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

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. FOR AN ORDER
STAYING DIVISION APPROVAL OF TWO
APPLICATIONS FOR PERMITS 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 HOBBS DISTRICT SUPERVISIOR’S : -
DECISION DENYING APPROVAL OF TWO : o
APPLICATIONS FOR PERMITS TO DRILL FILED : e
BY TMBR/SHARP DRILLING, INC. : -
LEA COUNTY, NEW MEXICO : CASE NO. 12744

PREHEARING STATEMENT

This prehearing statement is submitted by DAVID H. ARRINGTON OIL & GAS,
INC. as required by the Oil Conservation Commission.

APPEARANCES OF PARTIES

APPLICANT

TMBR/Sharp Drilling, Inc. W. Thomas Kellahin
Kellahin and Kellahin
P.O. Box 2265
Santa Fe, NM 87504
(505) 982-4285

OPPOSITION

David H. Arrington Oil & Gas, Inc. Ernest L. Carroll
Losee, Carson, Haas & Carroll
P.O. Box 1720
Artesia, NM 88211-1720
(505) 746-3505



STATEMENT OF THE CASE

This matter has come before the Commission on TMBR/Sharp Drilling Inc.’s
(TMBR/Sharp”) Request for a De Novo Hearing before the New Mexico Oil
Conservation Commission filed on January 7, 2002, which requested that the
Commission review New Mexico Oil Conservation Division Cases 12731 and 12744
and Division Order R-11700.

The issue with respect to Cases 12731 and 12744 and Division Order R-11700 as
alleged by TMBR/Sharp is which of the two contending parties is entitled to approved
APDs for two spacing units where there is a dispute as to the rightful owner of the
underlying oil and gas leasehold. The dispute as to the rightful owner of the
underlying oil and gas leasehold is a matter which is the subject of pending litigation in
the Fifth Judicial District Court, Lea County, New Mexico. Division Order R-11700
concluded that it had no jurisdiction to determine the validity of any title to and oil or
gas lease, or whether an oil and gas lease was valid or continued in force and effect
and that the exclusive jurisdiction of such matters resided in the courts of the State of
New Mexico. Division Order R-11700 further concluded that since Arrington’s APDs
were filed at a time when no conflicting APDs had been filed, that the APDs
conformed to applicable OCD Rules, and that Arrington had demonstrated at least a
colorable claim of title conferring the right to drill the proposed wells, the Division
denied TMBR/Sharp’s Application appealing the denial of the TMBR/Sharp APDs

(Case No. 12744) and denied TMBR/Sharp’s Application for an order staying approval



of the Arrington APDs until final conclusion of the TMBR/Sharp lawsuit (Case No.
12731).

With respect to Case No. 12731, there is no final conclusion.

With respect to Case No. 12744, the APDs at issue are for the 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 and the 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 the time Arrington submitted its APDs, Arrington believed that it owned a right to
drill the proposed wells. Arrington’s belief that it owned a right to drill the proposed
wells is still an issue before the Fifth Judicial District Court.

Presently Arrington has an undivided 15% of the operating rights in the proration unit
designated for the Triple Hackle Dragon “25" No. 1 Well, pursuant to certain farmout
agreements with Ocean Energy. 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 which is before the Fifth Judicial District Court.

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.
To date TMBR/Sharp has not responded to Arrington’s offer to release the APD.
There is presently scheduled before the New Mexico Oil Conservation Division on its
March 21, 2002, docket, Case No. 12816 and Case No. 12841. Case No. 12816 is the

Application of TMBR/Sharp Drilling, Inc. for compulsory pooling of all mineral



interests from the surface to the base of the Mississippian formation underlying the N/2
of Section 25, Township 16 South, Range 35 East, Lea County, to form a standard
320-acre gas spacing unit to be dedicated to TMBR/Sharp’s Blue Fin “25" Well No. 1.
Case No. 12841 is the Application of Ocean Energy, Inc. for compulsory pooling of all
mineral interests from the surface to the base of the Mississippian formation underlying
the W/2 of Section 25, Township 16 South, Range 35 East, Lea County, to form a
standard 320-acre gas spacing unit to be dedicated to the Triple Hackle Dragon “25"
Well No. 1.  TMBR/Sharp’s Blue Fin “25" Well No. 1 and the Triple Hackle Dragon
“25" Well No.1 are the same APDs at issue in Case No 12744 which is sought to be
reviewed de novo herein. The N/2 spacing unit designation of the Blue Fin “25" Well
No. 1 and the W/2 spacing unit designation of the Triple Hackle Dragon “25" Well
No. 1 are in direct conflict and the Division’s order regarding compulsory pooling with
respect to these wells will effectively resolve the issue before Commission with respect
to whether the APD in question should or should not have been approved by the
District Supervisor. Therefore any issue with respect to the Blue Fin “25" Well No. 1
and the Triple Hackle Dragon “25" Well No. 1 contained in Cases No. 12731 and
12744 and Division Order No. R-11700 will be moot once the Division has made its
decision.

Since the date the filing of TMBR/Sharp’s request for de novo review before the
Commission, TMBR/Sharp has filed a Motion of TMBR/Sharp Drilling, Inc. to
Reopen Cases 12731 and 12744 and Amend Order R-11700 Based Upon New Evidence
before the Division (“TMBR/Sharp’s Motion™). Given the filing of TMBR/Sharp’s

Motion seeking to reopen the matter before the Division a de novo review by the



Commission, prior to a resolution of the pending motion by the Division, is premature.

