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JASON KELLAHIN (RETIRED 1991}

March 27, 2002

HAND DELIVERED

Ms. Lori Wrotenbery, Director
Oil Conservation Division
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

MOTION TO CONTINUE T
™
Re:  Case 12816 N/2 Section 25, T16S, R3SE «
Application of TMBR/Sharp Drilling, Inc.

Sfor compulsory pooling, Lea County, New Mexico -

Re:  Case 12841  W/2 Section 25, T16S, R3SE &
Application of Ocean Energy, Inc.

Jor compulsory pooling, Lea County, New Mexico

Dear Ms. Wrotenbery:

On behalf of TMBR/Sharp Drilling’s ("TMBR/Sharp") we request
that the reference cases set for hearing of the Examiner’s docket for April
4, 2002, be continue until the New Mexico Oil Conservation Commission

enters an order decide Cases 12744 and 12731 heard at the De Novo
hearing on March 26, 2002.

At the conclusion of the Commission hearing yesterday afternoon,
Commissioner Wrotenbery announced that the Commission would attempt

to reach a decision about the permit dispute between Tmbr/Sharp and
Arrington by its April 26, 2002 hearing.



O1l Conservation Division

March 27, 2002
-Page 2-

At a Pre-Hearing Conference for the compulsory pooling cases held
on March 19, 2001, Mr. David Brooks, for the Division, continued the
reference compulsory pooling case then set for March 21 to April 4, 2001,
so that the Commission could decide the Permit (APD) dispute has a
prerequisite to the Division hearing the compulsory pooling case. Mr.

Brooks further advised that the pooling cases maybe continue further until
the Commissions decides the permit dispute.

A Commission decision in favor of TMBR/Sharp will eliminate the
need for the Division to decide the Ocean compulsory pooling case. In the
event the Commissions decides against TMBR/Sharp’s position, we estimate
that the pooling case with require a 1-2 day hearing.

Ocean complains that any delay in hearing its pooling case will
increase it risk that its July 1, 2002 Farm-in will expire. Ocean’s remedy
is in District Court and is not before the Division which has no obligation
to help save Ocean’s farm--in. Correlative rights is the "opportunity
afforded, as far as it is practicable to do so, to the owner of each property
in a pool to produce without waste his just and equitable share." Ocean join
forces with Arrington and as a result has waste its opportunity. Ocean also
had plenty of opportunity from July 23, 2001 to propose its own well and
file a pooling application prior to February 2, 2002. If is now time for

Ocean to seek District Court protection like TMBR/Sharp was required to
do.

Based on the foregoing, TMBR/Sharp requested that the pooling
cases be continued to a Special Examiner Docket set after the Commission
entered an order decide the permit dispute between Arrington and

( { '.l (IO E

TMBR/Sharp.
; d;éﬁ§¢Z%\/

W-3Thomas Kellahin

Very truly yours,
T YN

cc:  David K. Brooks,
Division Attorney

Steve Ross, Esq. Commission Attorney
James Bruce, Esq.,

Attorney for Ocean Energy, Inc.
Earnest Carroll, Esq.

Attorney for David H. Arrington Oil & Gas Inc.
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TERLERAHONE (BOX) D8R-4283
TELEFAX (E0S) 982-2047

. March 21, 2002
HAND DELIVERED
| AND FACSIMILE
Ste‘vc Ross, Esq. ¥
Qil Conservation Comm:ssxon
1220 South Samt FrabGs: Drive

. Santa Fe, New- Mexwo 87505

& . - Rer NMOC'DCaselEﬁl (De Nova)
* Application. of MR/SIWP Drilling, Ine,

) ,
. for permit 1o Mﬁkd by TMBR/Sharp
' , Drilling, Inc.. Lu Gounty, New Mexico

Dear M. Ross:

On behalf of FRIBR/Sharp Drilling, Inc., please find enclosed our

response to Arringtor’sMotion to Continue

cc: l'hrnest Cm'on Esq,.

Attorney: for Arrlngton

TMBRIShnrp . .“-_‘.
Rick Montgomery, Esq
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" $TATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
" OIL CONSERVATION DIVISION
APPLICATION OF T snm DRILLING, INC. CASE NO. 12731
FOR AN ORDER STAYING DIVISION APPROVAL ~

'OF TWO APPLICATIONS FOR PERMIT TO DRILL
BY DAVID H. ARRINGTON OIL & GAS, INC.
LEA COUNTY, NEW mam:o

APPLICATION OF TMB!ISHARP DRILLING, INC. CASE NO. 2744

......

DECISION DENYING AMOVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED
'BY TMBR/SHARP DRILEING INC.

LEA COUNTY, NEW MEXICO

2" OPPOSITION TO
: DAW H. ARRINGTON OIL & GAS
+MOTION TO CONTINUE
COMES NOW TMBR/Shm‘p Drilling, Inc. ( "TMBR/Sharp ) and in opposmon to
David H. Arrington 011 & Gas Inc (" Arrington") motion to continue the rcferenced case

| . now set for hearmg on. March 26, 2002 before the New Mexico Oil Conservation
Commission statcs: g |

Afrington, based upenthc unsupported allegation that two compuisory pooling

cases pending before the Dm&on will resolve the issues before £he Commission, secks

to delay the two capﬁonéé;??bmnﬁssion cases until the Division decides compulsory

pooling cases. Thosecasesateas follows: (i) TMBR/Sharp. Drilling, Inc. (case 12816,

N/2 Section 25, TI6S, RSSE)and (i) Ocean Energy Inc. (case 12841, W/2 Section 25,

 TI16S, R35E) Notlnngcoutdbemore wrong.
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NMOCD Case 12731 and {2744 (De Novo)
TMBR/Sharp Dnllmg Inc Opposmon to Continue
Page 2-

