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July 10, 2002 

VIA FEDERAL EXPRESS -> 

Mr. W. Thomas Kellahin 1= 
Kellahin and Kellahin 7: 
117 North Guadalupe 
Santa Fe, NM 87504 

Re: Case No. 12731 - Application of TMBR/Sharp Drilling, Inc. for an Order Staying 
David H. Arrington Oil & Gas, Inc. from Commencing Operations, Lea County!, 
New Mexico; Case No. 12744; Application of TMBR/Sharp Drilling, Inc. 
Appealing the Hobbs District Supervisor's Decision Denying Approval of Two 
Applications for Permit to Drill Filed by TMBR/Sharp Drilling, Inc. Lea County, 
New Mexico. 

Dear Mr. Kellahin: 

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

1. Transcript of March 26, 2002 OCD proceeding and exhibits; 
2. Documents related to the OCD ruling number R-l 1700-B 

a. Order of the Oil Conservation Division 
b. Letter dated May 1, 2002 from Chris Williams to David H. Arrington 
c. Letter dated May 9, 2002 from J. Scott Hall to Chris Williams 
d. Ocean Energy, Inc. 's Application for Rehearing and Motion to Stay Order 
e. Application for Rehearing and Request for Partial Stay of Order R-l 1700-B 
f. Consolidated Response to Application for Hearing filed by Arrington/Ocean 

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

Very truly yours, 

COTTON, BLEDSOE, TIGHE & DAWSON 

Crysta/Pleasant, RP 
Paralegal to Susan R. Richardson 

Enclosure 

Mid: CPLEASANT\004370\000021\333277.1 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OBL CONSERVATION COMMISSION 

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

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

APPLICATION OF TMffiR/SHARP CASE NO. 12744 
DRILLING, INC. APPEALING THE 
HOBBS DISTRICT SUPERVISOR'S 
DECISION DENYING APPROVAL OF 
TWO APPLICATIONS |>0R PERMIT TO DRILL 
FILED BY TMBR/SHARP DRILLING, INC., 
LEA COUNTY, NEW MEXICO. 

ORDER NO. R-l 1700-B 

ORDER OF THE OIL CONSERVATION COMMISSION 

BY THE COMMISSION: 

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

FINDS, 

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

2. In Case No. 12731, TMBR/Sharp seeks an order voiding permits to drill 
obtained by Arrington and awarding or confirming permits to drill to TMBR/Sharp 
concerning the same property. 

3. In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of 
District 1 of the Oil Conservation Division denying two applications for permit to drill. 
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4. Anington and Ocean Energy oppose1 both applications. 

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

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

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

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

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

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

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

On April 10,2002 Arrmgtan,3greed to release its permit to drill to TMBR/Sharp. A dispute 
may no longer therefore exist concerning Section 23 although the parties apparently do not agree 
with this assessment. 
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approved on July 30, 2001. On or about August 6,2001, TMBR/Sharp filed its 
application for a permit to drill its proposed "Leavelle "23" Well No. 1" in the same 
section. That application was denied on August 8,2001.2 

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

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

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

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

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

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

1 Apparently TMBR/Shaip reajipiied for the permits to drill that were previously denied, and the 
Division approved those permits on March 20,2002. 
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18. Although the primary terms of the TMBR/Sharp leases have apparently 
expired, TMBR/Sharp alleges that the leases were preserved by the drilling of the "Blue 
Fin 24 Well No. 1" and subsequent production from that well. The Blue Fin 24 Well No. 
I is located in the offsetting section 24. 

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

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

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

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

23. During the hearing of this matter, TMBR/Sharp argued that because the Fifth 
Judicial District Court found that Arlington's "top leases" had failed, TMBR/Sharp was 
entitled to permits to chill infections 23 and 25 and Arrington was not entitled to permits 
to drill and its permits should be rescinded. TMBR/Sharp also argued that Arrington had 
filed applications to prevent TMBR/Sharp from being able to drill and to place its 
obligations under the continuous drilling clauses of the oil and gas leases in jeopardy. 
TMBR/Sharp argued that Ocean Energy's letter agreement with Arrington could not 
revive Arrington's claim of title and that Ocean Energy's pending pooling application 
with the Division is essentially irrelevant to the question of whether TMBR/Sharp should 
have been granted a permit to drill. 

24. Arrington argued in response that the title issue ruled upon by the District 
Court with respect to section 25 is irrelevant because Arrington acquired an independent 
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interest in that section by virtue of a farm out agreement in September of2001. 
Arrington also argued it was willing to assign the disputed acreage in Section 23 to 
TMBR/Sharp in order to resolve the present controversy. Arrington also argued that it 
doesn't intend to actually drill at the present time under either approved permit to drill 
and argued, citing Order No. R-l 0731-B, that the Commission's practice has not been to 
rely on "first in time, first to right" principles in deciding competing applications on 
compulsory pooling, but instead on geological evidence, Arrington seemed to argue that 
a compulsory pooling proceeding is the place to present such geologic evidence. 
Arrington argues that these proceedings are unnecessary and that the Commission should 
rely upon the Division's pending pooling cases to decide who of the various parties 
should properly possess tbe permit to drill. 

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

26. The parties seefla to agree that in a situation where the bottom lease has not 
failed, a person owning a top lease is not a person duly authorized to be in charge of the 
development of a lease or thje operation of a producing property, and is therefore not 
entitled to a permit to drill. NMAC 19.15.1.7(0)(8). See also 1 Kramer & Martin. The 
Law of Pooling and Unitization. 3rd ed., § 11.04 at 11-10 (2001). Moreover, because 
only an "owner" may seek compulsory pooling, it seems that a person owning a top lease 
where the bottom lease has iiot failed might not be entitled to compulsory pooling either. 
See NMSA 1978, § 70-2-17(0), 

27. When an applic^oh for permit to drill is filed, the Division does not 
determine whether an applicant can validly claim a real property interest in the property 
subject to the application, and therefore whether the applicant is "duly authorized" and "is 
in charge of the development of a lease or the operation of a producing property." The 
Division has no jurisdiction to determine the validity of any title, or the validity or 
continuation in force and effect of any oil and gas lease. Exclusive jurisdiction of such 
matters resides in the courts ofthe State of New Mexico. The Division so concluded in 
its Order in this matter. See Order No. R-l 1700 (December 13,2001). 

