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Magnum Hunter Resources, Inc.

Fax Cover Page
From the degk of -

Larry . Wagkins
3500 William D. Tate, Swite 200
Grapevine, Texas 76051
Phone # 817-424-0485
Fax # 817-424-0031
E-mail: Iwatkins@grapevine msguumbunter.com

Date: Apgil 3. 2003
Te: - Jack Chenoweth
Compszmy:  Rutherford Cil Co.

Fax # 7136237072

" Number of pages to follow: 2

Messege:
Jack, Attached is a plat thet depicts what we think we ovwn in the area.

As discussed on the telephone recently, I had a landmsan research the leasehold ownership

for me on Suvey #3 (location of the Earl Baker #4 & #6). Below I bave set forth the

landman’g report pertinent to this issue. Please nofe that we are successors fo the interests

Azco essigned fo Petrus. I think the theory can be extrapolated through surveys #1,2,4,5

& 6 as well. This theory is the only ﬂaeory tha, when calculated, matches the, WI & NRI
in the welle that we own.

“After 8 review of ke files I have also defermined that the Opersting Agreement S
dated Jone 8, 1953 between Argo Oil, as Operator sand W. Ear] Rowe snd P.R. - L
Rutherford s Non Opérators covering all of Survey 3, Absiract 434 Mchullen o2 o
County Texas a5 well a5 other jands, did not include Arco’s mineral interest under e
the JO4. On Jenmary 4, 1967, Atlantic Richfield as Operator, and P.R. Rutherford,
W. Earl Rowe, T.J. Goad, P.R. Rutberford; Ir. and Michael C. Ruthetford, as Non
Operator, entered in a JOA covering all of Survey 3, Abstraet 434, McMallen Co,,
Texas. Ouce again Exhibil “A” only commits the two lersehold interests to the JOA.
There is, however, a specific provision for Unleased O1l and Gas Interests that
provides that any UMI shall be treated ss though it were lease for 2 1/8™ royalty,
and that the owner of the UMI shell be entitled ¢o its share of preduction on said
royaity. In addition this provision prevides that shosld any provision of the JOA
require an aseigmiment s to the UMI, tGien a lease would be granted for a primary
term of one year from the date of its defivery and be effective so Iong s off and gas
w3s$ produced.

There is  mewmo in the file dated November 25, 1966 froin Perry B. Carroll o
Frank B. Anmiller wherein Perry B. Carroll who prepared a Supplemental Opinion
on November 22, 1966 indicates that he considers the two leases as well a¢ the UMI
to be committed to the JOA dated 6/8/53. Therefore Arco had a % interest in the
operatisg riphts, being 1ts ¥ interest in the minerals plns o ¥ interest in the Baker
Lease which covers a ¥ interest in the minersis thereby giving ARCO 2 1/8x 8/8
apd a % x 7/8¢hs in the oll and gas jeasehold estate.

On October 6, 1982 the Law Office of J.M. Slator I prepared a Limifed
Supplemental Title Opinlon for Bridge Ofl o= the Earl Baker #4. Reguirement No. |

- 6 siates that there is a discrepancy between the .25 working interest and the 21875

net revemne interest ke had eredited to Bridge and the 328181 W] and 2784083

_ L M
— H 608021
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- NRI which was shown by Bridge in their books. He had reviewed a Supplemental
_ Opirion dated 6/29/67 from Perry B. Carroll to Atlantic Richfield Company that

credited Arco with 3 % interest under the Baker Iease covering a % interest in the
minerals. He farther indicated that the % UMI belonged to Arco was subject to 2
production payment. This production payment hiad been created more than 30
years ago and he assumed that it had been satisfied. A run sheet was doxe on
Survey 3 and there was no evidence of a conveyance from Arce of its % MI nor any
lease covering their interest in Survey 3 Arce specifically excepted their mineral -
interest from the conveyance. He made a requirement tn conduct an invesﬁgaﬁan to

determine the reason for the dxscrepancy

There is no curative in your files to curmg this defect. However, it is my feeling that
Arcy’s minerals were commitied to the Operating Agreement under Paragraph 3 of