TMBR/Sharp obtmnedthexr leasehold interest the NW/4 in Section 25, and other -
: ‘acreage from Ameristate - ern December 7, 1997 and entered into a Joint Operanng -
~ Agreement in July, 1998. On August 7, 2001, TMBR/Sharp ﬁled for an APD for the -
N/2 of Section 25. Ocean dld not ﬁcqulre an interest in the SW/4 of Secuon 25 until July
23, 2001. Ocean did not’ ﬁlc an APD for the W/2 of Section 25, and it waited until -
February 2, 2002 to file ‘# compulsory pooling application. Ocean and Asrington secms
to 'relyitig on the iﬂ;gal APDobtamcd by Arrington on July 17, 2002.
* The DlstnctCourtmLea County has ruled that Arringion had no interest in the
| W/2 of Section 25 based(m its the Stokes/Hamilton Top Leases. Therefore, when
Arrmgton acquired its APD it had no interest in the W12 of Section 25. Consequently,
Arrington did not quahfy a8 aopcrator entitled to an APD under the definition of OCD’s
regulations.
Arrington haveadmﬁed in its filings in the District Court that its possession of a |
APD prevented mmsrxgiﬁfr_om obtaining a permit. But for Arrington’s APD for the
B W/2 of Section 25 granteddn,luly 19, 2002, it is undisputed that TMBR/Sharp would
have been granted an APD TMBR/Sharp not only had the Stokes/Hamilton acreage but
other acreage in the NW/4. of Secnon 25 which entitled it to an APD.
’IMBR/Sharp would not havc had to file a compulsory poohng application prior
 to drilling a well in the NW/A»of Section 25. Its intention was to drill the well and after |

- drilling to obtain volunﬁry. ccnsent or pool the small percentage of interest remaining



PAGE B4
p3/21/2082 12:41 5p59822847 W THOMAS KELLAHIN

 NMOCD Case 12731 asd 12744 (De Novo) =~
TMBR/Sharp Drilling, Inc.: Opposition to Continue

uncommitted. In Auguéjt_'.-;?.;' 2001 when TMBR/Sharp tried to obtain its APD,
TMBR/Sharp would notbﬂve had to compulsory pooling either Arrington .or Ocean
because neither own an mtemst of record in the N/2 of Section 25,

Arrington wants to ague that the District Court order on Dccember 27, 2001 is
interlocutory. There is no- vamon or Commission precedent for that position,
TMBR/Sharp’s APD precededOccan s compulsory pooling application by 6 months,

| Either the Commission musthonor the District Court’s decision that TMBR/Sharp’s tite
| is superior to Arringtoﬁ’s; or 1t must acknowledge that neither permitting to drill nor any
pooling can be decidéd by thaCommnss:on until the title question is ultimatcl§ determined
by the courts of thelstaté ofNew Mexico. The Comanission have stated unequivocally
 that it has no power to decxdc the contented title issues. |

If the Commxssmn dec;de that the Dlvxsion must proceed thh the pooling
application, it effectively dedes TMBR/Sharp its administrative remedies regardmg its
APD. If it prefers the pbdliipé;application filed after the request for a permit to dﬁll, it
has ex post facto dctemnned which administrative proceeding is superior. Since the
pooling statutes (1978 NM&A 72-02-17.C) speciﬁcdly permit drilling under an APD
prior to pooling, the Dlvxsmn sbould honor the superiority of the permitting process or
abate all of proceedmgs rcgwdmg Section 25 until the title issues are finally declded

The regulations regarding compulsory pooling and the regulations regarding the

vxssuancc of permits to- dnll xrc two separate rules and procedures which govern the
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~ NMOCD Case 12731 and- 12744 (De Novo)
TMBR/Sharp Dnllmg, Inc. Opposmon to Continue
.zazc N

Division’s cbnduct. In thlsmstnnce, to prefer the pooling process over the APD process
~* when the APD process waé'?'initiatad first is arbitrary and capricious and a violation of
TMBRIShaxp ] fundamental property rights.
If the Commission. goes forward with the pooling applxcauons without addressing o
d}g superiority of TMBRISharps request for .a permit to drill, it is denying
TMBR/Sharp’s fundamcmalptoperty rights. Either the Commission must honor the
decision regarding tidc‘byv:ti!;.:é-{Lca County District court and vacate Arﬁngton’s APDand
gmrit‘th’e permit to driil }df‘:TlVIBR/Sharp, or it must stay all prdceedingsv regarding
Section 25 until the title 1ssues are demded by the court of New Mexmo
Ocean raxscd the 1ssue that its farm-in’s will expire on July 1, 2002, TMBR/Sharp
was faoed with the same expxrauon issue regarding the Stokes/Hamilton leases in Section |
. 25 and lsewhere. Amugwn;argued to the Division that TMBR/Sharp could and should
seek protection from sucu-'-’?ir loss by iling for an jujunction with the Distrct Court.
TMBR/Sharp filed its. m;unctmn and obtained its relief. Ocean is free to do the same.
'It is not within the legal pwvinoe of the Commissjon to protect Ocean against leasehold
~loss.  Ocean must seek that rehcf elsewhere.
| " Resolution of the compulsory pooling applications, if appropnatc at all, wﬂl not
render the APD issue moot. A well cannot be drilled in New Mexxco without an
. approved APD. Ocean has{-ijo‘»pemnt to drilling. Arrington has not filed a poolmg
appliegﬁon but its APDsblock TMBR/Sharp from receiving 4 pormt. It would be
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NMOCD Case 12731 and 12744 (De Novo)
TMBR/Sharp Drilling, Inc. -Opposition to Continue

unorthodox and inconsisteﬁt. with Division procedures to vacate the APD proceeding
based on a pooling procced‘mg between different partes.

