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Re:  Application of OXY USA WTP, Limited Partnership for denial of an application
for  permit to drill, Eddy County, New mexico.

Dear Mr. Fesmire:

Pursuant to Order Paragraph 2 of Order No. R-12747-A, enclosed for filing is the
application of OXY USA WTP, Limited Partnership for an order for denial of an
application for permit to drill for any well proposed by Bold Energy, LP in the W/2 of
Section 8, Township 19 South, Range 29 East, NMPM, Eddy County, New Mexico.
Also enclosed is our proposed legal advertisement.

OXY requests that this application be set for hearing on the next available
Examiner Hearing docket.

Vety truly yours,

Attorney for OXY USA WTP,
Limited Partnership

Holland & Hart ..e

Phone [505] 988-4421 Fax [505] 983-6043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address P.O.Box 2208 Santa Fe,NM 87504-2208

Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver DenverTech Center Jackson Hole Salt Lake City SantaFe Washington,D.C. <&



: STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF OXY USA WTP-LIMITED PARTNERSHIP FOR DENIAL OF AN
APPLICATION FOR PERMIT TO DRILL, EDDY COUNTY, NEW MEXICO.

CASENo. /3950
APPLICATION

OXY USA WTP Limited Partnership, (“OXY”), pursuant to the provisions of Oil
Conservation Division (“Division”) Rule 104.E and Division Order No. R-12747-A entered on
June 7, 2007, hereby seeks an order denying an application for Permit to Drill the Checker State
Well No. 2 in the SW/4 NW/4 (Unit E) of Section 8, Township 19 South, Range 29 East,
NMPM, Eddy County, New Mexico, and in support of its application states:

1. OXY is the operator of the W/2 of Section 8, Township 19 South, Range 29 East,
NMPM, Eddy County, New Mexico.

2. By letter agreement dated March 27, 1997 (“Letter Agreement”), between OXY
USA Inc. (“OXY”) and Threshold Development Company, Broad Street Financial Company,
Leland A. Hodges and Herbert F. Boles, hereinafter collectively referred to as “Farmors,” OXY
was authorized to drill certain wells on the land which is the subject of this application and, once
the well was completed as a commercial well, would acquire Farmors’ oil and gas leasehold
interest in the spacing unit dedicated to the well subject to certain specific conditions set forth in
the agreement. A copy of this letter agreement is attached hereto as Exhibit A.

3. The Letter Agreement provides that it is binding on the parties’ heirs, successors
and assigns. Paragraph 21. Bold Energy, LP (“Bold”) is the successor to Threshold
Development Company and thereby bound to the terms of this Letter Agreement.

4, OXY drilled, completed and equipped, at its sole risk the Checker State Com
Well No. 1 in the NW/4 SW/4 (Unit L) of said Section 8 which is capable of producing oil
and/or gas in commercial quantities and thereby earned all of Farmors’ right title and interest in
and to the subject leases in the 320-acre spacing unit comprised of the W/2 of this section
(hereinafter referred to as the (“Earned Unit”).

5. In consideration for the drilling of the first well on this spacing unit and thereby

proving the reserves there under. OXY also acquired the right to drill subsequent wells on this
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Earned Unit and retain 100% of the interest now held by Bold prior to payout on any subsequent

well drilled thereon.! (emphasis added) Therefore, if Bold drills a well on an earned tract, under

the terms of the Letter Agreement, Bold will not share in production until the well has reached
payout. (See, Paragraph 9).

6. The parties to the Letter Agreement also agreed to execute a Joint Operating
Agreement covering these lands (Paragraph 14). However, the Letter Agreement also provides
that “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.” (Paragraph 18).

7. In violation of the 1997 Letter Agreement, Bold proposed to drill and operate a
second well on the Earned Unit comprised of the W/2 of said Section 8 and provided notice of its
intent to operate this well to OXY pursuant to Oil Conservation Division Rule 104E(2).

8. Pursuant to Rule 104.E, OXY filed a written objection to this well proposal and
the application for permit to drill was set for hearing and heard by a Division Examiner on May
10, 2007.