PROPOSED EVIDENCE

DAVID H. ARRINGTON OIL & GAS, INC.:

WITNESSES EST. TIME EXHIBITS
Enich Diffee (landman) 15 min
Jeff Bane (David H. Arrington 45 min 1. Ocean Farmout
Oil & Gas, Inc.) 2. Agreement February 11,

2002, letter to Mr. Kellahin
PROCEDURAL MATTERS

TMBR has filed an Application of TMBR/Sharp Drilling, Inc. for compulsory pooling,
Lea County, New Mexico, which is also on the docket for consideration on March 21, 2002,
as Case 12816. Case 12416 is in direct conflict with the instant case because it proposes the
drilling of the Blue Fin “25" Well No. 1 to be dedicated to the N/2 of Section 25, Township
16 South, Range 35 East, Lea County, New Mexico.

Respectfully submitted,

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

(S /
By(: Aeces 5 Z é ;iisé 4/
rnest 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 18, 2002.

oo/ T Gun/

(' Emest L. Carroll
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214 Went Texas DAVID H. ARRINGTON OIL & GAS, INC.  Phonc: (I15) 6826685
Suizz 400, (Zip 79701) ' Fax: (915) 6324139
P.O. Box 2071
Madland, Texas 79702
Scptamber 10, 2001 o
|
r~
C_:.
Mr. Derald Magcy i
Ocean Energy, Inc. ~
1001 Faoxnin, Suite 1600 o
Houstan, TX 77992 -

"Re: Assignment Of Righes In And To Certain Farmout Agreements Conceming The
SW/4 Of Section 25, T16S, R35E. Lea County, New Mexico
South Payday “25™ Prospect '

Geaotlemen:

When exccuted by the parties hereeo, this lenter agreement (this “Agreement™) shall set forth the

agreement between Ocean Eacrgy, Ine. 2 Lowsizna corporaticn (“'Ocean”) and David H. Amisgren

Oil & Gas, Inc. (“Asrington”) concerming the assigoment of thirty perceut (30%) of Ocean’s right in
and to thoss cettain farmout agreements covering the SW/4 of Section 25, T16S, R3SE, Lea County,
New Mexdco, more pasticularty described on Schedule | bersto (such agrecmocnt. as may be
amended, sopplamented, restated or otherwise modified fiom time o tine, a “Famnout Agrwnmr‘
and collectively, the “Farmout Agreements™). For good and valngble consideration, the sufficiency
of which is hereby acknowledged, the parties do hereby agree as follows:

1. Oua or before July 1, 2002, but not carlier than January 10, 2002, tme being of the esseace,
Arrington skall commonce actual drilling of a test well (the “Test Well ) to be located in the
NW/4 of Section 25, T165, R3SE, Lea County, New Mexico, referred 1o as the Triple
Hacde Dragoa 25 #1 Wdl, and shall thareafter prosscute drilling of the Test Well o
penctrate and tesy the lower Mississippian Lime fonmation (as hereinafler d.cﬁned) ortwa
depth of spproximately thirtecn thousand two hupdred feet (13,200%), whichever is the lessex
depth (ﬂ:o “Conrract Depth™) and shall complets the Test Wel as capable of producing cil
md/“wmﬂammmmlsorplugmdabmdmdacm Occan shall participae in the
drilling of this Test Well for 1ts proportionate share. The Lower Mississippuan Lime
formation is definad as that certain gas 2n0d coodemsate bearing zooc encoumtered ar the
stratigraphic equivalent depth of twelve thousaad four bundred and four feet (12,4047,
shown on that certain compensaed neutroa three detecwr density log tecasurancat in the
Mayfly “14™ State Com # 1 Well, located m Section 14, Township 16 South, Range 35 Bast,
Lea County, New Mexico.

ARRINGTON OIL & GAS, INC.
BEFORE THE COMMISSION

NMOCD CASE NO. 12731 & 12744
DATE: 03/26/02

EXHIBIT NO. ‘

N A
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Mr. Derold Mancy
Oczan Encrgy, lna,
Septcmber 10, 2001
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In the event that dhe driling ttle opinion readered bv a law £rm licensed <o do business o the
State of New Meodeo shall conmin ttle requiraments sach that Amingou or Cesaa as a
reasonsble and pruder operatar is unable to commence dsilling operations an the Test Well
prior w July L, 2002, Amingten or Ocean shall no latee thae Jacuacy S, 2002, imdate fores
poaling procecding for a 320 ace umit comprised of the Wi2 of Sectica 25, T1€S, R3SE,
Lea County, New Mexico. Astingren or Ocsan shall diligentdy and expedidously pocl mch
lands in order o curc such utle requirements so that the Test Well may be drilled prics to
July 1, 2002,

Should Asringeen or Oceaa fail w succassfully cure such trle defects through foree pocling
proceeding or ctherwize and £ 10 tmely commence drilling operations oo the Test Well by
July 1, 2002, then Ocean thall have the right, but nct the obligadon, w0 become the
desigpazed Operator under the Operating Agreement for the drilling of the Test Well through

. the peint of first production; subsequently, Ocean shall relinquish operaticns under said Test
Well to Arrington, acd Asringtoo shall be the desigpased Operator under the Operating
Agreement.  Notwithstanding anything contained in this Agroement to the camtrary Ocean
shall not be obligared w participate in the drilling of the Test Well for a share of costs
greater than thirty-five percemt (35%) and Ocean is satisfed in its sole discreticn that the
revainder of the costs for the Test Well will be paid, either by Arrington or another third
party with tile o the leasehold interest in the ands contanod wathin the pooling order issued
by the New Mexico Qil Conservation Division.