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

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

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

31. The permits to drill issued by the Division in July 2001 to Arrington were 
issued erroneously and should be rescinded ab initio. The applications to drill submitted 
by TMBR/Sharp in August2001 should have been processed within a few days of 
receipt. Arrington's later acquisition of an interest in section 23 and 25 through a farm 
out agreement doesn't change this analysis; Arrington had no interest by virtue of farm 
out as of the date of TMBR/Sharp's applications. 

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

33. Arrington and Ocean Energy's conclusion does not necessarily follow. An 
application for a permit to drill serves different objectives than an application for 
compulsory pooling and the two proceedings should not be confused. The application for 
a permit to drill is required to verify that requirements for a permit are satisfied For 
example, on receipt of an application, the Division will verify whether an operator has 
financial assurance on file, identify which pool is the objective of the well so as to 
identify the proper well spacing and other applicable requirements, ensure that the casing 
and cementing program meaits Division requirements and check the information provided 
to identify any other relevant issues. The acreage dedication plat that accompanies the 
application (form C-102) petmits verification of the spacing requirements under the 
applicable pool rules or statewide rules. Compulsory pooling is related to these 
objectives in that compulsory pooling would not be needed in the absence of spacing 
requirements. 1 Kramer & Martin, The Law of Pooling and Unitization. § 10,01 (2001) 
at 10-2. But its primary objectives are to avoid the drilling of unnecessary wells and to 
protect correlative rights. NMSA 1978, § 70-2-17(C). 
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34. It has long been the practice in New Mexico that the operator is free to 
choose whether to drill first; whether to pool first, or whether to pursue both 
contemporaneously. The Oil and Gas Act explicitly permits an operator to apply for 
compulsory pooling after the well is already drilled. See NMSA 1978, § 70-2-17(C) (the 
compulsory pooling powers of the Division may be invoked by an owner or owners "... 
who has the right to drill has drilled or proposes t 0 drill a well [sic] ..."). Issuance of the 
permit to drill does not prejudge the results of a compulsory pooling proceeding, and any 
suggestion that the acreage dedication plat attached to an application to drill somehow 
"pools'' acreage is expressly disavowed. If acreage included on an acreage dedication 
plat is not owned in common, it is the obligation of the operator to seek voluntary pooling 
of the acreage pursuant to NMSA 1978, § 70-2-18(A) and, if unsuccessful, to seek 
compulsory pooling pursuant to NMSA 1978, § 70-2-17(C). 

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

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

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

CONCLUSION OF LAW: 

The Oil Conservation Commission has no jurisdiction to determine the validity of 
any title, or the validity or continuation in force and effect of any oil and gas lease. 
Exclusive jurisdiction of such matters resides in the courts ofthe State of New Mexico. 

IT IS THEREFORE ORDERED: 

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

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

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

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

5. Jurisdiction of this case is retained for the entry of such further orders as may 
be necessary given subsequent proceedings in TMBR/Sharp Drilling, Inc. v. David H. 
Arrington Oil & Gas, Inc., etal. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

S E A L 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E. JOHNSON Lori Wrotenbery 
Gevtrnr DirK(«r 

Betty Riven Oil Conservation DJvlsloa 
OMMt &*trtt*ry 

May 1.2002 

David H Arrington Oil & Ou Inc 
ATT: Danny Ledford 
PO Box 207! 
Midland, TX 79702 

RE: Cancel of lntcnu to Drill 

Gentlemen: 

Per the order #CV2001 -31 SC from the 5* Judicial District Court often County and the order R-11700-B font th* Oil 
Conservation Diviiion TMBR/Sharp Inc has the right* to drill in Sec.25, T-I61, R*35e. 

The Oil Conservation Division ii canceling your intents to drill the two wells listed below: 
Triple-Haclde Dragon 25 »1-E, 25-16e-35e, API #30-025-35636 
01*ss-Eye Midge 25 «-A, 25-l6s-35a, API # 30-025-357*7 

If you have any questions on thb matter, please call the Hobbs District office (505) 393-6161. 

Youn truly, 

OIL CONSERVATION DIVISION 

CW:dm 

CC: OCD Hobbs 
OCD Santa Fe 
Bureau of Land Management 
State Land Office 

Oil Conservation Division * 1623 French Drive * Hobbs, New Mexico 88240 
Phone:(505)393-6161 * Fax (505) 393-0720 • htte://www.«piitftl.5t»ic.nrn.us 



3D. '13/2082 15:27 5056258299 PHIL BREWER PAGE 03 

MILLER, STRATVERT & TORGERSON, P.A. 
LAW OFFICES 

WMNt I M U M 
ALAN C TOH0M8ON 
AUCIT.tMWa 
OMUVimt m. cuAss 
ITWHfNt4.WU.IAM8 
f V W A I . M. VIDMAR 
MTM V 8MQHAM 
THIOTMY K. mwn 
AUOOLPH bUCIHO 
MfOHAM A, •CH.OVt 
CAHYL.WMMN 
LAWMtKf a w w m 
•HAOONr.OMtS 

UA«rt o LKJHUTCNI 
t. i c o n MAU' 
THOMAi A MACK 
m f t l . M A C M 
TMOMASU.gOMMI 
ftt/IMO rftMtNZt* 

r i . j o m i 

*a tm A. QDVLt 
JAMH 1 WOOD 
DANA M. m t 
V* t A. AUL9M 
MTHPUtlS 
KVLIV ««CH 
n. W>00« LA»»£Y 
(ATMCAIMC * HALL 
PAULA S. MATNff 
WICHAtl C. HOftl 
CAALA MIANBO 
KATHfhNI N. l u c ' t r r 
K M * * * L . STONE 

ANonew w SAHCHM 
M- DriAN O'MIUV 
jMNin r o. KAU. 
J W W » M i_ OUON 
TODO A. tCHW/JU 
AllW A. COUMAN 
TWOTMy L. luTLM 

cov*SH. 

u j M i >cncAi. 
JAMtC J. WOLAMO 
SAADLIT 0 l t l ' H « ' 1 

OAKY MSLEV 
HCU. 4AAHAM SALI 

" * Willi 
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ALBUQUERQUE, NM 
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ALSUQUEKQUE, NM 17102 

TELEPHONE: ISOS) S4M950 
(•00) A24-7S85 

FACSIMILE: (JOS) 2*3^408 

FARMINGTON, NM 
300 WEST AURINCTOM. SUITE 300 
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FAftMWOTON, NM 87*01 

