January 31, 2007

Dear B&R Investor

It is that time of year again—tax time. Enclosed is the information
you need from B&R Energy to file your Federal Income. Enclosures:

1. 1099 - MISC - (Enclosed only if you received oil and gas revenue
from B&R in 2006)

2. B&R Energy Owner 1099 Report — (Detailing YTD REV -
gross revenue, YTD DED - Cost of Goods Sold (taxes and
compression), YTD 71 EXP — Cost of Prod Rev (operating cost),
YTD 73 EXP — Monthly Overhead Costs)

3. B&R Energy Well Cost Summary Report — (Enciosed
only if invested in a B&R drilling program during 2006 - includes
sum of intangible drilling costs (IDC’s), syndication, legal and
printing)

4. Schedule C — Profit or Loss From Business - Example

5 Form 1040 — Individual Tax Return - Example

1099 — MISC
See enclosed Form 1099-MISC for your total gross revenue received

in 2006 on your B&R investments.

At the end of the year if you have previously invested in oil and gas
properties and they were limited partnerships you received a K-1 and
not a 1099. Because B&R is a LLC you will not receive a K-1. As an
LLC member you receive a direct interest in the oil and gas program,
not an indirect interest through a limited partnership.

B&R Energy Owner 1099 Report
Report shows the gross revenue, expenses and net profit from each

drilling program.

When you post the 1099 information (gross revenue, not net profit) {0
Schedule C the amount of income reported (see YTD REV — “A”) is to be
entered as income. Listed expenses (see YTD DED - "B”, YTD 71EXP —
“C” and YTD73EXP - “D”) are to be entered as expenses.



B&R Energy Well Cost Summary Report

If you invested in a B&R drilling program in 2006 the Well Summary
Report is enclosed. This report details the sum of the IDC's,
syndication, legal and printing and amount of your investment. You
may elect to deduct (or capitalize and amortize) the IDC's drillings
costs on the same Schedule C for oil and gas exploration and
production that you use to report program production revenues from
prior programs. The balance of the investment is usually capitalized
and amortized over a 5 year period, with the annual deduction shown
on the Schedule C. (Enclosed example assumes the election to deduct the
IDC).

Schedule C — Profit or Loss From Business

The income and expenses from your B&R investments are to be filed
on a Schedule C attachment to your Form 1040 or other applicable
tax form. On Schedule C, report you are engaged in oil and gas

exploration. (Note: independent oil producers are statutorily exempt from the
alternative minimum tax provisions applicable to intangible drilling costs and
percentage depletion.)

From the IRS Guidelines for Schedule C

You may also be eligible for a depletion deduction based on the gross
revenues from the wells, which would be inserted in line 12 of part li
of the Schedule C. The depletion deduction is subject to some
restrictions, so you should review your eligibility with your tax advisor
or preparer. Independent producers of oil and gas are eligible for a
depletion deduction of 15% of oil and gas revenue, limited to
production of 1,000 barrels of oil or 6 million cubic feet of natural gas
per day. It is computed on the gross income, not the net. The
deduction is further limited to the lesser of 65% of the taxable income
before the depletion allowance or 100% of the taxable income from
the property before the depletion allowance. Any portion of the
depletion allowance disallowed by the 85% limitation may be carried
forward.

Form 1040 — Individual Tax Return Example
Refer to line 12 — Business income or (loss) for details on how this
entry on the tax Form 1040 is determined.



We acknowledge each person’s tax situation is unique and the
information in this letter is written using general guidelines—it should
not be construed as tax or legal advice. Each investor is encouraged
to consult their personal tax advisor.

Please review the enclosed documents and sample tax forms if you
have questions feel free to give call John, Bill or Brandy Barnes or
Barb Ivey our Director of Communications—972 934-3800 or 800
749-8795.

