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O X Y OXYUSAINC. 
^ • • ^ Box 50E50, Midland, TX 79710 

T. K M W«Jkj, CFL n w ( n j ) O M H i 
Se*» 1 ll ll ill llll FAX: (1*15) OS-tVO 

March 27,1997 

Threshold Development Company 
Broad Street Financial Company 
Leland Hodges and 
Herbert F. Botes 
c/o Threshold Development Company 
Fort Worth Chib Tower 
Penthouse IL Suite D 
777 Taylor Street 
Fort Worth, Texas 76102 

Re: Sections 8 as to <U rights below three thousand (3000) feet subsurface arid Section 9 as to aU rights 
below five thousand (5000) feet subsurface, Township 19 South, Range 29 East, N.M.P.M., Eddy 
County, New Mexico (hereinafter the "Subject Lands") 

This letter shall serve to confirm the terms and provisions of the Agreement between OXY USA Inc., 
hereinafter "OXY" and Threshold Development Company, Broad Street Financial Company, Leland A. 
Hodges, and Herbert F. Botes (hereinafter referred to roltectrveiy as "Farmors") regarding tbe acquisition by 
OXY of a portion of Farmors' interest in those certain Oil, Gas and Mineral Leases more particularly 
described in Exhibit "A" attached hereto and incorporated herein for all purposes (hereinafter the "Subject 
Leases") as to the depths specified herein and in Exhibit "A" (hereinafter the "Subject Depths"). 

For, and in consideration of the mutual covenants and Agreements of the parties hereto, OXY and 
Farmors do hereby covenant and agree as follows: 

1. OXY shall commence, or cause to be commenced actual drilling operations forme first test 
well at a location of OXY's choice on the Subject Lands on or before the later of Jury 1,1997, or 
sixty (60) days after execution of this Agreement by all of the Farmers, and thereafter drill such well 
in a continuous, good and workmanlike manner, with no cessation of operations for more than thirty 
(30) consecutive days, to a depth sufficient in OXY's opinion to test the Morrow formation, but in 
no event less than 11,000 feet betow the surface of the Subject Lands (hereinafter the "Objective 
Depth"), and thereafter either plug and abandon such well if it is a dry hole, or complete and equip 
such well through the tanks if completed as an oil weU, or through the Christmas tree if completed 
as a gas well, all at OXY's sole risk, cost and expense. 

2. OXY shall commence or cause to be commenced actual drilling operations fcr the second 
well at a location of OXY's choice on the other section of the Subject Lands within sixty (60) days 
of the release of the drilling rig from the location for the first test well, said second test weU shall be 
drilled and completed on the same terms and to the same depth as required for the first test well as 
provided herein. 

An Occidental 011 and Gas company 

EXHIBIT A 
BEFORE THE OIL CONSERVATION COMMISSION 

Santa Fe, New Mex ico 

Case No. 1 3877 . . . .Exh ib i t No. 1 

Submi t t ed by: 

Hear ing Date: May 10 . 2 0 0 7 
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3. Should OXY fail to timely commence actual drilling operations for the first test well as 
provided herein for any reason, OXY shall pay Farmors the sum of fifty thousand dollars 
($50,000.00) as liquidated damages, and not as a penalty, in full settlement for OXY's failure to 
perform hereunder whereupon OXY's rights hereunder shall immediately terminate. After drilling 
the first test well as required hereunder, should OXY fail, for any reason, to commence actual drilling 
operations for the drilling of the second test well in a timely manner OXY shall pay to Farmors the 
sum of twenty five thousand dollars ($25,000.00) as liquidated damages, and not as a penalty, in full 
settlement for OXY's failure to perform hereunder whereupon OXY's rights hereunder with respect 
to any portion of the Subject Lands other than that portion of the same earned by the drilling and 
canmletkw of the first test well, shall terminate. 