9. At the hearing OXY and Bold testified that an agreement had been reached to
terminate the March 27, 1997 Letter Agreement and a Stipulation of Interests had been prepared
and, when these documents were signed by all parties subject to the March 27, 1997 Letter
Agreement, the Joint Operating Agreement covering this property would control operations on
this spacing unit.

10. On June 7, 2007, the Division entered Order No. R-12747-A denying the
application of Bold for approval of an Application for Permit to Drill. Division found among
other matters that:

A. The owners of this tract are parties to a Joint Operating Agreement (“the JOA”),

which was admitted in evidence... Finding (8)(b)

B. There previously existed a letter agreement between the parties that also
contained provisions with respect to operation of wells on this land. However, the

' Paragraph 9 provides “With regard to any well to be drilled on the Subject Lands below the base of the
Bone Spring formation whether such well is an Option Well or a well proposed to be drilled on an Earned
Unit, all such wells shall be drilled at the sole risk, cost and expense of OXY and Farmors shall be entitles
to receive an undivided forty-six and one-half (46.5%) working interest in such well upon the occurrence

of payout...”
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parties have now agreed to terminate that letter agreement, leaving the JOA as the
only applicable agreement. Finding (8)(c)

C. In this case, Bold’s property right is not disputed. However, its right to exercise
that property right by physically conducting operations on the land is subject to a
condition precedent that it apparently does not dispute. It must first propose the
well to the other parties to the JOA, and then its rights to conduct operations
arises if, but only if, the operator (OXY) elects not to participate. At the time of
hearing these events had not yet occurred. Accordingly it does not appear that
Bold had a good faith basis for asserting, or even that it did assert, that it has a
present legal right to enter the property to drill this well. Finding (19)

D. Accordingly, Bold’s application for APD approval should be denied, without
prejudice to its reassertion should the conditions precedent to its right to conduct
operations on the property be satisfied. Finding (21).

11.  The Division denied Bold’s application for an APD and, in so doing, entered the
following order paragraphs:

(2) it is assumed that if Bold can demonstrate that it has proposed this well
in accordance with the of the JOA and OXY has not elected to participate, the
Artesia District Office of the Division will approve an APD for this well
without the necessity of further hearing, unless OXY or some other party files
an_application requesting denial of the APD. Otherwise this Order is not
intended to suggest what decision the Division would make on any state of
facts other than that shown at the hearing of this case. Order Paragraph (2).

Emphasis added.
12. The facts of this dispute are different from those that are set out above from Order
No. R-12747-A.
13. Since the May 10, 2007 examiner hearing, the parties have been unable to agree

on the final terms of the Termination Agreement and the Stipulation of Interests.

14.  Accordingly, until the Termination Agreement and Stipulation of Interests is
executed, the terms and provisions of this Letter Agreement control the exercise of the rights of
the owners in this spacing unit.

15. Bold re-proposed the Checker State Well No. 2 to the other interest owners in the
W/2 of Section 8 and, although Bold has been pushing other owners to make an election on
whether or not to participate in the well, OXY has advised Bold that in response to the new well
proposal, that the election period cannot begin to run until the underlying agreements that the

parties are working on but have not signed are executed.
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16. On information and belief, OXY states that on or about June 12th, Bold will
attempt to get the Artesia District Office of the Oil Conservation Division to approve an APD for
the Checker State Well No. 2.

17.  The facts of this dispute are not the same as those set out in Division Order No. R-
12747-A and the conditions necessary to Bold’s right to conduct operations have not occurred
and may never occur. See Order No. R-12747-A, Finding Paragraph 20 citing Order No. R-
12093-A, Finding Paragraphs 21 and 24.

18. In Order No. R-12747-A the Division recognized that its decision to grant or deny
an APD in a case may affect the exercise of contractual rights (See Order No. R-12747-A,
Finding Paragraph 16) and it denied Bold’s application for an APD in Case 12747-A because
conditions necessary to the applicant’s right to conduct operations had not occurred.

19.  The current status of the facts of this dispute dictate the same result. Conditions
necessary to Bold’s right to conduct operations have not occurred and may never occur.

20.  Approval of an Application for Permit to Drill for Bold Energy, LP, can affect the
contractual rights of the interest owners in this land thereby causing waste and impairing the
correlative rights of other interest owners in this spacing unit.