TELEPHONi: (90S) 1M-AB21 
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SANTA FE, MM 
150 WASHINGTON AVE.. SUITE 300 

r.O. BOX 1*86 (87804-1*861 
SANTA FE. NM 87501 

TELEPHONE: (5081 989-9414 
FACBMILE: ISOS) S*S-«««7 

LAS CRUCES, NM 
1 ' I S SOUTH MAIN ST., SUITE B 

P.O. SQX 1208 (8SOOA-12Q9) 
LAS CRUCES. NM 88008 

TELEPHONE; <S0Sl 823-2481 
FACSIMILE: 160*1 819-2216 

PLEASE «E«.r TO 9 ANT A rt 

May 9,2002 

Y1A FACSIMILE (SOS) 393-Q72Q 
Mr. Chris Williams 
District I Supervisor 
New Mexico Oil Conservation Division 
1625 French Drive 
Hobbs, New Mexico 88240 

Re: Triple-Hackle Dragon 25 No. 1 -E 
Glass-Eye Midge 25 No. 2-A1 

Sec. 25, T-16-S, R-35-E, NMPM, Lea County, New Mexico 

Dear Mr. Williams: 
This firm represents David H. Arrington Oil and Gas, Inc. in connection with the above-

referenced matter. Your May 1, 2002 letter was received by Arrington on May 7, 2002 and 
forwarded to me. 

Please be advised that Arrington has had and continues to have the right to drill in Section 
25 independent of the oil and gas lease that is the subject of the ongoing litigation in the Fifth 
Judicial District Court referenced in your letter. Therefore, the premise underlying your conclusion 
that Arrington's C-101 and C-102 should be canceled is erroneous. Moreover, the APD approved 
by the Division for Arrington's Glass-Eyed Midge 25 Well No. 1 well on December 17,2001, was 
not the subject of NMOCC Case Nos. 12731 and 12744 (de novo) which resulted in tb6 laSi^ip^Df 
Order No. R-l 1700-B. v < 5 ^ 

On behalf of David H. Arrington Oil and Gas, Inc., you are requested to reinstate*IR£$inlling w\ 
permit for the Glass-Eyed Midge Well No. 1 at the earliest opportunity. Q3f' S> 

I The correct name of the well is the Class-Eyed Midge 25 WeU No. 1. ' 4<Jv 
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Mr. Chris Williams 
May 9,2002 
Page 2 

With respect to the Triple Hackle Well No. 1, Ocean Energy is planning on drilling that well 
and you should communicate with them directly. 

Very truly yours, 

MILLER, STRATVERT & TOROERSON, P.A. 

J. Scott Hall 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

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

APPLICATION OF TMBR/SHARP DRILLING 
INC. FOR AN ORDER STAYING DAVID H. 
ARRINGTON OIL & GAS, INC. FROM 
COMMENCING OPERATIONS, LEA COUNTY, 
NEW MEXICO. Case No. 12,731 (de novo) 

APPLICATION OF TMBR/SHARP DRILLING 
INC. APPEALING THE HOBBS DISTRICT 
SUPERVISOR'S DECISION DENYING APPROVAL 
OF TWO APPLICATIONS FOR PERMIT TO 
DRILL FILED BY TMBR/SHARP DRILLING, 
INC., LEA COUNTY, NEW MEXICO. Case No. 12,744 (de novo) 

Order No. R-11700-B 

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

Pursuant to NMSA 1978 §70-2-25 and D i v i s i o n Rules 1220 and 

1222, Ocean Energy, Inc. ("Ocean") requests that the Commission (a) 

rehear the above matter, and (b) stay the eff e c t i v e n e s s of 

TMBR/Sharp D r i l l i n g , Inc.'s ("TMBR/Sharp") a p p l i c a t i o n f o r permit 

to d r i l l ("APD") f o r a w e l l i n §25-16S-35E pending r e s o l u t i o n of 

the pooling cases being heard by the D i v i s i o n on May 16, 2002, and 

i n support thereof, states: 

1. Ocean i s a party of record adversely a f f e c t e d by the 

above order. The order i s erroneous as noted below. 

2. Ocean i s p r o t e c t i n g i t s r i g h t s : 

Finding paragraph 37 of the order states t h a t "Ocean i s n ' t 

planning on preserving i t s r i g h t s by d r i l l i n g a w e l l i t s e l f , and 

hasn't applied f o r a permit t o d r i l l a w e l l . " That i s i n c o r r e c t . 



When the r i g h t s of David H. A r r i n g t o n O i l & Gas, Inc. ("Arrington") 

became an issue i n January 2002, Ocean proposed a w e l l i n the NŴ  

of Section 25. A f f i d a v i t of Derold Maney, attached as E x h i b i t A, 

at paragraph 6. I t then followed up on i t s w e l l proposal by f i l i n g 

a compulsory pooling a p p l i c a t i o n on February 26, 2002. I d . , at 

paragraph 10; D i v i s i o n Case No. 12841.1 Ocean's pooling case has 

been continued f o r 8 weeks, against Ocean's wishes, at the request 

of TMBR/Sharp. 

Ocean also f i l e d an APD for i t s well in the NW1/ of Section 25, 

which was not approved by the Hobbs D i s t r i c t Office due the pending 

APD's issued to Arrington and TMBR/Sharp. See Affidavit of Derold 

Maney at paragraphs 7, 9. Under the requirements set forth by the 

Commission in i t s order, Ocean's APD should have been approved 

because Ocean owns an interest in the well unit, spacing i s proper, 

etc. Order No. R-11700-B, at Paragraphs 29, 33. 

Due t o the foregoing, basing the Commission's decision on the 

erroneous claim t h a t Ocean i s not p r o t e c t i n g i t s r i g h t s i s 

improper. 

3. Under the Commission's f i n d i n g s , A r r i n g t o n had the r i g h t 

t o d r i l l , and i t s APD i s v a l i d : 

The Commission stated that "any suggestion t h a t the acreage 

dedication p l a t "pools" acreage i s expressly disavowed." Order No. 

R-11700-B at paragraph 34. The summary judgment granted by the Lea 

County D i s t r i c t Court i s based upon the premise t h a t an acreage 

'ocean has also f i l e d a pooling a p p l i c a t i o n , i n Case No. 12860, f o r a w e l l 
located i n the SW1^ of Section 25, s o l e l y due t o concerns rai s e d by the Commission 
about Ocean's r i g h t t o d r i l l on another party's lease. 