2. In the cvent any woll is lost for any reason prior o bemg dnlled to Contract Depth or
Armiagton bas encountered, during the drilling of any well, mechanical difbculty or a2
formation or condition which would render further drilling impracticable or impossible,
Arringron may plug and abandon that well and may contiriue its rights uader this agreement
by coromencing a substitute well (or wells) (“Substityre Well(3)™) for any such well which
has been lost or abandoned within sixty (60) days from the date the drlling rig is removed
from the locaticn of the prior well. Any Substitute Well drilled shall be drilled snbject to the
same terms and conditions and to the samc depth as provided for the well s lost or
abandoced. Aay refireace in this agreement to the Test Well shall be decmad @ be a
reference to any well or wells, which may be drilled as a Substitute Well. In the eveat har
cither party clects w drill a Subsdruwe Well as provided Betein, the other party mmist
participate in same, of forfeif to the participating party any imerest which it would bave
otherwise camned by virtue of its participation in such Substitue Well,

3. Contemporanecusly herewith, Arvington and Ocezn shall have cetered into that certain
Operating  Agroament attached hereto 2s Exhibit A (the “Operating Agreement”), cavering
the W/2 of Sectan 25, T16S, RISE, Lea County, New Mexico (ths “Contrace Area™),
Exhibit “A” to the Operaing Agreernent shall be compleed based apea the resuls of e
drillsite dtle opinion being preparsd covering the W/2 aof said Secton 25.

4. Saubject to the wrras and coediticas (1) of this agreement, (i) cach Farmout Agretma.:z'and
(i) the Joint Operating Agreemeor, Occan bereby assigas uate Asricgtan, an undivided
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Mz. Deruld Maaney
Gccan Egergy. loe

Septomber 10, 2001

Page 3 of 6

for information or documents, subpocna civil I

thirty pereeat (309) of Ocean’s fight in and 0 cach Fammoat Azsement. In the eveat thar
auy Farmout Agreement coaming a requiresent that the Fanmor (as defined in suca Farmout
Agrsement) thereunder conzen: © any such aszignment, Ocaan shall use 1ts best ofris 10
obwin such cotsent; provided however that in the cvemt thar Ocean is unabls to acquire
sach Farmor’s consent to assign, then Oczan shall assign additional mterest(s) from such
other of the Fanmout Agreerents as Oceam may elect in 713 discretion such that the aggregare
of Artingten’s fight to eam rights under all Farmout Agrecmoeats will extitle Arringncn W ag
assizament of Occan’s incrost in e Cegmact Area cqual to an undivided thirty petcent
(30%), propordonataly reducsd to Oczan’s inegest in the Contract Arsa. The terms and
condimions of this letter agrecment <hall apply W any extensions or reacwals of cach Fumout
Agreement acquired by either Arrington of Ocean within 180 days of the expiratoan of the
fanmout agreement,

Asrington hay acquired proprictary 3D seismic data across certain lands, including, without

. limitatton; T16S, R3SE, Lea County, Now Mexico () Section 23; E/2F/2; (i) Sectica 24:

All thar Arringron bas in the SW/4; (iii) Section 25: W/2, WRE/2; (iv) Section 26: E2E2;
(v} Section 35: NE/ANE/4; and (vi) Section 36: N/ZNW/4, NW/ANE/4 (such 3D scismic
dam, collectively, the "Asmingion 3D Dar™). Amington agress (and represants to Oczan that
Arrington has the right @ 50 agrec) that Ocean shall () bave accsss to the Amington 3D
Dan ig Arrington’s offices durdng norrpal business hours, in order 10 wark and interpret the
Amiogroa 3D Dara and (ii) have access 1o and copies of, Arrington’s intarpretations of the
Arrington 3D Dama (the Acrington 3D Dats togeher wird such ioterpretations thereof, the
“Amington Evaluation Marzfial”). Amington shall retain fall owmesship rights to the
Arrington 3D Dura, and nc ownarship o licease to the Ardngroa 3D Dam shall be coaveyed
™ Occan. Except as provided for in this Pacagraph S, Armingtan makes 1o representations of
warranties 1 Ocean (j) as to the Armington 3D Dama (i) or in respect of Ocean's reliance
upon the Artngwon Evaluation Materfal. Ocean shall keep the Arrington Evaluatozn
Material confidential; provided however, that such obligasien of confidentiality shall not
apply to information which (i) was or becomes available o the public other than as a result
of a disclosure by Occan, (i) was or becomes available o Occan on 2 pon-confidential tasis
from a sourcs other than Arrington, provided that such source is oot known by Oceag w be
bound by 2 confidendality agreeroent with Asrington of otherwise prohibind from
Uansmitting the information by 2 contracuzal, legal or fduciery obligstion, (i) was within
Ocean’s possession prior 1o its being fumisked by Arrington, (iv) is developed or derived
withont the aid, application or use of the Arringtcn Evaluation Material, (v) is disclosed
following reccipt of the wrirten coosent of Arrington © sudh disclosure being made, or {(v) is
disclosed parsuant to Paragraph € hereof.