21.  Therefore, in accordance with Order No. R-12747-A, Order Paragraph 2, OXY
USA WTP-Limited Partnership hereby files its application with the Santa Fe Office and Artesia
District Office of the Oil Conservation Division requesting denial of any APD for the Checker
State Well No. 2. until Bold Energy, LP can establish that all conditions necessary to its right to
conduct operations have occurred.

WHEREFORE, OXY USA WTP-Limited Partnership, hereby requests that this
application be set for hearing before an examiner of the Oil Conservation Division and that, after
notice and hearing as required by law, the Division enter its order directing that no application
for Permit to Drill be approved for Bold Energy, LP by the Division’s Artesia District Office

until all conditions necessary to Bold’s right to conduct operations have occurred.
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Respectfully submitted
HOLLAND & HART, LLp

William K. Carr
ATTORNEY FOR OXY USA WTP-
LIMITED PARTNERSHIP
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CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing Application was served upon the following
counsel of record this 11th day of June, 2007:

Via Facsimile:

James Bruce, Esq.

Post Office Box 1056

Santa Fe, New Mexico 87504
Fax. No. (505) 982-2151

Mr. Tim Gum

District Supervisor

Oil Conservation Division
District 11

1301 W. Grand Avenue
Artesia, New Mexico 88210
Fax. No. (505) 748-9720

Via Hand Delivery:

David K. Brooks, Esq.

01l Conservation Division

New Mexico Department of Energy,
Minerals and Natural Resources

1220 South Saint Francis Drive

Santa Fe, New Mexico 87505

LY

Williax]l- F.Ca \
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oxY . OXY USA INC.
V Box 50250, Hidland, TX 79710

T. Kent Woolley, CPL Phoue (915) 625-590¢
Senior Landmzn FAX: (915) 685.5742

March 27, 1997

Threshold Development Company
Broad Street Financial Company
Leland Hodges and

Herbert F. Boles

¢/o Threshold Development Company
Fort Worth Club Tower

Penthouse II, Suite D

777 Taylor Street

Fort Worth, Texas 76102

Re: Sections 8 as to all rights below three thousand (3000) feet subsurface and Section 9 as to all rights
below five thousand (5000) feet subsurface, Township 19 South, Range 29 East, NM.P.M., Eddy
County, New Mexico (hereinafter the “Subject Lands™)

Gentlemen:

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. Boles (hereinafter referred to collectively as “Farmors™) regarding the 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” (bereinafier the “Subject Depths™).

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

1. OXY shall commence, or cause to be commenced actual drilling operations for the first test
well at a location of OXY’s choice on the Subject Lands on or before the later of July 1, 1997, or
sixty (60) days after execution of this Agreement by all of the Farmors, and thercafier drill such weil
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 below the surface of the Subject Lands (heremafler the “Objective
Depth™), and thereafter cither 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 well, 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 for 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 well 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

BEFORE THE OIL CONSERVATION COMMISSION
EXH'BIT A Santa Fe, New Mexi.co
Case No. 13877....Exhibit-No. 1
Submitted by:

BOLD ENERGY, LP
Hearing Date: May 10 2007
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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 shail 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 whercupon 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
completion 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 actuai drilling operations for a substitute well therefor within sixty (60) days of the
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 eitber the first test well or the
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 weil, 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, title and interest i and to the Subject
Leases, insofar and only insofar as they cover the lands lying within the minimum spacing unit for
production established by the New Mexico Oil Conservation Division (hereinafier “NMOCD”) for
the said well or 320 acres, whichever is smaller (hereinafter the “Eamed Unit) but only -as to the
Subject Depths 100 fect below the total depth drilled in said well (hereinafter the “Eammed Depths™),
subject to a right of Farmors to receive a forty-six and one-half percent (46.5%) working interest in
said well and Eamed Unit upon. the occurrence of “payout” as bereinafter defined;, provided,
however, that, with respect 1o all zones, horizons, depths and formations within the Subject Depths
and above the base of the Bone Springs Formation in the Earned Unit, OXY shall only eam fifty

percent (50%) of Farmors’ intercst in such zones, horizons, depths and formations within the Subject
Dq)thsandabovetbebaseoftthoncSprhlgsfo:madon. Within ten (10) business days after receipt
of a notice from OXY advising that the subject well has been completed and equipped as required
herein, FannotsshalldehvertoOXYmassxgmnentmﬂwformattachedhaetoasExhxbtt“B"
covering the Earned Unit for such weil as to the Eamed Deptbs.

