DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVD.. SUITE 730
DALLAS, TEXAS 75219

1214) 520- 1800

{214} 520-0811 FAX

August 24, 1554

VIA FEDERAL EXPRESS
Mr. Charles Pollard
Cperaticns Engineering Supervisor and
Mr. Scott Gengler
Oxy USA, Inc.
#6 Desta Drive, Suite 6002
Midlana, TX 79705-5505

Gentlemen:

Reference is made to Oxy's proposed $§7.36 millicn budget for
the Myers Langlie Mattix Unit for fiscal year 1995. Reference is
also made to our letter to Oxy of June S, 1993 wherein we informed
Oxy that we were not agreeable to participating in & large
redevelopment of the Myers Langlie Mattix Unit ard therefore
proposed to assign to Oxy Doyle Hartman, O1il Operator's 4.8691%
working interest in the Myers Langlie Mattix Unit, in excrange for
Oxy assigning to Doyle Hartman, 0il Operator its 160-acre Eumont
tract situated in the SW/4 Section 2, T-22-S, R-36-E.

More than one year has transpired since we first informed Oxy
of our desire not to participate in substantial new Myers Langlie
Mattix Unit development drilling. During the past twelve months,
cur 4.86%1% Myers Langlie Mattix Unit working interest has suffered
a net operating loss of $36,010.89 (7/93 - 6/94), and on a 100%
basis, the unit has suffered a net operating loss of $739,580.74
over the same time period.

Obviously, based on the financial performance of the Myers
Langlie Mattix Unit over the past twelve months, it is highly
guestionable (under the terms of the Unit Agreement for the Myers
Langlie Mattix Unit) whether the Myers Langlie Mattix Unit is still
a viable secondary recovery unit, especially in consideration of
the fact that the oil recovery to date from the Myers Langlie
Mattix Unit 1is nearing the total of primary plus secondary oil

reserves initially expected from the Myers Langlie Mattix Unit.

Exhibit E to Application
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The Myers Langlie Mattix Unit has been in existence for
approximately twenty years and was unitized for the purpose of
conducting secondary recovery operations that would have been
impractical without the formation of a waterflood unit. The unit
was not conceived of and formed for the purpose of recovering
substantial and previously undeveloped primary reserves. The
anticipated secondary oil reserves envisioned in the early 1870's
to be recoverable from the Myers Langlie Mattix Unit have now been
produced and the Hickman study of February 15, 18991 {commissioned
by Oxy‘s predecessor) justified an extensive new NMyers Langlie
Mattix Unit development program based solely upon the recovery of
substantial and previously unanticipated and undeveloped primary
reserves.

The currently effective Myers Langlie Mattix Unit
participation factors were not approved for the purpose of
developing substantial and previously undeveloped primary reserves.
If substantial primary oil reserves still exist within the Myers
Langlie Mattix Unit, Doyle Hartman and James A. Davidson possibly
desire tc develop their own primary reserves, or at least contend
that new and more equitable unit participation factors must be
accurately computed and approved by the proper regulatory
authorities and current working interest owners before any newly
proposed development work c¢an proceed. It is mandatory that new
and egquitable participation factors be utilized for developing any
substantial and previously unanticipated primary reserves with the
new participation factors being mathematically prcportional to the
reserves underlying those leases from which any new primary
reserves are to be derived.

Consequently, it is the position of Hartman and Davidson that
Oxy most certainly has not taken the necessary step of computing
and obtaining approval for new and more equitable unitization
factors and without doubt does not possess the proper authority for
proceeding with its proposed development program. However, since
we would prefer not to interfere with Oxy‘'s future plans for the
Myers Langlie Mattix Unit, we respectfully suggest that both
parties sit down and work out a mutually agreeable exchange of
properties whereby OXxy can proceed with its desired plans for
infill drilling in the Myers Langlie Mattix Unit and Hartman and
Davidson can receive from OXy an exchange property or properties
that we ourselves can develop.

»
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Since it 1is 1imperative that a resolution be immediately
reached corresponding to the future development of the Myers
Langlie Mattix Unit, we ask that you promptly make contact with
James A. Davidson {915-682-6482) about setting up a meeting to
initiate a mutual exchange of property.

Very truly yours,

DOYLE HARTIAN, OIL OFERATOR

Doasad—

Doyle¥YHartman
DH/ao
Enclosures

cc:

VIA FPACSIMILE: (S15) €682-6504
Mr. James A. Dawvidson

214 W. Texas, Suite 710

P.O. Box 494

Midland, Texas 79702

Mr. Donald Romine

Vice President - Western Region
Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Robert Hunt

Operations Manager - Western Region
Oxy USA, Inc.