Regards,

John R. Barnes
Chairman and CEO
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This is important tax information for taw year 2006 -
being furnished to the I.R.S5,
1055 Form,

HaMEB TYPE YTD REV
Truse #1-H Work 80,24%.52
Hall "WB"” #1-H Work 11,793.18
Stooker #1-H Work 10,44%.66

Timberwolf {(Austin Ch Work 61,413.24
Timberwolf {Woodbine) Work 163,927.52
Watson WH -~ T Pines - Work 34,192,458

OWNER 1098 TOTAL *¥+ 368,018, 57

B,

£330

8
Ballas,
(97

TRE T

CWNER L

0

SR Energy PAGE 1

LBJ Freeway

uite 137

TH  T5240-6467

231 934~3800

Dy T5-2924635

D99 REPORT RECIPIENT ID: 311-11-1311

171772807
' YTD REV = Revenue ®
* YT DED = Cost of fGoods Seld ®
! ¥TD 7IE¥P = Cost of Prod Rev - PO :
P¥TD FIEER = Gas Lift 2
39N Y3EXP = Menthiy Overhead Charge >
A YTD = LEASE CPERATING EXP >

TOXYTD LEASKEOLD COST =

YT ODED OYTD VIEXP YT TZEXP  YTD T3EXP YTD F4EXP YYD 7S5EXP  HEYT PROFLYT

3,085.45 8.00 120.0G

G.Do g4.00 Th, YR
2,053.585 4,00 60.00 Q.00 .03 9,135
1.232.51 2.00 T5.00 4.0 4.09 8,441
2,201.08 0.00 183.50 0.00 .00 54,789 . %
Z,210.64 0,00 183.50 .00 0.a¢ 157,723,
1,473.98 0,00 234.80 $.C0 0,00 30,9046.5

INFORMATYON RESORTED T0 I.®.8. A

BOX 2 Royalties

BOX 4 Federal Incoms Tax Withheld
HOX 7 Wonemplovee compensabion
BOX 16 State Tax Withhald

The Federal Inceme Tax
If you are reguired to File a return, a negl:

.25 12,227.21 .00 B76.80 6.00 0.00 332,783 .31
0,09
a.00
368,018.57
0.00

iz taxable and the I.R.S5. determines that it has not bge

*init's with a plus
Btate of Mexipo fur

thin 30 deys at the above address.

099-118C Form should be reperted to tha

b Counties. A separate 1089-MIBC Forwm should be reported to the



SCHEDULE C Profit or Loss From Business

OMB Mo, 1545-0074

(Form 1040) (Sole Proprietorship) @@0 6

Depariment of the Treasury

» Partnerships, joint ventures, etc., must file Form 1065 or 1065-B.
Attachment

Internal Hevenue Service  (99) | # Attach to Form 1040, 1040NR, or 1041, » See Instructions for Scheduie G {Form 1040}.] Sequence No. 09

Name of proprietor Social security number (SSN)
Test Example 1M1 1 11 11114
A Principal business or profession, including product or service (see page C-2 of the instructions) B Enter code from pages C-8, 9, & 10,
independent Cil and Gas Producer » | b
o] Business name. If no separate business name, leave biank. D Employer ID number {EIN), if any

E Business address (including suite or raom no.) B 24 e e
City, town or post office, state, and ZIP code USA
F  Accounting methed: (1 [} cash 2 [ Accrual 3) [ Other (specify) P oo
G Did you “materially participate” in the operation of this business during 20067 If “No,” see page C-3 for limit an losses T1ves [INo
If you started or acquired this business during 2008, check here . . . . . . . .o e e e e e e > ]
M income ‘ -
1 Gross receipts or sales. Caution. If this income was reported to you on Form W-2 and the “Statutory
employee” box on that form was checked, see page C-3 and check here D A A —
2 Returns and allowances 2
3 suptractline 2fromine 1 . . . . e R _
4 Cost of goods sold {from line 42 on page 2} 4
5  Gross profit. Subtract line 4 from line 3. 5
8 Other income, including federal and state gasoline of fuel tax credit or refumd (see pag&C 3). &
7 Gross income. Add lines 5 and 6 7
Expenses. Enter expenses for bushoss use of your Fome only on Tige 3
Advertising . . . . . .| 8 _
9 Car and truck expenses (see
page C-4). i
10 Commissions and fees sffiery, and equipment . | 202
11 Contract labor (see ness property. . .  20b —
12 Depletion —_
13 Depreciation and 22 Supplies (not included in Part 1Il)
expense  dedi 23 Taxes and licenses
included in P 24 Travet, meals, and entertainment:
page C-4} 13 _ aTaver . . . . . . . . |24a
14 Employee benefit™programs b Deductible meals and
{other than on line 19). | entertainment (see page C-6) | 24b
15 Insurance (other than health) 25 Utilites . . . 126
16 Interest: 26 Wages (less employment credlts) . |26
Mortgage (paid to banks, etc) . | 168 | 27 Other expenses (from line 48 on (B+C+D+E+X)
Other . . . . .16 page 2) .
17 Legal and professsonal
services . . . . . . .17
28 Total expenses before expenses for business use of home. Add lines 8 through 27 in columns . 28 Depletion
A~ (B+C+D+EHX)
29  Tentatlve profit (loss). Subtract line 28 from line 7 29 -Depletion
30 Expenses for business use of your home. Attach Form 8829 .. 30
31 Net profit or {loss). Subtract line 30 from line 29. A- {B+C+D+E+X)
s If a profit, enter on both Form 1040, line 12, and Schedule SE, fine 2, or on Form 1040NR, - Depletiocn
line 13 (statutory employees, see page C-8). Estates and trusts, enter on Form 1041, line 3. 31
& If a loss, you must go to line 32
32  If you have a loss, check the box that describes your investment in this activity (see page C-B).
& If you chacked 32a, enter the loss on both Form 1040, line 12, and Schedule SE, line 2, or on 32a All investment is at risk.
Form 1040NR, line 13 {statutory employees, see page C-6). Estates and trusts, enter on Form 1041, 32b [ ] Some investment is not
line 3. at risk.
& if you checked 32b, you must attach Form 6198. Your loss may be limited.
For Paperwork Reduction Act Notice, see page C-8 of the instructions. Cat. No. 11334P Schedule C (Form 1040) 2006