-2-



dedication p l a t pools acreage. The Form C-102 i s a form 

promulgated by the D i v i s i o n and Commission under Rule 1102. A 

court should defer t o an agency's expertise. See Santa Fe 

Exploration Co. v. O i l Conservation Comm'n, 114 N.M. 103, 835 P.2d 

819 (1992) . Therefore, TMBR/Sharp's claim t o the NW1/ of Section 25 

must f a i l , and Arrington's permit to d r i l l must be approved. 

4. F i n a l l y , the effectiveness of TMBR/Sharp's Section 25 APD 

should be stayed pending r e s o l u t i o n of matters now before the 

D i v i s i o n . On May 16, 2002, the D i v i s i o n w i l l hear pooling cases 

a f f e c t i n g a l l of Section 25. See Case Nos. 12816 (Wz u n i t ) , 12840 

( W ^ u n i t ) , 12859 (EM u n i t ) , and 12860 (WM u n i t ) . U n t i l the pooling 

process has run i t s course, the effectiveness of TMBR/Sharp's 

permit t o d r i l l must be stayed. At the May 16th hearing, 

s u b s t a n t i a l geologic, geophysical, and other evidence w i l l be 

presented to determine the proper u n i t o r i e n t a t i o n and how t o 

develop Section 25. Such a decision w i l l supersede any APD. 

Moreover, as the Commission noted, an appeal of the Lea County 

D i s t r i c t Court's decision could a l t e r the Commission's own 

conclusion. Order No. R-11700-B at paragraph 30. I f A r r i n g t o n i s 

successful on appeal, 100% of the working i n t e r e s t owners i n the WA 

of Section 25 desire a standup u n i t . To allow TMBR/Sharp's APD t o 

remain e f f e c t i v e during the appeal process could impair the r i g h t s 

of Ocean and Arr i n g t o n . 

WHEREFORE, Ocean requests t h a t a rehearing be granted, and 

that the effectiveness of the TMBR/Sharp's APD be stayed u n t i l a l l 

matters are resolved by the D i v i s i o n and the Commission. 

-3-



R es-de c t f u 11 y - ^ u b m i 11 e d, 

Juries Bruce ' 
P/bst O f f i c e Box 1056 
Santa Fe, New Mexico 87504 
K505) 982-2043 

Attorney for Ocean Energy, Inc. 

CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t a copy of the f o r e g o i n g p l e a d i n g was 
served upon the. f o l l o w i n g counsel o f r e c o r d i n the manner noted 
below t h i s / day of May, 2002: 

Hand D e l i v e r e d 
Stephen C. Ross 
O i l C o n s e r v a t i o n Commission 
1220 South St. F r a n c i s D r i v e 
Santa Fe, New Mexico 87505 

Fax and U.S. M a i l 
W. Thomas K e l l a h i n 
K e l l a h i n & K e l l a h i n 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87504 
Fax No. (505) 982-2047 

Fax and U.S. M a i l 
Susan Richardson 
Cotton, Bledsoe, Tighe & Dawson 
P.O. Box 2776 
Midland, Texas 79702 
Fax No. (915) 682-3672 

Fax and U.S. M a i l 
W i l l i a m F. Carr 
H o l l a n d & Hart LLP 
Post O f f i c e Box 2208 
Santa Fe, New Mexico 87504 
Fax No. (505) 983-6043 

Fax and U.S. M a i l 
J. S c o t t H a l l 
M i l l e r , Torgerson & S t r a t v e r t , P.A 
P.O. Box 1986 
Santa Fe, New Mexico 8^504 
Fax No. (505) 989-98 

-4-
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STATE CP tfZW MEXICO 
ENERGY, MINERALS AND NATWAX. RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

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

APPLICATION OF TMBR/SHARP DRILLING 
INC. FOR AN ORDER STAYING DAVID K. 
ARRXNGTON OIL & GAS, INC. FROM 
COMMENCING OPERATIONS, LEA COUNTY, 
NEW MEXICO. Case No. 12,731 (de novo) 

APPLICATION OF TMBR/SHARP DRILLING 
INC. APPEALING THE HOBBS DISTRICT 
SUPERVISOR'S DECISION DENYING APPROVAL 
OP TWO APPLICATIONS FOR PERMIT TO 
DRILL FILED BY TMBR/SHARP DRILLING, 
INC., LEA COUNTY, NEW MEXICO. Case No. 12,744 (de novo) 

Order No. R-11700-B 

AFFIDAVIT CF DEROLD MANEY 

STATE OF TEXAS ) 
) S3 . 

COUNTY OF KARRIS ) 

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

1. I am over the age of 13, and have personal knowledge of 
the matters 9tated herein. 

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

3. Ocean obtained a farmout agreement in July 2001 covering 
100% of the working interest in the swx of Section 25, Township 16 
South, Range 35 East, N.M.P.M., L&a County, New Mexico. 

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

5. Since July 2001 Ocean has planned to d r i l l 5 well, or 
cause a well to be drilled, in the W>S of Section 25, Township 16 
South, Range 35 East, N.M.P.M. Ocean had an agreement with David 
H. Arrington Oil & Gas, Inc. ("Arrington") for Arrington to d r i l l 
the well. 
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6. When Arrington's r i g h t co operate wae placed i n dispute 
i n January 2002, Ocean sent proposal l e t t e r s Co a l l interest owners 
i n the WM of Section 25, for a well i n the NWii of Section 25. 
Copies of the proposal l e t t e r s are attached hereto as Exhibit 1.' 

7. Ocean also f i l e d an Application for Permit to D r i l l for 
a well unit comprised of the WM of Saction 25, a copy of which is 
attached hereto ae Exhibit 2. The permit was verbally denied by 
the Hobbs D i s t r i c t Office i n A p r i l 2002. 

3. Due to questions raised by the Division and the 
Commission ever Ocean's righc to d r i l l a well located i n the NW of 
Section 25 (in which i t owns no i n t e r e s t ) , Ocean sent proposal 
l e t t e r s to a l l interest owners i n the of Section 25, f c r a well 
i n the SŴ  o£ Section 25. Copies of the proposal l e t t e r s are 
attached hereto as Exhibit 3. 

9. Ocean has also f i l e d an Application for Permit to D r i l l 
f or a well unit comprised of Che of Section 25, with a well i n 
the SWM thereof, a copy of which is attached hereto as Exhibit 4. 

