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July 10, 2002

VIA FEDERAL EXPRESS

Mr. W. Thomas Kellahin =

Kellahin and Kellahin e

117 North Guadalupe

Santa Fe, NM 87504

™0
Re:  Case No. 12731 - Application of TMBR/Sharp Drilling, Inc. for an Order Staying

David H. Arrington Oil & Gas, Inc. from Commencing Operations, Lea County,
New Mexico; Case No. 12744; Application of TMBR/Sharp Drilling, Inc.
Appealing the Hobbs District Supervisor's Decision Denying Approval of Two
Applications for Permit to Drill Filed by TMBR/Sharp Drilling, Inc. Lea County,
New Mexico.

Dear Mr. Kellahin:

Enclosed are the documents you requested regarding Arrington's recent appeal of the
OCD ruling number R-11700-B, which are as follow:

1. Transcript of March 26, 2002 OCD proceeding and exhibits;

Documents related to the OCD ruling number R-11700-B
Order of the Oil Conservation Division
Letter dated May 1, 2002 from Chris Williams to David H. Arrington
Letter dated May 9, 2002 from J. Scott Hall to Chris Williams
Ocean Energy, Inc.'s Application for Rehearing and Motion to Stay Order
Application for Rehearing and Request for Partial Stay of Order R-11700-B
Consolidated Response to Application for Hearing filed by Arrington/Ocean

e an o

Mid: CPLEASANT\004370\000021\333277.1
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Should you need additional documents, please let us know.
Very truly yours,

COTTON, BLEDSOE, TIGHE & DAWSON

(/& el /)Z 4y n

Crysta Pleasant, RP
Paralegal to Susan R. Richardson
Enclosure

Mid: CPLEASANTN\004370\000021\333277.1
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- STATE OF NEW MEXICO
ENERGY, MENERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION FOR THE PURPOSE OF
CONSIDERING:

APPLICATION OF TMBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER
STAYING DAVID H. ARRINGTON
" OIL & GAS, INC. FROM €OMMENCING
OPERATIONS, LEA COUNTY NEW MEXICO.

APPLICATION OF TM:BB/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE
HOBBS DISTRICT SUPERVISOR'S
- DECISION DENYING APPROVAL OF
TWO APPLICATIONS FOR PERMIT TO DRILL
FILED BY TMBR/SHARP DRILLING, INC.,
LEA COUNTY NEW MEX]CO

ORDER NO. R-11700-B

ORDER OF THE OIL, CONSERVATION COMMISSION

BY THE COMMISSION:

- THIS MATTER cama bcforc the Oil Conservation Commission (hereinafter
referred to as "the Commwsxon") on March 26, 2002, at Santa Fe, New Mexico, on
application of TMBR/Sharp Drilling Inc. (hereinafier referred to as "TMBR/Sharp"), de
novo, and opposed by David'H. Arrington Oil and Gas Inc. (hereinafter referred to as
"Arrington") and Ocean Energy Inc. (hereinafter referred to as "Ocean Energy”) and the
Commission, having carefully considered the evidence, the pleadings and other materials
submitted by the parties herebo .now, on this 26th day of April, 2002,

FINDS,

1. Notice has beeh'fgi-ych of the application and the hearing on this matter, and
the Commission has jurisdiction of the parties and the subject matter herein.

2. InCase No. 12731, TMBR/Sharp sceks an order voiding permits to drill
~ obtained by Arrington and awarding or confirming permits to drill to TMBR/Sharp
concering the same property:

3. In Case No. 12744, T‘V[BR/Sharp appeals the action of the Supervisor of
" District I of the Oil Conservanon Division denying two applications for permit to drill.
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4. Amington and Ocean Energy oppose' both applications.

5. The cases were consolidated by the Division for purposes of hearing and
remain 5o before the Commission.

~ 6. Still pending before the Division are two applications for compulsory pooling,
They are: Case No. 12816, Application of TMBR/Sharp for compulsory pooling, Lea
County, and Case No. 12841, Application of Ocean Energy Inc. for compulsory pooling,
Lea County.

7. The Commission conducted an evidentiary hearing on March 26, 2002, heard
testimony from witnesses called by TMBR/Sharp, and accepted exhibits. The
Commission also accepted pre-hearing statements from TMBR/Sharp and Arrington and
heard opening statements from TMBR/Sharp, Arrington and Ocean Energy and accepted
brief closing statements from TMBR/Sharp and Arrington.

8. Following the hearing, TMBR/Sharp filed a Motion to Supplement the Record
to include the April 10, 2002 letter of Arrington to the Oil Conservation Division’s
Hobbs District Office and 4 portion of Arrington’s Supplemental Response to Plaintiff's
Motion for Reconsideration in Lea County Cause No., CV-2001-315C. Ocean filed a
response to that motion that argued the items add nothing to the record, and Arrington
filed a response arguing that the supplemental material is not new or inconsistent. The
Motion to Supplement the'Record should be granted as no party seems to object to
review of the documents; the objections seem to relate only to the significance of the

. documents to this matter: . -

v 9. Applications for:permit to drill were filed with the Division in Sections 23 and
25 by Arrington and TMBR/Sharp. The applications filed by TMBR/Sharp and
Arrington both proposed a.well in the NW/4 of in Section 25. In Section 23, the
application for permit to drill filed by TMBR/Sharp proposed a well in the NE/4, and the
application of Arrington proposed a well in the SE/4.

10. Arringtoni's application in Section 25 was filed on July 17, 2001 and sought a
permit to drill its proposed “Triple-Hackle Dragon "25" Well No. 1." This application
was approved on July 17. On or'about August 7, 2001, TMBR/Sharp filed its application
for a permit to drill its proposed "Blue Fin "25" Well No. 1" in the same section. That

application was denied on August 8, 2001.

11, Arringtdn's appI_‘Ifcation in.Section 23 was filed on July 25, 2001 and sought a
permit to drill its proposed "Blue Drake "23" Well No. 1." This application was

' On April 10, 2002 Arrth@@é”ed to release its permit to drill to TMBR/Sharp. A dispute

may no longer therefare exist cancerning Section 23 although the parties apparently do not agree

with this assessment.

83
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approved on July 30, 2001. On or about August 6, 2001, TMBR/Sharp filed its
application for a permit to drill its proposed "Leavelle "23" Well No. 1" in the same
- section. That application was denied on August 8, 2001.

12. TMBR/Sharp's applications in Sections 23 and 25 were denied on the grounds
of the permits previously issued to Awrington for the "Triple-Hackle Dragon "25" Well
No. 1" and the "Blue Drake "23" Well No. 1." The Townsend Mississippian North Gas
Pool, the pool from whiclt the wells are to produce, is governed by the spacing and well
density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)]. That rule imposes
320-acre spacing on wells producing from that pool. TMBR/Sharp's applications were
denied because, if granted; more than one well would be present within 2 320-acre
spacing umt, in violation of Rule 104.C(2).

13. Before an oil or natural gas well may be drilled within the State of New
Mexico, a permit to drill must be obtained. See NMAC 19.15.3.102.A, 19 NMAC
15M.1101.A. Only an "operator” may obtain a permit to drill, 19 NMAC 15M.1101 A,

-and an "operator" is a person who is "duly authorized" and "is in charge of the
development of a lease or the operation of a producing property." NMAC
19.15.1.7.0(8).

14. The central issue in this case is Whether Arrington was eligible to become the
operator of the wells in question. If not, Arrington should not have received the permits
to drill. If Arrington was ehglblc to become the operator, then the permits were properly

issued to Arrington.

15. A dispute exists concerning the validity of Arrington and TMBR/Sharp's
mineral leases in Scctions;ZS'and 25. As will be seen below, resolution of this dispute in
- favor of Arrington or TMBR/Sharp determines which party is eligible to be the operator
and thus, who should receive the permits to drill.

16. TMBR/Sharp is the owner of oil and gas leases comprising the NW/4 of
~ Section 25 and the SE/4 of Section 23 (along with other lands) pursuant to leases dated
August 25, 1997 granted by Madeline Stokes and Erma Stokes Hamilton. TMBR/Sharp
Exhibit 6. The leases were'granted to Ameristate Oil & Gas, Inc. (hereinafier referred to
as "Ameristate") and were recorded respectively in Book 827 at Page 127 and in Book
o 827 at Page 124 n Lea County, New Mexico.

17. TMBR/Sharpand Ameristate entered into 2 Joint Operating Agreement along
with other parties on July 1,:1998 and TMBR/Sharp was designated as the operator in
Section 25. See TMBR/Shatp Exhibit 7.

- % Apparently 'I'MBR]Shaxp reapplied for the permits to drill that were previously denied, and the
Division approved those permits on March 20, 2002,
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18.  Although the pnma:y terrus of the TMBR/Sharp leases have apparently
expired, TMBR/Sharp aucges that the leases were preserved by the drilling of the "Blue
Fin 24 Well No. 1" and subsequent production from that well. The Blue Fin 24 Well No.
1 15 located in the offsettmg section 24,

19. Subsequent to Stokes and Hamilton's execution of leases in favor of
Angeristate Oil & Gas Ine:, they granted leases in the same property to James D. Huff on
March 27, 2001. See TMBR/Sharp Exhibit 9. The leases to Mr. Huff were recorded in
Book 1084 at Page 282 and in Book 1084 at Page 285 in Lea County, New Mexico. The
parties referred to these leases as "top leases," meaning that according to their terms, they
would not take effect untilthe prior or "bottorn" leascs became ineffective. See
- TMBR/Sharp Exhibit 9, | 15

20. Arrington _alleges Mr. Huff is an agent of Arrington but presented nothing to
suppott that contention.

21. In July and Angust 2001, Ocean acquired a number of farm-out agreements in
Section 25. See TMBR/Sharp Exhlblt 10, Schedule 1. By an assignment dated
Septeraber 10, 2001, Ocean’ assigned a percentage of the farm out agreements to
Arrington under terms that require Arrington to drill a test well in Section 25 known as
~ the Triple Hackle Dragon "25" Well No. 1 in the NW/4 of that section.

22. On August 21, 2001, after receiving the denials of the applied-for permits to
drill from the District office; TMBR/Sharp filed suit against Arrington and the lessors of
its mineral interests in the Fifth Judicial District Court of Lea County, New Mexico. In
that case, styled "TMBR/Shiatp Drilling, Inc. v. David H. Arrington Oil & Gas, Inc., et
al.", TMBR/Sharp alleged that its leases were still effective and the Arrington top Icascs '
- were ineffective. The Distitt Court, in its Order Granting Partial Summary Judgment,
dated December 24, 2001, agreed with TMBR/Sharp's contention. See TMBR/Sharp's

Exhibit No. 12,

23. During the hearmg of this matter, TMBR/Sharp argued that because the Fifth
Judicial District Court found that Arrington's “top leases" had failed, TMBR/Sharp was
entitled to permilts to drill itv'Sections 23 and 25 and Arrington was not entitled to permits
to drill and its permits should be rescinded. TMBR/Shatp also argued that Arrington had
filed applications to prevent TMBR/Sharp from being able to drill and to place its
obligations under the continwous drilling clauses of the oil and gas leases in jeopardy.
TMBR/Sharp argued that Qcean Energy's letter agreement with Arrington could not
revive Arrington's claim of title and that Ocean Energy's pending pooling application
with the Division is essentxaﬂy itrefevant to the question of whether TMBR/Sharp should

have been granted 2 permit’ :t'o drill.

24. Arrington argued-in response that the title issue ruled upon by the District
- Court with respect to section 25 is irrelevant because Arrington acquired an independent

Lo o
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interest in that section by virtue of a farm out agreement in September of 2001,
Arrington also argued it was willing to assign the disputed acreage in Section 23 to
TMBR/Sharp in order to resolve the present controversy. Arrington also argued that it
doesn't intend to actually deifl at the present time under either approved permit to drill
and argued, citing Order No. R-10731-B, that the Comumission's practice has not been to
rely on "first in time, first in right" principles in deciding competing applications on
-compulsory pooling, but instead on geological evidence. Arrington seemed to argue that
a compulsory pooling proceeding is the place to present such geologic evidence.
Arrington argues that these proceedings are unnecessary and that the Commission should
rely upon the Division's pending pooling cases to decide who of the various parties
should properly possess the permit to drill.

25. Ocean Energy argued that since its farm out agreement terminates on July 1,
2002 time is of the essence-and that the matters at issue here should be resolved in the
pending compulsory pooling proceeding instead of this proceeding. Ocean Energy
argued that the permit to drill.is meaningless in this context, that TMBR/Sharp is
essentially asking the Cominission to determine pooling in the context of the permit to
drill, and that the dedication'of acreage on the acreage dedication plat should not
determine what acreage wouild be pooled to the well. If the Commission were to adopt
this approach, Ocean Energy argues, the compulsory pooling statutes would be written
out of existence. .

‘ 26. The parties seeta to agree that in a situation where the bottom lease has not
failed, a person owning a top lease is not a person duly authorized to be in charge of the
development of a lease or the operation of a producing property, and is therefore not
entitled to a permit to drill.;; NMAC 19.15.1.7(0)(8). See also ! Kramer & Martin, The

 Law of Pooling and Unitization, 3rd ed., § 11.04 at 11-10 (2001). Moreover, because

~ only an "owner" may seek compulsory pooling, it seems that a person owning a top lease

* where the bottom lease has not failed might not be entitled to compulsory pooling either.
See NMSA 1978, § 7(‘)-2-1?(,(3),.'.

: 27. When an application for permit to drill is filed, the Division does not
determine whether an applicant can validly claim a real property interest in the property
subject to the application, and therefore whether the applicant is "duly authorized" and "is

' in charge of the development of a lease or the operation of a producing property.” The
Division has no jurisdiction to determine the validity of any title, or the validity or
continuation in foroe and éffect of any oil and gas lease. Exclusive jurisdiction of such
matters resides in the courts-of the State of New Mexico. The Division so concluded in
its Order in this matter. -See Order No. R-11700 (December 13, 2001).

28. Itis the responsibility of the operator filing an application for a permit to drill
to do so under a good faith-glaim to title and a good faith belief that it is authorized to
. drill the well applied for.. Itgppears to this body that Arrington had such a good faith
belief when it filed its applitation, but subsequently the District Court found otherwise.
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It is not within the purvxew of this body to question that decision and it should not do so
in this case. _

29. As of the date of this order, TMBR/Sharp, by Court declaration, is the owner
of an oil and gas lease in both Section 23 and Section 25, and Amngton, also by Court
declaration, is not an owner in those sections. Therefore, Amrington, who the Court has
now decreed has no authomy over the property, should not have been granted permits to
drill in those sections and TMBR/Sharp should have been granted a permit.

30. Both Amngton and Ocean Energy imply that an appeal will be filed of the
- Distriet Court’s decision. Until the issue of title in Sections 23 and 25 is finally resolved
by the courts or by agreement of the parties, the outcome of this proceeding is therefore
uncertain. As of the presenttime, TMBR/Sharp has prevailed on the title question and
this Order reflects that (prégent) reality. However, as an appeal could change that
conclusion, jurisdiction of this matter should therefore be retained until matters are

finally resolved.

31. The permits to dnu issued by the Division in July 2001 to Arrington were
issued erroneously and shatild be rescinded ab initio. The applications to drill submitted
by TMBR/Sharp in August2001 should have been processed within a few days of
receipt. Armrington's later acquisition of an interest in section 23 and 25 through a farm

“out agreement doesn't charige this analysis; Arrington had no interest by virtue of farm
out as of the date of TMBR/ShaIp s applications.

32. On another{ 1ssue, Ammngton and Ocean Energy have both urged this body to
stay these proceedings pending the resolution of the applications for compulsory pooling,
arguing that a decision on those matters will effectively resolve the issues surrounding
 the permits to drill. -

33. Arrington and (cean Energy's conclusion does not necessarily follow. An
application for a permit to drill serves different objectives than an application for
compulsory pooling and the:two proceedings should not be confused. The application for

‘a permit to drill is required to verify that requirements for a permit are satisfied. For
example, on receipt of an application, the Division will verify whether an operator has
financial assurance on file, rﬁenﬁfy which pool is the objective of the well so as to
identify the proper well spacing and other applicable requirements, ensure that the casing
and cementing program mests Division requirements and check the information provided
to identify any other relevant issues. The acreage dedication plat that accompanies the
application (form C-102) petmits verification of the spacing reqmrements under the
applicable pool rules or statewide rules. Compulsory pooling is related to these
objectives in that compulsary-pooling would not be needed in the absence of spacing
requiremnents. 1 Kramer & Martin, The Law of Pooling and Unitization, § 10.01 (2001)
at 10-2. But its primary obj&ctives are to avoid the drilling of unnecessary wells and to
protect correlative rights. -NMSA 1978, § 70-2-17(C).

e O I A
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34. It has long been the practice in New Mexico that the operator is free to
choose whether to drill first, whether to pool first, or whether to pursue both
couternporageously. The Qil and Gas Act explicitly permits an operator to apply for
compulsory pooling after the well is already drilled. See NMSA 1978, § 70-2-17(C) (the
compulsory pooling powers of the Division may be invoked by an owner or owners "...
who has the right to drill kay drilled or proposes to drill a well [sic] ..."). Issuance of the
permit to drill does not prejudge the results of a compulsory pooling proceeding, and any
suggestion that the acreagg dedication plat attached to an application to drill somehow
"pools” acreage is expressiy disavowed. If acreage included on an acreage dedication
plat is not owned in common, it is the obligation of the operator to seek voluntary pooling
of the acreage putsuant to NMSA 1978, § 70-2-18(A) and, if unsuccessful, to seek
compulsory pooling pursuant to NMSA 1978, § 70-2-17(C).

35. Thus, where compulsory pooling is not required because of voluntary
agreement or because of common ownership of the dedicated acreage, the practice of
designating the acreage to-be dedicated to the well on the application for a permit to drill
furthers administrative expadience. Once the application is approved, no fuxther
proceedings are necessary. :An operator may first apply for a permit to drill a well and
may thereafter pool (on a voluntary or compulsory basis) separately owned tracts to the
well. Alternatively, the opérator may first pool and later seek a permit to drill. The two
are not mutually exclusive; and there is no preferred methodology.

36. Thus, thc process fosters efficiency by permitting a simple approach in cases
where ownership is commos and pooling, voluntary or compulsory, is not necessary.

37. Ocean's expirigg farm-outs present a difficult problem because the delay
occasioned by this proceeding and any delay that might occur in the pending compulsory
pooling cases may place Ocean's interests in jeopardy, It is worth noting that Ocean's
interests seem to be free ofithe title issues plaguing the other parties, but since Ocean
Energy intended that Arrington drill and become operator, Ocean isn't planning on
preserving its rights by drilling a well itseif and hasn’t applied for a permit to drill.
Unfortunately, this body is‘without authority to stay expiration of the farm-outs; Ocean
should petition the District Court for relief if the expiring farm-outs are a concem.

CONCLUSION OF LAW:
The Oil Conservation Commission has no jurisdiction to determine the validity of

any title, or the validity or ¢ontinuation in force and effect of any oil and gas lease.
Exclusive jurisdiction of such matters resides in the courts of the State of New Mexico.

IT IS THEREFORE ORDERED:

- 1. The portion'of TMBR/Sharp's application in Case No. 12731 seeking to void
" permits to drill obtained by Arrington is granted. The pemmits to drill awarded to

88
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Arrington shall be and hereby are rescinded ab initio and the applications originally filed
by TMBR/Sharp in August, 2001 shall be and hereby are remanded to the District Office
for approval consistent with this Order provided the applications otherwise meet
applicable Division requirements.

2. TMBR/Sharp’s application in Case No. 12744, appealing the decision of the
Supervisor of District I of'the Oil Conservation Division, is granted and the decision shall
be and hereby is overruled, '

3. The motions of Arrington and Ocean to continue this proceeding until after
the decision in Cases No. 12816 and No. 12841 shall be and hereby are denied.

4. The motion of T-MBR/Sharp to Supplement the Record is hereby granted.
5. Jurisdiction of this case is retained for the entry of such further orders as may
be necessary given subsequént proceedings in TMBR/Sharp Drilling, Inc. v. David H.
Arrington Oil & Gas, Inc., ;é,t al.
DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

| v . STATE OF NEW MEXICO"

OIE Cg%SERVATION COMMISSION
NB )

.
JAMI BAILEY, MEMBEi

ROBERT LEE,

SEAL




85/13/2882 15:27 5856258293 PHIL BREWER PAGE 02

NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

Lori Wratenbery
Directer
Ol Conservation Division

May 1, 2002

David H Amriagton Oi] & Gas Inc
ATT: Danny Ledford

P O Box 2071

Midland, TX 79702

RE: Cancel of Intents to Drill
Gentlemen:

Per the order #CV2001-315C from the 5* Judicial District Court of Lea County and the order R-11700-B from the Oil
Conservation Division TMBR/Sharp Inc has the rights to drilt in Sec.25, T-161, R.35¢.

The Off Conservation Division is canceling your intents to drilt the two wells listed below:
Triple-Hackle Dragon 25 #1-E, 23-16s-35¢, APt #30-025-35636
Glass-Eye Midge 28 #2-A, 25-163.35e, APl # 30-025.35787
If you have any questions on this matier, please call the Hobbs District office (505) 393-6161.
Yours truly,
OIL CONSERVATION DIVISION

.W .

CW:dm .

CC:  OCD Hobbs
OCD Sants Fe
Burcau of Land Management
State Land Office

Oil Conservation Division * 1623 Prench Drive * Hobbs, New Mexico 38240

Phone: (505) 393-6161 * Fax (505)393-0720 * hntn://www empurd state nm.us
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MILLER, STRATVERT & TORGERSON, P.A.

LAW OFFICES
RAINE B, MRLLER WOMN A, ODBLE coOuNSE ALBUQUERQUE, NM SANTA FE, NM
ALAN C. TORGRABOM JAMES % WOOD
ALICE T. LOMRINZ DANA M. KYLE ROZE N PERKAL 500 MARQUETTE Nw, SUITE 31100 150 WASHINGTON AVE.. SUITE 200
OREG I W. CHASE WK R ALLIN IANEE J. WhOUAMND P.0. BOX 25687 (8712 s-ooo P.Q, BOX 1986 (87804-19886)
STIPHEN M. WRLIAMS NUTH PUTSS SRADLEY D. Yiivwea - * ALBUQUERQLUE, NM 87102 BANTA FE, NM 87501
STEPMAN M. VIDMAR KYLEM FWNCH GARY MSLEY . TELEPHONE: {308} uz-uso TELEPHONE: (508} 909-9614
SATH V. SINGHAM n. SRGOK LASKEY HELL QRAHAM BALE 1800} 424-780% FACBBAWLE: (508) §39-9487
TOOTHY R IQOS RATHERINE W. HALL FACSIMILE: (80%) 2434408
AUDOLPY LUCERG PAULA G. MATNGS
DEPORAK A, BLOVE MICHALL C. HOSY
CARY L. GOADON CAMA PRANDO QF COUNAK,
LAWRENCE R, WiiT§ RATHEANE N. BRACKETT
WHARON P_GAOS JEMNRFER L STOME WORLIAM K, $TRATVERT FARMINGTON, NM LAS CRUCES, NM
VINGINIA ANDEAMAN ANOREW M. SANCHED JAMES B COLLINS
MANRTE D. LIGHTSTCNE M-DYLAN O‘RENLY 300 WEST ARRINGTON, BUNTE 300 1128 S5QUTH MAIN 8T, SUITER
4. 30QYY MALL® JENNIFEP D. HALL P.0, BOX 808 (87499-0849) P.0. 80X 1209 {88004-1208)
THOMAR A MACK JENRIFER L OLSON FARMINGTON, NM 987401 LAS CRUCES, NM 88008
TEAM 8. DAL TODO A, ECHWARY TELEPHONE: (30F) 328-4821 TELEPHOME: (5051 623-2481
THOMAE it QOMIME JLIE A COLBMAN EACSIMILE: (508 325-64T74 FATSIMILE: (BOS) §28-221§
ST O PABOENZIR TMOTHY L BUTLEA
JRPPRLY B, JONGS

PLEASE REFPLY TO SANTA fE
* NEW MEXICO SOARD OF SPECIALIZAYION AECOGNIZAD SPECIALIST IN NATURAL AEJOURCES « OIL & QAR LAW
** NRW MEXICO BOARD OF SPECIALIZATIQN RECDONZED SPECIALIST IN AEAL ESTATE LAW

May 9, 2002

Y1A FACSIMILE (505) 393-0720

Mr. Chris Williams

District I Supervisor

New Mexico Oil Conservation Division
1625 French Drive

Hobbs, New Mexico 88240

Re:  Triple-Hackle Dragon 25 No. 1-E
Glass-Eye Midge 25 No. 2-A'
Sec. 25, T-16-S, R-35-E, NMPM, Lea County, New Mexico

Dear Mr. Williams:

This firm represents David H. Armrington Oil and Gas, Inc. in connection with the above-
referenced matter. Your May 1, 2002 letter was received by Arrington on May 7, 2002 and
forwarded to me.

Please be advised that Arrington has had and continues to have the right to drill in Section
25 independent of the oil and gas lease that is the subject of the ongoing litigation in the Fifth
Judicial District Court referenced in your letter. Therefore, the premise underlying your conclusion
that Arrington’s C-101 and C-102 should be canceled is erroneous. Moreover, the APD approved
by the Division for Arrington’s Glass-Eyed Midge 25 Well No. 1 well on December 17, 2001, was
not the subject of NMOCC Case Nos. 12731 and 12744 (de novo) which resulted i in the'y
Order No. R-11700-B.

' 030 %
On behalf of David H. Arrington Oil and Gas, Inc., you are requested to rcmstatﬁﬁ lling ‘:’
permit for the Glass-Eyed Midge Well No. 1 at the earliest opportunity. -

FN

1 ]

s R

P . \Go
0

‘- (‘.

1 The correct name of the well is the Glass-Eyed Midge 25 Well No. 1, X
\gl Qi o 0y 7\\'
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Mr Chris Williams
May 9, 2002
Page 2

With respect to the Triple Hackle Well No. 1, Ocean Energy is planning on drilling that well
and you should communicate with them directly.
Very truly yours,
MILLER, STRATVERT & TORGERSON, P.A.

J. Scott Hall




STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESQURCES DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING:

APPLICATION OF TMBR/SHARP DRILLING

INC. FOR AN ORDER STAYING DAVID H.

ARRINGTON OIL & GAS, INC. FROM

COMMENCING OPERATIONS, LEA COUNTY,

NEW MEXICO. : Case No. 12,731 (de novo)

APPLICATION OF TMBR/SHARP DRILLING

INC. APPEALING THE HOBBS DISTRICT

SUPERVISOR'S DECISION DENYING APPROVAL

OF TWO APPLICATIONS FOR PERMIT TO

DRILL FILED BY TMBR/SHARP DRILLING,

INC., LEA COUNTY, NEW MEXICO. Case No. 12,744 (de novo)

Order No. R-11700-B

OCEAN ENERGY, INC.'S APPLICATION FOR REHEARING
AND MOTION TO STAY ORDER

Pursuant to NMSA 1978 §70-2-25 and Division Rules 1220 and
1222, Ocean Energy, Inc. ("Ocean") requests that the Commission (a)
rehear the above matter, and (b) stay the effectiveness of
TMBR/Sharp Drilling, Inc.'s ("TMBR/Sharp") application for permit
to drill ("APD") for a well in §25-16S-35E pending resolution of
the pooling cases being heard by the Division on May 16, 2002, and
in support thereof, states:

1. Ocean is a party of record adversely affected by the
above order. The order is erroneous as noted below.

2. Ocean 1is protecting its rights:

Finding paragraph 37 of the order states that "Ocean isn't
planning on preserving its rights by drilling a well itself, and

hasn't applied for a permit to drill a well." That is incorrect.



When the rights of David H. Arrington Oil & Gas, Inc. ("Arrington")
became an issue in January 2002, Ocean proposed a well in the NWY
of Section 25. Affidavit of Derold Maney, attached as Exhibit A,
at paragraph 6. It then followed up on its well proposal by filing
a compulsory poeoling application on February 26, 2002. Id., at
paragraph 10; Division Case No. 12841.! Ocean's pooling case has
been continued for 8 weeks, against Ocean's wishes, at the request
of TMBR/Sharp.

Ocean also filed an APD for its well in the NWY of Section 25,
which was not approved by the Hobbs District Office due the pending
APD's issued to Arrington and TMBR/Sharp. See Affidavit of Derold
Maney at paragraphs 7, 9. Under the requirements set forth by the
Commission 1in its order, Ocean's APD should have been approved
because Ocean owns an interest in the well unit, spacing is proper,
etc. Order No. R-11700-B, at Paragraphs 29, 33.

Due to the foregoing, basing the Commission's decision on the
erroneous claim that Ocean 1is not protecting its rights is
1mproper.

3. Under the Commission's findings, Arrington had the right

to drill, and its APD is valid:

The Commission stated that "any suggestion that the acreage
dedication plat "pools" acreage is expressly disavowed." Order No.
R-11700-B at paragraph 34. The summary judgment granted by the Lea

County District Court is based upon the premise that an acreage

!ocean has also filed a pooling application, in Case No. 12860, for a well
located in the SW¥ of Section 25, solely due to concerns raised by the Commission
about Ocean’'s right to drill on another party's lease.
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dedication plat pools acreage. The Form C-102 is a form
promulgated by the Division and Commission under Rule 1102. A
court should defer to an agency's expertise. See Santa Fe
Exploration Co. v. 0il Conservation Comm'n, 114 N.M. 103, 835 P.2d
819 (1992). Therefore, TMBR/Sharp's claim to the NWY¥ of Section 25
must fail, and Arrington's permit to drill must be approved.

4. Finally, the effectiveness of TMBR/Sharp's Section 25 APD
should be stayed'pending resolution of matters now before the
Division. On May 16, 2002, the Division will hear pooling cases
affecting all of Section 25. See Case Nos. 12816 (N% unit), 12840
(W4 unit), 12859 (EY% unit), and 12860 (W% unit). Until the pooling
process has run 1its course, the effectiveness of TMBR/Sharp's
permit to drill must be stayed. At the May 16th hearing,
substantial geologic, geophysical, and other evidence will be
presented to determine the proper unit orientation and how to
develop Section 25. Such a decision will supersede any APD.

Moreover, as the Commission noted, an appeal of the Lea County
District Court's decision could alter the Commission's own
conclusion. Order No. R-11700-B at paragraph 30. If Arrington is
successful on appeal, 100% of the working interest owners in the W%
of Section 25 desire a standup unit. To allow TMBR/Sharp's APD to
remain effective during the appeal process could impair the rights
of Ocean and Arrington.

WHEREFORE, Ocean requests that a rehearing be granted, and

that the effectiveness of the TMBR/Sharp's APD be stayed until all

matters are resolved by the Division and the Commission.

-3-



Regpectfull , ubmitted,

—_—

Jdmes Bruce
st Office Box 1056
anta Fe, New Mexico 87504
505) 982-2043

Attorney for Ocean Energy, Inc.

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was
served upon %5ﬁkfollowing counsel of record in the manner noted
below this /[ day of May, 2002:

Hand Delivered

Stephen C. Ross

0il Conservation Commission

1220 South St. Francis Drive
Santa Fe, New Mexico 87505

Fax and U.S. Mail

W. Thomas Kellahin
Kellahin & Kellahin

Post Office Box 2265

Santa Fe, New Mexico 87504
Fax No. (505) 982-2047

Fax and U.S. Mail

Susan Richardson

Cotton, Bledsoe, Tighe & Dawson
P.O. Box 2776

Midland, Texas 79702

Fax No. (915) 682-3672

Fax and U.S. Mail

William F. Carr

Holland & Hart LLP

Post Office Box 2208

Santa Fe, New Mexico 87504
Fax No. (505) 983-6043

Fax and U.S. Mail

J. Scott Hall

Miller, Torgerson & Stratvert, P.A.
P.O. Box 1986

Santa Fe, New Mexico 04

Fax No. (505) 989-98

?ﬁmes Bruce
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STATE COF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESQURCES DEPARTMENT
OIL CONSERVATION COMMISSICN

IN THE MATTER OF THE HBARING CALLED
BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING:

"APPLICATION OF TMBR/SBARP DRILLING

INC. FOR AN ORDER STAYING DAVID X.

ARRINGTON OIL & GAS, INC. FROM

COMMENCING OPERATICNS, LEA COUNTY,

NEW MEXICO. - Ca®e No. 12,731 (de novo)

APPLICATION OF TMBR/SHARP. DRILLING

INC. APPEALING THE HOBBS DISTRICT

SUPERVISOR'S DECISION DENYING APPROVAL

OP TWO APPLICATIONS FOR PERMIT TO

DRILL FILED BY TMBR/SHARP DRILLING,

INC., LEA CQUNTY, NEW MEXICO. , Case No. 12,744 (de novo)

Ordexr No. R-11700-B

AFFIBAVIT GF_DEROLD MANEY

STATE OF TEXAS . )
) s9.

COUNTY OF HARRIS )

Derold Maney, being duly sworn upon his oath, deposes and
states:

1. I am over the age of 18, and have personal knowledge of
the matters gtated herein.

2. I am a landman for Ocean Energy, Inc. ("Ocean").

3. Ocean obtained a farmout agreement in July 2001 covering

100% of the working interest in the SWX of Section 25, Township 16
South, Range 35 Bast, N.M.P.M., Lea County, New Mexico.

4. The farmout agreement requires a well to be commenced on
the SWX of Secrion 25, or on lands pooled therewith, by July 1,
2002.

S. Since July 2001 Ocean has planned to drill s well, or
cause a well te be drilled. in the WX of Section 25, Township 16
Soutk, Range 35 East, N.M.P.M. Ocean had an agreement with David
H. Arrington Oil & Gas, Inc. ("Arrington") for Arxirgton to drill
the well.
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6. When Arrington's right to operate was placed in dispute
in January 2002, Ocean sept proposal letters To all interest owners
in the W% of Section 25, for a well in the NWY of Section 25.
Copies oi the proposal letters are attached hereto as Exhibit 1.

7. Ocean aiso filed an Application for Permit to Drill for
a well unit comprised of the W¥ of Saction 25, a copy <of which is
attached hereto as Exhibit 2. The permit was verbally denied by
the Hobbs District Office in April 2002.

8. Cue to guestions raised by the Division and the
Commission cver Ocean’'s right to drill a well located in the NWi of
Section 25 (in which it owns o interest), Ccean sent proposal
letters to all ioterest owners in the W% of Section 25, fcr a well
in the SW¥ of Section 25. Coples of the proposal letters are
attached hereto as Exhibit 3.

9. Ocean has also filed an Application for Permit to Drill
for a well unit comprised of the W¥ of Section 25, with a well in
the SWY thereof, a copy of which is attached hereto as Exhibit 4.

10. Ocean has filed compulsory pooling applications on both
of {ts well proposals. Those cases are docketegd as Case Nos. 12841
and 12860 before the 0il Comservation Divisi

e

Deroid Maney o V74

'SUBSCRIBED AND SWORN TO before me this 30+£ day of April,

2002, by Derold Maney.
Q«/ﬂ.l_/} ({&g AJL-

Notary Public

My Commission Expires:
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B Ocean)Enerov
Januaey 23, 2002 . R

Amensare Od & Gas, Inc
P.O. Box 341449
Ausan, Texas 78734

Attenton: Mr. Mark Nearburg

Re: Teple Hackle Dragon 257 %1
1815 FNL and 730 FWL
\W/2 Section 25, T16S, R33E
Lea County, New Mexico

Gendemen:

Ocean Energy Inc. hereby proposes to deill a 13,200" Mussissippian Testatalocation 1315 FNL and 750" F\WL of
Secuon 25, T165, R35E, Lea County, New Mexico. Based upon our most current utle informaton, Ameristate
Od & Gas, [nc. appeass 0 own leasehold interest in the NW/4 of said Section 25, Please advise 1f this is
incorrect.

Ocean respecthully requests that Amenstate Otl & Gas, [ac. parucpate for its proportionate interest in the
proposed well. Enclosed for your review and executon are two (2) coptes of the AFE for the above captoned
well. Should Ameristate Ol & Gas, Inc. elect to partcipate in the proposed well, please execute and return one
(1) copy of this letter and one (1) AFE well cost esumate. An Operating Agreement will be forwarded for your
review and approval if you elect to participate in the proposed well. Also, please provide your well information
requirements and the names of persoanel to receive reports.

If Ameristate Ol & Gas, Inc. is notinterested in participating in drilling the proposed well, please call me at 713-
265-6897 to discuss other alternatives. )

Thank you for your consideration of this proposal.
Yours very truly,

OCEAN ENERGY, INC.

Derold Maney
Senior Land Advisor

AMERISTATE OIL & GAS, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon “25” #1
Well.

AMERISTATE OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Trple Hackle Dragon
“257 #1 Well.

By:
© Tide:
Date:

v

EXHIBIT
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Ocesn Energy, Inc. 1001 Fannin, Suite 1600 Houston, Texas 77002-6794  (713) 265-6000



Ocean Energ;,-

January 23, 2002

TMNBR/Shaep Dualling, Tac.
PO Drower 10950
Mudland, Texas 79702

Attenuon: Mr. Jett Philips

Re: Triple Hackle Dragon “253” #1
1815 FNL and 750° FWL
\W/2 Secaon 23, T16S, R33E
Lea County, New Mexico

Gentemer:

Ocenn Energy Inc. hereby proposes to drtll a 13,200" Mississipptan Testatalocanon 1815 FNL and 750" FWL of
Secuon 25, TIGS, R33E, Lea County, New Mexico. Based upon our most current ude iaformauon,
TMBR/Sharp Dulling, Inc. appears to own leasehold interest in the NW/4 of said Secuoa 23 Please advise it
this Is 1ncorrect.

Ocean respectfully requests that TMBR/Sharp Driling, Inc. partcipate for its proportonate interest in the
proposed well. Enclosed for your ceview and execution are two (2) copies of the AFE tor the above captioned
well. Should TNVBR/Shaep Drilling, Inc. elect to participace in the proposed well, please execute and return one
(1) copy of thus letter and one (1) AFE well cost estmate. An Operatng Agreement will be forwarded for your
review and approval if you elect t0 participate in the proposed well. Also, please provide your well information
requirements and the names of persoanel to ceceive repocts.

If TMBR/Sharp Drilling, Inc. is not interested in participating in drilling the proposed well, please call me at 713-
265-6397 to discuss other alternatves.

Thank you for your consideration of this proposal.

Yours very truly,

OCEAN ENERGY, INC.

Mw

Derold Maney
Senior Land Advisor

TMBR/SHARP DRILLING, INC. ELECTS TO PARTICIPATE in the Trple Hackle Dragon “25” #1
Well.

TMBR/SHARP DRILLING, INC. ELECTS NOT TO PARTICIPATE in the Teple Hackle Dragon
“257 #1 Well.

By:
© Tide:
4 Date:

1

Ocean Energy, inc. 1001 Fannin, Suite 1600 Houston, Texas 77002-6794  (713) 265-6000



Ocean)Energy

Junuaey 23, 2002

Fuel Products, Inc.
P. O. Box 3193
Mudland, Texas 79702

Arternton: Me Tom Beall

Re: Tuple Hackle Dragon “25™ £1
1815 FNL and.750° F\YL
W/ 2 Secuon 23, T16S, R35E
Lea Counwv, New Mexico

Gentemen:

Ocean Energy lac. hereby proposes to drill a 13,200’ Mississippian Testatalocazon 1815’ FNL and 750" FWTL of
Secuon 25, T16S, R33E, Lea County, New Mexico. Based upon our most current title information, Fuel
Products, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise 1f this 1s incorrect.

Ocean respecttully requests that Fuel Products, Inc. participate for its proportiondte interest in the proposed well.
Enclosed for your review and execution are two (2) copies of the AFE for the above capuoned well. Should Fuel
Products, Inc. elect to parucipate in the proposed well, please execute and return one (1) copy of this letter and
one (1) AFE well cost esumate. An Operating Agreement will be forwarded for your review and approval if you
elect to parucipace in the proposed well. Also, please provide your well information requirements and the names
of personnel to recetve reports.

If Fuel Products, [nc. 1s notinterested in participaung in drilling the proposed well, please call me at 713-265-6897
to discuss other alternatives.

Thank you for your consideration of this proposal.
Yours very truly,

OCEAN ENERGY, INC.

Derold Maney
Senior Land Advisor

FUEL PRODUCTS, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon “25” #1 Well.

FUEL PRODUCTS, INC. ELECTS NOT TO PARTICIPATE in the Tnple Hackle Dragon “25” #1
Well.

By:
Tide:
Date:

Ocean Energy, Inc. 1001 Fannin, Suite 1600  Houston, Texas 77002-6794  (713) 265-60Q0



Ocean Energy

Januazy 25, 2002

Mer. Louts Mazzullo
P. O. Box 66657
Albuquerque, New Mexico 87193

Re: Trple Hackle Dragon 25" #1
1815” FNL and 750" FWL
W/2 Secuon 25, T16S, R33E
Lea County, New Mexico

Dear Mr. Mazzullo,

Ocean Energy Inc. heceby proposes to drill a 13,200 Mississippian Testata locaton 1815 FNL and 750" FWL of
Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ntle information, you appear to
own leasehold interest in the NW/4 of saud Section 25. Please advise if thus ts incorzect.

Ocean respectfully requests that you participate for your proportionate interest iri the proposed well. Enclosed
for your review and execution are two (2) copies of the AFE for the above captioned well. Should you elect to
partcipate in the proposed well, please execute and return one (1) copy of this letter and one (1) AFE well cost
estimate. An Operating Agreement will be forwarded for your review and approval if you elect to parucipate in
the proposed well. Also, please provide your well information requirements and the names of personnel to
recetve repors.

If you are not interested in participating in drlling the proposed well, please call me at 713-265-6897 to discuss
other alternatives.

Thaak you for your consideration of s proposal.
Yours very truly,
OCEAN ENERGY, INC.

udorsy

Derold Maney
Senior Land Advisor

LOUIS MAZZULLO ELECTS TO PARTICIPATE in the Taple Hackle Dragon “25” #1 Well.
LOUIS MAZZULLO ELECTS NOT TO PARTICIPATE in the Triple Hackle Dragon “25” #1 Well.

By:
Tide:
Date:

Ocean Energy, Inc. 1001 Fannin, Suite 1600 Houston, Texas 77002-6794  (713) 265-6000



Ocean Energy

January 25, 2002

David F. Arrington Ot & Gas, [nc.
P. O. Box 207!
Mudland, Texas 79702

Artentuon: Mr. David H. Arrington

Re: Trple Hackle Dragon “25™ #1
1815’ FNL and 750’ FvWL
W/2 Secuon 25, T16S, R33E
Lea County, New Mexico

Gentdemen:

Ocean Energy Inc. hereby proposes to dall 4 13,200" Misstssippian Test ata locaton 1815’ FNL and 750’ FWL of
Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most currenc e information, David H.
Arnington Otl & Gas, Inc. appears to own leasehold interest in the NW /4 of said Section 25. Please advise if this
1s tncorrect.

Ocean respectfully requests that David H. Arrington Oil & Gas, Inc. participate for its proportionate interest in
the proposed well. Enclosed for your review and execution are two (2) copies of the AFE for the above
captioned well. Should David H. Arringron Otl & Gas, Inc. elect to participate in the proposed well, please
execute and return one (1) copy of this letter and one (1) AFE well cost estimate. An Operating Agreement will
be forwarded for your review and approval if you elect to participate in the proposed well. Also, please provide
your well information requirements and the names of personnel to receive reports.

[f David H. Arrington Ol & Gas, Inc. is not interested in participating in drilling the proposed well, please call
me at 713-265-6897 to discuss other alternatves.

Thank you for your consideration of this proposal.

Yours very truly,

OCEAN ENERGY, INC.

(1N
Derold Maney

Senior Land Advisor

DAVID H. ARRINGTON OIL & GAS, INC. ELECTS TO PARTICIPATE in the Trple Hackle
Dragon “25” #1 Well.

DAVID H. ARRINGTON OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Triple Hackle
Dragon “25” #1 Well.

. By
- Tide:
- Date:

Ocean Energy, Inc. 1001 Fannin, Suite 1600  Houston, Texas 77002-6794 (713) 265-60C0
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Ocean Energy

Apalb 4, 2002

Amenstate Od & Gas, [nc.
P.O. Box 341449
Ausun, Texas 78734

Attenuon: Mr. Mark Nearburg

Re: Taple Hackle Dragon “25” #2
19807 F\WL and 1980’ FSL
/2 Section 25, T16S, R33E
Lea County, New Mexico

Gendemen:

Ocean Energy Inc. hereby proposes to dall a 13,200’ Mississippian Testata locauon 1980" FWL and 1980’ FSL
of Secuoan 25, T16S, R3SE, Lea County, New Mexico. Based upon our most current atle informanon, Amerstate
Ol & Gas, Inc. appears to own leasehold interest in the NVW/4 of said Section 25. Please advise if this is
incorrect.

Ocean respectfully requests that Amenstate Oil & Gas, Inc. participate for its proportionate interest in the
proposed well. Enclosed for your review and execution are two (2) copies of the AFE for the above captioned
well. Should Amenstate O & Gas, Inc. elect to participate in the proposed well, please execute and ceturn one
(1) copy of this letter and one (1) AFE well cost esumate. An Operating Agreement will be forwarded for your
review and approval if you elect to participate in the proposed well. Also, please provide your well information
requirements and the names of personnel to receive reports.

If Amenstate Ol & Gas, Inc. 1s not interested in participating in drilling the proposed well, please call me at 713-
263-6897 to discuss other alternatves.

Thank you for your consideration of this proposal.

Yours very teuly,

OCEAN ENERGY, INC.

Derold Maney ,I/é?/

Senior Lzmd Advisor

AMERISTATE OIL & GAS, ING. ELECTS TO PARTICIPATE in the Tple Hackle Dragon “25” 2
Well. ' . : .

AMERISTA"I’E OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Trple Hackle Dragon
“257 #2 Well

By s EXHIBIT
Tite: i;
Date: 5 3

Ocean Energy, Inc. 1001 Fannin, Suite 1600 Houston. Texas 770026794 71 2A5.4MM0



Apal 42002

TMVBR/Shaep Dulling, Tne
PO Drawer 10971
Mudland, texas 79702

Arcenuon: Me. Jeff Phullips

Re: Trple Hackle Dragon #2357 %2

1980° FWL and 1980’ FSL
W/2 Section 23, T16S, R353E
Lea County, New Mexico

Gentlemen:

Ovcean Energy lac. hereby proposes to drll a 13,200" Mississippian Testata locauon 1980° FWL and 1980" FSL
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current utle informauoq,
TMBR/Sharp Drlling, Inc. appears to own leasehold interest in the NW/4 of said Sccuon 73 Please advise if
this 15 incorrect.

Ocean respectfully requests that TMBR/Sharp Drilling, [nc. parucipate for its proportonate interest in the
proposed well. Enclosed for your review and executon are cwo (2) coptes of the AFE for the above capuoned
well. Should TMBR/Sharp Dulling, Inc. elect to pacticipate in the proposed well, please execute and return one
(1) copy of thus letter and one (1) AFE well cost esumate. An Operatng Agreement will be forwarded tor your
ceview and approval if you elect to parucipate in the proposed well. Also, please provide your well informatoa
requirements and the names of personnel to receive reports.

[f TMBR/Sharp Dulling, Inc. is notinterested in participating in dniling the proposed well, please call me at713-
2065-6897 to discuss ocher alternatives.

Thank you for your consideration of thts proposal.
Yours very truly,
OCEAN ENERGY, INC.

//%Mé/y@

Derold Maney
Sentor Land Advisor

TMBR/SHARP DRILLING, INC. ELECTS TO PARTICIPATE in the Trple Hackle Dragon “25” #2
Well.

TMBR/SHARP DRILLING, INC. ELECTS NOT TO PARTICIPATE in the Tople Hackle Dragon
“257 #2 Well.

Tide:
Date:

Ocean Energy, Inc. 1001 Fannin, Suite 1600 Houston. Texas 77002-6794 (717 745200



Ocean Energy

Aol 4. 2002

Fuel Products, Inc.
P. O. Box 3098
Mudland, Texas 79702

Attenuon: Mr. Tom Beall

Re: Traple Hackle Dragon “25” #2
1980’ FWL and 1980 FSL
W/2 Secuon 25, T16S, R33E
Lea County, New Mexico

Gendemen:

Ocean Energy lnc. hereby proposes to drill a 13,200 Misstssipptan Test ata location 1980” FWL and 1980° FSL
of Secton 23, T16S, R35E, Lea County, New Mexico. Based upon our most current ude tnformauon, Fuel
Products, Inc. appears to own leasehold interest in the N/ 4 of said Secuon 25. Please advise 1f thus ts incorrect.

Ocean respectfully requests that Fuel Products, Inc. partcipate for its proportionate interest in the proposed well.
Enclosed for your review and execution are two (2) copies of the AFE for the above capuoned well. Should Fuel
Products, [nc. elect to participate in the proposed well, please execute and return one (1) copy of this letter and
one (1) AFE well cost estimate. An Operating Agreement will be forwarded for your review and approval if you
elect to parucipate in the proposed well. Also, please provide your well information requirements and the names
of personnel to recetve reports.

If Fuel Products, [nc. is not interested in participating in dnlhng the proposed well, please call me at 713-265-6897
to discuss other alternatives.

Thank you for your consideration of this proposal.

Yours very truly,

OCEAN ENERGY, INC.

%z

Derold Maney
Senior Land Advisor

FUEL PRODUCTS, INC. ELECTS TO PARTICIPATE in the Taple Hackle Dragon “25” #2 Well.

FUEL PRODUCTS, INC. ELECTS NOT TO PARTICIPATE in the Trple Hackle Dragon “25” #2
Well.

By:
Tide:
Date:

Ocean Energy, Inc. 1_001 Fannin, Suite 1600 Houston, Texas 770026794 (713) 265-6000



Ocean Energy

Apel 4, 2002

M. Louts Mazzullo
P O. Box 66637
Albuquerque, New Mexico 87193

Re: Trple Hackle Dragon “25” #2
1930" F\VL and 1980’ FSL
W/ 2 Secuon 25, T16S, R33E
Lea County, New Mexuco

Gentlemen:

Ocean Energy [nc. hereby proposes to drill a 13,200° Mississippian Testata locanon 1980° VWL and 1980° £SL
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current utle informauon, you appear
to own leasehold interest in the NW/4 of said Section 25. Please advise if this ts tncorrect.

Ocean respectfully requests that you parucipate for your proportionate interest in the proposed well.- Enclosed
for your review and execution are two (2) coples of the AFE for the above capuoned well. Should you elect to
participate in the proposed well, please execute and return one (1) copy of this letter and one (1) AFE well cost
esumate. An Operaang Agreement will be forwarded for your review and approval f you elect to partcipate in
the proposed well. Also, please provide your well information requirements and the names of persoanel
receive reports.

If you are aot interested in parucipating in drilling the proposed well, please call me at 713-263-6897 to discuss
other alternaaves.

Thaank you for your consideration of this proposal.
Yours very uuly,

OCEAN ENERGY, INC.

%fbﬂ-\
Derold Maney

Sentor Land Advisor

— LOUIS MAZZULLO ELECTS TO PARTICIPATE in the Trple Hackle Dragon “25” #2 Well.
— LOUIS MAZZULLO ELECTS NbT TO PARTICIPATE in the Trple Hackle Dragon “25” #2 Well.
By:

Tide:
Date:

Vaca B 3N VI TV VN

Ocsan Energy, Inc. 1001 Fannin, Suite 1600 Houston Tava« 770014704



Ocean Energy

Aprd 42002

David H. Arnington Od & Gas, Inc.
P.O. Bux 2071
Nidland, Texas 79702

Attennon: Mr. David H. Arnington

Re: Trnple Hackle Dragon “25” #2
1980’ FWL and [980° FSL
W/2 Secnon 25, T16S, R35E
Lea County, New Mexico

Gentemen:

Ocean Energy Inc. hereby proposes to drill a 13,200 Mussissipptan Test at a locanon 1980” FWL and 1980 FSL
of Secuor 25, T165, R35E, Lea County, New Mexico. Based upon our most current utle informaton, Davnid H.
Arnngron Ol & Gas, [nc. appears to own leasehold inrerestin the N/ 4 of said Secuon 25. Please advise f this
Is Incorrect.

Ocean respectfully requests that David H. Arangron Ol & Gas, Inc. parucipate for tts proportionate interest in
the proposed well. Enclosed for your review and execution are two (2) coptes of the AFE for the above
capuoned well. Should David H. Arrington Od & Gas, Inc. elect to participate in the proposed well, please
execute and rerurn one (1) copy of this letter and one (1) AFE well cost estmate. An Operating Agreement will
be forwarded for your review and approval if you elect to participate in the proposed well. Also, please provide
your well information requirements and the names of personnel to recetve reports.

[£ David H. Arnngtoa Od & Gas, Inc. 1s not interested in pamcxpatmg in drilling the proposed well, please call
me at 713-265-6897 to discuss other alternatives.

Thaak you for your consideration of this proposal.
Yours very truly,
OCEAN ENERGY, INC.

Lotk Mo~

" Derold Maney
Senior Land Advisor

DAVID H. ARRINGTON OIL & GAS, INC. ELECTS TO PARTICIPATE in the Trple Hackle
Dragon “25” #2 Well.

DAVID H. ARRINGTON OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Trple Hackle
Dragon “25” #2 Well.

Tide:
Date:

Ocean Energy. Inc. 1001 Fannin. Suite 1AM Hauetnn Tavao 7T cMs sy aces coms
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1625 N, French Dr, Hobbs, NM 28240

State of New Mexico

Energy Minerals and Natura} Resources Fom C.101

Disteiar 0 Revised Mareh 17, 1999
311 South First, Artcsia, NM 88210

Distcier i Oi] Conservation Division Submit to appropriate District Office
1900 Rie Brazos Road, Aztec, NM 37410 2040 South Pacheco State Lease - 6 Copies
District IV Fee Lease - § Copies

2040 South Pacheco, Sama Fe, NM 67505 Santa Fe, NM 87505

D AMENDED REPORT

APPLICATION FQR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE
i ! Operator Name and Address * OGRID Number
Ocean Energy, Inc. 167335
10G] Fannis, Suite 1600, Houston, TX 77002 ? AP Number
. I !
? Property Code } Property Name ¢ Welt No. —|
28458 Triple-Hackle Dragen 25 2
7o .
Surface Location r i} -
|
UL or lot 20, Secuor: Townahip Ranye Lot kin Feet from the NortlvSoth §ne 1 Feet froen the i BaswWes Line Counry
K 2§ 163 ISE 1940 1 Sauth J 19%0 | wanc Lea
8 . - . .
Proposed Bottom Hole Location If Different From Surface
LT orlctno Section | Township Range Lot Idn Festfromthe | NortvSouth fine Feot trom the 5 BastWes lue County
* Propcaed Focl 1 " Propased Pot 2
Towngend Misaissipoian
"' Work Type Code " well Type Code " Zable/Rotary " Lease Type Cods " Ground Lovel Blevasion
N G R P 3959
" Multiple 7 2rapased Depih ¥ Bormation "* Contracior * Soud Dak
) 115007 Mizsisasippian Groy Wolf When Approved
2 .
Proposed Casing and Cement Program
Hole Size Casing Size Casing weipht/foat Setunz Depth Sacks of Cement Estimated TOC
25" pligg Conductor 4Q' ) Redi-mix Surlace
17-1/2 13.38" 54.5 430 500 sx Surface
11” 8.5/8” 31 4900" 1300 sx Surface
MosT
7-7/8” 5-12" 17 13400 1200 sx 500’ aboveppay

12 Describe the proposcd program. 1€ this spplication is o DEEPEN or PLUG BACK. give the tata on the present productive zgne and proposed new

praductive zone, Describe the dlowout prevestion prageam, if sny, Use additional sheets if necessary.

Occan Energy, loc. propases 10 drill this well tn 13,5007, Log and run production casing as indicated above il log Jooks productive.

BOP Program: 117 5000 psi type “U” ram. 11" 5000 psi anavlxr preventar, 47 5000 psi manifold. BOP’s will be tested cvery two weeks. (See

sttached sketeh of BOP's,

Blumberg No. 5208

»

B | Leteby certify thac the information given above is true and complete 10 the

EXHIBIT

OIL CONSERVATION DIVISION

Approved by:

Title:

Title Regulatory Speciglist

_Approval Date:

1 Expiratien Daw:

Dete: 429/

Phone: (713} 265-6834

Conditions of Approval:
Attached (]




DISTRICT 1

1923 N Freact Dy., Eedim, WM MAUD
DISTRICT 1

811 South Piret, Arlema, NM 88210

DISTRICT iU
1000 Rio Brazos Rd., Aslee, KM 27410

DISTRICT IV
2040 Sewih Pachewo, Sania Ye. NM ATLOS

State of New Mexico

Lavrgy, Minersly aad Nutursl RXeeoursos Drparionent

Form C-~102
Reviecd March 17, 1999

Submil le Appropriate Distrcd Office

OIL. CONSERVATION DIVISION

2040 Sculh Pecheco
Santa Fe, New Mexico 87504-2088

WELL LOCATION AND ACREAGE DEDICATION PLAT

State Leasg ~ ¢ Copier
Fee lense - 3 Coplas

D AMENDED REPORT

AP! Number Poel Code Pool Neme
86390 NozTH TownsenNn /Y)isSISSIPPIAN
Froperly Code Property Neme Wel) Number
TRIPLE HACKLE DRAGON "25 2
OGRID Ne. Operator Name Lisvaten
169359 OCEAN ENERGY, T nc.. 3959'
Surface Localion
UL or Joi No. Section Township Raage let ldn Fest trom e North/Soutl line Feet from lbe Eari/Yesl line County
K 25 16 S| 35 E 1980 SQUTH 1980 WEST LEA
Bottom Hole Lacation lf Different From Surface
UL or lot Ne. Sezlion Township Range Lot ldn Pret (rom ke Nortb/Seulh line Fret from the Lant/Reet Yine County

Dadjcated Acres

320

Joint er iaffll

ConsclidaUon Code Order No,

NG ALLOWABLE W¥ILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED

QR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
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Frinted Name
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING:

APPLICATION OF TMBR/SHARP DRILLING, INC.

FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL AND GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO CASE NO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC., , CASE NO. 12744
APPEALING THE HOBBS DISTRICT SUPERVISOR’S

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY

TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO

ORDER NO. R-11700-B

APPLICATION FOR REHEARING
AND
RE PARTIAL STAY OF ORDER NQ. R-11700-B

David H. Armington Qil and Gas, Inc., (“Arrington™), through its attormeys, Miller Stratvert
& Tbrgerson, P.A., (J. Scott Hall), moves pursuant to NMSA 1978 Section 70-2-25 of the New
Mexico Oil and Gas Act and 19 NMAC 15.N.1222 for rehearing on the issuance of Order No. R-
11700-B issued by the Commission on April 26, 2002. Arrington also moves pursuant to 19
NMAC 15N.1220.B for entry of an order stayiné Order No. R-11700-B

Case Nos. 12731 and 12744 involve consolidated applications filed by TMBR/Sharp
Drilling, Inc., (“TMBR/Sharp™), challenging and APD issued on July 17, 2001 to Arrington for its

Triple-Hackle Dragon 25 Well No. 1 covering lands in the W/2 of Section 25' as well as the

. '» All referenced lands are located in Township 16-South, Range 35-East, NMPM in Lea Counry.
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permit approved on July 30, 2001 for Arrington’s Blue Drake 23 Well No. I covering lands in the
E/2 of Section 23. Applications filed in August, 2001 by TMBR/Sharp for permits to drill its
Leavelle 23 No. 1 well and the Blue Fin 25 No. 1 well in Secﬁons 23 and 23, respectiveiy, had
been denied by the Division’s District I office due to the previous approval of the Arrington
drilling permits for the same lands.