6. With regard to those portions of the Subject Lands not within an Earncd Unit for cither the-
first test well or the second test well, OXY shall have the option to contimue drilling wells on the
Subject Leases until the said lands shall be fully developed with one well on each minimm spacing
unit for production as such units shall be prescribed by the NMOCD, provided, that no more than one
hundred eighty (180) 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 faiture
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 drill 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 formation covered by this Agrecment, the
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Farmors shall have the right and option to participate in the drilling of such well to the extent of their
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 weil
proposed and compieted in a horizon lying below the base of the Bone Springs formation shall be
drilled under the same provisions as provided herein for the first test well. Any well drilled pursuant
1o this paragraph shall be hereinafter referred to as an “Option Well”.

7. Upon reaching total depth in any Option Well QXY shall eam cither 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 minimum 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 drilling of such Option Well or elected non-consent status
under Article IV.B. of the Operating Ageunm;orZ)onehmmdredpm(lOO%) of Farmors’
right, title and interest, in and 10 the Subject Leases insofar and only insofar as the same cover lands
contained within said minimum spacing unit for production attributed to such Option Well as may
be prescribed by the NMOCD subject to Farmor’s right to receive a forty-six and one half percent
(46.5%) working interest at “payout” (as hereinafier defined) for those wells completed below the
base of the Bone Springs formation. In either case, OXY shall only camn an assignment of the
Subject Leases as to the minimum spacing unit and only as to the Subject Depths 100 feet below the
total depth drilled in any such well and the assignment from Farmoars 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 conditions be
encountered in such well which make continued drilling operations 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 well for
the purposes of commencing the next one hundred cighty (180) day continuous development period
meXstghumdathmAgrecmwtshancmnnueuthougbsmdmﬂhadbemMycmnplue&
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, faiture to
commence operations for the drilling of a well on or before the one hundred eightieth (180th) day
fromLhednﬂmgngrcleasedatefmth:pmcedmgwellshalltcxmnaerXY’snghttodnllmu
wells on the Subject Lands and eamn additional portions of the same pursvant hereto.

9. With regard to any well to be drilled on the Subject Lands below the base of the Bono
Springs formation whether such well is an Option Well or a well proposed to be drilled on an Earned
Unit, all such wells shall be drilled at the solc risk, cost and expense of OXY and Farmors shall be
entitled to reccive an undivided forty-six and one half percent (46.5%) working mterest in such well
upon the occurrence of payout (as hereinafier defined), it being the expressed intention bereof that,
any and all wells drilled on the Subject Lands below the base of the Bone Springs formation shall
be subject to the Farmor’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 il and gas leasehold estate in and to the Subject
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Lands or if Farmors’ interest in such lease(s) and lands is less than the full oil and gas leasehold
estate (excluding and disregarding any royalty, overriding royalty, production payment or other
burdcntowhlchsuchlcaseholdcstamlssubject),dwnmthmpectwanywellmwhlchl"'asmsmay
have a right to back-in for a working interest, that working interest shall be in the proportion that the
oil and gas leaschold estate in such lease(s) covering the lands described herein bears to the full 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, cleven and
seven cighths percent (11.875%) to Leland A. Hodges; and five cighths of one percent (0.625%) to
Herbert F. Boles.

12. DpcmionsonﬂicSubJecthwsshallbegovmwdbyandmepam‘shactoshanm
the Operating Agreement which is attached hereto as Exhibit “C”, including thosc exhibits to that
Agreement as are included therewith,

13, The term “Payout” as used herein shall mean that point i 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 anry overriding royalties
orotha'bwdmsmtedaﬁutbcdateofthmAglmcm)equalsﬂwlss&of(x)NmHmdmd
Thousand Dollars ($900,000.00) [hercinafter the “Maximum Amount™] or (ii) the actual, reasonable
and necessary expenses paid by OXY (and which 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 which the occurrence of payout is relevant.