10. Ocean has f i l e d compulsory pooling applications on both 
of i t s well proposals. Those cases are docketed as Case Nos. 12841 
and 12860 before the Oil Conservation Divisic 

Derold Maney 

- +4 
SUBSCRIBED AND SWORN TO before me t h i s AO day of A p r i l . 2002, by Derold Maney. 

Notary Public 

My Commission Expires: 
ANNE CORBET 

Uy ConwtHtoBKWi 0(1.4.2005 



Ameristate Oil & Gas, Inc. 

P. O. Box 341449 

Austin. Texas 73o4 

Attention: Mr. Mark Nearburg 

Re: Triple Hackle Dragon "25" # 1 
1815'FNL and 750'FWL 
W/2 Section 25.T16S, R35E 
Lea Count)', New Mexico 

Gentlemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1815' FNL and 750' FWL of 
Section 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ude information, Ameristate 
Oil & Gas, Inc. appears to own leasehold interest in the N W / 4 of said Secuon 25. Please advise if this is 
incorrect. 

Ocean respectfijlly requests that Ameristate Oil & Gas, Inc. paracipate for its proporuonatc interest in the 
proposed well. Enclosed for your review and execution are two (2) copies of the AFE for the above capdoned 
well. Should Ameristate Oil & Gas, Inc. elect to parucipate in the proposed well, please execute and return one 
(1) copy of this letter and one (1) AFE well cost estimate. An Operaung Agreement will be forwarded for your 
review and approval if you elect to parucipate in the proposed well. Also, please provide your well information 
requirements and the names of personnel to receive reports. 

I f Ameristate OU & Gas, Inc. is not interested in participating in drilling the proposed well, please call me at 713-
265-6897 to discuss other alternatives. 

Thank you for your consideraaon of this proposal. 

Yours very truly, 

OCEAN ENERGY, INC. 

Senior Land Advisor 

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

AMERISTATE OIL & GAS, INC. ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon 
"25" Ffl Well. 

Br 
" Tide: 

Date: 

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



Ocean j Energy 
January 25. 2t)02 / ^ 

TMBR/Sharp Drilling, Inc. 

P. O Drawer 10970 

Midland, Texas 79702 

Attention: Mi'. Jeff Phillips 

Re: Triple Hackle Dragon "25" #1 

1815'FNL and.750'FYCL 

W/2 Section 25, T16S.R35E 

Lea County, New Mexico 

Gendemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at alocaaon 1815' FNL and 750' FWL of 
Section 25, TI6S, R35E, Lea County, New Mexico. Based upon our most current ude information, 
TMBR/Sharp Drilling, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise if 
this is incorrect. 

Ocean respectfully requests that TMBR/Sharp Drilling, Inc. parucipate for its proportionate interest in the 
proposed well. Enclosed for your review nnd execution are two (2) copies of the AFE for the above captioned 
well. Should TMBR/Sharp Drilling, Inc. elect to parucipate in the proposed well, please execute and return one 
(1) copy of this letter and one (1) AFE well cost estimate. An Operaung Agreement will be forwarded for your 
review and approval if you elect to parucipate in the proposed well. Also, please provide your well informadon 
requirements and the names of personnel to receive reports. 

I f TMBR/Sharp Drilling, Inc. is not interested in participating in drilling the proposed well, please call me nt 713-
265-6897 to discuss other alternatives. 

Thank you for your consideraaon of this proposal. 

Yours very truly, 

OCEAN ENERGY, INC. 

Senior Land Advisor 

TMBR/SHARP DRILLING, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon "25" #1 

Well. 

TMBR/SHARP DRILLING, INC. ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon 

"25" #1 Well. 

By: 

Tide: 
Date: 

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



Fuel Products, Inc. 
P. 0 . Box 3D98 
Midland, Texas "9702 

Attention: Mr. Tom Beall 

Re: Triple Hackle Dragon "25" £ 1 
181*5' FNL and.750' FWL 
W/2 Section 25, T16S, R35E 
Lea County, New Mexico 

Gendemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a locauon 1815' FNL and 750' FWL of 
Section 25, T16S, R35E, Lea Countv, New Mexico. Based upon our most current tide informadon, Fuel 
Products, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise if this is incorrect. 

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

I f Fuel Products, Inc. is not interested in participating in drilling the proposed well, please call me at 713-265-6897 
to discuss other alternatives. 

Thank you for your consideration of this proposal. 

Yours very truly, 

OCEAN ENERGY, INC. 

Senior Land Advisor 

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

FUEL PRODUCTS, INC. ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon "25" #1 

Well. 

By: 
Tide: 
Date: 

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



January 25, 2002 
Ocean 

Mr. Louis Mazzulio 
P. O. Box 66657 
Albuquerque, New Mexico 87193 

Re: Triple Hackle Dragon "25" #1 
1815'FNL and 750' FWL 
W/2 Section 25.T16S, R35E 
Lea County, New Mexico 

Dear Mr. Mazzulio, 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1815' FNL and 750' FWL of 
Secuon 25,T16S, R35E, Lea County, New Mexico. Based upon our most current nde information, you appear to 
own leasehold interest in the NW/4 of said Section 25. Please advise if this is incorrect. 

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

I f you are not interested in participating in drilling the proposed well, please call me at 713-265-6897 to discuss 

other alternatives. 

Thank you for your consideration of this proposal. 

Yours very truly, 

LOUIS MAZZULLO ELECTS T O PARTICIPATE in the Triple Hackle Dragon "25" #1 Well. 

LOUIS MAZZULLO ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon "25" #1 Well. 

OCEAN ENERGY, INC. 

Derold Maney 
Senior Land Advisor 

By: 
Tide: 
Date: 

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



January 25, 2002 

David H. Arrington Oil ck Gas, Inc. 
P. O. Box 2071 
Midland, Texas 79702 

Attention: Mr. David H. Arnngton 

Re: Triple Hackle Dragon "25" #1 
1315' FNL and 750' FWL 
W/2 Section 25, T16S, R35E 
Lea County, New Mexico 

Gendemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1815' FNL and 750'FWL of 
Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current dde infotmauon, David H. 
Arnngton Oil & Gas, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise if this 
is incorrect. 