The consolidated administrative cases ultimately resulted in the issuance by the New
Mexico Oil Conservation Commission of Order No. R-11700-B on April 26, 2002, which found,
among other things, that the Division’s District I Supetvisor should issue an APD to TMBR/Sharp
for its proposed Blue Fin 25 Well No. 1 in the NW/4 of Section 25 to which TMBR/Sharp
proposes 10 dedicate a N/2 spacing and proration unit. The Order also directed that a drilling
permit should be approved for TMBRJSharp’s’I Blue Drake 23 Well No. 1 to which it prdposed to
dedicate the E/2 of Section 23. In addition, the Commission expressly retained jurisdiction over
the matter, noting that separate court proceedings to resolve title issues could affect the outcome
these pending administrative cases. At issue in that collateral litigation presently pending before
the 5™ Judicial District Court in Lovington is whether the fling. of a C-102 form with the
Division’s District I office in Hobbs for TMBR/Sharp’s Blue Fin 24 No. 1 well in Section 24, T-
16-8, R-35-E, was sufficient to perpetuate TMBR/Sharp’s leases from Madeline Stokes and Erma
Stokes Harmilton to Ameristate Oil and Gas (and, by assignment, 0 TMBR/Sharp) that covered
portions of lands in Sections 23 and 25 identified in the APD’s filed both by TMBR/Sharp and
Arrington. In that litigation, the lessors and Arrington, the owner of top-leases executed by the
Stokes family (by way of farmouts through Ocean Energy, Inc.), contend that the leases held by
TMBR/Sharp had lapsed.

In the interim, on January 28, 2002, TMBR/Sharp had filed an application for compulsory

pooling in Case No. 12816 seeking to consolidate the working interests in the N/2 of Section 25

2
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for its Blue Fin 25 Well No. 1. Ocean Energy, Inc. also filed separate compulsory pooling
applications (Case No. 12841 and Case No. 12860) seeking to pool the W/2 of Section 25 for two
alternative proposed Mississippian formation well locations in the NW/4 and SW/4, respectively.
More recently, Arrington has filed its application for compulsory pooling in Case No. 12859 to
create an E/2 unit in Section 25 for its Glass-Eyed Midge 25 No. 1 Atoka/Morrow/Mississippian
well to be drilled in the NE/4. Arrington’s C-101 APD for the Glass-Eyed Midge 25 No. 1 well
was issued by the Division on December 17, 2001 and its C-102 reflecting an E/2 unit was filed
on November 29, 2001. The N/2 TMBR/Sharp unit is in obvious conflict with the E/2 and W/2
units proposed by Arrington and Ocean Energy. Case Nos. 12816, 12859, 12860 and 12841 are
all scheduled to be heard by the Division’s examiner on May 16, 2002.

Significantly, Arrington’s Application does not present a title issue like TMBR/Sharp’s
Applications in Case Nos. 12731 and 12741 did, and the lands under its proposed E/2 unit were
not involved in those two cases. Arrington’s lease interests are wholly independent from the lease
title currently in dispute in the 5™ Judicial District Court litigation.

On March 15, 2002, without notice to the Applicant and before the issuance of Order R-
11700-B, TMBR/Sharp Drilling, Inc. filed another -C-101 APD with the Division’s District I
office for its Blue Fin 25 Well No. 1 (API No. 30-025-35865) which was also propdscd to be
drilled to the Mississippian formation in the NW/4 of Section 25. The C-102 acreage dedication
plat which accompanied the filing of the TMBR/Sharp Drilling, Inc. APD proposed to dedicate
the N/2 of said Section 25 to the Blue Fin 25 Well No. 1.

On March 20, 2002, again without no*tice to Amington and before the issuance of Order
No. R-11700-B, the Division’s District I office approved the APD for the Blue Fin 25 Well No. 1.

As a consequence of the actions of the Division’s District I office, there existed two
q
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simultaneously approved APD’s with attached C-102’s that both operators proposed to dedicate
the NE/4 of Section 25 to their respective wells. |

At the time of the filing of the APD’s, there were owners of other interests in the N/2 and
E/2 of Section 25, respectively, who had ﬁot voluntarily agreed to participate in the drilling of the
proposed wells. Neither the Arrington nor TMBR/Sharp compulsory pooling cases had been
heard and neither operatdr had consolidated the interests of all the non-participating owners either
by way of a voluntary agreement, comumunitization agreement, or otherwise. Although
TMBR/Sharp, Ocean Energy and Armington now all have compulsory pooling applications
pending before the Division to consolidate the unjoined interests, TMBR/Sharp moved to
continue its own pooling case (Case No. 12816) and to dismiss Cases 12859, 12860 and 12841.
The Division’s examiner denied the TMBR/Sharp motion at a hearing on May 14, 2002,

To date, however, no geologic, engineering or equitable evidence having a bearing on the
development of Section 23 and 25 has been presented to the Division or the Compmission.

Significantly, it was learned on Méy 14th that TMBR/Sharp began drilling its Blue Fin 25
Well No. 1 on May 7, 2002, without having consolidated the unjoined interests and without
allowing the Division to determine the final configuration of the spacing and proration units in
Section 25.

On May 15, 2002, Arrington filed with the Division its Application To Reinstate Drilling
Permit whereby it seeks an order directing the Division’s District I office to reinstate the drilling
permit for its Glass-Eye Midge 25 Well No. 1 previously approved on December 17, 2001. (A

copy of the Application is atiached as Exhibit “A™.)
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THE REQUEST FOR REHEARING

Arrington respectfully submits that Case Nos. 12731 and 12744 should be reheard for
the reasons that (1) Order R-11700-B is based, in part, on error, (2) was improvidently issued,
and (3) its operation allows a ministerial act fo supersede the agency’s statutory functions.
Order R-11700-B Is Based On Exror.

In Order No. R-11700-B, the Commission, citing to the separately pending litigation in the
district court involving conflicting leases, found that APD’s previously issued to Arrington for
wells in the S/2 of Section 23 and the W/2 of Section 25, T-16-S, R-35-E should not have been
granted because Arrington was not an owner in those lands and had “no authority over the
property”. (Order R-11700-B, Par. 29.) This finding was the primary basis for the Commission’s
determination. This finding is clearly based on error. Arrington established that it had the right to
drill and operate as the owner of lease interests in the W/2 of Section 25 separate and apart from
the oil and gas leases involved in the district court Iitigation.

In addition, at the time it filed the APD for its Glass Eye Midge 25 No. 1 Well, Applicant
owned separate oil and gas [ease mterests in the E/2 of Section 25 that were independent from the
conflicting leases that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of that well and the
permit to drill that was issued to it on December 17, 2001 should have been undisturbed. In this
regard, the findings in Paragraph 14 of Order No. R-11700-B are telliog:

“14. The central issue in this case is whether Arrington was eligible to

become the operator of the wells in question...If Arrington was eligible to
become the operator, then the permits were properly issued to Arrington.”

) In its findings at Paragraph 29 of Order R-11700-B, the Commission erroneously assumed

that the rulings issued by the 5" Judicial District Court served to adjudicate all of the title owned

by Arrington. Instead, the scope of the district court rulings affected only the lands encumbered

5
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by the Stokes/Hamilton base lease claimed by Ameristate and TMBR/Sharp and the top-lease
claimed by Arrington. The interests separately owned by Arrington remained unaffected, and as
such, Arrington continued to be eligible to become operator throughout.

The agency’s determination of the geologic and economic waste issﬁcs before it should
determine the outcome of these disputed cases, not resolution of collateral title issues.
Accordingly, the Division should discharge its statutory function and resolve these matters at the
earliest opportunity.

QOrder R- -B Was Improvi ed,

Order No. R-11700-B was improvidently issued, failing to completely resolve the dispute
before the agency or accord full relief to the affected parties. The initial determination of Cases
12731 and 12744 has allowed the permitting issue to unduly influence events and has pre-empted
proper consideration by the agency’s of its statutory mandates to prevent waste, protect correlative
rights and avoid the drilling of unnecessary wells. As a further consequence of its issuance, Order
No. R-11700-B has_precipitated more problems for the parties, including the Division, that have
become manifest in the frustrated efforts of Arrington to develop the E/2 of Section 23, acreage
that should not have been affected by the proceedings.

Through no fault of the Commission, the scope of the TMBR/Sharp applications in Case
Nos. 12731 and 12744 was limited to the issuance of drilling permits for its two proposed wells.
That circumstance was the product of one single act of neglect on the part of TMBR/Sharp: That
is, TMBR/Sharp’s failure to abide by the terms of one of its oil and gas leases and properly file a
pooled unit designation in the county records for their Blue Fin‘ 24-1 well. That single failure or
omission has consequently determined all of TMBR’s actions, legal positions and arguments ever
since, both in court and before the Division and Commission. That same omission has, by

necessity, caused TMBR/Sharp to argue that it is not necessary to file a unit designation in the

6
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county to perpetuate its lease interests. Rather, TMBR/Shérp has been compelled by events to
assert that the mere filing of a C-102 with the Division is sufficient to perpetuate their lease on
Section 25.

As a further consequence, TMBR/Sharp has placed itself in the position of having to argue
to the Division that compulsory pooling is nnecessary altogether. (See Apn'l 29, 2002 Motion of
TMBR/Sharp Drilling, Inc. To Continue Case No. 12816 And To Dismiss Cases 12859, 12860,
and 12841.) As TMBR/Sharp asserts, the C-102 is sufficient to “consolidate™ interests and that is
enough to determine the unit configuration which will, in turn, determine the ultimate
development of the entirety of Section 25.

It is apparent that issues of waste, correlative rights, and unnecessary drilling are
inextricably bound with the issue of which operator may be entitled to drilling permits. These
interrelated disputes cannot be resolved separately until the agency discharges its statutory
obligations to consider the pooling applications and make its determinations, based on geologic,

and engineering evidence that the resulting development will prevent waste arid protect correlative

rights.

The determination, first, that TMBR/Sharp may have been entitled to have its drilling

pemmits approved before issues of correlative rights and waste are considered exalts a mere
ministerial act over the substantive and discretionary quasi-judicial function that the Division is

mandated to perform under N.M. Stat. Ann. 1978 Sections 70-2-17 and 70-2-18.2

* Compulsory Pooling proceedings are identified as adjudicatory matters at 19 NMAC 15N.1207.A(1).
7
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In a situation such as this, where multiple owners have not agreed to pool their interests,
under the Division’s compulsory pooling statutes, on application, the agency is obliged to
convene a hearing and consider evidence probative of whether pooling is necessary “...1o avoid
the drilling of unnecessary wells or to protect correlative rights, or to prevent waste”. N. M. Stat.
Ann. 1978 Section 70-2-17(C). See Simms v. Mechem 72 N.M. 186, 188, 382 P.2d 183, 184
(1963). (“Unqucstionably the commission is authorized to require pooling of property when such

" pooling has not been agreed upon by the parties[.]”) Where the evidence presented substantially
supports affirmative findings and conclusions on any one of these issues, then the statute directs
that the Division “shall pool all or any part of such lands or interests or both in the spacing or
proration unit.” /d,, (emphasis added). Even under this statutory hearing process, depending on the
evidence, the issuance of a compulsory pooling order is discretionary and is by no means an
entitlement. This quasi-judicial function is expressly reserved to the Commission and the Director
or her duly appointed examiners (N. M. Stat. Ann. 1978 sec. 70-2-13) and no part of it may be
delegated by fiat under the guise of a ministerial approval of a drilling permit. See Kerr-McGeg
Nuclear Corp. v, New Mexico Environmental Improvement Board, 97 N.M. 88, 97, 637 P.2d 38, |
47 (Ct. App. 1981). In Kerr-McGee, the Court of Appeals held that duties which are quasi-judicial
in nature, and which require the éxcrcise of judgment cannot be delegated. Id. As Kerr-McGee
was a case of first impression in New Mexico, the Court of Appeals relied on Oklahoma case law.
The Supreme Court of Oklahoma in Yan Hom Oil Co. v, Okla. Carp. Com™., 753 P.2d 1359,
1363 (1988) cited to the same authority relied on the New Mexico Court of Appeals when it
quoted:

Administrative bodies and officers cannot alienate, surrender, or abridge their

powers and duties, or delegate autbority and functions which under the law

may be exercised only by them; and, although they may delegate merely
ministerial functions, in the absence of statute or organic act permitting it, they
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cannot delegate powers and functions discretionary or quasi-judicial in
character, or which require the exercise of judgment.

Citing, Anderson v. Grand River Dam Authority, 446 1P.2d 814 (1968). The Anderson Court also
quoted with approval from American Jurisprudence and Corpus Juris Secundum:

In 2 Am. Jur. 2™ Administrative Law, Section 222, it is said: It is a general

priccipal of law, expressed in the maxim “delegates no protest delegare”, that g

delegated power. may not be further delegated by the person to whom such

power is delegated and than in all cases of delegated authority, or personal

trust or confidence is reposed in the agent and especially where the exercise

and application of the power is made subject to his judgment and discretion,

the authority is purely personal and cannot be delegated to another***. A

commission charged by law with power to promulgate rules, cannot in turn,

delegate that power to another.”

Because New Mexico has expressly adopted Oklahoma law, it is the law in this state that
an administrative body may not delegate a statutory function, particularly in the manner that
TMBR/Sharp advocates.

In making any determipation under the compulsory pooling statute, under long-standing
practice,3 the Division will consider evidence relating to, among other matters: (1) the presence or
absence of a voluntary pooling agreement; (2) whether a reasonable and good-faith effort was
made to obtain the voluntary participation of others; (3) reasonableness of well costs; (4) geologic
and engineering evidence bearing on the avoidance of waste and the protection of correlative
rights, including the drilling of unnecessary wells; (5) the assessment of a risk penalty; and (6)
whether a proposal is otherwise in the interests of conservation. The mere approval of & drilling
permit and the filing of an acreage dedication plat serve to do none of these things and neither

have any of the functions enumerated above been delegated outside the Division's regular hearing

process.?

* See Morris, Richard, Compulsory Pooling of Oil and Gas Interests in New Mexico, 3 Nat., Resources J. 316
(1963).

*N. M. Stat. Ann. 1978 Section 70-2-17(C): “All orders effecting such pooling shall be made after notice and
-hearing[ J”

9
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It is inappropriate to allow any portion of the pé)ol'mg process to be subsumed by the mere
processing of an APD. Order No. R-11700-B, Par. 33. %(“An application for a permit to drill serves
different objectives than an application of compulsory E:ooliug and the two proceedings should not
be confused.””) Moreover, the issuance of a drilling perm1t does not constitute any determination
of a property right. See mmm;m 843 S.W. 2d 579 (Tex. 2000).

Whether intentional or not, the practical cﬁcct of Order R-11700-B was to allow a
ministerial event to dictate events to the exclusion of the statutory adjudicatory functions that

ought first be performed by the Division and the Comn'_vfission.

THE REQUEST FOR %PARTTAL STAY

Arrington requests that Order No. R-11700-B be stayed to the extent it operates to prevent
the reinstatement of its drilling permit and otherwise pxé'events it from commencing the drilling of
it Glass-Eye Midge 25 Well No. 1 in the NE/4 of Sectxon 25.

Further stay of Order R-11700-B is requested tio the extent it approves, by implication or
othcrwise, the creation of a N/2 spacing and proration umt for TMBR/Sharp’s Blue Fin 25 Well
No. 1 pending the agency’s consideration of geologic and engineering evidence and the issuance
of an order determining the proper orientation of the 320 acre units in Section 15.

A proposed Order of Partial Stay is attached hexeto as Exhibit “B”.

CONCLUSION
For the reasons outlined above, Arrington respectfully fequests the Commission
immediately enter its Order of Partial Stay and then seti; all these matters for rehearing at the next

regularly scheduled Commission hearing docket set for june 21, 2002.

i
t

10
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Respectfully submitted,

MILLER, STRATVERT & TORGERSON, P.A.

By 4-/%'&%

J. Scott Hall

Attorneys for David H. Arrington Oil & Gas,
Inc. ’

Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614

11
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Certificate of Mailiag

I hereby certify that a true and correct copy of the foregoing was faxed to counsel of

record on the 15th day of May, 2002, as follows:

James Bruce, Esq.
Post Office Box 1056
Santa Fe, New Mexico 87504

David Brooks, Esq.

New Mexico Qil Conservation Division

1220 South St. Francis Drive
Santa Fe, New Mexico 87505

William F. Carr, Esq.
Post Office Box 2208
Santa Fe, New Mexico 87504

12

Thomas Kellahin, Esq.
Post Office Box 2265
Santa Fe, New Mexico 87504

Susan Richardson, Esq.

Cotton Bledsoe Tighe & Dawson
500 W Illinois Ave # 300
Midland, Texas 79701

/{_St,a.,::-—an,(;,Q

J. Scott Hall
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING:

APPLICATION OF TMBR/SHARP DRILLING, INC.

FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL AND GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO CASE NO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC.,

APPEALING THE HOBBS DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY

TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO CASE NO. 12744

ORDER NO. R-11700-B

CONSOLIDATED RESPONSE TO APPLICATIONS FOR REHEARING
FILED BY DAVID H. ARRINGTON OIL & GAS, INC. AND OCEAN ENERGY, INC.

TMBR/Sharp Drilling, Inc. ("TMBR/Sharp”) submits this consolidated response
to the applications for rehearing filed by David H. Arrington Oil & Gas, Inc.
(“Arrington”) and Ocean Energy, Inc. {"Ocean”) for the Commission’s consideration:

Ocean’s Application Should be Denied

The application of Ocean Is premised upon finding paragraph 37 in the above-
captioned Order being erroneous. More particularly, Ocean asserts that it has made
efforts to drill two alternative wells in the W/2 Section 25, Township 16 South, Range
35 East, N.M.P.M., and has applied for permits to drill said wells. Ocean does not,

however, disclose that its first application in Section 25 (for the Triple-Hackle Dragon

4370\0000211328140.1



25 No. 1 Well) was not filed with the Division until sometime after April 5, 2002, nor
that its second application (for the Triple-Hackle Dragon 25 No. 2 Well) was filed
subsequent thereto. Neither of these actions were taken by Ocean prior to the hearing
in these causes held before the Commission on March 26, 2002 and this is in all
respects consistent with the evidence adduced at the Commission hearing that Ocean
was relying upon Arrington to operate and drill a well in the W/2 Section 25. The
affidavit of Darold Maney attached to Ocean’s application, relating to alieged efforts
by Ocean to drill a well in the W/2 Section 25 separate from Arrington, attempts to
set out facts that could have been presented to the Commission through Mr. Maney’s
testimony at the time the hearing in these causes was held. Itis well established New

Mexico law that in the context of a motion for rehearing, questions or points not raised

in the original hearing will not be considered on rehearing. City of Roswell v. Levers

34 P2d. 867 (NM 1934); Marney v. Home Rovalty Ass’n of Oklahoma 286 P 979 (NM

1930). Any pre-hearing drilling plans that may have been made by Ocean, and any
curative actions Ocean may have taken after the hearing, have no bearing on the
evidence considered by the Commission on March 26, 2002, upon which the above-
captioned Order was based. Ocean’s application for rehearing should be denied.

Arrington’s Application Should be Denied

Arrington proposes three reasons why a rehearing should occur. The first
reason is that Arrington claims the captioned Order to be based, in part, on error.

While TMBR/Sharp admits that the chronology of drilling permit application and
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approval in Section 25 is more complicated than is the case with most cases coming
before the Commission, it is respectfully submitted that said chronology is not nearly
so confusing as Arrington’s description of the same in its application would suggest.
The sequence of events put before the Commission at its March 26, 2002 hearing
was, quite simply:

1. In July of 2001, when Arrington applied for its permit to drill the Triple-
Hackle Dragon No. 1 Well with a W/2 spacing unit, Arrington’s only claim to be in
charge of the development of a lease (thereby satisfying the definition of “operator”
contained in the Division’s regulations) arose from the alleged present effectiveness
of the top leases that it held from Madeline Stokes, et al. covering the NW/4 Section
25. Arrington had no rights in the SW/4 Section 25, whafever prospective agreements
it may have reached with Ocean on the subject, until farmout agreements from Branex
Resources, Inc., et al. were executed on or after July 26, 2001, well after Arrington’s
application was filed.

2. The Lea County District Court ruled in Cause No. CV-2001-315C that
Arrington’s top leases are not presently effective.

3. Arrington could not, therefore, satisfy the definition of “operator” when
it filed the application referenced above and the permit issued in connection therewith
was appropriately rescinded by the Commission.

4. TMBR/Sharp was the first party satisfying the definition of operator to

apply for a drilling permit in Section 25, doing so in connection with its “Blue Fin 25
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Well No. 1" having a N/2 spacing unit and its application was appropriately granted by
the Commission.

5. Arrington’s efforts to maintain a drilling permit for its Glass-eyed Midge
No. 1 Well, having a spacing unit in direct conflict with the spacing unit approved in
connection with TMBR/Sharp’s application, merely seeks to inject confusion into an
otherwise clear and understandable event sequence. Whether or not Arrington might
have satisfied the definition of operator at the time this later application was filed, the
Commission correctly ruled that TMBR/Sharp had priority in terms of time of
application and right of development. As the captioned order clearly states, New
Mexico statutes relating to compulsory pooling prescribe no order for these
proceedings to take place vis a vis the issuance of a drilling permit. Arrington’s
assertion that contested permit and pooling applications must be heard
contemporaneously lacks statutory basis. The Commission’s decision was not based
on error and said decision should not, therefore, be the subject of further hearing
before the Commission.

Arrington further asserts that the decision to issue a drilling permit for the Blue
Fin 25 Well No. 1 to TMBR/Sharp was improvident. The gist of the argument made
by Arrington in its application seems to be that TMBR/Sharp did not properly pool the
Stokes/Hamilton oil and gas leases at issue, notwithstanding the decision issued by

Judge Clingman. TMBR/Sharp understands that Arrington does not like this decision

and is apparently intent on rearguing the core issue of pooling in whatever forum it can
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find. To say, however, that the present proceedings result from some “omission” on
TMBR/Sharp’s party is to totally ignore Judge Clingman’s contrary resolution of the
pooling issue as between all affected parties. The Commission used proper restraint
in not involving itself with issues of leasehold title, deferring said matters to a court
of competent jurisdiction, and Arrington’s efforts to revisit the same under the guise
of improvident issuance of a drilling permit should be resisted.

Arrington finally argues that the issuance of the Blue Fin 25 Well No. 1 Permit
to TMBR/Sharp improperly delegated the Commission’s authority to its Hobbs field
office. TMBR/Sharp cannot appreciate this argument since the captioned order, issued
by the Commission itself, resolves all issues relating to who should have a permit for
drilling operations in Section 25. Whoever issued the permit to TMBR/Sharp,
whenever it was issued, and whatever actions may have been taken to cancel
erroneously granted prior drilling permits, said actions were in all respects consistent
with the captioned order {(ratifying, to the extent necessary, and/or authorizing any
ministerial acts taken by Division personnel in accordance therewith). No cause,
therefore, exists to reconsider the Commission’s decision on the basis of improper
delegation.

Conclusion

As the Commission is all too well aware, the drilling activity presently being

undertaken by TMBR/Sharp is the culmination of an arduous administrative process

that has gone through almost every level of decision making authority, spanning a
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period of several months, and other collateral issues still require resolution by the
Division. It seems clear that Arrington and Ocean will not rest until the Commission
resolves these cases in a manner completely inconsistent with the action that it has
previously taken. If this perception is correct, these parties should pursue their judicial
appellate options and not take up any more of the Commission’s time on a matter that
has been the subject of exhaustive deliberation. The applications for rehearing filed

by Ocean and Arrington should be denied.

Respectfully submitted,

W. THOMAS KELLAHIN
KELLAHIN & KELLAHIN

P.O. Box 2265

Santa Fe, New Mexico 87501
(505) 982-4285

and

SUSAN R. RICHARDSON

RICHARD R. MONTGOMERY

ROBERT T. SULLIVAN

COTTON, BLEDSOE, TIGHE, & DAWSON, P.C.
500 West lllinois, Suite 300

PO Box 2776

Midland, Texas 79702-2776

{915) 684-5782

{915) 682-3672
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Certificate of Mailing

| certify that a copy of the foregoing pleading was faxed to counsel of record
on the day of May, 2002, as follows:

J. Scott Hall, Esq.

Miller, Stratvert & Torgerson, P.A.
P.O. Box 1986

Santa Fe, NM 87504-2986

James Bruce, Esq.
P.O. Box 1056
Santa Fe, NM 87504

William F. Carr, Esq.
P.O. Box 2208
Santa Fe, NM 87504

David Brooks, Esq.

New Mexico Oil Conservation
Division

1220 South St. Francis Drive
Santa Fe, NM 87505

W. Thomas Kellahin
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STATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

APPLICATION OF TMBR/SHARP DRILLING,

INC., FOR AN ORDER STAYING DAVID H.

ARRINGTON OIL AND GAS, INC., FROM

COMMENCING OPERATIONS, CASE NO. 12731
LEA COUNTY, NEW MEXICO

APPLICATION OF TMBR/SHARP DRILLING, =
INC. APPEALING THE HOBBS DISTRICT o
SUPERVISOR’S DECISION DENYING ~
APPROVAL OF TWO APPLICATIONS FOR =3
PERMIT TO DRILL FILED BY TMBR/SHARP CASE NO. 12744.
DRILLING, INC., LEA COUNTY, NEW MEXICO o

Order No. R-11700-B De Novo

NOTICE OF APPFAL

David H. Armington Oil and Gas, Inc., (“Appellant™), through its counsel of record,

Miller, Stratvert & Torgerson, P.A. (J. Scott Hall), pursuant to NMSA 1978 Section 70-2-25 of

the New Mexico Oil and Gas Act and Section 39-3-1.1 (Repl. Pamp. 1995), hereby files this

Notice of Appeal from Order No. R-11700-B issued by the New Mexico Oil Conservation

Commission on April 26, 2002 and from the Commission’s disposition of Appellants’

Application For Rehearing and Request for Partial Stay of Order No. R-11700-B filed pursuant

thereto.

Appeal is made to the District Court for the County of Santa Fe, New Mexico. The

Appeal is taken against the Commission and against TMBR/Sharp Drilling, Inc. Copies of Order

No. R-11700-B and the Application For Rehearing and Request for Partial Stay are attached

1. .
IICICU,



Respectfully submitted,

MILLER, STRATVERT & TORGERSON, PA.

By

T | o RelR

J. Scott Hall, Esq.

Post Office Box 1986

Santa Fe, New Mexico 87504
(505) 989-9614

ATTORNEYS FOR DAVID H. ARRINGTON OIL
AND GAS, INC.

CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing Application for Rehearing was
mailed on this 25" day of June, 2002 to the following:

Steve Ross

New Mexico Oil Conservation Commission
1220 South St. Francis Drive

Santa Fe, New Mexico 87505

James Bruce, Esq.

Post Office Box 1056

Santa Fe, New Mexico 87504-1056
Attorneys for Ocean Energy, Inc.

William F. Carr, Esq.

Holland & Hart

Post Office Box 2208

Santa Fe, New Mexico 87504
Attorneys for Yates Petroleum Corp.

W. Thomas Kellahin, Esqg.
Kellahin & Kellahin
Post Office Box 2265
Santa Fe, New Mexico 87504-2265
Attorneys for TMBR/Sharp Drilling, Inc.

T corn R g

J. Scott Hall, Esq.




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

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION FOR THE PURPOSE OF
CONSIDERING:

APPLICATION OF TMBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

HOBBS DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TC DRILL

FILED BY TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700-B

ORDER OF THE OIL CONSERVATION COMMISSION

BY TH¥ COMMISSION:

THIS MATTER came before the Oil Conservation Commission (hereinafter
referred to as "the Commission") on March 26, 2002, at Santa Fe, New Mexico, on
application of TMBR/Sharp Drilling Inc. (hereinafter referred to as "TMBR/Sharp"), de
novo, and opposed by David H. Amrington Oil and Gas Inc. (hereinafter referred to as
"Arrington") and Ocean Energy Inc. (hereinafier referred to as "Ocean Energy") and the
Commission, having carefully considered the evidence, the pleadings and other materials
submitted by the parties hereto, now, on this 26th day of April, 2002,

FINDS,

1. Netice has been given of the application and the hearing on this matter, and
the Commission has jurisdiction of the parties and the subject matter herein.

2. In Case No. 12731, TMBR/Sharp sesks an order voidine permits to drill

obtained by Arrington and awarding or confirming permits to drill to TMBR/Sharp
‘concerning the same property.

3. In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of
District [ of the Oil Conservation Division denying two applications for permit to dmll.
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4. Arrington and Ocean Energy oppose! both applications.

5. The cases were consolidated by the Division for purposes of hearing and
remain so before the Commission.

6. Still pending before the Division are two applications for compulsory pooling.
They are: Case No. 12816, Application of TMBR/Sharp for compulsory pooling, Lea
County, and Case No. 12841, Application of Ocean Energy Inc. for compulsory poohng,
Lea County.

7. The Commission conducted an evidentiary hearing on March 26, 2002, heard
testimony from witnesses called by TMBR/Sharp, and accepted exhibits. The
Commission also accepted pre-hearing statements from TMBR/Sharp and Arrington and
heard opening statements from TMBR/Sharp, Arrington and Ocean Energy and accepted
brief closing statements from TMBR/Sharp and Arrington.

8. Following the hearing, TMBR/Sharp filed a Motion to Supplement the Record
to include the April 10, 2002 letter of Arrington to the Oil Conservation Division’s
Hobbs District Office and a portion of Arrington’s Supplemental Response to Plaitiff’s
Motion for Reconsideration in Lea County Cause No. CV-2001-315C. Ocean filed a
response to that motion that argued the items add nothing to the record, and Arrington
filed a response arguing that the supplemental material is not new or inconsistent. The
Motion to Supplement the Record should be granted as no party seems to object t©
review of the documents; the objections seem to relate only io the significance of the
documents to this matter.

9. Applications for permit to drill were filed with the Division in Sections 23 and
25 by Amrington and TMBR/Sharp. The applications filed by TMBR/Sharp and
Arrington both proposed a well in the NW/4 of in Section 25. In Section 23, the
application for permit to drill filed by TMBR/Sharp proposed a well in the NE/4, and the
application of Arrington proposed a well in the SE/4,

10. Amrington's application in Section 25 was filed on July 17, 2001 and sought a
permit to drill its proposed "Triple-Hackle Dragon "25" Well No. 1." This application
was approved on July 17. On or about August 7, 2001, TMBR/Sharp filed its application
for a permit to drill its proposed "Blue Fin "25" Well No. 1" in the same section. That
application was denied on August 8, 2001.

11. Arnington's application in Section 23 was ﬁled on July 25, 2001 and sought a

lilatelithe &dhi]
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' On April 10, 2002 Arrington agreed to release its permit to drill to TMBR/Sharp. A dispute
may no longer therefore exist concerning Section 23 although the parties apparently do not agree
with this assessment.
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approved on July 30, 2001. On or about August 6, 2001, TMBR/Sharp filed its
application for a permit to drill its proposed "Leavelle "23" Well No. 1" in the same
section. That application was denied on August 8, 2001.2

12. TMBR/Sharp's applications in Sections 23 and 25 were denied on the grounds
of the permits previously issued to Arrington for the "Triple-Hackle Dragon "25" Well
No. 1" and the "Blue Drake "23" Well No. 1." The Townsend Mississippian North Gas
Pool, the pool from which the wells are to produce, is governed by the spacing and well
density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)]. That rule imposes
320-acre spacing on wells producing from that pool. TMBR/Sharp's applications were
denied because, if granted, more than one well would be present within a 320-acre
spacing unit, in violation of Rule 104.C(2).

13. Before an oil or natural gas well may be drilled within the State of New
Mexico, a permit to drill must be obtained. See NMAC 19.15.3.102.A, 19 NMAC
15.M.1101.A. Only an "operator" may obtain a permit to drill, 19 NMAC 15.M.1101.A,
and an "operator” is a person who is "duly authorized” and "is in charge of the
development of a lease or the operation of a producing property." NMAC
19.15.1.7.0(8).

14. The central issue in this case is whether Arrington was eligible to become the
operatcr of the wells in question. If not, Arrington should nct have received the permits
to drill. I Armingion was eligible to become the operator, then the permits were properly
1ssued tc Arrington.

15. A dispute exists concerning the validity of Arrington and TMBR/Sharp’s
mineral leases in Sections 23 and 25. As will be seen below, resolution of this dispute in
favor of Arrington or TMBR/Sharp determines which party is eligible to be the operater
and thus, who should receive the permits to drill.

16. TMBR/Sharp is the owner of il and gas leases comprising the NW/4 of
Section 25 and the SE/4 of Section 23 (along with other lands) pursuant to leases dated
August 25, 1997 granted by Madeline Stokes and Erma Stokes Hamilton. TMBR/Sharp
Exhibit 6. The leases were granted to Ameristate Oil & Gas, Inc. (hereinafter referred to
as "Ameristate") and were recorded respectively in Book 827 at Page 127 and in Book
827 at Page 124 in Lea County, New Mexico.

17. TMBR/Sharp and Ameristate entered into a Joint Operating Agreement along
with other parties ap Tnly 11998 and TMBR/Shars was-desienated-a-th

—-—td uv».u.v.z.;ucvu »&U 1= 93] \JP\II“L\)f LIA
Section 25. See TNIBR/ShaIp Exhibit 7

: Apparently TMBR/Sharp reapplied for the permits to drill that were previously denied, and the
Division approved those permits on March 20, 2002.



Case Nos. 12731/12744
Order No. R-11700-B
Page 4

18. Although the primary terms of the TMBR/Sharp leases have apparently
expired, TMBR/Sharp alleges that the leases were preserved by the drilling of the "Blue
Fin 24 Well No. 1" and subsequent production from that well. The Blue Fin 24 Well No.
1 is located in the offsetting section 24. ’

19. Subsequent to Stokes and Hamilton's execution of leases m favor of
Ameristate Oil & Gas Inc., they granted leases in the same property to James D. Huff on
March 27, 2001. See TMBR/Sharp Exhibit 9. The leases to Mr. Huff were recorded in
Book 1084 at Page 282 and in Book 1084 at Page 285 in Lea County, New Mexico. The
parties referred to these leases as "top leases,” meaning that according to their terms, they
would not take effect until the prior or "bottom"” leases became ineffective. See
TMBR/Sharp Exhibit 9, 9 15.

20. Arington alleges Mr. Huff is an agent of Arrington but presented nothing to
support that contention.

21. In July and August 2001, Ocean acquired a number of farm-out agreements in
Section 25. See TMBR/Sharp Exhibit 10, Schedule 1. By an assignment dated
September 10, 2001, Ocean assigned a percentage of the farm out agreements to
Amington under terms that require Arrington to drill a test well in Section 25 known as
the Triple Hackle Dragon "25" Well No. 1 in the NW/4 of that section.

22. On August 21, 2001, after receiving the denials of the applied-for permits to
drill from the District office, TMBR/Sharp filed suit against Arrington and the lessors of
its mineral interests in the Fifth Judicial District Court of Lea County, New Mexico. In
that case, styled "TMBR/Sharp Drilling, Inc. v. David H. Arrington Oil & Gas, Inc., et
al.", TMBR/Sharp alleged that its leases were still effective and the Arrington top leases
were ineffective. The District Court, in its Order Granting Partial Summary Judgment,
dated December 24, 2001, agreed with TMBR/Sharp's contention. See TMBR/Sharp's
Exhibit No. 12, ‘ .

23. During the hearing of this matter, TMBR/Sharp argued that because the Fifth
Judicial District Court found that Amington's "top leases" had failed, TMBR/Sharp was
entitled to permits to drill in Sections 23 and 25 and Arrington was not entitled to permits
to drill and its permits should be rescinded. TMBR/Sharp also argued that Arrington had
filed applications to prevent TMBR/Sharp from being able to drill and to place its
obligations under the contmuous drilling clauses of the oil and gas leases in jeopardy.
TMBR/Sharp argued that Ocean Energy's letter agreement with Arrington could not
revive Arrington's claim of title and that Ocean Energy's pending pooling application

WITT T DIivIsion s essentially urelevant 1o (e gqueston ol whaetner 1 MBR/Sharp should
have been granted a permit to drill.

24, Amingron argued in response that the title issue ruled upon by the District
Cougt with respect to section 25 is irrelevant because Arrington acquired an independent
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interest in that section by virtue of a farm out agreement in September of 2001.
Arrington also argued it was willing to assign the disputed acreage in Section 23 to
TMBR/Sharp in order to resolve the present controversy. Arrington also argued that it
doesn't intend to actually drill at the present time under either approved permit to drill
and argued, citing Order No. R-10731-B, that the Commission's practice has not been to
rely on "first in time, first in right" principles in deciding competing applications on
compulsory pooling, but instead on geological evidence. Arrington seemed to argue that
a compulsory pooling proceeding is the place to present such geologic evidence.
Ammmngton argues that these proceedings are unnecessary and that the Commission should
rely upon the Division's pending pooling cases to decide who of the various parties
should properly possess the permit to drill.

25. Ocean Energy argued that since its farm out agreement terminates on July 1,
2002 time is of the essence and that the matters at issue here should be resolved in the
pending compulsory pooling proceeding instead of this proceeding. Ocean Energy
argued that the permit to drill is meaningless in this. context, that TMBR/Sharp is
essentially asking the Commission to determine pooling in the context of the permit to
drill, and that the dedication of acreage on the acreage dedication plat should not
determine what acreage would be pooled to the well. If the Commission were to adopt
this approach, Ocean Energy argues, the compulsory pooling statutes would be written
out of existence.

26. The parties seem to agree that in a situation where the bottom lease has not
failed, a perscn owning a top lease is not a person duly authorized to be in charge of the
development of a lease or the operation of a producing property, and is therefore not
entitled to a permit to drill. NMAC 19.15.1.7(0O)(8). See also 1 Kramer & Martin, The
Law of Pooling and Unitization, 3rd ed., § 11.04 at 11-10 (2001). Moreover, because
only an "owner" may seek compulsory pooling, it seems that a person owning a top lease
where the bottom lease has not failed might not be entitled tc compulsory pooling either.
See NMSA 19’78 § 70-2-17(C).

27. When an application for permit to drill is filed, the Division does not
determine whether an applicant can validly claim a real property interest in the property
subject to the application, and therefore whether the applicant is "duly authorized" and "is
in charge of the development of a lease or the operation of a producing property.” The
Division has no jurisdiction to determine the validity of any title, or the validity or
continuation in force and effect of any oil and gas lease. Exclusive jurisdiction of such
matters resides in the ccurts of the State of New Mexico. The Division so concluded in

Tts Order I 1als matter. oee urder No. RK-1 1700 {(December 13, 2001).

28. It is the responsibility of the cperator filing an application for a permit to drill
to do so under 2 good faith claim to title and a good faith belief that it is authorized to
drill the well applied for. It appears to this body that Arrington had such a good faith
belief when it filed its application, but subsequently the District Court found otherwise.
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It is not within the purview of this body to question that decision and it should not do so
in this case.

29. As of the date of this order, TMBR/Sharp, by Court declaration, is the owner
of an oil and gas lease in both Section 23 and Section 25, and Arrington, also by Court
declaration, is not an owner in those sections. Therefore, Arrington, who the Court has
now decreed has no authority over the property, should not have been granted permits to
drill in those sections and TMBR/Sharp should have been granted a permit.

30. Both Amngton and Ocean Energy imply that an appeal will be filed of the
District Court’s decision. Until the issue of title in Sections 23 and 25 is finally resolved
by the courts or by agreement of the parties, the outcome of this proceeding is therefore
uncertain. As of the present ime, TMBR/Sharp has prevailed on the title question and
this Order reflects that (present) reality. However, as an appeal could change that
conclusion, jurisdiction of this matter should therefore be retained until matters are
finally resolved.

31. The permits to drill issued by the Division in July 2001 to Arrington were
issued erroneously and should be rescinded ab initio. The applications to drill submitted
by TMBR/Sharp in August 2001 should have been processed within a few days of
receipt. Arrington's later acquisition of an interest in section 23 and 25 through a farm
out agreement doesn't change this analysis; Arrington had no interest by virtue of farm
out as cf the date of TMBR/Sharp's applications.

3Z. On another issue, Arrington and Ocean Energy have both urged this body tc
stay these proceedings pending the resolution of the applications for compulsory pooling,
arguing that a decision on those matters will effectively resolve the issues surrounding
the permits to drill. :

33. Amington and Ocean Energy's conclusion does not necessarily follow. An
application for a permit to drill serves different objectives than an application for
compulsory pooling and the two proceedings should not be confused. The application for
a permit to drill is required to verify that requirements for a permit are satisfied. For
example, on receipt of an application, the Division will verify whether an operator has
financial assurance on file, identify which pool is the objective of the well so as to
identify the proper well spacing and other applicable requirements, ensure that the casing
and cementing program meets Division requirements and check the information provided
to identify any other relevant issues. The acreage dedication plat that accompanies the
application (form C-102) permits verification of the spacing requirements under the

applicable pocl rules or statewide ruies. Compulsory pooling is related to these
objectives in that compulsory pooling would not be needed in the absence of spacing
‘requirements. 1 Kramer & Martin, The Law of Pooling and Unitization, § 10.01 (2001)
at 10-2. But its primary objectives are to avoid the drilling of unnecessary wells and to
protect correlative rights. NMSA 1978, § 70-2-17(C).
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34. It has long been the practice in New Mexico that the operator is free to
choose whether to drill first, whether to pool first, or whether to pursue both
contemporaneously. The Oil and Gas Act explicitly permits an operator to apply for
compulsory pooling after the well is already drilled. See NMSA 1978, § 70-2-17(C) (the
compulsory pooling powers of the Division may be invoked by an owner or owners "...
who has the night to drill has drilled or proposes to drill a well [sic] ..."). Issuance of the
permit to drill does not prejudge the results of a compulsory pooling proceeding, and any
suggestion that the acreage dedication plat attached to an application to drill somehow
"pools” acreage is expressly disavowed. If acreage included on an acreage dedication
plat is not owned in common, it is the obligation of the operator to seek voluntary pooling
of the acreage pursuant to NMSA 1978, § 70-2-18(A) and, if unsuccessful, to seek
compulsory pooling pursuant to NMSA 1978, § 70-2-17(C).

35. Thus, where compulsory pooling is not required because of voluntary
agreement or because of common ownership of the dedicated acreage, the practice of
designating the acreage to be dedicated to the well on the application for a permit to drill
furthers administrative expedience. Once the application is approved, no further
proceedings are necessary. An operator may first apply for a permit to drill a well and
may thereafter pool (on a voluntary or compulsory basis) separately owned tracts to the’
well. Alternatively, the operator may first pool and later seek a permit to drill. The two
are not mutnally exclusive, and there is no preferred methodology.

36. Thus, the process fosters efficiency by permitting a simple approach in cases
where ownership 1s common and pooling, voluntary or compulsory, is not necessary.

37. Ocean's expiring farm-outs present a difficult problem because the delay
occasioned by this proceeding and any delay that might occur in the pending compulsory
pooling cases may place Ocean's interests in jeopardy. It is worth noting that Ocean's
Interests seem to be free of the title issues plaguing the other parties, but since Ocean
Energy intended that Arrington drill and become operator, Ocean isn't planning on
preserving its rights by drilling a well itself and hasn’t applied for a permit to érill.
Unfortunately, this body is without authority to stay expiration of the farm-~outs; Ocean
should petition the District Court for relief if the expiring farm-outs are a concern.

CONCLUSION OF LAW:
The Cil Conservation Commission has no jurisdiction to determine the validity of

any title, or the validity or continuation in force and effect of any oil and gas lease.
Exclusive jurisdiction of such matters resides in the courts of the State of New Mexico.

IT IS THEREFORE ORDERED:

_ 1. The portion of TMBR/Sharp's application in Case No. 12731 seeking to void
permits to drill obtained by Arrington is granted. The permits to drill awarded to
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Arrmgton shall be and hereby are rescinded ab initio and the applications originally filed
by TMBR/Sharp in August, 2001 shall be and hereby are remanded to the District Office
for approval consistent with this Order provided the applications otherwise meet
applicable Division requirements.

2. TMBR/Sharp's application in Case No. 12744, appealing the decision of the
Supervisor of District ] of the Oil Conservation Division, is granted and the decision shall
be and hereby is overruled.

3. The motions of Arrington and Ocean to continue this proceeding until after
the decision in Cases No. 12816 and No. 12841 shall be and hereby are denied.

4. The motion of TMBR/Sharp to Supplement the Record is hereby granted.

5. Junsdiction of this case is retained for the entry of such further orders as may
be necessary given subsequent proceedings in TMBR/Sharp Drilling, Inc. v. David H.
Armngton O1l & Gas, Inc., er al. -
DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

mmf;.;ﬁ
bl

ROGBERT LEE,@R

SEAL




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

IN THE MATTER OF THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING: —

APPLICATION OF TMBR/SHARP DRILLING, INC. R
FOR AN ORDER STAYING DAVID H. ARRINGTON ol
OIL AND GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO CASENO. 12731
APPLICATION OF TMBR/SHARP DRILLING, INC., CASENO. 12745

APPEALING THE HOBBS DISTRICT SUPERVISOR’S
DECISION DENYING APPROVAL OF TWO
APPLICATIONS FOR PERMIT TO DRILL FILED BY
TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO

ORDER NO. R-11700-B

APPLICATION FOR REHEARING
AND
REQUESTFOR PARTIAL STAY OF ORDER NO. R-11700-B

Cavid H. Armngton O and Guas. Inc.. (" Arrington”™), through its attorneys. Milier otratvert
& Torgerson, P AL, (J. Scott.Hall), moves pursuant to NMSA 1978 Section 70-2-25 of the New
Mexico O1l and Gas Act and 19 NMAC 15.N.1222 for rehearing on the issuance of Order No. R-
11700-B issued by the Commission on April 26, 2002. Armington also moves pursuant to 19
NMAC 15.N.1229.B for entry of an order staying Crder No. R-11700-B

BACKGRGOUND FACTS

Case Mos. 12731 and 12744 involve consolidated applications filed by TMBR/Sharp

Drilling, Inc., (“"TMBR/Sharp”). challenging and APD issued on July 17, 2001 to Arrington for its

TTIpIe-TIackle ragon 25 Well NO. [ COvermg lands 1 the W Z Of secuon Jo  as well as ue.

CAll referenced lands are iocated In Township 16-South, Range 33-East, NV{PM in Lea Counry.



permut approvec on July 30, 2001 for Arrington’s Blue Drake 23 Well No. 1 covering lands in the
ES2 of Section 23. Applications filed in August, 2001 by TMBR/Sharp for permits to drill its
Leaveile 23 No. 1 well and the Blue Fin 25 No. 1 well in Sccﬁons 23 and 25, respectively, had
been denied by the Division’s District I office due to the previous approval of the Arrington
drilling permits for the same lands.

The consolidated administrative cases uitimately resulted in the issuance by the New
Mexico Oil Conservation Cémmission of Order No. R-11700-B on April 26, 2002, which found,
among other things, that the Division’s Distriet I Supervisor should issue an APD to TMBR/Sharp
for its proposed Blue Fin 25 Well No. 1 in the NW/4 of Section 25 to which TMBR/Sharp
proposes to dedicate a N/2 spacing and proration unit. The Order also directed that a drilling.
permit should be approved for TMBR/Sharp’g Blue Drake 23 Well No. 1 to which it proposed to
dedicate the E/2 of Section 23.. In addition, the Commission expressly retained jurisdiction over
the matter, noting that separate court proceedings to resolve title issues could affect the outcome
these pending administrative cases. At issue in that collateral litigation presently pending before

the 3"

Judicial Disuict Court in Lovington is whether the filing of a C-102 form with the
Division’s District I office in Hobbs for TMBR/Sharp’s Blue Fin 24 No. 1 well in Section 24, T-
16-S, R-33-E, was sufficient to perpetuate TMBR/Sharp’s leases from Madelim? Stokes and Erma
Stokes Hamilton to Ameristate Oil and Gas (and. by assignment. to TM}é}i/ShaIp) that covered
portiqns of lands in Sections 23 and 25 identified in the APD’s filed both by TMBR/Sharp and
Amington. In that litigation. the lessors and Armrington, the owner of top-leases executed by the

Stokes family (by way of farmouts through Ocean Energy, Inc.}, contend that the leases held by

TVBR/Sharp had lapsed.

In the interim, on January 28, 2002, TMBR/Sharp had filed an application for compulsory
pooling in Case No. 12815 seeking to consolidate the working interests in the N/2 of Section 23

5



for its Blue Fin 25 Well No. 1. Ocean Energy, Inc. alsc filed separate compulsory pooling
applications (Case No. 12841 and Case No. 12860) seeking to pool the W/2 of Section 25 for two
alternative proposed Mississippian formation well locations in the NW/4 and SW/4, respectivelv.
More recently, Armrington has filed its application for compulsory pooling in Case No. 12859 to
create an E/2 unit in Section 25 for its Glass-Eved Midge 25 No. 1 Atoka/Morrow/Mississippian
well to be dnlled in the NE/4. Arﬂﬁgton’s C-101 APD for the Glass-Eyed Midge 25 No. 1 well
was issued by the Division on December 17, 2001 and its C-102 reflecting an E/2 unit was filed
on November 29, 2001. The N/2 TMBR/Sharp unit is in obvious conflict with the E/2 and W/2
units proposed by Arrington and Ocean Energy. Case Nos. 12816, 12859, 12860 and 12841 are
all scheduled to be heard by the Division’s examiner on May 16, 2002.

Significantly, Amington’s Application does not present a title issue like TMBR/Sharp’s
Applications in Case Nos. 12731 and 12741 did, and the lands under its proposed E/2 unit were
not involved in those two cases. Arrington’s lease interests are wholly independent from the lease
title currently in dispute in the 3™ Judicial District Court liigation.

On March 13, 2002, without notce to the Applicant and bejore the issuance of Order R-
11700-B, TMBR/Sharp Dnlling, inc. filed another C-101 APD with the [Division’s District
office for its Blue Fin 25 Well No. 1 (API No. 30-025-35865) which was also proposed to be
dnilled to the Mississippian formation in the NW/4 of Sectién 25 The CIOZ acreage dedication
plat which accompanied the filing of the TMBR/Sharp Drilling, Inc. APD proposed to dedicate
the N/2 of said Section 25 to the Blue Fin 25 Well No. 1.

On March 20, 2002, again without notice to ArTington and dejfore the issuance of Order

No. R-11700-3, the Division’s District [ office approved the APD for the Blue Fin 25 Well No. 1.

As a consequence of the actions of the Division's District 1 office, there existed two

W



simultaneously approved APD’s with attached C-102’s that both operators proposed to dedicate
the NE/4 of Section 25 to their respective wells.

At the ume of the filing of the APD’s, there were owners bf other interests in the N/2 and

"E/2 of Section 25, respectively, who had not voluntarily agreed to participate in the drilling of the

proposed wells. Neither the Arrington nor TMBR/Sharp compulsory pooling cases had been
heard and neither operator had consolidated the interests of all the non-participating owners zither
by way of a voluntary agreement, communitization agreement, or otherwise. Although
TMBR/Sharp, Ocean Energy and Amington now all have compulsory pooling applications
pending before the Division to consolidate the unjoined interests, TMBR/Sharp moved to
continue its own pooling case (Case No. 12816) and to dismiss Cases 1285?, 12860 and 12841.
The Division’s examiner denied the TMBR/Sharp motion at a hearing on May 14, 2002.

To date, however, no geologic, engineering or equitable evidence having a bearing on the
development of Section 23 and 25 has been presented to the Division or the Commission.

Stgnificantly, it was learned on May [4th that TMBR/Sharp began driiling its Blue Fin 25
Well No. | on May 7. 2002, without having cousolidated the unjoined imterests and without
allowing the Division to determine the final configuration of the spacing and proration units in
Section 25.

GOn May 15. 2002, Arrington filed with the Division its _-4pplz‘catz'o;z To Reinstare Drilling
Permit whereby it seeks an order directing the Division’s District I cffice to reinstate the drilling
permit for its Glass-Eye Midge 23 Well No. 1 previously approved on December 17, 2001. (A

copy of the Application is attached as Exhibit “A™.)




THE UEST FOR REHEARING
Arrington respectfully submits that Case Nos. 12731 and 12744 should be reheard for
the reasons that (1) Order R-11700-8 is based, in part, on error, (2) was improvidently issued,

and (3) its operation allows a ministerial act to supersede the agency’s statutory functions.

Order R-11700-B Is Based On Error.

In Order No. R-11700-B, the Commission, citing to the separately pending litigation in the
district court involving conflicting leases, found that APD’s previously issued to Arrington for
wells in the S/2 of Section 23 and the W/2 of Section 25, T-16-S, R-35-E should not have been
granted because Arrington was not an owner in those lands and had “no authority over the
property”. (Order R-11700-B, Par. 29.) This finding was the primary basis for the Commission's
determination. This finding is clearly based on error. Arrington established that it had the night to
drill and operate as the owner of lease interests in the W/2 of Section 25 separate and apart from
the o1l and gas leases involved in the district court litigation.

In addition. at the time it filed the APD for its Glass Eye Midge 23 No. | Well. Applicant
owned separate o1l and gas lease interests in the E/2 of Section 23 that were independent Irom the
conflicting leases that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of that well and the
permit to drill that was issued to 1t on December 17, 2001 should have béen undisturbed. In dus
regard. the findings in Paragraph 14 of Order No. R-11700-B are telling:

“14 The central issue in this case is whether Arringron was eligible to
become the operator of the wells in question. It 4rringron was eligible 1o
become the operator, ihen the permits were properly issued to Arrington. ”

(m tc Bndiegc ot DBoracxn ahetQ of M da: DJ_"'[‘\I\D &1 I PP~ |
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ther the rulings issued by the 5* Judicial District Court served to adjudicate all of the title owned

by Arrington. Instead, the scope of the district court rulings affected only the lands encumbered

W



by the Stokes/Hamuilton base lease claimed ‘by Ameristate and TMBR/Sharp and the top-lease
claimed by Arrington. The interests separately owned by Armrington remained unaffected, and as
suca, Arrington continued to be eligible tb become operator throughout.

The agency’s determination of the geologic and economic waste issues before it should
determine the outcome of these disputed cases, not resolution of collateral title issues.
Accordingly, the Division should discharge its statutory function and resolve these matters at the
earliest opportunity.

Order R-11700-8 Was Improvidently Issued.

Order No. R-11700-B was improvidently issued, failing to completely resolve the dispute
before the agency or accord full relief to the affected parties. The initial determination of Cases
12731 and 12744 has allowed the permitting issue to unduly influence events and has pre-empted
proper consideration by the agency’s of its statutory mandates to prevent waste, protect correlative
nghts and avoid the drnilling of unnecessary wells. As a further consequence of its issuance, Order
Mo, R-11700-B has precipitated more problems for the parties, iacluding the Division. that have
become inanifest in the frustrated efforts of Arrington to develop the E/2 of Section 23, acreage
that should not have been affected by the proceedings.

Through no fault of the Commission, the scope of the TMBR/Sharp applications in Case
Nos. 12751 and 12744 was limited to the issuance of drilling permits for 1ts two proposed wells.
That circumstance was the product of one single act of neglect on the part of TMBR/Sharp: That
is, TMBR/Sharp’s failure to abide by the terms of one of its o1l and gas leases and properly file a

pooled unit designation in the county records for their Blue Fin 24-1 well. That singie failure or

AmMiSsion-nas-conRseauentl 4
T >

since, both in court and before the Division and Commission. That same omission has. by

necessity, caused TMBR/Sharp 1o argue that it is not necessary to file a unit designation in the




cannot delegate powers and functions discretionary or quasi-judicial in
character, or which require the exercise of judgment.

Citing, Anderson v. Grand River Dam Authority, 446 JP.2d 814 (1968). The Anderson Court also
quoted with approval from American Jurisprudence and Corpus Juris Secundum:

In 2 Am. Jur. 2™ Administrative Law, Section 222, 1t is said: It is a general

principal of law, expressed in the maxim “delegates no protest delegare”, that a

delegated power may not be further delegated by the person to whom such

power 1s delegated and than in all cases of delegated authority, or personal

trust or confidence is reposed in the agent and especially where the exercise

and application of the power is made subject to his judgment and discretion,

the authority is purely personal and cannot be delegated to another***. A

commission charged by law with power to promulgate rules, cannot in turn,
delegate that power to another.”

Because New Mexico has expressly adopted Oklahoma law, it is the law in this state that
an administrative body may not delegate a statutory function, particularly in the manner that
‘TMBR/Sharp advocates.

In making any determination under the compulsory pooling statute, under long-standing
practice.” the Division will consider evidence relating to. among other matters: (1) the presence or
absence of a voluntary pooling agreement; (2) whether a reasonable and gocd-faith effoit was
made to obtain the voluntary participation of others; (3) reasonableness of well costs; {4) geologic
and engineering evidence bearing on the avoidance of waste and the protection of correlative
rights, including the drilling of unnecessary wells; (5) the assessment of a nsk penalty; and (6)
whether a proposal is otherwise in the interests ot conservation. The mere approval of a dnlling
permit and the filing of an acreage dedication piat serve to do none of these things and neither
have any of the functions enumerated above been delegated outside the Division’s regular hearing

1
process.

* See Morris, Richard, Compulsory Pooiing of Oil and Ges interests in New Mexice, ; Nat. Resources J. 316
(1963). )

* N. M. Stat. Ann. 1978 Section 70-2-17(C): ~“All orders effecting such pooling shall se made atier notice and
hearing(.]”



. Itis inappropriate to allow any portion of the pooling process to be subsumed by the mere
processing of an APD. Order No. R-11700-B, Par. 33. (“An application for a permit to drill serves
different objectives than an application of compulsory pooling and the two proceedings should not

be confused.”) Moreover, the issuance of a drilling permit does not constitute any determination

of a property right. See Gray v. Helmerich & Payne, Inc., et al. 843 S'W. 2d 579 (Tex. 2000).
Whether intentional or not, the practical effect of Order R-11700-B was to allow a
ministerial event to dictate events to the exclusion of the statutory adjudicatory functions that

ought first be performed by the Division and the Commission.

THE REQUEST FOR PARTIAL STAY

Arrington requests that Order No. R-11700-B be stayed to the extent it operates to prevent
the reinstatement of its drilling permit and otherwise prevents it from commencing the drilling of
1t Glass-Eye Midge 25 Well No. 1 in the NE/4 of Section 25.

Further stay of Order R-11700-B 1s requestzd to the =xtent it approves, by implicatcn ot
otherwise, the creaticn of a N/2 spacing and proration unit for TMBR/Sharp’s Blue Fin 23 Well
No. 1 pending the agency’s consideration of geologic and engineering evidence and the issuance
of an order determining the proper onentation of the 320 acre units in Section 13.

A proposed Order of Partial Stay is attached hereto as Exhibit “B”.

CONCLUSION

For the reasons outlined above, Amington respectfully requests the Commission

regularly scheduied Commussion hearing docket set for June 21, 2002.
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Respectfully submitted,

MILLER, STRATVERT & TORGERSON, P A.

By

7. /u..)—v\"&év{,q

J. Scott Hall

Attorneys for David H. Amington Oil & Gas,
Inc.

Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614




Certificate of Mailing

[ hereby certify that a true and correct copy of the foregoing was faxed to counsel of

record on the 15th day of May, 2002, as follows:

James Bruce, Esq.
Post Office Box 1056
Santa Fe, New Mexico 87504

David Brooks, Esq.

New Mexico O1l Conservation Division

1220 South St. Francis Drive
Santa Fe, New Mexico 87505

William F. Carr, Esq.
Post Office Box 2208
Santa Fe, New Mexico 87504

Thomas Kellahin, Esq.
Post Office Box 2265
Santa Fe, New Mexico 87504

Susan Richardson, Esq.

Cotton Bledsoe Tighe & Dawson
500 W Illinois Ave # 300
Midland, Texas 79701
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J. Scott Hall




STATE OF NEW MEXICO

DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF

DAVID H. ARRINGTON OIL AND GAS, INC.

TO REINSTATE DRILLING PERMIT,

LEA COUNTY, NEW MEXICO CASE No.

APPLICATION

DAVID H. ARRINGTON OIL AND GAS, INC,, by its undersigned attorneys, Miller,

Stratvert & Torgerson, P.A. (J. Scott Hall), hereby makes application pursuant to Section 70-2-

11 N.M.S.A. (1978) for an order reinstating its previously approved C-101 and C-102 drilling

permit for Applicant’s proposed Glass-Eyed Midge 25 Well No. 1 (AP No. 30-025-35787) to be

drilled at a standard 320-acre spacing and proration unit gas well location 303 feet from the

North line and 902 feet from the East line in E/2 of Section 25. Township 16-South, Range 35-

Cast. NWIPM, Lea County, New Mexico. Applicunt, in support thereof would show the Division:

1
L.

o

(UR)

Appiicant owns a substantial portion of the working interest in and under the E/2
of Section 25, and Applicant has the right to drill thereon.

Applicant first acquired its lease interests in the E/2 fof: Section 25 mm
approximately January, 2001.

Cn November 29, 2001, Applicant filed with the Division’s District I office in
Hobbs its C-101 Application for Permit to Drill, (“APD™), for the Glass Eye

Midge 25 Well No. 1 which it proposed to drill to the Townsend-Mississippian

Gas pool. Applicant simuitanecusly filed a C-102 acreage dedication plat form

proposing to dedicate the E/2 of said Section 25 to the subject well.

TVOTDTIT .



On December 17, 2001,7the Division’s District I cffice approved Applicant’s
permit to drill the subject well.

On March 15, 2002, without notice to the Applicant, TMBR/Sharp Drilling, Inc.
filed another C-101 APD with the Division’s District I office for its Blue Fin 25
Well No. 1 (API No. 30-025-35865) which was also proposed to be drilled to the
Mississippiaﬁ formation in the NW/4 of Section 25, T-16-S, R-35-E, MN[ el
Lea County. The C-102 acreage dedication plat which accompanied the filing of
the TMBR/Sharp Dnlling, Inc. APD proposed to dedicate the IN/2 of said Section
25 to the Blue Fin 25 Well No. 1.

On March 20, 2002, without notice to the Applicant, the Division’s District 1
office approved the APD for the Blue Fin 25 Well No. 1.

As a consequence of the actions of the Division’s District I office, there existed
two simultaneousty approved APD’s with attached C-102’s that both proposed to
dedicate the NE/4 of Section 23 in viclation ot inter alic, 19 NMAC
15.C.104O)(2)(c).

At the time of the filing of the APD’s, there were owners of ather interests in the
N/2 and E/2 of Section 25, respectively, who had not vdlux:ltan'ly agreed to
participate in the drilling of the proposed wells. Neither Applicant nor
TMBR/Sharp Dnlling, Inc. had consolidated the interests of all the non-
participating owners erther by way of a voluntary agreement, COMMUNItization

agreement, or compuisory pooling order. Both Applicant and TMBR/Sharp

Driiling, Inc. subsequently initated separate compulsory pooling proceedings

before the Division seeking to consolidate those interests.
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On Apnl 26, 2002, the New Mexico Oil Conservation Commission issued Orcer
No. R-11700-B in Case Nos. 12731 and 12744. [n Order No. R-11700-B, the
Commission, citing to separately pending litigarion in the district court involving
conflicting leases, found that APD’s previously issued to Arrington for wells in
the S/2 of Section 23 and the W12 of Section 25, T-16-S, R-35-E should not have
been grantedvbecause Arrington was not an owner in those lands.

At the time it filed the APD for its Glass Eye Midge 25 No. 1. Well, Applicant
owned separate oil and gas lease inferests independent from the conflicting leases
that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of
the subject well and should have received the permit to drill that was issued to it
on December 17, 2001.

On May T, 200Z. the Divisicn’s District | office notified Applicant that s
approved APD was canceled. Applicant recerved the notification oa May 7. 2007

Applicant continues to own lease interests underlying the E/2 of said Section 25
and continues to be eligible to be operator.

The cancellation of Applicant’s permit by the Division’s "Dlisnt'ict 1 office was
arbitrary, capricious and otherwise unreasonable.

Ceological, engineering and equitable considerations mandate that development
oczur by way of a 320 acre spacing and proration unit located in the E/2 of said

Section 23 dedicated to Applicant’s proposed well in order to avoid the drilling of

unnecessary wells. prevent waste and protect correlative rights.



 WHEREFORE, Applicant prays that this application be set for hearing before a duly
aprointed examiner of the Oil Conservation Division no later than June 13, 2002, and that after
noﬁce and hearing as required by law, the Division enter its order reinstating the drilling permit
for Applicant’s proposed well and making sﬁch other and further provisions as may be proper in
the premises.
Respectfully submitted,

MILLER, STRATVERT & TORGERSON, P A.

5
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J. Scott Hall
Post Office Box 1986
Santa Fe, New Mexico 87504
(505) 989-9614

ATTORNEYS FOR DAVID H. ARRINGTON OIL
AND GAS, INC.




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

IN THE MATTER OF THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING:

APPLICATION OF TMBR/SHARP DRILLING, INC.
FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL AND GAS, INC. FROM COMMENCING
OPERATIONS, LEA COUNTY, NEW MEXICO CASE NO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC,, CASE NO. 12744
APPEALING THE HOBBS DISTRICT SUPERVISOR’S

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY

TMBR/SHARP DRILLING, INC,,

LEA COUNTY, NEW MEXICO

ORDER OF PARTIAL STA
OF ORDER NO. R-11700-B

THIS MATTER, having come before the Commission on the Application For
Rehearing And Request Zor Parual Stay OF Crder No. R-11700-B filed by David H.
Armngton O1l and Gas, Inc., and the Commission, being duly advised, ORDERS as
follows:

1. Order No. R-11700-B is stayed to the extent it may operate te prevent the

reinstatement of the drilling permit previously issued to David H. Armngton
Cil and Gas, Inc. on December 17, 2001 for the drilling of the Glass-Eye
Midge 25 Well No. 1 (APT No.30-023-35787) 803’ from the north line and

062° from the east line in the NE/4 of Section 23, Township 16-South,
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further stayed to the extent it prevents Arrington from commencing drilling
operations for the referenced well.

Order No. R-11700-B is further stayed to the extent it may be regarded as
approving, by implication or otherwise, the establishment of a spacing and
proration unit consisting of the N/2 of Section 25, Township 16-South,
Range 35-East, NMPM, Lea County, New Mexico, for the TMBR/Sharp
Drilling, Inc. Blue Fin 25 Well No. ! located in the NW/4 of said Section
25, |

Jurisdiction over these cases is retained for the entry of such further ordérs

as may be necessary.

DONE at Santa Fe, New Mexico, on this day of May, 2002.

STATE OF NEW MEXICO
OIL CONSERVATION COVMMISSION

By:

Lori Wrotenbery, Chair.
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STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING CALLED BY
THE OIL CONSERVATION COMMISSION FOR THE
PURPOSE OF CONSIDERING:

APPLICATION OF TMBR/SHARP DRILLING,
INC., APPEALING TO THE DIRECTOR OF THE
NEW MEXICO OIL CONSERVATION DIVISION

THE HOBBS DISTRICT SUPERVISOR'S DECISION
DENYING APPROVAL OF TWO APPLICATIONS

FOR PERMIT TO DRILL FILED BY TMBR/SHARP,
INC., LEA COUNTY, NEW MEXICO

CASE NO. 12,744

APPLICATION OF TMBR/SHARP DRILLING,
INC., FOR AN ORDER STAYING DIVISION
APPROVAL OF TWO APPLICATIONS FOR

PERMIT TC DRILL OBTAINED BY DAVID H.
ARRINGTON OIL AND GAS, INC., LEA COUNTY,
NEW MEXICO

CASE NO. 12,731
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(Consolidated)

REPORTER'S TRANSCRIPT OF PROCEEDINGS
COMMISSION HEARING

BEFORE: LORI WROTENBERY, CHAIRMAN
JAMI BAILEY, COMMISSIONER
ROBERT LEE, COMMISSIONER

March 26th, 2002
Santa Fe, New Mexico

This matter came on for hearing before the 0il
Conservation Commission, LORI WROTENBERY, Chairman, on
Tuesday, March 26th, 2002, at the New Mexico Energy,
Minerals and Natural Resources Department, 1220 South Saint
Francis Drive, Room 102, Santa Fe, New Mexico, Steven T.
Brenner, Certified Court Reporter No. 7 for the State of

New Mexico.
* % *

STEVEN T. BRENNER, CCR
(505) 989-9317
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WHEREUPON, the following proceedings were had at
11:52 a.m.:

CHAIRMAN WROTENBERY: Okay, if everybody's ready
we'll go back on the record, and at this point we'll take
up two cases that are being consolidated for the purpose of
hearing. One is Case 12,744, the Application of TMBR/Sharp
Drilling, Inc., appealing the decision of the Hobbs
District Supervisor denying approval of two applications
for permit to drill filed by TMBR/Sharp, Inc., in Lea
County, New Mexico.

Also Case 12,731, the Application of TMBR/Sharp
Drilling, Inc., for an order staying Division approval of
two applications for permit to drill obtained by David H.
Arrington 0il and Gas, Inc., in Lea County, New Mexico.

Both of these cases are being heard de novo by
the Commission upon the Application of TMBR/Sharp Drilling,
Inc.

And at this time I'll call for appearances.

MR. KELLAHIN: Members of the Commission, my name
is Tom Kellahin. I'm an attorney with Kellahin and
Kellahin of Santa Fe, New Mexico. I'm appearing today in
association with Mrs. Susan Richardson and Mr. Richard
Montgomery. They are Midland attorneys and they, in
association with me, represent TMBR/Sharp Drilling Company.

MR. CARROLL: Members of the Commission, my name

STEVEN T. BRENNER, CCR
(505) 989-9317
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is Ernest Carroll of the Losee, Carson, Haas and Carroll
law firm of Artesia, New Mexico. I am here today on behalf
of David H. Arrington and Company.

CHAIRMAN WROTENBERY: Thank you, Mr. Carroll.

MR. BRUCE: Madame Chair, my name James Bruce of
Santa Fe. I'm here today on behalf of Ocean Energy,
Incorporated.

CHATRMAN WROTENBERY: And do you each have
witnesses here today?

MR. KELLAHIN: I have two witnesses to be sworn.

CHAIRMAN WROTENBERY: Mr. Carroll?

MR. CARROLL: Ms. Wrotenbery, I have witnesses
here who were going to authenticate certain of our
exhibits. Because Counsel Richardson and I have entered
into an agreement where there will be no objection to any
of the exhibits, I think the necessity of calling my
witnesses has been negated.

The other problem is, my witnesses both have
airplane commitments to make within the next hour, so...

We had anticipated going on first, and so for those reasons
we have a stipulation as to the evidence, the exhibits, and
therefore I will not -- do not plan to call the witnesses
then.

CHAIRMAN WROTENBERY: Thank you, Mr. Carroll.

Mr. Bruce?

STEVEN T. BRENNER, CCR
(505) 989-9317
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MR. BRUCE: I do not have any witnesses.

MR. KELLAHIN: I have two witnesses to be sworn.

CHAIRMAN WROTENBERY: Mr. Carroll -- Okay, would
the two witnesses for TMBR/Sharp please stand to be sworn?

(Thereupon, the witnesses were sworn.)

CHATIRMAN WROTENBERY: Thank you. Would you like
to make opening statements?

MR. KELLAHIN: Yes, ma'am, I would like to do so.

CHAIRMAN WROTENBERY: Okay, Mr. Kellahin?

MR. KELLAHIN: Madame Chairman, we distributed to
members of the Commission last week an exhibit book. There
will be some supplements to the book by stipulation.

In addition, that book has a poor copy of a
locator map. It is not very useful, and I have some
substitutes for it.

CHAIRMAN WROTENBERY: That would be great. 1It's
hard to tell the colors.

MR. KELLAHIN: This one has colors.

CHAIRMAN WROTENBERY: Good. Thank you.

MR. KELLAHIN: We're here before you this morning
to ask you to resolve a permitting dispute between
Arrington and TMBR/Sharp. That permitting dispute occurred
in July and August of last year. It occurred at the Hobbs
District Office.

The area involved involved four APDs; there were

STEVEN T. BRENNER, CCR
(505) 989-9317
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two filed by Arrington and two filed by TMBR/Sharp. If
you'll look at the map I just handed out to you, I can
orient you as to the dispute.

If you'll look at Section 23, both Arrington and
TMBR/Sharp have proposed a west-half spacing unit for a
deep gas well. This is to be drilled to the Mississippian.
It would include all deep gas formations on 320 acres.

The disputed acreage is a question about what we
call the Stokes and the Hamilton leases. I'll explain that
to you in a moment, but you can see that in 23 the Stokes
Hamilton acreage is shaded in green.

I'm going to focus my comments and attention on
Section 25. 1In Section 25 there were two APDs filed, one
by Arrington and one by TMBR/Sharp. The Arrington APD was
a west-half deep gas spacing unit with a well up in Unit
Letter D of Section 25. The disputed acreage is the
northwest quarter. TMBR/Sharp proposed a north-half
orientation to the 320 with its well approximately the same
location. They're a hundred feet or more apart.

When we talk about another well, there's a well
in Section 24 with a standup west-half spacing unit.

That's the Blue Fin 24 well that was drilled and operated
by TMBR/Sharp, and you can see the location of that well.

We're asking you to void the Arrington APDs, and

at this point to confirm the TMBR/Sharp APDs that were

STEVEN T. BRENNER, CCR
(505) 989-9317
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filed in August of last year.

On August 7th, TMBR/Sharp filed its application
to drill with the Hobbs Office for the north half of
Section 25, to dedicate that spacing unit to the Blue Fin
25 well. TMBR/Sharp controlled about 80 percent of the
working interest ownership in that spacing unit at that
time. Since then it's increased.

It included the northwest quarter, the disputed
acreage. We refer to that at TMBR/Sharp as the Stokes
Hamilton base lease.

TMBR/Sharp had obtained these leases from
Ameristate in July of 1998. The primary term for those
leases would have expired on June 6th of last year.

At the same time, on July 1st of 1998, TMBR/Sharp
entered into an operating agreement that included the
disputed lands and other lands. Pursuant to the operating
agreement, TMBR/Sharp perpetuated the disputed acreage by
drilling the Blue Fin 24 well, and you see that one on the
locator map. That's the west half of 24. They drilled
that well; it was completed for production on June 29th.

And as a result of that activity, TMBR/Sharp
contends that the Stokes Hamilton base lease that it
controlled in the northwest quarter was extended beyond the
primary term and that TMBR/Sharp took all necessary action

pursuant to that contract to extend their base lease.

STEVEN T. BRENNER, CCR
(505) 989-9317
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The next important sequence is that the day after
TMBR/Sharp filed its application for permit to drill with
Mr. Williams's office, they received a letter on August
8th, denying their APD. And it was denied based upon the
fact that on July 18th, the Division's District Office had
approved Arrington's APD for what he calls the Triple
Hackle Dragon 25 Well Number 1, and that was to be drilled
with a spacing unit for the west half of Section 25.

Arrington's claim for a right to drill and
operate that well was predicated upon its assumption that
the 0il and gas leases held by TMBR/Sharp over the disputed
acreage had expired and that Arrington now controlled some
top leases. He obtained some top leases through a man
named James Huff for the disputed acreage.

Without the claim of interest in the two top
leases, Arrington would have no interest in the west half
of Section 25. In addition, he would have had no interest
in the east half of 23. So it's critical to Arrington that
his top leases prevail.

The top leases were dated just two days after
TMBR/Sharp spudded the Blue Fin 24 well and were finally
placed of record in September, on September 6th of last
year.

Except for Arrington's action in claiming the top

leases for the disputed acreage, TMBR/Sharp's APDs would

STEVEN T. BRENNER, CCR
(505) 989-9317
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have been approved. The practice is to approve the APDs
first in time, get your APD. There are no other deep gas
wells in the section, so whoever files first gets to select
orientation, gets their APD approved and goes about
drilling their well.

TMBR/Sharp appealed the District Division
Supervisor's action. He sent a letter. 1It's in the file
here, the August letter. He sent a letter in the file and
he says, We're denying you approval of your two APDs
because we have issued permits to Arrington ahead of
hearing. There was a hearing held before the Division on
September 20th of last year.

On December 13th of this year the Division
entered an order. It's R~11,700. It denied TMBR/Sharp's
Application, which would have been to terminate the
Arrington APDs and to then instate the TMBR/Sharp APDs.
They denied that.

And they stated in the findings -- and we have a
copy of the order in the exhibit book -- in Finding 24 they
said because Arrington had demonstrated at least a
colorable claim of title -- they call it a colorable claim
of title -- that would confer upon it a right to drill its
proposed well. No basis exists to reverse or overrule the
action of the District Supervisor in approving Arrington's

APDs.

STEVEN T. BRENNER, CCR
(505) 989-9317
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They also found that -- in paragraph 21, that the
Division has no jurisdiction to determine the validity of
title or the validity or continuation in force and effect
of oil and gas leases and said the exclusive jurisdiction
is with the courts.

They then, in paragraph 25, said the Division
does have jurisdiction to revoke its approval of APDs in
appropriate cases.

What has happened now is, Arrington has prevailed
in the permitting dispute because the District and this
order has decided that Arrington was first in time and sad
some colorable claim of title as a result of the top
leases. The order, when you read it, gave TMBR/Sharp 10
days to go to district court.

In fact, TMBR/Sharp was already in district
court. They had filed the lawsuit in August, on August
24th of last year, and were litigating in Lea County with
Arrington to obtain a judicial determination, among other
things, of the validity of Arrington's claim of title to
the disputed acreage.

On December 24th of last year the District Court
entered a decision about the title dispute. They entered
an order holding that Arrington's assumptions were wrong
and entered summary Jjudgment in favor of TMBR/Sharp.

Arrington's claim of a top lease, interest in the top

STEVEN T. BRENNER, CCR
(505) 989-9317
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lease, had now failed. And TMBR/Sharp's position is that
its leases are valid -- that's what the court said -- and
we are now entitled to have our permit issued.

That case 1is proceeding to trial on other issues,
including the effects of Arrington's action and whether
that action results in damages, so it's on a damage claim
basis at this point.

At this point we have obtained from the District
Court a decision on the title, and we're now back before
the Commission to have you exercise your jurisdiction and
to issue to TMBR/Sharp approvals of the APDs they would
have otherwise have obtained back in August.

Pursuant to the order issued by the Division at
the Examiner Hearing, Arrington has failed now to
demonstrate colorable title and, except for that
demonstration before the Examiner, could never have gotten
their APDs approved.

We would now like you to issue our APDs without
interference from Arrington and from Ocean.

Let's talk a minute why Mr. Bruce is here on
behalf of Ocean. We think now is the time to do for us
what we would have obtained back in August, and that was
the opportunity to drill our well.

A decision by you today is a decision on whether

our permit has priority now because we have the better

STEVEN T. BRENNER, CCR
(505) 989-9317
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title, we have that proof, and that decision will resolve
some compulsory pooling cases that had been pending before
the Examiner.

Those cases ~- the first one was filed by
TMBR/Sharp on January 25th, and it was TMBR/Sharp's
application to complete its consolidation of the north half
of 25.

At this point I think their consolidation
represents more than 90 percent. Back in August they had
80 percent. But their pooling case at this point is to
consolidate the remaining interest in the north half of the
section. It does not attempt to pool Ocean. Ocean is not
a party or an interest owner in the north half of the
section.

Six months after this APD dispute started, Ocean,
on February 2nd, filed a compulsory pooling application for
the west half of Section 25. The Division, as a result of
a prehearing conference last week, continued the pooling
cases until this Commission could decide the permitting
dispute that occurred back in August of last year.

Ocean claims this: Ocean claims an interest in
the southwest quarter of Section 25. They base that claim
on the fact that in the southwest quarter, on July 23rd
last year, they obtained some farmouts of interest owners

in the southwest quarter. Those farmouts are going to

STEVEN T. BRENNER, CCR
(505) 989-9317
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expire on July 1st of this year. So they had a one-year
window in which to act.

After they obtained the farmouts, they did not
oppose the well, they did not institute compulsory pooling,
they did not file for an application for a permit to drill
their well. What they have simply done is entered into a
letter agreement with Mr. Arrington, which Ocean accepted
on November 14th. And pursuant to that letter agreement,
Arrington has a 15-percent interest in the southwest
quarter.

It appears that Ocean is trying to substitute
themselves now for Mr. Arrington. They're going forward
with a well in the west half under the same name, using the
same location that Arrington attempted to achieve until his
title failed.

Interesting to note that Arrington had no
interest in the Ocean farmout acreage until Ocean accepted
that arrangement in November, on the 14th of November last
year. The letter agreement is not even dated until
September 12th.

Ocean's compulsory pooling application is simply
an attempt by Ocean to substitute itself for Arrington on
the APD that Arrington obtained back on July 18th. They've
used the same location and they're attempting to stand in

his shoes.

STEVEN T. BRENNER, CCR
(505) 989-9317
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If the Ocean farmouts expire, it really is
Ocean's fault. They took no action to independently
develop the west half of the spacing unit, except to marry
themselves to Mr. Arrington. They've simply joined at the
hip with regards to that development and relied upon him to
accomplish it. They have not been successful.

They have not exhausted the opportunity to save
their farmouts. Back when TMBR/Sharp was worried about its
leasing arrangements and the top lease and whether its base
leases were still in effect, we went to district court in a
timely fashion, obtained an injunction and relief from the
District Court to save our leases. Ocean could do the same
thing, and they've not sought the opportunity to do that.

Our position here today, before you this morning,
is that Ocean should not be allowed to take advantage of a
wrong caused by Mr. Arrington. And that wrong was to stand
in the way of TMBR/Sharp, which was entitled to and should
have received its permits for approval of its spacing units
back in August of last year.

Our position is, Arrington's APDs are invalid,
cannot be transferred to Ocean, that Arrington's title has
failed, so that Ocean cannot be substitute for Arrington.
Except for Arrington's actions, TMBR/Sharp's APDs would
have been approved, and TMBR/Sharp would have drilled these

wells.

STEVEN T. BRENNER, CCR
(505) 989-9317
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If you decide in our favor, there's no point in
going forward with the Ocean force pooling case, and that's
why those cases have been postponed until you make the
decision on how we issue permits at the District level for
APDs and, now that Arrington's title has failed, whether or
not we are next in priority and should be approved.

Our presentation this morning includes the
exhibits to support all those statements. We have a
chronology to present to our witnesses about the sequence
of activities to get to the conclusion I've just advanced.

Thank you.

CHAIRMAN WROTENBERY: Thank you, Mr. Kellahin.

Mr. Carroll?

MR. CARROLL: Thank you, Commissioner Wrotenbery.

I think we ought to put this hearing in a little
better perspective because, quite frankly, I'm a little
concerned about why we're even here.

First of all, some time ago -~ There are actually
two permits, one in Section 23 and one in Section 25. Some
time ago, Arrington has put TMBR/Sharp on notice that it
wasn't going to drill either one of these APDs at the
present time. And in fact, we offered to turn the Section
23 APD back to or do an assignment of operatorship and give
it to TMBR/Sharp. We've never had an official response

other than, No, we're going to go to the Commission.

STEVEN T. BRENNER, CCR
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I would put the Commission on notice that with
respect to Section 23, that offer still stands. We will do
an assignment of operatorship to TMBR/Sharp, if that's what
they request.

Now, with respect to Section 25, Mr. Kellahin has
forgotten to inform the Commission that with respect to an
Application for an APD in Section 25, on March 20th, 2002,
they were granted one. There is an APD for the Section 25
well existing in TMBR/Sharp. They made an application for
it, it was signed by Paul Krautz -- Kautz, I guess, I'm not
sure if I'm --

CHAIRMAN WROTENBERY: Kautz.

MR. CARROLL: ~-- pronouncing it right -- Kautz?

MR. BROOKS: Kautz.

MR. CARROLL: Kautz, okay. K-a-u-t-z. It was
signed by him, and it's granted. So there is an APD in
existence for Section 25.

Now, with respect to this issue that Mr. Kellahin
has been bringing up, he has tried to make, I think, very
short shrift of the Commission policy with respect to
competing Applications for wells. He has basically stated
that this Commission only enforces a "first in time, first
in right" rule. That is not the rule before this
Commission.

In -- and I don't want to steal any of the steam

STEVEN T. BRENNER, CCR
(505) 989-9317
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of Mr. Bruce, but in Order Number R-10,731-D -- this was in
an Application between KCS Medallion Resources and Yates
Petroleum Corporation -- this Commission, not the Division
but the Commission, ruled that the most important
consideration in awarding operations to competing interest
owners is geologic evidence as it relates to well location
and recovery of oil and gas and associated risk.

Now, what Arrington is willing to do with respect
to the TMBR/Sharp -- I mean with respect to its present APD
in Section 25 -- and you must also understand that one of
the things Mr. Kellahin left -- did not tell you, is that
first of all with respect to this Section 25, they have --
TMBR/Sharp seeks to have a north-half orientation of its
proration unit.

David H. Arrington controls acreage in the
northeast quarter. He has leases in the northeast quarter
presently.

And yet TMBR/Sharp is telling us -- and they have
told us -- and is telling this Commission, they don't
intend to force pool this proration unit.

I'm not sure exactly what the role is here.

We're playing games, is what I'm trying to, I guess, point
out to the Commission, is that we have a force pooling
statute that is mandatory, it says it shall. If you don't

control all the interest in a well, you shall force pool,

STEVEN T. BRENNER, CCR
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or you shall obtain a voluntary pooling agreement.

Well, I can tell you, there is no voluntary
pooling agreement between David Arrington in the northeast
quarter, in the north half of Section 25.

Now, what we do have is that David Arrington does
own part of the acreage, part of the farmout -- and that's
part of some of the agreements that we're going to put into
evidence -- in the west half of Section 25.

Now, what David Arrington is willing to do,
because there are now two competing force pooling
Applications before the Division, and this Commission
hearing ruling which I just recited to you and read from,
will control. And not only -- I read only one of thenm,
which was termed as the most important. There were a good
number of things that should be considered, and that the
Commission said and ranked them in importance. But again,
geology is the most important one, not first in time to get
an APD.

But Arrington is willing, and puts the Commission
on notice, that it will assign -- it has no intent at this
time to drill that well, but it has an APD, and it is
willing to do whatever the Division says, whoever the
Division grants the pooling Application for. If it's
TMBR/Sharp, David Arrington will assign that APD.

And of course, that's just a simple procedure, as
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I think this Commission knows. You just do a change of
operatorship. Once you're the operator, you can pick any
location. But the point is, that location, because this is
-- we've got two competing -- it should be the subject of a
hearing. There are applications before the Division to
test that very aspect of it, the geological, which has been
stated by this Commission is the most important.

Now, so frankly, what are we proposing? This
Commission -- I frankly don't know where we stand.
Arrington has agreed to assign to whomever this Commission
says it should assign those two APDs. That's the key thing
here. Why do we need to go on any further?

Because first of all, what are we here for? We
are appealing two cases. First of all, 12,731, which was
an application for an order staying David H. Arrington from
drilling. David H. Arrington has told this Commission it
doesn't intend to drill. But it intends to abide by the
Commission's wishes as to where those APDs should go. That
settles the first application for appeal de novo.

The second one, TMBR/Sharp in 12,744 asks for it
to be granted APDs. First of all, Arrington with respect
to Section 23 has said, If you want it, TMBR/Sharp, you
just ask it, and if the Commission approves it we'll assign
operatorship. Well, we'll assign operatorship and then it

gets approved.
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As to Section 25, the Division has already
granted an APD. It is Exhibit Number 17 of the exhibits
that TMBR/Sharp will be presenting here at this hearing.

So frankly, all of the wishes have already -- of
TMBR/Sharp, have already occurred. So where do we go from
here? 1I'm not exactly sure, but that is our position. All
we want this Commission to know by David Arrington's
presence is, first of all, we control an interest in this
area.

We have in Section 25, in the west half, we have
a farmout agreement. That was dated back in September of
2001. We had an AMI agreement with Ocean -- that is who
the farmout agreement is with -- that dates back into 2000.
We had a contractual arrangement with Ocean out in this
area. Ocean was getting leases, David H. Arrington was out
getting leases.

And now we have the competing pooling
Applications. And frankly, the Commission has got to get
around that hurdle. Which comes first, the chicken or the
egg?

In my opinion, and I think this is what David
Arrington is asking this Commission to do, is to state --
the Commission needs to stand by its ruling, its orders
that are on record, and throw out this notion of first in

time but go back to where it said, We're going to look at
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competing applications based on geology, and that this
hearing needs to be sent back to await for the Division
Hearings to decide who should, in fact, be the operator and
which one of these competing applications should control
based on geology, and then after that David Arrington will
just -- is here as almost a passing party at this stage.

We will give and do what the Commission says with
these APDs, because there are parties out there that need
to drill and that want to drill, and we're willing to abide
by that.

Thank you.

CHAIRMAN WROTENBERY: Thank you, Mr. Carroll.

MR. KELLAHIN: May I respond to that?

CHAIRMAN WROTENBERY: Mr. Bruce first.

MR. KELLAHIN: Next in turn?

CHAIRMAN WROTENBERY: Pardon me?

MR. KELLAHIN: Next in turn.

CHAIRMAN WROTENBERY: That's right.

MR. BRUCE: I was planning on giving this as my
closing, Madame Chair, but since people are going into
detail I think it would help the Commissioners to know up
front what's really at issue here.

First, let me address one thing that Mr. Kellahin
said about Ocean Energy, and I'll get into this in a little

more detail in a minute.
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Ocean does have a farmout in the southwest
quarter of Section 25. It expires July 1 of this year.
They have been informed in writing, it will not be
extended. So they need to drill a well. They need to
protect their rights.

The fact of the matter is, when they got that
farmout it was anticipated that David Arrington would be
the operator of the well and it would be a west-half well
unit. They didn't sit on their rights. David Arrington
got the APD approved, and it was moving forward toward the
drilling of the well until the lawsuit occurred.

Once that became an issue -- and of course this
isn't before you, but I will represent to the Commission
that Ocean sent out a proposal letter to all of the
interest owners, TMBR/Sharp, Arrington, in the northwest
quarter, proposed a well and filed its pooling application
for a west-half well unit. That's on the Division's docket
right now, because it was TMBR/Sharp's application for
force pooling of a north-half well unit. They didn't sit
on their rights, they just thought Arrington was going to
operate it. Once that became a legal issue in the District
Court, and probably in the court of appeals, Ocean had to
act. 1It's acting.

I would also say that all of these companies are

aware of what's going on in this area of Lea County. It's
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a hot area. There has -- Commissioner Bailey knows, there
has been a lot of money paid for o0il and gas leases at the
state lease sales over the last couple of years in this
Townsend area, in the Lovington area.

Believe me, if TMBR/Sharp had attempted to move
forward with the drilling of a well last year, last fall,
Ocean would have done something about it. These parties
are out there protecting their rights and the rights of
their royalty owners.

As I said, Ocean has a farmout and the working
interest in the southwest quarter of Section 25. That
farmout expires July 1. In order to develop that property,
Ocean has applied to the Division for an order pooling
mineral interests in the west half of that section. That's
Case 12,841 on the Division's docket. TMBR/Sharp applied
in Case 12,816 for an order pooling the north half. These
matters were set for hearing on the last Division docket.
Currently, they've been continued to the April 4th docket.

TMBR/Sharp's argument is essentially that first
the District Court has ruled in its favor in the title
dispute with Arrington. As a result, TMBR/Sharp is now
entitled to have its APDs issued by the Division or the
Commission. And therefore, because they're entitled to a
north half APD, the west half is not available for

compulsory pooling.
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Frankly, if this argument is accepted by the
Commission -- if you say, TMBR/Sharp, go ahead and drill --
it means that the force-pooling states in this state have
become absolutely meaningless.

That's the case, because what Mr. Kellahin is
saying in so many words is, once an APD is issued, that
determines who the operator is, what the well unit is,
standup or laydown, and it determines the well's location,
and nobody can challenge it, nobody, because an APD is
issued. That's contrary to the law and Division and
Commission precedent.

The 0il and Gas Act requires that there are
separately owned tracts of land in a well unit or undivided
interest in the well unit -~ and I've handed you the
statue, Number 70-2-18 -- it says, It shall be the
obligation of the operator to obtain voluntary agreements
pooling those lands or an order of the Division pooling
those lands. It doesn't say anything about an APD. It
says order of the Division pooling those lands.

Secondly, if you go to the primary pooling
statute, Section 17, it says, All orders effecting pooling
shall be made after notice and hearing. Not the filing of
an APD which goes down to the District Office and is
approved, who knows how. It says notice and hearing.

And it says, Each order shall describe the lands
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included in the unit designated thereby. Not by the APD,
but by the pooling order.

And it says it shall designate an operator of the
unit. Once again, it doesn't reference an APD. Nobody
cares about an APD. I hate to say they're meaningless, but
at this point they are, when there are contested issues of
fact about how the well unit should be oriented.

The final matter I've handed you are portions of
an order issued by the Commission a few years ago. And
I'll tell you this, it was a very hotly contested case
between KCS Medallion and Yates Petroleum.

If you go to page 9 of that order, the Commission
went down a list of things that should be considered in
competing pooling cases. As Mr. Carroll's brief just
cited, it says the most important consideration in awarding
operations to competing interest owners is geologic
evidence as it relates to well location and recovery of oil
and gas and associated risk.

I submit to you that the proper place for that
determination is in a contested hearing before the Hearing
Examiner and, if necessary, an appeal to the Commission.
Not by filing an APD.

Ocean is ready to go before the Division and put
forward its geology to show why it should be a west-half

well unit. It goes through these other factors, good-faith
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negotiations prior to force pooling, risk factor, the
capability of parties to operate. And last, and least, in
the absence of other compelling factors, working interest
control.

But what they're talking about there is, you've
got to look at the geology, you've got to look at the good-
faith negotiations, and that's what's required for a force-
pooling hearing. Not with -- Once again, this order says
nothing about APDs. It doesn't say first in time, first in
right, or anything else. It never once mentions an APD,
but it does mention the evidence presented at a normal
pooling hearing.

There are no voluntary agreements covering either
the west-half well unit at this point or the north-half
unit. That's why a pooling is required.

Ocean s ready to present evidence as to why the
geology favors a west-half well unit. I presume TMBR/Sharp
has geology as to why it should be a north-half unit. You
can't tell that from the APD.

However, instead of having the Division review
the evidence in two competing pooling applications,
TMBR/Sharp just wants you to approve the APD, and we're out
of here. That's just not proper. The Division must still
examine the evidence presented.

I think TMBR/Sharp's argument also ignores the
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fact that the order of the District Court regarding title
-- and I don't know how that's going to end up, but that's
appealable. 1I'm sure it will go up to the Court of Appeals
and maybe the Supreme Court. At this point, I do know that
Ocean has the right to drill that well up there. They've
got a farmout. And Ocean is prepared to pursue its rights.

In short, any dispute over the APD or APDs is
subsidiary to a pooling order entered by the Division. The
pooling cases are filed, they're set for hearing next week,
let them go forward.

At such time as a pooling order is issued by the
Division or on appeal by the Commission, then the
Commission can decide which APD to validate.

Basically, I think this is the tail wagging the
dog. As I now understand it -- I've seen the exhibit
booklet -- we've got an approved APD for David Arrington,
we've got an approved APD for TMBR/Sharp. And again I will
represent to the Commission that Ocean is filing its own
APD. Based on the fact that these other two are approved,
I presume this third one by Ocean will be approved.

If you go back to the pooling statute, it says
what the Division and the Commission must do is avoid the
drilling of unnecessary wells. That's in subsection C of
70-2-17, bottom of the first paragraph, the Division, to

avoid the drilling of unnecessary wells, shall pool the
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lands at issue. That cannot be done without pooling
hearings. It can't be done simply by the filing of an APD.

What do I think should happen? I think the
Division and the Commission should either approve all the
APDs or deny them all. It doesn't matter, but hold in
abeyance, in essence, pending a force-pooling hearing.

Then on appeal of the pooling order, the Commission can
decide which well unit orientation is correct, who should
operate it, and where the well should be located. And at
that time, one of the parties will win, and there's nothing
they can do about it.

But this is not the proper forum. And my
suggestion here, frankly, I don't even see the need for
testimony. Hold it in abeyance, continue this for a couple
of months and let it come forward up through the force-
pooling process, and make your decision at that time.

Thank you.

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce.

Mr. Kellahin, did you want to say something more?

MR. KELLAHIN: Yes, ma'am, please.

Members of the Commission, this is a case of
first impression. 1I've been practicing before you for more
than 30 years. I cannot find a case 1like this. I was in
the Yates case, I did the Yates case that Mr. Bruce wants

to rely on. I was in that case. And that case involved
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contemporaneous competing pooling cases between the two
operators, and the order before the Commission simply set
forth a method by which you decide that dispute.

What's occurred here is, but for the wrongful
actions of Arrington, TMBR/Sharp would have received its
APD approval in August of last year, some six months before
this pooling proceeding was initiated by Ocean. There's a
substantial difference in time.

When I have an open section with no spacing units
in it, I get to decide the orientation when I file my APD.
There's no examination by the District Supervisor of the
geology or any of that. You simply file it and get it
approved if you fill in the blanks right, and on Form C-102
it calls it a declaration. You dedicate a certain spacing
unit orientation and a certain amount of acreage. 1It's
right on the form.

There's absolutely no case I can find like this
where a party waits six or seven months later to raise the
arguments Mr. Bruce has raised about how we have dealt
historically with contemporaneous pooling disputes. This
well would have been drilled by now, except for the
wrongful actions of Mr. Arrington in blocking the
TMBR/Sharp applications.

The pooling statute, as we all should know, and I

think do know, allows you to pool before or after you drill
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the well. It says so right in the statute. It is not
unusual to have pooling orders issued after the fact.

In fact, I think that was TMBR/Sharp's intention.
They had 80-plus percent of the north half. Ocean's not
involved in it. Mr. Arrington has no interest of record in
the north half. They're proceeding under the presumption
they'1ll just drill and carry the rest. It happens, and
they intended to do it in that fashion. Had he not blocked
their APD, we wouldn't be here talking about it.

We've followed the outline and guidance the
Division established in Mr. Brooks' order about how you get
an APD. He said the APD approval is based upon a
representation of color of title. That title has failed
for Mr. Arrington. We would have gotten our permit six
months ago, had it not been for his wrongful action.

Ocean wants to step in that position and take
advantage of the wrongful action and now turn this into a
contested technical dispute on geology. That's not the
standard, I can find no cases like that anywhere in any of
your books. I've never done one like that.

What we're looking for is relief from Arrington's
actions that he had undertaken some six months ago and for
which we are entitled to relief. We have followed the
guidance of the Division Examiner order in seeking relief

in district court as to the title, and we invite Ocean to
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do the same thing. They may have an expiring farmout, but
there is nothing that precludes them from going to district
court, like we were forced to do, and getting declaratory
relief from their problem. We didn't create it, it's their
problem. There's a remedy for them, and it's not here.

We are back before this agency to make a decision
of first impression about what it means to have an
application for permit to drill.

MR. CARROLL: Ms. Wrotenbery, may I have just two
sentences?

CHAIRMAN WROTENBERY: Certainly.

MR. CARROLL: In response to the very lengthy
rebuttal that Mr. Kellahin made, I direct the
Commissioners' attention to the second page of the APD, and
this is the --

CHAIRMAN WROTENBERY: Is this --

MR. CARROLL: -~ well dedication plat.

CHAIRMAN WROTENBERY: Which exhibit?

MR. CARROLL: This is Exhibit 17.

CHAIRMAN WROTENBERY: I don't have it yet.

MR. CARROLL: Well --

CHAIRMAN WROTENBERY: In --

MR. CARROLL: =-- this is the standard form, and
all I want to call attention to is some language that I

think reflects on what Mr. Kellahin very lengthily tried to
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state.

It says, "No allowable will be assigned to this
completion until all interests have been consolidated or a
non-standard unit has been approved by the Division." I
think that rebuts just about everything that Mr. Kellahin
made in his last comments.

MR. KELLAHIN: It doesn't say you can't drill.
You get an allowable after you drill the well.

MR. CARROLL: But then why drill if it you don't
get an allowable, Mr. Kellahin?

CHAIRMAN WROTENBERY: Okay, thank you, we
understand the different perspectives.

Mr. Bruce?

MR. BRUCE: Same thing. And Madame Chair, I have
obligations to get out of town, I may not be here all day.
So if I suddenly disappear I beg the Commission's
permission to do that.

CHATIRMAN WROTENBERY: Okay, we understand.

MR. BRUCE: I would say -- and there is -- I
believe Mr. Kellahin is right, there is no written order of
the Commission in a similar situation at this time.

I would refer the Commission, however, to Case
11,887. In that case, Santa Fe Energy Resources filed an
Application to pool a standup unit, just like Ocean is

doing today. The interest owner being owner, the only
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interest owner, was Phillips Petroleum Company. Phillips
Petroleum has controlled, in effect, the north-half unit,
went out after getting a pooling application and filed and
APD for a north-half unit. And they said, You can't move
forward. This acreage is dedicated already, you can't
force-pool our acreage because we've dedicated a north-half
unit.

Now, although there was no written decision,
there was a motion to dismiss filed by Phillips Petroleum
in that matter, and the Division Hearing Examiner, Mr.
Stogner, denied it. He said APD is meaningless and allowed
the Santa Fe Enerqgy pooling case to proceed. Now, the
parties eventually settled their differences, but that's as
close as you're going to find to a decision on this matter.

But clearly the Division recognized at the time
that merely having an APD doesn't control over a force
pooling. An APD is an OCD form.

What you have here is a statute enacted by the
Legislature, and we believe that controls.

Thank you.

MR. KELLAHIN: I did the Phillips case --

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce.

MR. KELLAHIN: -- would you like to hear the rest
of the story?

CHAIRMAN WROTENBERY: Okay, please go ahead.

STEVEN T. BRENNER, CCR
(505) 989-9317




!

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

38

MR. KELLAHIN: After Phillips is served with the
force-pooling application, and after the fact, Phillips
races out and gets an APD approved in an effort to
circumvent and avoid the force-pooling. Mr. Stogner says
after you've been served you can't engage in that kind of
gamesmanship, and therefore he denied their ability to
avoid force pooling in that fashion.

There's no case I can find where the APD activity
that was blocked by Arrington occurred some seven months
prior to the pooling dispute.

CHATIRMAN WROTENBERY: Thank you, Mr. Kellahin.

Mr. Bruce, since you said you may need to duck
out, may I ask you one question related to Section 17 and
paragraph C, and it's the -- these are long sentences; it
looks like it's the second sentence: "Where, however, such
owner or owners have not agreed to pool their interests,
and where one such separate owner, or owners...has the
right to drill has drilled or proposes to drill a well on
said unit to a common source of supply, the division, to
avoid the drilling of unnecessary wells or to protect
correlative rights, or to prevent waste, shall pool all or
any part of such lands or interests or both in the spacing
or proration unit as a unit.”

My question is about the part that describes, you

need to have a right to drill, to have drilled or to

STEVEN T. BRENNER, CCR
(505) 989-9317




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

39

propose to drill a well on said unit, and how that applies
in a case like this one where Ocean has an interest in the
southwest quarter and has filed a pooling application
involving a well in the northwest quarter.

MR. BRUCE: Okay.

CHAIRMAN WROTENBERY: What can you tell the
Commission about the law in New Mexico on --

MR. BRUCE: Okay, drilling --

CHAIRMAN WROTENBERY: =-- the right to drill a
well on acreage in which the applicant does not have an
interest?

MR. BRUCE: A couple of things, Madame Chair.
First of all, for that matter -- Let me digress a minute
first.

If on appeal it's determined TMBR/Sharp has also
proposed drilling in the northwest quarter. All of the
parties here have proposed drilling in the northwest
quarter. And if TMBR/Sharp is ultimately not successful on
its appeal on the title dispute, it won't own an interest

in the northwest quarter either. I just want to point that

out.

But as to drilling, there are two things. The
statute says "drill a well on said unit". It doesn't
restrict -- Subparagraph C, first paragraph, third line

from the bottom, "proposes to drill a well on said unit".
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It is not restricted to on said unit on a lease owned by
the operator.

Secondly, if you go down to the next paragraph,
to the third sentence, it says "All operations for the
pooled oil or gas, or both, which are conducted on any
portion of the unit shall be deemed for all purposes to
have been conducted upon each tract within the unit by the
owner or owners of such tract." I think that clearly
evidences that unit operations anywhere are considered
operations on your tract. Since Ocean clearly owns an
interest in the west half well unit, operations on the
northwest quarter would be considered operations on its
tract.

There has been no court case in this state, but
there is Oklahoma law, and Oklahoma has a similar pooling
statute to New Mexico. If you look at the statute, it's
quite similar with respect to how pooling decisions are
made, and Oklahoma case law says, in effect, that you are
allowed to drill on somebody else's tract, because if
you're not it would do away with the pooling statute.

How could you -- You would be restricted to
drilling on your tract, even if a better location was on
another tract, which everybody in this case thinks is the
case. And if you couldn't drill on that other tract that

could lead to waste, which is the primary mandate of this
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Commission, to prevent waste.

There is also Louisiana case law. I don't have
the cite. I believe the case is Nunez vs. Wainoco 0il and
Gas, which in that case it was -- Nunez said, Wainoco 0il
and Gas, you're drilling on my tract despite the pooling
order that occurred, and sued for trespass.

And the court in that case -- and I can get you
the cite; it would take me an hour or two -- said that, No,
once there's a pooling order issued by the commission in
Oklahoma, the Conservation Commission, operations on a
separately owned tract cannot be trespassed because you are
authorized by the state to enter on that tract and drill.
And furthermore, in deciding that case the Louisiana court
said that Louisiana's conservation statutes were fashioned
after New Mexico's statutes.

So I think based on those two cases, the Oklahoma
case and the Louisiana case, Ocean has the perfect right to
drill on the northwest quarter.

CHAIRMAN WROTENBERY: Okay, Mr. Kellahin or =--

MR. KELLAHIN: Thank you.

CHAIRMAN WROTENBERY: -- Mr. Carroll, would you
like to comment on that particular point?

MR. KELLAHIN: Louisiana --

MR. CARROLL: I agree with Mr. Bruce --

MR. KELLAHIN: Louisiana is a foreign country.
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Lord knows what they do down there. There is no case law
in New Mexico on the issue of whether you drill on your own
lease. Mr. Brooks and Mr. Bruce and I chased that money
last Monday at the prehearing conference on the pooling
cases, and Mr. Brooks said he'd done research and couldn't
find any law in New Mexico, and I told him there wasn't
any.

If you'll look for a moment at the pooling
statute and you look at your own Form C-102, it says well
location and acreage dedication plat. You're dedicating
the acreage when you file this thing, and you filed with
your application for permit to drill.

And the first sentence of the pooling statute,
70-2-17, says whenever the operator of any well, oil or gas
well, shall dedicate lands, you dedicate it by means of the
C-102. And then your obligation under the rest of the
pooling statute is to consolidate it. And you can
consolidate it before or after.

And but for Arrington, we would have proceeded
with the drilling of the well, and then we could have
consolidated after the fact. That's permitted.

CHAIRMAN WROTENBERY: Okay, thank you.

And I think it's time for the Commission to take
a lunch break. So we'll do that now and start back up at a

quarter of 2:00. Will that give everybody plenty of time?
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Thank you very much.

(Thereupon, a recess was taken at 12:50 p.m.)

(The following proceedings had at 1:48 p.m.)

CHATRMAN WROTENBERY: We'll go back on the
record.

Mr. Bruce, are you standing for --

MR. BRUCE: I wonder if I could make one request.
The Commission's last question to me was on the issue of
drilling on a tract that you didn't own --

CHAIRMAN WROTENBERY: Uh-huh.

MR. BRUCE: -- and I scurried back to my office,
and I will copy this one page and give it to all the
counsel, including Mr. Ross, so that they have the cites.
But most of these cases take a step back. I mean, I don't
think there's any question that if the parties enter into a
voluntary agreement they can drill on whosever tract it
is, and I submit that the effect of a force-pooling order
is substitute for a voluntary agreement, and therefore it
should allow drilling on somebody else's tract.

Most of these cases have come up where somebody
drilled on another person's tract, and the owner of the
drill site sued the operator for trespass, saying he didn't
have the right to go on that tract. And the cases
uniformly hold -- there's Oklahoma cases, Louisiana cases

and North Dakota cases that basically say that the property
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law of trespass is superseded by a pooling order.

And I will -- rather than cite those cases now on
the record, I will run upstairs and copy it and leave it
for all counsel and for the Commission.

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce.

MR. BRUCE: And with that, you probably won't
hear from me again today.

CHATRMAN WROTENBERY: Thank you.

Mr. Kellahin, are you ready to proceed here?

MR. KELLAHIN: We're ready to proceed with our
witness.

CHAIRMAN WROTENBERY: Okay, please call your
first witness.

MR. KELLAHIN: 1I'd like to turn this over to
Susan Richardson.

MS. RICHARDSON: Thank you, Madame Chairman. If
we could call Mark Nearburg, please.

MARK K. NEARBURG,

the witness herein, after having been first duly sworn upon
his oath, was examined and testified as follows:
DIRECT EXAMINATION

BY MS. RICHARDSON:

Q. Mr. Nearburg, would you please state your name?
A. Mark Nearburg.
Q. And who are you affiliated with?
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A. Ameristate 0Oil and Gas.

Q. And if you could give us a little background
about yourself, where did you grow up?

A. I was born and raised in Roswell, New Mexico,
grew up there. I went to school at Texas A&M University
and received an undergraduate degree in economics. I
received a graduate degree in communication from the
University of Texas, then I returned to Roswell and was
trained there as a landman by a man named Don Blackmore.

Q. Okay. And what kind of work have you been
engaged in for the last 20, 25 years?

A. Land work in the o0il and gas business, first
checking court records, then taking leases, then doing
industry agreements, and now I run my own company.

Q. And you're aware that the matter before the
Commission de novo today involves portions -- or actually
all of Section 23, 24 and 25 in Lea County, New Mexico?

A. Yes.

Q. Okay. And could you please explain how you and
your droup, including TMBR/Sharp Drilling, the operator,
came to be involved in this part of New Mexico in
developing oil and gas prospects?

A. For the 20-plus years I've worked in oil and gas,
95 percent of my work has been in Eddy, Lea and Chaves

Counties, New Mexico.
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This project began in the late 1980s as a
geologic study. In 1991 we purchased our first leases on
the west side of this township. We continued to drill
wells, take leases and understand the township.

In 1994, we purchased the first leases in
Sections 23 and 24, among others, that are directly related
to what we're here for today.

Q. And Mr. Nearburg, I think you prepared an exhibit
for the Commission, which is Number 16, the other map that
we have?

A. Yes.

Q. Okay. And while you're testifying, if you could
just make reference to that map and to where the sections
are located?

A. Okay. We took the first leases in 1994 from
Stokes Hamilton and other mineral owners in Sections 23,
24, 25, 26 and 13.

In 1997 we sold the first stage of the prospect
to TMBR/Sharp Drilling, Inc. They proceeded to drill the
well highlighted by a red dot in the southwest guarter of
Section 23. This well was drilled to test the Atoka and
Morrow formations.

We followed that with a well in the northwest
quarter of Section 26, indicated by the red dot. Based on

the results of the first well, we took that well down to
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the Mississippian formation to begin evaluating the deeper
zones which are the subject of this hearing.

Following that, we drilled the well in the
northeast quarter of Section 23, and those wells were both
drilled on north-half units. The Number 1 well at that
time had been plugged back to a zone on less than 320-acre
spacing, so we were free to drill the Number 2 well, again,
down to the Mississippian. Okay.

Following that, in -- sometime in 1999, the well
that is in the southeast quarter of Section 23 -- that's
the old Del Apache Stokes well -- we attempted to re-enter
that well and drill down to the Mississippian. It had not
been drilled deep enough to give us an evaluation of the
Morrow or the deeper zones. We attempted to re-enter that
well and deviate it to the bottomhole location indicated on
the map, but mechanically it was unsuccessful, we were not
able to do that.

Q. Mr. Nearburg, let me interrupt you just a moment.
The area on Exhibit 16 which you have shaded in orange --

A. Uh-huh.

Q. -- what was that prospect known as among you and
the other investors?

A. That was known as the Edsen Ranch prospect.

Q. Okay, and that involved all of Section 23 and the

north half of Section 267
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A. That's right.

Q. Okay. And then the area that you have shaded in
blue, what did you all call that prospect?

A. We called that the Big Tuna prospect. And
following up the geologic work we had done, we purchased --
I'm going to go back to the early 1990s. We had done the
geologic work, then we started drilling. We incorporated
2-D seismic into our evaluations.

In 1999 to 2000 we incorporated 3-D seismic into
our evaluations. The result of that was the drilling of
the Blue Fin well on a west-half Section 24 unit, and
that's the red dot in the southwest quarter of Section 24.

Q. Okay. And the Big Tuna prospect that you all
began developing in the early 1990s, you and your company
and TMBR/Sharp Drilling and others entered into an
agreement in 19987

A. Uh-~huh.

Q. And I believe that's Exhibit 7 in the black
volume.

You also entered into an operating agreement at
the same time involving the Edson Ranch, which is the area
shaded in orange on Exhibit 167?

A. Uh-huh, yes.

Q. Thank you. The focus of the Big Tuna prospect

was on Section 24 and the north half of Section 257?
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A. That's correct, we -- after evaluating the 3-D,
the priority of operations were to drill the southwest
quarter of 24 on a west-half unit and a well located in the
northwest quarter of Section 25 on a north-half unit. We
intended to follow that up with a well on the east half of
Section 23 with a well in the northeast quarter.

Q. And the Blue Fin Tuna was drilled when?

A. The Blue Fin was drilled in May and June of last

Q. Okay, actually spudded March 29th, 20017

A. Okay.

0. Okay. I think in front of you is a time line
which we have marked as Exhibit 15.

A. Okay.

MS. RICHARDSON: There's several pages here, but
if the Commissioners would turn their attention to the
outline that says "Timeline of Events Relating to Section
25", if you can find that in the packet, which is Exhibit
16, it's probably the last three pages. Thank you.

Q. (By Ms. Richardson) In order to get ready and
bring us to the time that the Blue Fin was drilled in March
of 2001, you said that you all had geological information
you relied on, correct?

A. Yes.

Q. Who were the geologists that you got involved in
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the project?

A. Originally John Herbig had done our mapping on
the west side of the township. In 1995 I started working
with Louis Mazzullo, and at that time we had both Louis
Mazzullo and John Herbig begin work in the lands in the
Edson Ranch and the Big Tuna prospect.

Q. Did you also purchase 2-D seismic?

A. Yes, we did.

Q. And then at some point did you acquire 3-D
seismic?

A. Yes, we did.

Q. Okay, and what did you do with your 3-D seismic?

A. We employed Ed Luckabaugh in Midland to evaluate
the 3-D, interpret it, process it, and give us his
interpretation of the 3-D seismic. We coordinated that
with work that Louis Mazzullo had done on the subsurface
geology as a result of the wells we had drilled. This was
prior to the Blue Fin.

We also had the 3-D seismic independently
interpreted by Robert Scolman in Denver, Colorado.

Q. Okay. And then, of course, the Blue Fin was
drilled, so you got additional information from the logging
of that well?

A. Yes.

Q. From the time you all started putting this
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prospect together in 1991, to the time we sit here in 2002,
how much money has your group spent on developing this
acreage which is represented by 23, 24 and 25?

A. We have spent approximately $7.5 million.

Q. And was it the group's intention after drilling
the Blue Fin to immediately proceed to drill a well on
Section 25 and a well on Section 237

A. Yes, we felt it prudent to evaluate the
production from the Blue Fin and proceed with drilling the
northwest quarter of Section 25 on a north-half unit and
then the east half of Section 23 with a well in the
northeast quarter.

Q. I want to take you a little bit back into time,
to put into context the Arrington 0il and Gas and Ocean
Energy involvement in this matter.

Prior to drilling the Blue Fin, in the fall of
2000, was your group looking for additional investors in
order to participate in these drilling projects on 23, 24
and 257

A. Yes, TMBR/Sharp was the operator, and their
partners had the majority working interest in this project.
Some of the TMBR/Sharp investors were concerned about the
risk of drilling. They did not want to take that risk.
And we were put in the position, then, of having to find

other investors to carry forward with the drilling of the
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Blue Fin well.

Q. Okay. And did you have occasion to show this
prospect and give fairly detailed information about it to
Ocean Energy?

A. Yes, we did, on several occasions, sometimes at
our calling Ocean and talking to them about it, sometimes
when they called us and asked us to see more information,
we would show them the prospect and go through it with
them. Each time, they declined to participate in the
prospect because of the risk associated with where we were
drilling.

Q. What's the earliest date you can recall showing
the prospect to Ocean?

A. On meetings in which I was involved, in the fall
of 2000.

Q. Okay. And then in January of 2000, did you
provide Mr. Maney, who's a landman with Ocean, a land map
of the Big Tuna area?

A. Yes, they have a prospect exposition in Houston
each year that's put on by the Independent Petroleum
Association of New Mexico and the American Association of
Petroleum Landmen. We were going to Houston for that
exposition, and Ocean called and asked if they could have a
land map of our land position under this prospect.

I forwarded, in the first week of January, I
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believe, a land map to Mr. Maney outlining where we held
acreage.

Q. Did that indicate to you that Ocean was
interested in participating with the group?

A. Yes, they specifically stated that they were
interested in reviewing the prospect again and that they
wanted to see it before we exhibited it at the exposition,
the reason being they wanted a private showing to evaluate
the prospect before it was shown publicly.

Q. Okay. And did you give them a private showing at
the NAP conference where you showed them science, maps,
gave them any information that they asked for, basically?

A. Well, the showing was actually in their offices.
It was not at the convention, it was in Ocean's offices in
Houston the day before the convention started.

Q. Okay. Well, tell us what you talked about, what
you showed them.

A. We talked about -- Well, let me just point out on
this map, Ocean had drilled a well targeting the formation
that was targeted in the Blue Fin, and they drilled that
well up in Section 10. And that was a good well, and for
that reason they were interested in our project.

We showed them our regional geoclogy, we talked
about the setting and how we saw this location on a

regional basis.
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Their reaction was that we are low regionally, by
dip, to their location in Section 10, and they felt that we
would be wet and not have a reservoir in our well. They
fell the risk of being low and wet regionally precluded
them from pursuing the prospect.

Q. In discussing the prospect with them, did you
specifically pinpoint for them the Blue Fin 24 location,
the Blue Fin 25 location and the Leavelle location on
Section 237

A. Yes, we identified each of those three locations
and the proration units upon which we wanted to drill them.

Q. And they concluded that they didn't want to
participate because they thought you were tco low and too
wet?

A. Yes.

Q. At any time did you ask them to sign a
confidentiality or a noncompete agreement in exchange for
viewing your scientific information?

