t-7 

A. M. O'HARE, P.E. 
PRESIDENT 

P a r t n e r A p p r o v a l 
(Company Name): 

By: 

T i t l e : 

Date: 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 2 3 , 1990 

Estate of Luke House 
1639 E. 47th S t r e e t 
Los Angeles, CA 90011 

Re: Well Proposal 
T 30N-R 11W 
Section 18:N/2 
San Juan County, 
New Mexico 
B r i m h a l l Prospect 

Gentlemen: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the NE/4 of Section 18, T30N-R11W, San Juan County, 
New Mexico. The recompletion i s contingent upon a mechanically 
sound wellbore. Said Test Well s h a l l be d r i l l e d or recompleted 
to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to t e s t the 
Basal F r u i t l a n d Coal Formation, whichever i s lesser. Maralex's 
estimated costs f o r a new, completed w e l l are $235,750 and f o r 
a recompletion are $140,820, complete, as i n d i c a t e d on the 
enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the N/2 of Section 18, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
co n d i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the req u i r e d d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a p r o p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n to a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and ret a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c equivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and y o u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject to approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d to the loss of 
op p o r t u n i t y t o earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
i ncorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VLB.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VI.B.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not t o farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject t o you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or poo l i n g of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and void. 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and void a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

Sincerely, 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t t o p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t to Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Estate of Luke House 



ARALEX 
Resources, Inc. 

518 17th St., Suite 1030 
Denver, Colorado 80202 

(303) 571-4220 

May 2 3 , 1990 

Estate of Luke House 
1639 E. 47th S t r e e t 
Los Angeles, CA 90011 

Re: Well Proposal 
T 30N-R 11W 
Section 18:N/2 
San Juan County, 
New Mexico 
Br i m h a l l Prospect 

Gentlemen: 

Maralex Resources, Inc. (Maralex) proposes the recompletion 
of an e x i s t i n g wellbore or the d r i l l i n g of a new w e l l to be 
located i n the NE/4 of Section 18, T30N-R11W, San Juan County, 
New Mexico. The recompletion i s contingent upon a mechanically 
sound wellbore. Said Test Well s h a l l be d r i l l e d or recompleted 
to a depth of 2,200 f e e t or to a depth s u f f i c i e n t to t e s t the 
Basal F r u i t l a n d Coal Formation, whichever i s lesser. Maralex's 
estimated costs f o r a new, completed w e l l are $235,750 and f o r 
a recompletion are $140,820, complete, as i n d i c a t e d on the 
enclosed AFE's. A record check i n d i c a t e s t h a t you own an 
i n t e r e s t i n the 320.00 acre d r i l l s i t e spacing u n i t comprised of 
the N/2 of Section 18, T30N-R11W. Maralex i n v i t e s you to 
p a r t i c i p a t e i n i t s proposed w e l l or i n l i e u of p a r t i c i p a t i o n , 
e i t h e r farmout or s e l l your i n t e r e s t i n the d r i l l s i t e spacing 
u n i t f o r the Test Well on the f o l l o w i n g general terms and 
cond i t i o n s . 

I . Farmout 

1. Maralex s h a l l commence or cause to be commenced the 
d r i l l i n g of the Test Well w i t h i n n i n e t y (90) days from the 
date of f i n a l execution by y o u r s e l f and Maralex of a mutually 
acceptable formal Farmout Agreement. Should Maralex be unable 
to o b t a i n the required d r i l l i n g permits from the State and 
Federal r e g u l a t o r y agencies, you s h a l l grant an extension f o r the 
commencement of or allow Maralex to move the l o c a t i o n of the Test 
Well. 

2. Upon Maralex completing the d r i l l i n g of the Test Well as 
a producer, Maralex s h a l l earn 100% of your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t and you s h a l l r e t a i n a pro p o r t i o n a t e 
o v e r r i d i n g r o y a l t y i n t e r e s t through payout equal to the 



d i f f e r e n c e between landowner's r o y a l t y plus o v e r r i d i n g r o y a l t i e s 
i n existence as of the date of t h i s Agreement, and 20%. You agree 
to d e l i v e r an e i g h t y percent (80%) net revenue i n t e r e s t lease 
before payout. Said o v e r r i d i n g r o y a l t y s h a l l be c o n v e r t i b l e at 
payout at your o p t i o n t o a t h i r t y percent (30%) working i n t e r e s t . 

3. I f the Test Well i s a dry hole or i s incapable of 
producing i n paying q u a n t i t i e s , Maralex s h a l l earn seventy 
percent (70%) of your i n t e r e s t i n the d r i l l s i t e spacing u n i t . 

4. A l l r i g h t s earned and re t a i n e d s h a l l be p r o p o r t i o n a t e l y 
reduced and s h a l l be from the surface of the earth to the 
s t r a t i g r a p h i c e q uivalent of the t o t a l depth d r i l l e d i n the Test 
Well. 