It is important that themattcr of the APD be decided independently of the pooling
issues pending before the ljiiiis_ion. A decision in the pooling cases does not resolve the
prior despite about whmhpmy was entitled to the APD. Since TMBR/Sharp’s request
for an APD was an indcﬁﬁdent filing with the Division and has been pending five
months prior to the filing of Ocean’s pooling application, the CommisSién should g0
ahead and decide the pertmtd:spute The issue of the invalidity of the Arrington APD
and the validity of the TMBR/Sharp APD is a matter between those two parties. The
pooling issues are pcndixiéfzﬁetwecn TMBR/Sharp and another party, Ocean Energy.
Arrington’s motion to vacat: :should not be granted on the basis of a pooling application
filed by a different party. . |

KELLAHIN AND KELLAHIN

By:/W M‘ |
W. Thomas, Kellahin
P.O, Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285

SERVICE

T hereby cenifj:d\at a copy of the foregoing has transmittal by
facsimile to Erngst L. Carroll on March 21, 2001




NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera Oil Conservation Division

Cabinet Secretary
March 19, 2002
Via Facsimile and First Class Mail

W. Thomas Kellahin

Kellahin & Kellahin

117 North Guadalupe

P.O. Box 2265

Santa Fe, New Mexico 87504-2265

Emest L. Carroll

Losee, Carson, Haas & Carroll, P.A.
P.O. Box 1720

Aretsia, New Mexico 88211-1720

Re: Case No. 12,731, Application of TMBR/Sharp Drilling Inc. for an Order Staying
Division Approval of Applications to Drill, Lea County

Case No. 12744, Application of TMBR/Sharp Drilling Inc. appealing an Order of the
Artesia District Supervisor Denying Approval of Applications to Drill, Lea County

Gentlemen,

I have before me TMBR/Sharp's Motion to Re-open the above-referenced division cases and a
response thereto filed by David H. Arrington. I note that the Oil Conservation Commission has
these cases on its docket pursuant to an application of TMBR/Sharp for de novo review.

I have discussed this somewhat unusual filing with David Brooks, Division counsel and with the
Director. We all agree that filing of the de novo vests jurisdiction of this dispute in the
Commussion. Thus re-opening division cases appears to be problematic, both as a jurisdictional
matter and for practical reasons. If such an application were to be granted, it would make
inconsistent results possible and result in accompanying procedural snafus.

The case is scheduled for hearing before the Oil Conservation Division on Tuesday, March 26,
2002. I suggest that all issues be dealt with before that body. If you have any questions, please
do not hesitate to give me a call at (505) 476-3451.

Assistant General Counsel
Counsel to the New Mexico Oil Conservation Commission

0il Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




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

IN THE MATTER OF THE APPLICATION OF

TMBR/SHARP DRILLING INC. FOR AN ORDER

STAYING DIVISION APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL BY

DAVID H. ARRINGTON OIL & GAS, INC., LEA :

COUNTY, NEW MEXICO : CASE NO. 12731

IN THE MATTER OF THE APPLICATION OF

TMBR/SHARP DRILLING INC. APPEALING ,
THE ARTESIA DISTRICT SUPERVISOR’S : iy
DECISION DENYING APPROVAL OF TWO :
APPLICATIONS FOR PERMIT TO DRILL : .
FILED BY TMBR/SHARP DRILLING, INC. : el
LEA COUNTY, NEW MEXICO : CASE NO. 12744 -

DAVID H. ARRINGTON OIL & GAS, INC.’S
RESPONSE TO MOTION OF TMBR/SHARP DRILLING, INC.
TO REOPEN CASES 12731 AND 12744 AND AMEND
ORDER R-11700 BASED UPON NEW EVIDENCE

COMES NOW David H. Arrington Oil & Gas Inc. (“Arrington”) by and
through its attorneys, LOSEE, CARSON, HAAS & CARROLL, P.A. (Ernest L. Carroll), and
responds to the Motion of TMBR/Sharp Drilling, Inc. to Reopen Cases 12731 and 12744 and
Amend Order R-11700 Based Upon New Evidence (TMBR/Sharp’s Motion).

The basis of TMBR/Sharp’s Motion is the notion that the December 27, 2001, ruling
by the District Court in CV-2001-315 C, Fifth Judicial District, Lea County, New Mexico (the
“Order”) constitutes new evidence in this matter because the District Court ruled that the
TMBR/Sharp leases are still valid. The Order does not constitute new evidence in this matter.

TMBR/Sharp mischaracterizes the Order as “a final order” and erroneously states that

the Order conclusively resolved the matter against Arrington and demonstrates that Arrington



wrongfully obtained the approval of its APD’s from the Division. The Order is not “a final
order” and therefore can not be considered as “new evidence.” Moreover, the Order does not
conclusively resolve the matter against Arrington and demonstrate that Arrington wrongfully
obtained the approval of its APD’s from the Division.

The Order is not a final order. It is an interlocutory order."  An interlocutory order
is an order or decision which does not practically dispose of all of the merits of an action.
Interlocutory orders are subject to be overturned, modified or changed at any time prior to the
issuance of a final order and is thereafter subject to appeal. Interlocutory orders may be
revisited at any time prior to a final judgment. Sims v. Sims, 1996-NMSC-078, 122 N.M.

681, Barker v. Barker, 94 N.M. 162, 165-166, 608 P.2d 138, 141-142 (1980); Universal

Constructors, Inc. v. Fielder, 118 N.M. 657, 659, 884 P.2d 813, 815 (Ct. App. 1994). An

interlocutory order does not conclusively resolve any issue and therefore should not be
considered as “new evidence” until such time as a final order has been rendered.
TMBR/Sharp’s argument that the Order “demonstrates that Arrington wrongfully
obtained the approval of its APDs from the Division,” could not be further from the truth.
In the District Court matter, TMBR/Sharp filed a motion for partial summary judgment
alleging that Arrington was guilty of tortious interference with their contractual rights with
respect to the Stokes and Hamilton leases. In its motion TMBR/Sharp alleged that Arrington
knew it had wrongfully obtained the approval of the Triple Hackle Dragon “25" Well No. 1
and the Blue Drake “23" Well No. 1. On March 12, 2002, the District Court issued its Order

Denying Partial Summary Judgment Regarding Tortious Interference stating:

! Arrington requested that the District Court amend its December 27, 2001, order so that it would be”
a final order.” The District Court declined to do so.