A. No, we did not, we did not. Normally in dealings
with the industry, that's not necessary.

Q. Okay. Did they disclose to you that they had any
AMI with David Arrington or that they themselves were
pursuing farm-ins in this same area? Did they tell you
that?

A. No, they did not.
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Q. If they had told you they were independently
pursuing acreadge in the area, didn't have it but were
pursuing it, would you have showed them all of your
scientific information and discussed the prospect with
them?

A. Probably not without a confidentiality agreement
and noncompete.

Q. Did the information that was available about the
prospect at the NAP convention, not the private showing
that Ocean got but the public showing at the NAP
convention, did anyone from Mr. Arrington's business or
company have occasion to drop by your booth and look at
that?

A. There were approximately 8000 people at that
conference, and I was showing five different prospects in
our booth, and I'm sure that Arrington's employees had
occasion, if they wanted to, to come by and look, but I do

not specifically remember them coming by.

Q. Okay. Do you know if --
A. I did not make a presentation to them.
Q. Do you know if David Arrington or some people

from his company attended the conference?
A. I believe at least one of his geologists was at
the conference.

Q. Okay. I want to talk just a few minutes about
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the Stokes Hamilton leases and that acreage position in
Sections 23, 24 and 25. You were the one, or someone

working with you, obtained leases from the Stokes Hamilton

group?
A. Yes.
0. First time, in 19942
A. Yes.

Q. dkay. If you'll look with me at Exhibit 6 in
your book, there are two leases here. One is a lease
between Ms. Stokes and Ameristate 0il and Gas Company.
That's your company?

A. Yes.

Q. Okay. This was really the replacement lease,

this 1997 lease was the replacement lease for the 1994

lease?
A. Yes.
Q. But you had already leased their acreage for a

prior three-year period?

A. Are you talking before 19977

0. Right.
A. Yes.
Q. Right. Okay, you took new leases from then,

then, effective December 7th, 19977
A, Correct.

Q. Okay. I believe the first one is the Stokes
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lease and the second one is the Hamilton lease?

A. Yes.

Q. If you would look with me at paragraph 5 -- and I
apologize, the copies are really difficult to read, but in
paragraph 5 it says, "Lessee shall file written unit
designations in the county in which the premises are
located..."

A. Yes.

Q. Do you see that language?

A. Yes, ma'am.

Q. Okay. And did TMBR/Sharp, on behalf of the
group, file written designations in Lea County describing
the premises and including the Stokes Hamilton acreage?

A. Yes, we did, when we proceeded to drill the Blue
Fin 24 Number 1 well, we filed the C-102 with the
Commission in Hobbs. It had attached the acreage
dedication plat showing the west-half unit and specified
320 acres for that proration unit.

Q. And the Stokes Hamilton acreage, is that shown in
green on the colored map? And I don't know if you have one
of those.

A. I don't have that. That is a portion of the
lease -- That's a portion of the acreage covered by the
Stokes Hamilton lease.

Q. Okay. After the lease this paragraph 5 also
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says, "Lessee shall file a written unit designation in the
county in which the premises are located...“

A. I'm sorry, could you begin again?

Q. Sure. Paragraph 5 talked about filing written
unit designations in the county, and you've talked about
the TMBR/Sharp file in the county, in the 0OCD, in Lea
County, its designation of unit.

Did you also, subsequent to the drilling of the
well, file in the county clerk's records?

A. Yes, we did, we filed the C-102 for a notice
between lessor and lessee as required by the lease.

Subsequent to drilling the well, when we could
determine the proration unit from which we would produce,
we filed a notice to third parties in the county.

Q. And reading from the lease, the lease says that

"...such units may be designated from time to time and

either before or after the completion of the well..." is
filed?
A. Yes.

Q. Okay. Was it your group's belief that after the
Blue Fin was drilled across the primary term of the Stokes
Hamilton lease, that its lease was still alive?

A, Of course, yes.

Q. In fact, you had obtained a six-month extension.

The lease was originally due to expire in December of 20007
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A. Correct.
Q. And what kind of extension did you obtain?
A. We obtained a six-month extension to June 17th of

2001, in anticipation of drilling the Blue Fin well.
Q. Okay. Looking at your time line of events

relating to Section 25, the well was spudded March 29th --

A. Section 247
Q. No, your time line on Section 25.
A. 257

Q. Uh-huh. 1It's the last three pages.

A. Okay.

Q. Okay? The Blue Fin 24 was spudded on March 29th,
20017?

A. Yes.

Q. You see there's another entry there that on March

27th, 2001, that Huff had acquired top leases from Madeline

Stokes?
A. Yes.
Q. Okay, and Erma Stokes Hamilton.

At that time did the TMBR/Sharp group know that

Huff had acquired top leases?

A. No, we did not.

Q. Please explain to the Commission what a top lease
is.

A. A top lease is a lease that is taken subject to
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the underlying lease. We have the valid underlying lease,
which is our -- a 1997 lease that was extended to June
17th. The top lease was taken -- any top lease is taken to
become effective upon the termination of rights under the
underlying lease. Is that --

Q. And in other words, the top lease doesn't ever
come into effect until the base lease has expired?

A. Correct.

Q. And it was you and your investors' belief that
the base lease had not expired, because it had been pooled
prior to expiration?

A. Well, it had not expired. We performed under the
terms of the lease, drilled the well -- We filed the unit
designation with the OCD, dedicating the 320 acres on the
west half, then we drilled the well. We continuocusly
worked on the well under the provisions of the lease until
it began producing, and we filed the notice in the country
subsequent to that.

Q. Okay. And because a controversy had arisen,
whose lease was the good one, did TMBR/Sharp and your group

file a declaratory judgment action in District Court in Lea

County?
A. Yes, we did.
Q. And has the group now obtained a ruling from

Judge Clingman that TMBR/Sharp and your Stoke Hamilton base
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lease is still valid, and the Huff top lease is invalid?

A. That's correct, the ruled that we continue to
have a valid lease, and therefore the top lease is not
effective.

Q. Okay. In your experience as a landman and
working in oil and gas prospects, what does a top lessee do
in order to ensure that the base lease is no longer valid
and the top lease has, in fact, come into being?

A. In instances where Ameristate is top-leased, when
we feel that the top lease has become effective, we go to
the holder of the lease that we have top-leased, the
lessee, and we ask that they release their lease as to the
lands that the top lease is now effective, the lands it
covers that are now affected.

If the lessee of the underlying lease will not
release those lands, we go to the District Court and ask
for a determination of the status of the leases.

Q. In your experience, have you ever seen a top
lessee file for and receive a permit on a top lease, such
as Mr. Arrington did in this instance? Have you ever seen
someone do that without first getting a release of the base
lease or a declaration from a district court as to whose
lease is the valid one?

A. No.

Q. Do you know whether -- if Mr. Arrington had
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wanted to review whether we had complied with the lease and
filed in the county, that the OCD District records would
have been available to him to review so that he could see
that we had dedicated acreage that included Stokes
Hamilton?

A. Well, the filing of the permit in Hobbs is public
notice of our actions.

In addition, there are reports that are filed
with the Commission as you drill that detail your
activities. Those all go in the well file. I feel like
there's many ways they could have determined and did know
of our actions.

Q. And you were aware that Arrington 0il and Gas had
filed for and received an application to drill both Section
25 and 23?

A. Yes.

Q. Okay. And you understand that his having filed
for those and received them is what prevented your group
from getting their permits?

A. That's correct.

Q. TMBR/Sharp did file for both a Section 25 and

Section 23 permit to drill --

A. That's correct.
Q. -- which was denied?
A. Yes.
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Q. Okay. And was it the intention of TMBR/Sharp to
drill those wells pretty immediately after the getting new
permit?

A. Yes, I'll let Mr. Phillips testify to the details
of that, since TMBR/Sharp is the operator that filed the
permits. But I do believe we had reasonably fast
commencement of drilling operation dates in the permits.

Q. dkay. You have heard Mr. Carroll speaking on
behalf of his client, Arrington 0il and Gas, say that even
though they applied for and received permits to drill in 25
and 23, that they never intended to drill a well. 1Is that
unusual in your experience?

MR. CARROLL: I object to that characterization
of my statement because I did not say that. I just said at
this time there was no intent to drill the well.

Q. (By Ms. Richardson) Thank you. Is that unusual
in your experience, that someone would apply for and
receive a permit in July, August, 2001, but not drill?

A. Normally we wait to file a permit, and -- we wait
until we're ready to drill, and we follow that up in a
timely manner with drilling.

MS. RICHARDSON: 1I'll pass the witness. Thank
you.

CHATRMAN WROTENBERY: Mr. Carroll?

MR. CARROLL: Thank you.
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CROSS-EXAMINATION
BY MR. CARROLL:

Q. Mr. Nearburg, with respect to the decision to
file the designation as required by paragraph 5 of the
Stokes Hamilton leases, who made that decision to file it
in the OCD's office rather than the county clerk's office?
Did you make it?

A. We made that because the lease says that's what
we need to do.

Q. Well now, no, Mr. Nearburg, who actually made
that decision? Did you participate in it before the
decision was made?

A. Well, we had many conversations with TMBR/Sharp
as operator as to how to proceed with development of the
prospect, so -~

Q. Well, again, Mr. Nearburg, who is "we", and did
these conversations occur prior to the filing of the C-102?

A. You mean did we talk about what proration unit we
were going to drill on?

Q. No, did you talk about what filing would be
necessary to comply with paragraph number 5 of the Stokes
Hamilton leases?

A. Sure.

Q. Who did the conversations and when did they

occur?
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A. Oh, I can't give you the exact dates, but it was
conversations between the working interest owners and

TMBR/Sharp as operator.

Q. Did you actually have a conversation?
A, About where to file?
Q. Where to file, what agency, what office, whether

it was the county clerk's office or with the office of the
0oCD?

A. No, we filed under the terms that the lease
required, which is in the 0CD.

Q. No. No, no. Mr. Nearburg, did you have a
conversation with someone concerning where the proper place
to file was?

A. Yes.

Q. Okay, that was you. You had a conversation; is
that correct?

A. Uh-huh.

Q. With whom?

A. Mr. Phillips and the other working interest
owners.
Q. When did that conversation occur?

A. Prior to the drilling.
Q. Prior to the drilling of --
A. -- of the Blue Fin.

Q. -- the Blue Fin 21. And you made a determination
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that the C-102 would comply with paragraph number 5 of the
lease; is that correct?

A. No, that only occurred after we were forced into
a lawsuit by Mr. Arrington.

Q. All right. 1In fact, who was responsible, then,
what parties were responsible for filing a unit designation
in compliance with paragraph number 57?

A. The operator, TMBR/Sharp drilling.

Q. All right, do you know who those persons would
have been with the operator that would have been
responsible?

A. Well, the people in TMBR/Sharp that file the
permits.

Q. Do you know who those people are?

A. Well, why don't -- you should ask Mr. Phillips,
since he is --

Q. No, Mr. Nearburg, I want -- I asked you. Do you
know who -- You have given us testimony about how these
things progress, what happened and how they occurred, and 1
am trying to find out if you really knew what was going on,
other than just broad generalizations. And that's why I'm
asking, do you know who was responsible for doing that?

A. Well, I would say the person that signed the
permit on behalf of TMBR/Sharp drilling would be my answer.

That's as clear as I can make it.
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Q. Mr. Nearburg, have you operated wells?

A. No, sir, I do not operate.

Q. You do not operate. Mr. Nearburg, you understand
that paragraph number 5 of the lease required that the

pooling designation be filed in the county; is that

correct?
A. Yes.
Q. And that's the county where the lease is located,

or the premises that are leased; is that correct?

A. That's correct.

Q. You also know that there is not an OCD office in
every county of the State of New Mexico, do you not?

A. I did not know that.

Q. You do not know that. You were present this
morning when Mr. Tim Gum testified that his office in

Artesia actually represented 10 separate counties, did he

not?

A. No, sir, I was not here then.

Q. You weren't in here. Well, Mr. Nearburg, if
there is not an OCD office -- if there had not been an OCD

office in Lea County, where would you have filed that
notice?
A. Well, since our operations were in Lea County, we

filed it in Lea County. That's a hypothetical question, I

can't answer it.
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Q. You just can't answer, or you don't want to

answer it?

A. It's a question for which I doubt there's an
answer.
Q. Well, Mr. Nearburg, there is not an OCD office in

Chaves County. Where would you have filed it, had the
lease premises been in Chaves County.

MS. RICHARDSON: Madame Chairman, I just think
it's irrelevant what would have happened in another county.
The lease was in Lea County, and we just had to comply with
the lease in Lea County.

CHAIRMAN WROTENBERY: I do believe Mr. Nearburg
has answered your question, so please go on.

MR. CARROLL: I have no other questions.

MS. RICHARDSON: Just a couple.

CHAIRMAN WROTENBERY: Excuse me, Mr. Bruce first.

MS. RICHARDSON: Sorry, I apologize.

CHAIRMAN WROTENBERY: That's okay.

EXAMINATION
BY MR. BRUCE:
Q. Mr. Nearburg, I kind of came in in the middle
when you were testifying about your contacts with Ocean.

You're aware, aren't you, that Ocean Energy or

its predecessor UMC Petroleum has had a substantial

interest in Township 16 South, 35 East for a number of
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years,

A.

aren't you?

Oh, yes, they're up in -- they're about, as I

understand their activity, in the top two tiers of sections

in the township.

Q.

Okay. And as a matter of fact, a couple of years

ago, right about maybe May or June -- Your company is

Ameristate Exploration?

A.

Q.

A.

Q.

Correct.
And Ameristate Exploration --
Well, Ameristate 0il and Gas.

Ameristate -- Excuse me. About two years ago

Ameristate 0il and Gas and some other companies made a deal

with Ocean Energy to farm out their leases in another --

probably just to the west or northwest of the acreage we're

here about today?

Q.

Are you speaking of Section 17, 20, 28, 29?
Yes, sir.

And 27 and 347

Uh-huh.

Yes, I am.

So Ocean has been acquiring property out here for

quite some time?

A.

Well, they acquired the leases from us last year

on the western side of this township.

Q.

And it's not unusual for companies to go out and
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acquire leases all the time, is it?
A. No.
MR. BRUCE: Thank you.
CHATRMAN WROTENBERY: Thank you, Mr. Bruce.

Commissioners, do you have any questions?

EXAMINATION
BY COMMISSIONER BAILEY:
Q. When you're talking about the -- the Blue Tuna?
A. The Blue Fin?
Q. The Blue Fin.
A. Well, it's the Big Tuna prospect.
Q. That's right, the Big Tuna prospect.

A. And the Blue Fin well.

Q. Okay. When you were discussing the prospect, you
mentioned that you had chosen the north half of Section 25
based on seismic and on geological --

A. Yes.

Q. -- interpretation. Will there be any testimony
today at all, that you know of, concerning those two areas?

A. No.

Q. What was the time delay between the unsuccessful
re-entry in Section 23 and spudding of the Blue Fin in 247

A. Well, Mr. Phillips will have a better idea of
that, but I think about a year to a year and a half.

Q. Is that normal, to take a year to a year and a
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half between wells when you're exploring your prospect?
A. Given what happened to gas prices and the
interpretation process on the 3-D, yes.

COMMISSIONER BAILEY: That's all I have.

CHAIRMAN WROTENBERY: Commissioner Lee?

COMMISSIONER LEE: (Shakes head)

CHAIRMAN WROTENBERY: Mr. Ross, would you have
any questiéns?

THE WITNESS: Oh, ma'am?

CHAIRMAN WROTENBERY: Yes.

THE WITNESS: Also, the situation with the
partners was the main delay in moving between the Del
Apache Stokes over to the Blue Fin. Because of the risk of
drilling the Blue Fin we had partners in between the Del
Apache Stokes attempted re-entry and the drilling of the
Blue Fine but decided not to participate in the Blue Fin
due to its risk.

CHAIRMAN WROTENBERY: I just had one question
about your time line of events leading to Section 25.

The second page of that time line where you talk
about the application for permit to drill the Blue Fin 25
Number 1 well, the time line says it would be on the east
half of Section 25.

Is that supposed to be the north half?

MS. RICHARDSON: Yes, your Honor, that is an
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error. Thank you so much for pointing that out.

CHAIRMAN WROTENBERY: So there, and then --
That's for 8-6-01.

And then the event on 8-8-01 where the OCD denied
the application, that was also --

MS. RICHARDSON: Yes, thank you. I can't tell
you how many times we have -- the word processor just eats
it up. Thénk you for that change.

CHAIRMAN WROTENBERY: Okay. Did you have some
redirect?

MS. RICHARDSON: Just a couple, please.

REDIRECT EXAMINATION
BY MS. RICHARDSON:

Q. We knew that in order to drill the Blue Fin, that
we had to file a permit to drill?

A. Yes.

Q. And that that acreage had to be dedicated, a
proration unit had to be dedicated in the C-102 and
described for the Commission, in order to get the permit?

A. That's correct, that's why we outline -- well,
everybody outlines the proration unit that they're going to
dedicate to the well, and we outlined the west half and
spelled out 320 acres under the number of acres dedicated
to the unit.

Q. And that that dedication was filed in Lea County?
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A. Yes.

Q. Okay, and that there had been discussions about
the well location, the orientation of the proration unit
and all the matters relating to the filing of that permit?

A. Yes, all of those discussions culminated in the
filing of the C-102 that we filed on the Blue Fin.

Q. I think you said the west half. You meant the
north half?

A. If we're talking about the Blue Fin, it's the

west half. If we're talking about --

Q. Okay.

A. -- the second well we want to drill --
Q. You're right.

A, -- it's the north half --

Q. You're right.

A. -- of 25.

Q. You're right, and I'm sorry.

A. That's okay.
MS. RICHARDSON: No further questions.
CHAIRMAN WROTENBERY: Anybody else?
Thank you for your testimony --
THE WITNESS: Thank you.
CHAIRMAN WROTENBERY: -- Mr. Nearburg.
MS. RICHARDSON: Madame Chairman, we would call

Jeff Phillips to the stand.
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JEFFREY D. PHILLIPS,

the witness herein, after having been first duly sworn upon
his oath, was examined and testified as follows:

" DIRECT EXAMINATION
BY MS. RICHARDSON:

Q. Mr. Phillips, would you please state your name?

A. My name is Jeff Phillips.

Q. And by whom are you employed?

A. I'm employed by TMBR/Sharp Drilling, Inc.

Q. Okay, and how long have you worked for them?

A. I've worked for TMBR/Sharp for seven years now.

0. And your title?

A. My title is now president.

Q. And tell us a little bit about where you grew up
and what your educational background is.

A. I grew up in west Texas, Odessa primarily. I was
educated in Lubbock, received an undergraduate degree in
petroleum engineering in May of 1985, went to work for an
independent operator named Adobe 0il and Gas in Midland,
Texas, moved to south Louisiana and became the manager of
offshore and onshore Gulf Coast gas district down there,
left Adobe in a merger in 1992 and came back to west Texas,
consulted for a year, worked for a couple independents and
went to work for TMBR/Sharp Drilling, Inc., in March of

1995.
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Q. Okay. I want to go through a little bit about
the history of drilling the Blue Fin 24. When that was
contemplated to be drilling, had the locations for the 25
and 23 wells already been picked out?

A, Yes, they had.

0. Okay. And how long before the Blue Fin was
spudded in March of 2001 had you all identified those
precise locations? Do you remember?

A, I don't recall. It was over a year prior.

Q. Okay. If you would look with me at Exhibit
Number 8, is this the C-101 filing for the Blue Fin 24 and
the C-102 filing?

A. Yes, it is.

Q. This was approved by the Division, your permit to

drill the Blue Fin 24, on November 22nd, 20007

A. That's correct.

Q. Okay. And when did you all prepare your
location?

A. We prepared our location in November of 2000,

facing a lease expiration in November, and we had filed for
a permit to drill and were preparing a surface location to
drill when Mr. Nearburg acquired the lease extensions into
June of the next year.

Q. Okay. What was the delay between obtaining the

permit in November, 2000, and spudding the well March 29th,
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20017

A. We were -- a couple of reasons for delay. We
were under pressure of -- Rig activity was very high at
that time. We used our own drilling rigs to drill our
prospects with, and all of those were committed at the
time. It was nip and tuck as to whether we could get one
of our own rigs.

We also had problems with partner participation.

We'd had one partner drop out because of the risk, and we
had one partner that we were not going to carry into this
prospect with us. So we had about a third of the
participation interest uncommitted for, and we were trying
to find another industry partner to drill with us.

Q. Okay. You finally shored up who your investor
group was going to be --

A. We did.

Q. ~- and drilled the well?

You conducted the drill stem test on that well on

May 15th, 2001?

A. That's correct.

Q. And what information did you get about the well
as of that time?

A. When we conducted the drill stem test of the
primary or Chester zone, we found a prolific gas interval.

It was about a 35 interval. It is a chert detritus, it was
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very prolific on the drill stem test, good bottomhole
pressures, we definitely had found a reservoir in what was
a very risky -- it was one of the reasons we had trouble
getting investors is, we were drilling in a low, and most
people are used to drilling on a bump.

And as Mr. Nearburg said earlier, Ocean had
declined previously to participate with us because they
were afraid we would be too low and wet, and our drill stem
test confirmed that we did have reservoir.

Q. And you actually obtained production of
hydrocarbons June 29th of 20017?

A. That's correct.

Q. And then at that point in time, did you have any
idea that Huff had obtained top leases from the Stokes and
Hamilton lessors?

A. At June 29th?

Q. Right.

A. No.

Q. Okay. Shortly after that, though, did you
receive some kind of communications from an attorney for
the Stokes Hamilton lessors?

A. Yes, we did, we received a communication -- I
believe Mike Canon, who represented the Stokes Hamilton
interests, contacted first our landman, Randy Watts, and

then Phil Brewer.
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Q. And what did Mr. Canon discuss with your group?

A. Mr. Canon had informed us that his clients, the
Stokes Hamiltons, had given a top lease to an entity that
he declined to name at that time, so we didn't know who it
was. They said that this entity claimed that their top
lease was valid and our lease was now invalid.

Q. And what did you all tell him?

A. We told Mr. Canon that we disagreed with that

assertation that our lease was no longer valid.

Q. And did you know at that time who the top lessee
was?

A. No, we didn't.

Q. Did you have occasion to see David Arrington at

the Petroleum Club in Midland on about July 24th, 20017

A. I did.

Q. Okay. Can you relate to the Commission the
substance of that conversation?

A. On July 24th we knew at that time that Huff had
taken the top leases, because we had investigated the
county records and saw Huff's name in the record. We
speculated that Arrington may have been involved, because
Huff leases for him sometimes. And I ran into David
Arrington in the Midland Petroleum Club at noon on July the
24th and we spoke topically for a few minutes, as we had

known each other previously, and were cordial and civil.

STEVEN T. BRENNER, CCR
(505) 989-9317




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

79

As we were preparing to part company, I asked Mr.
Arrington if that were him that had top-leased us in the
Big Tuna area.
His response was, Oh, please don't ask me that
right now.
I asked him again, I said, You did, didn't you?
You top-leased us in our Big Tuna area?
And Mr. Arrington again said, Oh, please don't
ask me that right now.
And again I asserted, It was you, wasn't it?
Didn't you top-lease us?
And he said, Well, yes, I did, but I didn't know
that that was you and Tom -- meaning Tom Brown. He said, I
thought it was Tom Bell, who was operating in that area.
Q. Tom Brown is the CEO of TMBR/Sharp Drilling?
A. Tom Brown is the chairman and chief executive of
TMBR/Sharp. The TMBR in TMBR/Sharp stands for Tom Brown.
We're not affiliated nor connected in any way any longer

with Tom Brown, Inc., the production company.

Q. And Tom Bell is the owner of Fuel Products?

A. That's correct.

Q. Another investor in these wells?

A. Another investor.

Q. Okay. So after he made that comment, what else

was said?
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A. We discussed the merits of both of our arguments
as to why each of us thought our leases were valid and the
others weren't. We didn't discuss it long because we're
still in court and in these proceedings, deciding the
matter.

Q. By that time a lawsuit had already been filed?

A. By July 24th, no.

Q. Well, it was filed on July the 24th -- Excuse me,
that's wrong, it was filed on August 24th. Excuse me --

A. Right.

Q. -- I misspoke, no lawsuit had been filed. But
there was a controversy?

A. Right, there was a controversy. When we again
were preparing to part company David said, Well, I need to
come talk to Tom.

And I said, you do, David, because it's an eighth
of the well we just drilled. And I said, Even more
importantly, it's half of the next two locations we'll
drill.

And he said, Well, I'll come talk to Tom about
that one, but we're going to fight you on the other two.
And he said, We were real surprised that you were able to
get your well drilled when you did. And he said, But we
are certain that you won't be able to drill the next two.

Q. Is there a 180-day continuous drilling clause in
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the Stokes Hamilton lease?

A. There is.

Q. So from completion on or about sometime in June
of 2001, basically TMBR/Sharp and its investors had 180
days to drill the next well or lose its leases?

A. That's correct.

Q. Did you understand at that time what Arrington
was going to do to see that TMBR/Sharp couldn't drill
within its continuous drilling obligation time period?

A. No, he had not specifically said what he was
going to do, but I understood that he intended to block us
somehow.

Q. Okay. You were not aware at that time that on
July 17th, 2001, Arrington had already applied for and
received his Triple-Hackle Dragon 25 well on the west half
of Section 25?

A. No, we were not aware at that time.

Q. How did you become aware that Arrington had
obtained permits which were going to block your drilling?

A. We became aware of Arrington's permits filed in
our locations when we read their publishment in the
Anderson reports, the report that publishes newly released
permits.

Q. And what did you do in response to hearing that

he had permits that were going -- that were on the acreage
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you planned to drill next?

A. We were already in the process of preparing our
own permits. We had the surveyors in process of staking
the locations and anticipating filing our own permits. And
so we rushed the process up and filed our own competing
permits in the District Office.

0. Okay, and you filed your applications for a

permit to drill the Blue Fin 25 Number 1 well on August

6th, 20012

A. That's correct.

Q. Okay. If you would look at Exhibit 5 in your
book -- Excuse me, if you'd look at Exhibit 4 in your book,

and then we'll look at 5. All right, if you'll look at the
C-102 filing, it says the surveyor's certification was July
26th, 2001, only two days after you had your conversation
with Mr. Arrington at the Petroleum Club. Did you already
have the survey process in the works before you even had
the conversation with Mr. Arrington?

A. I'm not certain, but either prior to or after
that conversation we were in the works.

Q. But in any case, you did an expedited effort to
go ahead and get your applications for permits to drill
filed?

A. That's correct.

Q. And what happened when -- Well, who filed them
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for you? Who actually in your shop filed them?

A. Lonnie Arnold is my production manager, filed
both of these permits and carried them to the Hobbs
District Office.

Q. And what happened at the Hobbs District Office?

A. The Hobbs District informed Lonnie that they
couldn't grant these permits because there were competing
permit APDé that had been granted prior to our application.

Q. Okay. What action did TMBR/Sharp take next to
protect its interest in the property? Did it file these
cases before the 0OCD?

A. Yes, we filed for a hearing in front of the OCD
to determine the status of the permits, which was the first
hearing. We subsequently filed a lawsuit in the District
Court in Lea County in regards to our contested interests
and leases.

Q. And that lawsuit was filed on August 24th, 20012

A. Right.

Q. At the time -- After having examined the land
records in Section 25, at the time Mr. Arrington applied
for and received his permits in Section 25, it's true,
isn't it, that he personally of record title didn't own any
interest in Section 25, even in the Stokes Hamilton lease,
top lease?

A. That's correct, I did not personally examine the
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title records, but that's what we believe to be true.

Q. Okay. If you'll look at your time line that I

believe is in front of you, September 17th, 2001 --

A. Okay.

Q. ~-- do you see that entry?

A. I do.

Q. It says "Huff assigns his entire interest in the
Huff Top Leases to Arrington 0il & Gas." So far as you

know, was that the first time Arrington even purportedly
had any interest in this section?

A. That is correct.

Q. Have -- Time to time in the course of the
litigation, has TMBR/Sharp requested, either in person or
by filing pleadings with the District Court requesting that
Arrington release or withdraw his permits so that our
permits to drill could be granted?

A. Yes.

Q. And as of this date, has Mr. Arrington withdrawn
either his Section 25 permit to drill or his Section 23
permit to drill?

A, He has not.

0. Did TMBR/Sharp decide to file a supplemental
application for a permit to drill on Section 25 recently?

A. Yes, we did.

MS. RICHARDSON: And -- I'm sorry, Madame
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Chairman, I don't know the exhibit number of that most
recent supplemental filing.

MR. CARROLL: It was 17.

Q. (By Ms. Richardson) 17, thank you. Okay.

Why did TMBR/Sharp file Exhibit 17, which was the
supplemental application for a permit to drill that
basically mirrored the prior one?

A. We filed it strictly as a supplement to our
original permit application. We used the same property
code, we used the same API number in our filing, and we
typed at the head of the Application, supplemental to our
original API number, and we filed it with the motions from
the District Court granting summary judgment on our lawsuit
regarding the validity of our leases.

Q. And about last Saturday -- It seems like a long
time ago now, but last Saturday did we learn that the
District Office of the 0il Conservation Division had
granted our supplemental filing for the Blue Fin 257?

A. That's correct.

Q. So that at this point in time there are two
approved permits to drill on Section 25, both Arrington's
and ours?

A. That is correct.

Q. When we filed our Section 25 Application for

permit to drill originally, did we intend at that time to
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obtain the permit and file a pooling action, or did we
intend to obtain the permit and drill the well, and then
file a pooling action if necessary?

A. We intended to file the permit, receive approval

for it and drill the well, and pool the well after we had

drilled it.
Q. Okay. 2And why would we do it in that order?
A. We -- Time is of the essence all the time here,

in light of my conversation with Arrington, so we had a
lease clock ticking. We typically drill our wells that
way, because although this would be pooled in the same pool
as the Blue Fin 24, these wells are all still really
wildcats. 1It's not a development well.

And so that if we dryholed in the lower, deeper
zone, it might not be necessary for us to have a 320-acre
unit. It would be possible to make a well in the Strawn
horizon or another horizon, which might be a 160~ or an 80-
acre unit.

And so that after we drill a well, we're more
informed about what we actually want to pool. And if we
made a deep-horizon 320-acre well, well, that's the one we
would pool.

Q. And with the 180-day clock ticking, because we
had completed the well sometime in June, 2001, we basically

had till the end of the year 2001 to drill the next well
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before the rest of the lease expires?

A. That's correct.

Q. Was there some concern on our part that if we
obtained our permit and then engaged in a protracted
pooling filing that our time clock might run before we
could ever drill?

A. Obviously.

Q. 6kay. The same was true with the 23 well, our
intention was to move forward, obtain the permit and drill,
and pool if necessary?

A, That's correct.

Q. Okay. If we had drilled another well after the
Blue Fin 24 on the Stokes Hamilton acreage, we would have
bought ourselves another six months before any additional
acreage expiring --

MR. CARROLL: Madame Commissioner, I've been very
patient throughout this entire hearing, but it's just
getting worse. Ms. Richardson is testifying for and is
leading the witness to the point that we're no longer
hearing what Mr. Phillips has to say, but he's just --

MS. RICHARDSON: 1I'll rephrase.

CHAIRMAN WROTENBERY: Thank you.

Q. (By Ms. Richardson) 1I'll rephrase, thank you.

What advantage would we get from being able to go

ahead drill the Blue Fin with respect to the Stokes
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Hamilton lease?

A. Had we been able to go ahead and drill the Blue
Fin 25 well, we would have perpetuated the Stokes Hamilton
lease for another six months.

Q. And in our permitting applications, in the spot
where it says spud date, when did we indicate we would have
spudded the Blue Fin 25 and the Leavelle 23?

A. In the permit applications --

Q. Right, Exhibits 4 and 5.
A. -- we had put September the 1st, 2001, as the

anticipated spud date.
Q. All right. TIf you would look at Exhibit 2, which
is the Arrington APD for Section 25, what does it indicate

there would have been the spud date for Arrington?

A. In Exhibit 2 Arrington has ASAP as an anticipated
spud date.

Q. Are you aware of any action on the part of
Arrington to -- currently, to drill either Section 25 or

23?

A. No, I'm not. And Mr. Carroll has indicated they
have no intention right now of drilling either one.

Q. Okay. You were aware ~- Or were you aware
whether or not Ocean Energy had ever applied for and
received any kind of application -- or, excuse me, permit

to drill either Section 25 or 23?
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A. I'm not aware of an application filed by Ocean
for either location.

Q. But you received a well proposal from Ocean
Energy, didn't you?

A. We did receive a well proposal from Ocean in
January of this year.

0. And Ocean identified the well they wanted to
drill was fhe Triple-Hackle Dragon 257

A. That's correct.

Q. And how does that compare to the APD applied for
and received by Mr. Arrington?

A. That's the same well name as Mr. Arrington's
permit that he received as the Triple-Hackle Dragon 25 Well
Number 1.

0. Is the well proposal by Ocean -- how does its
well location it proposes compare to what Arrington wanted
in his permit to drill the 25 well?

A. Ocean's well proposal has the same footage call
location as Arrington's Triple-Hackle Dragon 25 Number 1.

Q. You heard Mr. Carroll's statements earlier about
Section 23, and I want to see if we can get that one
cleared up. And I advised you that my understanding of
what Arrington 0il and Gas was willing to do with respect
to Section was to agree to withdraw their permit to drill

on Section 23, advise -- we would jointly advise the
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Commission that our permit should be granted and that if we
had a permit then we would proceed at some point, rig
availability and other things all being equal, to drill
that well. Did I advise you about that?

A. That's correct, you did.

Q. Okay. And were you willing to do that if
Arrington was willing to withdraw his permit, ask the
Commission to grant ours, and then we would have a permit
to drill? Was that arrangement acceptable to TMBR/Sharp
and its investors?

A. It is suitable to us that he withdraws his permit
and that our permit is approved.

Q. Okay, one last area. A compulsory pooling
proceeding was filed by TMBR/Sharp in January of 2002. Why
did -- in light of your earlier testimony, why did
TMBR/Sharp file a compulsory pooling request?

A. We filed a compulsory pooling request because it
was, at the time, one of the only things we had available
to us to get us to this hearing. Arrington has exhibited
quite a bit of gamesmanship in all of these proceedings,
and --

MR. CARROLL: I'm going to object to the
characterizations of the witness. I think that's totally
outside the scope of the question and it's just he's got

the floor and he wants to bad-mouth David Arrington, and I
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think that's improper, and I think the witness should be
instructed to answer the question, period.

THE WITNESS: TI'll rephrase.

CHAIRMAN WROTENBERY: Thank you.

THE WITNESS: We filed the pooling application
because it was one of the only things left for us to do at
the time. We also were cognizant of the fact that it was
important fo get the application in first, or early,
because we were aware that Ocean was preparing to file a
west-half pooling, force-pooling motion.

Q. (By Ms. Richardson) Was it TMBR/Sharp's desire
and what TMBR/Sharp is asking the Commission to do with
respect to Section 25, to vacate Arrington's permit -- the
Division Office has already granted a Section 25 permit to
us, so vacate Mr. Arrington, leave ours in place and let us
drill the well?

A. That's correct. We have a permit that's been
granted. Vacate Mr. Arrington's permit, we'll drill our
well and pool afterwards as we had planned to do.

Q. And if the pooling occurs after the drilling,
what additional information do you think will be obtained
that might facilitate the pooling -- compulsory pooling
process?

A. Well, the compulsory pooling process will be

science and geological information. If we drill a well,
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we'll have that much more science and geological
information. We'll have logging, information about the
thickness of the zone, we'll be able to tie it to our 3-D
seismic. We'll just be that much better off.

Q. Okay. And one last question about Ocean Energy.
To your knowledge, when did Ocean Energy even obtain any
interest in Section 25?

A. it was —-—- November was our earliest knowledge
that Ocean had obtained any interest in Section 25.

Q. And that was obtained on the basis of farmouts
they got in July of 20017?

A. That's correct.

Q. Isn't it true that it was represented to Judge
Clingman in Lea County that although Ocean had been
assigned an interest by Arrington in the Stokes Hamilton
leases, they had decided to reassign that acreage to Mr.
Arrington because they no longer wanted any interest in the
top leases?

A. Now, restate that for me, please.

Q. Sure. Do you recall that it was represented to
the Court, Judge Clingman in Lea County, that Ocean Energy,
who has farm-in acreage in 25 but also has alleged Stokes
Hamilton top lease, that Ocean Energy represented to the
Court that their intention was to dispose of that acreage,

if you will, reconvey it to Mr. Arrington so that they no
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longer claimed an interest in the Stokes Hamilton top

leases?
A, That's correct, that was our understanding.
Q. Okay. To date we haven't seen that reassignment,

but that's our understanding of what they intend to do?
A. That's correct.
MS. RICHARDSON: Nothing further, pass the
witness.
CHAIRMAN WROTENBERY: Mr. Carroll?
CROSS-EXAMINATION
BY MR. CARROLL:

Q. Mr. Phillips, one of the things that an operator
accomplishes when he does a force-pooling action is, he
gets -- he can get the Division or the Commission to assess
a penalty to those parties who do not join in and pay their
share; 1is that correct?

A. That is correct.

Q. If an operator does as TMBR/Sharp is doing and
fails to force pool prior to drilling of the well, the
operator forgoes the opportunity to have a risk penalty
assessed against any parties who do not join in and pay
their share of the well up front?

A. I believe that, I take your word for that.

Q. All right. 1It's your testimony that TMBR/Sharp

has waited some six months to file the force pooling on the
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north half of Section 25, until just recently, and that was
because you thought it was necessary to beat Ocean to the

filing of a force-pooling action; is that correct?

A. That was one of the reasons, yes.
Q. Was there any other reasons?
A. The other reason is, it was one of the only

actions or options we had available to us at the time. We
could stand still and watch all of this go on, or we could
engage and try to --

Q. Okay, as an option, you can file the force
pooling, and you may be awarded operatorship and also be
awarded the location of your choice; isn't that correct?

A. We had not permit at the time. It was my
understanding that permits and pooling are two different
tracts and that the operator holding the permit controlled
the pooling process.

Q. The operator who holds the APD controls the
pooling process; is that what you're saying?

A. Right.

Q. Then why did you even bother to file a pooling
application?

A. We hoped to be able to get our APD at this
hearing or one of these hearings. We hadn't given up on
being granted an APD.

MR. CARROLL: I have nothing else.
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CHAIRMAN WROTENBERY: Commissioners?

COMMISSIONER BAILEY: Tom, I'm fully confident
that you know the 0il and Gas Act forwards and backwards.
Is —=—

MR. KELLAHIN: May I have counsel?

(Laughter)

MR. KELLAHIN: Mr. Carr is back here.

CHAIRMAN WROTENBERY: He wants to take the Fifth.

COMMISSIONER BAILEY: Is there a provision that
designates where filings have to be made in the county?

MR. KELLAHIN: 1In the 0il and Gas Act?

COMMISSIONER BAILEY: Yes.

MR. KELLAHIN: No, ma'am. It doesn't specify
that.

COMMISSIONER BAILEY: That's an 0Oil Conservation
Division regulation?

MR. KELLAHIN: Were you asking -- I'm sorry, I
didn't hear.

COMMISSIONER BAILEY: Is there an OCD regulation,
or is it in the 0il and Gas Act which declares that filings
have to be made in the county?

MR. KELLAHIN: For the designation of a pool
unit?

COMMISSIONER BAILEY: Right.

MR. KELLAHIN: You can find it in the forms in
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terms of a declaration by the applicant, the operator, to
the Division as to his spacing unit. We do that with the
C-102, and that permitting process is a disclosure to the
Division that I propose the dedication of a certain
configuration.

Whether that satisfies your lease obligations --
and those lease obligations sometimes are differently
phrased laﬁguage -- some lease obligations specifically
tell you that it must be a recorded instrument filed with
the county clerk. This lease doesn't say that.

COMMISSIONER BAILEY: But a statute or an OCD
regulation would supersede any kind of lease terms,
wouldn't it?

MR. KELLAHIN: You can certainly make that
argument.

COMMISSIONER BAILEY: Okay.

MR. CARROLL: Commissioner Bailey, if I may add,
because the question you just asked or phrased is the issue
that is before the District Court in Lea County, and I
think Mr. Kellahin is correct, there is no -- the 0il and
Gas Act does not specifically make a requirement, it is
more a contractual requirement. You find it in the lease
and you have to interpret the lease.

Now, there is one additional statute, and this is

one of the issues that has been argued in the District
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Court and which will be one of the issues that will be
appealed to the Court of Appeals, is that there is a
statute that says all filings that deal with the ownership
of real property, of which minerals are one, have to be in
the county. And that has been the argument of Arrington,
is that this filing in the 0CC is not sufficient.

We've also argued -- and again, this is the
argument ih the District Court, not here -- but the problem
is, is if you look at the lease the contract says you shall
file it in the county where the land is located.

Well, that lease provision -- what would it mean
if you went to Chaves County, because there's no 0il
Conservation Commission or Division office in Chaves
County? There's one in Eddy County and there's one in Lea
County, and there's one up in the northwest in San Juan
County. There's only four offices outside -- or three
offices outside of Santa Fe.

That is, in a nutshell, the problem before the
court system right now. And so, that's the issue -- you've
hit it right on the head -- as to what's troubling these
parties as to what was the effect of filing the C-102 or
not filing the designation of pooling in the county
records.

COMMISSIONER BAILEY: Thank you both very

much. I appreciate your help on that.
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I do have another question, though.
EXAMINATION
BY COMMISSIONER BAILEY:

Q. In the lease, in the very -- paragraph 2, it says
that the lease shall remain in effect for three years and
so long as there is o0il and gas produced in said land.

Is the Blue Fin 24 still producing?

A. It is.

Q. So is there truly an urgency for this six months
between drilling, even though the lease is still
perpetuated by production from the Blue Fin 247

A. The primary term of the Blue Fin 24 lease had
expired, so we're now under the continuous development
phase of the lease.

COMMISSIONER BAILEY: Okay, thank you.

MS. RICHARDSON: If you could explain, just so it
will be in the record clear. The continuous development
phase of the lease means precisely what?

THE WITNESS: It means that every 180 days you
have to have drilled a well or be producing hydrocarbons
from a new location or horizon on the lease, in order for
the lease to perpetuate. It is an extension of the lease
outside the primary term.

MS. RICHARDSON: The lease will perpetuate as to

the acreage held by the Blue Fin 24?2
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THE WITNESS: Correct.

MS. RICHARDSON: But the remaining acreage --

THE WITNESS: The remaining acreage --

MS. RICHARDSON: ~-- under 25 --

THE WITNESS: -- outside the proration unit held
by the Blue Fin 24 is perpetuated by continuous drilling.

CHAIRMAN WROTENBERY: Thank you.

THE WITNESS: The Blue Fin 24 proration unit will
be held so long as the well produces and it's not
interrupted. And there's interruption language in there,
every 60 days or something like that.

MS. RICHARDSON: And what is the Blue Fin -- I
know you've checked on it today. What is it producing
today?

THE WITNESS: We have -- In preparation to frac,
fracture-stimulate the Blue Fin 24 in the primary zone, the
chert detritus, we had acidized it on Monday, and we've
cleaned up the acid. 1It's producing around a million cubic
feet of gas a day right now, at a flowing tubing pressure
of around 1000 pounds, and at a liquid or condensate rate
of about 170 barrels of condensate a day.

We anticipate frac'ing that well in the morning.

MS. RICHARDSON: Okay, thank you. Nothing
further.

CHAIRMAN WROTENBERY: Commissioner Lee, any
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questions?
COMMISSIONER LEE: (Shakes head)
CHAIRMAN WROTENBERY: Mr. Ross?
MR. ROSS:  Maybe one.
CHAIRMAN WROTENBERY: We may still have a few

more questions for you, don't go away.

Okay.
EXAMINATION
BY MR. ROSS:
Q. Mr. Phillips, I understood Mr. Nearburg to say

that at some point there was something, in fact, filed with
the County Clerk; is that correct?

A. There was. After we drilled the well we filed a
designation of pool unit with the County Clerk.

Q. When was that document -- We don't have it in
front of us. When was that document filed or recorded, do
you know?

A. It was -- Do you have that? It was in July, I'm
not certain of the date. Our lease allows us to file that
document before or after drilling the well.

MR. ROSS: Can we get that document? 1Is that
possible?

MR. KELLAHIN: Be happy to submit that to you,
sir.

MS. RICHARDSON: And may I say, there is no
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question that Judge Clingman on the title has addressed all
the concerns, all the arguments that Mr. Arrington has
raised, and has concluded as a matter of law -- no fact
guestions -- as a matter of law, that our lease is valid,
that we did what we needed to do to pool it and extend it
beyond the primary term. So I think insofar as what the
Commission does with this matter, that title matter has
been decided by Judge Clingman. It is certainly subject to
appeal.

But as of now the law of the case, if you will,
is what Judge Clingman has said. And that is, our lease is
good, the top lease is invalid and has been from the time
we spudded and completed the well.

MR. ROSS: Judge Clingman's order is kind of
terse.

MS. RICHARDSON: Yes.

MR. ROSS: It might help us if we had --

MS. RICHARDSON: If you had the motion.

MR. ROSS: -- the motions, right.

MS. RICHARDSON: It is in this stack of paper. I
was hoping not to have to get down on my hands and knees to
retrieve it, but maybe someone more agile than me can find
it.

MR. ROSS: Well, we don't need it right now, but

it would be nice to have a copy.
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MS. RICHARDSON: No, we knew it was and we
anticipated that when we were preparing yesterday. We
thought this order doesn't make sense unless you can see
the prayer. So that's a good point.

MR. ROSS: I have nothing further. Thanks.

MR. MONTGOMERY: Mr. Carroll, do you want one of
these?

MR. CARROLL: I might as well have whatever you
can give me.

MS. RICHARDSON: And I'll represent to the
Commission, this is what was attached to our supplemental
APD filing that -- you know, where we just received a
permit on 25. And very frankly, we were surprised that it
was granted. We thought that was what you all were going
to be deciding today. But just to say it was an unusual,
thick filing, and I'm not sure how it got under the radar
screen. And we don't really know what the District
thought, but we just wanted to bring that to your
attention.

CHAIRMAN WROTENBERY: Thank you. Did you have
anything further for --

MR. ROSS: Oh, no. Thanks.

CHAIRMAN WROTENBERY: =-- for Mr. Phillips?

Thank you, Mr. -- Well, let me ask first, did you

have any follow-up, Ms. Richardson?
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MS. RICHARDSON: Nothing further, thank you.

CHAIRMAN WROTENBERY: Mr. Carroll?

MR. CARROLL: No.

CHAIRMAN WROTENBERY: Thank you very much for
your testimony, Mr. Phillips.

THE WITNESS: Thank you.

MR. KELLAHIN: That concludes our presentation of
witnesses.

CHATIRMAN WROTENBERY: Okay, and we need to take
care of these exhibits, I think. What do you want to do
with these?

MR. KELLAHIN: I've lost track of the next
sequence.

MS. RICHARDSON: We would like to admit 1 through
17, which was the original ones we gave you, and then to
make what we just handed you, which was our Motion for
Summary Judgment, Number 18, and to ask that that be
admitted also.

MR. CARROLL: There is no objection, and that was
a prior agreement between counsel.

CHAIRMAN WROTENBERY: Okay.

MS. RICHARDSON: Thank you.

CHAIRMAN WROTENBERY: Then Exhibits 1 through 18
will be admitted as evidence.

And Mr. Ross has also asked for a copy of the
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filing that was made --

MS. RICHARDSON: Yes.

CHAIRMAN WROTENBERY: ~- with the county of the
unit designation for the --

MS. RICHARDSON: Yes, why don't we designate that
as Number 19, and we'll try to get that over to you as soon
as possible?

CHAIRMAN WROTENBERY: Any objection, Mr. Carroll?

MR. CARROLL: No.

CHATIRMAN WROTENBERY: Okay, when we receive that
we'll make that part of the record as well.

MS. RICHARDSON: Thank you.

CHAIRMAN WROTENBERY: Okay, thank you. Anything
further, then?

MR. KELLAHIN: If you'd like a closing summary?

CHAIRMAN WROTENBERY: Well, we need to hear from
Mr. Carroll, but I would like to take just a short break
here for just five minutes before we --

MR. CARROLL: All we have to do is just put in
our exhibits, and then we'll be through, because -- we sent
our witnesses home, because they were going to identify
these four exhibits --

CHAIRMAN WROTENBERY: Uh-huh.

MR. CARROLL: And that's all that remains --

CHAIRMAN WROTENBERY: Okay.
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MR. CARROLL: -- Commissioner Wrotenbery.
CHAIRMAN WROTENBERY: Okay, so we should go
ahead, then?

MR. CARROLL: Well, we could, and then we'll be

through.

CHAIRMAN WROTENBERY: Okay, sounds good.

MR. CARROLL: Prior to today's hearing we have
submitted Exhibits 1 through 4, they were sent -- and give

the court reporter a copy and Mr. Ross a copy, I believe.

These four exhibits, by stipulation of counsel
we've agreed to allow them to come in on behalf of David
Arrington.

Those four exhibits are -- Exhibit 1 is the
farmout agreement dated September 10, 2001, between David
Arrington and Ocean Energy.

Exhibit 2 is the letter dated 2-11-02. This
would be the letter from myself to Mr. Kellahin advising
him of our offer to release Section 23 APD.

Exhibit 3 is the ~- there has been some mention
of an Ocean AMI agreement with David Arrington. That
agreement predates a lot of this stuff. It goes back to --
if I can read my typing here, it was December 12th of 2000,
That is Exhibit 3.

And then there has been one other order, and

frankly I don't know that it has a lot of relevance. There
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was a motion for summary judgment filed with respect to
tortious interference claimed in the state court case.
That motion was denied, and that's what Exhibit Number 4
is, just a denial of that.

And with that, I think there's been a tremendous
amount of argument that has already preceded this case. I
don't know that we need any further, but -- I would opt
that we would not have any further, but I think all of this
has been explained guite adequately by counsel prior to
this point in the hearing.

CHAIRMAN WROTENBERY: Thank you, Mr. Carroll. We
will admit Exhibits Number 1 through 4 into the record as
evidence.

The Commissioners may have some questions for
you.

Commissioner Bailey?

COMMISSIONER BAILEY: I can't think of any.

CHAIRMAN WROTENBERY: Commissioner Lee?

COMMISSIONER LEE: (Shakes head)

CHAIRMAN WROTENBERY: Mr. Ross?

MR. ROSS: No, I don't believe so. Thank you.

CHAIRMAN WROTENBERY: I may be the only one.

I did want to ask you --

MR. CARROLL: Certainly.

CHAIRMAN WROTENBERY: -- about Arrington's

STEVEN T. BRENNER, CCR
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position on the title question, now that the Court has
entered a ruling on the motion for summary judgment. What

does that do to Arrington's claim to title and the right to
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drill the well in Section 5 and -- 25 in particular?

MR. CARROLL: Well, first of all, the order is
interlocutory. 1It's not a final order. BAnd there will be
no final order until such time as the whole case is
decided.

I think Mr. Ross was quite apt and -- when he
looked at that order he said it was quite terse. Well, it
didn't say anything, and it didn't order that anything be
done. It just said that the motion for summary judgment
was granted with respect to their motion, the Plaintiff's
motion, and it was denied with respect to the Defendant's

motion.

With respect to that issue, David Arrington feels

that that's totally incorrect, that the District Court
misconstrued the law, it misconstrued the fact that there
is a controlling state statute which says that no filing
can affect a real property interest unless it's done with
the county clerk. Judge Clingman ignored that statute.
So, you know, there are a number of good legal
issues that are still out there that need to be resolved.
The Court was not inclined to grant the decree,

the language would have -- which would have allowed an
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interlocutory appeal. He kept it in-house, so to speak, he
did not do that language. So we are now going to have to
wait until the entire case is through before we can appeal
it and get some finding as to the correctness of the
District Court's ruling.

So in a nutshell, we think the District Court was
absolutely wrong, and we won't back down from that
position.

We still believe that there is a strong issue
here as to the title questions about the Stokes Hamilton
lease. Who owns it? That issue is not decided.

However, I think that you might guess from ny
earlier statements, that really is not that important when
you look at what we have when we have a force-pooling
statute. That will allow parties to move ahead and --
actually, if they have to -- you know, if there is a need
to drill a well, what have you, that force-pooling statute
sets up the -- in other words, a party in this state...

Now, Texas is different. As you are aware, there
is no force-pooling statute. But in the State of New
Mexico, Oklahoma and a few other states, there is a force-
pooling statute which allows or keeps some holdout from
keeping a well from being drilled. And that's the -- I
guess, the main impetus behind a force-pooling statute.

And if the parties want to -- You know, all they have to do
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is file a force-pooling action, and you get it -- and of
course we've had -- there's plenty of guidance in the
statute itself and from prior hearings and orders that have
been entered by the Commission and the Division as to what
are the important issues?

CHAIRMAN WROTENBERY: Did Arrington have an
interest in the Huff top leases at the time Arrington
applied fof drilling permits in Section 25 and Section 237

MR. CARROLL: I think if you have to say
equitable, yes, most definitely.

Mr. Huff was out there acquiring those top leases
at the request of Mr. Arrington. The money that was used
to pay for them was Mr. Arrington's money.

So it was -- This was a true situation where you
had a contract landman doing your work for you. So -- It
was always Mr. Arrington's interest that was being pursued
out there in the process of acquiring the top leases.

CHATRMAN WROTENBERY: Okay, I think that's all I
have for Mr. Carroll.

Anybody else have anything?

Mr. Kellahin and Ms. Richardson --

MS. RICHARDSON: We'd just like to make a closing
statement, but we surely would like that break, if you
don't mind.

CHAIRMAN WROTENBERY: Okay, I could use one too,

STEVEN T. BRENNER, CCR
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so we'll take just five minutes. Thank you.

(Thereupon, a recess was taken at 3:20 p.m.)

(The following proceedings had at 3:25 p.m.)

CHAIRMAN WROTENBERY: Okay, I'm not sure who's
going to do the closing statement. Ms. Richardson?

MS. RICHARDSON: Thank you.

May it please the Commission, we're really here
today in these de novo hearings asking the same question
and seeking the same relief as we did from the Division,
and that is, we're asking for our permit to drill and that
Mr. Arrington's permit be vacated.

The Division instructed us that there are two
rules about permitting, or perhaps three. You have to fill
out an appropriate APD, you have to have colorable title,
and you have to have dedicated the acreage.

There is no question in this record but that when
Mr. Arrington obtained his Section 25 permit in July of
2001, he had no title, no record title. Mr. Carroll has
argued he had equitable title from Mr. Huff in the top
leases, and in the same breath he says if you're going to
affect title you've got to file it in the county records.
When Mr. Arrington received his permit, there was nothing
filed in the county records that gave him any interest in
the Stokes Hamilton lease.

But even if you assumed you could link Huff's

STEVEN T. BRENNER, CCR
(505) 989-9317




g

Ty

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

111

interest in the top leases to Arrington when Arrington got
his permit in July of 2001, the Court in Lea County has
decided -- and the District said that was his job, to
decide title. And he has done that.

He has said, based on all the evidence -- there
are no fact questions, and as a matter of law, matter of
law, our base lease is good and the top lease is not good.
Therefore, we're at a crossroads.

Two permits have been granted on 25, one for us,
one for Arrington. The Commission has said -- or the
Division has said that you need to be first in time for
your permit with colorable title. Colorable title has now
been removed for Mr. Arrington. We're now the one with
title, not just colorable title but title decided by a
district judge.

What we would ask is that the Commission vacate
his permit, honor our permit, let us drill and then let us
pool, because that's the position we would have been in but
for Arrington obtaining his permit at a time when he knew
he didn't know whether his top lease was any good.

That's the only thing you know for sure about top
leases. Unless you have a release or a court declaration,
you can't be sure your leases become effective.

Based on Mr. Arrington's conversation with Mr.

Phillips, Arrington never intended to drill. He only
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intended to block us from obtaining our permits so that our
lease would run out and we would lose our acreage in 25 and
23. That was his sole purpose. He didn't commit any

money, any time, any effort. All he did was obtain his

permits and block our drilling, which as of this time he

has successfully done.

We would ask the Commission not to retrade what
Judge Clinéman had already done, because he said our title
is good and the top lease is not good, but to do what the
Commission has jurisdiction over, and we believe the fair
and right thing to do: Validate our permit, withdraw his,
let us drill and then pool.

As for protection of correlative rights for the
promotion of drilling, for the production of oil and gas,
our client has spent north of $7 million, not just in the
area, but in these three sections, 23, 24 and 25.

I think the law is in our favor, I think the
equities are in our favor. And we have been having to
fight this battle several different places, in Lea County,
in two different applications before the Division, pooling
application, and now before the Commission. And we're not
complaining about that, because that's the process it is.
But I think that the Commission at this point has the power
to shut this down if they vacate his, grant ours ahd let us

drill and then pool.
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The risk that we're wrong on our title and that
he's right, we're taking on our shoulders. Mr. Carroll is
extremely able counsel, and I know he is going to make
compelling arguments to the Court of Appeals and the New
Mexico Supreme Court about title later. But if we're wrong
it will be answerable in damages, and that will be a matter
for the court system to take up. All that this Commission
can do here is to decide whose permit is good. If we can't
get a permit, obviously we can't drill. And that's why
we're here.

CHAIRMAN WROTENBERY: Thank you, Ms. Richardson.

Mr. Carroll?

MR. CARROLL: I think I could go on and on and on
and bore the Commissioners to tears. I think my only
comments in closing are directed towards two things.

One, remember the opening statements that were
made in this case and do not allow your attention to be
drawn away from the real issues here, and this is the
applicability of the force-pooling statute and how it
really controls this issue, because I think the issues
about an APD are just side issues.

The other thing is, I think the Commission should
discount Counsel's remarks about Mr. Arrington's motives,
that he was doing -- he was out there, up to no good, and

he was doing things just to hurt TMBR/Sharp. The problem
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is, should the Court reverse -- the Court of Appeals
reverse itself, then those statements are out the window.
Arrington was doing what it was supposed to be doing, it
was protecting its rights.

Those issues are not germane to this case.
They're done to try to garner support where they don't
belong. We have legal issues, and those are the force-
pooling statute and its applicability and how you go about
it and what it says.

And I think those are the things that this
Commission must focus itself upon, is what is the real
legal issues here? Not about the issues that someone wants
to make up about how they've been hurt, how much money
they've spent. We know Ocean's spent a tremendous amount
of money, David Arrington's been in this area forever.

0il and gas, when you pursue it, you've hitched
yourself to that wagon, you're going to spend a tremendous
amount of money. Some people make it back and make a
profit, but not everyone does. That's just one of the --
That's what happens in the game that's played here.

So with that, I would ask that the Commission
remember my representations as to what David Arrington's
position is now because of what has happened in the
District. It has made certain representations, and we

stand by those representations.
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Thank you.

CHAIRMAN WROTENBERY: Thank you, Mr. Carroll.

With that, I think we'll take this case under
advisement.

I did want to clarify one item for the record.
Ms. Davidson and I had promised Ms. Johnson that we would
clarify one finding that was in my order ruling on the
motion of Arrington to continue this case past today's
date.

There was a finding in that order that
Arrington's motion filed on this date just two business
days prior to the hearing is untimely.

We learned after this order was issued that that
motion had been filed earlier in the week, and we had
inadvertently returned it to Mr. Carroll's office.