. the JOA dated 1/4/67. Furthermore nnder the Assignment from Arco to Peitrus, the
granting clause specifically conveys all of Arco’s interest in the oil, gas and mineral

~ leasehold estate along with all of their interest in the wells, equiprment and facilities,
and all oil and gas produced after the Effective Date of the Conveyance, as well as
all contracts and agreements. It is my interpretfation that Arco by virtie of this

 Assigament conveyed all of their Interest including the 1/8 royalty under the UML
By specificaily reserving their minerals in the conveyance, upon termination of the
urit, the 8/8ths UMI would once again be in Arco’s name. H the production
payment, however, is still active then the royalty distribution deck appéars te

. represent that Prize is being paid for ¥ x % x 1/8 of the royaity it appears to agree

with my interpretation. I agree with J.M. Slator that the production payment has
probably paid out; however, I didp’t find anything in the file to support that.”

1 hope this helps.







MODEL FORM OPERATING AGREEMENT —1956
Non-Federal Lands

AMENDMENT -

to ¢

OPERATING AGREEMENT “AR. 23690
Insofar as said Agreement, covers the folloiwing

Land
DATED = -
January & 19_67
Section éeale & Morris 'Survay A=436
FOR UNIT AREA IN TRRXKNGBIP__ 3 , RADIGE
McMullen COUNTY, STATE OF Texas
1 ) 4

Published and for Sale by
ROSS-MARTIN CO.
Box 800

| Tulsa, Oklahoma

Form 610
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aggeared J. M. Dellinger, Jr., «nown tc me to be the person whose 3mam.wm subscribed
to the foregoinrg lnstrument and acknowledged to me that he execut:d the same for
tne purposes and consideraticn therein expreascd.
Given under my hand and seal of offlce thls 30 day of July, A. D. 1946.
(SEAL) Jean M. Smith
Notary Publle 1n and for Nueces founty, Texas
THE STATE CF TEX4S °
COUNTY OF DUVAL
I, ALBERTO GARCIA, County Clerk in and for the aforesald County and State,
do hereby certify that the roregolng Lnstrument of writing with its certificate of
authentication was flled tor record Aug. 16, 1966 at 9:36 o'clock A.M., and duly
recorded Aug. 18, 1966 at 9:45 o'clock A.M. in book 192, pages 456-457 0.G. Lease |
Records.
Wltness my hand and officlal seal the amw and year last above written.
{SEAL) ALBERTO QARCIA, Clerk
County Coutt, Duval County, Texas.
By Anacleto Valerio, Deputy.
THE STATE OF TEXAS _
COUN1.” OF LIVE 0QAK
I, BILL HUFF, County Clerk of Llve Oak County, do hereby certify that the
foregoing instrument was filed in my office on the 6 day of September, A. D. 1966 a%
10:37 o'clock A.M. ard duly recorded this 8 day of Sept., *. D. 1966 at 11:16 o'clock
A.M. in the 011, Gus & Min. Lease Record of sald Countv 1n Volume 54, on page 24.
Wltness my hand and seal of the County Court of said County at Offlce
in George Went the day and year last above wrltton,
(SEAL) BL11 Hutl, Clerk, County Court,
Live Ouk County, Tuxus,
By Mlldred Jumos, Deputy.
PILED FOR RECORD THIS 14TH DAY OF SEPTEMBER,. A.D. 1966 AT 10:30 O'CLOCK A.M.

AND DULY RECORDED THIS 1CTH DAY OF SEPTEMBER, A.D. 1966 AT 1:00 O!'CLOCK. P.M.

Ny Sl
FILE NO. 18397
OIL AND GAS LEASE
THIS AGREEMENT mude thls [ day of Scptember, 1966, between E1 Pasc Natural
Gas Company, whose mulllre; addrecs 15 Post Offlce Box 1492, E1 Paco, Texas 79999,
hereln called Lecsor (whether one or more) and P. R. Rutherford, whose malling

addres:c Is

cperson Bullding, Houston,Texas 77002, herein called Lessce:
1. [essor, ln consideratlon oi Ten and no/190 Dollars ($10.50) in hand

pald, receipt of which Lo ncreby acknowledged, and of the royaltles herein provided

and of the agreements of the Lessedhereln contalned, hereby grants, le2ases and lets