“The pivotal issue is whether the first element of the tort, that
Arrington had knowledge of the TMBR/Sharp-Stokes lease, is at
issue. Plaintiff asserts that Arrington knew that TMBR/Sharp
had a valid lease to drill on the property when Arrington obtained
the permit to drill. Arrington denies such knowledge asserting it
reasonably believed that the TMBR/Sharp-Stokes lease (and
Plaintiff’s rights thereunder ceased to exist) had expired and that
the Huff Top Leases were valid and in effect. Herein exists a
genuine issue of material facts as to this element which can only
be resolved by a jury.” See copy of March 12, 2002, Order
Denying Partial Summary Judgment Regarding Tortious
Interference attached hereto as Exhibit “1”.

Clearly the issue as to whether Arrington “wrongfully obtained the approval of its
APD’s from the Division” is a matter which is still under consideration by the District Court
and which the District Court has determined is a matter for the jury to decide.

Additionally, TMBR/Sharp’s Motion is also based upon the notion that Arrington has
no independent right to drill and operate the APD’s at issue because it does not own an interest
in either the E/2 of Section 23 or the W/2 of Section 25. TMBR/Sharp is mistaken. Pursuant
to certain farmout agreements with Ocean Energy, Arrington has an undivided 15% of the
operating rights in the proration unit designated for the Triple Hackle Dragon “25" No. 1
Well. The leases, with respect to the farmout agreements with Ocean Energy, are not at issue
herein. Arrington’s acquisition of these operating rights give Arrington an independent right
to seek a permit to drill a well and to be the operator of such well which does not rely upon
the disputed ownership of the Stokes and Hamilton leases. See a copy of the Ocean Farmout
agreement attached hereto as Exhibit “2”. Further, Arrington has advised TMBR/Sharp of its
agreement to release the APD for the Blue Drake “23" Well No. 1 to allow TMBR/Sharp to
drill the Leavelle “23" Well No. 1. See a copy of February 11, 2002, letter to opposing

counsel attached hereto as Exhibit “3". To date TMBR/Sharp has not responded to



Arrington’s offer to release the APD.

For the foregoing reasons TMBR/Sharp’s Motion to Reopen Cases 12731 and 12744

and Amend Order R-11700 Based Upon New Evidence should be denied.

Respectfully submitted,

LOSEE, CARSON, HAAS & CARROLL, P.A.

By: ém%zg«/

Erfest L. Carroll
P.O. Box 1720
Artesia, NM 88211-1720
(505)746-3505
Attorneys for David H. Arrington Oil & Gas, Inc.

I hereby certify that I caused a true and
correct copy of the foregoing to be
mailed to counsel of record this March 15, 2002.

C s s Berrt/

Emnest L. Carroll




FIFTH JUDICIAL DISTRICT COURT FILED 1 4y OYF'F%E
COUNTY OF LEA 02 Map |
STATE OF NEW MEXICO 2 PH 36
DISTR'IL = ERAAND
TMBR/SHARP DRILLING, INC., CT CoyR Y ioEz
Plaintiff, ERK
vs, No. CV2001-315C

DAVID H. ARRINGTON OIL & GAS,

INC., JAMES D. HUFF, MADELINE

STOKES, ERMA STOKES HAMILTON,

JOHN DAVID STOKES, and TOM STOKES,
Defendants.

ORDER DENYING PARTIAL SUMMARY JUDGMENT REGARDING TORTIOUS
INTERFERENCE

THIS MATTER HAVING come before the Court upon the Plaintiff’s Motion for Partial
Summary Judgment Regarding Tortious Interference. The Defendant, David H. Arrington Oil and
Gas, Inc. raises the defense of justification and privilege and asserts it “had a reasonable belief that
the original Stokes Leases had expired by their own term and that Arrington had the right to seek
such permits pursuant to the terms of the Huff Top Leases.” (see affidavit of Jeffery G. Bane § 7
which is Exhibit 1 to Defendant’s Response filed February 12, 2002) It should be noted Bane does
not set forth specific admissible facts supporting what gave rise to this “reasonable belief.” In
argument, counsel asserted that the “reasonableness” of this “belief” would be proved at trial by
introducing industry standards and expert testimony to the jury. Counsel further asserted that
Defendant’s good faith and reasonable belief created genuine material issues of fact for the jury to
resolve. For purposes of this Motion the Court will assume Defendant acted upon a good faith
“reasonable belief.”

The Defense has not cited to the Court any authority from New Mexico or any other
jurisdiction in support of his position that reasonableness and good faith equate justification or
privilege. The Court can find no decision from New Mexico stating that reasonable people acting
in good faith are privileged to commit this tort or that the laws of New Mexico are such that
reasonable people acting in good faith to advance their own business fortunes have a lawful excuse

to commit the tort. The Court however does not resolve this motion on that basis.

EXHIBIT

J

tabbies*




The pivotal issue is whether the first element of the tort, that Arrington had knowledge of the
TMBR/Sharp-Stokes lease, is at issue. Plaintiff asserts that Arrington knew that TMBR/Sharp had
a valid lease to drill on the property when Arrington obtained the permit to drill. Arrington denies
such knowledge asserting it reasonably believed that the TMBR/Sharp-Stokes lease (and Plaintiff’s
rights thereunder ceased to exist) had expired and that the Huff Top Leases were valid and in effect.

Herein exists a genuine issue of material facts as to this element which can only be resolved by a
jury. Whether the remaining elements of the tort are controverted need not be addressed by the Court
at this time.