4. Should either first test well or second test well be lost or should conditions therein be 
encountered which make the continuation of drilling operations therein impractical for any reason, 
said well shall be deemed to be a lost well and OXY may continue its rights under this Agreement 
by commencing actual drilling operations for a substitute well therefor within sixty (60) days of tbe 
date the drilling rig was released from the location for the lost welL Any substitute well timely 
drilled to the Objective Depth and completed as specified herein for either the first test weU or thie 
second test well shall be deemed for all purposes to be such test well 

5. Separately as to first test well and the second test well, upon reaching the Objective Depth 
therein and the same being completed and equipped as a well capable of producing oil and/or gas in 
commercial quantities, OXY shall earn all of Farmors' right, thie and interest in and to the Subject 
Leases, insofar and only insofar as they cover the lands lying within the irmrimmn spacing unit for 
production established by the New Mexico Oil Conservation Division (hereinafter "NMOCD") for 
the said well or 320 acres, whichever is smaller (hereinafter the "Earned Unit) but only as to the 
Subject Depths 100 feet below the total depth drilled in said well (rwmafter the "Earned Deptns*̂  
subject to a right of Farmors to receive a forty-six and one-half percent (46.5%) working interest in 
said well and Earned Unit upon the occurrence of "payout" as hereinafter defined; provided, 
however, that, with respect to all zones, horizons, depots and formations within the Subject Depths 
and above the base of the Bone Springs Formation in the Earned Unit, OXY shall only earn fifty 
percent (50%) of Farmors' interest in such zones, horizons, depths and formations within the Subject 
Depths and above the base of the Bone Springs formarioo. Within ten (10) business days after receipt 
of a notice from OXY advising that tbe subject well has been completed and equipped as required 
herein, Farmors shail deliver to OXY an assignment in the form attached hereto as Exhibit "B" 
covering the Earned Unit for such well as to the Earned Depths. 

6. With regard to those portions of the Subject Lands cot within an Earned Unit for either the 
first test well or the second test welL OXY shall have the option to continue drilling wells on the 
Subject Leases until the said lands shall be fully developed with one well on each minimum spacing 
unit for production as such units shall be prescribed by the NMOCD, provided, that no more than one 
hundred eighty (ISO) days shall elapse between the drilling rig release date for one well and the 
commencement of actual drilling operations for the drilling of the next succeeding well The failure 
to commence operations for the drilling of a well on or before the one hundred eightieth (180th) day 
from the drilling rig release date for the preceding well shall terminate OXY's right to driU more 
wells on the then unearned portions of the Subject Lands. With regard to any such well drilled to or 
completed in the Bone Springs formation or any shallower fonnation covered by this Agreement, the 
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Farmors shall have the right and option to participate in the drilhng of such well to the extent of tfaeir 
respective pro-rata portion of an undivided fifty percent (50%) working interest under the terms and 
conditions of an Operating Agreement in the form of that attached hereto as Exhibit "C. Any well 
proposed and completed in a horizon lying below the base of the Bone Springs fonnation shall be 
drilled under the same provisions as provided herein for the first test wefl. Any well drilled pursuant 
to this paragraph shall be hereinafter referred to as an "Option WeU". 

7. Upon reaching total depth in any Option Well OXY shall earn either 1) fifty percent (50%) 
of all of Farmors' right, title, and interest, in and to the Subject Leases, insofar and only insofar as 
the same cover the lands contained within the mmimimi spacing unit for production attributed to such 
Option Well as may be prescribed by the NMOCD for those wells completed in any zone, horizon 
or formation within the Subject Depths but above the base of the Bone Springs formation, the 
Farmors having elected to participate in the cirilling of such Option Well or elected non-consent status 
under Article IV. B. of the Operating Agreement; or 2) one hundred percent (100%) of Farmors' 
right, title and interest, in and to the Subject Leases insofar and only insofar as the same cover lands 
contained within said minimum spacing unit for production atmlwted to such Option Well ts may 
be prescribed by the NMOCD subject to Fanner's right to receive a forty-six and one half percent 
(46.5%) working interest at "payout" (as hereinafter defined) for those wells completed below the 
base of the Bone Springs formation. In either case, OXY shall only earn an assignment of the 
Subject Leases as to the roirurrrurn spacmg unh and only as to the Subject Depths 100 feet below the 
total depth drilled in any such well and the assignment from Farmers to OXY shall be in substantially 
the form as attached hereto revised only to reflect the delivery and retention of the correct interests 
for the well which earned such assignment. 