Ocean respectfully requests that David H. Arrington Oil & Gas, Inc. parucipate for its proporuonate interest in 
the proposed well. Enclosed for your review and execution are two (2) copies of the AFE for the above 
capuoned well. Should David H. Arnngton Oil 3c Gas, Inc. elect to parucipate in the proposed well, please 
execute and return one (1) copy of this letter and one (1) AFE well cost estimate. An Operating Agreement will 
be forwarded for your review and approval if you elect to parucipate in the proposed well. Also, please provide 
your well information requirements and the names of personnel to receive reports. 

If David H. Arrington Oil 6c Gas, Inc. is not interested in paruapating in drilling the proposed well, please call 
me at 713-265-6897 to discuss other alternatives. 

Thank you for your consideration of this proposal. 

Yours very truly, 

OCEAN ENERGY, INC. 

Senior Land Advisor 

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

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

Br 
Tide: 
Date: 

Ocean Energy, Inc. 1001 Fannin, Suite 1500 Houston, Texas 77002-6794 (713)265-6000 
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Stats of New Mexico 
Energy Minerals and Natural Resources 

Oil Conservation; Division 
2040 South Pacheco 
Santa Fe, NM 87505 

Form C-101 
Revised Mirch 17, 1999 

Submit to appropriate District OfF.cs 
Stat* Ltsje - 6 Copiej 

Fee Lctt-v: • 5 Copies 

AMENDED JIEPORT 

APPLICATION FOR PERMIT TO DTOLt,. R£-ENTftRr T)FTPEV. PT.TKTBACK. OR ADD A ZOHE 
'OptmarNouieialAdilrea ( . * OGRJD Numiw 

O w n In t r ty , Inc. 
1001 Fannin, Sa«« 1«M, HowtwvTX 77002 

. ' T O . 
'.API Number 

* Property Co* 
234SS 

Property Name 
Tripla-HacJcia Dragon Zi 

WeB No. 
1 

7 Surface Location 
*JL orlot nc 

a 

Twnhip 

iW 

Lotko 

1«S 

Natt/Soualim 

Nenh 

Pteifiani* Cat*)' 

Lea 

4 Proposed Bottom Hole Location If Different From Surface 
UL or la ne. Secoon Tffworup La lttn Feet ftcMi the EatrWcslttc 

' ?ropoi*3 Pool 1 

N o r t h tcMuiui itLMiaaipoian 86390 

"Proposed Pool 2 

" Well Type Co<t« 

c 
" Clble/HjiLuy 

w Lew* IY^C Cod* 

P . 
u Orovnd Level Iltviuofl 

3958' 

"VuWpU "ProfaiedEkpih . Formation " Co»a*cfc?r 

. ^ ' . 13,500' • -•• U)k£ri Apprise 

2 1 Proposed Casing and Cement Program 
Holt Size C«ic^ Size Casing weight foot Sertmii, Depth $«fcio/Cernent Snouted TOO 

25" 2Q" Ccndur.'car 
1 7V: 13 3/8" 54.5 '450' 500 Sx Surface 

11" 8 5/8" ' 32 4900' 1300 SK. Surface 

7 7/8" 5V n 1.1.400 ' noo 500' above uppe 

12 Describe the proposed program If uu» application ia 10 OEEPEJ* or PLUG BACK, give tho dau 00. (he pcei«rrc productive ione ind proposed iww productive 

ion*. Describe tbe blowout prevention, program, if any. Uie additional ihecu if necessary. 

Ocwn E**rc, Inf. propose* ia drill thla T»U to 13400*. Lof and run production rutng as indicate «bo»c I f log I DO la productive. 

BOP Program; 11" 5000 ptl type "IT" ram. 1 J" 5000 pj i annular prevrnior, 4" 5000 pai w W o l d . BO?*) wiH be toted every two weekj. 

f k r t d . af B O f v 

[ hereby :ertify Uw the infcnruuion. givtn above u true and complete to the best of 

my knowledge jnd belief 

Signature: \d<JAtfJ{. 

OIL CONSERVATION DIVISION 

Approval by; 

TWe-. 

Title: aefalatory Specialist 

Date; 

Approval Dale Expiration Put: 

Phone: (713) Ccr^c r t of Approval; 

a 



DISTRICT 1 
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Hobbs. NM 88241 -19S0 

DISTRICT I I 
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Arteaia, NM 88111-0719 

DISTRICT LTJ 
1000 Rio Brazos Rd. 
r\zt<c, NM B?410 

DISTRICT W 
P. 0. Box 2088 
Santa Fe, NM 87507-2088 m LOCATION AND ACREAGE DEDICATION PLAT 

SUte of N«nr Mexico 
Energy. Uiner*l», m d NVtur*! Resources De"pajrtmen.t 

OIL CONSERVATION DIVISION 
P. 0. Box 2088 

Santa Fe, New Mexico 87504-2088 

„ form C-1QJ 
Ravtaatl O z - i o - i H 

•oairurfona on 6 ^ 

Ont/fct OtTta 
SUrta L M M - 4 oopt. . 

Q AMENDED REPORT 

• API Mttmtar ' Poad Cad* 

86390 
1 Pool I n u 

NORTH TOWNSEND MISSISSIPPIAN 
1 P : u y « i t r C*4a > Pi upai (jr. I faaui 

TRIPLE-HACKLE DRAGON 25 
• T d ] KtunWx 

1 
' OCKZ9 Ha. 

169355 
' Opart tar FmmM 

OCEAN ENERGY, INC. 
' H o n Hon 

3858' 

SURFACE LOCATION 
CX* ar lat. 

E 25 
Tmuklp 

18 SOUTH 35 EAST. N.M.P-M. 
Lot L U rt f r o m th« 

iai5' 
Kortli/Scntb, Una 

NORTH 
TtmX fron Uta 

750' 
Kmrt/t—t Ha* 

VEST 
Cannty 

LBA 

" BOTTOM HOLE LOCATION TF DIFFERENT FROM SURFACE 
OX. ar lot $m.ntm Tovaahlp ) U a | a Lot Ida Paai f r o m l u * X o f t i a / V n s t h l l u 7aot t r a m tha Baa t /Var t Uac Coaa t j 
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April 4. 21)02 Ocean) Eriersv 

Ameristate Oil <!k Gas, tnc. 
P. O. Box 341449 
Austin, Texas 73734 

Attention: Mr. Mark Nearburg 

Re- Triple Hackle Dragon "25" #2 
1980' FWL and 1980' FSL 
W/2 Section 25, T16S.R35E 
Lea County, New Mexico 

Gentlemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1980' FWL and 1980' FSL 
of Section 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ade information, Ameristate 
Oil & Gas, Inc. appears to own leasehold interest in the N W / 4 of said Secuon 25. Please advise if this is 
incorrect. 