In the cvcmﬂ:zt Ocean is requested or requirsd (by ofal ions, IterTogatoriss, IeQuUests
e demand or other process) ©
disclosc any of the Arngon Evaluatica Matertal, Ocean agrees that it will provide
Artington with prempt natice of any such request or reguircment (written if pracdal) so that
Arringlen may seek aa appropriare protective order or waive compliance with the provisioas
of this Agreement K, failing the eaay of a prowctive order or the receipt of 2 waiver
bereunder prer w0 the dme such disclosure is required to be made, Ocsan may disclose that
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COcean Bacrgy, Ine,
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portica of the Amingon Evaluaticn Mazcrial which Occan’s coucsel advises that it is
compelled to disclass and wiil exercise cmisocable foris to gutim assurines that
coafidental treatmest will be accorded © that porcon of the Asringtoa Evaluatica Material
whuch is being disclosed. Asringson agress that Ocexn shall have oo labiliry hercunder for
Zﬂ:f discloswre of the Arrinztca Evahuarica Material made In compliance with this Parngraph

Oczan bas acquired proprictary 3D seismic damy acress caytain laeds, including, withcur
Emimnon, T15S, R35E, Lea Caunty, New Mexico (i) Secticn 7: W72, W/2NE/4, W/2SE/4,
SE/ASE/4; () Secton 17: W2NW/4, NW/ASW/4; and (i) Secton 13: N/2, N/25/2 (such
3D scismic dana, collectively, the “Occan 3D Data™). Occan agrees (xnd represeats to
Arrington that Ocexn bas the right © so ugree) thar Arrington shall (i) bave acceus To the
Ocean 3D Data in Ocean’s offices during somal busigess bours, in order to work 2ad
interpret the Ocean 3D Dam and (i) have access to and copics of, Oczan's interpremtions of
the Ocean 3D Damx (the Ocean 3D Data together with such interpretations thereof, the

" “Ocean Evalnation Material”). Occan shall retain fall ownesship rights o the Ocszn 3D

Data, and no ownership or license to the Ocean 3D Data shall be conveyed o Armagton.
Excepet as provided for in this Paragraph 7, Ocean makes no represeatations or orarramtias
Arringtos (i) as to the Ocean 3D Dats (i) or in respect of Armrington’s reliance upon th

Ocan Bvaluation Material.  Amington shall keep the Ocean Evaluaticn Material
confidential; provided however, that such obligstion of confidenriality shall not apply to sball
not apply to information which (j) was or becomes available to the public other than as a
result of a disclosure by Asrisgton, (il) was of becomes available o Aryington oo 2 nen-
confidential basis frem a source gther than Ocean, provided that such source is not known by
Arringron to be beund by a confidentiality agreement with Ocean or otherwise prohibited
ﬁ‘vm. transmitting the ipformatioa by & contractual, legal or fiduciary obligation, (ifi) was
within Ammington’s possession prior w0 its being furnished by Ocean, Gv) i doveloped or
derivad without the aid. application or use of the Ocean Evaluation Materal, (v) is disclosed
following recaipt of the written consent of Gcean to such disclosure being rmade, or (vi) is
disclosed pursiant w Paragraph 8§ bereof

In the cvear that Arrington is requesmd ot required (by oral questons, inTxogatcries,
requests for informarion ar documents, subpocna civil investigative dercand or otber process)
w disclose any of the Ocean Evaluation Material, Arrington agrees that it will provide Ocean
with prompt notice of any such request or requirement (written if practical) so that Ocean
may scek an appropriate protective order or waive compliance with the provisions of this
Agreement. If, failing the cntry of 3 protective order or the receipt of 1 waivar hereunder
prior W the me such disclosure is required o be made, Arringta may disclose that pordea
of the Oceaa Evaluation Materal whick Amingum’s counsel advises that it is compelled to
disclose and will exercise reasarable eForts to obtain assuraoce that coafidenrial weatment
will be accorded to that portica of the Ocean Bvaluation Marerial which is beiag disclosed.
Ocean agrees that Arrington shall have o bahility kereunder for any disclosure of the Ocean
Evaluation Maxerial made in complance with this Paragraph 8.

-« =~sa7'70
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9. It iz not the iotzation of the pardes © creale a partsership, nor shall tis agresment be
coostrued as creadng a mining or otier partnership, jeint vemure, agency rslasenship or
cther association, or o reader the partiss liable a3 pactcrs, co-venmrss ©f principals.
Unless provided for to the contrary in the Operating Agroeceant, () the Lability of the partiss
shall be several not joint or collective and (i) each party shall ke responsible anly for 1ts
obligations, and shall be liable oaly for s proportionate shars of e costs, if any, 0 be
incurred Mereunder. No party shall bave acy lability heroundsr to third pardes to satisty the
defaulr of any otber party in the payment of acy expensc or obligation.