HOS-00492
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.

exclusively unto Lessee for the purpose of lnvestigating, exploring, prospecting,

' drilling, mining and cperuting for and producing oll and gas, injectlng gas, vaters,
other fluids and air Into subsurface strata, laylng plpe llnes, storing oll, bullding ;
tanks, power ctatlons, telephone lines and other structures and things thereon to i

oreduce, save, take care of, treat, process, store and transport said minerals and i i

]

other preducts manufacturcd therelrom, amd housing and otherwise caring for 1its emplo%

ees, the following described land in Llve Oak and McMullen Countles, @exas, to wit:

All of Survey 322, Certiflcate 237, T.T. R.R.Ju. patented to J. W. New,
Assignee of J. T. Conn, by Patent No. 452, Volumc 10, dated May 17, 1890, recorded

™)

in Volume K, puge 40, Deed Records, Live Oak County, as more particularly described
] in the Deed of Acqulttance from The Statc of Texas dated October 8, 19U43, recorded
‘5’ in Volume 98, page 26, Deed Records, Live Oak County, contalning 650.85 .acres, more i
or less in Live Oak County, Texas; ard

N/2 of Survey 6, Certiflcate 1J0, Seale & Morris pabéﬁted to W. P. Baugh
and S, V., Houston, Assignees of M. F. Lowe, by Putent No. 609, Volume 14, dated
June 3, 1895, recorded in Volume E, page 152, Deed Records, McMullen 5cunty, as more
particularly described .n Deed of Acqulttuncn from Tho State of Texus dated October
8, 1943, recorded In Voiume 3%, pnge 319, Deed Records, McMullen County, and Volume

98, page 631, lzed R2cords, Llve Oak County, contalnlng 328.47 acres, more or less,
[l

in Llve Oak ani McMullen Countles, Texas; und L; i
A1l of idurvey 3, Land Serip 99, Seale & Morris, patented to E. G. Perez and

C. Tovar, Assignees of Seale & Morris, by Patent No. 1, Volume 26, dated September 23

1876, recorded In Volume A, page 220, Deed Records, McMullen County, as more particu-

larly described in the Deed of Aequlttance trom The State of Texas dated October 18,
1943, recorded in Volume 3%, page 242, Deed Records, McMullen County, contalning 690.44

acros,more or les.s., In McMullen County, Tuxui:

|

All the abuve deserlbed lamd belng a portlon of the traet of lard known as
the Bukor Ranch, and compri:zlng a total of 1,066.8y acres, more or loos.

2. Subleet to the other provislom: hereln contuined,thls lense shall remiain

in force for a term of two [2) years [rom thlx dute (enlled "primary term") and as

! long thereafter as oll or us I produced irom Zuld lund oﬁ land with which sald land
1s pooled. -

! 3. Tre royaltles to be puld by Lessee are: (a) on oll, and on other liquid

! hydrocurbons saved at the well, one-rourth (1/4) ot trut produced and saved from sald
land, s-.me to be delivercd at the wells or Lo thu credlt of Lessor ln the plpe 1line
to which the wells mur be councoted: [rzzorts Intersct Ln, olther ense shall bear

troproportion of dny cipensel Uor Liwntin; 0il to mnky 1Y macketable as crude; (b) o]y

£F5, lncludlng cuslinghend ine and 51l paseous sabstances, croduced (rom suld land

—~— and sold or used off thr premices or in the manutuctupre of f7zoline or other product

therefrom, the marikct valu: u% the aoith of tiw well o onc=rourth (1/4) of the gas

50 sold or used, provided thui on g cold ut the wells the royuliy shall be one-fourth

(1/4) of tme amount realized {vom suck zule; (2) at uny tlme, cither before or after ¥*(3554)04“33
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i %
OIL, GAL AND MINERAL LEASE . r{é
THIS AGREEMENT made this Oth day of May, 1965, between Earl M. Baker, Lessor, " ; -;i
e b4 ;{
: f {whether cne or more) whose address 1o Bexar County, Texas, and P. R! Rutherford, I 8
i ) i
i Lessee, WITNESCETH:
: 9 !
% 1. Lessor in concideration of Ten and No/100 Dollars ari other consldcrations
ﬁ ($10.00), in hand pald, ol the rcyaltles herein provided and of the agreement of i :
- |
' | Lessee hercln contained, hercby grants, leases ard lets exclusively unto Lessee for | ;
the purpose of lnvestigatling, cxploring, prospecting, drilling and mining {or and f