*Dapletion - see attached letter for details on depletion allowance.



Schedule G (Form 1040) 2008

Page 2

XMl Cost of Goods Sold (see page C-7)

32 Method{s) used to _ i
value closing inventory: a [} Cost b {1 Lower of cost or market c L] Other (attach explanation}

34 Was there any change in determining quantities, costs, or valuations between opening and closing inventory?

If “Yes,” attach explanation . . . . . . . . . . ... . LI Yes O} No
35 Inventory at beginning of year. If different from last year's closing inventary, attach explanation . | 35
36 Purchases less cost of items withdrawn for personal use 36
37 Cost of labor. Da not Include any amounts paid to yourself |, . 37
38 Materials and supplies | 38
38  Other costs 39
40  Add fines 35 through 39 40
41  Inventory at end of year 4
42  Cost of goods sold. Subtract fine 41 from ling 40. Enter the result here and on page 1, line 4 42

Part IV Information on Your Vehicle. Complete this part only if you are clalmmg car or truck expenses on

line @ and are not required to file Form 4562 for this busines
C-4 to find out if you must file Form 4562.

fsiructions for line 13 on page

43  When did you place your vehicle in service for business purp e 1y, ) S
44  Of the tota! number of miles you drove your

a Business ...
45 Do you {or you

46  Was your vehicle “Far personal use during off-duty hours?

47a Do you have evidence to support your deduction? L1 Yes ] Neo
b if “Yes,” is the evidence written? . [ Yes U] No

Other Expenses. List below busmess expenses ot |ncluded on lines 8—26 or 1lne 30.

B-Taxes and Compression B

C-Operating Costs e c

D-Overhead Costs e 2

E - Intangble Drilling Costs (only If electing fo expense instead of capitalizing) E

X - Amortiziation of Acquistion Cost (F&G) (to be determined by your tax preparer) - X

48 Total other expenses. Enter here and onpage 1, fhe 27 . . . . . . . . . . - . - 48 B+C+D+E+X

Schedule C {Form 1040) 2006



£ 1 040 Departrment of the Treasury—Internal Revenue Service 2@0 6
£ u.s. Individual Income Tax Return ? l 59} RS Lise Only—Do not write or staple in this space
For the year Jan. 1-Dec. 31, 2008, or ather tax year beginning , 20086, anding , 40 N OMB No. 1545-0074
Label Your first name and initiat Last name ' ¥Your social security number
{Gee L | Test Sample o1t 1 1111
instructions A - o — I — " - —
B if a joint return, spouse’s first name and initial Last name ' Spouse's social security number

on page 16.) E !
Use the IRS Ll ] | | o
Ig‘glee}f:wis W Home adcress (number and street). If you have a P.G. box, see page 16. Apt. no. : A You must enter A

e . i

- ! our $S8N(s) above.
please print E 1234 Main Street ; Y
or type. E City, town or post office, state, and ZIP code. If you have a foreign address, see page 16. Checking a box below wil not
Presidential  \_ USA change your tax or refund,

Election Campaign P Check here if you, or your spouse if filing jointly, want $3 to go to this fund (see page 16}

[:] You ] Spouse

. 1 D Single 4 H Head of housshold {with gualifying person). (See page 17.) If
Filing Status 2 [ mMarried filing jointly (even if only one had income) the qualifying person is a child but not your dependent, enter
Check only 3 ] Married filing separately. Enter spouse’s SSN above this child’s name here. &

one hox. and full name here.