Plaintiff’s Motion for Partial Summary Judgement Regarding Tortious Interference is not

well taken and IS DENIED.

District Judge

CERTIFICATE

ITHEREBY CERTIFY that a true and correct copy of the foregoing Notice was mailed to all
parties on the _2A% day of }{2¢cl)  ,2002:
Richard Montgomery, Esquire Phil Brewer, Esquire Emest L. Carroll, Esquire
P.O. Box 2776 P.O. Box 298 P.0O. Box 1720
Midland, Texas 79702-2776 Roswell, NM 88202-0298 Artesia, NM 88221-1720

Michael J. Canon, Esquire
303 W. Wall, Suite 1100
Midland, Texas 79701

By: (I, . X -
Trial Court Administrative Assisant
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915 682 4498

; Wt s DL ALMMY WP Wr' %M
214 West Texas DAVID H. ARRINGTON OIL & GAS, INC. Phope: (915) 682-6685
Suite 400, (Zip 79701) . Fax: (915) 6824139
P.O. Box 2071
Midland, Texas 79702

September 10, 2001

Mr. Derold Maney
Ocean Energy, Inc.

1001 Fannin, Suite 1600
Houstan, TX 77992

"Re: Assigament Of Righrs In And To Certain Farmout Agreements Concerning The

SW/4 Of Section 25, T16S, R35E, Lea County, New Mexico
South Payday “25™ Prospect )

Gentlemen:

When executed by the parties hereto, this lenter agreement (this “Agreement™) shall set forth the
agreement between Ocean Bacrgy, Ine. 2 Louisians corporation ((‘Ocean”) and David H. Arrington
Oil & Gas, Inc. (“Asmrington”) concerning the assignmegt of thirty percent (30%) of Ocean’s right in
and to those cortain farmout agreements covering the SW/4 of Section 25, T16S, R35SE, Lea County,
New Mexico, more particularly described on Schedule | beroto (such agrecruent, as may be
amended, supplemented, restated or otherwise modified from tirne to time, a “Fammout Agreement”,
and collectively, the “Farmout Agreements’). For good and valuable consideration, the sufficiency
of which is hereby acknowledged, the parties do hereby agree as follows:

On or before July 1, 2002, but ot carlier than January 10, 2002, tme being of the esscace,
Arrington shall commence actual drilling of a test well (the “Test Well™) to be locsted in the
NW/4 of Section 25, T16S, R3SE, Lea County, New Mzexico, referred to as the Triple
Hacde Dragon 25 #1 Well, and shall thereafier prosecute drilling of the Test Well to
peuctrate and test the lower Mississippian Lime fonmation (as hereinafter defined) or w0 a
deptb of approximately thirteen thousand two hundred feet (13,200%), whichever is the lesser
depth (ths /‘,,‘Contnct Depth™) and sball coroplete the Test Well as capable of producing oil
and/oc gas in paying quaatitics or plug and abandon the same. Ocean shall participate in the
drilling of this Test Well for its proportiosate share. The Lower Mississippian Lime
formation is defined as that cermsin gas and condensate bearing zooc encountered ar the
stratigraphic equivalent depth of twelve thousand four hundred and four feer (12,4047, as
shown on that ccrtain compensated nrutron three detector density log measurcment in the
Mayfly “14™ State Com # 1 Wcll, located in Section 14, Township 16 Soutb, Range 35 East,
Lea County, New Mexico.

EXHIBIT

tabbies'

-— A WA
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Mr. Derold Mancy
Ocean Energy, Ine
Septcmber 10, 2001

Page 2 of 6

In the event that the drilling title opinion repdered by a law firm licensed to do business in the
State of New Mexico shall conmin title requirements sach that Arrington or Ocean as a
reasooable and prudent operator is unable to commence drilling operations on the Test Well
pnor w July 1, 2002, Armington ar Ocean shall no later thas Jaguary S, 2002, initiatc force
pooling proceeding for a 320 acre unit comprised of the W12 of Section 25, T16S, R3SE,
Lea County, New Mexico. Amngmn ot Ocean shall diligently and npedmously pool wuch
lands in order to cure such title requiremnents so thar the Test Well may be drilled prior to
July 1, 2002.

Should Astingwon or Ocean fail wo successfully cure such title defiects through foree pooling

proceeding or otherwisc and il 10 timely commence drilling operations an the Test Well by
July 1, 2002, then Ocean shall bave the right, but nct the obligation, 0 become the
dunmedOpmunkr&cOpermngAytmfmmedxﬂlmgoftthmWendmngh
. the poin of first producton; subsequently, Ocean shall relinquish operations under said Test
Well to Arrington, and Arrington shall be the designared Operator under the Operating
Agreement. Notwithstanding anything contained in this Agreement to the contrary Ocean
shall not be cbligated 1w participare in the drilling of the Test Well for a share of costs
greater than thirty-five percent (35%) and Occan is satisfied in its sole discretion that the
rerpainder of the costs for the Test Well will be paid, either by Amington or another third
party wnhmle!orhclasdmldmmmthc}andscmtamdunthmtthoohngordcrusud
by the New Mexico Qil Conscrvation Division.