Within thirty (30) days after completion of the initial test well, the second test weil, and any
“other well to which the occurrence of payout may be relevant, OXY shall furnish Farmors with a
detailed statement of the cost incurred in the drilling, completing and equipping of cach such well.
Thereafter, until the occurrence of payout, OXY shall provide Farmors with monthly statements
indicating the status of payout for each such well.

Separately, upon the occurrence of payout of the initial test well, the second test well, or any =~ ..
other well to which the occurrence of payout may be relevant, an undivided forty-six and ove hatf =
percent (46.5%) interest in the Subject Leases as to the Eamed Unit and Eained Dépth for the well
on which payout has occurred shall automatically revert to Farmors, together with a like interest in
all of the materials, pipelines, plants and all equipment used in connéction with producing such well
or 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 a.m. 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 the
Agsignment attached hereto es Exhibit “B”. Should any well drilled pursuant to this Agreement in
which Farmors 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. The 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 for the purpose of determining the
occurrence of payout for such well.

14. Upon the cessation of production from the Subject Depths from an Earmned Unit all of OXYs
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 clear of any
liens, encumbrances 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 well or for otherwise obtaining or restoring
production on the subject Earned Unit or within 90 days after completion of opérations on such dry
hole or within 90 days after such cessation of all production and OXY's rights hereunder shall
continue and no reassignment shall be due to Farmors so long as any ane or more of such operations
are prosecuted with no cessation of more than 90 consecutive days and, if any such operations result
in the production of oil or gas or other substances covered hereby, so long thereafler as there is
production iri 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 plug and abandon all such wells from which
production has ceased in accordance with NMOCD regulations.

15. OXY shall indermify and save and hold Farmors, and each of them (and their respective
agents, officers, directors and shareholders), harmless, from and against any and ail claims, demands,
liabilitics, debts, actions or causes of action (including attorncy s fees and related expenses incurred
in connection with the defense or investigation of any of such claims, demands, liabilities, debts,
actwnsorowsesofacuon)rclmngtooransmgmconmouonmthopemhonsbyOXYonﬁw
Subject Larids.

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 this area, OXY agrees that in regard to the interval to be covered by surface casing
(bereinafter the “Surface Hole”) and in order to assist Farmors in evaluating same, OXY shall, at its
sole expense, conduct prudent drifling operations with ample drilling fluids so that 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 mudlog shows across all prospective pay
zones inchuding depths and horizons not within the Subject Depths and specifically inchuding, but
not limited to, the Yates, Seven Rivers, Queen, Grayburg and San Andres formations and to run a
normal suite of Schlumberger open hole logs across these zones of interest. The minimum
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 all wells while the same are being drilled, completed or operated shall be promptly
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furnished by OXY. OXY shall provide Farmors copies of all daily drilling and completion reports,
open-hole and cased-hole logs, test results, plugging records, all NMOCD filings and other similar
deta 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 thercof, and to any farmout
agreements, or other agreements or contract rights to which the Subject Leases or the interests of
Farmors’ therein may be subject and with regard to which such agrecments are cither contained in
the County Records for the Eddy County, New Mexico, or with regard to which Farmors’ have give
actual notice in writimg to OXY.,

18. The parties hereto have entered into an Operating Agreement of the same date covering and
cffecting the Contract Ares. The terms, conditions and provisions comtained within this Letter
Agreement are subject to the terms, conditions and provisions contained within the Operating
Agreement, Reference to the Operating Agreement is hereby made for 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 Agroement, and
thetumsandmwtslonsmnedmﬂxmtheOpemnngAgreemmt,themmandpmws:onsofthm
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 amended except by an instrument in writing executed
by all parties to this Agreement.

21 ThlsAgreancntshallbcbmdmgupon,andshal]mmtothebmcﬁtof,thcpmuwha'cw
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 all other partics;
however, such consent will not be unreasonably withheld and no assignment by Farmars or any of
them shall be effective to bind OXY mtil thirty (30) days after OXY shall have received written
notice with respect thereto from Farmor(s).