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

I f Ameristate Oil & Gas, Inc. is not interested in participaang in drilling the proposed well, please call me at 713-
265-6897 to discuss other alternatives. 

Thank you for your consideration of this proposal. 

Yours very truly, 

AMERISTATE OIL & GAS, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon "25" #2 
Well. 

AMERISTATE OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Triple Hackle Dragon 
"25" #2 Well. 

OCEAN ENERGY, INC. 

Derold Maney 
Senior Land Advisor 

By: EXHIBIT 
Tide: 
Date: 

Ocsan Energy, Inc. 1001 Fannin, Suite 1600 Houston. Texas 770O2-fOT4 rmt?>^-fyw> 



TMBR/Sharp Drilling. Inc. 

P. U. Drawer 1097U 

Midland, Texas 79702 

Attention: Mr. Jeff Phillips 

Re: Triple Hackle Dragon "23" #2 
1930' FWL and 1980' FSL 
W/2 Secuon 25.T16S, R35E 
Lea County, New Mexico 

Gentlemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1980' FWL and I9S0' FSL 
of Secuon 25, T16S, R35E, Lea County. New Mexico. Based upon our most current ude informauon, 
TMBR/Sharp Drilling, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise if 
this is incorrect. 

Ocean respectfully requests that TMBR/Sharp Drilling, Inc. parucipate for its proporuonate interest in the 
proposed well. Enclosed for your review and execuuon are two (2) copies of the AFE for the above capuoned 
well. Should TMBR/Sharp Drilling, Inc. elect to parucipate in the proposed well, please execute and return one 
(1) copy of this letter and one (1) AFE well cost estimate. An Operaung Agreement will be forwarded for your 
review and approval if you elect to parucipate. in the proposed well. Also, please provide your well informauon 
requirements and the names of personnel to receive reports. 

I f TMBR/Sharp Drilling, Inc. is not interested in participating in dniling die proposed well, please call me at 713-
265-6897 to discuss other alternauves. 

Thank you for your consideration of this proposal. 

Yours very truly, 

TMBR/SHARP DRILLING, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon "25" #2 
Well. 

TMBR/SHARP DRILLING, INC. ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon 
"25" #2 Well. 

OCEAN ENERGY, I N C 

Derold Maney 
Senior Land Advisor 

By: 
Tide: 
Date: 

Ocean Energy, Inc. UXH Fannin, Suite 1600 Houston. Texas 770O2-67<)d m n « i ^ w i 



ADCI] 4. 2002 OceanJEnerg}' 

Fuel Produces, Inc. 
P. O. Box 3098 
Midland, Texas 79702 

Attenuon: Mr. Tom Beall 

Re: Tnple Hackle Dragon "25" #2 

1980'FWL and 1980'FSL 

W/2 Section 25, T16S, R35E 

Lea County, New Mexico 

Cendemen: 

Ocean Energy Inc. hereby proposes co drill a 13,200' Mississippian Test at a location 1980'FWL and 1980' FSL 
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ude infocmauon, Fuel 
Products, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise if this ts incorrect. 

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

I f Fuel Products, Inc. is not interested in participating in drilling the proposed well, please call me at 713-265-6897 

to discuss other alternatives. 

Thank you for your consideration of this proposal. 

Yours very truly, 

FUEL PRODUCTS, INC. ELECTS TO PARTICIPATE in the Triple Hackle Dragon "25" #2 Well. 

FUEL PRODUCTS, INC. ELECTS N O T TO PARTICIPATE in the Tnple Hackle Dragon "25" #2 

OCEAN ENERGY, INC. 

Derold Maney 
Senior Land Advisor 

Well. 

Tide: 
Date: 

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



April 4, 2002 Ocean) Energy 

Mr. Louis Maz2ullo 
P. O. Box 66637 

Albuquerque, New Mexico 87193 

Re: Tnple Hackle Dragon "25" #2 
1980' FWL and 1980' FSL 
W/2 Section 25.T16S, R35E 
Lea Counf/, New Mexico 

Gendemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a location 1980' FWL and 1980' FSL 
ot"Section 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ude information, you appear 
to own leasehold mterest in the NW/4 of said Section 25. Please advise if this is incorrect. 

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

I f you are not interested in participating m drilling the proposed well, please call me at 713-265-6897 to discuss 
other altemauves. 

Thank you for your consideration of this proposal. 

Yours very truly, 

LOUIS MAZZULLO ELECTS TO PARTICIPATE in the Triple Hackle Dragon "25" #2 Well. 

LOUIS MAZZULLO ELECTS N O T TO PARTICIPATE in the Triple Hackle Dragon "25" #2 Well. 

OCEAN ENERGY, INC. 

Derold Maney 
Senior Land Advisor 

By: 
Tide: 
Date: 

Ocean Energy, Inc. 1001 Fannin, Suite 1600 Houston T»v„« T7rm-iiat 



April 4. 2002 Ocean )Ener?v 

David H. Arrington Oil ck Gas, Inc. 

P. O. Box 2071 

Midland, Texas 79702 

Attention: Mr. David H. Arnngton 

Re: Tnple Hackle Dragon "25" &2 

1980' FWL and 1980' FSL 

W/2 Section 25.T16S, R35E 

Lea County, New Mexico 

Gendemen: 

Ocean Energy Inc. hereby proposes to drill a 13,200' Mississippian Test at a locauon 1980' FWL and 1980' FSL 
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current ude inforrnauon, David H. 
Arrington Oil & Gas, Inc. appears to own leasehold interest in the NW/4 of said Secuon 25. Please advise if this 
is incorrect. 

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

I f David H. Arnngton Oil &c Gas, Inc. is not interested in parucipating m drilling the proposed well, please call 
me at 713-265-6897 to discuss other alternauves. 

Thank you for your consideration of this proposal. 

Yours very truly, 

OCEAN ENERGY, INC. 

Derold Maney 
Senior Land Advisor 

D A V I D H. ARRINGTON OIL & GAS, INC. ELECTS TO PARTICIPATE in the Tnple Hackle 
Dragon "25" #2 Well. 

D A V I D H. ARRINGTON OIL & GAS, INC. ELECTS N O T TO PARTICIPATE in the Tnple Hackle 
Dragon "25" #2 Well. 