! produclng oll, gac and all cther mlnerals, laying pipe llines, building roads, tanks, |
i power stations, telephone llnes and other structures thereon and on, over and acrcss

lands owned or clalmed by Lessor-ad]jacent and contlguous thereto, to produce, save,

|

i

5 |
take care of, treat, transport and own sald product3 and housing Lts employees, the - !
foltovwing descrlbed land in Llve Oak and McMullen Countles, Texas, to-wit: |
i

1. 650.8 acres of land, move or less, belms all of Survey Wo. 322, Certiflcate No.

-0

237, T.T.R.R. Co.,?atent No. 452, Volume 10, sltuuted 1n Live Ouk County, Texas, i i

and more partieularly descrlbed In deed of aecqulttance from the State of Texas to i
J. ¥W. New dnted October 8, 1943, rccorded Ln Volume 98,page 626, of the Deed Records |
of Live Oak County, Tcxas, to whith suld deed and the record thereof refercnce '~

here made for a more partlcular descrlption of sald land: i

701.41 acres of land, morc or less, belrg all of Survey No. 342, Certificate No.|

362, T T. R.R. Co., Patent No.®71, Volume 10, sltuated in Live Oak County, Texas, and

contalning 817.1% acres of lund, more or less, as descrlbed In deed of acquittance

from the State of Texus Lu M, W, Mew duted October 8, 1943, recordod In Volume 98,

AT iisaimn stove sy

page 627, of the Deed Records of Llve Quic County, Texus, to whleh gald deed and the 3

\.

record thervol refcrence 1o here mude 'or a more partleulorp desrlptlon of sald land, |

SAVE AND EXCEPT (rom wald survey 29./3 uercs of land, more or less, deserlbed 1n deed

Crom Myla Bakcer et nl Lo the State ol Texaa dated Docembor 26, 1939, and recorded

Tuaa

i
. b
in Volume 82, page 583 of the Deed Records of Live Oak County, Texay; i

_j T, 090,50 acres of larxd, morc or less, belng all of Survey No. 3, Certificate No.

99, Seale & Morris, Patent Hu. 1, Volume 26, sltuated Ln McMullen County, Texus, as

|
i
|
»

described in deed of acqulttance from the State of Texas to E. G. Perez and C. Tovar

el L

|
asulynces, dated October 18, 1943, and recorded in Volume 35, page 242, of the Deed :
Records of McMullen County, Tuxii, to which sald deed and the record thereof referente

15 here ma for 2 mor< particular description of sald land. J :
This leace ulco covérs aod Lacludes all land owned or clalmed by Lessor adjacent % E
or contlguous to tne tand purticulurly deseribed above whether the same be in saild %

surpvey or surveys or in adjscent curveys, although nct Ln:luded wlthin the boundarie% i

of the land purticularly described above. For the purpose of calculatlnz the pentalg i

i .
puyments herelnuafter provided for, sald land is estimated to comprise 2132.75 acres,; |
b
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cuith whidisald land 15 pooled hercunder.
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cund gas, or elther of them, wlih ether lund, leacc or leases in the immedlate

“wvlelnity thercot to the oztent herelnafter stipulated, when in Lescee’s Judgement, Lt

Sment of i fseu, promoic Lne acia-swvulion of o0l wd S In and under and that may be

“Commlstion of Toxus, or oune: iwwisl wubhorlty, or uien to do so would, in the Judg-

2. Subject to the cther provisions hercin contained this lease

shall be for i term of [lve yearn rrom April 2%, 1066 (wullcd "primuy serm™) and

Song thereafter as oll, s or other minsral 1s preduced trem suld lund or lard

a3 -

]
5. The royaltive to be pald by Lessec are: (a) on oll, one-elghth

of that produced and suved (rom said iund, the sume to be dellvered at the wells or

to the credif of Less.» Into the pipe line to which the wells my be connected;

