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OXY USA INC.
V

Bex 300, Tulsa, OK 74102

August 19, 199%4

Doyle Hartman

Attention Ms. Carol Farmer
P.0O. BoxX 10426

Midland, TX 79702

Re: Myers langlie Mattix Unit
7-3050700-56, Contract # 3730
Lea Co., NM
OXY USA Inc. - Operator

Dear Ms. Farmer:

This letter comes as a follow-up and confirmation of our phone call
earlier today. As we discussed, OXY is currently conducting
numerous capital improvement projects on the captioned unit. You
guestioned what cptions Doyle Hartman has regarding participation
n these projects. -

Under terms of the Unit Operating Agreement dated January 1, 1993,
working interest owners do not have a non~consent option for such
capital projects. Rather, the agreement provides the following:

1. Article 3.2.4 states that the operator must seek working
interest owner approval of any single expenditure in excess of
$15,000. OXY has done this through the AFE balloting process.

2. Article 4.3.2 defines "“approval' as an affirmative vote of
three or more owners having a combined interest of at least
65%. Each AFE project currently being billed by OXY has
received such approval. once approved, the financial
responsibility for such projects becomes the obligation of
each working interest owner, regardless of their vote.

3. Article 17 does provide that a working interest owner may
withdraw from the unit (and any future obligations) by
assigning its interest to the other working interest owners.
However, the assigning of interest does not relieve the awner
from any obligation incurred prior to the date of execution
and delivery of the assignment. '
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To Doyle Hartman
August 19, 1994
Page 2 ...

For your convenience, I have attached copies of the Agreement
Axrticles I have refaerenced. I trust this will address the
questions you have raised, but do not hesitate to contact me should

you have further questions.

Sinceraly
OYea AL

Jer Crew
Joint Interest Contracts

JC/mw
Attachments

Xc: Pat McGee, MID Land (w/attachment)
Jim Maury, MID Finance ®
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tection or for other purposes. o~
3.2.4 Expenditures. The making of any single expenditure

in excess of Fifteen Thousand Dollars (§15,000,00); provided that, approvel

by Working Inrerest Owners of the drilitng, ceworking, deepening, or

plugging back of any well s«hall fnclude apprcval of 8ll necessacy ax<

penditures crequired therefor, and for completing, teating, ¢pd equipping

the same, including necessary flow lines, separatsrs, and lesse cankage,

3.2.5 Diupcsition of Unit Equipmenr. The sdelling or athec-

wise dleposing of sny mejor item of surplus Unic equipment, Lf the cur-

l

rent list price of nevw equipment sim{ler thereto {s Three Thousand aT

Plve Hundred Dollers ($3,500.00) or nmore.

designating of a representative to appear before any court or regulatory

3.2.% Appearance Jefore 2 Court or Regulatory Agency. I'rhe
agency {(n matters pertaining to Uait Operations; provided that, :uclj
designaticon shall not prevent sny Working Jaterest Owmer st {t& own tx-
pense from sppearing i{n person or from designating snother rvepresentirive
{n {ts own tehsif.
3.2.7 Audits. The suditing of the sccounts cf Unit Ogerater
partaining to uatlt operetione hereunder; provided that, .t'nc audits chall:
(4) not be conducced note than once esch yesr

except upan che resf{gnation or removal of

R

Un{t Operator,
{b) be made st the expense of sll Working In- !
terest Owners other than the Working In-
teredt Owner designaced s Uait Operstor;

and

(c) be made upon not less than thiccy (30)
days’ written notice to Unair Operator.
3.2.8 Inventori{es. The taking cf pericdic {nventorips

under the terms of Exhibit E.

3.2.9 Technical Services. The suthoriring of charges to
the joint sccount for services by consultants or Untt Operator's tech-

nical persannel not covered by the overhead charges provided by Exhibi{t

E.
3.2.10 Assignrwents to Committees. The eppointment of com~ f.‘- T

aittees o study sny problems {n connection with Unit Operetions. ‘-"
J.2.11 Removal of Unft Opersator end the Selection of a

Succewruar. 'AUG
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3.2.12 Eanlargement of the Uait Acea.

3.2.13 Adjustment and Read fystment of Investmentes.
3.2.14 ZTerm{nation of the Unit Agreement.
ARTICLE &
MANNER OF EXERCISING SUPERVISION

4.1 Dpssignst{on of Represeuntatives, gach Working Interest
Owvnar shall in writing inform Unit Operator of the nzmes and sddresses

of the representative and slternate vl;a ave asuthorized to Tepresant
and bind such Working Interest Ownar with respect to Unit Operations.
The representative or altarnste may be changed from time to time by
vritten notice to Uait Operator.