8. Should any Option Well drilled hereunder be lost for any reason or should condrrions be 
encountered in such well which make continued drilling Cfperations impractical prior to reaching total 
depth therein said well shall be deemed to be a lost well and the date the drilling rig shall have been 
released from the location for such lost well shall be fixed as the completion date for said weU for 
the purposes of commencing the next one hundred eighty (180) day continuous development period 
and OXY's rights under this Agreement shall continue as though said well had been duly completed, 
save and except no assignment shall have been earned due to the drilling of said lost well. Unless 
OXY's rights under this Agreement shall be preserved by some other provision hereof, failure to 
commence operations fcr the drilhng of a well on or before the one hundred eightieth (180th) day 
from the drilling rig release date for the preceding well shall terminate OXY's right to drill more 
wells on the Subject Lands and earn additional portions of the same pursuant hereto. 

9. With regard to any well to be drilled co the Subject Lands below the base of the Bone 
Springs formation whether such wefl is an Optkm WeU « a weU proposed to be driUed 
Unit, all such wells shall be drilled at the sole risk, cost snd expense of OXY and Farmers shall be 
entitled to receive an undivided forty-six and one half percent (46.5%) working interest in such well 
upon the occurrence of payout (as hereinafter defined), it being the expressed intention hereof that, 
any and all wells drilled on the Subject Lands below the base of the Bone Springs fonmrtion shall 
be subject to the Farmer's right to back-in for a full forty-six and one half percent (46.5%) working 
interest upon the occurrence of payout (as hereinafter defined.). 

10. If the Subject Leases cover less than the full oil and gas leasehold estate in and to the Subject 
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Lands or if Farmors' interest in such leasefs) and lands is less than the full oil and gas leasehold 
estate (exduding and disregarding any royalty, overriding royalty, production payment or other 
burden to which such leasehold estate is subject), then with respect to any well in winch Farmers may 
have a right to back-in for a working interest, that working interest shall be in the proportion that the 
oil and gas leasehold estate in such leasers) covering the lands described herein bears to the fuD oil 
and gas leasehold estate in said lands. 

11. Any interest reserved to or to be received by, or any monies to be paid to Farmors herein, 
shall be shared between the Farmors as follows: fifty percent (50%) to Threshold Development 
Company, thirty seven and one half percent (37.5%) to Broad Street Financial Company, eleven and 
seven eighths percent (11.875%) to Leland A. Hodges; and five eighths of one percent (0.625%) to 
Herbert F. Boles. 

12. Operations on the Subject Lands shall be governed by and the parties hereto shaO execute 
the Operating Agreement which is attached hereto as Exhibit " C , including those exhibits to that 
Agreement as are included tnerewrth. 

13. The term "Payout'' as used herein shall mean that point in time when the value of proceeds 
from the sale of OXY's gross working interest share in the production obtained by and through the 
wellbore of the initial test well, second test well or any other well to which the occurrence of 
"payout" may be relevant, after the payment of OXY's share of production and severance or similar 
taxes, royalties and overriding royalties, if any, (but specifically excluding any cwerriding royalties 
or other burdens created after the date of this Agreement) equals the lesser of (i) Nine Hundred 
Thousand Dollars ($900,000.00) [hereinafter the "Maximum Amount"] or (ii) tbe actual, reasonable 
and necessary expenses paid by OXY (and winch are permitted by the Accounting Procedures 
attached to the Operating Agreement) in connection with the drilling, testing, completing, equipping, 
and operating of the initial test well, second test welL or any other well to which the occurrence of 
payout may be relevant Separate payout accounts shall be established and maintained for the first 
test well, the second test well and any other well to winch the occurrence of payout is relevant 

Within thirty (30) days after completion of the initial test well, the second test weU, and any 
other well to which the occurrence of payout msy be relevant, OXY shall furnish Fanners with a 
detailed statement of the cost incurred in the orilling, completing and ecjuipping of each such welL 
Trjereafter, until the occurence of payout, OXY shall provide Farmors with mccthry statements 
indicating the status of payout for each such welL 