10. This Agroezent and all maliers pertaming bercto, inchuding, bur not limited w0, 1oatters of
perfonmance, ban-perfbrmance, breach, remedies, procedures, Tights, ditics and intzrpretation af
constrocticn, shall be governed and determiced by the law of the Stae of Toms. THE
PARTIES HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROFER
STATE OR FEDERAL COURT LOCATED IN MIDLAND COUNTY, TEXAS, AND

. HEREBY WAIVE ALL OTHER VENUES. :

11. This Agreement, the Exhibirs and Schedules bereto aod the Operating Agreement set forh all
uodersandings beaween the parties respecting the subject matter of this transacuoe, asd all prier
agreements, understandings and representations, whether aral or wrigxn, respecung This
transaction are merged into and superseded by this wiitiza agrecment

12. This agreaent shall be binding upon and shall inure w e beoefit of the partcs and deir
respective suceessers and perrnitied assigns and the wrms horsof shall be deemed 10 nun with the
lands described berein,  If any traasfer is effeced by a party pursuant © the teyms of this
agreement, ot by any of its successors or assigns, e taskr will be made expressly subject w
this agreement, and the transferor shall remain responsible for the obligaticns of the traasteree
unt] the Tansferee oxpressly assumes in writng all of the ceisting duties aod obligations of the
wansferor,

13. This agreement may oot be altered or amonded, nor apy rights hereunder waived, execpt by an
instrument, in writing, exeoued by the party W be charged with such amecdment or waiver. No
waiver of any other tenm, provision of candition of this agreoment, in any oce or more instancss,
shall be deemed w0 be, or construcd as, a further or cortinuing waiver of aay such term, other
provision of condition of as a waiver of any other term, provision of conditien of this agreement.

14, EACE PARTY WAIVES, TO THE FULLEST EXTENT PERMITIED BY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH
RESPECT TO ANY SUIT, ACTION OR FPROCEEDING RELATING TO THIS
AGREEMENT.

15. If any provisioa of this agreement is invalid, illegal or incapable of being axforced, all other
provisicas of this agreement shall acverteless remain in full foree and eees, so loag as the
cconomic or legal substance of the transactions comtemplared berchby is not affected in 2
mmatenially adverss manner with respect w cither party.

- s

ceerwaanTaT TVI OFOINT 20/90/00



Feb-26-02 —995&31&-44 oLy Ly
Mr. Derold Mancy

Oczan Energy, Inc.
September 10, 2001
Page 6 of 6

915 €82 4438

Ifﬁ:isprupcrlysctsfo:thymuundcrsuudjngcfaurzymplwcscindicambysigxingmzhc

space provided below, acd reqsrning to my aneation.

AN

aam e vy

AAcAT

vnsa? /70



Feb-26-02_09:31A o1s 682 4ass

e A T UL Y ey .3

Mr. Detald Mancy
Occan Energy, Inc
Septexober 10, 2001
Pagc 7 of 6

Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

el o

David H. Acington
President

DD/Ard

ACCEPTED AND AGREED THIS lfk#\ DAY w%&x‘@mn
OCEAN 571 e,
A O
Yimk Wood WV\
Amomey-in-Fact

N

AAAAAAAA vy wvr cocaT

70,92/20



w1 AT Y N e

Feb-26-02 09:31A 915 682 4asa L
1 tmld e/ ™ -

Schedule | 1o that certain Letter Agrecment,
by and bezween Occan Eaergy, Inc., a Louisiam corporaticn
aod David H. Arnington Ol & Gas, Inc.,
dated as of September 10, 2001

Farmout Agreement, dated as July 23, 2001, by and between Oocan Energy, boc., a
Louisiana corporation, as Farmee, aod Bragsx Resourcss, Inc., as Farmor, as amesded by
that cemtain Letter Agreoment, dated as of August 14, 2001, armached herzto as Exhibits B-1
and B-2;

. Farmout Agreeraent, dated as July 23, 2001, by and between QOczan Encrzy, Ioc, 2
Louisiana corporation, as Fanmec, and Sates, Inc. and BB.L, Lod., as Farmor, as amacaded
by that certain Letter Agreement, dated as of August 22, 2001, amacked hereto as Extubits
C-1 and C-2;

- Fammooat Agreement, dated as July 23, 2001, by aod between Ocean Epergy, Inc, a
Louisiana corporation, as Farmec, and Judith White, Trustec!, as Farmor, as amended by
- thar certain Letter Agroament, dated as of August 15, 2001, atrached hereto as Exhibit D-1
and D-2;

. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc, a
Lauisiana corporation, as Farmee, and Slash Four Enterprises, nc., as Fartoor, as ameaded
by that certaim Letter Agreement, dated as of Angust 15, 2001, attached hereto as Exhibit D-
1 aod D-2; :

. Fanmout Agreement, dated as July 23, 2001, by and between Ocean Encgy, Ine., 2
Louisiana corporation, 2s Farmmee, and Pabo Oil & Gas, as Farmor, as amended by that
cermin Letior Agreement, dated a5 of August 15, 2001, amrached heres 2s Exhibit D-1 and
D-2;

. Farmout Agreement, dated 2s July 23, 2001, by and betwoen Ocean Ezergy, Inc., a
Louisiana corporation, as Farmee, and Pbelps White, II, as Faomor, artached bercto as
Exhibit E;

. Fannout Agreement, dated as July 23, 2001, by and betwwen Ocexn Energy, Inc, a
Louisiana corporation, as Farruee, and David R, Ganmaway, as Farmor, sttached bersto as
Exhibiz F; and