Lessee may from time to tlme purchasc any royalty oll 1n 1ts possesslon, paying the
market orice therefor prevailing for the field where procduced on the date of pur- ;
chase; (b) on gus including caslnghead gas or other gaseous substance produced from
sald land and sold or used ¢ff the premises or for the extraction of gasoline or othe
product therefrom, the market valuc at the well of one~elghth of the £as 80 s0ld
or used, provided that on gas sold at the wells the royalty shall be one-eighth of
the amour.t reallzed from such sale; while there Is 2 gas well on thic lease or on
aepenge poolad therewlth but gus Lo not belng sold or ugsed, Lesgee my pay ag royalty
on or hefore ninety (90) duys ufler the date on whleh (1) cald well la ohut in, or
(2} tho land covered heroby ov any portlon thereof lu Lneluded In a pooled unlt on
whilch a well Is located, or (5) tuls lengse cousas to be otherwlse maintalned ag
provided hereln, whichever iz the later date, and therealter at monthlylintervals, a |
sum equal to one-twelfth (1/12) ot the nmount of the annual rental payable In lleu off
drilling operations durlng the primary term onthe number of acres suhbject to this ;
lease at the time such peyment ls made, urxt Lf zsuch payment Iz made or tendered, thlsI
leage chall nt termlinate, and It will be consldered that gas is belng proauced
{rom thls lense 1 payloe quantibies; amd (¢) on all other minerals mincd and murket-L
dy onestonth clther in kil or value at the well or mince, at Lessec!s cleatlon, ex- 1
copt that on culphur mined mid marketed, the voyulty shall be rLCLy ccnta (50¢) per
long ton: Lesser shall have (rec use of oll, gy, conl and water Crea gald Lad,
oxcept water from Lessor's wells, fop all opcrutlon:s horcunder, 2.4 L royualt; on
0ll, gus und coul nhall/ggmputud al'ter deduceting any o used,

. Lessee, at Lts optlon, Lu hereby slven the lpht and power to

i
pooi or comblne the wereage cover<d by thiz lcuse or any portlon theror ai to ofl

15 necessary or advisalble to do o Ila order properly to explore, or to develop and i

n

ogerate sald lenzwd premlies in compliunce wlth the spacing rules of the dailroad

produced from culn presloes, s pooled Fore oll herreutrier shill not substantlully

exceen 40 norcs cushoin srca, el enite peoled for gas hereunder shall not substan-

© should governmentul authority huvin: jarlodiztlon prescribe or permlt the creutlon of¢

{tlally exceed In apca 640 feron cuch plas w tolerunce of 10 % thercof, provided that ©

:
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d EX B »IT
Memorandum -

S| Magnum H unter Resources, Inc.
—_— Craig Kirk, Landman - Gulf Coast

_»
3
K!

Date July 12, 2004

i

To Terry Morrow | @ -

D\{

From CraigKirk

Re BP America Letter dated June 25, 2004
Seale & Morris Survey No. 3, A-434
3209 - Brazil Prospect, McMullen County, Texas
77341 - Earl Baker No. 7 Well

On June 28, 2004 Magnum Hunter Resources, Inc. received a letter from BP America Production
Company's Houston office questioning production from the S&M Survey No. 3, i.e. the Earl Baker No. 4
well (922079.004) and the Earl Baker No. 6 well (922081.006). Gruy operates these wells for Prize
Energy Resources, L.P.

Prize is the successor in interest to ARCO for a 50% working interest (25% leasehold and 25% mineral
interest) through a 1967 Operating Agreement and later assignment from Pioneer (1999). BP is also a
successor in interest to ARCO but for a reversionary interest only.

BP claims to have "information" that indicates that there was no production from these wells between
June 2001 and April 2002 and therefore the Operating Agreement covering all of Survey 3 has
terminated.

The Operating Agreement is a "MODEL FORM OPERATING AGREEMENT - 1956" dated January 4,
1967 by and between Atlantic Richfield Company (50% WI and 45.3125% NRI), as Operator and P.R.
Rutherford et al, as Non-Operators. The O/A covers all of Survey 3 and includes the Earl Baker 4, 6 and
7 wells and the 8 and 9 proposed locations. Article "10. Term of Agreement" of the O/A provides "...
agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected to this
agreement remain or are continued in force as to any part of the Unit Area ...". It is certainly Prize's
belief that all of the leases contributed to the O/A area are still in full force and effect and have not lapsed
for any reason.

