From: Craig Barth <barthred@gmail.com>

Sent: Monday, November 13, 2017 12:34 PM

To: Sidney Hill

Subject: Comment on the Proposed Sandoval County Oil and Gas Ordinance

Attachments: CRM Checklist.indd - 2016-10-Checklist-19-Red-Flags-That-Reveal-Energy-Company-

Financial-Distress.pdf; ATT00001.htm; Qil bankruptcies mount despite crude rebound -
May. 16, 2016.pdf; ATT00002.htm; Oil Patch Bankruptcy Monitor Haynes and Boone,
LLP - 2017_oil_patch_monitor_20170731.ashx.pdf; ATT00003.htm; Oilfield Services
Bankruptcy Tracker .pdf; ATT00004.htm; Energy Firms Forbes, Memorial Plan to Start
2017 With Bankruptcy - Bloomberg.pdf; ATT00005.htm; With More Qil and Gas
Company Bankruptcies, Here are the Ones with the Highest Amount of Unsecured
Debt — Oil & Gas Investment Fraud Lawyer Blog — April 7, 2017.pdf; ATT00006.htm;
Oil & Gas Bankruptcies in 2017 — Energy Bankruptcy Filings CreditRiskMonitor.pdf;
ATT00007.htm

COMMENT ON THE PROPOSED SANDOVAL COUNTY OIL AND GAS ORDINANCE

My name is Craig Barth. I reside at 6656 Sahchu Street, Cochiti Lake, New Mexico, 87083.

Mr. Chairman, Commissioners:

Please consider this input on the proposed "Stoddard" draft oil and gas ordinance for Sandoval County:

Before becoming disabled by a metabolic disorder in 1999, | was an executive within International Thompson
Publishing, the educational publishing arm of The Thompson Corporation.

My father had a long and successful history of investing in small, independent oil companies in Ohio and
Pennsylvania. | joined him in investing in Preferred Financial Holdings (PFH), a small oil and gas start-up, in
2007. PFH bought into a number of existing, producing wells in Ohio and Tennessee, yet given the recession
and a stream of bad luck in their operations managed to go belly up. They filed for bankruptcy protection
several years ago.

Given my corporate experience | was elected by the other investors to the bankruptcy court's mandated board of
directors to oversee the liquidation process.

I can tell you that when an oil company goes bankrupt there's a mad scramble for its remaining assets. And, as
an example, in the case of PFH there were no assets left to clean up the well sites. Since the output of the wells
is extremely low, it is unlikely that they will be revived by anyone taking over the lease. At current prices it is
not economically feasible to bring them back on line.

In a number of cases, bankruptcies and subsequent reorganization of Independent Oil and Gas companies with
viable wells allow for new ownership to keep a number of its existing wells in more or less continual operation.
But the concern has to be about the smaller, more risky start-ups.

The number of bankruptcies across the industry continues to rise nationally.



"George Koutsonicolis, managing director at oil restructuring firm SOLIC Capital, believes more bankruptcies
are coming, especially among smaller drillers. "The industry has historically been full of wildcatters and
speculators. It's not surprising we're going through this boom-and-bust cycle," Koutsonicolis said.” (Oil
bankruptcies mount despite crude rebound by Matt Egan, May 16, 2017, at "money.cnn.com")

Haynes & Boone QOilfield Services Bankruptcy Tracker published on July 31st, 2017 confirms Koutsonicolis’
prediction. That report documents a steady rise of new bankruptcies each month of this year. (Article attached
below.)

Given that the business is and always has been "full of wildcatters and speculators,” there will always be small
independent start ups which cut corners operationally and push the edge of the envelope financially. By
definition, the percentage of these companies which go belly-up will be much higher than average.

When played-out wells are abandoned in cases of bankruptcy, clean up costs, which can be considerable,
are left for local and state governments to underwrite. | understand that New Mexico budgets only
enough funds to pay for the remediation of 30 abandoned well-sites per year, leaving hundreds upon
hundreds of these slush pits as an open sore on our land.

The "Stoddard" Ordinance contains no requirement for evaluating the financial strength of the oil and gas
companies which apply for drilling permits. It thereby leaves taxpayers exposed to underwriting clean-up costs.