Fammout Agroement, dated as July 23, 2001, by and between Ocean Energy, lac. a Louistana
corporation, as Farmee, and ICA Energy, Inc,, as Farmor, as amended by that certam Leaer
Agreemem, dated as of Angust 15, 2001, arrached hereto as Exhibit G-) and G-2.
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LAW OFFICES

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

ERNLST L. CARROLL 31l WEST QUAY AVENUE
JOEL M. CARSON

[ - 1720
JANE SHULER GRAY Q.a0x
JAMES €. HAAS ARTESIA, NEW MEXICO 882!11-1720
NS rY TS PHONE (S0OS) 746-35CS
A J. LOSEE

FAX (SOS) 748-61:6

11 February 2002

W. Thomas Kellahin 3

Kellahin and Kellahin P

117 North Guadalupe —

P.O. Box 2265 S

Santa Fe, NM 87504-2265 e
w o
oL

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 respectto *: -
the APD in Section 25, Arrington has other lease hold acreage thus entitling it to operate.a well.
Arrington would not release that APD butwould proceed with preparations-ta-driil the well.:.-

I have-also been informed of the fact that you haverecently had-a stroke and-that these- . -

two cases were put off from theirFebruary 14* date until the following Commission date in .
March. If it is 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 2 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,

s

Very truly yours,

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

v
,(/bc(‘y

Emest L. Carroll

ELC:ct
cc: Rick Montgomery

ARRINGTON OIL & GAS, INC.
BEFORE THE COMMISSION

NMOCD CASE NO. 12731 & 12744
DATE: 03/26/02 z

(@L_S) Quk 0?_ ”,?‘;/ EXHIBIT NO.




Ocean )Ener,,

December 12, 2000

David H. Arrington Oil & Gas, Inc. ‘ - ’
214 W. Texas, Suite 400 ﬂ -

Midland, TX 76701 o g 2 ) .

Atin; David H. Arrington (et Mn ’

Re:  Eldson Ranch / Wild Onion U T~

~ "T16S, R3SE
Lea County, New Maxico

Ocean Energy Resources, Inc. (Ocsan) and David H. Amington Ol & Gas, Inc,
(Amington) have agreed to jointly participate in the Eidson Ranch/Wild Onion Prospect
as described on the attached Exhibit “A" (The Prospect) under tha following terms and
conditions, '

1. Subject to rig availability Arrington shall commence drilling operations prior to the
lafter to occur of (1) thirty (30) days from the delivery of the final processed 3D
data set referenced below, or (2) March 1, 2001, on the Lord Baltimore #1 Well to
be located at a mutually acceptable location in the SW/4 of Section 20, T16S,
R35E, Lea County, New Mexico, the ‘“Initlal Test Well" and drill same to a total
depth of 13,100" TVD or a depth sufficient to test tha Morrow Sand, whichever is
the lesser depth. i

2. The unit designation for the Morrow spacing unit shall be the W/2 of Section 20,
T16S, R35E, Lea County, New Mexico, unless mutually agreed otherwise.

3. All operations on the Lord Baltimore #1 Well and future wells drilled on acreage
In the AM! (hereinafter defined) owned by the parties hersto prior to August 14,
2000 the "Effective Date” shall be conducted in accordance with the terms and
provisions of the form Operating Agreement, attached hereto as Exhibit "B".
Amington shall be designated operator for the Initial Test Well. In the event
Arrington fails to commence actual drilling operations on the Initial Test Well

_ within the above time fimitations, Ocean at its option may assume drilling
operations and drill the Inltial Test Well under the terms of this agresement. In this
event, and Ocean drills and completes the Initial Test Well either as a dry hole or
as a producer of oil and gas, Amington shall immediately become the designated
operator under the Operating Agreement for the Inltial Test Well, If and only if
Arrington is a consenting party in the completion attempt of said Initial Test Well.
In the event that the Initial Test Well is completed as a producer of oil and gas,

_ and if Aimington Is a consenting party in the completion attempt of said Initial Test
Well, Arrington shall be responsible for the filing of any and all completion reports
with the New Msaxico Oll Conservation Dlvision (NMOCD) regarding the Iniial
Test Well at such time as the Initial Test Well is completed as a producer of oil
and gas. In the event that the Initial Test Well is completed as a dry hole, then
Ocean shall be responsible for the filing of any and all completion reports with the

NMOCD.
Ocsan Enargy, inc. 1001 Pannin, Sult 1600 Houston, Tioas 770026794 (719) 2656000
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4. The Operator far all subsequent wells to the Initial Test Well drilled within the
area of mutual interest as hereinafter identified shall be determined as follows:

i)

Party Owning the dnll site acreage for the initial well in the 320-acre unit
shall operate such well and unit.

The first party proposing the first well on jointly owned dirill site acreage
shall be the operator of such well and unit. The other party shall operate
the second well and the unit drilled on jointly owned drill site acreage and
all subsequent operations shall be determined by aitemating operatorship
of each new well proposéd in a new unit on jointly owned drill site
acreage, unless mutually agreed to the contrary.