2. InthecvemmymlllslostfcrmymsonpnormbumgdnﬂedtoCoanepth

Amington bas cacountered, during the drilling of any well, mechanical difficulty or a
focmation of condition which would reader further driling impracticable or impossiblc,
Anmgmmypmgandabandonthatweu:ndmayconm“n:nﬁsundznhm agreement
by commencing a substitute weil (or wells) (*Substitite Well(3)") for any such well which
has been lost or abandoned within sixty (60) days from the date the drilling rig is removed
Grom the location of the prior well. Any Substicute Well drilled shall be drilled subject to the
same terms and conditions and to the sarnc depth as provided for the well so lost or
abandoned. Any reference in this agreement w the Test Well shall be deemed ® be a
reference to any well or wells, which may be drilled as a Substitute Well. In the event that
cither pasty elects W drill a Substrute Well as provided herein, the other party must
participate in same, orﬂor!‘mzomcpnmcxpmngpmyany imerest which it would bave
otherwisc camed by virtus of its participation i such Substitate Well,

3. Contemporaneously herewith, Arrington and Ocean shall have catered ints that certain
Operating Agroement attached bereto 2s Exhibit A (the “Operating Agreement”™), covering
the W/2 of Sectian 25, T16S, R3SE, Lea County, New Mexico (the “Contract Area™).
Exhibit “A” to the Operating Agreement shall be completed based upon the results of the
drillsite dtle opinion being prepared covering the W/2 of said Section 25.

4. Subject to the trras and cooditioas (1) of this agreement, (i) cach Farmout Agreement and
(ib) the Joint Operating Agreement, Ocean hercby assigns uoto Asriogton, an undivided

= ATATALITATIN AT 2 VT AATLYAAATAOT TUTL TOHAT Ya /a7 /70



Feb 26 - 02 09
v

29A 915 682 4498

<

Wt~ DEF T RPN Y W rF.3/3

. Devald Maney

Euergy, lnc.

September 10, 2001
Page3 of 6

~an

thirty percent (30°4) of Ocean’s tight in and 10 cach Fanmont Agreement. In the event that
any Farmouz Agrecment confaing a requirement that the Famoor (as defined in such Fasmout
Agreement) thereunder consent to any such assignment, Ocean shall use its best offorts o
obuin such consent; provided, hgwever, that in the cvent that Ocean is unable to acquire
sach Fammor’s consent % assign, then Ocean shall assign additional interest(s) from such
other of the Farmout Agreements as Ocean may elect in its discretion such that the aggregare

- of Artington’s night to eam rights under all Farmout Agrecroents will entitle Astington 1 an
assignment of Occan’s interest in the Cogmract Area equal to an ugdivided thirty percent
(30%), proportionately reduced to Occan’s interest in the Contract Area. The terms and
condirions of this letter agreement shall apply to any extensions or renewals of cach Farmout
Agreement acquired by either Armrington or Ocean within 180 days of the expiration of the
fanmout agreement.

Arrington has acquired proprictary 3D seismic data across certain lands, including, without

. ltmitation; T16S, RISE, Lea County, New Mexico (i) Section 23: B/2E/2; (i) Section 24:
Al that Arrington bas in the SW/4; (ili) Section 25: W/2, W/2E/2; (iv) Section 26: ERE/2;
(v} Section 35: NE/ANE/4; and (vi) Section 36: N/2NW/4, NW/4NE/4 (such 3D seismic
dara, collectively, the “Amingion 3D Data™). Arrington agrees (and represents to Ocean that
Amington has the right to so agreo) that Ocean shall G) have access to the Armingion 3D
Data in Asringtan’s offices during normal buginess hours, in order te work and interpret the
Armingron 3D Data and (ii) have access to and copics of, Asrington’s intarpretations of the
Arringron 30 Dara (the Aonington 3D Data together with such igteypreratians thereof, the
“Armiogwn Evaluation Material”). Amington shall retain full ownership rights to the
Arrington 3D Data, and no ownership or licensc to the Amington 3D Data shall be conveyed
to Occan. Except as provided for in this Paragraph 5, Arrington makes no representations or
warranties 10 Ocean (1) as to the Armington 3D Data (ii) or in respect of Ocean’s reliance
upon the Ammngon Evaluation Material. Ocean shall keep the Arrington Evaluation
Matenal confidential; provided however, that such obligation of confidentiality shall not
apply to information which (i) was or becomes available t the public other than as a result
of a disclosure by Occan, (i) was or becomes available to Occan on a non-confidential basis
from a source other than Arrington, provided that such source is oot known by Oeean 0 be
bound by a confidentiality agreeroent with Arrington ot otherwise prohibited from
transmitting the information by 2 comtracnial, legal or fiduciaty obligation, (i) was within
Ocean’s possession prior w its being furmished by Arrington, (iv) is developed or derived
withoat the aid, application or usc of the Arrington Evaluation Material, (v) is disclosed
following reccipt of the wrirten coasent of Arrington to sudh disclasure being madc, or (1) is
disclosed pursuant to Paragraph € hercof.

In the cvautﬂlzt Ocean is requested or required (by on.l 1005, INtETTORALOLLES, TEquUESts
for information or documents, subpoena cwvil i e demand or other process) to
disclosc any of the Amnngton Evaluation Material, Ocean agrecs that it will provide
Arringoon with prompt notice of any such request or reguirement (wrinten if practical) so that
Arrington may seck an appropriate protective order or waive compliance with the provisions
of this Agreement. M, failing the entry of a prowective order or the receipt of a waiver
bereunder prior 1 the dme such disclosure is required to be made, Ocean may disclose that
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portion of the Armington Evaluation Marerial which Occan’s counsel advises that it is
compelled to disclose and will exercise reasonable efforts to obtain assurance that
coofidential treatment will be accorded to that portion of the Arrington Evaluation Material
which is being disclosed. Arrington agrees that Ocean shall have no liability hercunder for
amry disclosure of the Arrington Evaluation Material made in compliance with this Paragraph
6.