.‘o.z Hestings. AlL mestings of the Working Interast Ouwners
shall bs called by Unit_ Operater upon its ovm motion ot at the thnug
of one or more Working Interest Owmers having a total Unit Farticipation
of not less than ten perceat (10%). ¥Fo meeting shell be called on less
than zcu::u.n (14) days' advance uritten uaticc'. with agends for tche
‘masting attached. Working Interest Ovners who attead ths mesting shall
not be preveaced ftpu n;ndf.n; {tems {ncluded in the sgenda or from

deciding ths madcd {tem or other um presented at the maeting. The

- e

repressntative of Unit Opezator shsll be chsirmin of esch masating.
4,3 Yoting Procedure. Vorking Interest Ownars. shall decide
all matters coming befove them &3 follows:

Ge3.1 Yoting Interest. Each Workirg Interést Owner shzll
have ¢ voting {nterest equal to {ts Unit Participation in effect at the
tims such vots is taken.

4.3.2 Yote Reguired. Except as may otherwise bs provided
herein or t{n the Unit Agreement, Working Intereat Owners shall sct ugon
snd determine all ﬁctm coning before them by the affirmative vote of
three (3) or more torking Interest Owmars having & coumbined Voting
Interest of st lfut -'txty-ﬂ.ve percent (65%), provided that, should
any one Warkisg Interest Owuer own more than thirty-five perceat (351) ~
VYoting Interest, its negative vote or failure .co vote shall not defest
& mation end suck mption shall pess Lf such motion s epproved by a
najority of the Voting Interest, and such aff{rmative vote shall be

coutrolling oun all parties.




o _ -
applicable etete lave, regulat. .z, and rulings nov in effect or heresft
enacted that bave &n effect sin{lar to the federal provisions vefarred

to herein.

16.1 Noticas. All notices Tequired hereunder shall ba in writing

and shall be deemed to havs besn proparly served whean sent by mail or
telegram to che sddress of the representative of edch Working Intarest

Ovner ss furnished to Unit Operator in sccordance with Section 4.l hereof.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdreval. I any Harfd.ng Iaterect Owner ac deslres, i€
uy. withdraw from this ¢grssaent by conveying, assigning and trensfercing,
without werreaty of title either express or tmplied, to the other Working
Interest Owmers who do not desire to withdraw herefroe, all of the former's
cight, title aad iht‘ll‘llt iu and to {ts lease or lesses or other opersting

cights (n the Uait Ares insofar & ssid leess, lessss or rights percain

to the Unitized Formation, together with the withdrawing worktné Interesc e e

OQunar's {nteceet {n ell vells, pipe lines, casing, injection equipment,
facilities and other persounsl property used {n conjunction with the develop-
mant and operation .ot the Unit Area; provided, howvever, that such tranefer,
csgigoment or conveyance shall not relf{eve said forking Interest Ovner

fros any cbli{getfon or liebility {ncurred prior to the dste of the exscution
sad delivery thereof. The (nteresr so transfesred, assignad and conveyad
sheil be caken and ovnad by the other Working Interest Owners in propartion
to their respactive Phase II Uafe Pavticipations. After ths execution and
delivery of such transfsr, assignzent or conveysnce, the vithdraving Wark-
tog Interest Onwar shall be telieved from sll further obl{gations ‘uul
liability hereunder sad undar the Ualt Agreesanc. Thereupon, the right

of such Working Interest Owner to any benaffite subsequently accruing here~
under and under the Un{t Agreemsnt shall cesse; provided, that upon
delivery of said trecsfer, ess{gnment of conveyance, the ess{gnaes (i{n

the ratlo of the respactive (nterasts sa acquirved) shall pay co the
assiguor for {ts {nterest {n all jotatly ovned equipmant, cesing and

other personx!} pro?czcy the fair nec salvage valua thereof, less its

proportionste share of the costs of terminsting the Unit, 41 ssae are

-21-




determined and fixed by Working Interest Ouners. This Sectfon shall not
preveat a Working Interest Owner from sssigning, conveyirg or otherwise
transferring its Laterest, in whole or {n part, provided such aseignmeat,
coaveyance or crensfer {4 made subject to the tcrms of this sgreement and
the Uni{t Agreement.

ARTJCLE 18
CREATION OF NEW INTEREST

18,1 Crﬁl:tan of New Lnéerecc. it any Horki;s Iné;;aat bvne:
shall, after executing this sgreement, craate any overriding royalty,
production payment, or other simi{lsr {nterest, heresfter referred to as
“new interest', out of {s iaterest subject to this agreement, such new
interesc shell be subject to all the terms and provisions of this sgres-
punt. In the event the Working Intersst Owner owmning the {ntartest from
which the nev {nterest war created withdraws from this agreezeat under
the terms of Article 17, or fails to pey any expenses and costs chargesble
to {t under thir egreemeat sand the praduction to the credit of such Wark-
i{ng Interest Owner 15 {nsufficfent for that purposs, the owner of the naw
interest will be 1i{sble for the pro rata portion of ell costs and expenscs
for which the original Working Interest Owner cresting such new lncc;clt
would have besn liable by virtue of his cwaership of the nev {nterest
had the same not been cransferred. In this event, the lien pr;;iziﬁ in
Section 11.5 may be eaforced againsc such anew {nterest. 1If the ovner
of the new taterest bears a portinn of the costs and expenses or the seme
ie enforced ggaingt such new {nterest, the ownar of the nev {ntereasc will
be subrogated to the vights of the Unit Operator with respect to the in-

terest primavrily chargesble with such costs and expenses.