Separately, upon the cccurrence of payout of the initial test well, the second test well, or any 
other well to winch the occurrence of payout may be relevant, an undivided forty-six and one half 
percent (46.5%) interest in the Subject Leases as to the Earned Unit and Earned Depth for the well 
on which payout has occurred shail autontaticaDy revert to Farmors, together with a like interest in 
all of the materials, pipelines, plants and aU equipment used in connection with reducing such well 
ot pertaining thereto, and the production therefrom, free of any liens, claims, encumbrances or other 
burdens placed thereon by OXY. Such reversion shall be effective as of 7:00 ajn. on the day 
following the date payout occurs. OXY shall execute, acknowledge and deliver to Farmors such 
assignments, division orders, transfer orders, documents of conveyance or other documents necessary 
to evidence the occurrence of payout and the reversion of the interests in the Subject Leases resulting 
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therefrom; provided that the Assignment by OXY to Farmors shall be in substantially the form of uie 
Assignment attached hereto as Exhibit "B". Should any well drilled pursuant to this Agreement in 
which Farmers retain and are entitled to a reversionary interest be lost for any reason prior to the 
occurrence of payout for that well OXY may drill a replacement well therefor. Tbe then outstanding 
balance of the payout account for such lost well shall be added to the costs of drilling, testing, 
completing, equipping and operating said replacement well fcr the purpose of deterrmning the 
occurrence of payout for such well 

14. Upon the cessation of prcxiuction from the Subject Depths from an Earned Unit all of OXY's 
rights, titles and interests in and to the Subject Leases, insofar as they cover such Earned Unit shall 
terminate and OXY shall reassign its interest in the Subject Leases to Farmors free and dear of any 
liens, ercumbrances or burdens which arise after the date of this Agreement; provided, however, 
OXY's rights shall nevertheless remain in full force and effect if OXY commences further operations 
for reworking an existing well or for drilling an additional weil or for otherwise obtaining or restoring 
production on tbe subject Earned Unit or within 90 days after completion of operations on such dry 
hole or within 90 days after such cessation of all production and OXY's rights hereunder shail 
continue and no reassignment shall be due to Farmers so long as any one or more of such operations 
are prosecuted with no cessation of more than 90 censecrjtive days and, if any such operations result 
in the production of oil or gas or other substances covered hereby, so long thereafter as there is 
rjroduction in paying quantities from the Earned Unit 

No termination of OXY's rights in and to the Subject Leases as to such Earned Unit pursuant to this 
provision shall relieve OXY of its obligation to properly phig and abandon all such wells from winch 
production has ceased in accordance with NMOCD regulations. 

15. OXY shall indemnify and save and bold Farmers, and each of them (and their respective 
agents, officers, directors and shareholders), harmless, from and against any and all claims, demands, 
liabilities, debts, actions or causes of action (inemdrng attorney s fees and related expenses inclined 
in connection with the defense or investigation of any of such claims, demands, liabilities, debts, 
actions or causes of action) relating to or arising in connection with operations by OXY on the 
Subject Lands. 

16. OXY agrees to give Farmors and their designated representatives access at all times to the 
well site, including the derrick floor, for the purpose of observation. In addition to the common 
mudlogging and open hole logging programs typically run by a prudent operator in an exploratory 
well in dns area, OXY agrees that in regard to the interval to be covered by surface casing 
(hereinafter the "Surface Hole") and in order to assist Farmors in erahiating same, OXY shall, at its 
sole expense, conduct prudent drilhng operations with ample drilling fluids so mat representative 
formation samples and open hole logs are obtained, and OXY shall, maintain an on-site mudlogger 
to circulate and collect samples and report to Farmors all mudtog shows across all prospective pay 
zones including depths and horizons not within the Subject Depths and specifically inchiding, but 
not limited to, the Yates, Seven Rivers, Queen, Grayburg and San Andres fonnations and to run a 
normal suite of Schlumberger open hole logs across these zones of interest The mrnrmum 
requirements for the open hole logs shall be a Dual Induction, Compensated Neutron-Formation 
Density, GammaRay and Caliper. Any information requested by Farmors concerning any relevant 
operations to ail wells while tbe same are being drilled, completed or operated shall be promptly 
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furnished by OXY. OXY shall provide Farmors copies of aO dairy drilling and completion reports, 
open-hole and cased-hole logs, test results, plugging records, all NMOCD filings and other similar 
data and information. 