7. Ocean has acquired proprictary 3D seismic data across certain lands, including, without
Lmitation, T158, R3SE, Lea County, New Mexico (i) Section 7: W72, W/2NE/4, W/2SE/4,
SE/ASE/4; (i) Secton 17: W/2NW/4, NW/4SW/4; and (L) Section 18: N/2, N/25/2 (such
3D seismic data, collectively, the “Occan 3D Data™). Occan agrees (and represents to
Arnngnmszmnhuthengh:msongm) that Arrington shall (i) bave access to the
Ocean 3D Data in Ocean’s offices during vormal business bours, in order to work and
interpret the Ocean 3D Data aad (i) have access 10 and copics of, Ocean’s interpremtioas of

. the Ocean 3D Data (the Ocean 3D Data together with such interpretations thereof, the
“Ocean Evalngtion Material”). Occan shall retain full ownership rights to the Ocean 3D
Data, and no ownership or license to the Ocean 3D Data shall be conveyed to Arnington.
Except as provided for in this Paragraph 7, Ocean makes no represeatations or warranties to
Arrington (i) as o the Ocean 3D Data (ii) or in respect of Armrington’s reliance upon the
Occan Evaluation Material.  Amington shall keep the Qcean Evaluation Material
confidential; provided however, that such obligation of confidentiality shall not apply to sball
not apply to informartion which (i) was or becomes available 10 the public other than as a
result of a disclosure by Arriogton, (i) was or becomes available to Arringten og 2 non-
confidextial basis from a source other than Ocean, provided that such source is not known by
Arrington to be bound by a confidentiality agreement with Ocean or otherwise prohibited
from transmitting the information by a contractual, legal or fiduciary cbligation, (i) was
within Arrington’s possession prior o its being furnished by Ocean, (iv) is devcloped or
derived withour the aid, application or use of the Oczan Evaluation Materal, (v) is disclosed
following receipt of the written consent of Ocean to such disclosure being made, or (Vi) is
disclosed pursuant to Paragraph 8 hereof

8. Iu the cvenr that Amvington is requeswd ot required (by oral questons, intcrrogatories,
requests for infonmarios ar documents, subpocna civil investigative dermand or other process)
o disclose any of the Ocean Evaluation Material, Arnington agrees that it will provide Ocean
with prompt norice of any such request or rcqnnunan (written if practical) so that Ocean
may seek an appropriate protective order or waive compliance with the provmons of this
Agreement. If, failing the entry of a protective order or the receipt of a waivar hereunder
prior 10 the time such disclosure is required 1o be made, Arrington may disclose that portica
of the Occan Evaluation Material which Ammipgton’s counsel advises that it is campelled to
disclose and will exercise reasanable efforts to obtain assurance that confidenrial weatment
will be accorded to that portinn of the Ocean Fvaluation Marerial which is baing disclosed.
Ocean agrees that Arrington shall have no bability hercunder for any disclosure of the Ocean
Evaluation Mazerial made in comphisnce with this Paragraph 8.
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9.

10.

of 6

It is not the intention of the pacties © creatc a partpership, nor shall this agreement be
construed as creating a mimng or other partnership, joint vemture, agency relationship or
other association, or fo rwader the parties liablke as parmers, co-veamrers or principals.
Unless provided for to the contrary in the Operating Apreement, (i) the liability of the partics
shall be several, not joint or collective and (ii) each party shall be responsble anly for its
obligations, and shall be liable only for its proportionate share of the costs, if any, to be
incurred hereuader. No party shall bave any liability herounder to third parties to safisfy the
default of any otber party in the paymeot of any expense or obligation.

This Agreemeer and all manters pettaming hercto, including, but not limited 10, matters of
performance, non-performance, breach, remedies, procedures, Tights, dutics and interpretation or
construction, shall be governed and determined by the law of the St of Toms. THE
PARTIES HEREBY CONSENY TO THE EXCLUSIVE VENUE OF THE PROPER
STATE OR FEDERAL COURT LOCATED IN MIDLAND COUNTY, TEXAS, AND

. . HEREBY WAIVE ALL OTHER VENUES.

11.

13

14,

1s.

This Agreement, the Exhibirs and Schedules hereto and the Operating Agreement set forth all
uoderstandings between the parties respacting the subject matter of this transactioa, and all prior
agreements, undarstandipgs and representations, whcthar omal or wiitcn, respecting this
transaction. arc merged into and superseded by this written agreement.

. This agreement shall be binding upon and shall inure to the benefit of the partics and their
Pespactive suceessors and permitted assigns and the wrms horeof shall be deerned 1o run with the
lands described heren. I any tcansfer is effected by a party purcuant © the terms of this
agreement, ot by any of its successors or assigns, the transfer will be made expressly subject
this agreement, and the ransferor shall remain responsible for the obligations of the transferce
unti] the Tangferee oxpressly assumes in writing all of the existing duties and obligatons of the
transferor,

This agrecment may not be altered or amonded, nor apy rights herounder waived, except by an
instrument, in writing, executed by the party to be charged with such amendment or waiver. No
waiver of any otber rm, provision or candition of this agreement, in aly ooe OF Tofe instances,
shall be deened W be, or construcd as, a further or continuing watver of any such term, other
provision of condition or as a wasver of any other term, provision or condinon of this agreement.

EACHE PARTY WAIVES, YO THE FULLEST EXTENT PERMITTED RBY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH
RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS
AGREEMENT.

If any provisica of this agreeruent is invalid, illcgal or incapable of being eaforced, all other
provisions of this agreement shall acvenheless remain in full foree and effect, so loog as the
cconomic or legal substance of the ransactions contemplated hereby is not affected in 2
materially adverse manncr with respect o either party.
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If this pm;_aerlyscu forth your understanding of our
space provided below, and remming to my atteation.
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agreement, please so indicate by signing in the
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Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

/7’;9/( Z
David H. Armington
President

DDArd

ACCEPTED AND AGREED THIS zf@l’* DAY or%aa{ 2001

Z (// oM

Atomey-in-Fact
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Schedule 1 to that certain Letter Agreement,
by and berween Occan Energy, Inc., a Louigiana corporation
and David H. Arrington Oil & Gas, Inc.,
dated as of September 10, 2001

1. Fammout Agreement, dated as July 23, 2001, by and botween Occan Energy, Iuc,, a
Louisiana corporation, as Farmee, and Branex Resources, Inc., as Farmor, as amended by
that oertain Letter Agrecmnent, dated as of Aygust 14, 2001, attached hereto as Exhibits B-1
and B-2;