Operations within the AMI on jointly owned acreage shall be covered by
an Operating Agresment identical to the agreement attached hereto as
Exhibit *B '

It is understood that Amington is the cument owner of the oll and gas
leasshold estate in the W/2 of Section 22, T16S, R35E, Lea County, New
Mexico, and Arrington and Ccean jointly own the o and gas leasshold
estate in the E/2 of said Sectlon 22. Arrington anticipates that it will
establish a spacing unit covering the W/2 of Section 22. Notwithstanding
anything contalned hersin to the contrary, without the consent of
Arrington, Ocean shalt not propose the drilling of a test well in Section 22
which will include in its unit, a portion of the W/2 of Section 22 with a
portion of the E/2 of Section 22,

5. Armington and Ocean have agreed to conduct a 3-D Seismic Survey (Seismic) on
the Prospect. Asrington shall operate the Seismic. A copy of the contract with
Trace Geophysical is attached as Exhibit "C". Actual cost of the 3-D Selsmic
Survey shall be shared equally between Arrington and Ocean. Each party shall
have complete ownership of the raw and processed data, and except as
restricted for the confidentiality period below, each party shall have no further
obligation to the other regarding said seismic data other than those obligations
expressly set forth in this agreement. All seismic data shall be kept confidentlal
by both parties to this agreement for a period expiring on December 31, 2002.

a.

An area of mutual interest (AMI) is hereby created and is identified on
Exhibit “A". Any and all producing and non-producing oil and gas
leasehold or mineral interests (including royalty and overriding royalty
interests) owned by elther party within the AMI prior to the Effective Date
of this Agreement are specifically excluded from the AMI. Except as
otherwise provided herein, the partles agree that all oil and gas leasehold
inferests (and non-producing mineral interests where appropriate), and
any geological and geophysical information acquired jointly hereunder
and subsequent to the Effective Date, shall be owned, and all costs,
fiabilities and expenses incurred hereunder shall be bome by the Parties
in their Proportionate Shares as follows:

Arrington 50%
Ocean 50%

The Proportionate Shares of the Parties as set forth in this Article shall be
subject to modification if a Party elscts not to participate in oil and gas

Ocasn Enargy, Ine, 1001 Pannin, Suite 1600 Houston, Texas W& 713) 265-6000



leasehold or non-producing mineral Interesi acquisitions, or rental
payments, as further herein provided.

6. Any party acquifing an Interest within the AM! (the "acquiring party”) on or after
the effective date of this agresment shall offer to the other party (non-acquiring
party) the option to acquire 50% of the interest the acquiring partyhas purchased
by paying 50% of the cost paid by the acquiring party and assuming 50% of the
obligations and commitments made by the acquiring party related thersto. The
non-acquiring party shall make its election within 15 (fifteen) days of receipt of
written notice from the acquiring party to either (i) participate fully in the purchase
of the interest acquired subject to all obligations agreed to by the acquiring party,
or (i) not to participate in the interest acquired. Failure to respond within the 15
{fifteen) day election period shall be deemed to be an election not to participate.

Iif electing to participate In the interest acquired the non-acquiring party shall pay
to the acquiring party its prorata share of all costs that have been paid by the
acquiring party within 15 (fiflesn) days of its election to particlpate in the
acqulsltion of the acquired acreage. In the event a party falls to timely pay their
costs as provided, It shall be deemed that the non-acquiring party electednot to
participate in said Interest.

NOTWITHSTANDING anything contained herein to the contrary the provisions of
this Area of Mutual Interest shall not apply to producing property acquisitions
made by either party within the Area of Mutual Inferest if such acquisitions are a
part of a larger acquisition or the result of the purchase of all or a portion of a
Company or merger with a company ewning acreage within the AMI.

The acquiring party shall identify all Interests acquired within 10 days after
acquisition of the Interests. All such notlces of acquisition shall be in writing and
include () a full description of the interests so acquired (i) a copy of the
instrument(s) by which such interests were acquired or can be eamed, (iii) copies
of all title data in its possession relative to the acquisition and (iv) the acquisition
price paid or to be pald, including all brokerage and related acquisition costs.
The acquiring party will make a reasonable effort to cure all significant acquisition
title defects in a timely manner.

If the acquisition is in the form of an agreement whereby an Interest may be
eamed by conducting seismic, drilling and/or other exploration operations, then
the election to participate in the acquisition shall also constitute an election by the
Party to participate In said seismic, drilling and or other exploration operations
and to undertake its share of the obligations required to earn should such
operations be conducted. In order for a Party to be entitled to its Proportionate
Share of the Interest o be eamed by conducting such seismic, drilling and/or
other exploration operations such Party must have participated (according to its
Proportionate Share) in all operations (including completion opsrations if required
by the agreement), and In all other costs and expenses incurred, which are
necessary to comply with the terms and conditions of the agreament goveming
the interest to be eamed by seismic, drilling and or other exploration operations,
including previous seismic, drilling and/or other exploration operations within the
AMI if the eaming operations are In the form of an option or obligation
conditioned on such previous operations are conducted under the terms of this
Agreement. By not participating in the acquisition of an option for an oil and gas
leasehold interest or non-producing mineral Interest, the non-acquiring Party

Ocoan Enargy, Inc. 1001 Farmnin, Sulta 1600 Hm%ms (713) 265-6000



walves its right to participate In such acquisition m the event the option is
exerclsed by the acquiring Party.

