July 15, 2000

CERTIFIED MAIL - 9

Return Receipt Reguested . e

Mr Pat Tower

EOG Resources. Inc

P O Box 2267
Midiand, Texas 79702

Re' Murchison Otl & Gas, Inc. High Nitro State #1 weli
Township 17 South, Range 28 East NMPM

Section 12° N2

Edav County, New Mexico

Dear Mr. Tower

Murchisor Oil & Gas. Inc, as Operator, proposes to drill a2 Morrow test well at a location
660 feet from the north line and 660 feet from the west line of Section 12, Township 17
South, Range 28 East, NMP M., Eddy County, New Mexico. with the N/2 of said
Section 12 to be dedicated as the spacing and proration unit for the proposed well. The
proposed drilling operations are more fully described in the enclosed Authority for
Expenditure, which contains the estimated expenses for driliing and completing the
proposed well. Also enclosed for your consideration is a copy of the proposed Operating
Agreement we initend to utilize in governing our drilling and producing cperations on the
captioned lands, together with a separate signature page for the Operating Agreement.

In our recent discussions, you confirmed that EOG Resources , Inc owns 100% of State
Lease E-7596, insofar as the lease covers N/2 NE/4, NE/4 NW/4, SW:4 NE/4 Section 12,
Township 17 South. Range 28 East, N M P.M | by virtue of an assignment from Conoco

If EOG Resources, Inc. would like to participate in the proposed drilling operations,
please see that the Authority for Expenditure and the signature page of the Operating
Agreement are properly executed on oehalf of EQOG, have signature page for the
Operating Agreement notarized, and return the signed AFE and signature page to the
undersigned.

In the event EQG eiects not 1o participate in the drilling operations, Murchison Oil &
Gas, Inc. requests that EOG farmout its interest in the spacing unit o Murchison for the
drilling of the well The farmout agreement would provide that Murchison, by drilling



and compieting the test well as & well capable of producing in paying qugnt{ties, wou’!(d
earn an assignment of 100% of EOG's ieasehold interest in the proraticn uni for the well
EOG would reserve from the assignment an overriding revalty interest equal to the
difference between 22% and existing lease burdens, proportionatsly reduced, thus
celivering a 78% nat revenue interest equal to 25% cf the werking interest earned by
Murckison by driliing and completing the well

Sheuld you have any questions abour this proposal, please contact the undersigned.
Pizase iet us know EOG’s decision as to participating in the rest well as soon as possible.

Yours truly,

John B Huckabay
Agent for Murchison 011 & Gas, Inc
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