#6 Desta Drive, Suite 6002

Midland, TX 79705-5505

Mr. Tim A. Keys

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midlang, TX 79710
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Mr. John Thoma

Financial Consultant

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Patrick N. McGee

Land Manager

Oxy USA, Inc.

#6 Desta Drive, Suite €002
Midland, TX 79705-5505

Ms. Carol Glass

Landman

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Don Mashburn

Ms. Carolyn Sebastian

Mr. Steven Hartman

Ms. Lisa Holderness

Doyle Hartman, 0il Operator
500 Main Street

Midland, TX 79701
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{rrigat ditch of & surface owner, provided th, wothing hcrrin f &ibcdfﬁé-

strued as leasing or othecrwlse conveylng to Working lntcrcat Ovners a site for

s water, gat {njection, processing ot othcr plant or camp site. Working Inter-

est Ovnars shall pay the ovuner for damagus to growlng crope, timber, {ancus,

{mprovements, and structuras on ths Unit Arra that result from Unlt Oporations,

SECTIONH 14, TRACT PARTICIPATION, Participation of each Tract {s

showvn {n Exhibit "C'" and has bean corputed [n sccordance with the folloving;

(a)  Phase ] Pnr:ictpaéion. Phgln L begine the effective date hereal =

ln@hcohtinuel until the ftrst day of the month next followlng the date that the
cunulative volume of oll ;roduced after Janaary 1, 1969, from the Unltized
!ofmttton underlying all of the Tracts in the Unit Area totals 299,019 harrgll.
The Trxct'Purticipltlon of esch Tr;ct during Phese 1, shown oa Exhibit “C', (s
based upon the fclloving feroula:
Tract Partictlpation P?rc:nc;gc
Phase i qqdall
100 4
éhercx. YA equals total {ncome from oll and g;|:§rcdd::d fre= such

Tract from the Unfttzcd Formation duringvthe pericd Jaauary 1,

1968, through December 31, 1968. |

"B equels the sumacion of the tcotal fncoze from oll and

gus produced from all quali{fled Tracts froa tha Unitized

Formation during the period Jsnuary L,‘1968, throu;h

‘December 31, 1968,

(b) Phase J1 Parrteipstion. Phase IT shall begin the flrer day of

the month next following the date en which the last of the 295,013 barrals
veferred to {n (8) above 1s produced and ahall continuo for the temainder of

tha term of cﬂrl agreesent, The Participation of each Tract during Phase 11,

“shown on Exhiblet "C", .{» besed uvpon the folloving foraula:

Tract Pnftlci@tiion Perceatsge,
;h!ll‘ll equals
85§ ptus 10§ prun 5 5
Wherat "E" cquals tha estfmated quantity of otl ultimately recoversble
- from ths Unt:i:cd Formation by primary recovﬁry operations

credited to ckch Tract,

E' equals thl lwumxlion ol the oltLaatcd quintity of ofl

!l) My

ulth;tlly rccovvtcblc lron the Uultised Tormatlon by

e12e



BO0K 312 i 466  pr -y recovery oparaticns eredited to all "{f{ed Tracta,

"G . equals ths cuwuletive cil produced from the Unirized
Yormation underlylng each Tract as of July 1, 1966,
“H'" equals the summation of ths cumulative oil produced
‘from the Un;:t:ed Porsation underlying sll qualiffed Tracts
as of July 1, 1966,
1" equals tha number of acrep containad {n cach Tract,
"J" equals the sumation of tho number of actes centained
in all qual{fied Tracts,
1f ‘less than all Tracts vithin the Unit Acres qual{fy for participatinn

hersunder as of tho effect{ive date hareof, Unit Operator shall f{le vith the

Buporviear, the Cormissioner and the Cosmlseion a achsdule shoving the qualt-

fled Tracts es of sald effective date, which schodule ghall be designated

"Revised Exhibit C and consldered for all purposes an & part of this spreescnr,

' 8aid revised Exhibit € shall set forth onposfte each quali{ffed Trazt ctho reviced

Tract Partlcipation tharsfor wvhich shsll be calcutated by viing the sems f{actars
and formula vhich were used to arrive st the Tracet Partici{patfons et out {n
Exhibit C attached hereto, but spplylng the sueme only to tha qualified Tractu,
Said tevised Exhibit C, upon approval by the Supervicor and the Cormlssloner, -
shall supersade, effective an of the offective date hereof, the Ixhidit C
attsched herato.
The Tract Pacticipations shown on Exhibit C atcsched herste, cr c1 may
Us shewn on the Ravised Exhidit C as above providc&, siall govern tho clleeutiun
of unl:;:cd substancar en and after the efﬁcc:tve date of this Untt Agreexwcnz, and
until the Trtcﬁ Participations sre vevised purauant to this agreement and such roee
vited Tract Particlpaticns are approved by the Supsrvisor and the Commiygloncr,
(¢) Within Sixty (60) days after the tequi?caentn for commrncencnt
of Phasc 11 hgve been met, the Operator will nacify the 611 and Cas Department
af the Nev Mex{co State lLand Offlce of such conversion tu Phase [I, i
SLCTION 135, A UALTPIED TOR PAUTICIPATION, On and gftuer the |
u!écctivc date hereof, and unt!il expansion ap provided {n Section &4 hLercof,
the traces vithin the Unit Atea vhich shall be nntitled to parttclpation (ax