5. Maralex agrees to d r i l l the Test Well p r i o r to the 
e x p i r a t i o n of the Section 29, Nonconventional Fuel Tax C r e d i t , or 
any extension of the tax c r e d i t period. 

6. A l l cost, r i s k and expense associated w i t h the 
d r i l l i n g , t e s t i n g and completing and /or plugging and abandoning 
of the Test Well s h a l l be borne by Maralex and you s h a l l receive 
a l l geologic and production data obtained by the d r i l l i n g of the 
Test Well. 

7. Maralex and y o u r s e l f agree to enter i n t o a formal 
Farmout Agreement covering the Farmout Lands, w i t h an attached 
AAPL Model Form 610 J o i n t Operating Agreement(1982) w i t h an 
attached COPAS Accounting Procedure and Gas Balancing Agreement. 
Said J o i n t Operating Agreement s h a l l go i n t o e f f e c t upon payout 
of the Test Well. 

8. This Farmout i s subject to approval by Maralex of 
t i t l e . 

9. Maralex's l i a b i l i t y f o r f a i l u r e t o commence and d r i l l 
or recomplete the Test Well s h a l l be l i m i t e d t o the loss of 
op p o r t u n i t y t o earn the i n t e r e s t hereinabove described. 

I I . P a r t i c i p a t i o n 

1. Maralex and y o u r s e l f agree to enter i n t o an AAPL Form 
610-1982 J o i n t Operating Agreement w i t h an attached COPAS 
Accounting Procedure and Gas Balancing Agreement which s h a l l 
incorporate (among other p r o v i s i o n s ) the f o l l o w i n g : 

a) A r t i c l e IV.B. s h a l l provide f o r i n d i v i d u a l loss of t i t l e . 
b) Maralex s h a l l be designated Operator. 
c) A r t i c l e VI.B.2a) s h a l l provide f o r 100%/100% non-consent 



p e n a l t i e s . 
d) A r t i c l e VLB.2b) s h a l l provide f o r 300%/300% non-consent 
p e n a l t i e s . 
e) Fixed Rate Overhead rates s h a l l be $2,800 f o r d r i l l i n g 
w e l l r a t e and $280 f o r producing w e l l r a t e . 

I l l . Sale of I n t e r e s t 

I f you e l e c t not to farmout or p a r t i c i p a t e i n the Test 
Well, Maralex would l i k e to purchase your i n t e r e s t i n the 
d r i l l s i t e spacing u n i t . Said o f f e r s h a l l be subject to you 
d e l i v e r i n g an 82.5% net revenue i n t e r e s t lease and subject to 
approval of t i t l e by Maralex. I f Maralex i s unable to acquire 
the necessary farmouts, p a r t i c i p a t i o n or pooling of 100% of the 
i n t e r e s t i n the d r i l l s i t e spacing u n i t , the o f f e r to purchase 
s h a l l be n u l l and v o i d . 

This l e t t e r s h a l l not survive a formal c o n t r a c t which 
s h a l l incorporate the terms and c o n d i t i o n s contained herein. 
Please i n d i c a t e your e l e c t i o n by executing i n the space provided 
below and r e t u r n i n g one (1) copy of t h i s l e t t e r to the 
undersigned on or before June 1, 1990. This Agreement s h a l l be 
n u l l and v o i d a f t e r t h a t time. I n a d d i t i o n , please contact me i f 
you have any partners i n t h i s leasehold. 

Sinc e r e l y , 

A. M. O'Hare, P.E. 
President 
Maralex Resources, Inc. 

I e l e c t to p a r t i c i p a t e i n the Test Well and r e t u r n 
the executed AFE. 
I e l e c t to Farmout my i n t e r e s t i n the d r i l l s i t e 
spacing u n i t t o Maralex on the terms contained herein. 
I would e n t e r t a i n an o f f e r to s e l l my i n t e r e s t i n 
the d r i l l s i t e spacing u n i t to Maralex. 

Agreed to and accepted t h i s day of , 1990. 

By: 

Estate of Luke House 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

COUNTY: 

PURPOSE: 

AUTHORITY FOR EXPENDITURE (AFE) 

COAL WELL RECOMPLETION 

Section 18, T30N, RllW 

San Juan STATE: NM 

Recomplete Existing Wells t o Fruitland Coals 

INTANGIBLE 

Service Unit 

Location 

WORKOVER COSTS 

6 days § $1500/ day 

D i r t Work and labor $1000 
Pit s (Plastic Lined) 800 
Reclamation of reserve p i t 1200 

Squeeze Cementing Cement and Services 

Logging & Tests 

4600 

Perforating 

Stimulation 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

Open-hole Logging 0 
Desorption Analysis 0 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t § 4 shots per f o o t 4900 

Fracture Treatment 45000 

Tanks, BOP's, e t c . 1200 

For Completion Only 2800 

Roustabout work, e t c . 6400 

Engineering & f i e l d work 4000 

Land, Legal, Insurance, 1400 
et c . 