2. Fammout Agreement, dated as July 23, 2001, by and between Qcean Encrgy, Inc, a
Louisiana corporation, as Farmee, and States, Inc. and B B.L., Lud., as Farmor, as amended

by that certain Letter Agreement, dated as of Angust 22, 2001, amached hereto as Exdubits
C-1 and C-2;

3. Fammout Agreement, dated as July 23, 2001, by aud between Ocean Epergy, Inc., a

Louisiaoa corporation, as Farmoe, and Judith White, Trustee', as Farmor, as amended by

- thar certain Leter Agroement, dated as of August 15, 2001, attached hereto as Exhibit D-1
and D-2;

4, Famout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc., 2
Louisiana corparation, as Farmee, and Slash Four Enterprises, Inc., as Fancor, as amended
by that certain Letter Agreement, dated as of Angust 15, 2001, attached bereto as Exhibit D-
1 and D-2;

5. Fammout Agreement, dated as July 23, 2001, by and between Occan Encigy, Inc., a
Louisiana corporation, a3 Farmee, and Pabo Oil & Gas, as Farmor, as amended by that
cermain Lettor Agreeruegt, dated as of August 15, 2001, attached hereto as Exhibit D-1 and
D-2;

6. Farmout Agreement, dated as July 23, 2001, by and between Ocean Epergyv, Inc., 2
Louisiana corporation, as Fammee, and Phelps White, II[, as Fammor, attached bercto as
Exhibit E;

7. Fanmout Agreement, dated as July 23, 2001, by and betwoes Ocean Energy, Inc, a
Louisiana corporation, as Farmee, and David R. Gannaway, as Farmor, attached bercto as
Exhibiz F; and

8. Farmout Agrocment, dated as July 23, 2001, by and between Ocean Energy, Iac. a Louistana.
corporation, as Farmee, and ICA Enctgy, Inc., as Farmor, as amended by that certain Leter
Agreement, dated as of Angust 15, 2001, anached hereto as Exhibit G-1 and G-2.
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/ LOSEE, CARSON, HAAS & CARROLL, P. A.

ERNEST L. CARROLL 31 WEST QUAY AVENUE
JOEL M. CARSON P. 0. BOX 1720

JANE SHULER GRAY

JAMES E. HAAS ARTESIA, NEW MEXICO 882ti-1720
OF COUNSEL PHONE (505) 746-3505

A-J. LOSEE FAX (505) 746-6316

11 February 2002

W. Thomas Kellahin
Kellahin and Kellahin

117 North Guadalupe
P.O. Box 2265

Santa Fe, NM 87504-2265

Re:  Oil Conservation Commission Hearings Case 12744 and Case 12731

Dear Tom:

The purpose of this letter is to memorialize our last telephone conversations concerning
the above two referenced cases. As you will recall I sought continuances in the above two cases
in order to allow us time to reach some sort of an agreement with respect to the two applications
for permit to drill (“APDs”) at issue. The APD in Section 23, I advised you that Arrington would
be willing to release and to allow TMBR/Sharp to drill the well in that section. With cespect to
the APD in Section 25, Arrington has other lease hold acreage thus entitling it to operate a well.
Arrington would not release that APD but-would proceed with preparations:to driil the well.

I have also been informed of the fact that you have recently bad a stroke and that these. .
two cases were put off from theirFebruary 14™ date until the following Commission date in
March. Ifitis necessary and if we are unable to reach some sort of an agreement, then I will
work with you in whatever way necessary to allow you to recover from the stroke. As you are
well aware I have gone through the same thing recently and am in a position to most appreciate
your predicament. I wish you well and hope that you are able to recover as quickly as I have.
Best wishes to you Tom,,

Very truly yours,

LOSEE, CARSON, HAAS & CARROLL, P.A.

7
Mf-a)/

Ermest L. Carroll

ELC:ct
cc: Rick Montgomery
EXHIBIT
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W. THOMAR KELLAWIN®

*NEW MEXICO BOARD Of LEGAL IPECIALIZATION _‘ N PosrT QermcE Box 2266

---------- YL I Pl TAEY

Kxn.mm AND KELLAHIN
" ATTORNEYS AT LAW
' L€+ PATIO BUILDING

rRac oL

17 NORTH GUARALUPE TELEFRMONE (530%8) 982-4386

R TReaURCtsol AnD 048 AW - BANTA ¥R. NBW MEXICO STDO4-2266

‘ JASON KELLAMIN (RETIRED 1991 - . ., March 15, 2002

HAND DELIVERED
AND FACSIMILE

Steve Ross Esq. :

Qil Conservation Commtssxon
© 1220 South Saist Ftancis Drive
‘ Santa Fe, New. Mex:co ,87505

' Rc:

NMOCD Case zmi (De Novo)
Application of TMBR/Sharp Drilling, Inc.

© Jor ai onder staying David H. Arrington
- Ol & Gas, Incﬁx)nlconmencmg
operations, Lea Cmmty New Mexico.

 NMOCD Case 13744 (De Novo)

- Application of MISM Drilling, Inc.

. -appealing the Hobbs District Supervisor’s

decision denying-spproval of two applications

. Jor, pemdttodlﬂ;ﬂed by TMBR/Sharp
. I)rﬂling, Inc. LhCom New Mexico

' _,'Dea:MrRoss

OnbehalfofWSharpDnllmg Inc., washtomformyouthaxwe

~wxlli;rooeedtotheMmﬂ126 2002heanngofﬁlereferencecasesnow set before
' theComm:ss:on. :

In acoordtmce w;th my. phone call this afternoon with the Commission

 Secretary we wxll file & Pre-Hearing Statement on Monday, March 18, 2002

TELEPAX (BOS] D82-3047