So just for the record, we had received that
motion earlier the same week, and apologize for the
confusion there. It wouldn't have changed the results of
the decision on the motion, but we just wanted to clarify
for the record.

MS. RICHARDSON: Madame Chairman, we just wanted
the record to be clear that we are not denying the
applicability of the pooling statutes. We understand that
we are bound by thenm.

But since the pooling statutes talk about if
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you're going to pool, you must dedicate lands -- and that's
what you do when you file for an APD, you dedicate acreage.
And because it also says you can utilize the pooling
statute after you drill, our position simply is because the
permitting process preceded the pooling processes by six
months, that the first in time ought to be dominant and
that the permitting, in effect, ought to trump the pooling
prior to drilling. Post-drilling, if we have not gotten
everybody's agreement to participate, then we must follow
the compulsory pooling statutes.

Just to clarify that point. Thank.

CHAIRMAN WROTENBERY: Okay, at this time, then,
we'll take this case under advisement. We'll do our very
best to issue an order in this case at the next Commission
meeting, which will be on April 26th, 2002.

MR. KELLAHIN: Thank you.

CHAIRMAN WROTENBERY: Thank you very much for
your testimony and your presentations.

Thereupon, these proceedings were concluded at

3:36 p.m.)
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TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
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OPPOSITION OR OTHER PARTY ATTORNEY

David H. Arringion Oil & Gas Inc. Earnest Carroll, Esq.
-

RELIEF REQUESTED

(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp")
and David H. Arrington Oil & Gas Inc. ("Arrington”) over operations in Section 25 and
the E/2 of Section 23, T16S, R35E, NMPM. Lea County, New Mexico:

(a) TMBR/Sharp seeky @b APD for this Blue Fin "25" Well
No. 1 for the N/2 of on 23:

(b) Arrington seeks g APD for this Triple Hackle Dragon
"25" Well No. 1 for the W/2 of Section 25;

and

(c) Arrington’s C-102 for Blue Drake 23 Well No.
E/2 Section 23, T16S, R35E

(d) TMBR/Sharp’s C-102 for Leavelle 23 Well No. 1
E/2 Section 23, T16S, R35E

(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs)
competing Applications for Permit to Drill ("APD")

(3) The competing APDs are in conflict with each other in that the drilling of these
two wells by one party will preclude the drilling of the other two wells by the other
party.



\

Cases 12731 and 12744 (DeNovo)

TMBR/Sharp Drilling Inc.’s Pre- Heanng Statement
_Page 3-

(4) The Supervisor of the Hobbs Office of the Division has approved the two
Arrington APDs and correspondingly denied the two TMBR/ Sharp APDs:Z . b N
AL el &P P2, e A

/ (5) Arrington obtained approval of its applications for permits to drill predicated

upon its assumption that two oil & gas leases held by TMBR/Sharp had expired and that
two "top leases” now held by Arrington are in effect.

(6) Except for Arrington’s actions in claiming the top lease interest it had no
interest in the W/2 of Section 25 TMBR/Sharp’s APD would have been approved.

(7) TMBR/Sharp appealed this action to the Division which held a hearing on
September 20, 2001.

(8) On December 13, 2001, the Division entered Order R-11700 denied
TMBR/Sharp’s Applications for Permit to Drill ("APDs") because the Division had
previously approved David H. Arrington’s APDs and stated in this order that:

(a) "(22) "Arrington has demonstrated an least a colorable claim
of title that would confer upon it a right to drill its proposed
wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Arrington APDs.”

()  "(21) The Oil Conservation Division has no jurisdiction to
determine the validity of any title, or the validity or
continuation in force and effect of any oil and gas lease.

Exclusive jurisdiction of such matters resides in the courts of
the State of New Mexico”

(9) The Division also concluded in paragraph (25) of Order R-11700 that "...the
Division has jurisdiction to revoke its approval of any APD in an appropriate case...”
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(10) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District

Court, Lea County, New Mexico seeking a judicial determination of, among other things,
the validity of Arrington’s claim of title.

(11) On December 27, 2001, the District Court entered a order holding that
Arrington’s assumptions were wrong and entered Summary Judgment in favor the
TMBR/Sharp.  Arrington’s claim of interest in the top leases has failed and
“4MBR/Sharp’s leases are still valid.

(12) Contrary to Division Order R-11700, Arrington failed to demonstrate
"colorable title” at the time its APDs were approved.

(13) TMBR/Sharp is now entitled to have its APD issued by the Division without
inference from Arrington.

EVIDENCE AND EXHIBITS
EXHIBIT 1:

(a) Arrington’s C-102 for Triple Hackle Dragon 25 Well No. 1
W/2 Section 25, T16S, R35E dated 7/17/01

(b) TMBR/Sharp’s C-102 for Bluefin 25 Well No. 1
N/2 Section 25, T16S, R35E dated 8/7/01

(c) Arrington’s C-102 for Blue Drake 23 Well No. 1
E/2 Section 23, T16S, R35E dated 7/25/01

(d) TMBR/Sharp’s C-102 for Leavelle 23 Well No. 1
E/2 Section 23, T16S, R35E dated 8/7/01
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EXHIBIT 2:

On July 17, 2001, Arrington filed an application for permit to drill ("APD" including
Division Form C-101 and Form C-102) and on the same day obtained approval from the
OCD-Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the W/2 of Section 25,
T16S. R35E, Lea County, New Mexico.

¥ XHIBIT 3:

On July 30, 2001, Arnngton filed an application for permit to drill ("APD" including
Division Form C-1-1 and Form C-102) and on the same day obtained approval from the
OCD-Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S,
R35E. Lea County, New Mexico.

EXHIBIT 4:

On August 8, 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25 Well No. 1 to be

dedicated to a 320-acre spacing unit consisting of the N/2 of Section 25, T16S, R35E
stating that the permit granted to Arrington for his Triple Hackle Dragon Well No. 1 with
a W/2 spacing unit orientation precluded the approval of TMBR/Sharp's application.

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp’s APD.

EXHIBIT 5:

On August 8, 2001, TMBR/Sharp filed an APD permit to drill its Leavelle 23 Well No.
1 to be dedicated to a 320-acre spacing unit consisting of the E/2 of Section 23, T16S,
R35E stating that the permit granted to Arrington for his Blue Drake 23 Well No.-1 also
with a E/2 spacing unit orientation precluded the approval of TMBR/Sharp’s application.

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp’s APD
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EXHIBIT 6:

Effective December 7, 1997, Madeline Stokes entered into an oil and gas lease with
Amenstate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico.

% ffective December 7, 1997, Erma Stokes Hamilton entered into an oil and gas lease with
#Ameristate Oil & Gas, Inc. ("Hamilton Lease”) covering, among other lands, the
NW/4SW/4 and NW/4NE/4 of Section 24, T16S. R35E. Lea County, New Mexico;

TMBR/Sharp is successor to Ameristate.

The primary term for both of these leases ended at midnight June 6, 2001;

EXHIBIT 7:

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement covering lands
in Lea County, New Mexico including the Hamilton and Stokes’ lands.

TMBR/Sharp contends that the interest claim by Arrington in the NW/4 of Section 25
subject to a July 1, 1998 Operating Agreement and that its leases of the disputed lease
acreage were perpetuated by TMBR/Sharp’s drilling of the Blue Fin "24" Well No. 1

which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2
of Section 24, T16S, R3SE.

EXHIBIT 8:

On November 17, 2000, TMBR/Sharp as operator under this operating agreement, filed
an application for permit to drill its Blue Fin "24" Well No. 1 and to dedicate a 320-acre
gas spacing and proration unit consisting of the W/2 of Section 24 to the well. The
permit was approved on November 22, 2000 by the OCD.
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On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001 completed

its Blue Fin 24 Well No. 1 for production from the North Townsend Mississippian Gas
Pool. '

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well No. 1 was

sufficient to extend the Hamilton and Stokes leases beyond their primary terms.
-

EXHIBIT 9:

On March 27, 2001, Madeline Stokes entered into an oil and gas lease with James D.
Huff ("Stokes-Huff top lease™) which covered the same lands as her lease to Ameristate.

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease with James

D. Huff ("Hamilton-Huff top lease") which covered the same lands as her lease to
Ameristate.

Arrington’s right to drill and operate these wells is predicated upon his assumption that

two oil & gas leases held by TMBR/Sharp had expired and that two "top leases” are now
in effect.

In fact the two "top leases” were obtained on March 27, 2001 by James D. Huff and filed
of record in Lea County on June 11, 2001. Huff's assignment of these "top leases” was

not recorded until September 19, 2001, some 6 weeks after the Division had approved
Arrington’s APDs.

Arrington contends that controls some or all of the operating rights in the Hamilton-Huff
top lease and the Stokes-Huff top lease.

Except for the Hamilton/Stokes top Lease Arrington has not interest in the W/.2 of
Section 15.



Cases 12731 and 12744 (DeNovo)

TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement
Page &-

Exhibits 10:

On September 10, 2001, Arrington and Ocean Energy, Inc. entered into a Letter
Agreement that if Arrington was not successful in curing any title dispute for the W/2 of
Section 25 for Arrington Triple Hackle Dragon 25 Well No. 1, the Ocean would initiate
compulsory pooling proceeding for a spacing unit consisting of the W/2 of Section 25.

€ xhibits 11;

Ocean has initiate such a proceeding in NMOCD Case 12841.

EXHIBIT 12:

On December 13, 2001, the Division entered Order R-11700 denied TMBR/Sharp’s

Applications for Permit to Drill ("APDs") because the Division had previously approved
David H. Arrington’s APDs.

EXHIBIT 13:

On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District Court, Lea
County, New Mexico seeking a judicial determination, among other things, of
TMBR/Sharp’s right to drill and operate wells on the disputed lease acreage.

On December 27, 2001, the District Court entered a order holding that Arrington’s

assumptions were wrong and entered Summary Judgment in favor the TMBR/Sharp.

Arrington’s claim of interest in the top leases has failed and TMBR/Sharp’s leases are
still valid.

As a result of this order Arrington has no operating interest in either the E/2 of Section
23 nor the W/2 of Section 25. This matter has been conclusively resolved against
Arrington and demonstrates that Arrington wrongfully obtained the approval of its APDs

from the Division. Based upon this District Court order, TMBR/Sharp is entitled to have
its APDs approved and Arrington’s revoked.



-

Cases 12731 and 12744 (DeNovo)
TMBR/Sharp Drilling Inc.’s Pre-Hearing Statement

_Page 9-
WITNESSES
WITNESSES EST. TIME EXHIBITS
Tom Bell

Jeffrey D. Phillips

Randy Watts (land)
PROCEDURAL MATTERS

KELLAHIN AND KELLAHIN

-~ f
B;h 4{ MW

W. Thomas Kellahin

P.O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285
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]
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Sent By: CCTTON BLEDJSOE;

: 8+< 682 3672; 23 Aig 01 2:18PV;Job 37E;Page 2
V23008 veide FAN JusiaTTeng Ny UL & CAS dut
P - . |
© 625 M Persch e, Hobn, 504 59240 - Staic of New bMexico - Form C-101
. Peenc .y 1O bs ] : : - R4
) e Energy Mincrals and Natural Reaourczs Revisod March 17, 1999
. Bl Soutk Finl Astesie, NM AT 1D
Diuncelu Q1 Consetvativy Divisiua Subtast Lo appeopriuc Distict Oftice
; 1000 Rjo Bsa208 Rosd. Aniac, NM 47410 2040 South Pacheco Suts Lasss - § Copiey
: Digeica 1Y

. Feoleass -5
2040 Seuth Pecheco, Santa Te, NM 7505 Santa Fe, NM 87505 e Coplee
’ L-] AMENDED REPORT

.. APPLICATION FOR PERMIT TQ DRILL, RE-ENTER, DKEKPEN, PLUGBACK. ORADDAZONE e
! Oporelior Nawns wd Address * OGRID Nurier
David H. Aminglon Ol & Gas, Inc : Q05898
P. O Box 2071 S APl Nucsbar
Midland, Texas 79702 i 0-0s- 254 44
* Proparty Narms * Woll No.
Liﬁz-_ - l -~ Blu¢ Deake 23" I S
! Surface Location
Worlcsa | Satin | Tewnaly y— txth | Pewtonde | Mewsnstre | Rootures wwe-n. *_
i 23 16S 35E 1980 | South _660° Lea
! Proposed Bottom Hole Location If Differept From Surface
VL or ot 00 Secxian Tovwmaip Raage (#7471 Fou ten ty N Savd ke Pt ran s Ba/Went ine Couvy
* Proposed Puot * Propassd Pool 2
Townsend Mississippi.i%_mrh ]
[T work Type Coda Tk TypeCote | SCkfowy * Lunar Ty Coe " Y Ground Lovel Bovarin
S < I 4 G i _Rotwy ... Fe& 3959
* Mukiple ¥ Prepusnd Depd * Mo matou * Coacvarn * 3pd v
NQ 13.400" Mississippian .. Patterson ASAP
. o 2 proy sod Casmg and Cemeat Proggm ,
! Holo Sizs Casleg Sizs Casi Yfoot Satting Dvpd Sacks of Coment _Csumanad TOC
124%" 1) 38" 54 % 450’ 500 sxs Circulate |
u- 8 5/8" 34 4900° 300ws | Circlste |
R/ 3 5wy 174 13.400" 1200 sxg P 500 abov

* Describe e proposed program. lfmuppﬁmhnuwbﬂtmuﬂ.ucMpWNMwuwwW%umuerinm.

Describe 136 biowaut preventon progrum, if any. Use sdditional sherts if scocasary. e
Set surface casing at 450°, Circulats cernent (o surface. Drill §1” bolc to 4900°. Set 8 5/8" ma:mwdmte casing at
4900'. Circulate cenent to surface. Install and test BOP's to 5000 psi. Drill 7 7/8" hofe w0 13,400°. DST any
prospective pays. Run § ‘4" productioa casing through Mississippian if justified. '
Permit Expires | Year From Approval
Date Unless Diilling Underway

" 1 herony oerdly thal theinlorion gren aboe i wes and ol 0 he bt OIL CONSERVATION DIVISION
of my nowiedge bebef.
Signay: Wi Aogporved br: Ocig. Signed by

- b i t i
mined rame:_Danny Ledfor TNde: Qeologiat
T iat o reyerca owa JOL 3 0 200K | erpingen v
Dua: 077252001 Pooo: (915) 6826685 Couditions of Approvat

Aot 3

ol




Sent By: COTTON BLEDSOE;

¢

by L3301

LY Iy

'%960

Hobbs, Na 88241-1980

Wt%

Alazio. NU 88211-0719

1
Azleg, HM

Brozos RJ.
47410

915 682 3672;

PAN JUIIYTT UG

&

DA UL & A0

Stale of New Mexlae e
Y, Uinerals, and Natura) Resources i _griment

OIL CONSERVATION DIVISION
P. 0. Box 2088
Santa Fo, New Mexico 87604-2088

P, %
Sonte fe. NM 87307-2008 wp1], LOCATION AND ACREAGE DEDICATION PLAT

23 Aug 01 2:1SPM;_-0b 373;7age 37113
-

Torm €=y
Rqrdned Q‘cl‘.ei

relrmilang o+ pega

At o the -
Dobint Oltce ~o7™iots
Hele (099 - 4 opies
2ot Lovas - )

O amenvey xsrory

3520

TAP( Museber * Penl Code f 7 Poel Neowe
,Q-Q&ﬁ-g Z&; (% T d Mississippian
* Propery Oode %’uc el = EP 7 42t TA. T Ul Nusbes
_fg 2 <32 L BLUE DRAKE 23 1

OCNY Ne. ? pearsios Name ¢ Stovstlion

005898 DAVID H. ARRINGTON OIL & GAS COMPANY 3009°

“ SURFACE LOCATION _
UL or lat Ba| Sectien | Towaship Rangs Lot o [Tent from e |Aerid/Beuth Use] Posl (rom Whe] Bor/Vaat line | Counds
{ 23 16 SOUTH| 36 BAST, NM.PM. 10080° SOUTH eaq’ BAST LEA
“BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE

UL of 1ot 5o Soslies | Touusdip Rangy Tal e [Foct from (Be]Nerth/Beuth Uns|Fost from the] Enaig¥eat tins | County
W Dediesied Meres | P Juint or TeAU | Consalidriion Cads | Ovder Me,

NO ALLOWABLE WELL BE ASSIGNED TO TRIS COUFL!'!‘I& UNTIL ALL INTERESTS HAVE BEEN
CONSOLIDATED OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

- —————— - - = - A - A - 8 v, a4 G S e A a e o

- -

T T L R X

o N o -

v w . - --

-

OPERATOR CERTIFICATION
1 herody terlily lhot ins informalion
conloned Merew 3 ve et '
lo the best of my bnosiedhe ond

S

Danny Ledfo

Tide

Pels
7/25/01

| Geologyst

SURVEYOR CERTIFICATION

} herady certily thol the well
ocotion ghomn on thig plol( mas
plotled lrom lekd rotes of oclvel
Surveys mode by me or under
my supervision, wnd inot lhe
some it lrve end correc! (o Mhe
best of my bevel,




Seff‘- 8y: CCTTCH BLEDSCE; 915 682 3€72; 22 Aug 01 1:40PM;Job 228;Page 779

NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lart Wrotenbery
Geovermor Directar
Jemnifer A. Salisbury Oll Comservation Division
Cahlast Sacretary

August 8, 2001

Jet¥ Phiflips

TMBR/Sharp Drilling, Inc.
PO Drawer 10970
Midlaad, TX 79702

RE: 1) Apptication to drill TMBR/Sharp Drilling. inc., Blue Fin 25 # 1, located in E-25, TI6S.RISE 1913 FNL and 924 FW1,,
AP{ number 30-025-35653
2) Voiding AP Number 30-023-35653

Dear Mr. Jeff Phillips

We can not approve Furm C-101 Agplicatioa for psrmut 10 drill the above well do wo the overlapping of the dedicated acreage
in the NWA of Scc 25, T16s, RISE. The proposed completion inserval for this application was a Wildcar:Mississippian (Gas) pool,
with the N/2 of Sec 25, T16S. R3I5E comprising 320 scres dedicated W this well. On July 19, 2001 the Oil Coaservation Division
office in Hobbs approved an application to drill a well from David H Asrington Oil & Gas, Inc. This well was the David H Arrington
O & Qas. lac., Triple-Hackic Dragon 25 # 1, located in E-25.T16S.R3SE 1815 FNL sad 750 FWL and dedicated 10 this well was the
W12 of Sec 25, T168. RISE comprising 320 acres for the proposed completion as a Wildear,Mississippian (Gas) pool. Therefor APT
aumber 30-025-3565) is here by voided.

Since TMBR/Sharp Drilling befieves that they sre the aaly operator with the rights to drill this well, it is suggexted that they
1ake this mater up with David Arringron Oil & Gas Inc.

Yours very auly,

OIL CONSERVATION DIVISION

Chyis Williams W) BRI A I . TN

Disirict . Supervisor - : v s
PFK -

Qil Conservaton Division * 1623 French Drive ®* Hobbs, New Mexicao 88240
Phonc: (505) 393-6161 * Fax (503) 393-0720 * htunf{{www cmacd statc.am s




-y

Oiarice ™"

PO Baa 10, Mabe. NM 86241.1980

Dianrtes U

11 Sows Form, Anesie, NM tt210

Diasrtcs (X

1000 Rio Beazos R4.. Anec. NM 52410

vwLIVIY oL URUC,

915 682 3672;

22 Aug 01

oy, .S“ta“u&% New Mexico

OIL CONSERVATION DIVISION
2040 South Pacheco

1:40PN;Job 328;Page B/9

Form C-101

Revised October 18, 1994

{nstructions oa back

Submit to Appropriate District Office

Statc Lease - 6 Copies

D 1V Santa Fe, NM 87505 Fee Lease - 3 Copics

2040 Seeth Pactiece. Sana Fe. NM 7503 D AMENDED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

| Opuraiur Nome sod Address. S OCRID Nesnber
TMBR/Sharp Drilting, Inc. 03658
P. Q. Deawer 10970
Midland, TX 79702
? ALY Nowaber
3565
* Property Code ¥ Proparty Name ' Well No.
| 4. 95719 Blae Fin 425" )
: ? Surface Location
Uoriecne. | Secion | Towadhip] Mange | Lotidn | Pecifromtse | Northiiawthliae | Pom fomche | Exa/Womlac | Cowm
[ 15 168 ISE 1913 Necrth 924 West Lea
! Proposed Bottom Hole Location If Different Prom Surface
Woristoe | Section |Townsbly | Bamge | Loctén | Posttremthe | NoctSosthBas | Postfromdrc | EsstWemBae | Cous
* Progescd Prel 1 * Prepesed Peat 1
TM Mississippien, N. Tewnsend: Morrow
* Week Type Code “ Well Type Cods © CableRoeary " Laset Type Cade ¥ Ground Leew Blcrasion
N G ] P I8y
“ pubtipls 7 Propesed Depih  Permation * Contracios * Spud Pote
Ne 13,200' Mississippian TMBR/Sherp 9/01/91
*' Propesed Casing and Cement Program
Molg sge _ Catog e Coboquigutoos | susgpers T sectocicomen | totmass voC
17% 13% $4.5 420 500 Swurface
12% 9% “ 5,000 1800 Surfuce
™ 7 D& 12,000 1000 5,600
&4 44 11.6 13,200 138 11,900

E Describe the preposed program. If this application ks to DEEPEN or PLUG BACK gire tix deta on the present
productive ze0e and preposed new preduciive sone. Describe the blowout prevemtion program, i aay. Use sdditional
shects If ncotssary. _

&t Is prososed te deill & 171" hole to 1 420' with fresh weter & set 13%” cog & cemien( to sucfsce. A 124" (atermediate
hele will be drifled to £ 5000° with cut-brine systems & 99" csg will be set & cemented back 1o surface. A 3000 pel sonular
preventec & 3000 pel dusl ram BOP will $¢ weed on the intermediate hole. An $X%” hole will be drilled to & TD of 412,000
with FW mud where 7° csg wifl be 50t 8t TD & cemented buack to the intermedinte ¢sg @ 5008'. We will drill 24 64" hale to
TD of £13,200'. We plan to run 3 4%” diner to TD with top of liner @ 11,900° & cement w/l138 sacks. A 3040 pel annulss
proventer & & 5000 pst deuble ram BOP will be used ea the 8K” & 64" hole. Mud up will sccur besween 9000 & 10,000
& suversl DST's are plamned.

ey mm ol OIL CONSERVATION DIVISION
A -

Sgussare: Apprvred byt
Priosed same:  Lonsie Ararid Tude:
Ties Preducties Manager Agprovet Duce: Expicution Dete:
Deic: Auguet 6, 2081 Phosc: {315) S0 Conitions of Approval 1
Attached O

Bermit Expites 1 Year From Approval
Date Unless Orilling Underway



R .

« LVVIIUN DLEUDUL

(23

|

& (008 Sobbe MM BEN|-t00d

915 682 3672;

22 Aug 01

State of New Mexico

taergy. aauls sad Novwrnl Bmouress Suparwnmt

1:40PM; 0b 328;Page 9/9

Yorm C-10¢
Soviand Tebruary 30 108¢
0 kpproptiate Distried Oflies

OISTRICT O OIL CONSERVATION DIVISION Rate Loase ~
Pa Brew B dre, T T P.0. Box 2088 o e - 3 Covr
DISTRICY 11 Sents Fe, New Mexico 875042088
1900 io Ureswe Bd.. 4mes, MW 67410
DISTRICT IV
r5 sax vued, worrs ve, ax gres—mee  WELL LOCATION AND ACREAGE DEDICATION PLAT O AMENDED REPOR)
491 Wamber Poel Code v —
Méﬂ3 86390 Townsend; Missigsipplan, N.
Property Code Progarty Name Voll Musbar
22579 BLUEFIN 25 1
stam ¥e.' Opavotar Name Devetien
036554 TMBR/SHARP DRILLING, INC. 3959°
Susface lLocation
T oc il B | Sectisa | Tovmahly | fuige | Lot Ma | Poot Oom e | Nerth/Bouth Mas | Fast frem s | Bas/Sent line | County
[ 25 16-8 | 35-t 1913 NORTH 924 WVEST LEA
Bottom Hole Loostion K Different From Surface
W ar Lot Jo. | Soction | Twnendsy Sange it M Toot from the | Narth/South iae | Yoot frem the Bast/West Bue | Couny
Bedicated dcree | faint or afifl | Conselidation Cuds Ovier Mo
320

NO ALLOVABLE VILL BE ASSIGINED TO THIS COMPLATION UNTIL ALL INTERESTS HAVE HSEN CONSOLIDATED

OR A NON-STANDARD UNIT HAS HEEN APPROYED BY THE DIVISION

bar— §24° —eQ '

SPC Nuf l
NAD 1927 l

———— ——" ——— ———— A—— t——— op—— a—

Neg0423.18
E=781505.3)

—— T ——— ——— n— — ——— cr—a—

— —— r— el

OPERATOR CERTIFICATION

1 hoveby sorlify Be P nfwrwation
contuined Areeln &8 Pue end sempists b S0
tont of wuy Dwnvledgs end Volkiaf.

S

Lonnie Arpold
Pristed Nama

ction Manaqer

Tite
8/1/91
Date

SURVEYOR CERTIFICATION

1 hovety sart(y Aol $s woll lesalion sown
= ol pini was plotied from flsld notee of
Wiug swreey mais Oy ®s o0 wnder my
suparvison od lhal A sorme 3o 1w o
sorvent to the bral of mg tobuf.




Seat By: TOTTON B_EJSOE; a1c 682 3672; 2c Aig 0V 1:38PY;_ob 228;-age 4/9

NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

Loci Wrotenbery
Dirsctor
Ofl Conservation Division

August 8, 2001

Jeft Phillips

TMBR/Sharp Drilling, [nc.
PO Drawer 10970
Midland, TX 79702

RE: 1) Application w drill TMBR/Sharp Dritlieg, {nc, IEAVELLE 23 # 1, locited in G-23. T16S.RISE 2038 FNL aodt |998 FEL.,
APl number 30-025-35634
2) Voiding APl Number 30-025-35654

Dear Mr. Jeft Phillips

We can not approve Form C-103 Application for permis 1o drill the above well da to the uverlapping of the dedicated acreage
in the B2 of Sec 23, T 16a, RISE. The proposed compiction interval for thin application was the Townsend :Mississippian, North
(Gas) pool, with the E£2 of Sec 23, T16S, RISE comprising 320 acres dedicated to this well. Qn July 30, 2001 the Oil Conservation
Division office in Hobbs approved an application wo drill a well from David H Asrington Oil & Gas, Inc. This well was the David H
Arington Oil & Gas, lac., Blue Drake 23 # (, located in 1-23,T165 RISE . 1980 FSL and 660 FEL and dedicated to this welt was the
€2 of Sec 23, T16S, R3SE comprising 320 acres for the proposed completion in the Townsend:Missiasippian, Nurth (Gas) pool.
Therefor APl aumber 30-025-35654 1s here by voided.

Since TMBR/Sharp Drilling believes that they arc the valy vperator with the rights eo drill this well. it is suggeated thut they
take this matcr up with David Arrington Oil & Gas Inc.

Yours very truly,
OIL CONSERVATION DIVISION
Chris Williams ; )
Disuict L Supervisor
PFK

Oii Conservation Division * 1625 French Drive * Hobbs, New Meaxico 88240
Phone: (505) 393-6161 * Fax (505) 393-0720 * Wtpf{www.cmnnd.state. nmus




sent By: COTTON BLEDSOE; 915 682 3672; 22 Aug 01 1:39PM;. ob 328;Rage £/9

Owdal s State of New Mexico Form C-101
£Q Kax 1930, Haghs, N 32241-1980 Caergy, Mincrsls & Naturat Resources Deparcmant Revised October 18, 1994
Oisarit U fostructions on back
811 South Firsk. Afens, NM 31210 OIL CONSERVATION DIVISION Submit © Appropriate District Qffice
Disric: 01 2040 South Pacheco Stae Lease - § Copies
1000 Rio Braaas RE., Aztec. NM 87410 Santa Fe, NM 87505 Fee Lease - § Copies
Owact IV

20%0 Sowwb Pacheco, Sasta Fe, NM $7505 3 AmenpED REPORT

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

¢ Operstar Natae sod Adédrem. ' OGRID Necwber
TMBR/Skarp Drilling, Iac. 036554
P. O. Drawer 1970
Midland, TX 79702
? AP] Number :
N 0'931-3555
* Propuety (ede * Property Name * Well Na.
DAY ?O Leavelle 23" t
7 Surface Location
UWeriotns. | Section | Township | Range 1ot lda Foet lrem the North/South Sice Feet frem ihe Fast/Went tne Count
G 23 168 | 35§ 2038 North 1998 East Lea
1

oposed Bottom Hole Location If Different From Surface

U eriol ne. | Sectios | Township | Range Lot 1do Teat jrom the Nergviouth lise Peat rem the

Tact/West tiere Coun

* Prapeced Foul | * Prapesed Poal 2
Townsend; Missiselpolan N. Towusend; Morrow
" Work Type Cade Wl Type Code  Csble/Rowsry “Leass Type Code | ™ Creund Lavel Lisvatan
N G R P 3965
¥ Multiple ‘" Propased Depth “ Formation “ Centracier * Spud Dets
Ne 13,200 Missiasippian TMBR/Sharp 9/61/01
! Proposed Casing and Cement Program
_Hole Bl Casiag Sics Casing weight/foot ._Switing Depth Sacks of Coment Codansted TOC
174 13% $4.5 - 429 500 Surfece
12% i) 40 '+ 5000 1800 Surface
8% 7 B&26 12,000 1000 5,000
6% 4% 11.6 13,200 138 11,900

B Descrite (he proposed program. If this applicstion is o DEEPEN or PLUG BACK give the data on the present
productive zone and praposed uew preductive sone. Describe the blawaut prevention program, if sny. Use sdditiond
sheets (f mecassary.

It ' prosoeed fo drill 2 17X " hole to +420' with fresh water & set 13%" cag & cemment (o surface. A 12'%4” lntermediate
bele will be drilled to +5000' with cut-brine system & 9% csg will be set &k cementod back to surface. A 3000 psl annular
preveater & 3000 psl dual ruot BOP will be used on the intermediate hole. An 3% ™ hole wilf be drilled to a TD of £12,000'
with FW mud where 7° csg will be set st TD & cemented back to the intermediste csg @ 5000'. We wil! drill 8 64™ bole to
TD of £13,200°. We plan to run s 415" liwer to TD with top of liner @ 11,900' & cement w/13S$ sacks. A 3000 psi saaular

preveater & a 5000 pet dovble ram BOP will be ased on the 8% " & ¢'%4" hole. Mud up will eccur between 9000' & 10,000
& wveral DST's are planned.

e s S v s Somipiee 1 e OIL CONSERVATION DIVISION
Sgunmra K- 0y ﬂ N Approved by:

Printed noméz  Loanie Arweld Tiss:
Twer Production Managec luomrunue« lzxﬂnluw«
Dute: Auguxt 6, 2001 Phoac: (915) ¢99-5050 Cougitions of Apprevel ¢

. Atleched O

Permit Expirés 1 Year From Approval
Date Uniesx Drilling Underway .



- = weLuwvL, 915 882 3672; 22 Aug 01 1:39PM;Job 328;Page 6/9
3 d

A
Stats of New Mexico
PN L By, Whtrsls aad Bukivel Bosvasens Bugsimnend uw“""‘:“‘:
P.0. Box 2088 ¥oo Lacse — 2 Cugls
DISTRICT 1 Sants Fe, New Meaxico 87504-2088
1000 Mo Brasee Al isten, MM BWID
DISTRICTY [V
PO GG S04, BUITL 7B, LI gTRG—t0as WELL LOCATION AND ACREAGE DEDICATION PLAT D AMENDED REPOR
APt hamber Pool Cods Teol Neme
zcz.gz 5. 3 s 6_5{1 86390 Townsend; Missisgippian, N,
] Preparty Cudse Proparty Name 7 Vel Number
1 9SPO LEAVELLE 23 1
OGATD We. Opwrster Name Bevetien
036554 TMBR/SHARP DRILLING, INC. 3965’

Surface Lecation :
UL oz Jot No. | Boctivn | Townedly Rangs et e | Tost from the | Nesth /Seuth Mne | Foot freem the Kant/Veul tas | Coenty
LEA

G 23 16-S | 33-& 2038 NORTH 1998 EAST

Botloms Hole location If Differemt From Surfece
TU or Wt Ke. | Bastiom | Tewnanip Tange | fot Ma | Fest frem the | Nerth/Beoth Lme | Pest frem the | Bast/Wert line | County

320

NO ALLOW WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE HEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

Pelicatad Acxes Tuum Conselidation tode Order e

I ' | OPERATOR CERTIFICATION
i I 1] haredy certyy hs 2 AFmestan
* conipined Aoretn io s and seompiste Lo the
! Boot of way Srouioigd end bolias
: I .
: - —_— —_— — ——— b et mmd r— %—— —— cbemmmme  Amte ——
l Lonnie Arnold
$5C NME Priated Name
778537.7 ‘ O~ 1998° Tide
.78
= _8/6/01
] Pata

a—————

SURVEYQR CERTIFICATION
I horeby sordify Pal B wod losslion shoen
o= this piat was pletted from flaid reter o
tual survrys wmal by wme or under 9
supervisen, ond (hel thy eome is trw o
dorveet te the st of g bdiaf

JULY 26, 2001

|
|
|
|
|
] NeBYS358.64 |
|
l
|
I
|

|
l
l
|
NAD 1927 ' Production Manager
|
|
l
|
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Producer’s 88-Pud-up 14263
OIL & GAS LEASE

1103 AGRFEMENT made this August 15, 1997, bat effective December 7, 1997, betwors Madeline Stokes, dealing In ber sole and
separute prepesty, whose addrems is P.0. Bot 1115, Orous, Tesas 76947, barwm calbad tamce (whather ane or mare ) ad baoe AMERISTATE O
& Can, Invc., 1211 WEsT TRXAS S TREET, MIDI AND, TEXAS 79701,

). Laww, o eaadvios o TEN AND 0O/100ths DONLARS cad w hand pasd, raxrydt and suffiommy of shadi s hadvy adowmladgad. and of the rorntsm baren proveded
dd&q—m(&bhﬂm.‘hﬁy'ﬂxh-umcmm_ol—:(a&mdn-‘@ummm-‘
aperving fur sl provbca g uf ord p. Byedng g, waran, ather (kich. and sx rio esbmar(eae €1 Inmg PO i tormg ml buddng tanks, rasde s v, tohgpbane leva,
and dhe Sredare md A Surem W prodion, Wiy, ke cre o, Uost, proows, Sore W et Wl ts, tha folkma mg Sy ibed b . Lea Comaty, )
Metkon o we

Townshio 16 South, Ranee IS Eset. NMPEL
Section 13: SEY

Section 13: SEY,

Sectioa 2: NWYSW' o NWYNEY

Section 25: NWY,

Secting 26: NEY,

SEE EXHIBIT “A” ATTACHED HERETO AND MADF A PART HEREQF,
Ml-‘--‘dum’”.wm-\‘.lmnymmcmh

1. Subjuz te the athar provimans baun oviamad th ks dhsll rovan o funx (6 & tam of Baree () vears fom oo . 1997 (altad prunan term®L od m kg
Sormba o ol o gu ¢ produced faom sead land or Gom lead wah whah waud Land o pouled

3 The royaien to b poud by lames arwr (0) ot &k, sndd athar iquad hydruowbons saved o the well, V16 of tha: peducal and wval n waid Lond. sanre to e debrvared o e
wallln or o e aracht of leancyr m e ppralinc 10 whah the wolls Moy be aanadal, (F) an gaa. ndudng asnghad s or dtha gracas mive wiat et from wad land snd
merd off et prevams o wad i the nemdactse of guolew or ahe rodada the mark @ value @ e wdl of 3/16 of the gas wad, proviied thet g wikd on v off the pramnm,
e oyednn thalf by J16 of the mncu renhand from nach wic (v} 3nd 2 sy Same whan tha Sove 1 At vaidated by ithe provesam haod od hat s s g s o andeets
wall on enid lund, o bwnd yooked Barewh, g g or <7 Sersetc % 60 beig 10 3004 o used nd mch well v g, s Mefore o A petation thaaom, than an o Sdhwe
100 doye sk s0vd wall & st @, d haroaller @ ewual svervals, bowar may ey @ tndar an advenae dud-o1 na sty apial bo 31 00 por ad arc of lamor's gas mremge thew
Buid wndw S Lowss by Be pary maling muck paysrest of Lsder. and s0 kg a5 send dvs - vERY 18 paed of Lvda ad, e lonac vhall nct tamvasaie snd ¢ dvall be consedared
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Msdedine Stokes g“’;
STATE OF T£XAS }

} s
COUNTY OF Lroclfetl — )

g0 ~
This iastrument was scknowledged before me on the 4 day of g ftmbff' ., 1997, by
Madeline Stokes, deating in ber sole and separate property. 7

L ", n o
gaialt. afZwsan t Sorgh Slewact
_ Notary Public
My commissiow expires: 02 73-0!
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EXHIBIT “A”

Attached to and made s part of that certain oil and gas lease dated August 25, 1997, but effective
December 7, 1997, by snd between Madeline Stokes, lessor, and Ameristate ON & Gas, Inc | lessee

12.  Notwithstanding anything contained hereinabove to the contrary, it is understood and agrecd that at the
expiration of the primary term, this lease shall terminate as (o all lands covered heredy not included in o otherwise
allocated 1O & “well unit™ as hercinafter defined, unless lessee is producing oil, gas or other hydrocarbons from any
well on the leased premises, or lands pooled therewith, or is dniling upon said lands across the expiration of the
rimary term as provided for in the body of this lease, and does not allow more than 180 days to elapse between the
completion or abandonment of one well on such land and the cnmmencement of another weil thereon until the leased
premises have been “fully developed,”™ as hereinafler defined. Operations for drilling of the first such development
well must be commenced (a) within 180 days after the expiration of the primary term if production is established
undex this lease prior to the expiration of the primary term, or (b) within 180 days of completion of the well which
is being drilled. tested or completed across the expiration of the primary term. Should lessee fail to timely commence
2 well in accordance with aforesaid 180 dayvs continuous drilling or deveiopment prios to the point in time the leased
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to
swcllumt. For the purpose hereof, the term “well unit™ shall mean the proration or spacing unit created for a well
capsble of producing od and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable
rules and regulations of the New Mexico Oil Conservation Division of other governmental suthority having
funisdiction, and the term “fully developed™ shall mean the point in time when the entirety of the leased premises has
been included in 8 well unit of units as defined. The date of completion of a well shail be the date of a potential test
if & producing well and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling
program, if any, this lease will automatically 1erminate as to ait lands covered hereby which have not been so fully

developed and as to lands so fully developed shall terminate as to all depths lving more than 100° belaw the total
depth drilled.

13, Payment of shut-in gas well royalties will not be pemitted to maintain this lease in force for any period longer
than two consecutive years, without the wnitien consent of 1.essor

Signed for identification purposes:

Madeline Stokes
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Produce: s 88-Paid-up 14262
OLL & GAS LEASF.

THIS AGREEMENT made this August 15, 1997, but Tective Decamber 7, 1997, betwoen Erens Stokes Hamitoa, desling ta ber sobe
and saperate property, whose address @ P.O. Bot 1479, Big Spring, Texas TI72 1, hown oo itad e (whathes cove v wvees wnl lomar AMEIRISTATY.
On & Cas, INC.. 1211 WisT Trxas STRee?, Mt Ao, Trxas 79701,
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puntayg fr wud prodicong el ard gee, Bgedng pa, wean, S fad ad 1 o mturir wea hng poe’ aa. gomg L halding tnka, rasdeey, Lebephane s,
i ohar trechre wmd Smg tharean 10 produce, mve, tah ¢ are of. tremt, proves, vt and et sl ounaal. the fothwng dannbol land l2a County, New
Moo e

NMPM
Sectina 13: SEY,
Section 2): SEY
Section 14: NWY/.SWY, NWY.NL,
Soctboa 25: NWY,
Sectioa 26: NEY,

SEL EXHTBIT *A® ATTACHED HERETO AND MADE A PART HEREOF.
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rma Stokes Hamilton

STATE OF TEXAS ) ’

) ss.

i COUNTY OF _HOWARD )
- ;
This Instrument was acknowledged before me oa the _Sth __ day of September_ , 1997, by ;

Erma Stokes Hamiltoq, desliag ia her sale and separate property. :

g [

e _lm, o

durnmry 8, 1909 Notary Publi

Myc¢ - ' f

January €, 1998 ;
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EXHIBIT “A™ :

Attached to snd made a parnt of that certain oil and gas lease dated August 25, 1997, but effective
Decamber 7, 1997, by and between Erma Stokes Hamilton, lessor, and Amenstate Oil & Gas. Inc ,
lessee:

t2.  Notwithstanding anything contained hereinat yve to the contrary, it is understood and agreed that as the
expiration of the primary term, this lease shail terminate as to all lands covered hereby not included in or otherwise
aflocated 10 a “well unit” as hersinafler defined. unless lessee is producing oil, gas or othor hvdrocarbons from any
well on the leased premises, of lands pooled therewith, or is drilling upon said lands across the expisation of the
primary term as provided for in the body of this lcase, and dozs nat allow more than 130 days to clapse between the
completion or abandonment of one well on such 1ané and the commencement of another well thercon until the leased
premises have been “fully developed,”™ as hereinafter defined. Operations for dnlling of the first such development
well must be commenced (a) within 180 days after the expiration of the pnmary term if production is established
under this lease prior to the exp -ation of the primary term, or (b) within 180 days of completion of the well which
is being drifled, tested or completed across the expiration of the primary term  Should lessee fail to timely commence
2 well in accordance with aforesaid 130 days continuous dnlling or developmeni prior to the point in time the leased
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to
awell unit. Fer the purpose hereof, the term “well unit™ shall mean the proration or spacing unit created for a well
capsble of producing oil end/or gas or other hydrocarbons in paying quantitics as in accardance with the applicable
rules and regulstions of the New Mexico Oil Conservation Division or other governmental authority having
urisdiction, and the term “fully developed™ shall mean the point in time when the entirety of the leased premises has
been mchuded m a well unit or units as defined. The date of completion of 3 well shall be the date of a potential test
s producing well and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling
program, if any, this lease will automatically terminate as to all lands covered hereby which have not been s fully
developed and as to lands so fully developed shall terminate as to all depths Iving more than 114 below the total
depth drilled.

e e e e

(r‘

13 Payment of shut-in gas well royajties will not be permitted to maincain this lease in force for any period longer
than two consecutive years, without the written consent of Lessor

Signed for identification purposes’

( ém\n Stokes Hamilton
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EXHIBIT “A"
+ Attached to that certain Lett Agreement
dated July 1, 1998

TS

3.
v
Hir ol O afewisyeng "“"‘
napt s Gt avd la ewidng B¢ S
Lemarsn Aawrurs of ot slomn Lbeme

OPERATING AGREEMENT

DATED

July 1 . 19 98 .

OPERATOR __ TMBR/SHARP DRILLING, [INC.

CONTRACT AREA _ Section 13: SE/4, Sectiom 24: All, Section 25: NW/4,

all in T-16-S, R-35-E

COUNTY OR FAR{ZH OF LEA STATE OF _NEW MEXICO

COPYRIGHT 1982 ~— ALL RIQHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
AA.PL. NO. 610 - 1962 REVISED
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AAPL FORM 610 - M_ ol FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, cntered 1n10 by and between THBR/SHARP DRILLING, LHC.

hoanadicr daignated and
relesred 10 1 “"Operator™, and the signstory party or parties other then Opeeator, sometimes hereinalter ceferred to individually herein
a1 “"Mon Opasatar*’, and collectively 13 *‘Non-Operstors’”.

WITNESSETH:

WHEREAS, the pirtiar to this agreement are awnecs of ol and gas leases andlor oil snd gas interests in the tand idavilied ia

Exhibit A", and the parties hereta have tesched an agroement 1o explore and develop these leases andlor oit and gas inicresss for the
peoduction o ol and gas 10 the extent and as hercinafter peovided,

NOW, THEREFORE, u is agreed a3 follows:

ARTICLE I
DEFINITIONS

As vied in this agreement, the following words and 1erms shall have the meanings here ascribed to them:

A. The term 'oif and gas”* thall mean oil, gas, casinghead gas, gas condensate, and off other liquid or gaseous hydrocarbuns
and oticr markeuble wbitances produced therewldh, unleus e latent to Emit the inclusiveness of this term is specifically stawed.

B. The tecma ol and gus lense®, ““lease’’ and ‘‘leaschold’ shall mean the oil and gas lewsas covering wacy of laed
Yying within the Contract Ares which are owned by the purtics o this sgreement.

C. The tesm “‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
Conuract Aces which are owacd by pasties ta this sgeeement.

D. The teem “Coauact Area™ shall mean all of the linds, oil and gas keaschold interests and oil and gas inercsts intended to e
developed and operated lor oif and gas purposes under this agrecment. Such lands, oil and gas leasehold interests and ol and gas interess
we desciibed in Exhibic “A*.

E The term “deilling wnit' shall mean the area fized for the drilling of one well by order or rule ol any uae o
fedeeat Lealy having authority. Uf a drilling unit is aot fized by any such rule or order, a drilting unit shall be the drilling unic as establish-
ed by the pittern of dritling in the Contract Aces oc as fixed by espeest agreement of the Driling Pasties.

F. The term “drillsice™ shall mean the oil and gas lease o interest on which 3 proposed well is to be located

G. The terms “Drilling Pasty™ and **Consenting Party'* shall mean 1 pacty who sgrees o join ia and pay its share ol the cust of
any oparitioa conducted under the provisions of this sgr

H The teems “MNoa Drilling Pany™ and *‘Noa Coasenting Pacty™ shalt mean 2 party who elocts 0ot ta pacticipate
W 3 propused operation.

Unlss the coatest otherwise claarly indicates, words uwed in the singular include the plucal, the plucal wncludes the
singutar . 3ad the neuter gender includes the masculine and the leminine.
|
: ARTICLE IL.
ExXsITS

e lollowing exhibits, s indicated bedow tad stachied hetero, are incorporated in and made o pact hegoul:
A. Exhibit " A’Y, shall lnclude the lollowlng information:
(1) Wentificajon of ands subjoat 1o this sgreement,
{2} Rawvictians, i wny, s 0 depths, focmations, oc wbiances,
(3} Percenusges oc fractional interests of parties 10 this agreement,
(4) Ol and g11 leases andlor oil and gas interests subjet 10 this sgrcement,
(3) Addresses of paries for nacice purpases.
. Exhibit 8", Foem of Lense. .
Exhibie *'C"", Accounting Procedure.
Lahibit “"D'", {nsucance.
Exhibit “E", Gas Balancing Agreement.
Exhibit “F'*, Noa Discrimination and Gertification of Non-Segregated Facilities.
Eahibit “*G"*, Tax Purvnecship.
wmy provision of any eshibit, ercept Edhibin “E'* end G, is inconsisient with any prvivinn roneino! -rv‘v‘ ely
of this agrecment, the peovisions in the body of this agreement shall prevail. iy

goaessio
=omMmON®
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A.APL FORM 610 - MODEL FORM QOPERATING AGREEMENT - 1982

ARTICLE Ul.
| | INTERESTS OF PARTIES

A. OY and Gaus lateresu:

W aay party owns an oil and gas interest in the Conuact Area, that interest shall be treatcd for all purposs of this agrecnwent
and during the term hercol as i n wese cavered by the lorm of oil and gas lease sttached hereto as Exhibit **B", sad the owner thereod
shall be deemed (0 own both the royalty interest seserved in such kease and the interest of the kssee thereunder.

B. Interests of Parties in Costs sad Production:

Unless changed by other provisions, all costs and Habilides incucred in operations under this agreement shalt be bacne and
pad, and all cquipment and materials acquiced in operations on the Coatract Aces shall be owacd, by the pactics 23 thic intereses ace wt

forth a Exhibic 'A% tn the same maance, the pacties shall alsa awn all production of oil and gas kom the Contract Ares subjeet w the
paysment of soyalties  the exene of __0R€~efghth (1/8)

which shall be botne a3 hireinalier sat foeih.

Regardless of which party has conuibuted the lease(s) andloc oil and gas interesi(s) hereto on which coyaly & due and
payable, cach party entitled 1o ceceive 8 shace of production of oit and gas lrom. the Contract Ares shall bear and shall pay or ddiver, o
cause 10 be paid or delivered, w the extent of us interest in such production, the royalty amount stpulated hercinabove and shall hold ihe
other parties lece from any Lisbility thereloe. No party shall ever be responsible, however, on 2 price basis higher than the price receivald
by such pacty, 10 any other party’s kssor oc foyakty owaer, and i any such other party’s kessor or royakiy owner stiould demand and

feceive scitlemend on 3 higher poice basis, the party contributing the affocted kease shall bear thie addidional royalty bucdon aueibutable
such higher price.

Nothing contained in this Acticle 111.D. shalt be deemed an

ig Of Cross-assig t of interests covered heeeby.

C. Excess Royslties, Overciding Royalties anad Other Paymeats:

Unless changed by other provisions, if the interest o any party in any lease covered hereby is subject 10 any royaly.
averriding royalty, produciion payment or other burden on produciion in excess of the amount stiputated in Articke TIL.D., sich party so
burdencd shall assume and alone beac all such excess obligations and shall indeanifly and hold the other pastics hereto harmless lrom say
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequeatdy Created latecests:

1t any party should hercafter crcate an oversiding royalty, production paymnent or other burden payaike wut of production
suributable to its wocking interest hereunder, or i such 2 burden existed prior 10 this agrcement and is aot sct forth in Exhibie ©"A™ ur
wat nue disclosed in waiting to all other parties prios 10 the execution of this agreement by all parties, o is not 3 jointly acknowkdged and
waepted obligation of all parties (any such iaterest being hercinalier ecfersed 10 as *“subsequently created interest ™™ wrespective of the

ug of s ceeation and the pacty out of whose working tnterest the subsequently created intecest is detivad being hocenafter telereed
1a a3 “burdened gacty’T), and:

L ahe bucdencd pasty is cequiced undes this sgecement 1o assign oc selinuish 1o say other party, o pactics, il o 3 pottn
ol its wosking intecest 3ndior the production atributable thereto, said other pasty, of partics, shall teceive said assiguanent andhw
peuduction {ree and cleas ol s3id subsequently crested intcrest and the busdencd party shall indemnily and save said other paety,

ot parvies, harmiess from any and al claims and demands for paynent asseried by owners of the subiequently cicated witaat;
and,

~

. i the burdened party fails 10 pay, whep due, its share o expenses chargeable heseunder, all provisions of Artiche VILIL shall bx

enforceable against (he subsequently created interest in the same manncr as they are enforcesble against the working interest o
the burdened party.

ARTICLE IV.
TITLES

A. Ti:’e Exsaiinstios:

i i
Tide exawnination shall be made on the deillsite of any peopased well peior 10 commencement of drilling operations o, d

the Dediing Pactics 10 request, tele examination shall be atade on the leases sndkor il and gas interests included, oc planaod (u};z wclud:
ed, in the drilling unit acound such wetl. The opinton will include the ownesship o the warking interest, muncrals, toyaky, u.weuiding
suyalty and production payments under the applicable leases. At the time 2 well is proposed, each party contributing beases am!_bt ol and
K45 uercests 1o the deillsite, g o be included in such deilling unit, shall furaish 10 Operator all abstracts (including federal ks waras
teports), tidle opinions, title papers and curative material in its possession free of charge. All such nformation aot in the possesgion of or
nude available t Operator by the partics, but pecetsacy foe the examination of the tide, shall be obtained by Operator, ()pér_mx shall

ausc title 16 b examined by attorneys on its stalf or by outside attorneys. Copies of alb title opinions shall be furnibicd o cach pacty
hereto Tlie cost incurced by Operator s this tde program shalt be bocne 35 fullows:

3

0 Option No. 1. Costs incurced by Operator in procuring abistracts aad title examinatioa {including prchimingry, 1 megial,
shut in gus m;Iy—opmiom and division order tile opinions) shall be a part of the administcative overhead as provided ' Exh e,
and shall aut be a duieect charge, whether performed by Operator’s stalf attoracys or by outside attorneys.

2.
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AITICLE IV
continued
(3 Opdon Na. 2: Couas Uwucred by Operator in procucing sburacts and fees pald cutside stturneys for itk enminination
{induding peclisninary, supplemental, shut-in gas coyalty opinions snd divisivn ocdcr titke opinions) shall be Lurnc by the Ocitling Parvics
n e propoction that the wnterest of cach Drilling Pacty bears 10 the toal interest of all Drilling Partics 25 such interests appear in Ea

tulxt *A**. Operator shall make no charge loc services sendered by its sall attorncys of other persoand in the peddoanance ol the abuve
functions.

Each pacty shall be cesponsible for securing curative matter wnd pooling amendinants of agreationts copuired in contectron

with leasct oc ol and gas interests concsibuted by such pacty. Operator shall be responsibile foe the prepasaton 3nd cccording of pooking
dosignations or duclarawons as well as the conduct of hearings Uefoce governimental agencics lor the sccuring o spating of poskiog orders
This sl ot prevent any parry lrom appearing on s owa behall at any such hearing.

No well shall be dritied on the Contract Area uatil afier (1) the tidke 10 the driflsite or drifling unait has boen cxamuud & sbove

providad, and (2) the utke has been approved by the examining auorncy ur title has been accepted by all of the paries who are 1o par-
ticipate in the drilling of the well.

B. Loss of Tidle:

+—
teducs

and gas leases and interests: and,

(3) The party whote oil and gas lease or interest is allecied by the tite failure shall bear slone the
entuthed to recover lrom Operator o the other panties any development oc operating costs which i«
but thete shall be no additional liability on its part 1o the oher partics hereto by reason h tidle failure;

{t) There shall be no retroactive sdjusiment ol expenscs incurecd of revenues receg
been bust, bt the wnterests of the parties shall be revised on an acreage basis, as of
cursed, 30 that the interest of the party whose lease of interest is aflected
Ates by the smount of the snterest Tose;

tc) H the propuctionate interest of the other parties her
ncteased by reason of the utle failure, the parnty whose ti
tesest (loss costs and burdens autcibutable thereto) upw

well;

from the operation of the itcrest whink hag
tine it is determined finally that titke Liluce has oc-
e title failure will therealter be reduced in the Conuract

in any producing well theretofore drified on the Contract Area &
failed shall receive the proceeds attibutable 10 the increase in such in
% has been ceimbursed for unrecovered costs paid by it in conacciion with such

(d) Should -any person not a party
faibed. pay in any aianacr any part
who bore the costs which ag

{c} Any lsbiliny

this agreement, who is deteranned o be the owner of any interest in the title which has
€ cost of operation, development, o equipment, such amouat shall be paid o tic party or pactics
refunded;

account 10 a third party for prior production of ol and gas which afises by reasan ol utle Lidure stall be

e Laws b pBlon-Haymiens ~ws Ese # A Bvce—tb—th L

bt s kit sl s houst-tor—wt)
T oé— e —throwgh or ™ y—tuutal -

paytoont, smaimum royalty or soyalty payment, is not paid oc is crconcousty paid, and as 3 resubt 2 kease oe interest heean wr
there stull be o monctacy labiliy againse the party who liled 10 make such payrent. Unless the party who Ldcd 1o mg
PAYIRNT SUICS 3 new kase covering the same interest within nincty (90) days from the discovery of thic failure 1o
which ascquisition will not be subject to Article VLB, the interests of the pactics shall be revised vn an
date of wermination of the bease involved, 3od the pacty wha lailed 1@ make peopur payocnt will
ihe Conteact Area on account of ownership of the kease or intercst which has terminated,
required payment shall not have beea fully ceimbursed, at the time of the loss, {«
thie fost interest, calculated oa an acreage basis, for the development and
shall be reunbursed for unrecovered actual costs theretolore pard by
ot wells previously abandoned) from so much of the folloyi

(3) Procecds of vil and gas, less operating ex;
up 1o the amount of unrecovered costs;

(L) Proceeds, les operating ex
sl aud gas therealter produc,
rerminaion, would

& POt payawat.
g basis, cHectve as ol the
get be coedited with an instetest
e event che pacty who Laikd o make the
€ proceeds of thie 1ale of oil and gas aitributalle to
ing cosus theretafore paid on account of such interest,
t aot for its share of the cost of any dry hole previously deticd
as is necessary to effect reimbursement:

3, theretolore accrued to the credit of the lost interest, on 3 acresge basis,

, theeeafter sccrued aucibutable 10 the lost interest o an acrcage basis, of that portion of
markered (excluding production from any wells therealter drilied) which, ia the sbscnce of such kease
fibutable to the bost interest on an acreage basis, up to the amount of unrccuvered costs. the proceeds of said
and gas 10 be contributed by the other partics in proportion 0 their respective intcrests; and,

i
Ny monics, up to the amount of unrecovered costs, that may be paid by any party who is, o beconws. the awner of th wnteren
toetbe ik " - rrit—theC A . . othiic N
Lanadl Lad 1 potucey 3 e { Jaafl et .
3. Qther_tosscs: All losses incurred, svherthen—ihose—ser—forh—in—Arcde U1 a0l IV D aluve shall be julnt*heses

and shall be botac by all pactics 1a proportion to their interests. There shall be no readjustment of nwrests in the reauining pocoa of
the Contaa Acea. 2
-t
K
~-

“
el



D OB NS AN

24338

5?

Sgzsruxd

8}
62
6)
A
[0
(b
67

)
0

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V.
OQPERATOR

A. Designation sad Responsibilities of Operator:

TMBR/SHARP DRILLING, INC. shall e the

Operator of the Contract Area, and shill conduct and direct and have full control of all operations on the Contract Arca as permitied and
required by, and within the imits of this agreement. Tt shall conduct all such operations in 2 good and warkmaatike manner bt it shall

have no kability as Operator 0 the other parties foc losses sustained oc fabilitics incurred, except such as may result from gross
negligence oc willful -avisconduct.

B. Resignation or Removal of Operator aad Selection of Successor:

L. Resignation or Removal of Operator: Operstor may resign at any time by giving written notice thereol to Non Operators.
H Operator terminates its kegal existence, no longer owns an interest hereunder in the Contract Area, o is no loager capable of scrving as
Operator, Operator shall he deemed 10 have resigned without any action by Non Operatars, except the sclection of a suceessor. Opecator
may be remaved if it lails oc refuses to catry out its dutics hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affiemative vote of two (2) or moce Non-Operators owning a majority interest based on ownership as shown on Exhibu “"A** remaining
alter exchuding the voting wnterest of Operator. Such resignation or removal shall not become cffective untit 700 o'dock A M. on the
Giest day of the calendar month fullowing the expiration of ninety (90) days after the giving of natice of resignation by Operator or action
by the Noa Operators 1o remoave Opcrator, unless a successor Operator has been selected and assumes the duties of Operator at an caclicr
date. Operator, sfter elective date of ¢csignation or removal, shall be bound by the terms heecol as 2 Non Operator. A change of 2 cor-

porate azme o structuce of Operator o teansher of Operator’s interest (0 any single sulsidiary, parent or successer corporation shall ot
e dve basis for semaval of Operator.