As far as BP's assertion that no gas was metered during the period June 2001 through April 2002 and that
Railroad Commission Reports should have reflected no production during this period, Prize has HPL
meter receipts showing production in all months except June and July 2001 (see attached). Sales volumes
reported to the RRC by Prize properly match the HPL meter volumes.

It appears BP is simply on a "fishing expedition" based upon erroneous information.

ViH 000867
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.Land Summary Meeting
January 7, 2002

Rick Farrell

Taking notes for Magnum Hunter (MHR) from this point forward. Inviting Greg Jessup, VP
Land Department, to attend our meetings when available and as much as possible. Summary

notes will be forwarded to Greg Jessup and posted on our H: drive:

S4 form should be completed Monday or Tuesday. The SEC will know in approximately 7 - 10
days if they will review or not. If they choose not to review, things could move quickly finishing
by the end of February. If they do review the filing, it could take 2 - 3 months to complete.

Phil, Lon, Richard and I are going to MHR offices on Tuesday to work on merger details. We
will be going back and forth weekly, as will executives from MHR.

With the loss of our contractors, Scott Chapman will éet with Bruce Anderson on his projects
‘(Mineral Option Leases and Settlement with Blackstone on Apache minerals) along with Linda

Smith.

Terry Morrow

Arcadia West, Bienville Parish, Louisiana

Successful in collecting approximately $150,000 in revenues thought to be lost as a result of
lease failure in a field acquired from Apache. Have recovered a portion of the operating expenses
erroneously billed to Prize (4/2001 through 9/2001). Attempting to close this issue by collecting
the LOE for 12/2000-3/2001.

Belle Isle, St. Mary Parish, Louisiana

Waiting on Sherry Reid-Carroll’s comments on the proposed agreement to provide for the
cooperative operation of the wells in the field owned by Prize, Cabot and Brazos River. Still
working with Cabot to obtain copies of pertinent agreements, which are to be replaced by the
agreement being contemplated.

Perry Point, Acadia and Lafayette Parishes, Louisiana
1. Reviewing the work product of Kenneth King’s efforts to determine what needs to be
done next, including a well authorization for the Hulin #1 well.
2. Completing leasing activities (protection acreage for the 13,850’ RC SUA)

Bayou Bouillon, Iberville and St. Martin Parishes, Louisiana
Reviewing Kenneth King’s reports relative to the inquiry of two owners purporting to own
interests as a result of buying properties at auctions (the seller is not in divisions of Interest)

Bastian Bay, Plaquemines Parish, Louisiana
Coordinating efforts of E & E Group to settle damage claims made by Matt Lepetich, an “Oyster
Fisherman”.

EXHIBIT
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Land Summary Meeting
January 7, 2002

Lawsuits
1. Delta Farms, Lafourche Parish, Louisiana (sold to TPIC effective 1-1-01)

Following up with Pat Gray to get copies of his responses submitted on Prize’s behalf.
2. Lost Ranch, Liberty County, Texas

Looking for status reports from Prize’s outside counsel.

Larry Watkins

Graceland, Lavaca County, Texas
Working on Well Authorizations, Assignments, Lease Set-up and internal administration. 6 or 7

Well Authorizations ‘are still outstanding. This has required a lot of research to learn exactly what -

did we buy. Once assignments are done we can complete the farmout with MW Pé_troleum.

Lehrer Davies #1 is ceased pfo‘duction as of Dec 12. We have until February 10 to commence

rework/drilling operations.

The Baker and Taylor unit (acquired from Surfair) has been tendered to owners and they have
requested copies of leases, etc. Our interest is an APO interest and it has not paid out yet.
Operated by Marquee Corp. We are requesting title opinions and DO title opinions.

Provident City, Colorado County, Texas
Dominion Assignment — depth restrictions — inside/outside unit, along with Mineral issues. We
can’t assign until we settle on Blackstone. This is a very detailed and time-consuming project.