provided {n Section 14, Tract Particlpation, hersof) in the producticn of

Unftised Subatances chall be composed of the T}lCtl shown en Exhibic A and

l{ated ¢n Zxhib{t "3" which qualify se¢ followvs:

-13-



TABLE 6

Summary of Eccnomics —~ Escalaced Case
Project Waterflood Redevelopment
Myers Langlie Mattix Unitc
Lea County, New Mexico

Proved
Developed Proved Total
Producing Undeveloped Proved
Effective Date: - - - = - - January !, 1991- - - - - -

Interesct:
Working, Decimal - =-=---~--=--1.00
Net Revenue, Decimal - - - - - = - 7

Gross Reserves:

cil, MEEBL 1,252 11,000 12,332

Gas, MMCF _ £73 3,850 4,323
Ner Reserves:

Ccil, MBBL 1,014 8,250 9,264

Gas, MMCF 355 2,888 3,243
Net Operating Revenue, MS$ 26,715 277,834 304,545
Expenses:

Wellhead Taxes, M$ 1,773 18,441 2C,214

Operating Costs, M§ 16,682 47,830 4,812

Total, HM$ 18,755 66,271 55,026
Investments, M$J c 44,1189 44,118
Future Net Revenue:

Undiscounced, M§ 7,960 167,444 173,404

Discounted @G 127% M$S 6,041 54,419 , 460
Payout, Years -- 4.10 --
Annualized Rate of Return, % -- 49.60 ~-
Income/Investment Ratio:

Undiscounted -- 4,80 -

Discounted @ 12% - 2.50 -

TABLE 6



TABLE 7

Summary of Economics - Unescalated Case
Project Waterflood Redevelopment
Myers Langlie Martix Unic
Lea County, New Mexico

Proved
Develcped Proved Total
Froducing indeveloped Troved

Effective Date: "~ - - - - - January !, 13%%] - - - - - -
Interest:

Werking, Decimal - - - - - - - =-=-3100---=--- -« -

Net Revenue, Decimal - - - = s === - 73 - ~ - -~ - - - -
Gross Reserves:

0Oil, MBBL 1,352 11,000 12,352

Gas, MMCF 473 3,850 4,323
NeZ Heserves:

0il, MBBL 1,014 8,250 5,254

Gas, MMCF 355 2,888 3,243
Net Operating Revenue, M$ 21,0486 171,178 167,223
Expenses:

Wellhead Taxes, M$ 1,397 11,362 12,739

Operating Costs, MS$ 12,768 26,064 38,832

Total, M$ 14,165 37,426 S1,59!
Investments, MS$ 0 40,0532 LC,0352
Future Net Revenue:

Undiscounted, M$ 6,88 93,702 100,583

Discounted G 127% M$ 5,342 11,416 36,756
Payout, Years -- L0807 --
Aannualized Rate of Return, % -- 41.24 --
Income/Investment Ratia:

Undiscounted -- 3.34 --

Discounted @ 12% -- 1.95 e

“Payout based on project effecrive date

TABLE 7
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MYEHRD LANGLIE MA T LTA UNIT DURUYIANT
LANGLIE MATTIX (SEVEN RIVE! N GRBG) SR

LEA COUNTY, NEW Mz .~iCO
OXY USA INC.
{ WATERFLOOD RESPQONSE ] RESULTS OF
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LANGLIE MATTIX (SEVEN RIVE™ N GRBG) SR
LEA COUNTY, NEWL .CO

OXY USA INC.
[ WATERFLOOD RESPONSE ] RESULTS OF

\ Oil Production (BOPM) ‘tg\;’gs;mm
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MYERS LANGLIE MATTIX UNIT SUMMARY & 6/94' NORMALIZATION

LANGLIE MATTIX (SEVEN RI\

LEA COUNTY, NEW MEXICO
OXY USA INC.

Oll Production (BOPM)

QN GRBG) SR
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TRANSMISSION OK

TX/RX NO. 7241

CONNECTION TEL 19156826504
CONNECTION ID Buddy Davidson
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USAGE TIME 0223
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RESULT 0K
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