17. Any interest which OXY may earn pursuant to this Agreement shall be subject to all of the 
terms and provisions of the Subject Leases and any assignments thereof, and to any farmout 
agreements, or other agreements or contract rights to winch the Subject Leases or the interests of 
Farmors' therein may be subject and with regard to which such agreements are either "W^i-^ in 
the County Records for tbe Eddy County, New Mexico, or with regard to which Farmors' have give 
actual notice in writing to OXY. 

18. The parties hereto have entered into an Operating Agreement of the same date covering and 
effecting the Contract Area. The terms, conditions and provisions contained within this Letter 
Agreement are subject to the terms, conditions and revisions contained within the Operating 
Agreement Reference to the Operating Agreement is hereby msde fcr all purposes and the terms, 
conditions and provisions of the Operating Agreement are incorporated herein for all purposes. In 
the event of a conflict between the terms and provisions contained within this Letter Agreement, and 
the terms and provisions contained within the Operating Agreement, the terms and provisions of this 
Letter Agreement shall control. 

19. It is the intention of the parties that the laws of the State of New Mexico shall govern the 
validity of this Agreement and the construction of its terms and the interpretation of the rights and 
duties of the parties. 

20. This Agreement may not be altered or arnended except by an instrument in writing executed 
by all parties to this Agreement 

21. This Agreement shall be binding upon, and shall inure to tbe benefit of, the parties hereto 
and their respective heirs, successors and assigns. OXY shall not assign its rights herein prior to the 
drilling and completion of the second test well without the prior written consent of aU other parties; 
however, such consent wiH not be unreasonably withheld and no assignment by Farmers or any of 
them shall be effective to bind OXY until thirty (30) days after OXY shall have received written 
notice with respect thereto from Farmor(s). 

In the event any party fails to assign cr reassign to any other party as required by the terms 
of this Agreement, the party entitled to receive such assignmnnt or reassignment shall be entitled to 
the remedy of specific performance, in addition to and not in lieu of any other remedy, at law or at 
equity. 

22. The parties do not intend to create, nor shall this Agreement be construed as creating, any 
raining or other partnership or association, nor does this Agreement render the parties hereto liable 
as partners. Tbe liability of the parties hereto shall be several and not joint or collective. 

23. In the performing, closing and consummation of this Agreement, time is of the essence. 

24. This Agreement together with the Exhibits annexed hereto contain the entire agreement of 
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the parties hereto with respect to the subject matter hereof and supersede all negotiations, prior 
discussions, prior agreements and understaridings relating to such subject matter. 

If the above and foregoing correctly sets forth your understanding of our agreement regarding the 
subject matter hereof, please execute two (2) copies of this Agreement in the space provided below and return 
tbe same to tbe attention of Mr. T. Kent Wooiley. This Agreement may be executed in any number of 
counterparts, no one of which need bear the signatures of all of the parties, but any one of which will 
constitute an original hereof for all purposes. Timely execution and retum of mis letter by all the Fanners 
is a condition precedent to any obligation on the part of OXY under this Agreement Should any of the 
Farmors fail to execute and return a copy of this* letter to OXY within thirty (30) days of the receipt hereof 
this proposal shall terminate and this Agreement shaU be deemed to have been rejected and to be null and 
void for ail purposes. 

Upon receipt of fully executed copies of this Agreement OXY will complete its examination of 
Farmors' title in and to the Subject Leases and advise as to any objections it may have as well as commence 
preparations to undertake performance, assuming OXY can clear and approve title. 

Very truly yours, 

OXYUSAInc 

T. Knit Wooiley 
SCOIOT Lflnciinfln 

AGREED to and ACCEPTED this 
day of , 1997. 

THRESHOLD DEVELOPMENT COMPANY 

By: 
Its: 

AGREED to and ACCEPTED this 
day of , 1997. 

BROAD STREET FINANCIAL COMPANY 

By 
Its: 
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AGREED to and ACCEPTED this 
day of , 1997. 

Leland A. Hodges 

AGREED to and ACCEPTED this 
day of , 1997. 

Margery Ann Hodges 

AGREED to and ACCEPTED this 
dav of 1997. 