5[] Qualifying widow(er) with ;pendent chitd {see page 17)

. Ga I___| Yourself. If someone car claim you as a dependent, do not check box 6a
Exemptions b [ ] Spouse . )

Boxes checked
on 6a and &b [

No. of children

¢ Dependents: {2) Cependent's

. . - . . - I . . .
{3) Depentent's | @V i qualiying @ ¢ who:

) 0 ‘ relationship to child for child tax » lived with you
(1) First name Last name sotial seaurity number you credt (see page 19) @ didd not live with
L e
if more than four ' i ] {see page 200 ..
dependents, see [ : D Dependents on &c
page 19. : ! = — not entered above...._
- - ; - ——  Add numbers on
d Total number of exemptions claimed . lines above »
T
| 7  Wages, salaries, tips, etc. Attach Formis) W-2 7
ncome 8a Taxable interest. Attach Schedule B if reguireds _
Attach Form(s) b Tax-exempt interest. Do not inclu
W-2 here. Also 9a Ordmary dividends. Aﬂacn Sehedu
attach Forms
W-2G and
1099-R if tax

was withheld.

> Grifloss h Schedu e Cor C EZ
; oss). Attach Schedule D if required. If not requlred check here P [:l

If you did not s 0; {losses). Attach Form 4787 L e e e e

gee; ?}:;;2‘23 i5a UBA distibutions . . 152 ; | b Taxable amount (see page 25)
) 16a Pensions and annuities bea i b Taxable amount {see page 26}

Enclose, but do 17  Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule £

not attach, any 18  Fann income or (ioss). Attach Scheduie F

payment. Also,

please use 19 Unemployment compensation

Form 1040-V. 20a Social security benefits . L 20a E [ J b Taxable amount {see page 27)

21 Other income. List type and amount (see page 29) .. ... ...l iiiiiias
29 Add the amounts in the far right column for lines 7 through 21. This is your total income »

B (B+CHD+E+X) -Depletion

14
15h
16b

17

18

19
20b

. 23  Archer MSA deduction. Attach Form 8853 , | 23
Adjusted ,, ..o . -
in business expenses of reservists, performing artists, and

Gross fee-basis government officials. Attach Form 2106 or 2106-E2 24

Income 95  Health savings account deduction, Attach Form 8889, . 1 25 i
26  Moving expenses. Attach Form 3903 . | 26
27  One-half of self-employrment tax. Attach Scheduﬁe SE. . |27
28  Self-employed SEP, SIMPLE, and qualified plans . .28
20  Sslf-employed health insurance deduction (see page 29) | 29
30 Penalty on early withdrawal of savings . R .
31a Alimony paid b Recipient’s SSN P | : | 312
32 IRA deduction (see page 31) . Lo 32
43  Student loan interest deduction {see page 33} . . . . 33
34  Jury duty pay you gave to your employer R .
35  Domestic production activities deduction. Attach Form 8903 35

36 Add lines 23 through 31a and 32 through 35 P
a7  Subtract line 36 from line 22. This Is your adjusted gross income . . . . . W

37

For Disclosure, Privacy Act, and Paperwork Reduction Acl Notice, see page 80. Cat. No. 11320B

Form 1040 (zo08)