It Is understood that any election to participate or not participate In an individual
acqmsmon shall apply to all of the lands covered thereby, including any interests
in such lands lying adjacent to and parﬁally outside the AMI. Any interest to be
earned from other parties in the AMI by seismic, drilling and/or other exploration
operations conducted by either Party on lands entirely outside the AMI shall not
be subject to the provisions of this Agreement. If notice shall be made of more
than one acquisition at the same time, the Party receiving the notices shall have
the right to elect to acquire an interest in one or more or all or none of said
interests. Each separate lease or agreement to eam an interest shall be
considered @ separate acquisition for election purposes. However, if an
acquisition Is made conditioned upon acquiring all of such interests involved In
the partlcular transaction, then the Party receiving the notice shall have no right
of selection but shall be required to participate or not participate in the acquisition
in its entirety.

7. This AM! shall expire two (2) years from, the Effective Date, being August 14,
2000. Upon termination, the lands within the AMI shall no longer be subject to
" the provlslons of this Agreement, except as to any jointly acquired interest which
are in still in effect, or as t6 any proration unit covered by a Joint Operatmg
Agreement as referred to in Sections 3 and 4 of this Agreement, whichever is
applicable. The provisions of Section 6 of this agreement shall survive the
termination of this Agreement untll all desceribed Interest have been offered in
accordance with the provislons hereof.

8. EACH PARTY SHALL FULLY PROTECT, INDEMNIFY AND DEFEND THE
OTHER PARTY, ITS OFFICERS, AGENTS, EMPLOYEES AND/OR
AFFILIATED COMPANIED AND HOLD THEM HARMLESS FROM ANY AND
ALL CLAIMS, LOSSES, DAMAGES, DEMANDS, SUITS, CAUSES OF ACTION,
AND LIABILITIES (INCLUDING ATTORNEYS' FEES, COSTS OF LITIGATION
AND/CR INVESTIGATION AND OTHER COSTS ASSOCIATED THEREWITH)
(COLLECTIVELY REFERRED TO HEREAFTER AS “"CLAIMS") RELATING TO
INJURY OR DEATH OF ANY PERSON OR PERSONS WHOMSOEVER,
AND/OR PAMAGE TO OR LOSS OF PROPERTY OF RESOURCE ARISING
OUT OF OR CONNECTED, DIRECTLY OR INDIRECTLY, WITH THAT
RESPECTIVE PARTY'S ACTIVITIES DURING THE TERM OF THIS
AGREEMENT.

9. This Agreement cancsls and supersedes all previous verbal and written
agreements affecting the AMI made between the Parties. In the event any
provision of this Agreement is in conflict with any of its Exhibits, this Agreement
shall govern,

10. This Agreement shall be binding on all successors and assigns of the parties
hereto, and the obligations herein shall be covenants running with the land,

11. No waiver or non-enforcement by either Party of any one or more provislons in
the performance of this Agreement shall operate or be construed as a walveror
non-enforcoment of any subsequent breach or default of the same or other
provision similar in nature,

12. This Agreement has been prepared by tha Joint efforts of each of the Parties.
Ocsan Enargy, Inc. 1001 Fannin, Sulte 1600 Mouston, Teas W%S (713) 265-6000



13. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED UNDER
- THE LAWS OF THE STATE OF TEXAS.

14. Nelther Party shall have any right, power, or authority to assume, create or incur
any expense, liability or obligation, expressed or implied, on behalf of the other
Party, except as expressly provided herein. This Agreement is not intended to
be nor shall it be construed as a joint venture, association, partnership or other
form of a business organization or agency relationship.

15. This Agreement, Including its Exhibits, may be amended or modified only by an
instrument of equal formality signed by duly authorized representatives of the
respective Parties and specifically referencing this Agreement.

s
16. If any part, term or provislon of this Agreement shall be held illegal,
unenforceable or in conflict with any law of a federal, state or local govemment
having jurisdiction over this Agreement, the validity of the remaining portion or
portions shall not be affected thereby.

Please sign in the space provided below indicating your acceptance of the above terms
and conditions, and retum one signéd copy to the undersigned within ten (10) days of
recelpt of this letter.

Yours very truly,

OCEAN ENERGY, INC.

LY

Hank Wood
Vice President, Land M

AGREED TO AND ACCEPTED this day of December 2000.

DAVID H. ARRINGTON OIL & GAS, INC.

ByE M y
its:
Date:

’

Ocaan Enorgy, Inc. 1001 Pannin, Suite 1600 Houston, TeanT7RRe6774  (713) 265-6000
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Attached to and made a part of that certain Letter Agreement dated December 12, 2000,

by and between Ocean Energy, Inc. a Louisiana Corporation and David H. Arrington Oil & Gas.
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FIFTH JUDICIAL DISTRICT COURT iy e '
COUNTY OF LEA 02 Y
STATE OF NEW MEXICO 2 PH 3

"llﬂ ‘ h
TMBR/SHARP DRILLING, INC., ois TR/cT cobﬁ”ﬂhoa
Plaintiff, CLERK

No. CV2001-315C

VS.

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. Armrington 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

~
s

Jjurisdiction 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.

ARRINGTON OIL & GAS, INC.

BEFORE THE COMMISSION
NMOCD CASE NO. 12731 & 12744
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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. o

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

wel] taken and IS DENIED.

District Judge
CERTIFICATE
IHEREBY CERTIFY that a true and correct copy of the foregoing Notice was mailed to all
parties on the LAk dayo 2002:
Richard Montgomery, Esquire Phil Brewer, Esquire Emest L. Carroll, Esquire
P.O. Box 2776 P.O. Box 298 P.O. 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

-/