9,000.00 

3,000.00 

4,600.00 

7,400.00 

4,900.00 

45,000.00 

1,200.00 

2,800.00 

6,400.00 

4,000.00 

1,400.00 

Miscellaneous Contingency (10%) 8,970.00 

TOTAL INTANGIBLE DRILLING COSTS $98,670.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

Tubulars 

Rods 

Pumping Equip. 

Prime Mover 

Production U n i t 

Water Storage 

Wellhead 

F l o a t Equip. 

Miscellaneous 

0 1 of 8-5/8, 24#, J55 csg 
0' of 5-1/2, 17#, J55 csg 
0' of 2-3/8, 4.7#, J55 t b g 

2100» of 3/4 Grade D rods 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, Controls,etc.) 

V e r t i c a l Coal gas separator 

400 B a r r e l Fiberglass tank 

L a r k i n or H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h rod, pumping tee, f u e l 
gas scrubber, radigan, e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$0. 00 
0. 00 
0. 00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

0.00 

0. 00 

3,500.00 

$42,150.00 

$98,670.00 

AFE GRAND TOTAL COSTS $140,820.00 

MARALEX AUTHORIZATION: 
4-y, 
'A 7? 

A. M. O'HARE, P.E. 
PRESIDENT 

Partner Approval 
(Company Name): 

By: 

T i t l e : 

Date: 



MARALEX RESOURCES, INC. 

WELL NAME: 

LOCATION: 

INTANGIBLE 

D r i l l i n g Rig 

Completion Rig 

Location 

Staking & Permit 

Damages & ROW 

Casing & Cmting 

Logging & Tests 

P e r f o r a t i n g 

S t i m u l a t i o n 

Rental Equipment 

Water & Hauling 

Labor 

Supervision 

Overhead 

AUTHORITY FOR EXPENDITURE (AFE) 

2200 FOOT COAL WELL 

T30N, R l l & 12W, SAN JUAN COUNTY, NM 

DRILLING COSTS 

2200 f t . § $13.00/ft 
1 day of daywork § $4400/day 

5 days § $1500/ day 

D i r t Work and labor $2500 
P i t s ( P l a s t i c Lined) 1800 
Reclamation of reserve p i t 2200 

$700 per w e l l 

$2500 per w e l l 

Casing Crew Surface 
Production 1200 

Cementing Surface 2500 
Production 6800 

Open-hole Logging 5500 
Desorption Analysis 3500 
Cased-hole Logging 2800 
BHP Build-up Test 3500 
Slug Test & other Tests 1100 

30 f e e t § 4 shots per f o o t 4900 

$28,600.00 
4,400.00 

7,500.00 

6,500.00 

700.00 

2,500.00 

10,500.00 

Fracture Treatment 

Tanks, BOP1s, et c . 

For Completion Only 

Roustabout work, etc. 

55000 

1200 

2800 

6400 

Engineering & f i e l d work 4800 
Geological (Cuttings work) 700 

Land, Legal, Insurance, 
e t c . 

1800 

16,400.00 

4,900.00 

55,000.00 

1,200.00 

2,800.00 

6,400.00 

5,500.00 

1,800.00 

Miscellaneous Contingency (10%) 15,500.00 

TOTAL INTANGIBLE DRILLING COSTS $170,200.00 



MARALEX RESOURCES, INC. 

AUTHORITY FOR EXPENDITURE 

TANGIBLE DRILLING COSTS 

T u b u l a r s 

Rods 

Pumping Equip. 

Prime Mover 

P r o d u c t i o n U n i t 

Water S t o r a g e 

Wellhead 

F l o a t Equip. 

M i s c e l l a n e o u s 

250' o f 8-5/8, 24#, J55 csg 
2200' o f 5-1/2, 17#, J55 csg 
2100' Of 2-3/8, 4.7#, J55 t b g 

2100' o f 3/4 Grade D r o d s 

228-175-86 Pumping U n i t (used) 
Downhole pump 2"xl.25"xl2'RHBC 

30 Hp E l e c t r i c Motor w/acces-
s o r i e s ( i . e . Power, C o n t r o l s , e t c . ) 

V e r t i c a l Coal gas s e p a r a t o r 

400 B a r r e l F i b e r g l a s s t a n k 

L a r k i n o r H i n d e r l i g h t e r head 

Guide Shoes, F l o a t s , e t c . 

P o l i s h r o d , pumping t e e , f u e l 
gas s c r u b b e r , r a d i g a n , e t c . 

TOTAL TANGIBLE DRILLING COSTS 

TOTAL INTANGIBLE DRILLING COSTS 

$2,350.00 
11,000.00 
5,050.00 

2,550.00 

12,000.00 
2,800.00 

4,500.00 

12,000.00 

4,800.00 

2,800.00 

2,200.00 

3,500.00 

$65,550.00 

$170,200.00 

AFE GRAND TOTAL COSTS $235,750.00 

MARALEX AUTHORIZATION: 
A. M. O'HARE, P.E. 
PRESIDENT 

P a r t n e r A p p r o v a l 
(Company Name): 

By: 

T i t l e : 

Date: 