.

ARTJCLE 19
ABANDONMENT OF WELLS
19.1 Rights of Forgper Owners. If Working Interest Owners decide

to asbandon parmsnsntly aay vell within the Unit Avea prior to termination
of the Unit Agrsement, Unit Operszar shell give written natice thereof to
the Working Interest Owaets of the Tract on which the well ts located, and
they shall have the option for s perifod of ninety (90) days after the
sanding of such notfice to notify Unit Opsrator {n vriting of their elecrion
to take over and own the well, Withi{n ceni(lo) daye sfter the Working
Intersst Ouwners of che Iract have notified Ualt Operator of fheir alacticon

to take over the well, they shell pay Uait Qperstor, for cradit to the




axyY OXY USA INC.
V Box 50250, Midlang, Tx 79710
P. N. McGe Phooe (915) 685-5908
Mansger-Land FAX: (915) €85.5754

Weatcru Reglon

September 13, 1994

Doyle Hartman

Oil Operator

3811 Turtle Creek Blvd. Suite 730
Dallas, Texas 75219

Re: Myers Langlie Mattix Unit, Lea County, New Mexico.
Dear Mr. Hartman:

In reply to your letters of August 23, and August 24, 1994, it appears we have substantial
differences of opinion concerning the potential of the captioned Unit. Such differences of opinion are
not unusual in the oil patch. It is clear from your letters you no longer desire to participate in the Myers
Langlie Mattix Unit. However, your proposal to exchange your interest in the Unit for OXY"s State "N*
Lease is rot acceptable. Your offer substantially under values the State "N" and is hereby declined as
wholly inadequate. OXY has no desire to sell the State "N, " therefore, any offer to acquire it must fully
compeunsate OXY for the development potential. Your offer is several orders of magnitude below our
internal valuation.

Should you desire to terminate your participation in the Unit, Article 17.1 of the Unit Operating
Agreemert permits any party in your position to withdraw from further participation by assigning all of
their right, title, and interest in the Unit, the Unitized Formation, their lease or leases and any other
operating rights, etc. to those parties who desire to continue Unit Operations. By such withdrawal you
will avoid any future liability or responsibilities concerning unit operations. ~ Of course nothing in
Article 17 permits any party to avoid obligations that have been incurred prior to the delivery of their
interests to the remaining parties. Therefore, if you wish to withdraw you should do so promptly to
avoid incurring additional obligations.

OXY totally disagrees with your contention the unit is no longer viable. OXY sought and
obtained unit operatorship based upon our opinion that we could improve existing unit operations. Recent
financial results substantially demonstrate our position in this regard and we expect our planned future
operations to continue the improvement.

Regarding your proposal to revise the participation factors for the unit, nothing in the Unit
Agreement or Unit Operating Agreement permits such a revision. Only two events allow revision of the
participation factors, an expansion of the Unit, and a failure of a tract or tracts to qualify for inclusion.
Neither instance is applicable. Further, the Unit Agreement specifically and expressly prohibits “any re-

An Occidentai 0il and Gas company



Doyle Hartman September 13, 1994
Myers Langlie Mattix Unit Page 2
Lea Co., New Mexico

evaluation of engineering or geological interpretations used in determining Tract Participations™ and it
further prohibits the removal of any tract from the Unit by reason of depletion.

The provisions cited abave make it clear that at the time the Unit Agreement and Unit Operating
Agreement were negotiated, the parties anticipated additional time, information, and technology, would
reveal substantial variations in reserve composition and disposition. They considered the question and
allocated the risk between the parties according to the information they possessed at the time, expressly
prohibiting your proposed second guessing.

In short, your allegations are without merit and your proposals are either prohibited or
inadequate. However, butting heads profits no one. To this end we are willing to consider a reasonable
cash purchase proposal or trade for your interest in the Myers Langlie Mattix Unit. As the party who
is dissatisfied with the status quo we feel it is incumbent upon you to propose a basis for reasonable
discussion. That basis should include your immediate payment of your overdue JIB's with interest

thereon.
Very truly yours,

OXY USA Inc.

P. N. McGee
Manager-Land
Western Region

e e

¢C: D. Romine
B. Hunt