2 Sckection o Successor Opesator: Upon the resignation o removal of Opcratar, 2 succasuw Ogperator shall he sekedial by
the pacties. The successor Operator shall be sclected from the parties owning aa interest in the Contract Ares at thic time such successor
Operator is selocted. The successor Operator shall be selected by the affirmative vote of two (2) or nioec partics owaing 2 ajoriy intofest
based o0 ownership as shown on Exhibit **A""; provided, however, # an Operatoc which has been removed faiks 1o vote or votes only te
sucrced Mself, the successor Operator shall be sedected by the affirmative vote of two (2) or mare partics awning a majurity interest based
vn ownership as shown on Exhiba “'A™" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The aumber of employces used by Operatos in conducting operstions hereunder, theie sclection, and the haties of labor and the
compensation for services performed shall be determined by Operator, and all sich employces shall be the employees of Opesatos.
D. Drilling Contracts:

Al wells drilled on the Contract Acea shall be drilled on a competitive contract basis at the usual rates prevailing in the arca If it so
desiees, Operator may employ its own tools and equipment in the drilling of wells, but its charges tiercfor shiall not exceed the prevailing
rates in the arca and the rate of such charges shall be agreed upon by the pacties in writing beloce drilling operations are commenced, and

suich work shall be performed by Operator under the same terms and conditions as are customary and usual in the acca in conwracts of in-:
deporclent contractors who are diing woek of 2 similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. thaitial Well:

Onorbeforethe_______ dayof
oil and gas at the following location:

. 19___ . Operator shall commence the drilling of & well for

to b2 dateinined in the contract area at a later date

and shall thereafter continue the drilling of the well with due diligence to

~in

-

a depth to be determined at a later date, ‘

1

-

i
ualess geanite o athier practically impencirsble substance oc condition in the hole, which renders furtfier drilling impeact
comtered at a desser doph, o unless st pactics agree to complete oc ahandon the well at 2 lesser dopth.

18

%

Operstor shell make remonabile tons of sl formations encountered during deilling which give indication 'o-‘ cuntaining oil wad
R in quentitics sulficient to test, unless this sgreement shell be limited in its spphication 10 & spocific hwmation o formations, i which
event Operater shall be requiced 10 1cst only the formation or formations 10 which this agreement muay apply.

i
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ARTICLE V1
continued

I in Opcrator’s judgment. the well will not peoduce il ac gas in paying quantitict, sad it wishes 1o plug and sbandon the
well as 1 dey haole, the peovisions of Asticle Vl..E.l. shatl therealier apply.

. Subsequent Operstions:

§. Proposed Operations: Should any party herew daire o diill any well on the Conuract Area aher than the well provided
los 1 Acticle VILA ., or 10 rework, deepen o plug back 2 dry hole drifled st the joint expense of sl parties or & well joinily owned by at
the pariics and not then producing in paying quanuities, the party desiring to drill, remork, deepen oc plug back such a well thall give the
adher pacties written notice of the proposed operation, speciflying the work 10 be pesformed, the location, progased depth, objeciive forma-
tion and the esumated cost of the operation. The parties receiving such 2 notice shall have thiety (30) days alier receipt of the nowce
within which 10 notify the party wishing o do the wock whether they elext to participate in the cost of the proposcd operation. U a drill-
g rig s on location, notice of 3 proposal 1o sework, plug back o deill deeper may be given by telephone and the response potiod shall be
Umind 10 forty eight {48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a pacty ceceiving such notice ta reply within

the period above fised shall constitute an election by that party not to participate in the cost of the proposcd operaton. Any notice of
sesponse given by tclephone shall be prompdy conflirmed in wiiting.

If all parues eoct 1o participate in such a proposcd operation, Operator shall, within ninety (90) days alicr expucation of the nutice
peetsod of durty (30) days (oc as promprly as possible alter the expiration of the locty ciglt (48) haur period when a dedling wg o oo focs
tion, a3 the case miay be), actually commence the proposed operation and compicte it with due difigenae at the tisk and eapeme of all pac
tis bereto; peovidod, hawever, said commencement date may be extended upan written aotice ol same by Uperator 1o the other partia,
for a period of up 10 thirty (30) additional days i, in the sole opiaion of Opcrator, such additional tie & reasunably naosary o hitan
it fioa goverimental authositics, surface rights Gncluding rights ol-way) or appropriate drilling cquipmun, v 1o Cuplete titke e
stuination of curative madies required for dile spproval oc acceprance. Nacwithsianding the bocce tajeute peovisions of Actile X1, i e
actual operation has nat been commenced withia the time provided (including any extension thereol as specifivally pesmetied hercin) and

U sny pacty hesero still desires to conduct said operation, weitten aotice proposing same must be resubmitted ta the ather pacdics un accor-
dance with the provisioas hereol 13 i a0 prior proposat had been made.

2. Operations by Less than All Paciies: i any party receiving such notice as provided in Acticle VIB.1. or VI D1 (Option
Na. 2) clects ot w pacticipate in the proposed operation, then, in order 1o be entitled 1o the benelits of this Acticke, the pacty or pacus
giving the natice and such other parties as shall elect to participate in the operation shal, within nincty (90) days afier the eapisanion of
the notice peciod of thirty {30) days (oc 25 prompily as possible afier the expiration of the forty <ight (48) haur period when ¢ drdling cig s
6 locasion, a5 thie case may be) actualiy commence the propased operation and complete it with due diligarce. Oprator shall puclors all
work for the account of the Consenting Parties; provided, however, if no drilling 1ig os other equipment is on kocation. and i Operator s
a Nua Consenting Party, the Consenting Parties shalt either: (a) request Operatoc 10 peclorm the work required by such proposed opets-
tion foc the accouat of the Consenting Parties, oc (L) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Farties, when conduciing opesations on the Conuract Area pursuant o this Anticle VB2, shall comply wiah all scsins and con-
ditions of this agreement.

I bess than all pactics sppeove aay eopused operation, the propasing party, iunediately alice the expication of the apylicable
nutice peruad, shalt advise the Consenting Farties of the 10wt interest of the partics approving such operation and its reosimcndasn s
10 whethier the Consending Parties should proceed with the operation as proposcd. Each Consenting Pasty, within lorty eight (48) houcs
{exclusive of Saturday, Sunday snd legal holidays) aleer receipt of such notice, shall advise the proposing party of its deswe (o {a) imic pur-
tiipation 10 such pasty’s interest as shown on Exhibik A’ of ) carry it proportionate part of Non Consenting Partics’ mieress, and
Lihure 10 advise the proqusing party shalt be dcemed an clection under (a). In the event 2 deilling rig is on kication, tie unie permitied foc
such 1 response shall not exceed a wotal of forty eight (48) hours (inclusive of Sawurday, Sunday and legal holidays). The proposing party,
at #s elecion, may withdraw such proposal if thece i insufficient pariicipation and shall prompily notily all parties of yuch devision.

The zmiu cose and risk of conducting such 2pxTauans i W Saenie by the Consenting Parties in the proportions they have
chxied 10 !'ttl same under the terms of the peeceding paragragh. Consenting Parties snait keep the leaschold esiaies nvolved in such
opesations foee and cleas of aft lens and encumbrances of every kind created by or srising from the operations of the Conscnting Parvics.
1 3ueh 4n operation reniles i a dry hole, the Consenting Parties shall plug and abandon the well and restore the surlace ke atign at their
sube cost, nisk and cxpense. i any welt deilled, teworked, deepened or plugged back uader the provisioas of tiis Acticle rcwlu"in 3 pro
duces of ol andor gas in paying quantitics, the Consenting Partics shall complete and cquip the well 10 produce at thair sole cosg ¥Ad risk,
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ARTICLE VI
continued
and the well shall then be turned over 16 Operstar and shall be operated by it ac the expense snd {oc the account of the Consendiag Par-
tics. Upun commoncement of operatioas for the drilling, reworking, decpening or plugging back of sny such well by Conscnting Fartics

n sccordunce with \he pravisions of this Anticle, each Non Conscating Party shatl be & d to have relinquistied 10 Cor

q g Pattics,
and the Conseming Panties shall own and be entitled 10 reccive, in proportion to their respective interess, all of such leCulucnlm‘
Parey's interest in the well and share of production therelrom until the peoceeds of he sale of such share, catculated at the well, o0
wacket value thereul o such share is not sold, (sfier doducting peoduction tazes, cacise taces, royatty overading royahy and odics u

teeests not excepied by Acticle 11D, payable out of or measured by the production from such well accruing with respect o such interest
untd i reverts) shall equal the tocal of the following:

5ec

(a) 408% of each such Non Consenting Party's share of the cost of aay ncwly acquired suclace equipment beyond the welthead
coancctions (including, but ot limited to, stock tanks, separatars, treaters, pumping equipment and piping). plus 100% of cach such
Non Consenting Pacty s shace of the cost of operation of the well commeacing wuth lirst production aad continuing until caclt such Nant
Consenting Party's refinquished interest shall revert 10 it under other provisions of this Article, it being agrend that cach Non

Conscnung Pany’s sture of such cos and equipment will be that incercst which would have been chargeabie 1o such Noa Consenting
Parey Iud it participated in the well lrom the beginning of the operations; aad

l
i

|
(b)ﬁl’_"- of that poruun of the costs and expenses of drilling, reworking, deepening, plugging back, wosting and campleing,

diee didhucting any cash conteibutions feceived under Article VLG, and _)_M% of that portion of the cast of newly acquired cquip-

ment ia the well (10 and including the welthead conacctions), which would have been chargeable 10 such Non Consentiag Party f it had
pasticipated thercin.

An ckction not Lo pareicipate in the drill.ia-( or the deepening of s well shalt be deemed an election not 1o partwipate i sny (¢
working ue plugging back operation peopased in such a well, or portion thercol, to which the initial Non-Consent ekction applied that is
conducted 21 any lime prior 10 full recovery by the Consenting Pacties of the Noa-Coasenting Party's recoupincnt account. Any such
reworking oc plugging back operation conducted during the recoupment period shall be deemed part of the cost ol operation ol 1aid well
a0d dhere shail be added 10 the sums 10 be recouped by the Consenting Pasties one hundred percent (100% ) of that portion of the cons of
the coworhing or plugging back operation which would have been chargeable to such Nan Consenting Party had it parcicipated therein. I

such 2 ceworking oc plugging back operation is peoposed during such recoupment period, the provisions of this Asticle V1.0 shalf be ap-
plicable a5 berween 1aid Coasenting Pacties in said well.

During the period of time Consenting Pacties are entitled 10 receive Non Conseating Pasty’s share of producuon, e the
proceuds therefrom, Consenting Parties shall be responsible for the payment of alt groduction, sevetaace, excise. gathering and vther

tanes, and all royaky, overciding royalty and other burdens applicable 1o Non Conscnting Party s share of pruduction not cseepted by Ar
ticle HED.

1 ke case of any rewocking, plugging back or deeper drifling operatn, the Consenting Parties shall be pomitad 10 use, fre
ol cini. ol casing, wbing amd ther cyuigricat in the well, but thic owaceship of afl such equipment shall cemain unclianged: and upon
dhandomment of 3 well after such reworking, pluggiag back o deeper deilling, the Conscating Partics shall account for all such oquy
meat 10 the owaers thereol, with each panty receiving its proportionate part in kind or in value, fess cost of salvage

Withia sixty (60) days after the completion of sny operation under this Articke, the party conducting the operations lor the
Conscuting Parties shall fuenish each Noa Consenting Party with an inventory of the equipment in 20d connccicd (o the welt, and 20
emited satement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well lor production; or, at is
option, the operating party, in licu of an itemized statement of such costs of operation, may submit s detaded statement of monchly Wl
ings. Each moath therealter, during the time the Consenting Parties are being rcimbursed as provided alove, the party cunducting the
operations lor the Consenting Partics shall furnish the Non Consenting Partics with ae itemized statemzae of ol coets and Nabiliies in
zuered in the operation of the well, together with & statement of the quantity of ois and gas proaucey isom it 3nu the amaun: cf peoceeds
realized lrom dhe sale of the well’s working interest production during the preceding nwonth. In determining the quantity of ¢l and gas
produced during any month, Conseating Pasties shall use indusry accepted methods such as, but not timited to, metering o‘r potiodic
welt tests. Any amount fealized from the sale o ather disposition of equipment newly acquired in caanection with any such bfumou
which would have been awned by 3 NonConsenting Pacty had ic pacticipated thereia shall be credited agaiast dhic toual umuqmul s
of the work done and of the equipmient purchased in determining when the intcrest of such Noa Consenung Pacty shatl reviding i as
above provided: and i these is 2 crodst balance, it shall be paid 10 such Non-Consenung Party

.
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ARTICLE VI o
ocontinued

Il 3ud when the Consenting Parties recover from a Non C

d ing Party’s relinquished intercse the amouats provided for sbove.
the telinquished Interests of such Noa-Consenung Party shell sutomatically severt 16 lt, and, from and sfier such reversion, such Noa

Conscuting Party shall awn the same interes in such well, the meteclal and cquipment in or pertuining thereto, and the production
Wereteom as such Non Consenting Party would have been eniithed 1o had i participated in the driting, teworking, decpening o plugging
ik of siid well. Therealter, such Non Conscating Pacty shatf be charged with and shalt pay its proporionate part of i further cons of
the opecation of 13 well in accaedance with the teems of this agrcanemt and the Acvounting Procodure anached hereto.

Notwithsianding the peovisions of this Article V1.B.2, it is agreed that without the mutual consent of atl parties, no wells shall
be compicred in o« produced lrom a source of supply lrom which a well located clscwhere on the Conteact Arca is produciag, unbess such
well confurms (0 the then existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever 10 thie dritling of the initial well describied in Arucle VIA
except (a) 33 to Arsicle VILD.1. (Opton No. 2). if selected, o (b) as 10 the reworking, deepening and plugging back of such initial well

et it has been dritled 10 tie depsh specilied in Acticle VIA il it shall therealier prave 10 be a dry hole or, if initially completed foe pea-
ducuon. ceases 10 produce in paying quantities.

v Sund By Tune: When a well which has been drifled o decpened has reached its authotized doptle and alt 10t have lon
completed, and the results thereol furaished to the pacties, stand by costs incurred pending response 10 2 party’s notice proposing 2
rewarking, derpening. plugging back or completing opecatian in such a well shall be chacged and bacne a3 pace of the deiting w dapea
ing uperation just complered. Stand by cosu subsequent 10 all partics responding, or cxpiration of the resporie tinie pernnted, whichever
fiest accwes, and peior 10 agreement a3 to the particigating intercsts of all Conscating Varties pursuant to the terims of the sovud gram
watical pacagraph of Articke VE.B.2, shall be charged to and borne as pant of the proposcd operation, but il die propusal is subsequamly
withdtawa because of insufficient participation, such stand by costs shall be sllocated between the Consenting Pacties i the proportion

cach Coasenting Party's interest as shown on Exhibit ““A"" bears to the total interest as shown on Exhibit “A*" of all Conscating Pas-
tiex.

4 Sudetracking: Except as hereinalier provided, those peovisions of this agreement applicable 10 2 “"devpraing ™ operation shall
Al be applicable 10 any proplsat to dicectionally control and intentionally deviate 2 well from vertical 50 35 1o (hange the buttom hole
kasuon (hevern called “sideuacking® '), unless done 10 siraighten the hale of 0 drill around junk in the hole or bevause of other
cchamcal hificutiies Any party having thie right 1o participate in 3 proposed sdetiacking operation that docs not own an intcrest w the
alfecred well bore 3t the time of the nodice shall, upon electing to participate, tender o the well bore awners its proportionate share (equal
10 s interest an the sideteacking operation) of the value of that portion of the enisting well bore 10 be utilized as follows

(a) W the propasal is for sidetracking an existing dry hole, rambursement shall be on the basis of the actual (osts incureed w
thie sl deilling of the weil down to the depth 3¢ which the sidcteacking opecstion is Usitiand.

(b} It the peoposal is far sidetracking 2 well which has previously produccd, reimbursement shall be oa the basis ol the well's
salvable maccrials aad cquipment down 10 the depth at which the sidetcacking operation is initiated, determined in accordance withs the
peovisions of Exhibic *“C*", less the estimated cott of salvaging and the estimated cost of plugging and abandoning.

10 the event that nutice boc  sideuracking opecation is given while the drilling rig to be wilized is on kucation, the response perod
shatl be limited to fosty cight {48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any pacty tnay ryucst ad
seceive up to cight {8) additional days siter expiracion of the focty eight (48) hours within which 10 fespond by paying for all stiad by i
incurred during mich extended response period. I mace than oae party elects to take such additional time 0 respoad to the notice, stand-
Uy n@aai meem b atiacated Letzeen the ascties taking addutional time o respaad 0a a day 40 day basit ia the peogortion exh cxung oar-
ty's intcrest as shown on Exhibic “*A"" bears 1o the total interest 25 shown on Exhibit ““A°" o all the checting partics. I athet in-
stances the response period 10 2 proposal for sidetsacking shall be fimited to thirty (30) days.

:avl
o
C. TAKING PRODUCTION IN KIND: »l X

¥y

Fach party shall 1ske in kind or separately dispose of its proportionate share of all oil and gas peodiced frgm the Contract Arca,
calusive of produciion which may be used in development and producing opcrations and in preparing and tresiing o and gas koe
nuarketing purpuses and production unavosdably Jost. Any extea expenditare incurced in the 1aking i dind or saparae disgasstion by any

party of «s peopoctunsie share of the praduction shall be bocne by such party. Any party taking w1 share ol produgtion in g hall L
v - 1&;‘&“k
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ARTICLE VI
continued
fequired 10 pay for only is proportionate share of such part of Operstor’s suclace faciliies which it uses.

Each party shall execute wch division orders and conteacts s thay be necessacy foc the sale of its interest in peodiuction from

the Coutract Arca, and, except as provided in Acticle VIED., shall be enditled ta receive payment direcily lrom the purchaser thesedd boc
it share of all production. .

ta the evend any party shall fail 10 make the arcangements necessary to take in kind or separately dispose of its fcoportionate share of
the oit produced liom the Convact Area, Operator shall have the right, subject 1a the revocation at will by the pany awning i, but not
the obligation, 10 purchase such oil or sell it 10 others a¢ any time and {rom time 10 time, for the account of the non-uking pacty at the
best price obaainable in the ares for such production. Any such purchase or sale by Operator shall be subject always to the right of the
awner of the production 1o eretcise a any time its cight 10 ke in kind, of scparately dispose of, its shace of ol not previousty
deliverl 10 2 purchaser. Any purchase or uale by Operacor of any other party’s share of oil shall be only for such reasonable perivds of

uimne as are consistent with the minimum needs of the industry under the particular ciccumscances, but ia no evend for a period in excas
ol one (1) year.

In the event one or more parties” separate disposition of its share of the gas causes split-siream deliveries 10 scparate pipeling andhx
deliverics which oa a day-ta day basis for any reason ace aot exacly equal ta 2 party's respective proportionate shace of 1otal gas sakes W
e alknated 10 it, the balaniing o accounting between the respective accaunts of the parties shall be in accordance with 2ay gas Lalancing
agrecnent between the parties hereto, whether such an agrcement is attachied as Exhiabit “"E*, oc is 2 scparate agreement.

D.  Access 10 Coatsact Area and lnfocmatioa:

Eactt party shall have access 10 the Contrace Arca at all reasonable tianics, ac its sobe cust and risk 16 inspect or ubscrve uperations,
aud shall have access at reasonable tinics 1o information periaining to the developarnt o operation thereol, induding Operatod's ks
and reuwds relating thereta. Operator, upon request, stiall furnish cach of the othier partics with copics of alt focass 1w repocts filed wah
goveramental agencics, daily deilling reports, welt logs, 1ank ables, duily gauge and run tickets and ecports of stock on hand 2 the lisse o
cach mwnth, and shall make svailable samples of any cores oc cuttings taken {rom any well dritled oa the Conuract Arca. The cost ol

gathering and luranishing information to Noa Operator, other tan that specified sbove, shall be chacgad 1o the Noa-Operator that te-
quoss the inlormation.

€. Abandoament of Wells:

t. Ataadonment of Dry tloles: Except for any well drilled or decpened pursuant to Articke VI.B.2. any well which has been
drified or deepened under the tecms of this agecement and is proposed ta be completed as 3 dey hote shall not be pluggad and abandoacd
witlout |.h¢ consent of all pasties. Should Operatoc, alter diligent elloct, be unable 10 contacy any party, or should any party fail w eply
within lofty erghe (48) hours (eschusive of Saturday, Sunday and legal holidays) alter receipt of notice ol the proposal to plug and sbandun
such well, such pacty shall be deesned 10 have (pnsented 10 the proposed abandoament. Al such wells shall be plugged and abandooed
weordunte with applicable regulations and at the cost, 11k and ecpense of the pacties who pariicipated in ilic cost of drilling or decpening
such well. Any party who objects 10 plugging and abandoning such well shall have the right 10 take oves the well and conduct lurther
operations in search of oil andlor gas subject to the provisions of Acucle VEB

)

Abandonment of Wells that have Produced: Except for any well n which 3 NoaConsent opeeativn hass been condarced
icccunder foe which the Coaseating Parties have not been lully reimbursed as herein provided, any well which has boen comphaed 25 2
producer shall not be plugged and sbandoned without the consent of alt partics. If all parties consent 10 such abandomment, the well shall
be pluggad and sbandoned in accordance with applicable regutations and ac the cost, sisk and expense of all the parves heraw. ¥, widun
thurty (30) days alte receipt of aotice of the propascd absadoament of any well, all pactics do ot agree o the abandonncnt uf such well,
those wishing to continue its aperation from the iatecval(s) of the formation{s) then vpen 10 production shatl teider 10 cach of the wther
Pa18acs ity propustionate shate of the value of the well's salvible material and cquipien, detesmingd in accordance with the provisions of
Exhibie *'C™"_ less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning pary shall assign
the non-abandoaing parties, without warranty, express or implicd, as to titke oc a5 10 quantity, or litness boc use al the equipinent and
matenial, all of its interest in the well and selated equipment, together with its interest in the leasehold estate as 1o, but only s 10, the -
terval oc intervals of the bormation of formations then open to production. If the intcrest of the abandoning party is of includes an ol and
gas intcrest, such party shall execute and deliver to the aon-abandoning party or pacties an oil and gas lesse, linited 10 the interval o -
tervals of the formaton or formations then open 10 production, for 2 term of one (1) year and so tung therealicr a3 ol andlor gas s pu-
duced from the interval or iatervals of the formation o farmations covered thereby, such lease ta be on the form attached as Eahibic




¥ M !
]
A.APJ;; FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
g ARTICLE VI
continued

"B The assignments o keascr so Bmited shall encompass the *“drilling unit"* upoa which the well is located. The payments by, and the

‘}"t‘mﬂu ©¢ keascr to, the suignees thall be in ¢ racio bated upon the tclaticaship of their respeciive percentage of participation in the
Coatract Aces wo the sggregace of the p of particip

) in the Conuract Area of all ussigaces. Thece shall be no ccadiumenced of
utccents withe cemaining portion of the Contract Acea.

Dhercalicr, sbandoning partics shall have no further responsibility, liability, oc interese in the opcration of or peoductiun frn
the well in the interval oc intervals then open other than the royahties retained in any lease made uader the terms of this Atticle. Upon cc-
quent, Oypetator shall continue to operate the assigaed well loc the account of the non-sbandoning pacties at the ¢ates and charges con:
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the auigned
well. Upon praposed sbandoament of the producing interval(s) assigned or leased, the assignor or lessoc shall then have the option to

sepurchase its prioc interest in the well (using the same valuation lormula) and participate in furthrer operatioas thercin subject W the peo-
visions hereol.

3. Abandoament of Non-Conscnt Operations: The provisions of Article VIE.E. or VLE.2. above shall be applicsble as baiween
Consenting Parties in the event of the proposed abandonment of any well excopted fram said Actickes; provided. however, no well shatt be
peemancatdy pluggod and abandoned unless and uatil all partics haviag the right to conduct lurther operatioas therein have buen nutificd

o the propused abandonment and afiorded the opportunity to elect 10 take over the wedl in accordance with the peovisions ol dus Article
VLE

ARTICLE ViL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liabilicy of Pacties:

The halality of the partics shall be several, not joint or collkective. Each party sl be responsible uity for it ubligatiom, amd
sl be balde sy for its propoctionate sliace of the cons of devclopung atud uperatug the Conteat Adca. Accaahingly, the liars graned
avong dic partics in Acticle VILB. are given o sccure oaly the debu of each severally. It is not the intention of the parus 1o cecate, nor
shiall this agrecnmient be construed as creating, a mining of other pacinership o association, or 10 render dic partics bable as parincrs.

. Lieas snd Payment Delaulu:

€ach Non Operator grants to Operator 3 lien upon its oil and gas rights in the Contract Acea, and 2 sccurity interest in its share
ol uil andhur gas when extracted and ins interest in all equipment. to secure paynwnt ol its share of exponse, together with interest thereon
au the caie provided in Exhibic **C™*. To the extent that Operator has 1 security interest under the Uniform Commercial Code of the
state, Operatoc shafl be entitkd 10 exercise the rights and remedies ol a secured pasty under the Code. The bringing ol a suit and the ob-
waining ol jadgment by Operator {or the secured indebtedness shall not be deemed an clection of remedices of othcrwise aflt the ken
1ights of secunity interest as security for the payment thereol. In addition, upon defaule by any Non Operator in the paynwent of its shisce
of expense, Operaror shall have the right, without prejudice to other rights or rcmedies, to collect irom the purchasce the peuceeds fron
the sale of such Non"Operator's shace of oil andfor gas until the amount owed by such Non Opetator, plus interest, has beea padd. Each
putchaser shall be enutled o rely upon Operatoe™s written statement coacerning the amount of any default. Operator graius 2 ke lica
s sxucity intecest (0 the Mon Operators 10 secure payment ol Operator s proportionate share of expense.

H-an yTlﬂﬁimeW(MlﬁWlm'W
Ot st the wan delanlting pactics, including Operator, shall, upoa request by Oprratos, pay-themBad amount in e proqoina shat

the inerost of cath smlw Pactics. Each pacty so paying us shate of the vapasd anuin shsll, 1o dbtain

C. Payweas sad Accountiag:

Except as herein otherwise specilically provided, Operator shall prompily pay and discharge expenses incurced in the development
and opetation of the Contract Area pursuant to this egreement and shall charge each of the partics herelo with their respective progusr

tionate shaces upon the expense basis provided in Exhibit *“C'*. Operatoc shall kuop an accurate tecocd ol the joint sccount hercunder,
showing expenscs incurred and charges and credits made and received.

Oypxratoe, at its election, shall have the right from time 1o time to demand and receive from the other pactics payment in sdvance

ol dheir respective shares of the estimated amount of the expense 10 be incutced in operations hereunder during the next wcconding
month, whuch right may be exercised only by submission ta exch such pany of an neavined 3 of yuch eati d exg geth
with 80 invoice lac itx share thercol. Each such statemend and invoice for the paymens i 2dvance o atiimaced expense shall be submitted
un or belore the 20th day of the next preceding moath, Each party shall pay to Operator its peoportionaie share of uch extin
fifecen (13) days afier such estimate and invoice is received. i any panty lails to pay s shace of said cstimate within said tunc, (€
due shall bear intecest as provided in Exhibic **C*” uatil paid. Proper adjustment shall be made moathly between sdvances a v

pense 10 the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

within

D. Limitatios of Expeaditures:

1. Dnll o¢ Decpen: Without the consent of all parties, no well shall be drilied or deepened, except any well
pursuant 1o the provisions of Articke VI.B.2. of this agreement. Consent to the drilling or deepening shall incly

] C—_
E I P IR |
mooet warsi, by ve

3o dfemian 2iovime
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ARTICLE Vil
oortinued

O3 Uptian No. 1 Al necessacy expenditures loc the dellfing oc duocpentng, wning, complcting snd cyuipplng of the woll, includlsg
ncccuay tankage andlor surlace facilities.

1§} Opron No. 2: Al accessary cxpenditures lor the drilling or docpening 30d testing of the well. When swh well has seacdud s
anthosized degrb, and all wests bave beat completnd, and the results thereuf furnished 1o the panics, Operator shult give inuncdiste nowe
to the Noa Operators who have the sight 10 participate in the completioa costs. The pacties recciving such notice shall have foety cighe
{18) hours (exclusive of Saturday, Sunday and legal holidays) in which 10 elect to participate in the setiing of casing and the comgpletion st

tempe. Such clection, when made, shall include consent 10 alt accessary expenditures for the completing and equipping of such wall, in-
cluding necessary ankage andior surface facilities. Failure of any pacty recdving such notice 10 teply within the period sbuve fixed shall
consuitute an election by that party not to pacticipate in the cost of the completion aucnipt. H{ onc of more, but less than all ol the partica,
elect 10 set pipe and to artempt 2 completion, the provisions of Article VI.0.2. hereof (the phrase ““rewarking. deepening or plugging

back ™" a3 contained in Article VI.00.2. shall be deemed 10 include **completing ™) shall apply to the operations therealicr conducied by ks
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked oc plugged back except 3 well cewarked oe
plogged hack pursuand 1o the provisions of Article Y1.8.2. of this agrecment. Consent 10 the teworking or plugging back of a well shall

nclude all neccsary expenditures in conducting such operations and completing and cyuipping of said well, including necessacy Lankage
andlae suclace facilicies.

3. Octher Oyxrations: Without the consent of alf parties, Operator shull not undertake any single project reasonably estimaned
10 fequise an expanditure i excess of Tventy-Five Thousand _ Dollacs ($23,000.00 )

crcepd i connection with 3 well, the drilling, reworking, deepening, completing, recompketing, or plugging back of which has beea
proviowly authorized by o pursuant (o this agrecnent; provided, hawever, that, in casxe of eaplosion, luc, fluod o other sudden
ccrgany, whether of the samie or different nature, Operator sty take sugh steps amd incug Such cxpenses s in it opuike sec cequinad
10 deat with the cincrgency 10 salvguard bife and peoperty but Operator, as peonptly as possibic, shall fepert the cmcigemy e wedee

atues. W Operatoe prepares an authacdy loe expenditure (AFE) e its owa use, Qpeecaton stall lurnish sny Non Opetacn o fquOIng
an wdurmation copy thercol loc any single project costing in excess of Ten Thousand
otlas ($_10,000.00

) but kess than the amouat first set koeth abuve in this paragraph.

E. Rentals, Shut-in Well Payments and Minimun Royalties:

Rentals, shusin well payments and minimum royaltics which may be required undec the terms of any kase shail be paid by the
jurty of partics who subjected such lease 10 this agreement at ins o their expense. In the event two or more partics own and have con
wibuted interests in the same lease to this agreement, such parties may designate one of such partics 1o make s31d paymenus for 3 on
behiall of all such pacues. Any party may tequest, and shall be entitled ta coceive, proper evideace of atl such paymnents. la the evend of
faure to make proper payment of any reatal, shutin well payment or nvinitnum royalty through mistake of aversight where such pay-
ment is cequired 1o continue the lease in force, any loss which resules from such non payment shall be borne in accordance wuh the pro

visions of Acticle IV.D.2.

Operawor shall pooly Non Operator of the anticipated completion of 2 shut in gas wcll, or the shutting in or (et 10 produciee
ol o priaducing gas well, at keast live (3) days (exctuding Saturday, Suaday and legal holidays), oc at the carbivst opporiuany potariteed by
Grcumstances, priod 1o taking such action, but assumes no iability loc lailuce w da 0. b the evend of fature by Operatur 30 nudy
Naa Opetatar, dhe buss o any kease contributed hereto by Noa Qpecator log tatlure 10 invske timely paymcats of any shut i well payment
shall Le bosne joidy by the pacties hereto under the provisions of Acticle 1V.0) 3.

F. Tazes:

Uegiantag with the Geat calendar year after the ellective date hereol. Operator shall ceader fuc ad valorn tazation all property
subject 1o this agceement which by law should be rendered for such tazes, and it shall pay all susch tanes asscssed thercon bidoce they
bxvome delinquent. Prior ta the rendition date, each Non Operator shall lurnish Operator information as (@ burdens {10 include, bat g
be Nunited 10, royalies, overriding roystiics snd production payments) on kases and ol and gas interests contributed by wch Now
Opctatoe. H the assessed valuation of any kasehold estate it reduced by reason of its being wbject to outstanding excess royaltics, aver-
culing ruyalties or production paymeants, the reduction i ad valocem taxes resulling therefrom shall inure ta the benclic of 1he owner or
owners of such beusehiold esace, 3ad Operator shall adjust the charge 16 suclt owner or owners 50 as 1o reflect the benelit of such ratuc-
tir. 1 the ad valorem taxes are based in whole oc in part upon separate valuations of each party’s working interest, then nutwithstanding
snythung o the contracy hecein, charges o the joint account shall be made and uid by the partics heceto w xcordance with the 1

value generated by each party s working intercst. Operator shall bill the other partics for their peoportionate shares of all tax payincms in
Ui Szt proaided s Fohioin °C™,

It Opcrator considers any tas assessment improper, Operator may, at its discretion, protest withio the tune andhimanace
prescritud by law, and prosecute the protest to a final determination, unlets all paniws agree 10 abandon the prutest i 1o l»“;;l detee
menation. uring e pendeacy of administrative o judicial procecdings, Opwrator may cloct to pay, undee peotest, all such uxﬁqml any
wntesest and penally. When any such protested assessment shall have been linally determined. Operator shall pay the tas for they

count, together wuh any interest and penalty accrued, and the 1013l cost shall then be ascssed againtt the partics, and e paid bi
peovided ta Exzhibie *°C**. .

M 3C

heen, 23

Each panty shall pay v canne 10 be pad all produciion, sevecance, eacise, gathering and other taxes unposal upon y.w;:h.‘ﬁ?\‘(l [

the poxduction ur husdling of such pacty’s share of ol a0dlor gas produced under the teaas o tus agrecnwnt. | l t-)
H
e

&

e
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ARTICLE VIl
continued

G. linsurence:

AL M taws while opesations are conduciod hereunder, Operator shall comply with the workmen's compensation aiw of
the state whiere the operations are bring conducied; provided, however, that Operator may be a sellinsurer for Babitity under 1aid com
ponsation faws in which cvent the only charge that shali be made 10 the joim account shalt be as provided in Exhibit *C'*. Operator shalt
atso carry or peovide insurance bor the benefit of the joint account of the pacties 85 outlined ia Exbibie **D*, atached 10 and made o pant
hereof. Operator shiall require 3l contractors engaged in work oa or foc the Contract Area 10 comply with the workmen's compensation
law of the state where the operations ace being conducted and to maintain such other insurance s Operator may requise.

In the event automobile public liabilicy insurance is specified in said Exhibit **D'", or subscquently receives the appeovat of the
parics, ao direct chacge shall be made by Operator for premiums paid for such insurance for Opecator's automotive equipment.

ARTICLE vl
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surreader of Leases:

The leases covesed by this agreement, insofac as they embrace acreage 1n the Contract Ases, shall not be wuscendered in whole
o0 part unless all parties consent thereto.

However, should any panty desire 10 sucrender its interest in any lease o in any portion theseof, and the othier pariics do aot
2gree o cunsent thereto, the party desiring 10 surcender shall assign, without express or implicd warsranty of tidde, 3lt of its interest in
such kasc, or purtion theteol, and any well, material and equipment which may be located thereon and any ighis in production
thereaher secured, to the parties not consenting 10 such surcender. If the interest of the assigning party is oc includes an odl sud gas m-
terest, the asseguing party shall exccute and deliver 10 the party oc partics not consenting to such surrender an oil 3nd gas lesse cuvcrmg
strch ol s gas intecest for 3 tean o one (1) year and 30 long thesealter as oil andlor gas is produced from thie Land covered tlicreby, swh
feaxe to be va the focar attachied hereto as Exhibic “*B*°. Upon such sssignment or lease, the assigniag party shall be rebicved lrom afl
obligations therealier accruing, but not theserolore accrued, with respect to the interest assigned or leasad a1d the operation of any well
auributable thereto, and the sssigning pasty shall have no further interest in the assigned or leased premiscs and us equipment and pro-
duction ather than the royakies rewined in any lease made under the terms of this Articte. The party assignee or kessce shall pay 1o the
party assignor or bessor the reasonable salvage vakue of die latter's intecest in any wells and equipment atributable 1o the assigned or keas-
ed screage. The value of all maerial shall be determined in accordance with the provisions of Exhibit “"C™', fess the estinuted cost of
satvaging and the euti d cout of plugging and abandoning. i the o lease is ia (avor of nwore than oue party, the intetent
shall be shared by. such pastics in die peoportions that the interest of each beass 1o the total intesest of all such parties.

Aay

assigninent, lease of surrender made uader this provition shall not reduce or change the asugnoe's, lessor's of surrendering
frarny’s b

crest 3s it was immediately befoce the assigament, lease or surreader in the balance ol the Contract Area; and the actcage

oasedd of surrendered, and subsequent operadions thereon, shall aat thercalier be subject 10 the terms and provisions of this
ageeement.

assegned,

. Renewal or Extension of Leases:

1€ any party sccures s renewal of any oil and gas lease subget 1o this agreement, 3l other parties shall be noulicd prompily, and
shull have the cight bur a period of thiny (30) days lollowing receipt of such notice in which to clect 10 pariicipate in Uie ownersiup of the
rencwal lease, wnsofur as such lease alfects lands within the Contract Area, by payiog (o the party who acquired it theie scvet al proper pea

portionace shares of the acquisition cost sltocated 10 that part of such lease within the Conuact Arca, which shall be i proportion tu it
interests beld at thad tisue by the pactics in the Contract Acea.

H snne, Lut kas than sll, of the partics clect 1o pacticipate ia the purchasc of a cenewal kease, it shall be owned by the paniics
wlo clect 10 pacticipate therein, in a ratio based upoa the relationship of theie respective percentage of pacticipation in the Coauraat Acea
w the aggregate of the percentages o pacticipation in the Conuract Area of all pacties pacticipating in the pucchase of such rencwal lease.
Any renewal lease in which less than all parties elect 1o participate shall ot be subject 10 this agreement.

Each party who paciicipates in the puschase of 3 renewat lease shalt be given an assignenent of its proportionate interest therein
by the acquiring party.

The peovisions of this Article shall apply to renewal leases whether they are foc the entire interest covered by the expiring kase
wr cover anly & portion of s ared or ast shicecst tnerem. Aoy renewal icase taken beluce the expitation of its predecessoc lease, of takea os
contracicd bor within sia {6) moaths aiter the expication of the exising lease shall be subject 1o this provision; but any lkeaze tatdgor cen
tracied lor more than six (6) manths after the expiration of sn existing lease shall not be deemed a reacwal lease and shall not be Jybject 10

the provissons of this sgreement.

The pravisions in this Article shall 2lso be applicable to extensions of ol 1nd gas leases.

C.  Acrenge or Cash Coatsibutions:

P

While this agreement s in force, § any party contracts for 2 conteibution of cash towards the dailling of cp)"ldi oc,ul,: other
opceatumn on the Contract Asea, such coatribution shall be paid ( the pacty who conducted the dnlling or other civ'c_u 'n't‘ul.xhal "3
aprlind Uy 10 agaunse e cost of such drithing o¢ ollver opetavion. H the contribution be i the tocin of wicege, the p.v\;‘ (g wiehd e o

ttibution is made stull prompuy tender an assignment of the acreage, without wacraaty of uile, 10 the Drilling Parties jy the prg t\t

s
P
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i ARTICLE vill
' continued

I seid Drilling Pasties shared the coun of drifling the well. Such acreage thall become a scparste Contract Ases and, 10 Whe entent possible, be
2 Ago-«ncl Ly provisicas idenducal to this sg - Eachs party shall prompldy notify all other panicas of sny screage o cath conudutions
3 # may obtain in wuppoct of any well ac any other operation on tie Contrasct Afes. The sbove provisions shatl alwo be applicaile 10 op-
[} tonal tiglus @ can acceage outside the Conteact Ares which ace in suppoct of 3 well deillad Guide die Convact Aica. R
3

6 W any party consacys for any considesation relating 10 disposition of such party’s share of substanca produced hereunder, such
1 consideration shall not be deemed 2 conuibution as contemplated in this Arucle VILL.C.

8

9 L. Maiatensnce of Uaiform faterest:

0

11 For the purpose of mainuining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, mo
12 party shall sell, encumber, ranster or make other duspanition of its interest in the beases embraced withia the Contsact Aren and in wells,
13 equipment and praduction unless such disposiGon covers cither:

4

i3 L the entire interest of the party in all leases and equipment and production; or

16

17 2. an equal undivided incecest ia all leases and equipment and production in the Contsac Asea.

18

19 Every such sake, encumbrance, wansler of other disposition made by any party shall be made eapressly subjoct (o this agreement
20 and shall be made without prejudice 10 the right of the other partics.

21

2 I, at any time the interest of any party is divided among snd owned by {auc oc more caowners, Operacor, at its discretion, may
21 cequire uch (o owaers to appoint 3 single tustee o sgent with (ull authorty o ceccive notices, appeove expendituce, reveive billags o
24 and appruve and pay such party's share of the joint expenses, and 10 deal generally with, and with power 1o bind, the co owners of such
3

(arty's interest within the scope of the oporations emibraced i this agrecinant; however, all such co owners shall have the dight 1 a
6 o and excvuic Al contras of agr {or the disy

ol their ecspoctive shiares of the od sad gas produced i die Conteac

27 Arca and dhey shall have the right 10 receive, sepacately, payment of the sale procends thereul.

P ]

29 E. Waiver of Rights 10 Partitioa:

30

b1 1l periniced by the laws of the sate oc states in which the peoperty covered heceby is kcated, each pacty heceta owaing an
312 undivided intecest in the Contract Asea watvas any and all rights it may have to partition and have set aside 10 i in sevecalty its undivided
33 interest therein,

M )

33 Fr—RrelcrentiolRight-toPurcheser—

b

37 Should -any posty-deticeto-cellell-ocany pactoliu-iatecestiuade—thicagrecment—oris—sightsvnd inteceris- :

38

Asca, o shatl pootnpily give weitten notice o the other parties, with {ull information coacerning s proposed 1ale, whi st ifchde the
39 nunic and sddress of the prospective putchaser (who must be ready, willing and able to purchase), th Iﬁ;::\:;ll other (etns

of the olfer. The other parties shali then have an optional prior tighe, lor 3 period ays alter receipt of the nowce, 10 purchase
4] v the sune teems and conditwans the interest which the other pa 3¢3 10 scil; and, i this optional right is cxerciscd, die puechas
42 wg partias shall share the purchased interest in_gh, tons that the interest of each bears 1o the tatal interest of all purchasing par-
4)  ties. Lluwever, thete shall be &ntnal right to purchase in those cascs where any party wishes (0 mortgage s interests, of 0
4 dispuese ol wt y ¥ awcger, toacgamtation, consolidaton, oc sale of all or ndbstanuatly all of s assets 10 2 subsihary of pacent com

; . o ) e odal .

46

L} ARTICLE IX.

4 INTERNAL REVENUE CODE ELECTION

9

30 This agr is not intended 10 create, and shsll aat be coasrued ta ceeate, 2 relationship of pactnecship oc an assoviation
1 loc prolic batween o among the pastics hereto. Notwithstanding any pravision hetein that the sights and Babilities herensder are several
52 and nok joint o collective, o that this agreement and operations hereunder shalf not constitute a partncrship, W, for federal income 1ax
3} purposes, this agreement and the operauons hereunder ace regarded as a partncrship, cach party hereby sflected chects © be esdudal
54 lrom the applicadon of all of the provisions of Subchapter **K ", Chapter 1, Subtitle **A"", of the lnternal Revenue Cade of 1934, as per
33 witted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operacor is authorized and dircuied o cx-
5%  tcute on behalf of each party hereby atlucted such evidence of this election as may be required by the Scrctacy of the Treasucy of the
37 Uuitad Stawes o die Foderal latecnal Revenue Secvice, including specifically, but nut by way of imitation, 3l of the ¢rtuens, satancms,
58 aod the dats required by Federal Regulstions 1.761. Should there be say requicszmu: thet zach party bereby affecicd give further
59 cvidence of this ckction, cach such party shail execute such documents and furnish such other evidence as nuay be lufuirﬁ-by the
0 Federat Internal Revenue Service or as may be necessary 1o evidence this election. No such paruy shall give any natices or take !ﬁ; other
61 action inconsistent with the clecrion made hereby. U any present or futuce income 1ax laws of the siate o¢ states ia which fatract
62 Acea is locuted or any future income 1ax faws of the United States contain provisions similas to those in Subchapter *'K*™", € ;ycr 1,
63 Subtide A™ ol the Interaal Revenue Code of 1934, undes which an election simitac 1o that provided by Sectia 768 of the Colle & -
04 vuated, cach party hercby affucied shall make such efection as may Le permitied o seyuiced by such taws. In making the loreg b
63

tion, each such party states that the income decived by such party fcom operations hereunder can be sdoquately determinad
66 compulation of parinership tasable income.
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ARTICLE X.
CLAIMS AND LAWSULTS

ks o cacend__FELfteen Thousaand

Dol
(%E&L) and if thie paymient is in complete setticiment of such claitn or suit. I the smount tequired foe widement s

ceads che dlwve amount, the pacties hereto shall assume and take over the further handling of the claim oc suit, unless such suhority is
detegated 10 Operator. All cosus and expenses of handling, scttling, oc otherwise discharging such claisn or suit shall be ag the joind ex-
pense of the partics participating in the opesation from which the claim oc wuit arises. If 2 claim s made against any party or if any party s
sucd on xcouat of any matter aising {rom opecations hereunder over which such individual has ao coatrol because of the righs givea

Operator by this agrecment, such party shall immediately notify all odher parties, and the clairm oc suit shall be weated as any other claim
o¢ suit invalving operations hereunder.

Opetator may sculic any single uninsured thicd party damage claim or suit arising from operations hescander # ihe eagenditure

ARTICLE Xt
FORCE MA JEURE

I any pariy is rendered unable, wholly o in part, by lorce majeure 10 carcy out its obligations under this agreement, other than
the obligsion 1o make money payments, that party shall give to all crher parties peomp written notice of the force inajeute with
ccasoeubly {ull pacticulars concerning it; thercupon, the obligations of the party giving the notice, so fac as they ace allccted by the lorce

mapure, shall be suspended during, but no longer than, the coatinuance of the furce majeure. The atected party shall usc all ceasunable
diligenwe 10 remove the lorce majeure situaion as quickly as pracucabic.

The requirement that any losce majeure shall be cemedicd with all «

Lle dispacch shall not require the setdanent of sieikes,
fuckouts, we vther Laboc dufficulty by the party involved, conteary 1o its wishes; how all such dilficulties shall bie handiod shall be catirely
within the discretion of the pacty cencerned.

e term ““lorce majeure””, as here employed, shall mean an act of Gud, strike, luckout, or othwet industrial disturbance, act ol

the public enemy, war, blockade, public rior, hightning, (e, siorm, flood, explosion, goveramental action, geveranwena! delay, (aucant

i ina v, unavadability of equipaund, and any other Cause, wheiher of the kind spucilically cnvawracd abuve o otherwise which is
wot tcasunably within the control of the party clasiming suspeasion.

ARTICLE X1l
NOTICES

ANl nutices authorized of required between the pacties and required by any of the pravisions of this agreement, ualess other wise
speclically provided, shall be given i writing by mail or telegram, postage or charges prepaid, o by telex or telecopier and addressad w
the partics (0 whom the notice is given at the addsesses listed on Exhibit “*A™. The originating notice given undcr any pravision hereol
Jus Le decmed given only when ceceived by the party 1o whom such notice is directed, and the time for such party 1o give any notice i
tesponse theeeto shall run from the date the originating notice is received. The second of any responsive notice shalt be deetmd given
wlian deyosited in the mal or with the telegraph compaay, with pastage o charges prepaid, ot seat Ly telet or telecopier. Each party
shall huve the cight 10 change its address a aay time, and from time 10 time, by giving written notice thescol 10 alt other partics

ARTICLE XIH.
TERM OF AGREEMENT

This agecamens shall camain in full force and dffect as 1o the ol and gas kases andior oil and gas interests subjet besew kot the
prid of tune sekouted bndow; providad, however, no pacty hereto shall ever be construad as having any sight, title o¢ inicrest @ o ey
fease oc oil and gas interest contributed by any other party beyond the seem of this agreement.

O Opuun No. 1: S0 long as any of the oil and gas leases subject 10 this agreement remain or are coatinued in force 5 10 sny part
ol dve Contract Area, whether by production, extension, renewal or otherwise.

® Option No. 2: I thie event the well described in Adticke VLA, or any sydscquent well deilled wader any peavision of Qus
agreement, results i production of oil andior gas in paying quantitics, this agreement shall continue in focce 30 long a3 any such well of
wlls pto:lue, or are capable of production, snd for sn sdditionsl period of _ 30 days (rom cessation of alt production; pravikd,
luwwever, i, prioc 10 the cupiration of such additional period, oae or mate of the partics hereta ae engaged in drilling, (ewacking, duxpen-
e (ducsing back, sosting ur auempting to complete & well oc wells hereunder, this sgreament shall continue in force undl such onera-
uons have boen coinglacd and i producticn results therefrom, this 1gce2ment shall continue in force as o il Sleda f-_'tni e
woell described in Article VILAL, or any subsequent well driled hereunder, cesults in a dey hole, and no othies well is producing, {ra(d.-lc
of producing oil andior gas from whe Contcact Arsca, this agreement shall terminate unless deilling, docqening, plugging bak d'lrmk
wg upetations ace commienced within _ 90 days (com the date of abandonment of said well

1015 ageeed, however, that the teraunation of this agreement shall not reticve atry pany hereto lrom any habibity W g
scesucd or attached prioe to the date of such tesmination.

AR
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Lawe, Regulatioas sad Ordexs:

This agreemeat shull be subject (0 the conservation laws of the state in which the Contract Asea # located, 1o the vakd rules,

regulations, and orders of any duly coastituted regulatary body of said state; and 1o all othar spplicable lederal, ate, and local laws, oc-
dinanco, rulas, regulstions, and ocdery.

8. Goveraing Law:

This agreement and all matters pertaining hereto, including, but nat limited 0, mauters of performance, non petlorinance, beeach,

temedia, edures, righu, duties and interpretation or conayuction, shall be governed and determined by the law of the state in which
the Conuact Arct is focued. U the Contsact Acea is in twa o6 more states, the law of the state of

shall govim

i .
C. Regulstory Agencies:

Nodhing haein coauined shall grant, o be coastrued to grant, Operator the right oc authacity o waive of telcase any fights,
privilcges, or obligations which Noa Operators may have under {ederal or state Laws or under rulcs, regulations or orders promulgaed

under such Lws in relerence 10 oil, gas and mineral operations, induding the location, operation, of production of wells, on iracus olfsct-
ting or adjaccut 10 the Convract Area.

With respect 10 operations hereunder, Non Operators ageee 10 rekease Operatur from any and all losses, damages, injurics, claims
and Causes of action arising out of, incident (0 o resulting directly or indieectly from Oyerator’s inteqetation oc applicaton of ruks,
ruling, ccgulations o ordors of the Department of Encrgy o peedecessor of successor agoncics 10 the extent such interpeatation o ap
PMication was inade e good hith. Each Nos Operator funther agrees 10 reimburie Opctator for any amounts applicable e suck Noa
Opcratoc’s share ol production that Operator may be requiced 1a relund, rebace oc pay as 1 resalt o such 2 incocret mterpraation of
application, wgether with interest and penakties thercon owing by Operator as 3 result of such incorrect unerpretation o application.

Noa Operaturs authacize Operaor 1o prepare and submit such documents as may be sequised to Le submited (0 the purchaser
ol any trude oil sold hereunder o6 10 any otlier person o entity pussuant to the sequicesents of the ““Crude Ol Windlall Profic Tax At
of 1980"", 35 same may be amended from tme 10 time (“"Act™’), and any valid regulations or rulcs which may be issucd by the Treasury
Deparuncad from time 10 time pursuant to wid Act. Each party hereto agrees 10 furnish any and alf certifications oe uidier infocmation
whichy is required (o be lurnished by said Act in a timely maaner and in sufficient detail 10 pormin compliance wish said Aa.

ARTICLE XV.
OTHIER PROVISIONS

SEE PAGES l4a, 14b, & l4c ATTACHED:
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ARTICLE XV.
OTHER PROVISIONS

The following provisione are intended to be cumslazive, but in the event they coafifict with the
other proviaions heretn, then the following provisione ehall control:

| Dafinition of *holidaye*: The word *holidaye* vhen used herein ia deflned as a legal hollday
observed by National Banking Associations in Midland, Texaa.

“Back-in after Payout®™ : Upom payout of each well drilled hereunder, on a well by well basls,

Fuel Products, Iac., Ameristate Ofl & Gas, Inc. and Loule Mazsullio., Inc. (hereinafter collectively
relerred to herein as *FPI®), shall collectively be entitled to an additlional twenty-five percent (25%)
working intereat in each such well, proportionately reduced to the ninety-five percent (35%) interest of
THMBR/Sharp Drilling, Inc. (*TMBR*} hereunder {such back-in being an undivided twenty-three and seventy-
five hundredehe percent (21.75%) working Laterest in each such well as Payout occurs therein). If any of
the parties comprising “FPI® elects not to receive its proportionate share of such back-in, each of the

other such parties who desire to receive such back-in shall be entitled to the entire back-in in such

well. For the purposes of this Agreement, “Payout® for each well drilled hereunder, shall occur at that

point in time at which thera ie recouped out of the production {or other value recelved)

which 18
acttributable to the interest credited to TMBR

in Exhibit “A" hereto (after deducting therefrom all
royalties. overriding royalty interests and applicable severance, production, exclse and gathering taxes)

all costs incurred in drilling, coepleting, equipping and operating such well to the point in time that

Payout occur#. The accouncing procedure attached as Exhiblt “C* hereto shall be used in derermining

payout on each well. TMOR/Sharp Drilling, Inc. et al (collectively *“TMBR®) shall glve nocification to

FP1 of the date eaid well (s) has paid out. Payout shail. for the purpose of this sgreement, be deemed to
have occurred at 8:00 a.m. on the day next following the date the well(s} actually pays out. Should rel

elect to back-in for satd additional working interest, it will thereafter share proportionately the cost

ot operating, repalring and rvecompleting the well(s) and ehall bear its proportionate part of any

overriding royalty burdening the lease tncluded within the producing uanit formed for the well (s}, it betng

clearly understood, however, that in no event shall FPI be liable for aay drilling. coepleting,

recompleting, equipping or operating cost incurred by or for TMBR's account prior to the time of payout
ot each well.

In the event cne or more of the parties hereto shall elect as follows:
1. not to pay a delay reatal:

. to abandoa i1 lease; or

3.

not to parcticipate in a necessary well as defined in Article XV.N; and aseigne icts interest

in a lease. or partion thereof. to and for the benefit of the participating parties hereco, or if eome,

but not all., of the parties hereto elect to acquire an interest in a leade or a contract alfecting a Jease
pureuant to the provieions of Article XV.P., it le agreed that the lands covered by the contract rights

ehall no tonger be subject to Lhis agreement. 1In such event the lease Or contract righta and the lands

covered thereby shall be deemed to be subject to an operating agreement identical to this agreement
changed only to reflect the proper awners and percentages and, if the parties 8o desire. to designate a
new operator 1€ the operator undar thig agreement 18 Not 4 Co-owner.

C. Dispute re: Proposed Depth: if during the drilling of any well being drilled hereunder other than

the Iniclal Well provided for in Article VI_A., a bona fide dispuce shall exist ss to whether the proposed
depth haa been reached in such well [as for example, whether a vell has beea drilled to a depth sufticient
to test a pacticular sand or formation of LEf the well has reached the stratigraphic equivaleant of a
particular depth), the opinion of the majority In interest, and not in numbers, of the owners as shown
on Exhibit *A* ehall control and be binding upon all parties. If the parties are equally divided, the ’
opinton of the Operactor will prevail.

D. tayment Obligations: All rencale. shut-in well payments and minimum royaltfes which may be
required under the terms of any lease ehril ne acminiarersd and pald by Opétccor and charyed to the.Joiat
Account except where otherwise expressly provided to the contrary in this agreement. Any party say
request and shall be entitled to receive propec evidence of all auch payments. Ogpecator shall make or

cause Lo be made proper payment of any rentals and shut-in well paywents and minisum royalties under the
foregoing provistons.

Operator ehall notify each Non-Operator of its recommendation concerning the payment of delay
rentals or shut-in royalties under any leases as they may fall due in writing at lease forty-tive (45)

days t{a advance of the day when such payment te due. Each Mon-Operator shall have f{fteen {15) daye (rom

the recetpt of such notice to reapond to such recommendation with payment. and failure by Non-Operator
shall be deemed an election by Non-Operator to concur with Operator’e recommendation. Operator will be

rfeapondible for non-psyment of dalay rentals or shut-1n toyalties only Af it’s actione constitute groes
negligence or willful misconduct.
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€ Acquisition of Leasehold Intereec:

Any parcy acquiring a new leaee wvithin the Contrace Avea slatl
furnish the other party or parties actual copies of the lease, lcases in scquiring sald fnecrumcac

aufficient 1o verify ths actual constderation for aaid intarest, & plet ot exact descrifpcion at L
location and any other documentd pertinent to the ochar party evaluating the acquiring pavcice snteivst .
The ton-acquiring parties shall have thirty (30} daye following recelipt of the aforenaid antiCe 11w whicl
to lidicate Che prefevence 2 to particlipacion In eatd acquieition Ly wricten responsu to Lhe 4-.‘qu\l'lll;’
party accompanied by 8 check covering its ahare of the acquisicion.

F. Coincidental Operacigne: It is agreed by the parties hereto that unless otherwise agreed vhiea auy

well provided for 1n thie Agreemenc f¢ drilling or testing. nelther party shall propose the drillang of
an additional well on the contract screage ualeas the deilling of a well ie Recessary to petpecuace the

Lease or for some other reason iU 18 eucually agreed by the parties hereto thac an additional well wiould
be drilled prior to the completicn of & well on Che coatract acreage.

G. Expenses Attributable to Tranefers: In the event of transfer, sale, encusbrance or ocher disposition

ot interest within the Contract Area which creates the necessity of separite measurement of produccion,

the party cresting the necesaity (or such messurament eshall alone bear the coat of purchase. installstion
and operacion of asuch tacilities.

4. Baokruptcy: 1¢, tollowing the granting of relief under the Bankruptcy Code to any party hereto as
debtor thereunder, thie Agreement should be held to be an executory concract wichin the meaning of 11

U.S.C. Section 165, then the Operator, or ({{ the Operator ie the debtor in bankruptcy! any other party,
whall be entitled to a determination by debtor or any trustee {or debtor withia thivty (301 days feom the
date an ocder {or cellef ts encered under thie Bankruptcy Code as to che rejeccion or aesungn o of Lhia
Operacing Agreement. [In the event of an assumgtion, Operator or said other party ahall be entitlied (v

sdequate aguurances as to future performance of debror's obligation hereunder and Lhe protecliou ol the
lutevest ol all other parties.

1. Insurance (Non-Operators): Wich the exception of minimum Jimits set by State and Federal regulacions

Hon Cperator{al may elect not to be cavared by any of Operator s fneurance covecage provided {or the jorac
account by providing Operator with written notice and Certificace of fasurance.

J. Third Party Services:

flegardless of any provision of this Operacing Agreement Or Lhe AcCcousting
Pirocedure to the coatrary, the Operator may charge to the Joint Account for the Cuoutracy Atca tor ooy
and charges incurred for the outside engineecrs, geologists, consultants, brokers. title cutative work
ettoineys, and other third-party services incurred in connection with leases owned by or acyuired tot the
Joint Accouat or operacions {or the benefic of the Jolnt Account, all to be borne in the proportions
specified on Exhibic *A~.