Brazil, McMullen County, Texas

Earl Baker #4 - We have sent frac proposals to the owners twice, but have not done the work.
Current proposal is on Richard’s desk, will wait to send to owners after approval. Currently Earl
Baker #6 is producing, but the compressor is using all the gas produced. We are not registering
any gas sales, but we are “producing”.

Word, Lavaca County, Texas

Fred Melnar #2 - 1 of 3 wells in 704-acre unit. It hasn’t produced since *86 or ’87 with tubing
blocked. Tri-Union proposed to clean the tubing, but completed work before time elapsed on our
consent. It was unsuccessful, so we will respond to AFE as non-consent. As for the AFE to
recomplete the Wilcox — we have no interest, but have received a request for approval. Plan to go
ahead and consent to the AFE just to cover Prize. We won’t pay any bills until Tri-Union offers
us proof of our ownership.

Rhode Ranch, McMullen County, Texas

Greg McFarland has requested that we analyze this property for Prize’s ownership. This will be a
time consuming project as title is very complicated with depth restrictions and contractual
interests.

Buchel, Dewitt County, Texas
Gohmert #2 - Settling pipeline damages.
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PRIZE OPERATING COMPANY

‘May 22, 2001
Via Fax and Mail

To:  Working Interest Owners
(see attached list)

Re:  Earl Baker #6 well
Brazil Field
McMulien Co., TX
(TX 922081.006)

Dear Co-owners:

Gas production from the subject well is being compressed by a Prize owned 2-
stage compressor that is much larger than necessary. Prize has been billing the jomnt
account a monthly rental of $3107.88 per month. Prize Operating Company recommends
that the compressor be replaced with a Gemini 2-Stage Rental Compressor. Rental for
this compressor will be $1000 per month, resulting in considerable savings for the joint
account. '

Attached is our AFE # 5076 in the amount of $7500 for the removal of the old
unit and the installation of the new unit. Please indicate your approval of this operation
by executing the AFE and returning one copy to the undersigned within the period
required under the Operating Agreement.

If you should have any questions concerning this operation please contact the
undersigned or our Operations Engineer, Mr. Tracy Stogner (ph#817-424-0421).

Very truly yours,

Dudtl

L 7 Watkins, CPL
Senior Landman

Enclosure

EXHIBIT

3500 William D. Tate Ave., Suite 200 « Grapevine, TX 76051 « 817-424-0400 * Fax 817-424-0031
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Page 2 of 2
May 22, 2001

EARL BAKER #6

OWNER-NAME
PRIZE ENERGY RESOURCES, LP

\ARSS ENERGY CORPORATION
P OBOX 6150
SAN ANTONIO, TX 78209
PH#
FAX # 210-829-7489

EVA K ROWE TESTAMENTARY TRUST
\FBO ANN MEREDITH HOLLIMON
";\FBO CHARLES ROWE HOLLIMON
BO JANE ELIZABETH HOLLIMON
FBO NANCY ROWE SMITH HOLLIMAN
BO REEVES LEE HOLLIMON
\\FBO ANN REEVES SMITH SHAW
_\FBO ROBERT REEVES SHAW
\FBO STACY ANN SHAW
FBO STEHEN WAYNE SHAW
REEVES L SMITH TRUSTEE
711 NAVARRO STE 555
SAN ANTONIO, TX 78205
i PH# 210-225-5155
' FAX# 210-229-1831

\NANCY ROWE HOLLIMON
303 W SUNSET RD STE 200
. SAN ANTONIO, TX 78209
PH#
FAX # 210-829-8833

4
\RUTHERFORD OIL"CORPORATION
S EAST GREENWAY PLAZA STE 220
HOUSTON, TX 77046
PH# 713-622-5555
FAX # 713-621-7072

\BEVERLY R SMITH
711 NAVARRO STE 555
SAN ANTONIO, TX 78205
PH#
FAX# 210-229-1831

s By: Larry Watkins 5/22/01

Wi
0.62500000

0.01250000

0.00468750
0.00468750
0.00468750
0.01250000
0.00468750
0.01250000
0.00625000
0.00625000
0.00625000

0.01250000

0.25000000

0.03750000

1.00000000
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