Herbert F. Boles 

AGREED to and ACCEPTED this 
day of , 1997. 

Norma J. Boles 
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the parties hereto with respect to the subject matter hereof and supersede all negotiations, prior 
discussions, prior agreements and understandings relating to such subject matter. 

If the above and foregoing correctly sets forth your understaoling of our agreement regarding the 
subject matter hereof, please execute two (2) copies of this Agreement in the space provided below and retum 
the same to the attention of Mr. T. Kent Wooiley. This Agreement may be executed in any number of 
counterparts, no one of which need bear the signatures of all of the parties, but any one of which will 
constitute an original hereof for all purposes. Timely execution and retum of this, letter by all the Fanners 
is a condition precedent to any obhgation on tbe part of OXY under mis Agreement Should any of the 
Farmors tail to execute and retum a copy of this letter to OXY within thirty (30) days of the receipt hereof 
this proposal shall terminate and this Agreement shall be deemed to have been rejected and to be null and 
void for all purposes. 

Upon receipt of fully executed copies of this Agreement OXY will complete its examination of 
Farmors' title in and to the Subject Leases and advise as to any objections it may have as well as commence 
preparations to undertake rjerfprmancc, assuming OXY can clear and approve title. 

Very truly yours. 

OXY USA Inc. 

AGREED to and ACCEPTED this 
3. J day of ftip. a . 1997. 

THRESHOLD DEVELOPMENT COMPANY 

By: ^ ^ V < . „ 
its: *-*i.vwt 

AGREED to and ACCEPTED this 
day of , 1997. 

BROAD STREET FINANCIAL COMPANY 

By: 
Its: 
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die parties hereto with respect to tbe subject matter hereof and supersede all negotiations, prior 
discussions, pnor agreements and wiclerstandmgs relating to such subject matter. 

s n h i ^ m - i ! ^ *!* f Q r C 8 0 m g C O m c t i y x t o ^ y n * iinderstanding of our agreement regarding tbe 
subjea n!atter hereof, please execute two (2) copies of this Agreement in the space prov,ded bebw^frean* 
tbe same to the attention of Mr. T. Kern Wooiley. This Agreement ma/be exited in^rrumberTf 
counterparts, no one of which need bear the s.gnatures of all of^e parties, bTarry Zc7f wSwul 
^ Z % Z ? i ^ r ° { ^ * P U r p O M - ^ execution and retuToT'thi, leuer ".D t t a t a 
F a n ^ ^ 1 5 1 ^ ^ ° b h 8 a b ° n ™ ̂  P « of OXY under this Agreement Should any 
Farmors fail to execute and retum a copy of this letter to OXY within tinrty (30) days of the receipt hereof 

v S r o ^ p t p o ^ ^ 

F ^ " t i ^ i r ^ J l ? K " ! f e d ° f t h i s A 8 r c c m e l t t 0 X Y ™D complete its exornration of harrnors title in and to the Subject Leases and advtse as to any objections it may have as weU as wmmence preparatKxa to undertake r ^ o r i r ^ weu as commence 

Very truly yours, 

OXYUSAInc. 

T.Kent Wooiley 
Senior Ltuidnun 

AGREED to and ACCEPTED this 
dav of 1997. 

THRESHOLD DEVELOPMENT COMPANY 

By: 
Its: 

AGREED to and ACCEPTED this 
—1 dav of Afa^c 1997. 

BROAD STREET FINANCIAIfCOMPANY 

RsT f^^rr^;y(>, f^.JL^i. 
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AGREED to ancLACCHPTED 
-2—4mof /IL~Jy ig 

this 
1997. 

Margery 

AGREED to and ACCEPTED this 
day of 1997. 

Herbert F.Boies 

AGREED to and ACCEPTED this 
dav of 1997. 

Norma J. Boles 
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AGREED to and ACCEPTED this 
day of , 1997. 

Leland A. Hodges 

AGREED to and ACCEPTED this 
day of , 1997. 

Margery Arm Hodges 

AGREED to and ACCEPTED this 
Ink dav of a r : \ . 1997. 

Herbert F.Boies 

AGREED to and ACCEPTED this 
W dav of Aj^'l 1997. 

Norma J.Boies U 