And importantly, the ordinance's lack of up-front requirements for site testing, public review, and official
review along standard industry criteria will ensure that you attract a higher than usual percentage of these
underfunded wildcatters and speculators. You will attract the Kind of start-ups just rife for financial instability:;
those most prone to go bankrupt when the times turn tough.

I have provided the seven attachments below by industry analysts to assist you in formulating the financial
health of a prospective oil and gas company, and to give you a sense of the current health of the industry.

Due to all of the above, including the industry data in the attachments, the Ordinance as it stands is
fundamentally and irrevocably flawed. | urge you to vote “no™ on the Stoddard Ordinance.

Thank you for your consideration of these matters.

1. "19 Red Flags That Reveal Energy Company Financial Distress,"” written by Credit Risk Monitor
(creditriskmonitor.com)




RED FLAGS

THAT REVEAL ENERGY
COMPANY FINANCIAL DISTRESS

creditrisb
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Energy industry bankruptcy is soaring. A total of 102 North American oil and gas producers have
filed for bankruptcy since 2015, with 58 business failures in 2016 through August. With an industry
struggling to recover, and a record debt burden, more businesses are predicted to fail.

That’s why it’s more crucial than ever to know the warning signs of growing credit risk.
Here are the 19 biggest bankruptcy red flags to watch out for:

FINANCIAL STATEMENTS
AND SEC FILINGS

MDeclining sales trend, coupled with recurring losses

"\/Unfavorable performance ratios such as declining
operating margins for successive quarters

"\/Sharp decline in cash flow from operating activities;
negative cash flows dropping deeper in the red,
severe drop in cash balances

"\/Persistently negative working capital and other
liquidity measures

"\/Rapidly declining stockholders’ equity, eventually
turning negative

MAdverse current and/or quick ratios; A majority of
financial ratios comparing unfavorably to industry
benchmarks and peers

Mlnability to generate positive rates of return on
equity or assets

MWaming signs revealed on the annual report MD &
A or SEC filings, such as: ongoing concerns about
ability to operate, reduced borrowing capacity under
existing credit facilities, few financing options, con-
strained liquidity, higher borrowing costs from other
potential sources of debt financing, inability to comply
with financial covenants, borrowing base re-determina-
tions, issuance of second or third lien debt, reliance on
the credit facility for the company’s long-term liquidity,
lower ability to negotiate asset sales at acceptable
prices, restructurings, obtaining covenant waivers
from lenders and management changes.

MARKET SIGNS AND
FINANCIAL RISK SCORES

MDebt agency rating downgrades
"\/Missed interest payments on debt
:\/Restructuring advisors consulted to reorganize capital

MRefinancing and restructuring of debt with key
creditors, triggered by debt covenant violations;
reclassification of outstanding long term debt coupled
with a corresponding jump in short term debt

MOff-balance sheet arrangements for increased liquidity

MAsset sales, or a sharp decline in total assets, due to
write-down of oil and gas properties; large non-cash
impairment charges

MSpending cuts and reduced exploration/production
activity in response to restricted liquidity

"\/Equity issuances as the company explores other
financing options

"\/A sharp drop in stock market capitalization over the
course of a year, adjusted for dividends

MListing Exchange Notice warning of non-compliance,
due to average price per share minimums, late SEC
filings or other violations

"\/A FRISK® score falling deeper into the red zone,
signaling higher bankruptcy risk for public companies



HOW TO BE PROACTIVE IN DETECTING HIDDEN PUBLIC
COMPANY FINANCIAL RISK

There are three strategies to spot energy company financial distress:

1 USE A PREDICTIVE RISK SCORE

Expand your credit risk toolkit, adding a reliable
predictive risk score. With a 96% accuracy rate
in predicting public bankruptcy within 12 months,
the FRISK® score is the most reliable public
company financial risk score available.

STRATIFY PORTFOLIO RISK

Break down your portfolio by risk level and dollar
exposure, to identify and target your riskiest
companies for follow-up, using reports such as
those available from the CreditRiskMonitor
Trade Contributor Program for deeper insights.

MONITOR PORTFOLIO CLOSELY

Things change—fast. Keep your finger on the
pulse of evolving financial risk with timely
updates from a notification service like the
CreditRiskMonitor News Alerts.