Form 1040 (2008}

Page 2

Tax 38  Amocunt from line 37 (adjusted gross income) e e e e -
and 39a Check | [J You were born before danuary 2, 1942, [ Blind. | Total boxes
C!‘edltS it: { ] Spouse was born before January 2, 1942, O Blind.} checked ™ 3%a
" Standard b If your spouse itemizas on & separate return of you were a dual-status alien, see page 34 and chack here »39b
%‘?ﬂwt'm 40 Itemized deductions (from Schedufe A) or your standard deduction (see left margin) .
41 Subtract ling 40 from line 38 .o Lo S
® Pgople who i , ) i X . ‘
checked any | 42  Ifline 38 is over $112,875, or you provided housing to & person displaced by Hurricane Katrina,
5’8; g;‘;g‘g or see page 36, Otherwise, multiply $3,300 by the total number of exemptions claimed on line 6d
who can be | 43 Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0-
S‘Sér‘;ﬁgei? @ |44  Tax (see page 36). Check If any tax is from: a [] Formi(s) 8814 b [] Form 4972 _
see page 34, |45  Alternative minimum fax {see page 38). Attach Form 6251 . A
¢ All others: | 46 Add lines 44 and 45 . .o . > -
Single or 47  Foreign tax credit. Attach Form 1116 if requsred 47
gﬂe%rgi;cgef&i‘ng 48  Credit for child and depandent care expenses. Attach Form 2441 48
$5,150 49  Credit for the elderly or the disabled. Attach Schedule R | 49
Married filing | 50  Education credits. Attach Form 8863 50
EL“;}?;V?AQ 51t Retirement savings contrlbutions credit. Aftach Form 8880 5
widowd(er), 52  Residential energy credits, Attach Form 5695 52
$10:300 53  Child tax credit (see page 42). Attach Form 8901 if requnred 53
Esggeg;d, 54 Credis from: a L Form 8396 b [ ] Form 8839 ¢ [ ] Form 8859 54
$7.550 55  Other craditss a ) Form 3800 b [ Form 8801 ¢ [] Form., 55
) 86  Add lines 47 through 55. These are your total credits
57  Subtract line 56 from line 46. If line 56 is more than line 48, emer 0
Other 58  Self-employment tax. Attach Schedule St S
Taxes 59  Social security and Medicare tax on tip income not reported to
60  Additional tax on IRAs, other gualified retirement pl —
61
62
63
Payments 64
65
If you have & _66a gd-income credit @] G 662
gﬁ?gfy;%% ch b Noptaxable combat ;Ez, election P L66b I . ]
Schedule EiC. | 67  EX| i turity and tier 1 RRTA tax withheld {see page 60)
- 68  Adéitional child tax credit. Attach Form 8812 . | 68 .
69  Amount paid with request for extension to file (see page 60) 69
70  Payments frem: a Clrom243a b [} Form 4136 ¢ [ Formasgs . .79
71 Credit for federal telaphone excise tax paid, Attach Form 8913 frequired {71
72  Add lines 64, 65, 66a, and 67 through 71. These are your total payments N )
Refund 73 Iffine 72 is more than line 63, subtract ling 63 from line 72. This is the amount you overpaid
Diroct deposit?  74a  Amount of fine 73 you want refunded to you. If Form 8888 is attached, check here b L] 74a
Sr?g FH??: %Jb » b Routing number I— [ \ﬁ_ | | 1 ] i P> o Type: T Ghecking ] Savings
e i > a accountrumeer [ | | [ [ [ | | | | [ 1] [ [ 1]
or Form B888. 75 Amount of line 73 you want applied to your 2007 estimated tax_» | 75 | |
Amount 76  Amount you owe. Subtract line 72 from line 83. For details on how to pay, see page 62 »
You Qwe 77 FEstimated tax penalty (see page 62) . | 77 | |
Third Party Da you want to allow another person to discuss this return with the IRS (see page 637 [| Yes. Complete the following. ("I No
Designee  besoneey e Pesons detteston | [ [ ] T ]
Slgn gnide;r penaities of perjury, | declare that | have examined this return and accompanying schedules and statements, and 1o the best of my knowledge and
ellef, they are true, correct, and complete. Declaration of preparer (cther than taxpayer) is based on all information of which preparer has any knowledge.
.IJ-OIi?trrSturn? Your signature Date Your oceupation Daytime phone number
See page 17. ( }
Eﬁeﬁoﬁrcopy Spouse's signature. I a joint return, both must sign. | Date Spouse's oocupation
records.
Paid ;re”za:gi:s } bate Chock i Preparer's SSN or PTIN
Preparer’s -9 self-employed |:| :
Use 0n|y Sgw;sipggﬁég:p\oyed),’ £ : -
address, and ZIP code Phone no. { )

Form 1040 {2006)