K. Hetering ot Pruduction: ( a diversity of the working interest owiership 1n production {rum 4 fcase

wub)ect €to thig agreement occCurs as 8 reeult of operations by less than all pacties pursuant Lo any
provision of this agreement. it is agceed that the oil and other hydrocarbone produced trom che well oc
wells complered by the Coneenting party or parties shsll be asparscsly measured Ly stainderd mctucimg
€quijanent 1O be properly tested periodically for accuracy, and the secting of a sepavate tank battery witl
6oL be tequired unlend the purchasar of the productlon or governmencal requlacocy body haviyg jurisdict ion
will 40C apyrove meteriag (or sepacacely messucing produccion.

L. Non-Discriminacion: In the performsnce of this Agceesent, Operacor shall not engage in any conduct

or practice which violates any lav, order or regqulation prohibiting discrimination against any person by

teason of his or her race, celigion, calor, sex, national origin, or age; and Operator further agiceas o

comply fully with the non-discrieinacion provisions of Section 202 of Txecutive Ovder Ho. 11244 )0 F.R.
12313}, as smended.

“. P‘toru! of Operacion: wWhenever there i more than one proposal in coanection with any well subjact

T
to v.nl‘- aqareement, euch proposals shall be considered and disposed of in the folloving order or priority:

Ocilling the well co 1te authorized depth or sttespting a completion lacluding testing and logying
ol such well ac such depth ehall have first priority over all other opecations aud pioposals;
A proposal to plug back a well shall prevail over a propoaal to deepen ov o siderrack such well;
1f chere {e more than one propossal to plug back, the proposal to plug back ta the nexc deepesc
prospeccive tacerval ehall have priority over proposals to plug back to shallower prospectave
tatervale.

A proposal (o sidetrack a4 well In order tao reach the authorized depth shall prevail vver a
proposal to deegpen;

A propoual Lo duepua a wall ghall have last priovicy: and

Cropusele of tha sewe Lyps and Lo the same dopth shiall bLe Qivesn pracedunca 16 Lhv widut 1 wach
Chey were asade.

14b
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Hon-Conaent Penalties Aoplicoble Neceasary Opegations; 1f during the term of this agceement, a wall

is cequired to be drilled, deepened, reworked, plugged back,

stdetracked, or recompleted, or any other
operartion that may ba tequired in order to:

(1} continue a lease or leases in force and effect:

{2} maintain a unitized area or any portion thetaof in and to any oil and/ot gas and othac

intecest vhich may be owned by a third party or which, fatling in such opscation, may tevert to
a third party;

{3} comply with an order issued by a requlatory body having jurisdiction in the premises, failing
in which certain tights would terminate;

such opecation shall heceinafter ba defined as a “Necessary Opecation™. Natwithatanding any other

provisions contained in this aqreement to the contracy, any party electing not to participate in a

Micessary Opecration which is pcoposed pucsuant to Article VI.B.1. shall €ocfeit and assign to the

patticipating pacties, all of is right, vtitle, and interest Iln tha Coutcact Area except sach well in
v“hich such pacty pacticipated in all operations conducted theceon and the producing formation undeckying

)
rhe protation or spacing unit for each such waell. Such forfeiting pacty’s intacest shall not be bucdensd
except as authorized hereunder.

O. Ue L A

If any pacty hereto shall creare an overciding coyalty productisn
paywent, net proceeds interest, or other similar interest, subsequent to the effective date of this
Aqreement, or if such interest was created prior to the sffective date heceof but was neithec recacded
in the county ia which the Contract Area is located nor disclosed to all pacrties hereto at the time of

execution hereof (any such interest created undar the circumstances hecein mentioned shall heceaftec be

referred to as a “Subsequently Created Intareat™j, such Subssquently Creatad Intetest shall be

specifically subject to all of tha terms and provisions of this Agceemant, asz €ollows:

1}. 1f non-consant operations are conducted pucsuant to any provision of this agreement, and

party conduct.ing such operations becomes entitled to receive the production attributable ta the
intecest our of which the subsaquently Created Interest 1s derived, such pacty shall ceceive

same free and cleac of such Subszequently Created intacgesrt. The pachy <reaning siyne shall beac

and pay 211 such Subsequently Created Intarest and =hall indemnify an2 hold vhe orher pirties
hereto harmless from any and all liability resulting therefcom.
2). 1€ the owner of the interest from which a Subsequently Created Intecest is dsrived fails

to pay, when due, its share of expenses chargeable hereunder, the lian granted the other pacrties

heteto under the peovisions of Article VII.B. or under the appropriats state 3taruted shall
cover and affect the Subsaqueatly Created lnterest and the righrs af Lhe pacties shall be the

same a3 Lf the Subsequently Created [ntacest had not bsen created.

3). 1€ the owner of the interest from which Subsequently Created Intatest is decived {1) slects

to abandon a well under the provisions of Article VI.E. hereof, (ii) elects to suctender a lease

{or portion thececf) under the provisions of Acticle VIIL.A. hereof, or {111} elects not to pay
rentals attcibutable to its intersst in any lease and thereby is required to assign the lease
ac that portlan or tanterest theteain for which it elects not to pay rentals to those parties

paying such rental, any assignment resulting froam such election shall be fres and cleac of the
Subsequently Cceated Interest.

1). The camar zre.*ir] such Intecest shall indemnify and hold the other pacrties harmless from

any claim or cause of action by the owner of the Subssquently Created Interest.

. Wogkover Operations: It 13 agreed that without the mutual consent of all parties, no workovecr

opecations will be conducted under the provisions of Acticle VI 30 long as any completion in the well

proposed to be wocked over i3 producing in paying quantities.

Q. JOA SUBORDINATE: NOTWITHSTANDING ANYTHIMG ELSE HEREIN TO THE CONTRARY, THE PROVISIONS Of THE JOINT

OPERATING AGREEMENT SHALL NOT CONRFLICT WITH THE LETTER AGREEMENT DATED JULY 1, 1998 BETWEEH TMBR/SWARP

ORILLING, INC., FUEL PRODUCTS, IMC. ET AL. AND THE PARTIES HERETO. THE PROVISIONS Of SAID LETTER

AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF.
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1 ARTICLE XVI.
2 MISCELLANEOUS
3
4 This agreement shall be binding upon and shall inure to the benefit of the partics hicreto and ta their respective heies, deviseos,
3 legal representatives, successors and assigns.
6
7 This instrument may be executed in any number of counterparts, each of which shall be consideced an original for all pucposes.
8
9 IN WITNESS WHEREOF, this agrecment shall be effective as of __ L3 dayof __ JUlY 19_98
10
t
12 OPERATOR

14 TMBR/SHARP Drilling, Inc.

o el OPLec,
s O

NON-OPERATORS
23

FUEL PRODUCTS, INC. AMERISTATE OIL & GAS, INC.

vy Choma SIae s

Thomas M. Beall, President Mark K. Nearburg, President (_J

") LOUIS MAZZULLO, INC.

33 BY:
34 Louis J. Mazzullo, President
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ARTICAR AVL.
MIKCELLANBOUS

This sgeveoacat dhall he Hadag upon snd Bl imure 1o the heneflt of the pordes hereco snd b i gt haiis, dhvics,
hyd F3cocmetrcy, aaitous end emiga:

Thit bestewoncat may be ceccused @ sny ammbcr of counterpacs, each of wiich shall be tonsileced ta celginad foe of purponcy

B oo wvawn=

TN WITNESS WHIEREOR. this agreement okl be entve ss ol _ 188 apop _ Auly 8

CPURATOR
uw THBR/SBARP Drilling. Iuc.

W
” —~

NON-OPERATONS
3

FOTL PRODUCTS, INC. AMYRISTATE QIL & GAS, INC.

e

“Thoasy H, Beall, Froaident

Hark K, Nearburg, President

zsteaseEnes s
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EXHIBIT “A”

Attached t0 and made 2 pant of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp
Drilting, loc. as “Operator”, and Fuel Products, Inc,, ¢t al as “Non-Operators™.

L i A fan j i AR

Section 13: SE/4, Section 24: All, Scction 25: NW/4, Township 16 South, Range 35 East, Lca County,
New Mexico .

It ictions, i

s, formafi
None.
[H{B fties {o thi
Working Working
Interest {nterest
BRO. APO*
TMBR/SHARP DRILLING, INC. 950000 0.712500
|
EJEL PRODUCTS, INC. 1022500 0.1115625
MARK K. NEARBURG 022500 0.1115625
LOUIS MAZZULLO, INC. 005000 0.064375
1.00000 1.00000)
*Back-in afier pay-out on a well-by well basis
. Addresses of pantics fos notiog purposcs.
TMBR/SHARP Dirilling, Inc.
P. O. Box 10970
Midiand, Texas 79702
915-699-5050

915-699-5085 Fax

Fuel Products, Inc. Tax [.D. 730951191
P. O. Box 1098

Midland, Texas 79702
915-687-0008
915-687-0000 Fax

Ameristate Oit & Gas, Inc. Tax L.D.75-2398302
1211 W. Texas

Midland, Texas 79701

915-683-6679

915-683-5935 Fax

Louis Mazzullo, Inc. Tax [.D. 85-0444285
P. 0. Box 66657

Albuquerque, NM 871936657

V. Scheduie of feases:

Date: November 20, 1997

Lessor: Gladys Chambers, a widow

Lessee: Ameristate Ot & Gas, loc.

Recorded: Volume 845, Page 277

Descniotioic Section 24: NE/4 NW/4
Townsnip i6 South, Range 35 East,
NMPM, Lea Couaty, New Mexico

Date: February 3, 1998

Lessor: Jones Robinsan, Ltd.

Lessee: Amenistate Oil & Gas, loc.

Recorded: Volume 864, Page 257

Description: Section 24: SE/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico



Date: December 2, 1997

Lessor: Edmund F. Ely
Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 835, Page 568

Description: Section 24: NE/4 NE/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 15, 1997
Lessor: Laverne C._ Levers

Lessee: Ameristate Oil & Gas, Inc.
Recorded: Volume 835, Page 570

Description: Section 24: NE/4 NE/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 1S, 1997
Lessor: Alice Jane Sumruld
Lessee: Ameristate Oif & Gas, Inc.
Recorded: Volume 815, Page 566

Descripuon: Section 24: S/2 NE/4, NE/4 SW/4, $/2 SW/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: November 15, 2000
Lessor: Alice Jane Sumnruld
Lessec: Ameristate Oil & Gas, Inc.
Recorded: Volume 872, Page 490

Description: Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4
Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico

Date: December 7, 1997

Lessor: Erma Stokes Hamilton

Lessce: Ameristate Oil & Gas, Inc.
Recorded: Volume 827, Page 124
Description: insofar only as said lease covers:

Section 13: SE/4

Section 24 NW/4 SW/4, NW/4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM. Lea County, New Mexico

Date: December 7, 1997

Lessor: Madeline Stokes

Lessee: Ameristate Oil & Gas, Inc.

Recorded: Volume 827, Page 127

Description: lnsofar as said lease covers:
Section 13: SE/4

Section 24: NW/4 SW/4, NW/4 NE/4
Section 25: NW/4

Township 16 South, Range 35 East,
NMPM, Lea County, New Mexico
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Altachad 1o and made 4 part of

{‘ms.
EXHIBIT “«C -

that certain Operating Agreement dated July I, 1998, with__ . ___
MBR/Sharp Drilling, Inc. as Operator and Fuel Products, Inc., et al as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Delinitions

Jotnt Property” shall tnean the real and personal property subject to the sygreentent Lo which this Acconnting Procedure
is atlached.

Jaint Opevations” shall mean all operations necessary of proper for the development, operation, protection and muinte-
nance of the Jownt Property.

Joiat Aceoant” shall mean the account showing the charges paid and eredits received in the conduct of the Joint Opeva-
tions amd which are o e shared by the Parties.
“Dperator” shadl mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mcan the Parties to this agreement other than the Operator,
“Partics” shall mean Operator and Non-Operatars.
“Fiest Level Supervisors™ shall mean these employces whose primary function in Joint Operations is the direct stipecvision
of utliey emplayees amd/or contract labor dircetly employed on the Joint Property in a licld operating capacity.
“Pechinical Fmployees™ stiall mean these employees having special and specific engineering, geologicat o othier profes-
stonal shills. and whose primary Tunclion in Joint Operations is the handling of specific operating canditions s peobilens
for the benelit of the Joint Property.
Persanal Expenses” shall mean travel and other reasonalde reimbursabile expenser af Qpecator's etyiloyees.
“Materiad” shall mean personal property, equipment or supplies mquirc(l or held for use an the Jaint Property

“Controllabie Material” shall mean Malerial which at the Lime is so classified in e Material Classificatiun Mavual as

meast recently recammended by the Couacil of PPetroleum Accountants Secicties.
i
!

Statement and Billings

Operator shall bill Non-Operators an or hefore the last day of each manth for their proportionate share of the Joint Ac-
count furr the preceding monthe Such bills wilt ie accompanied by statements which identify e anthor ity for expemibiture
lease or facility. and Wl charges and eredits summarized by appropriate classifications of investinent and expense exeept

that items of Controtlable Material and unusual charges and credits shall be separately identified al folly deseribed i
detail.

Advances and ITayments by Non-Opcralors

AL

Hinbess atherwise provided lor in the agreement, the Operator may cequire the Non Operadors todvance their
share of estinmuatoed cash outlay for the succeeding manih's oper ation within fifteen (15) days aftev reecipl of the bitl-

ing or Ly the first day of the month for which the advance is requirad, whichever is kater. Operitor shall suljust each
munthly billing lo reflect advances received {rom the Non-Operators.

Fach Non-Operator shall pay its proportion of all bills withia [ilteen (15) days after receipt. Il payment is not made

wt“““ such hnw !lI(wL unpaid balance shall bear interest monthly at the prime rate in effect at _L&Xa3
ommerce Bank

— o0 the first day of the month in which delinquency oceurs plus 1% nr the nuodnuon
conleact rate permitled by the applicable usury laws in the state in which the Joint Peaperty s focated, whichever
is the lesser, plus atturney’s fees, court costs, and other costs in conneclion with the collection of wapuaid mmownts,

Adjustiments

I'ayment of any such bills shall nol prejudice the right of any Non-Operatar Lo prolest or guestinn the corvectness theveof:
provicded, however, alt bills and statements rendered o Non-Operators by Opcrator duving any calendar yore stadb can-
clusively bie presumed to e true and eorrect alter twenty-four (24) months fatlowing the end of any such calendar year.
unless within the said twenty-four (24) month period 2 Non-Operator takes written exception theveto and nuakes claim o
Oprerator for wljustment. No adjustinent favorable (o Operator shall be made undess it s ade within the same preseribied

period. The provisions of this paragraph shall not prevent adjustoents resulling from a phiysical inveatory of Conteallalile
Materiad as provided for in Section V.

COPYRIGIIT® 1985 by the Council of Petroleum Accountants Socicties.
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1~ 4 Audits ‘
z *
3 A A Nou-Ogrerator, upon notice in writing 1o Operator and all other Nou-Operators, shutt huve the right to awdit

4 Operawe’s accounts and records relating o the Joint Account for any calendar year within the twenty-four

b (24) month period fcflowing the end of such calendar year; provided, however, the making of an audit shall not

6 extend the tinie for the Wking of writlen exception W and the adjustments of accounts as provided for in

1 Pacagraph 4 of this Sectioa . Where there are Lwo or more Non-Operators, the Nou-Operstors shalt make

'] every reasonable effort W conduct ¥ joint audit in & munner which will result in & miinimum of inconvenience

9 o the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
10 paragraph unless agreed W by the Operator. The audits shall nol be conducted more than once each yeur
1] without prior approval of Operator, except upon the resignation or removal of the Operator, und shall be made
12 at the expense of those Non-Operstors approving such audit.
13
1] 8. The Operatar shall reply in writing o an audit report within 180 days after receipt of such report.
i6
16 6. Approval By Non-Operators
17

] Where an approval or other agreement of the Parties or Non-Operators is expressly required under uther sections of
19 this Accounting Vrocedure and if the agrcement to which this Accounting Procedure is attached contains no
20 contrary provisions in cegard therew, Operator shall notify all Non-Operalors of the Opecatac’s proposal, aad the
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.
22
23
214 {1 DIRECT CHARGES
26
¢80 Operator shall charge the Joint Account with the following ilems:
21
28 1 Ecological and Environmental
29
kU] Costs incurred for the Lenefit of the Joint Property as a rosult of governmental or regulatory requirements o satisfy
al environinental considerations applicable o the Joint Opecations. Such costs may include surveys of an ecological or
32 archaeological nature and pollution control procedures as required by applicable laws and regulations.
3
H 2 Hemtals and Royaltles

35
36 f ease renaals and royalties paid by Operator for the Joint Operalions.
31
B 3 fabar
39
40 A, (1) Salaries and wages of Operator's field employces directly employed on the Joint Property in the conduct of
41 - Joint Operations.
42
43 (2)  Salaries of First Level Supervisors in the field.
4«
45 () Sularies and wages of Techaical Employees directly employed on the Joint roperty if such charges see
46 excluded from the overhicad rates.
41
43 (4} Salaries and wages of Technical Employees either temporarily or permancntly assigned w0 and direcily
9 employed in the operation of the Joint Property if such charges are excluded from the averhead rates.
50
L B.  Operator's cost of holiday, vacation, sickness and disability bLenefits and other customary allowances paid to
52 employces whose salarics and wages are chargeable W the Joint Account under Paragraph 3A of this Sectiva 11,
53 Such costs ynder this Paragraph 38 may bLe charged on a “when and as paid basis™ or by “percentaye assessinent”™
S v the amount of salaries and wages chargeable W the Joint Account under Parageaph JA of this Section {0 1(
55 percentage assessment is used. the rate shill be based on the Operator's cost experience.
5 . *
51 T Expeadasitis of conlributions made pursuant  assessnients imposed by governmental adthority which e
58 applicable © Uperators costs chargeable to the Joint Account under Paragraphs 3A and 3B of tus Secuon §1
59
G0 D Pecsunal Expenses of those employees whaose salaries and wages are chargealle o the Juint Account uander
Gt [*arugraph 3A of this Section 1.
G2
63 4. Ewmployce Uenefits
G4
65 Operator’s current costs of established plans for employces' group Yife insurance, hospitalization. pension, retirement,
G0 stk purchiase, thrift, bonus, and other benefit plans of a like nature, applicable  Operator’s fabor cost chargeable to the
7 ol Account under Puragraphs 3A and 313 of this Section 11 shall be Operatory uclual cust not W cxceed the percent
68 st recently recommended Uy the Council of Petroleum Accountants Societics,
69
10\

.9
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10.

1t

Material

Material gurchased or furnished by Operator for use on the Joiat Property as provided under Scction 1V, Ogly such
Material shall Le purchused for or transferced ta the Juint Croperty as may be required for imuncdiate use and is
ceasonably practicsl and congistent with efficient and economical aperations. The accumulation of surplus stocks shall Le
avoided.

‘Iransportation

Transporuation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. U Material is moved W the Joint Property from the Opecrator’s warehouse or other properties. no charge shalt Le
made (o the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Partics.

H surplus Material is moved Lo Operator's warehouse or other storage point, no charge shall be made to the Juint
Account for a distance greater than the distance o the neacest reliable supply store where like material is normally
availuble. or railway receiving point nesrest the Joint Property unfess agreed to Ly the Partics. No charge shall be

made to the Joinl Account for moving Material Lo other propertics belonging o Operstor, unless agreed o by the
Partics.

in the application of subparagraphs A and B above, the option to equalize or charge actwal trucking cost s

avatable when the actual charge is $400 or less excluding accessoriul charges. The $400 will be sdjusted o the
amount most recently recommended by the Council of Petrateuin Accountants Societics.

Secvices

The cost ol contract services, equipment and utilities pravided by outside sources, except services excluded by Paragraph
10 of Section 1l and Paragraph i, ii, and iii. of Section [If. The cust of professional consuitant services and contract
services of technical personnel directly engaged on the Joint Properly if such charges are excluded from the averhead

rates. The cost of professional consultant services or contract services of technical personnel not directly enguged oa the
Joint Property shall not be charged to the Joint Account unless previously agreed o by the Parties.

F.quipment and Facilitics Furnished By Operator

A Operator shall chiarge the Joint Account for use of Operator owned equipment and facilities at rales commensurale
with costs of ownership and operation. Such rates shall include costs of mainienance, repairs, other operating
expense, insurance, laxes. depreciation, arhdl interest on gross investment less accurnulated depreciation not o
exceed ___e1BHE percent ( 22 %) per annum. Such rates shall not ¢xceed average comimercial
rates currently prevailing in the immediate area of the Joint Property.

o

{n licu of charges in paragraph BA alove. Operator may clect W use average commercial rates prevailing in the

inuncdiate area of the Joint Property less 20%. For autonwlve equipment, Operstor may clect W ouse rates
published by the Petroleum Molor Transport Association.

Damages and Losses to Jolnt Property

Al costs or expenses necessary fur the repair or replacement of Joint Y'roperty made necessary becwuse of dainages or
fosses incurred by fire, flood. storm, theft, accident, or other cause, except those resulling from Operator's gross
ncghgcmu or willful misconduct. Operator shall furnish Non-Operstor writien notice of damsges or losses incurred ss
SU0n 2 pr}d\cabh after a report thereof has been received by Operator.

Legat l'.n'ncnsc ’ .

Expense of handling, investigating and setling litigation or claims. discharging of liens. payment of judgements and
amounts paid for settlement of claims incurred in or resulting {rom operations under the ugr ent of Y b
protect or recover the Joint. Property, sxcupt Lt as charge jor services of Ogperstor’s tegal staff or f{ecs or expeanse of
outside attarneys shall be made unless previously sgreed to by iive Parlies. All other legal expense it considered to be

cavered by the avechesd provisions of Section [l unleas atherwise agreed to Ly the Parlies, except a1 provided in Sectien
1. Parsgraph 3.

Tuxes

All taxes of every kind and uvature assessed or levied upon ur in connection with the Joint Property, the eperation thereuf,
or the production therefrom, and which taxes have Leen paid by the Operator (or the benelit of the Parlies. I the ad

valorem taxes are based in whole or in part upon separate valuatioas of euach partly’s working interest, then
- ;

wtwithstanding anything o the couteary hercin, charges to the Joint Account shall be wade and paid by e Parties
hierels n accurdance with the tax value generated by cach purty's working interest.

"
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13.

14.

16.

{0

Net pramiums paid for insurauce required lo be carried for the Jaint Operations for the protection of the Marties. In the
event Juint Operations are conducted in 8 state in which Operator may sct as scll-insurer for Worker's Compensation
and/or Employers Liability under the respective state’s laws. Operator mnay, sl its election, include the risk under its sclf-
insurance program and in that event, Operator shall include a charge at Operator’s cost not o exceed manual rates.

lasurance

Abandonment and Reclamation

Casts incurred for abandonment of the Joint Property, including costs required by governmeantal or other regulatory
authority.

Counununications

Cost of acquiring. leasing, installing. operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. [n the event cominunication facilities/systems secviay the Joint
Propuerty are Operator owned, charges to the Joint Account shall be made es provided in Pacegraph 8 of this Section (L.

QOther Expenditures

Any other expenditure not covered or dealt with in the {oregoing provisions of this Section 11, or in Section {H and which

is of direct benefit 1o the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Jaint
Operstions.

UL OVERHEAD

Overhead - Deilling and Producing Operations

As compensation for adminisirative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:

{ X ) Fixed Rate Basis, Paragraph 1A, or
{ Percentage Basis, Paragraph 18
1

1

Un\%ss otherwise agreed 1 by the Parties. such charge shalt be in licu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenscs of all personnel, except those directly chargeable under
Paragraph 3A, Section II. The cost and expense of services [ron outside sources in conncclion with matlers of
taxation. tralfic. accounling or matlers before or involving governmental agencies shall be considered as included in

the vverhead rates provided lor in the above selecled Paragraph ol this Scction 111 unless such cost und expease are
agrewd 1o by the Parties as a direct charge W the Joint Account.

The sadaries, wages and Personal Expenses of Technical Employees andfor the cost of professivnal consultant
services and contract services of lechnical personnet dircetly emgoyed on the Joint Property:

{ ) shall be covered by the overhesd rates, or
( X )shall not be covered by the overhead rates.

iti. The salarics, wages snd Personal Expenses of Technical Employces and/or costs of professional consuitant services

and contract services of technicsl personnel either temporsrily or permanently assigned (o and directly employed in
Lhe operation of the Joint Property:

( ) shall be covered by the overhesd rates, or
( X } shall not be covered by the overhead rates.

A.  Overhead - Fixed Rate Basis

(1} Operator shall charge the Joint Account at the following rates per well per month

Drilling Well Rate § _4,500.00
{Prorated for less than g full month)

Producing Well Rate § _450.00

(2)  Application of Overhead - Fixed Rate Basis shall be as fallows:
{a) Drilling Well Rate

(1) Charges lor drilling wells shall begin on the date the well is spudded and werninate on the dale

the drilling rig. completion rig, or other units used in completion of the well is released, whicliever
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t is later, except that no charge shell be made during suspension of drilling or completion operations
2 for fifteen (16) or more consecutive calendar days.

3

4 (2)  Chargey for wells undergoing any lype of workover or recompletion for a period of five (6)
6 conseculive work days or more shall be made at the drilting well rate. Such charges shall be
G applled for the period from date workover operstions, with rig or other units used in warkover,

7 commence through date of rig or other unit release, except that no charge shall be made during
. 8 suspension of operations for [ilteen (16) or more consecutive cslendar days.
‘9

10 (1) Producing Well Rates

}]

12 (1) An active well either produced or injecled into for any portion of the month shall Le considered as
13 a one-well charge (or the eatire month.

u

15 (2) . Each sctive completion in & multi-completed well in which production is not comnmingled down
16 hole shalt be cousidered us & one-well charge providing each completion is considercd s separste
b well by the governing regulatory authority.

9 (3} An inactive gas well shut in because of overproduction or failure of purchaser Lo take the
20 production shall be considered as 1 one-well charge providing the gas well is directly connected to
k4] a permanent sales gutlet.

2

2 (4} A onewell charge shall be made for the month in which plugging and abandunment apecations
F{] are campleled on any well. This one-well charge shell ba made whether or not the well has
26 produced except when driiling well rate applies.

26

21 (5) Al other inactive wells {including but not limited to insclive wells covered by unit allowable, lease
28 allowable, transferred silowable, ete.) shall not qualify for an overhead charge.

pa:] .

30 {3) The well raies shall be adjusted as of the first day of April each yesr following the elfective dale of the
3l agreement o which this Accounting Procedure is attached. The adjustment shali be computed by multiplying
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
33 P’etroleym and Gas Production Workers for the last calendar year compared (o the calendar year preceding as

1 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published

35 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
36 tiublished by Statistics Canada, as applicsble. The adjusted rates shall be the rates curcently in use, plus or
KY) minus the computed adjustment.

48

kL) . Overliead - Percentage Basis

40

u {1} Operutor shall chacge the Jaint Account at the (allowing rates:

12

4] (a) Development

4«

15 e Percent | %) of the cost of development of the Joint Property exclusive of costs
16 provided under Paragraph 10 of Section 11 and all salvage credits.

1

1] {b)  Operating

49

50 e Percent( %) of the cost of operating the Joint Property exclusive ol costs provided
51 under Puregraphs 2 and 10 of Sectlon 11, alt salvage creditg, the value of injected substances purchased
52 {or secondary recovery snd all taxes and sssessments which are levied, avsessed snd paid upon the
1 mineral interest in and 10 the Joint Property.

54

56 (2)  Applicstion of Overhead - Percev‘uge Basis shall be as follows:

56

57 $a; the purpase of determining charges on a percentage basis under Puragraph 1B of this S_,c::icn MR
58 developmeat shull include all costs in connection with drilling. redrilling, deepening. or any remedial
59 operations on any or sl wells involving the use of drilling rig and crew capable of drilling W the producing
60 interval on the Joint Property: alsa, preliminacy expenditures necessary in preparation for drilling and
61 expenditures incurred in sbandoning when the well is not completed oy a producer, and original cost of
62 construction or installation of fixed assets, the expansion of fixed assets and any oflier project clearly
63 discernible as & fixed asset, except Major Conatruction as defined in Paragraph 2 of this Seclion t1l. All other
G4 costs shall be considered as operating.

0]

66 2. Overhead - Major Construction

47 :

G8 v comprensate Operutor for overhesd costs incurred in the construction and installation of fixed ussets, the expunsion of
69 fixed assets. and any other project clearty discernible as aalixed ssset required for the developinent and operation of the
n Joint Property, Operator shall either negotiale a rate pridr o the Leginaing of construction, or shall charge the Joint
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Account fur overhesd based on the following rates for any Major Construction project In excess of §
A"t

———t

% of first $100.000 or total cost if less, plus
" ®

% of costs In excess o(‘uoo.ooo but less than $1,000.000, plus

€ * __ %of costsin excess of $1.000.000.

*to be negotiated.
Tbgl cost shall mean the gross cost of any one project. For the purpose of this parsgraph, the component parts of 1 single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastraphie Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
o oil spill. blowout, explosion, fire. storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary 0 restore the Joint Property to the equivalent condition thet existed prior W the cvenl causing the

expenditures, Operator shall either negotiale a rate prior bo charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A __1__}:. of total costs through $100,000; plus

*
[}

% of total costs in excess of $100,000 but tess than $1,000,000; plus

. * % of wial costs in excess of §1,000,000.

kto be negotiated.
Expenditures subject o the overheads sbove will not be reduced Ly insurmnce recoveries. and no other ovechcad
provisions of this Section I shall apply.

Amendment of Nates

The overhvad rates provided for in this Section 1Il may be amended from time to time only Ly mutual agreement
between the Parties hereto if, in practice. the rates are found Lo be insufficient or excessive.

IV.PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS

Operator is resjonsible for Joint Account Material and shall make proper and timely charges and credits for all Material
maveinents allecting the Joint Property. Operator shall pruvide all Material fur use on the Joint Property; however, at
Operator’s option. such Material may Le supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such dispasal being made either theough sale to Operator or Non-Operator, division i kind, or sale to
outsiders. Operator mnay purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition
A or 1} Materiul. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Partics.

L

Purchases

Material purchased shall be charged at the price paid by Operator a(tee deduction of all discounts received. ln cuse of

Material found o Le defective or returned to vendor for any other reasons, credit shall be passed o the Joint Account
when adjustment has been received by the Operstor.

Translers and Dispositions

Material furnished o the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless olllcrwise agreed to by the Parties, shall be priced an the (ollowing basis exclusive of cash discounta:

A.  New Material (Condition A)

{1} Tubular Goods Other than Line Pipe

{a} Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern milt

pulilished carfoad base prices elfective as of date of movement plus transpartztion cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Juint lroperty for which
published rail rates for tubular goods exist. 1f the 80,000 pound rail rate is not offered, the 70,000 pound

ur 90,000 pound rail rate may be used. Freight charges for tubing will be caleulated fron Lorain, Ohie
and casing from Youngstown, Ohio.

th)  Vor grades which are special Lo one mill only, prices shall be computed al the mill base of thut mill plas

transporiastion cost from that mill to the ruilway roceiving point nesrest the Joint Propecty a3 provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000
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1 pouad Oil Field Hlaulers Assoclation interstate truck rate shall be used.

2

ki (¢} Special end finish tubular gouds shall be priced at the lowest published out-of -stock price, [ob. Houston,
1 Texas, plus transportation cost, using Oil Ficld Haulers Association interstate 30,000 puund truck rate,
9 1o the railway receiving point nearest the Joint Property.

6

1 (d)  Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices
8 fo.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

1

1] (2} Line Pipe

12 i

13 {ta)  Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
" : more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xs) a1 provided above.
1$ ' Freight charges shall be calculated {rom Lorain, Ohio.

16

N (b) Line pipe movements {except size 24 inch OD and larger with walls ¥ inch and over) less than 30,000
- pounds shall be priced at Eastern mill published carload Lase prices effective as of date of shipment,
19 plus 20 percent, plus transportation costs bascd on lreight rates as set forth under provisions of tubular
Fall goods pricing in Paragraph A (1Xa) as provided above. Freight chacges shall be caleulated from Larain,
21 Ohio.

22 .
u (¢) Line pipe 24 inch OD and over and ¥ inch wall and larger shall Le priced Lol the point of
F1) wmanufacture at current new published prices plus transporiation cost to the railway receiving point
25 nescest the Joint Praperty.
26
2 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on publishied price lists shall
28 be priced ot quoted prices plus Ireight lo the railway receiving point nearest the Joint Property or al
a) prices sgreed (o by the Parties.

30

]| (3)  Other Material shall be priced at the current new price, in effect 8t date of movement, as listed by a reliable
42 supply store nearest the Joint Property. or point of manufacture. plus Lransportation costs. il applicable, to the

- k]

railway receiving point nearest the Jaint Property.

- 1
45 (1)  Unused new Material, except tubular goods, moved fromn the Joint Property shall be priced ut the curreant
36 new price, in effect on date of movement, as listed by a reliable supply store nearcst the Joint Property. or
57 puint of manufacture, plus transportation costs, il applicable, 10 the rsilway receiving point nearest the Joint
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).
49
40 B.  Good Used Material (Condition B)
41
42 Material in saund and serviceable condition and suitable for reuse without recondilioning:
13
" (1) Matecial inoved w the Joint Praperty
15
16 Al seveaty-five percent (15%) of current new price, us determined by Paragraph A.
11
48 (2)  Material used on and maved {rom the Joint Property
19 -
50 {a} At seventy-five percent {75%) of current new price, a3 determined by Parsgraph A, if Malrial was
51 originally charged to the Joint Account as new Material or
52
53 {L) AL sixty-five percent {(65%) of current new price, as determined by Paragraph A, if Material was
54 originally charged Lo the Jaint Account ss used Material.
55
56 (3)  Material not used on and moved {rom the Jaint Property
57
58 AL seventy-five percent (15%) of current new price as determined by Paragraph A,
59
G0 The cost of reconditioning, il any, shall be absorbed Ly the transferring property.
Gl .
62 C.  Other Used Material
63
64 (1}  Condition C
GS
GG Material which is not in sound and serviceable condition and not suitable for its origins! funclion until
ul after reconditioning shall be priced at fifty percent (50%)} of current new price &3 delermined by
1] Puragruph A. Tha cust of reconditioning shall Le chargod W the receiving property, provided Condition
] C value plus cost of reconditioning does not exceed Condition B value.
0
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Material. cxcluding junkf no longer suitable for its original purpose, but usable for swine olher purpose
shall be priced on » bqis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

(23 Condition D

(2}  Casing. tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight. Used casing. tubing or drill pipe utilized as line pipe shafl be
priced at used line pipe prices.

(L)

Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. eg.

power oil lines, shall be priced under norinal pricing procedures for casing. wbing. or dritt pipe.
Upset tubular goods shall be priced on 2 non upset basis.

(3) Condition E

Junk shall be priced st prevailing prices. Operator may dispose of Condition £ Material under
procedures narmally utilized by Operalor without prior approval of Non-Operatoes.

D. Oblsolete Material

Material which is serviceable and usable for its original {unction Lut condition and/or value of such Material
is not equivalent to that which would justify & price as provided alove may be specially priced as agreed o by

the Parties. Such price should result in the Joinl Account being charged with the value of the service
rendered by such Material.

E. Pricing Conditions

(1) 1.sading or unloading costs may be charged o the Joint Account at the rate of twenty-five cents (25¢)

per hundred weight on all tubular goods movements, in lieu of actual loading or unlading costs
sustzined at the stocking point. The above rate shall be adjusted as of the first day of April each year
folfowing January 1, 1985 by the same percentlage increase or decrease used W adjust overhead rates in
Section T, Paragraph LA(3). Each year, the rate calculated shall be rounded to the nearest cent and

shall be the rate in effect until the first day of April next year. Such rute shall be published eunch year
by the Council of Petroleum Accountants Societies.

(2)  Mawrial involving ercction costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily oblainable at published or listed prices because of national emergencies, strikes or other
wnusual causes over which the Operator has na control, the Operator may charge the Joint Account for the required
Material at the Operatwr’s actual cost incurred in providing such Material, in making it suitable for use, and in smoving it
W the Juint Property; provided notice in writing is (urnished W Noa-Operators of the proposed charge prioe o billing
Non-Opurators for such Material. Each Non-Operator shall have the right, by so electing snd notifying Operstor within

ten duys alter receiving notice from Operator, 10 furnish in kind all or part of his share of such Matcrial suitable for use
and acceptable o Operator,

Warrsnty of Materlal Furnished By Operator

Operator docs not warrant the Material furnished. tn case of defective Material, credit shall not be passed to the Joint
Account untit adjustment has Leen received by Operator from the manulacturers or their agents.

V. INVENTORLES

The Uperator shall maintain detailed records of Controllable Material.

1

Periodic Inventorles, Notice and Representation

Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Wrilten notice
of intention Lo take inventory shall be given by Operator at least thirty (30) days before any inventory is 1o begin so that

Non-Operators may be cepresented when any inventory is taken. Failure of Non-Operators 1o be represented at an
inventory shall bind Non-Operators 1o accept the inventory taken by Operator.

Iteconciliation and Adjustment of Inventorics

Adjustincents W the Joint Account resulting from tho reconciliation of w ;;hy-icﬂ inventary shall Le made within gix
nnmlhs’!f\)"o\ving the tiking of the inventory. [nventory adjustments shall be made by Operator W the Joint Accoual for
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ovecnges and shartages, but, Operator shail be held sccountable only for shortages due to lack of reasonable diligence.
Special Inventories .
Special inventories may be taken whenever there is any ssle, change of interest, or change of Opcrator in the Jaint

Property. It shall be the duty of the party selling to notify all other Parties as quickly a3 possible after the transfer of

interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. ln cascs
involving a change of Operator, all Parties shall be governed by such inventory.

Expense of Conducling Inventories

A.

The expense of conducling periodic inventories shall not be charged W the Joint Account unless sgreed to by the
{'artics.

B.  The expense of conducting special inventories shall Le charged to the Parties requesting such inventurics. exeept

inventorics required due W change of Operator shall be charged W the Joinl Account.

.9



BY AND BETWEEN

EXHIBIT “E"

~ Attached to and made a part of that certain Operating Ag:ee-ér;t

dated July 1, 1998 by and betweea TMBR/Shar

p Ocillfng, Inc.
as "Operator" 8, “nc

and Fuel Products, Inc., et al. as "Non-Operators" .
EXILIBIT *E"
GAS BALANCING AGREEMENT (*"AGREEMENT")
ATCACIIED TO AND MADE PART OF TUHAT CERTAIN
OFERATING AGREEMENT DATED

. AN}

AREA,

1.

(“OPERATING AGREEMENT*) RELATING TO TIIE _
COUNTY, STATE OF

DEFINITIONS

"hc foltowing dcfinitions shall apply 10 this Agreement:

Lo

1.02

1.0}

1.05

1.08

t®

110

“Armt’s Length Agreement® shall mean any gas sales agreement widi an unaftiawd
purchaser or any gas sales agreement with an affiliated purchaser where the sales price and
delivery conditions under such agreement are represenultive of prices and delivery condiuons

eaisting under other similar agreements in the area between unaffiliated parues at the same
ume for natural gas of comparable quality and quanuty.

"Balancing Area” shall mean each well subject W the Operating Agreement that produces Gas
or is allocated a share of Gas production. If a single well is completed 11 (wo of mwre
producing intervals, each producing interval from which the Gas praduction is wot
commingled in the wellbore shall be considered a separate well or Balancing Arca

“Full Share of Current Production” shall mean die Percentage bnterest of cach Fagty ot
Gas actually produced from the Balancing Area during each month

“Gas” shall mean all hydrocarbons produced or producible from the Balancing Area, whethes
from a well classified as an oil well or gas well by the regulatory agency huving jucisdicnon
in such maners, which ate or may be made available for sale or separate disposiion by the

. Parues, excluding oil, condensate and other liquids recovered by field equipiment operaed for

the joint account. For the purpases of this Agreement, “Gas” does not include gas uscd in
joint operations, such as for fuel, recycling or reinjection, or which is vented or tost privn
its sale or delivery from the Balancing Area.

“Makeup Gas” shall mean any Gas taken by an Underproduced Party from the Batancing

Area in excess of its Full Share of Current Producton, whether pursuant 1o Section 3.3 or
Secton 4.1 hereol.

“Mcl™ shall mean onc thousand cubic fcet. A cubic foot of Gas shall mean the volume of gas

contained in one cubic foot of space at 2 sandard pressure base and at a standard temperamice
base.

"MMUw” shall mean one million Briusgh Thermatl Units. A Deitish Thermal Uit shall mcun
the quantity of heat required 10 raise one pound avoirdupois of pure water from 58.5 degrees

Fahrenheit w0 59.5 degrees Fahrenheit ata consant pressure of 14.73 pourdds per square nch
absolute. .

"Operawor™ shall mean the individual or enuty desigaated under the erms of the Opersuny
Agrecinent oc, in the event this Agreement is not employed in coecuon with an upetaung

agreement. the individual or entity designaed as the operawor of Uie well(s) luvated wm uw
Balancing Area.

“Overproduced Party” shall meany any Pany having aken a greater quanuty of Gas from wie

Balancing Asea than the Percenage Inerest of such Party in the cumulative quanun ol it
Gas produced from the Balancing Area.

“Overproduction™ shall mean the cumulative quanuty of Gas wken by a Farty in cxcess o 1
Percenage lntecestin the cumulative quandty of all Gas produced from the Batancing Arcy

“Party” shalt mean those individuals oc entities subject 1o this Agreesment, and ticu respedtise
hetrs, successors, vansferees and assigns
. .
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.12 “Percentage Interest” shall mean the percentage or decimal interest of each Party in the Gas
produced from the Balancing Arca pursuant (o the Operating Agrecment covering the
lalancing Area. For the purposes of applying the Oklahoma Producuon Revenue Swmdards
Act hereto the erms “Perocatge Interest®, “Proporionate Production Interest, and “Working
Interest Share of Production® shall be considered equivalent terms.

1.13  “Royalty” shall mean payments on production of Gas from the Balancing Area 10 all owners
of royaltes, overriding royalties, production payments or similar ineresis.

.14 “Undecrproduced Party” shal! mean any Party having 1aken a lesser quantity of Gas from the
Balancing Area than the Percentage Interest of such Party in the cumulative quantity of all
Gas produced from the Balancing Area.

1.15  "Underproduction” shall mean the deficiency between the cumulative quantity of Gas uken
by a Party and its Perceatage Interest in the cumulative quantity of all Gas produced from the
Balancing Area.

1.16

“Winter Period” shall mean the months of November, December, January and February.
2. BALANCING AREA

21 1f this Agreement covers more than onc Balancing Area, it shall be applicd as if cach
Batancing Area were covered by separate but identical agreements. Al balancing hereunder shall be on the
basis of Gas taken from the Balancing Area measured in MMDBitus.

22 In the event that all or part of tie Gas deliverable from a Balancing Area is or becomses subject
t0 onc or more maximum lawful prices, any Gas not subject 1o price controls shalt be considered as produced

from a single Balancing Area and Gas subject 10 each maximum lawful price category shall be considered
produced from a scparate Balancing Area.

LN RIGHT OF PARTIES TO TAKE GAS

1 Each Panty desinng w take Gas will noufy the Operator, or cause the Operator 1o be natficd
of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if avatlable)
and meter stadon relating to such delivery, sufficiendy in advance for the Operator, acting with reasomable
diligence, 10 meet all nomination and other requirements. Operator is authorized to deliver the volumes so

nominard and confirmed (if confirmadon is required) w the oransporting pipeline in accordance with the «erms
of this Agreement.

32 Each Party shall make a reasonable, good faith effort 10 ke its Full Share of Current
I'roduction each month, o the extent that such production is required 10 maintain leases in effect. 0 protect
the producing capacity of 3 well or feservoir, 10 preserve cotrelative rights, or v mainain oil production.

33 When a Party fails for any reason 1o take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties 10 make up for Underproduction as provided herein), the other
Pariies shall be entitled to take any Gas which such Party fails 10 take. To the extent practicable, such Gas
shall be imade available initially 10 each Underproduced Party in the proportion that its Percentage lmerest in
the Balancing Area bears 10 the Wl Percentage lntecests of alf Underproduced Partes desicing 1o ake such
Gas. I alf such Gas is not taken by the Underproduced Parties, the portion not aken shall then be made

available © the other Parties in the proporton that their respective Percentage Interests in the Balaicing Area
tear to the wul Percentage tnwerests of such Pardes.

34 All Gas aken by a Party in accordance with the provisions of this Agrecement. regardless of

whether such Party is underproduced or overproduced, shall be regarded as Gas aken for its own account with
tide therew being in such uking Party.

1s Notwithsanding the provisions of Section 3.3 hereof, no Overproduced Party shalt be entitled

in any.month (o ke any Gas in excess of three hundred percent (300%) of its Percentage Interest of the
Balancing Area’s then-curceat Maximum Monthly Availability; provided, however, that this limiation shal)
101 2pply 10 the exent that it would preclude production that is required 10 maintain leases wn effect, W pratedt

e prPducm; capacity of 2 well or reservair, W0 preserve correlative rights, oc 0 mainain oil producuon

’Muilmum Monthly Availability” shalt meaa the maximum average moathly rate of producuon at which Gas
{
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can be delivered from the Balancing Area, as determined by the Operator, contidering the msaximum "c[ﬁciem o
well rae for cach well widin the Dalancing Area, die mazimum allowable(s) set by the appropriate regulatny
agency, mode of operation, production facility capabilities and pipeline pressurcs.

36 In the event that a Party fails © make arrangements W take its Full Share of Current
Production required o be produced © maintain leases in effect, 0 prowect the producing capacity of 2 well or
feservoir, W preserve cotrelatve rights, or 0 mainain oil production, the Operator may sell any part of such
Party’s Full Share of Curreat Production that such Party fails w take for the account of such Party and render
10 such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression
treating, gathering or transportation custs incurred directly in connection with the sale of such Full Share of
Current Production. In making the sale conteruplated herein, the Operator shall be obligated only o0 obuiin
such price and conditions of the sale as are reasonable under the circumstances and shall not be obligawed w
share any of its markets. Any such sale by Operator under the wrms hereof shall be anly for such reasomable
periods of time as are consistent with the minimum needs of the industry under the pardcular circumstances
butin no event for a period in excess of one year. Notwithstanding the provisions of arucle 3.4 hereot, Gas

sold by Operator for 2 Party under the provisions hereof shall be decined w be Gas aken for the accoum of
such Party.

4. IN-KIND BALANCING

4.1 Effecuve the first day of any calendar month following at least thirty (30) days™ prior wien

notice to the Operator, any Underproduced Party may begin uking, in additon 0 its Full Share of Cuteemt
Production and any Makeup G uk n susant to Sccton 3.3 of this Agreement, a share of current
producton determined by mulu;fymg f%rcem (25%) of the Full Shares of Curtent Production of all
Overproduced Parties by a fraction, the numerator of which is the Percentage Interest of such Underproduced
Party '?nd the denominator of which is the toul of the Percentage Interests of all Underproduced Parues
desiring 0 uke Makeup Gas. In no event will an Overproduced Party be required 10 provide more thantwenty-f
percent (25%) of its Full Share of Current Producton for Makeup Gas. The Operator will proamply notify

all Overproduced Pardes of the election of an Underproduced Party to begin taking Makcup Gas

4.2

provide e

Notwuh:lzndmg the provusxons of Section 4.1, no Overproduced Party will be required 1o
Gas during th: Wmlcr Pcnod

dnettame Makeup

r.unx £ 42 Q-

4.3 Nowithstanding anything herein w the convary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entided 10 participate in any operation

regarding a Balancing Area shall be entited w0 take gas from said Balancing Arca for which itis 2 Non-
Consenung Party.

5. STATEMENT OF GAS BALANCES

5.1 The Operawor will maintain appropriate accounting on a monthly and cumulative basis of the
volumes of Gas that cach Party is entilied W receive and the volumies of Gas actually kaken or sold for cach
Party’s account. Within' forty-five (45) days afier the month of production, the Operatwr will furnish a
sauwment for such month showing (1) each Party's Full Share of Current Producton, (2) the toual volume of
Gas acually mken or sold for each Party's account, (3) the difference between the volume taken by cach Part
and duat Pany’s Full Share of Current Production, (4) the Overproduction or Underproduction of cach Party .
and (5} other daua as recommended by the provisions of the Council of Petroleum Accoumants Soaciies
Bullein No. 24, as amended oc supplemented hereafier. Each Pacty aking Gas will prompuly provide we da
Op=r»ing any dsia raquired by the Operator for preparation of the saements required hereunder.

5.2 1f aay Party fails © provide the dawa required herein for four (4) consecutive praduction
months, the Operawr, or where the Operator has failed w provide data, another Party, may audit the
production and Gas sales and wransportation volumes of the non-reporting Party 10 provide the required dat
Such audit shall be conducted only afier reasonable nouce and during normal business hours 1n the office of

the Pany whose records are being audied. All costs associated with such audit witl be charged to the account
of the Party failing 10 provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Parry aking Gas shall pay or cause 10 be paid all production and severance axes due
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on all volumes of Gas actually uken by such Party.

6.2 Each Pacty shall pay or cause 1o be paid all Royally due with respect 1o Royalty owners 10

whom it is accountable as if such Party were taking its Full Shace of Current Production, and only its fult
Share of Current Production.

6.3 In tie event diat any governmental authority requires that Royalty payments be nade on any
other basis than that provided for in this Secuon 6, each Party agrees to make such Royalty payments

accordingly, commencing on the effective date required by such governmental authority. and die medud
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

71 Upon the carlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the ermination of the Operating Agrecment or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of wwelve (12)
consecutive months, any Party may give written notice calling for cash setdement of the Gas producuon
imbalances among the Partics. Such notice shall be given 0 all Parties in the Balaacing Area.

1.2 Within sixty (60) days afier the notice calling for cash setlement under Secton 7.1, the
Operawr will distribute © each Party a Final Gas Setlement Satement deailing the quantty of Overproduction
owed by cach Overproduced Party 1w each Underproduced Party and identifying the month 1o wihich such
Overproduction is atuributed, pursuant o the methodology set out in Section 7.4.

13 Within sixty (60) days afer receipt of the Final Gas Settlement Statement, each Overproduced
Panty will pay o cach Underproduced Party entided to seulement the appropriate cash settlenient, accompanied

by appropriate accounting dewil. At the ime of payment, the Overproduced P'arty will noufy the Operator
of the Gas imbalance setled by the Overproduced Party's payment.

1.4 The amount of the cash sewdement will be based on the proceeds received by the
Overproduced Party under an Arm's Length Agreement for the Gas waken from ume 0 ume by the
Ovemproduced Party in excess of the Overproduced Party's Full Share of Current Producuon  Any MMakeup

Gas taken by the Underproduced Party prior 10 moneury seidement hercunder will Lz applhied 10 offset
Overproduction chronologically in the order of accrual.

1.5 The values used for calculating the cash setlement under Section 7.4 will include all proceeds
received for the sale of the Gas by the Overproduced Party calculated at the Balaacing Area, afier deducung
any production or severance taxes paid and any Royally actwally paid by the Overproduced Party w an
Underproduced Party's Royally owner(s), 0 the extent said payments amounted 10 a dischacge of suid
Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression, treating,
gathering or wransporuation costs incurred directy in connection with the sale of the Overproduction.

71.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obained by the purchaser upon resale of residue gas and liquid or liquifiable
hydrocarbons exracted at a gas processing plant, the values used for calculating cash setdement will include
proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liquifiable
hydrocarbons) and the residue gas atribuabie 10 the Overproducton.

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing
plant fur die exuacuon of liquid hydrocarbons, where setdement for the gas so processed was on a basis othet
than percentage of the proceeds_ ae vaiues usea for calzulating cash setdement will include the proceeds
received by the Overproduced Party for the sale of the liquid hydrocarbons extracied fronmy the Overproducuon,

less the acrual reasonable costs incurred by the Overproduced Party 1o process the Overproduction and w
uansport, fractionate and handle the liquid hydrocarbons extracied therefrom prior 1o sale.

16 To the exient the Overproduced Party did not seli all Overproduction under an Arm’s Lcngtis
Agreement, the cash seidement will be based on the weighted average price seceived by the Overproduced
Party for any gas sold from e Balancing Area undec Arm's Length Agreements during the maonths 10 wiuch
such Overproducuon is atwibuted. In the event that no sales under Armi's Length Agrecments were made

during any such month, the cash seidement for such month will be based on dhe spot sales prices published far
the applicable geographic area during such moath in a mautually accepuable pricing bulletin
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17 Interest compounded at the maximum lawful rate of interest applicable o the Balancing Arca
will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is duc
pursuant 1o Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in the

proporiion that their respective delays beyond the deadlines set out in Secion 7.2 and 7.3 conuibuted 1w the
accrual of the interest.

18 In lieu of the cash sewlement required by Section 7.3, an Overproduced Party may deliver
w Uie Underproduced Party an offer 10 settde its Overproduction in-kind and at such rates, quanttics, usics
and sources as may be agreed upon by the Underproduced Party. If the Partics are unable to agree upon the
manncr in which such in-kind sctdement gas will be furnished within sixty (60) days after the Overproduced
Party’s offer w sede in kind, which period may be exiended by agreement of said Partes, e Overproduced
Party shatl make a cash setdement as peovided in Section 7.3 The making of an in-kind settiement offer under

this Section 7.8 will not delay the accrual of interest on the cash serdement should the Partes fail 1w reack
agreement on an in-kind setlement.

79 That portion of any monies collected by an Overproduced Party for Overproduction which
is subject © refund by orders of the Federal Energy Regulatory Commission or other governmental authority
may lLe withheld by the Overproduced Pany until such prices are finally approved by such governmenul
authosity, undess the Underproduced Party furnishes a corporate underaking, acceptable to the Overpradaced

Party, agrecing 10 hold the Overproduced Party harmless from financial loss due 10 refund orders by such
governmental authocity.

8. TESTING

Notwithsanding any provision of this Agreement to the contrary, any Party shall have the right. from
Gme W tme, 10 produce and @ke up 10 one hundred percent (100%) of 2 well's entire Gas stredw W weet the
reasonable deliverability tesi(s) required by such Party's Gas purchaser, and the right 10 take any Makeup Gas
shall be subordinate 10 the right of any Party 10 conduct such tests; provided. bowever, that such tests shall

be conducted in accordance with prudent operating practices only afier fifieen (15) day’s prior writen nouce
10 the Operawor and shall 1ast no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agreement shali change or affect any Party's obligation to pay ils proporuonate share
of all costs and liabilities incurred in operations on or in connection with the Dalancing Area, as s share
thereol is set forth in the Operating Agreement, icrespectve of whether any Party is at any ume selling and
using Gas or whether such sales or use are in proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS

The Panties shall share proportionately in and own all liquid hydrocarbons recavered with Gas by fickd
equipment operaied for the joint account in accordance with their Percentage Interests in the Balancing Area.

11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agreement between the Parties herews,
and furdier notwithsanding any ermination or cancellation of this Agreement, for a period of two (2) vears
from the end of the calendar year in which any information w be furnished under Section $ o 7 hereot 1,
supplied. any Party shall have the right w audit the records of any other Party regarding quantity. including
but not limited w information regarding Bu-content. Any Underproduced Party shall have the right for 3
period of two (2) years from the end of the calendar year in which any cash sealémeat is reczived pursuant
© Section 7 10 audit the records of any Overproduced Party as 10 all maters concerning values, including but
notlimiwed 10 informaton regarding prices and dispositon of Gas from the Balancing Area  Any such andu
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducied. afuwe
reasomable notice, during normal business hours in the office of the Party whose records are being audited
Each Party herewo agrees to mainuin records as 1 the volumes and prices of Gas sold each month and dw
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Fariy i

1s own operations.  The audit rights provided for in this Section 11 shall be in addition 0 those provided for
wn Section 5.2 of this Agreement.

12.  MISCELLANEOUS
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12,1 Asbetween tie Parties, in the event of any conflict between the provisions of this Agreement
and the provisions of any gas sales conwract, or in the event of any coaflict between the provisions uf this
Agrecmient and the provisions of the Operating Agreement, the pravisions of this Agreement shall govern.

2.2 Each Pany agrees v defend, indemnify and hold harmiess all other Parties from and against
any ard all liability for any claims, which may be asseried by any third party which now or hercafiec stands
in 2 contractual relationship with such indemnifying Party and which arise out of the operation of dus
Agreement or any aclivities of such indemnifying Party under the provisions of this Agrecment. and ducs

further agree 10 save the other Parties harmless from all judgements or damages sustained and costs ncucred
in connecdon therewith,

123 Except as otherwise provided in this Agreement, Operator is authorited to adminisier the
provisions of this Agreement, but shall have no liability 1 the other Parties for losses sustained or liabilivy
incurred which arise out of or in connection with the performance of Operator's dutics hercunder, except such
as may result from Operawr's gross negligence oc wiliful misconduct. Operator shall not be liable w any

Underproduced Party for the failure of any Overproduced Party (other than Operator) 10 pay any amounts
owed pursuant to the terms hereof.

12.4  This Agrecment shall remain in full force and effect for as long as the Operating Agrecment
shall remain in force and effect as 10 the Balancing Area, and thereafier uniil the Gas accounts between the
Partics arc setiled in full, 20d shall inure 1 the benefit of 2nd be binding upon the Panies hescto, and dicis
tespecuve heirs, successors, legal representatives and assigns, if any. The Pantics hereto agrec to give notice
of tic existence of this Agreement 10 any successor in interest of any such Party and 10 provide that any such
successor shall be bound by this Agreement, and shall further make any vansfer of any interest subject w the
Operatng Agreement, or any part thereof, also subject 1o the terms of this Agreement.

12.5  Unless tic conexi clearly indicates otherwise, words used in the singutar include the plucal,
the plural includes the singular, and the neuter gender includes the masculine and e fesminine.
12.6  This Agreement shall bind the Partics in accordance with the provisions hereol. and sotdung

herein shail be construed or interpreted as creating any rights in any person or enuty not a signatory herew,
or as being a stpulation in favor of any such person or entity.

127 If contemporaneously with this Agreement becoming effecive, or thereafier, any farty

requests tat any odier Party exccute an appropnaic memorandum or notice of this Agreement 1 vrder 1o give
durd partes notce of record of same and submits same for execution in recordable form, such micmursmbuim
ar nutce shall be duly executed by the Party 1o which such request is made and delivered prompuy thereaficr
0 the Pany malang die request. Upon receipt, the Party making the request shall cause the memorandum us
niotice (o be duly recorded in the appropriate real property oc othier records aflecting the Balaacing Arca.
12.8 With respect 10 accounting weaunent of any gas imbalances as may exist, the parucs agree
W use tie “cumulative method™ {as defined in Incoinc Tax Regulavon §1.761-2 (d) (4)) of sccounung fo

federal income tax purposes. The “eatidements method™ shall not be used for reporting gas sales from the
propertes subject herew.