CHOOSING THE BEST FINANCIAL
METRICS TO DETECT RISK

Using a financial metric is a great way to de-
tect risk. But be aware of these drawbacks:

* PAYMENT HISTORY often misses financial
distress. Public companies have access to
capital markets, so they can (and usually do)
pay their bills right until filing bankruptcy.

* The ALTMAN Z-SCORE is a good signal for
bankruptcy risk but often warns of fiscal dan-
ger too prematurely to make credit decisions.

* THIRD-PARTY FINANCIAL RISK SCORES
vary widely, and many can miss the signs of
developing financial stress. That's why it's
important to choose one that's been tested
over several years for extreme accuracy.

Is Public Company Risk Hiding in Your Portfolio?

With public risk exposure easy to underestimate, your portfolio might be more vulnerable than you
think. Our free personalized portfolio assessment will show you exactly how much risk is hiding in
your public companies, and show you effective ways to target it.

Take risk management to the next level, contact us today for a

FREE PERSONALIZED RISK ASSESSMENT.

creditris
Mmonitor

704 Executive Blvd, Suite A, Valley Cottage, NY 10989 = T: 845-230-3000 = F: 845-267-4110 = www.creditriskmonitor.com
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Oil bankruptcies mount despite crude
rebound

by Matt Egan @mattmegan5

May 16, 2016: 1:09 PM ET :]
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Here's a crude reality: Oil prices are recovering too late to save many drillers drowning in tons of
debt.

SandRidge Energy (SD)became the latest victim of the oil crash, with the Oklahoma City-based
shale driller filing for Chapter 11 bankruptcy on Monday.

Based on roughly $4 billion of debt, SandRidge is the second-biggest oil-focused U.S. company
to file for bankruptcy during the current oil bust, according to a CNNMoney analysis of stats
compiled by law firm Haynes and Boone.

The biggest bankruptcy took place just last week when Linn Energy (LINE)filed for Chapter 11
with more than $10 billion in debt. Other bankruptcy filings in recent days include energy
exploration and production company Breitourn Energy Partners (BBEP) on Sunday and shale
driller Penn Virginia (PVA) last week.

It's a sign of the continued struggles despite the 80% spike in oil prices since mid-February to
around $47.50 a barrel today. Oil companies continue to grapple with diminished cash flows as
they've cut back on production and contend with low prices.

All of this makes it very difficult to pay back the debt they piled up just a few years ago when oil
prices were comfortably sitting above $100 a barrel. Hence, the boom-to-bust nature of the oil
business.

http://money.cnn.com/2016/05/16/investing/sandridge-energy-oil-bankruptcy/index.html Page 10of 5
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Some oil companies that piled on too much debt won't make it in today's world of $40-$50 oil.
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Related: Goldman Sachs brightens the outlook for oil

There have already been at least 29 U.S. oil and gas
bankruptcies this year alone, according to Haynes and
Boone. That brings the toll since the start of last year to
at least 64.

The default rate among exploration and production junk
bonds has soared to a record 27% over the past 12

months, according to a recent Fitch Ratings report. Fitch
thinks the default rate could hit 35% by the end of 2016.

George Koutsonicolis, managing director at oil
restructuring firm SOLIC Capital, believes more
bankruptcies are coming, especially among smaller
drillers.

"The industry has historically been full of wildcatters and
speculators. It's not surprising we're going through this
boom-and-bust cycle," Koutsonicolis said.

Just look at SandRidge, which hinted at a possible
bankruptcy in March. The company's stock was trading
at $80 apiece back in 2008, but today it's worth just 2
cents. SandRidge piled on debt to pay for its drilling
efforts in the U.S.

But SandRidge suffered a 32% plunge in oil production during the fourth quarter of last year.

And each barrel of oil sold for just $46 last year, compared with $90 in 2014. Natural gas revenue

has also been squeezed by depressed gas prices. SandRidge tried to reduce leverage in recent
months by slashing spending, selling assets and negotiating with lenders.

http://money.cnn.com/2016/05/16/investing/sandridge-energy-oil-bankruptcy/index.html
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Oil bankruptcies mount despite crude rebound - May. 16, 2016
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