In the event any party fails to assign or reassign to any other party as required by the terms
of this Agrecmmt,thepaﬁyamdedwrecexvesud\asmgnnm«mgmmnshaﬂbeamﬂedw

theremodyofspeuﬁcpetformme,ma&hhontomdnctmhmofmyotbuxmdy atlawo:at_.__i .

equity.

22, The parties do not intend to create, nor shall this Agreement be construed as creating, any |
mining or other partnership or association, nor does this Agreement render the parties hereto liable
as partmers. The 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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Eddy County, New Mexico

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

If the above and faregoing correctly sets forth your understanding of our agreement regarding the
subject matter hereof, please executs two (2) copies of this Agreement in the space provided below and retun
the same to the attention of Mr. T. Kent Woolley. 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 retumn of this letter by all the Farmors
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 shall be deemed to have been rejected and to be null and
void for all purposes.

Upon receipt of fully exccuted 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,
OXY USA Inc.

T. Kent Woolley
Senior Landman

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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Eddy County, New Meéxico

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
day of 1997.

Herbert F. Boles

AGREED to and ACCEPTED this
day of 1997.

Noma J. Boles .

AN

March 27, 1997
Page 8
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Eddy County, New Mexico

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 understanding of our agreement regarding the
subject matter hereof, please execute two (2) copies of this Agroement in the space provided below and retum
the same to the attention of Mr. T. Kent Woolley. This Agreement may be executed in any number of
counterparts, no onc 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 return of this letter by all the Farmors
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 Agrecment shall be deemed to have been rejected and to be null and
void for ail purposes.

Upon receipt of fully executed copies of this Agresment 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,
OXY USA Inc.

.

T. Kent Woolley
Senior Landman

AGREED to and ACCEPTED this
3.J dayof_Ppcil 1997,

THRESHOLD DEVELOPMENT COMPANY

By: __M)/ 2

Its: Poeog: J!:'\T
AGREED to and ACCEPTED this
day of 1997.

BROAD STREET FINANCIAL COMPANY

By:
Its:
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Eddy County, New Mexico

the partics hercto with respect to the subject matter hereof and supersede all negotiations, prior
discussions, prior agrecments and understandings 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) copics of this Agreement in the space provided below and return
the same to the attention of Mr. T. Kent Woolley. This Agreement may be executed in any number of
counterparts, no onc 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 return of this letter by all the Farmors
is & 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 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 performance, assuming OXY can clear and approve title.

Very truly yours,
OXY USA Inc.

&n Woolley

Semior Landman

AGREED to and ACCEPTED this
day of 1997,

THRESHOLD DEVELOPMENT COMPANY

By:
Its:

AG to and ACCEPTED this
_day of LM& &, 1997,

BROAD STREET FINANW
By: % !
W _[ocecaFwe Vive Prey dent

/) Jhtn
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AGREED to ang/ACCHPTED this
/. _dayof 1997.
x/.

Masgery An Hodges

AGREED to and ACCEPTED this
day of 1997.

Herbert F. Boles

AGREED to and ACCEPTED this
day of , 1997,

Noma J. Boles

March 27, 1997
Page 8
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Eddy County, New Mexico

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

2k dayof 5?*;3 , 1997.

Vo pfond <8 for s

Herbert F. Boles

AGREED to and ACCEPTED this

vk day of Aau] 1997,

Ylosma o @ ales
Norma J. Boles

-

March 27, 1997
Page 8




CASE NO | 3 9'{:OApplication of Oxy USA WTP-Limited Partnership for denial of an
Application for Permit to Drill, Eddy County, New Mexico. Pursuant to the provisions of Oil
Conservation Division (“Division”) Rule 104.E and Division Order No. R-12747-A entered on
June 7, 2007, applicant seeks an order denying an application of Bold Energy, LP for Permit to
Drill the Checker State Well No. 2 in the SW/4 NW/4 (Unit E) of Section 8, Township 19 South,
Range 29 East, NMPM, Eddy County, New Mexico. This well is located approximately 12
miles southwest of Loco Hills, New Mexico.

APPLICATION FOR DENIAL OF AN APPLICATION FOR PERMIT TO DRILL
PAGE 7