13.  ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1  Subject w0 the provisions of Section 3.2 hereof, and notwithsanding anytung w dus

Agreainent of in the Operatng Agreement o the contrary, if any Party assigns (including any sale. exchunge
or other wansfer) any of is working interest ia the Balancing Area when such Party is an Underproduced w
~

2duesd Fanty, the assignment or other act of transfer shall, insofac as the Partics hereto are 2onsernad,
include all interest of the assigning or transferring Party in the Gas, all rights © reccive or abligations w
provide or take Makeup Gas and all rights W receive or obligations 10 make any monctary payment which may
ulumately be due hereunder, as applicabie. Opcrawor and each of the other Parties herewo shall hercatuer yeat
the assignment accordingly, and the assigning or wransferring Party shall fook solely (0 its assignee of othes
transferce for any inerest in the Gas or moneary payment that such Party may have or to which it sy be
enutled, and shall cause its assignee or other wansleree w assume its obligatons hereunder

13.2  “Ihe provisions of this Section 13 shall not be applicable in e event any Farty morngages ws
miciest o disposes of its interest by merger, reorganiration, consolidation or sale of substanuaily all of ws

assels W a subgdury Of parcit company, or 10 any comipany in which any parent ur subsidiary of sach Parn
owans 4 najority of tie swack of such campany.
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Praolucec®s 88-Producer*s Revised 1994 New Mexico Tara 3429, Pald-up

OIL & GAS LEASE

THIS AGREEMENT made this 21th day of Macch, 2001 between Hodeline Stokes, dealing with hecr sole and aep

propecty, whose address i "#. 0. Box 1115_ 0 Otcn- Texas 76943 hoceln called 1#330r {whiether one of more) and
D. Huff, P. O. Box 705, Minecla, Texaa 75173, lassee;

1. Lessdor, in consideracion of TEN AND OTHER DOLLARS in hand paid, receipt of which i3 here acknowledged, and
of the royalties herein provided and of the agreements of the lesase herein conCained, bereby grants, leases and
leta axclusively uato lessee for the purpose of Anvestlgsting, exploring, proapecting, drilling, and operacting fur
and producing oil end gas, injecting gas, watacs, octher fluids, and alr into subsucface strace, laying pipelines,
staring oill, bulldiog tanks, soedways, telephione lines, and cther atructures and things thegeon to pruduce, save,

take care of, treat, process, store and transport ssid mloersls, the following described land in Lea County, MNew
Mexico, to-wit:

Township 16 South, Range 35 Rast, N.M.P.N.
Sectlion 13: S€/4¢

Section 23: sk/¢

Sectlon 241 W/ AS/4, WNei/4NER/ 4

Section 25: M/4

Sectlon 26: NR/4

Sald land ls estimated to comprise 720.00 acres, whether it sctually cosprlses more or less.

Wo the other provisions hersin contalned, this lease shall rfemsin in force for a term of _three (3)
y--u £ 7%, 2001 (called *primary tesm™) and a3 long thegeaftss as oll or gas i3 produced from sald lend or
from land with which seld land {s pooled.

3. The royalties to be paid by lesaee ace: (a) on cil, and other 1}iquid hydrocarbony saved at the well, three-
sixteenths {3/16ths) of that produced and seved from said land, same to be delivered at the wells or to the credit
of lessor in the pipeline to which the wlly may be connected: (b) on gas, including casinghead gas or other gsseous
substance produced from said land and used off the premises or used in the sanufacture of gasoline or other
products, the market value at the wall of three-sixteanths {3/16ths) of the gaa used, provided that on gas 3old on
or off the premises, the royalties shall be three-sixteenths ll/l‘thal of the ampunt realized from such sales (c)
and it any time when this lease i3 not validated by othex proviaions heccof and there L3 a gas and/ac condenaate
well on waid laod, or land pooled therewith, buX gas or condensate 1s not being 30 s0ld or used and such well is
shut in, either before or after production therefrom, then on or before 90 dayy asfter said well is shut in, and
thereafter ot annual intervals, lesace may pay or tender an advance shut-in royalty equal to $1.00 per net acse of
lessor‘s gaa acceage then held under thia lease by the party making such paymeat or texder, snd sc long es said
shut-in royslty ls paid or tendered, this lease shell not terminate and it shall be considered under all clausea
Receof that gaa la being produced from the leased premiszes lo paying quancities. Each such paymeat shall be pald
or tendered to the party or parties who at the tims of such payment would be entitled to secaive the soyalties shich
would be paid under this lease if the well were in fact producing. The payment of tender of royaltiey and shut-in
foydlties may be made by check or draft. Any timely payment or tender of shwt-in coyalty shich is made in a bona
tide attempt To make proper payment, but which is ecronecus in Wiolé or Ln pact a3 to pasties or smounts, sliell
nevestheless be sufficient to prevent Cerminaticn of this lesse in the same meuner s3 thuugh a proper payment hed
Leen mede Lf lesace shall correct such efror within 30 days after lwssce has ceceived written notlce thereof by
certified mail from the party or parties entitled to receive payment together with such writteuo iapstyuments (or
certified coplea thereof) a3 are wecesvary to enable leasee to make proper payment. The amount realized from the
3ale af ges on or aff the pcemizaa shall be the price ecatablishead by the gas s«les contract entered fluto in good
faith by le3sce and gas purcheses for such tesm and under such conditions ss are customary in the industry. “Price”
shall wean the net amount recelved hy lessee aftec giving effect to epplicable regulstory orders and aftec
spplication ot any -ppliccble prlce adjustments apecified in such coatract or requlatory ordex:. En—tive—cvent
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4. This §3 « paid-up lesse and lessee shall not be obligated during the primary tesm hereof to commencs or
continue any operations of whatsocever character Or to meke any payments hereunder in order to maintain this lease
in force during the pclmacy temm; howeves, thia provistion i3 not intended to xelieve lessee of the obligation to
pay royalties on 4ctual production pursusnt to the provisions of Paregreph ) hercof.

$. Lessec i3 hereby granted the right and power, from time to time, to pool ox combine this lease, the land
cavered by it or any part or horizon thereof with any other land, leaves, mincral estates or patts thereof for the
production of oil or gas. Unita pooled herewder shall not exceed the staudatd prosstion unit fixed by law or by
the 011 Conservation Division of the Energy and Minerals Department of the State of Mew Mexico or by any other
lawful suthority for the pool or area in shlch sald land i3 situated, plus & tolerance of ten pescent. Lessece shall
file written unit designations in the county in which the premtaes are located and such unita may be desiguated from
times to time amd eithes before or after the cowpletion of wella. Drilling operations on or production from any pact
of any such uwiit 3hall be considesed for all purposes, except the payment of royalty, as operations conducted upon
or production from the land described im this lease. There shall be sllocated to the larxl covered by this lease
included in any such unit thet portlan of the total production of pooled minersls from wells in the unit, after
deducting any used in lease or unit operations, which the net oil or gas acreage in Lhe lamd coverad by this lease
iucluded in the unit bears to the total number of surface acres lo the unit. The production 3o alloceted shall be
consldered for sll purposes, including the psyment or delivery of royalty, to be the entire production of pooled
alnerals from the portion of said lind covesrod heateby and included in said wnit in the same sanner &3 though
produced fram said land under the tems of this leese. Aoy pooled unit designated by lessce, a3 provided herein,
miy he diasolved by lessce by recordiig an appropclate instrument in Che County where the land is situated at any
time sfter the completion of a dry hole ar the cessation of production on 3asid uait.

6. 1f at the eaplration of the primacy tesrm there is no well upon 3eid land capable of producing oil or gas, but
leszee lias commanced operations for drilling or geworking thersan, this leese shall remain in foxce »o long es
opesations are prosecured with no cessation of moce thau €0 consecutive days, stiethet 3uch opeccetioius be on the seme
well or on a different or additional well or wells, end if they result in the production of oll or gas, so loug
tiieceattoc as ol) or yas is produced from 3eld land. If, after the explration of the psisary teim, all wells upon
34id laml 3hould bucome incapabie of producing for auy cause, this lease shall pot tesminate if lessee Cusmences
opecatlons for additlonel drllling or for rewurking within 60 days thercsfter. If 4ny drilling, additlonal
drilling, orf reworking operations hertunder fesult in production, then this leese shall remain in full foxce 30 lung
theceafter a3 oll or gas ls produced hereundar.

7. Le3sses shall heve free use of 0il, gas ernd water from seid lamd, except water from lessor‘s wells end tanks,
for all operations hereunder, and the royalty ashall be computed atter deducting any 30 wed. Lessece 3hisll have the
right «t any times during oz after the expirstion of this lesse to remove all property and fistures placui by leazee
on ssid land, including the right to draw amd remove all cesing. Whea required by leasor, lessee will bury all pipe
lines on cultivated lamis below ordinary plow depth, and no well sh4ll be drilled within two hundred feet (200 ft.)
of any residence or bam now on said land without les3or’s canseunt. Lessoc shall have the privilege, ac hia riak
and expense, of uzing ga3 from any gea well on zaid land for stoves and inside lighta in the prlacipal dwelling
t\u:em, out of aay surplus gas not needed for operatious herewxier.

8. The rights of either perty hecfeunder msy be assiguned in whole oc in part end the provisions hegesof shal
extend tao their heles, excautors, administcators, successors and aszslgna; but no change in the ownership of the las




or in the ownmership of, or rights to receive, royalties or shut-in royaltles, however accomplished 3hall operste
to eslerge the obligstlons or diminish tlhe rights of lessva; and no such change or division shall be binding upon
lessve for any purpose until 30 days sfter leasee has been furnished by certizied mail at lesace's principal place
of buslness with ascoeptable instruments or certified coples theceof conatituting the chaln of title from the
oriyinal lessor. If any auch change in owncrshlp ocaurs through the deathh of the ownec, lessce may, at ita option,
pay o¢ tender any royalties or ahut-in royalties in the uams of the decessed or to his eatsate of to his helcs,
executor ac edministratoc until such time as lessee has been fuinished with evidence aatiafactury to lesses a3 to
the persons entitled to such sumy. An sasignacnt of this lease in wwle ur in part shall, to the extent of such
assipument, crellieve and discharqe lessce of any obligations hereunder and, 1f lessce oc assignee of part or parts
heceol shall fail or wake default jn the payment of the proportionate part of royalty or stut-in royalty due from
such ledsee or assignee or fail to cosply with any of the provisions of this lease, such dsfault shall aoc affect
this lease insofar a3 Lt covers a part of sald lamds upou which lesses or any sasignee thereof shall propetly ocosply
or make such payments.

9. Should lesses be prevented from complying with sny express or implied covensant of this leass, or from
conjucting dcilling of reworking optrations hereunder, or from producing ofl oc gas herewnder by reaszon of scarcity
oc lnability to obtain or use equipment ot materiul, or by operation of force majeurw, or by sny Federal or state
law ot sny ozder, rule or sequlatiocn of governmental authority, then while 30 prevented, leasee's duty shall be
suspended, and leasce shall not be lisble for failure to comply therewith; and this lcase shall be extended while
and #0 loog a3 lesses is prevented by any such cause from conducting drilling oc reworking operstions or from
producing ail or gas hereunder: and the time while lessee is 30 prevented shall not be counted against lesasee,
anything in this lease to the contrary notwithatanding.

10. Lessor hereby warrants and agrees to defend the titlas to sald land and agreas that lessec at is ocption may
dischacge any ten, mortgege or other lien upocn said land, and in the event lessece dows 0 it shall be subrogated
tao such u.u: with the right to ¢aforoe same and to apply royalties and shut-in royalties payable hereunder towerd
--tl.({inq pame. Without impairment of lesscs’s zrights wxies the wacranty, if this lease covers a less interest
in the oil “and gas in all oc any part of seid land than the entirs and undivided fee simple estate {whather lessor's
intezest is hereln specified or not) then the soyalties, shut-in soyalty, end other paymeats, if any, scctuing from
any part a3 to which this lesse covers less than such full intecest, shall be paid only ia the propoctioa which the
intereat therein, 1f any, covered by this lease, beacrs to the shole and undivided fee 3imple estate tharain. Should
any ooe Or more of ths partiecs named above as lessors fall to exccute this lease, it shall nevertheless be binding
upon the pasty or parties executing the same.

11. Lesace, ite or his successors, helrs and assigns, shall have the right at any time to surrender this leasse,
in whole or in part, to lessor or his heirs, successors, and assigns by delivering or sailing a releese thereof to
the lessor, or by placing & relesse thereof of record in the ocounty i which said land i3 situsted; thereupon lesses
shal] be ralieved from all cbligetions, expressed or implied, of this agreement as to acreage 30 surrendesed, and
theresftex the shut-in royalty payable hermunder shall be reduced in the proportion that tha acresge covered hecsby
is zeduwced by ssld relsaze or relsases.

ADDITIONAL PROVISIONS

172 Natwithstands the aed barcia to the cutrary, of the end of the primary term, this beass will Laiate se 1o aft s2id Lnds nut than mchuded i or sBocted
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b) Al the spiratian of e primary term, Lemee is angaged i drilling, dopaning, rking ar opletios aparsticas an said Linds or an Lands poalod tharewith;
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uwnﬁ&wmd-‘uﬂyh\ngmin'nﬂwu if 2 vl phugged 28 2 dry bule, the “plugging” shall bo the dats of ling the pluggng
sepaat ppcap > ghority having jerimds
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well (which shall imchide dndt-in wells) undar special ficld rules lgatad by the apprapeiats go d sulbcrity baving jurisdidin, a e tins of terminstian, ar, m tae
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atoluancs of 10K, for 3 epecing or prarstion uait, mnd eoh ol well (which shall mchude dust-io wulls) shall be allocsted 80 acres plus s tolamnce of 10%, for 8 gpacing ar
proration m. Each such spacieg or proretian uait shall be as nearly as practicable is the sbape of 2 square or rectmgle murmmding much well.

14. Wotwithstaniing such tarminstion, Lesses shall have & continuing right of way and easement on, over and
acroas all the land covered hereby for the construction, use, maintenance, replacement, or removal of pipelines,
roads, telsphone llnes, electric lines, tank and other faclilities for its operdations hereunder on land remalning
covered by this lease following such teminatioca.

1S. this oil and gas lease is subordinate to thet cerxtain “Prior Lease” dated Auguat 25, 1997, effective December
17, 1997, recorded in Book §27, page 127, Lea County Records, as amended Dy instument dated . 2000,
recosded in Book ¢ Page » Lea County Recorda, but caly to the extent that ssid Prior e 1s currently
a vallid and subsisting oil and gas lesse. Notwithatanding any other provisions of thlsy oil and gas leass, the end
of the primacy term hereof ahall be exterxied until the third (3'") anniversary date of this oil and yas lecase neat
tollowing sxpiration of the coatinuous developsent provision contained in edded Paragraph No. 12 on Exhibit “A“
attaded to the Prlor Lease, provided thet in o event shall the primary term hercof expire later than the 20
annivarsary date of thiis oil and ges leaze. Bxecution of this oll and gus leanss by Lessor shall puver be construedt
a3 a retification or revivor of the Prioc Lease. lessor spocifically agrees not to enter iuto any sgreement of any
form that would extend or contlnue the primary term or the contimucus development provision vt the Prioc Lease, ox
modlfy sany of the existing provisions of the Prior Lease.

Exscuted the day and year first above written,

'/QEQEZ:Z A ﬁ?t 4;4 4-22-92 /ual

Nadeline Stokes as4
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T Q7162

Producer's 80-Producer‘s Revised 1994 New Mexioo Form 142P, Paid-up
OIL & GAS Lease

TIIS AGRZD@NT mads this 27th day of Nscch, 2001 between Ecma Hamllton, dealing with
whoae aikiceas ia P. O. Box 1470, Big 3pring, Texas 79721 herein called lessor (whe

0. Box 103, Hinesla, Texaa 73173, Lessee;

_30le end scpsrate propecty,

1. Lessor, im consideration of TEN AND OTHER DOLLARS in hand pald, receipt of which i3 here acknowledged, sad
of the royalties herein provided and of the agresementy of the lessee hereln contained, hereby grants, leases and
lets esclusively unto lessee for the puspose of investigating, explacing, prospecting, dcilling, amd operating foc
and pcoducing oil and gas, injecting gea, waters, other flulds, aud air into subsucfece strats, laying pipeliages,
atoring oil, bullding tanks, goadways, telephone lines, and other structures and tliings thezeon to produce, save,

take cece of, treat, proceas, store and transport said minerals, the follawing described land in Lea County, MNew
Mexdco, to-wit:

Township 16 South, Range 35 East, N.M.P.M.
Seation 13: SE/4

Sectlion 23: SB/4

Section 24: WW/4/8, W/ ANE/Q

Section 251 NW/4¢

Section 26: NE/4

3sid lend i3 estimated to comprise 720.00 acres, whether it actually comprises more or leas.

o IMWE
2. 3ubjectfifo ths other provisions hersin contained, this lease shall remaln in force for a term of three 3y
years froa 7%, 2001 (called “primary terms”) and a3 long thercaftec a3 o0il or ga3 is produced from said land or
from land with which said land is pooled.

3. The goyslties to bs paid by lessce are: (&) oo 0il, and other liquid hydrocarbons saved st the wall, three—
sixteenths (3/16ths) of that produced and saved from 3aid land, same to be delivered at the wells or to the credit
of le3sor in the pipeline to which the wells may be comnected; (bl oo gas, lacluding casiaghead gax ac othec Gazecus
substance produced from said land and used off the premises or used in the manufacture of gasoline or other
products, the market value at the well of three-sixteenths (3/16ths) of the gas used, provided that oo gas sold on
or off the premises, the royalties shall be three-sixteenths (3/16thsl of the amcunt realized from such sale; (c}
and at any time when this lease i3 not validated by other provisions hereof and there is a gas and/or condensate
well on said land, or land pooled therewith, but gas or cordensate is not being so 3old or used and such well is
shut in, either before or safter production therefrom, then on or before %0 days after said well i3 shut in, and
theresfter at sannual intervals, lesswe may pay or tendec an advance shut-ia zoyalty equal to $1.00 per net acre ot
lossoc’e gas acreage then hecld under this leasc by the party making such payment or tender, and 30 long as said
ahuc-in royalty i3 paid or tendeced, this lease shall not terminate and it shsll be considered under ail clauses
hereof that gas is being produced from the leased premises in paying quantities. Each such payment ashell be paid
oc tendetwd to the party or parties vho at the time of such payment would be entitled to receive the royalties which
would be pald under this lease if the wll were in fact producing. The paywent or tender of royalties and shut-in
foyalties may be made by check or draft. Any timely psyment or tender of shut-in royalty which is sade In « bLona
fide sttempt to make proper payment, but which is erroneous in whole or in pert a3 to perties or smounts, ahall
nevertheleas be sufficient to prevent termination of thia lease in the same manner as though & proper peyment hal
Leen made 1 lessee shall correct such error within 30 days after lessee has received written notice thereof by
certitied mall from the party or parties entitled to receive payment together with such written instruments (or
certified copies thereof) as are necessary to enable lessce to make proper paymeat. The amount realized from the
ssle of gas on or ¢ff the premisea shall be the price established by the gas saley contcact entered into in good
fuith Ly lessee and gas puirchaser for such term sl under such conditions &3 are cuatomury im the lncdustry. “Price®
3hall mean the nel amount seceived by lessee after gilving effect to applicable regulatory ocders and efter
application of sny applicabla price adjustments specified in such contrect or regulatory orders. In—the—evant
Frasewcompressesr,—treats,—purifiecs,—or dehydrates auch gea (wiether ou or off the-iteased-presmiseat—or tranaports
gev-otf-the lssscd premises, -lessee in computing—coyalty hereuwnder may deduct feom—eudi—peive- ¢ reasonable chacge
for—vech—of-such—funct ions-pactormed 2= )}

4. This 13 a paid-up lease anl lessee shall not be obligated during the primacy term hercof to commence oc
contloue any opecations of whatsoever chagecter OX to make any piyments heseunder in ordec to maintaln this lease
in force during the primsry term; however, thia provision 13 not intended to relieve leszece of the obligation to
pay royalties on actual producticn pucsuant to the provisions of Paragraph 3 hereof.

S. Lessee i3 heredby granted the right end power, from time to time, to pool of combine this lease, the land
covered by it or any part ox hocizon theceof with any othur land, leases, mineral estates or parts thereof for the
production of oil of gas. Units pooled heseundex shall oot exceed the standard procatios unit fixed by law or by
the Gil Conservation Divislon of the Energy and Minerals Department of the Srate of New Megxico or by any other
lawful suthority for the pool or area in which 3eid land is asitusted, plus a tolerance of ten percent. Lessee shell
flle writtea unit designations in the county in which the premises are located and such units may be designated tiom
time to vime and elther before oc after the cospletion of wells. Drilling operaticas on or production from any pact
of any such unit shall be considered for all purposes, except the payment of royalty, as opezatiocas conducted upon
or production from the land de3scribed in this lesse. There shsll be sllocated to the land covered by this lease
included in any such unit that portion of the total production of pooled minerals from wells in the unic, aftecs
deducting any used in lesse or unit operations, shuich the net 0il or gas acreage in the land covered by this lease
inchuded in the unlt bears to the total mmber of surface acrea in the unit. The production 3o sllocated shall be
considered for all purposes, including the payment or delivery of royalty, to be che entire production of pooled
minecrals from the portion of said land covered hereby and included in said unit in the same manner asz though
produced from said land uader the terms of this lease. Any pooled unit deaignsted by lessee, as provided hexein,
say be dissolved by lessee by recording an appropciate instrument in the County where the land is situated at any
time after the completion of a dry hole or the cessation of production on said unit.

6. If at the explcation of the primary term thece 13 no well upon said land cepable of producing oll or gas, but
lessea has commenced opesatiocns for drllling oxr feworking thereca, thia lecsde shell reamain in force a0 long es3
operations are prosecuted with no ceasation of more than 60 consecutive days, whather such operations be ca the same
well or on a different ocr edditionsl well or wells, and 1f they result la tlhe production of oll or ges, so long
thereatter 43 oll or gas L3 produced from said lend. 1If, after the explration of the pcimary term, all wells upon
asid laxl should become incapable of producing for any cause, thls lecazo shill not terminate 1f lesscs commences
operstions tor additlanal drilling or for reworkiug withln 60 deys therusttec. 1€ eny deilling, =miditiousl
drilling, or rewosking operationa hercurder cesult ia production, thea this ledse shall remain fn full force so lung
thecreatter 4n oll or gas 13 produced hereunder.

7. Lessece shall have free use of oil, gss end water from said land, except watec from 1€330c°3s wells and tanks,
for all operations heceunder, and the royalty shisll be computed after deducting any 30 usel. Lessece shall have the
right at any time during or after the cxpirstion of this lease to remove 81l propecrty and fixtures placed by lessce
on said land, locluding the right to draw and remove all casing. When required by lessor, lesses will bucy all pipe
lines on cultiveted lands below ordinary plow depth, 4ad no well shail be drilled within two hundred fect (200 fr.)
of any fesldence oc barn now on 3eid land without 1e330I's Consent. Lessor shall have the privilege, ot hia riak
and expense, of using ges from any gas well on seid land for stovea and inside lighta in the pcincipal dwelling
thervon, out of any surplus gas not needed for operstious heceunder.

8. The sights of either party hereunder may be assigned in whole of in part and the provisiocas hereof ahall
extend £O thair helrs, executocs, adalnistretors, succeisors and assigns; but no change in the ownecship of the land



ocr In the ownecrship of, or rights to receive, royalties or shut-in royaltics, however accowplished azhall operata
to wnlirge the oblligations or dimlnisli the rights of lessce; aud no 3uch change of divizion shall Le binding upon
lesice for any purpose until 30 days after lersce has been furnfished by cectified mall at lessce’s principel place
of business with acceptable inastruments o« certified coples thereaf conatituting the chain of titla frow the
original leasor. If any such change fu ownecrship occuka through the death of the wwmer, leszec may, st its optlon,
Pay of tewmier any royalties or stwt-in foyultivs in the pame of the decoarn! vr to his eatate of to his helrs,
wRccutor or administrator wntil suchi time a3 leases hiasy been furndshed with svideucs satlafuctory to lessea a3 to
the pecsous entitled to such sumas. An assigneent of this lease in wvhole or In pact 3hall, to the exteut of such
ssulgument, relleve and dischacge leszee of any vbligatlons hereunder aid, if lesses or assignee of pact or parts
hereof shall fall or make defsulc iu the peyment of the proportionate part of royalty or stut-in royalty due from
such lessee or sssiyneec or fail to comply with any of the provisions of this lease, such default shail not affect
this lease losofac a3 Lt covers a part af said lamds upoa which lessee oz any assignee thereof shall proparly comply
or make such psywments.

9. Should lessee be prevented from coeplying with any express or implied covensnt of this lease, or from
conducting drilling or reworklag operations hereundex, or from producing oil or gas hcreunder by roason of scarcity
or inability to obtaln or use equipment or materlal, of by operation of focrce majeusre, of by any Federsl or state
law or any order, rule or regulation of governmentsal authority, then while sa preveated, lessee's duty shall be
suspended, and lLessee zhall not be lisble for failure to coamply therewith: and this lease shall be extended while
and 30 loag a3 leslee i3 prevented by any such cause from conducting drilling or reworking operstions or from
producing oll or ges hereunder; and the time while leasec i3 30 prevented shall not he counted against lessee,
anythiog In this lease to the contrary notwithastanding.

10. Lesasor hereby warrants and agrees to defend the title to said land and agrees that lessee st ls option may
dischargs any taz, mortgage ox other lien upon 3ald larxl, and in the ovent lessce does 3a it shall be subrogated
to such llcn with the right to enfocce 3ame and to spply royalties and shut-in royalties psyable hereunder towsrd
satistying, ,m Without impaizment of lessee’s rights under the warranty, if this lesse covers a less Interest
ia the oil and gas in all or any pact of 3aid land then the entiza and undivided fee alsple estate {whether lessoc’s
interest 13 herein apecified or not) thea the royslties, shut-in royalty, and other payments, if any, accruing from
any part as £o which this lease covers leze than such full intecest, shall be peid oaly in the propoctioca which the
interest therein, if any, covered by this lesse, bears to the whole and undivided fee simple eatate therein. Should
any oae or moze of the parties named above as lessrors fsil to execute this lease, it shall nevertheless be binding
upoa the party or pactties executing the sams.

11. Lessea, its or his successors, heirs and assigns, 3hall hsave the right at any time to surxender this lease,
in whole or in part, to lessor or his helrs, succesaors, and asaigns by delivecring or malling a relesse thersof to
the lessox, or Ly placing s relcase thersof of record in the county in which 3aid land is situsted; thereupoa lcsses
shall be relieved from all cbligations, enpressed or implied, of this agreement as to screage so surrecdered, and
thereafter the shut-in royalty paysble hecsunder shall be reduced in the proportion that the acroags covered hereby
is ceduced by sald release or releasss.

ADOITIONAL PROVISIONS

12 Nawihs sdis g 2 ything cxntsihed baren 1o the contrary, st the ond of the primary tcxo, this team will taminge a8 o all ©id lnds na thon mchuded i or alloctad
1o o spaciog of praratian und sllocuted 10 2 produciny woll (which sball clude dust - wells) valom

) Lomen hag drillad, decpaned, rewarked or secompleted 8 well am said bands sbove daaibed ar a0 Lands pociod thacwith mad withis aoe bundrad gty (180) days
peicr 1o the cxpisation of the pricury tarm, camplaod sid well as & produces of uil md/ur gas, ar ploygal sad wal 20 3 &y hale, u

b) At the opiration of the primary Lesm, Loscs is engagod in drilling, docpaning rewarking ar pldion aperatians an said Lnds or an 130ds peoled tharewith;

and tharealer Lomos a cmta dnlling program wheydby aperatians fox the drilkiag of » new woll, o the deparing, rewarking o recompletion of m ecging wdl,
au_n-.o-lwlh-mwdcwy(ln)day!dchwaumd'm the expisaion of the paoiacy torm, ar (i) the complalian o plugymg of my well deidlad,
& od, rewarked of ibe exp of the prmsry term. For the purpoecs harad, “camplaiua” shall Le the date of the filing of the patatiuk
tdtwlldhwwr al abori junmdiction, if a prodk ar, of & vl w phagged 28 2 &y bole, the ~phuygay” vhall be the dise of filing the phagpay
lwﬂhmmd-‘hmyhmgm

13 Whl“m—dmmlmhhuwmiAzbdnwuhMnamwwmmaﬂwwap-dm‘
welf (which sbiall mchide shist-a wells) wnder special ficdd nulos prowmdgatal by e appraprizie govavmanal asbwity haviny juried , o the time of sm; ar, e
d-adpadﬁddmhdaﬂmd-&ﬁddﬁlm-y.v-ﬂhhﬁd&-uﬁwmﬂl(““n&d‘miudl-)dullhoalhcldnl)uuplu-
a tolamce of 10%, for & pacg of prorsios \ms, 20d cach oil well (which shall inchude st -in weils) shall be allocated 80 acxes phus 2 tolarance of (0%, for 2 spaciag or
prarmion und. Each much spacng or praration wsit shall be 58 ncarly ae practicable i the shape of sy st saygle dang euch wel.

14, Notwithatandling such terminstiocn, Lesses ehall have a continuing right of way and essement on, over and
across all the land covered hereby for the construction, use, maintenaace, replacement, or removal of plpeliges,
roads, telsphooe lines, electric lines, tank and other facilities for its operations hereunder on land remainiag
cavered by this lease following such terminatioa.

15. This oil and gas lease is subordinate to that certain “Brior Leass” deted Auguse 235, 1997, effective December
7. 1997, secorded ia Book 827, page 124, Lea County Records, &s amended by instrusent dated . 2000,
recorded in Book « page ; Lea County Records, but only ta the extent that seid Prior Lease is currenmtly
a valid and subsisting oil end gas lease. Notwithstanding any other provislons of this oil sand gas lesse, the end
of the primacry term hereof ahsll be extended until the third (3°’) aonivecsary dete of this oll and gas lease pext
following expirstion of the continuous development provisfion contained in edded Puragraph No. 12 oa Exhibit “A~
atteched to the Prior Lease, provided that In no event shsll the primary term heresf expire later thsa the 20'*
annivecsary date of thils oll and gas laase. Exacution of thia oil end gea3 leass by Lexzoc shall never be conatrued
as a zatificatlaon o revivor of the Prior Lesse. Leasor specifically agrees not to enter lato any agseemeat of sny
form that would sxtend or continue the primarsy teom or the coatinuous development provision of the Prioc Lease, or
modify sany of the exiating provialons of the Prior Lease.

Executed the day and year first above wxittea.

~

~
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INDIVIDUAL ACKNOWLEDGMENT (New Mexico Short Yorm)
STATE OF Texas

coners 0r _pLo ot of

This iostrument was acknowledged before me on a—fp)\.l_l_ LI 2001, by
Heailtoa 1 R
Notary Public, State of ___ 4

My Commission Expires: o) ‘%?[__—__——_-

- \l. e ]‘.."._ A\‘;z
- Q.- . A
STATE OF NEW MEXICO P A o KO
COUNTY OF LEA 5/ d‘ LT
FILED 3 ‘ ,).' Tt
o JUN 112001 RE7 U 8]
g ‘ O. clock " O:)-...u\j'h ‘.".
. asd rocorded B Boek rrm—— Tt
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214 West Toxas DAVID H. ARRINGTON OIL & GAS,INC.  Phone: (915) 6826685
.Suite 400, (Zip 79701} Fax: (915) 6824139
P.0.Box 2071
Midland, Texas 79702

September 10, 2001

Mr. Derold Maney
Ocean Encrgy, Izc.

1001 Fannin, Suite 1600
Fouston, TX 77952

"Re:  Ascignment OF Rights In And Tc Certain Farmout Agreaments Concerning The

SW/4 Of Section 25, T16S, R35E, Lea County, New Mexico
South Payday "5 Prospect

Gentlemen:

Whea execcted by the parties bereto, this letzr agreement (tiis “Agrsement™) shail set forth the
agreement between Ocean Poergy, Inc. 2 Louisiana corporation (“Ocean™) and David H. Arrington
Oil & Gas, Inc. {"Arrington”™) conceming the assigarnent of thirty perceat (30%) of Occan’s right in
and  those cortain farmout agreements covering the SW/4 of Section 25, Ti6S, R2SE, Lea County,
New Mexico, more particularly described on Scheduls | bsreto (suck agreemcal, as may be
amended, suppiernent=d, restated or otherwise modified £om ume to time, 2 “Facnout Agreerent”,
acd collectively, the “Famnout Agreersants™). For good acd valuable ccusideraticn, the sufficiency
of which is hereby acknowledged, the parties do hereby agrae as follows:

L

On or before July I, 2002, but a0t earlier than Jaguary 10, 2002, time being of the csscace,
Auripgten shail commence actual drilling of a test weil (the “Test Well) to be locatsd in the
NW/4 of Section 25, T16S, R3SE, Lea County, New Mexdco, refetred w as the Triple
Hacke Dragon 25 #1 Well, and shall thersaficr prosesute drilling of the Test Weil to
penetrats and test the lower Mississippian Lime formation (ag hereinafter defined) or to 2
depth of approximately thirteen thousand two hundrd fees (13,200°), whichever is the Jesser
depth (the “Coatract Depth™) and shall cemplete the Test Well as capable of producing oil
and/or gas in paying quantities or plug and abandon the same. Ocean shall participate in the
drilling of this Test Well for its proportionate shars The Lower Mississippian Lime
formation is defined as that certain gas and condsusate bearing zone cucountered at the
stratigraphic equivalent depth of twelve thousand fir hundred and four feet (12,404°), as
shown oo that certain compensated neutron three detector deesity log measurement in the

Mayfly “14” Statec Com # 1 Well, located in Section 14, Toweship 16 South, Range 35 East,
Lea County, Now Mexico. .

E*“\B\T

y (0~



_ 03 fL 2002 1009 FAX COTTON. BLEDSOE

7 ang
,7"1:.\ OCénN ENZRACY eRL, 2 .£T@QT STOET Y. L N2 455.0,255%0 F K]
-
Mr. Derold Maney
Cgczan Energy, inc.
September 10, 3C01
Page 2016

In the event tha the drilling title opinion readered by a law firm licensed tc da buswess in the
State of New Mexico shall comtain tide requirements such thatr Asringtor of Ocean as a
reasonable and prudeat operator is unsble to commeace drilling operations oa the Test Wall
prior to Juily 1, 2002, Arvingtoa or Ocean shall no lazer than Jaouary 5, 2002, initiate force
pooling proceeding for a 320 acre unit comprited of the W/2 of Section 25, T16S, R3ASE,
Lea Couaty, New Mexico. Arrington of Ocean shall ciligently and expeditiously pool such

lands in order 10 cure such stle requirerneats so that the Test Well may be drilled prior o
haly 1, 2002.

Should Arrington or Oczan fail to successiully cure such tide defects through force pooling
proceeding or otherwise and fail to tmely commesce drilling aperations on the Test Well by
July 1, 2002, then Ocean shall hawe the right, but oot the obligation, to become the
desigrared Operator under the Operating Agreemens for the drilling of the Test Well trough
_the paint of first production; subsequearly, Ocsan shall relinguish operations under said Test
Well to Arrington, and Amington shall be the designaed Operator under the Operaring
Agresment. Norwithstanding anything contained m this Agreemsat to the coatrary Ocean
shall not be cbligated to participate i the d-illing of the Test Well for 3 share of costs
greater thar thirty-five percest (35%) and Oceag is satisSed in its sole discretion that the
remainder of the costs for the Test Well will be paid, either by Asrington or another third
party with tide to the leasehold interest in the lands cottained within the pooling order issued
by the New Mexico Ol Conservation Divisies.

In the event any well ig lost for any reason prior to bemg diilled to Contract Depth or
Arnagton bas encoustered, during the drilliog of any well, mechanical difficulty or a
fonnation or condidca which would render further drillicg impracticable or imposuble,
Arringion may plug and abandoa that well and may cootioue its rights under this agresment
by comm=acing a substitute well (or wells) ("Substitate Well(s)") for any such well which
has been lost or abandoned within sixty {60) days from the date the drilling ng is removed
from the location of the prior well. Any Substtate Well drilled shall be drilled subject 1o the
same terms and cooditions and to the same depth as provided for the well 36 Jost or
ahandoned. Any ceference ia this agreemert to the Test Well shall be deemed to be 2
reference 1o any well or wells, which may be drilled as 3 Substmte Well. In the event that
either purty elects to dsill a Scbstitute Well as provided bersio, the ather party must
participate iz same, or forfeit to the participating party acty iolterest which it would have
otherwise ezrned by virtue of its pasticipatioa in such Substicute Well.

3. Contm_:ponneously berewith, Arringtos and Ocean shall bave estercd into that cerain
Openating Agreement attached hereto as Exhibit A (the “Operating Agreement™), covenng
the W72 of Section 25, T16S, R3SE, Lea County, New Mexico (the “Coutract Arsa”).
Exhibit “A™ to the Operating Agreement shall be completsd based upon the results of de
drillsite title opinion being prepared covering the W/2 of said Section 25.

Subject to thc teres and counditions (i) of thiy agreement, (if) each Farmout Agreement and
(i) the Joint Operating Agreement, Octan hereby assigns unto Arvington, ag undivided
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thirty percent (30%) of Ocean’s right n and 10 tack Farmmout Agreement. In the event that
any Farmouz Agreement contains a requirement that the Farmer (as defined in such Farmout
Agreement) thercunder cousent 0 any such assigament, Oczac shall use its best efforts ©
0blain such consent; provided boweve:, that in toe cvent that Ooean is ucable o acquire
such Farmar's coasent to assign, then Gcean shal! assipe additicaal interesi(s} from such
other of the Farmout Agreements as Ocean may elect w its discretion such that the aggresue
of Asringter”; right to earn rights under all Farmout Ag-esments wall entitie Aznngtoa to an
usignment 3f Ocean’s inwerest in the Conmuct drma 2qual 19 a0 undivided thirty percent
{10%), progcrticnately redaced to Ocear’s mterest in &te Contract Area. “he 1emms and
=onditions of this letter agreement shall agply 10 any extersions or recewals of 2ach Farmout
Agrecment acquired by either Arringten or Ocean wattuc 180 dazs of the expranon of me
farmout agresmeat.

Arringtoo has acquired proprictary 3D seismic data scrose zestaun lands, incuding, witkomnt

. limitatioe, T168, R3SE, Lea County, New Mexces (3) Section 23 £2E/2; (1) Section 24:

All that Asrmgion has o the SW/4, (1u) Sectos 25 W72, W2E i« (iv) Secties 26; E2E72;
(v) Secticr Z&: NEANE/4; and (vi) Seciion 3% PLZiNW4, MV./4NEQ (sush 3D seismic
daza, collectyvely, the “Aringon 3D Daw”), Astiyziza agrees {and reprzszas (o Ocean tha:
Arringtoa has the right to so agres) that Oczan _hai) () bave zcoosy 0 s Armingtos 3D
Data in Arrazton’s offces during pornad busiosss bears, 1o ordzr o work anl inwerpror &
Asnington 3D Dams and (i) have access 10 and copics ¢f, Arraztea’s interpestations of G
drriogoo 30 Data (the Arringon 3D Data together +ith such waterpretanccs thersof, e
“Amagon Evaluation Material™).  Asrpgton 57l remin Ll cwaesshiz cights to i
Arragton 3D Data, acd a0 ownership <r Lcease tc Le Aripgive oD Data sbiall Ue soaveysd
' Ocean. Except as provided for in this Paragrapt J, Arringles woiss 0o repissantabicas S
warragties to Dczan (i) as 0 the Amgtoa 3D Dz i) or i mspect of Ocxia’s redaace
wpos the Arringten Evaluation Material  Ceean :hall kees he Amingtia Evaluauva
Maenal cocficential, provided bowsve:, that suci uhlgatioz of coafidentuily shall Ll
agply o mformation which (i) was or becemes aveilikie to the public cther tran as 3 .eoul
€ a disclosurs oy Ocgun, () was or becores availatls 1o Ocens ca 2 pon-wadidaatial Sass
from a sourse other than Astingion, provided that such soarce 5 Sut kpows by Cesaa i Lo
bound by a confidestiality agrsemcat witk Amrisgram o vthawise pratbiied Eom
Tacsmitting e mformaties by a contrasmal, legd o Sducia sbigation, (1)) was widis
Occan’s possession pror to its being furnished oy A.ripgion. (v} ls developed or desivic
without the 2id, application or use of s Ao Svauanss Matena, (v 5 disciossd
fellowing reznpt of e written coasear of Arrizgton “o such dicizsave belng sasde, o (vij
disclased prrsuaat to Paragraph 6 hereoi.

Lu the eveat tbar Ocean is requested or required (by ot a0 questions, inLCrTORLINi=s, fCTests
for infortnauog or docaments, subpocoa civil invesugative denaad or cther Process; 0
disclose uny of the Aington Evaluation Maenal Ocsan wwrees that it will provide
Arrington a1tk prompt potics of any such request o; reuiremeat (atiten if poacecal) so Tt
Amngtog ;ay seek an appropriate pretective order of waive compiiangs with ths previsicss
of this Agreemeat. [f, failing the eatry of o protz:tine ordss or the recsipt of a wane:
Lereunder price 10 e tme such disclozure is requucs &5 be mzde, Ocsan may disclose L.
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poction of the Arington Evalustion Material which Ocean’s counsel advises that it is
compelled to disclose and will excrcise reasonable efforts to obtain assurance that
confidential treatmeat will be accorded to that portion of the Arrington Evaluaion Matenial
which is being disclosed. Auriogton agreet that Ocean shail bave no Bability hereunder for
any disclosure of the Arrington Evaluation Material made in compliance with tkis Paragraph
6. " '

7. Ocean has acquired proprietary 2D seismic data across certain lands, including, without
Lmitation, T15S, R3SE, Lea County, New Mexico (i) Section 7: Wi2, W2NE/4, W2SE/4,
SE/4SE/4; (i) Sectioa 17: W/ANW/4, NW/4SW/4; and (iil) Section 18: N2, N2S/2 (such
3D scismic dawm, collectively, the “Occan 3D Data™). Ocear agrees (and represeats to
Arringlon that Ocezn bas the right to so agree) that Arvington shall (i) have access to the
Ocean 3D Data i Ocean's afficss during normal business hours, in order to work and
interpret the Oczan 3D Dara and (ii) have access to and copies of, Ocsan’s interpretations of

_the Ocean 3D Data (tbe Occan 3D Data together with such interpretations thereof, the
“Oczaa Evaluation Matenal”). Ocsan shall retain full ownerstip fights 0 tie Ocean 3D
Data, and no owasrship or liccass to the Ocean 1D Dara stall be coaveved to Armingion.
Except as provided for in this Paragraph 7, Ocean makes no representatiors or warrznties to
Arsingtoa (i) as to the Ocsan 3D Data (i) or in respect of Arrington’s reliance upon the
Oczan Evaluatior Matenal.  Ascington shall keep the Ocean Evaluation Matstal
confidential; provided bowsver, that such obligation of confidentiality shall oot apply to shall
not apply to informadon which (i) was or becomes available o the public other than as a
result of a disclosure by Amington, (ii) was or becomes available to Amrington oa 3 200-
confdzatial basis Som a source other than Ocean, provided that such scurcs is not kncwa by
Astington to be bound by a confidentiality agreement with Ocean or othzrwise prohibited
from tmasmittiog the imformation by 3 contractual, legal or fiduciary obligation, (iii) was
within Arringtoa’s possession prior (o its being fumishes by Ocean, (iv) is developed or
derived without the aid, application or usc of the Ocean Evaluation Material, (v) is disclosed
following recz:pt of the written consent of Ocean to suck disclosure being made, or (Vi) is
disclosed pursuant to Paragraph 8 bereof, '

3. In the cvent that Amngton is requested or required (by oral questions, iaterrogatorics,
requests for information or documents, subpoena civil investigative demand or other process)
to disclose any of the Ocean Evaluation Material, Arrington agrees that it will provids Ocean
with prompt sotice of any $uch request or requirement (written if practical) so that Qcean
may seek an appropriate protective order or waive compliance with the provisions of this
Agreement. [f, filing the €aqy of a protective order or the receipt of a waiver hereunder
prior to the time such disclosurs is required ‘o be made, Arringtcn may disclose that portics
of the Occan Evaluation Magerial which Arrington’s counsel advises that it is compelled ©
disclose ard will exercise rsasonable offorts w0 qbtair assurancs that confidectial trestment
will he 3ccarded to that portion of the Qcean Evajuation Material which is being disclased.
Ocean agrees that Asvington shall have no lisbilicy bersunder for any disclosure of the Oczaa
Evaluation Material made in compliance with this Paragraph 8.
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9. hisnmmcmt.nnonofd:cpmestocrmzpa:mup nor shall this agreement be
coustrued as creating & mining or othe: parmership, joint vemture, agency relatiaship or
other association, or o render the parties Gable as parwers, co-venturers or principals.
Unless previded for to the contrary in the Operating Agreement, (i) the Liability of the parties
shal) be several, not joint or collective and (i) each party shall be responsible aly for its
obligations, and shall be liable ouly for its proportionate share of the cost, if any, to be
incurred hereunder, No party shall have any abiiity bereunder to third pardes to satisfy the
default of any other party in the payraent of any expense or obligatian.

10. This Agreenent and all mattens pertaining bereto, icluding but not hmited to, matees of
performance, poo-performance, breach, remedies, procsdures, rights, duties and interpretasioa or
coostruction, stall be governed and determined by the law of the Stare of Teas. THE
PARTIFS HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROPER
STATE OR FEDERAL COURT LOCATED DN MIDLAND COUNTY, TEXAS, AND

. HEREBY WAIVE ALL OTHER VENUES.

11. This Agreemrent, the Exhibits and Schedules hereis and the Operating Agroemant se forth all.

. understandings between the parties respecting the subject matier of this traasaction, and all prior
_agreementy, understandings and represestafions, whether oral ar wiitten, respecting this
transaction ars metged into and superseded by this written agresment.

12 This agreement shall be binding upon and shall inure w© the benefit of the parties and their
respective sucoessors and pamitted assigns and the tzzms bereaf shall be deemed to run with the
lands dascribed berem. I any transfer s effected by a party pursuant © the terns of &is
agreement, or by any of its Successors or assigns, the wransfer will be made expressly subject o
this agresmext, and the transferor shall remain respozsible for the obligatians of the Fansteree

until the transfrree expressly assumes in writing all of &= =dsting duties and sbligatians of &=
trapsferor.

13. This agreerasar may oot be altered or amended, nor any righty berounder watved, except by an
mstument, in wrting, execated by the party to de charged with such asendment or waiver. No
weiver of any other term, provisicn or cendition of this agresnent, in any ope or more instances,
sball be demrmed W be, or ccmstrued as, 3 further or contiouing wajver of any such term, other
provisicn or coadition or as a warver of acy other term, provision or condition of this agreaucnt.

14. EACH PARTY WAIVES, TO THE f’ULLEST EXTENT PERMITTED BY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH

RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS
AGREEMENT. .

15, If any provision of this agreement i3 ovalid, illegal or incapable of being enfarced, all otker
provisions of this agre=ment shall nevertheless cemain n full force and effect, so long as the
ecopomic or legal scbstance of the transactions conternplated hereby is got affected o a
materially adverse manner with resgpect to either party.
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If this propedy sets forth your understanding of oar agreement, please so indicate by signing in the
~ space provided below, and reuming to my artetion.
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Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.
IPPHE

David . Arvington

President

DDA
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ACCEPTED AND AGREED THIS I‘_{w\ DAY oss%ool

HmkWood g\‘/\

Attorney-in-Fact
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Scheduie | to that certain Lettsr Agreement,
by and between Oczan Energy, Inc., a Louisiapa corporation
and David H. Acrington Gil & Gas, Inc,,
datad as of Scptember 10, 2001

Fareout Agrecroent, ‘dated as July 23, 2001, by and betwsen Occan Energy, Inc, a
Loaisiana corperation, as Farmee, and Braa=x Resources, Inc., as Famor, as amended by
that certain Letter Agreement, dated as of August 14, 2001, atizached bereto as Exhibits B-1
and B-2;

Farmou: Agrectoeat, dated as July 23, 2001, by acd berwesa Ocean Energy, Inc, a
Louisiana corporation, as Farmaee, and Seates, Inc. acd 3.B.L., Led, as Parmor, &s amended

by that ceruain Lewsr Agreement, dated as of August 22, 2001, artached heretc as Exhibits
C-1and C-2;

. Fammout Agreement, dated as July 23, 2001, by aad betweem QOcean Energy, Inc., a

Louisiana sorporation, as Farmes, and Judith White, Trustse', 25 Farmor; as amended by

- that cextaip Letter Agreement, dated as of August 15, 2001, attached hereto as Fxhibi D-1

aed D-2;

Farmout Agreement, dated as July 23, 2001, by and betwemn Ocean Egergy, Inc, a
Louisians corporatian, as Pasmee, aod Slash Fonr Zawrprses, Ipc., as Farmar, as amendsd

by that certain Letier Agreemcat, dated as of August 15, 2001, artached berto as Exhibiz D-
land D-2;

Fammout Agresment, dated u'luly 23, 2001, by acd between Ocean Energy, Inc, 2
Inuisi;ucorpondon,ashnne-,andPnbOOil&Gas,ul’amur.asamndcdbydm

certain Letter Agreement, dated as of August 15, 2001, arttached bereto as Exhibir D1 anc
D-2;

Farmou: Agreement; dated as July 23, 2001, by and between Ocean Egergy, Ioc, 2
Louisiana corporation, as Farmee, and Phelps White, III, as Facmor, attached hereto as
Exhibit E; '

Famout Agreement, dased as July 23, 2001, by and between Ocean Eosmgy, Izc, a2

Louisiana corporation, as Famncs, and David R. Garcaway, as Farmor, attached heceto as
Exhibit F; and ‘

Famuout Agreement, dated as July 23, 2001, by 2ad betveen Ocean Epergy. Inc. a Louisiana
corposation, as Farmee, and ICA Energy, Inc., as Farmer, as amended by that cerrain Lester
Agreement, dated as‘of August 15, 2001, attached hereto as Exhibit G-1 and G-2.

ani;

v
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STATE OF NEW MEXICO
ENERGY. MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING EXHIBIT
CALLED BY THE OIL CONSERVATION

DIVISION FOR THE PURPOSE OF ! l/
CONSIDERING:

APPLICATION OF TVMIBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

ARTESIA [SIC] DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700

ORDER OF THE DIVISION

BY THE DIVISION:

Case No. 12731 came on for heaning at 8:15 a.m. on September 20, 2001, at Santa
Fe, New Mexico, beiore Examiner Michael E. Stogner.

Case No. 12744 came on for heaning at 8:15 a.m. on October 18, 2001, at Santa
Fe. New Mexico. berore Examiner David K. Brooks

NOW, on this 11th day of December, 2001, the Division Director, having
considered the testimony, the record and the recommendations of the Examiners, «

FINDS THAT:

(1) Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

Q) In Case No. 12751, TMBR/Sharp Dualling, Inc. ("TMBR/Sharp") seeks an
order staving David H. Amngton Oil & Gas Inc. ("Armington") from commencing
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operations under two approved Applications for Permit to Drill (the "Amington APDs")
pending final determination of Cause No. CV-2001-313C, now pending in the Fifth
Judicial District Court of Lea County, New Mexico, stvied "TMBR/Sharp Drilling, Inc
v. David H. Arrington Oil & Gas, Inc.. er al," (“the TMBR/Sharp suit™).

3) In Case No. 12744, TMBR Sharp appeals the action of the Supervisor of
District I of the Oii Conservation Division ("the District Supervisor") denyving two
Applications for Permit to Drill ("the TMBR/Sharp APDs") wherein TMBR Sharp
applied for permits to drill on the same spacing and proration units as the previously
approved Amngton APDs.

(4) At the hearing in Case No. 12744, that case was consolidated with Case
No. 12731, and was taken under advisement, to be determined on the basis of the record
made in Case No. 12731. Since these cases involve the same units and subject matter,
one order should be entered for both cases.

(5) On Julyv 17, 2001, Arrington filed an Application for Permit to Drill (form
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from
the north line of the section. This APD was approved on July 17, 2001 by Paul Kautz,
acung for the District Supervisor of the Division.

(6)  On July 25, 2001, Amngron filed an Appiication for Permit to Dnll (form
C-101) for its proposed Blue Drake "23" Well No. 1. to be located in the E/2 of Section
23. Township 16 South, Range 35 East, Lea County, New Mexico. at a standard location
in NE/4 SE/4 (Unit I), 660 feet from the east line and 1980 feet from the south line of the
section. This APD was approved on July 30, 2001 by Paul Kautz. acting for the District
Supervisor of the Division.

(7N The APDs described in findings (3) and (6) are the Amington APDs that
are the subject of the applications filed in these consolidated cases. -

(8) On or about August 7, 2001, TMBR/Sharp filed an Application for Permit
0 Dnll (form C-101) for its proposed Blue Fin "25" Well No. 1, to be located in the N/2
of Section 25, Township 16 South, Range 35 East, Lea County. New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from
the north line of the section. On August 8. 2001, Paul Kautz. acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Amngton's Triple-Hackle Dragon "23" Well No. 1.
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(9) On or about August 6, 2001, TMBR/Sharp filed an Application for Permit
to Dniil (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2
of Section 23, Township 16 South. Range 35 East. Lea County, New Mexico, at a
standard location in SW/4 NE/4 (Unit F), 1998 feet from the east line and 2038 fest from
the north line of the section. On August 8, 2001. Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Amrington's Blue Drake "23" Well No. 1.

(10) The APDs described in findings (8) and (9) are the TMBR/Sharp APDs
that are the subject of the applications filed in these consolidated cases.

(11)  On August 21, 2001, TMBR/Sharp filed the TMBR/Sharp suit.

(12)  In the TMBR/Sharp suit. TMBR/Sharp alleges that it is the owner of the
oil and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE/4 of
Section 23, Township 16 South, Range 35 East, Lea County, New Mexico, along with
other lands, pursuant to two oil and gas leases ("the TVIBR/Sharp leases") dated August
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate
Oil & Gas, Inc., recorded respectively in Book 827 at Page 127, and in Book 827 ar Page
124, Deed Records of Lea County, New Mexico.

(13) Although the primary terms of the TMBR/Sharp leases have expired.
TMBR/Sharp contends that the TMBR Sharp leases have been maintained in force and
effect by the dnlling of and production from its Blue Fin 24 Well No. 1, located in the
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New
Mexico. on lands allezedly pooled with the lands covered by the TMBR/Sharp leases.

(14)  Arrington claims that no legally effective pooling of the SW/4 SW/4 of
Section 24 with any lands covered by the TMBR/Sharp leases ever occurred, and that the
TMBR/Sharp leases have expired.

(13) Amngton claims that it is the owner of the oil and gas leasehold estate in
all of the NW/4 of Section 25. and all of the SE/4 of Section 23, Township 16 South,
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and
gas leases ("the Arrington leases") dated March 27, 2001, from Madeline Stokes and
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at
Page 282. and in Book 1084 at Page 285, Deed Records of Lea County, New Mexico.

(16) The Amington APDs and the TMBR/Sharp APDs both identified the
Townsend Mississippian North Gas Pool as the pool to which the well would be
dedicated.
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(17) The Townsend Mississippian North Gas Pool 1s governed by the spacing
and well density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)].

(18) The Arrington APDs conformed to the requirements of Rule 104.C(2), and
were properly approved.

(19)  After approval of the Arrington APDs. the TMBR/Sharp APDs could not
have been approved because:

(a) TMBR/Sharp's proposed Blue Fin "25" Well No. 1 was proposed
to be located in NW/4 of Section 25, the same quarter section as Arrington's
proposed Triple-Hackle Dragon "25" Well No. i, mn violation of Rule
104.C(2)(b).

(b) TMBR/Sharp's APD for its proposed Blue Fin "25" Well No. 1
proposed a N/2 dedication, whereas the previously approved Amngton APD
established a W/2 spacing unit.

(c) The approval of APDs naming TMBR/Sharp as operator for wells
proposed to be located in either the W/2 of Section 25 or the E/2 of Sec:ion 23,
following the approval of the Amngton APDs. would contravene Rule
104.C(2)(c), which requires that any subsequent well drilled in a spacing unit be
operated by the operator of the initial well.

(20) TMBR/Sharp did not present any geological or engineering testimony or
evidence that the locations it proposed were in any way superior to the locations proposed
in the Amington APDs.

CONCLUSIONS OF LAW:

(21) The Oil Conservation Division has no junsdiction to determine-the
validity of any title, or the validity or continuation in force and effect of any oil and gas
lease. Exclusive junsdiction of such matters resides in the courts of the State of New
Mexico.

(22)  Since the Armmington APDs were {iled at a ime when no contlicting APDs
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules,
and Armington has demonstrated at least a colorable claim of title that would confer upon
it a nght to drill us proposed wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Amngton APDs.
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(23) The approval of the Amngton APDs ipso facto precludes approval of the
TMBR/Sharp APDs.

(24) If TMBR/Sharp has bertter title to the lands in question, it has a fully
adequate remedy in the 5th Judicial Disirict Court of Lea County, New Mexico, which is
clothed with equitable power to restrain operations authorized by the Arrington APD, or
to order Arrington to withdraw the Arrington APDs, if such court determines either such
action to be warranted.

(25)  Since the Division has jurisdiction to revoke its approval of anv APD in an
appropnate case, Arrington's Motions to Dismiss TMBR/Sharp's Applications for want of
jurisdiction should be denied.

(26) The Application of TMBR ‘Sharp for an order staving operations under the
Amngton APDs until the conclusion of the TMBR/Sharp suit should be dented.
However. in the interest of protecting correlative rights. commencement of operations
under the Amngton APDs should be staved for a brief time after issuance of this order to
allow TMBR/Sharp to petition the 3th Judicial Dlstnct Court of Lea County for
temporary relief, should it elect to do so.

IT IS THEREFORE ORDERED THAT:

(1) Armmington's Motions to Dismiss TMBR/Sharp's Applications for want of
junsdiction are denied.

(1) TMBR'Sharp's Application appealing the denial of the TMBR/Sharp
APDs 1s denied.

() TMBR/Sharp's Applicauon for an order staying approval of the Amngton
APDs until final conclusion of the TMBR/Sharp suit is denied.

(3)  Approval of the Arrington APDs is hereby suspended for a period of ten
(10) days after the date of issuance of this order, to afford TMBR/Sharp an opportunity to
petition the Sth Judicial District Court of Lea County, New Mexico for relief in this
matter should 1t elect to do so.

4 Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

o

LORI WROTENBERY
Director
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TMBR/SHARP DRILLING, INC., e i

Plainuff, - BT :tfr'?'T"\clf.-;.e[F
vs. _ No. CV2001-3i5C

DAVID H. ARRINCTON OIL & GAS,

INC., JAMES D. HUFF, MADELINE
STOKES, ERMA STOKES HAMILTON,
JOE—IN DAVID STOKES, and TOM STOKES.

Defendants.

ORDER GRANTING PARTIAL SUMMARY JUDGMENT
- - “REGARDING FILING OF UNIT DESIGNATIONS
THIS \/IATT"R having come before the Court upon Motion of the Plaintiff s TMBR/Sharp
Drilling Company’s Motion for Partial Summary Judgment regarding Filing of Unit Designations
and the Defendant Aringron Oil and Gas Inc.’s and Deferéant HufTs Moton for Summary
Judgment Regarding Filing of Unit Designaticns and the Court being fully advised FINDS that the
Plaintff's Motion is wel] taken.and shouldte anc IS GRANTED and the Jefendant’s Motion is not

wei] taken and should be and IS DENIED.

Gary o L. C.L_g:::an
Distnict jucge

CERTIFICATE

[I—;..REBY ERTIFY atrue and carrec: copy of the foregeing Netice was mailed 1o all

- paries cn the /7= day at M&M.ZQLL 2001:

Richard Montgomsry, Esquire Phil Brewer, Zsquirs Emest L. Carroll, Esquirs
P.O. Box 2776 P.C. Box 298 ?.0. Box 1720
Midland, I'e'ms 767G2-277 Roswell, NM 38202 -0298 Artesia, NM 88221-1720

Michael J. Canon, Esquirs
305 W. Wali, Suite 1100
Midland, Texas 757C1

C, -
T . %émmx

Trial Céurt Administrative

AT