By: 
Tide: 
Date: 

Ocein Energy, Inc. 1001 Fannin. Suit. i«m Hn.,«t~. T . ™ 
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STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION COMMISSION 

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

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

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

ORDER NO. R-11700-B 

APPLICATION FOR REHEARING 
ANJ2 

REQUEST FOR PARTIAL STAY OF ORDER NO. R-T1700-B 

David H. Arlington Oil and Gas, Inc., ("Arrington"), through its attorneys. Miller Stratvert 

& Torgerson, P. A., (J. Scott Hall), moves pursuant to NMSA 1978 Section 70-2-25 ofthe New 

Mexico Oil and Gas Act and 19 NMAC 15.N.1222 for rehearing on the issuance of Order No. R-

11700-B issued by the Commission on April 26, 2002. Arrington also moves pursuant to 19 

NMAC 15-N.1220.B for entry of an order staying Order No. R-l 1700-B 

BACKGROUND FACTS 

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

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

Triple-Hackle Dragon 25 Well No. 1 covering lands in the W/2 of Section 251 as well as the 

1 All referenced lands are located in Township 16-South, Range 35-East, NMPM in Lea County. 
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permit approved on July 30, 2001 for Arrington's Blue Drake 23 Well No. 1 covering lands in tlie 

E/2 of Section 23. Applications filed in August, 2001 by TMBR/Sharp for permits to drill its 

Leavelle 23 No. 1 well and the Blue Fin 25 No. 1 well in Sections 23 and 25, respectively, had 

been denied by the Division's District I office due to the previous approval of the Arrington 

drilling permits for the same lands. 

The consolidated a<Jministrative cases ultimately resulted in the issuance by the New 

Mexico Oil Conservation Commission of Order No. R-l 1700-B on April 26, 2002, which found, 

among other things, that the Division's District I Supervisor should issue an APD to TMBR/Sharp 

for its proposed Blue Fin 25 Well No. 1 in the NW/4 of Section 25 to which TMBR/Sharp 

proposes to dedicate a N/2 spacing and proration unit. The Order also directed that a drilling 

permit should be approved for TMBR/Sharp's Blue Drake 23 Well No. 1 to which it proposed to 

dedicate the E/2 of Section 23. In addition, the Commission expressly retained jurisdiction over 

the matter, noting that separate court proceedings to resolve title issues could affect the outcome 

these pending administrative cases. At issue in that collateral litigation presently pending before 

the 5 t h Judicial District Court in Lovington is whether tlie filing, of a C-102 form with tlie 

Division's District I office in Hobbs for TMBR/Sharp's Blue Fin 24 No. 1 well in Section 243 T-

16-S, R-35-E, was sufficient to perpetuate TMBR/Sharp's leases from Madeline Stokes and Erma 

Stokes Hamilton to Ameristate Oil and Gas (and, by assignment, to TMBR/Sharp) that covered 

portions of lands in Sections 23 and 25 identified in the APD's filed both by TMBR/Sharp and 

Arrington. In that litigation, the lessors and Arrington, the owner of top-leases executed by the 

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

TMBR/Sharp had lapsed. 

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

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

2 
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for its Blue Fin 25 Well No. 1. Ocean Energy, Inc. also filed separate compulsory pooling 

applications (Case No. 12841 and Case No. 12860) seeking to pool the W/2 of Section 25 for two 

alternative proposed Mississippian formation well locations in the NW/4 and SW/4, respectively. 

More recently, Arrington has filed its application for compulsory pooling in Case No. 12859 to 

create an E/2 unit in Section 25 for its Glass-Eyed Midge 25 No. 1 Atoka/Morrow/Mississippian 

well to be drilled in the NE/4. Arrington's C-101 APD for the Glass-Eyed Midge 25 No. 1 well 

was issued by the Division on December 17, 2001 and its C-102 reflecting an E/2 unit was filed 

on November 29, 2001. The N/2 TMBR/Sharp unit is in obvious conflict with the E/2 and W/2 

units proposed by Arrington and Ocean Energy. Case Nos. 12816, 12859, 12860 and 12841 are 

all scheduled to be heard by the Division's examiner on May 16, 2002. 

Significantly, Arrington's Application does not present a title issue like TMBR/Sharp's 

Applications in Case Nos. 12731 and 12741 did, and the lands under its proposed E/2 unit were 

not involved in those two cases. Arrington's lease interests are wholly independent from the lease 

title currently in dispute in the 5th Judicial District Court litigation. 

On March 15, 2002, without notice to the Applicant and before the issuance of Order R-

11700-B, TMBR/Sharp Drilling, Inc. filed another C-101 APD with the Division's District I 

office for its Blue Fin 25 Well No. 1 (API No. 30-025-35865) which was also proposed to be 

drilled to the Mississippian formation in the NW/4 of Section 25. The C-102 acreage dedication 

plat which accompanied the riling of the TMBR/Sharp Drilling, Inc. APD proposed to dedicate 

the N/2 of said Section 25 to the Blue Fin 25 Well No. 1. 

On March 20, 2002, again without notice to Arrington and before the issuance of Order 

No. R-l 1700-B, the Division's District I office approved the APD for tlie Blue Fin 25 Well No. 1. 

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

3 
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simultaneously approved APD's with attached C-102's that both operators proposed to dedicate 

tbe NE/4 of Section 25 to their respective wells. 

At the time ofthe filing of the APD's, there were owners of other interests in the N/2 and 

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

proposed wells. Neither tire Arrington nor TMBR/Sharp compulsory pooling cases had been 

heard and neither operator had consolidated the interests of all the non-participating owners either 

by way of a voluntary agreement, communitization agreement, or otherwise. Although 

TMBR/Sharp, Ocean Energy and Arrington now all have compulsory pooling applications 

pending before the Division to consolidate tlie unjoined interests, TMBR/Sharp moved to 

continue its own pooling case (Case No. 12816) and to dismiss Cases 12859, 12860 and 12841. 

The Division's examiner denied the TMBR/Sharp motion at a hearing on May 14,2002. 

To date, however, no geologic, engineering or equitable evidence having a bearing on the 

development of Section 23 and 25 has been presented to the Division or the Commission. 

Significantly, it was learned on May 14th that TMBR/Sharp began drilling its Blue Fin 25 

Well No. 1 on May 7, 2002, without having consolidated the unjoined interests and without 

allowing the Division to determine the final configuration of the spacing and proration units in 

Section 25. 

On May 15, 2002, Arrington filed with the Division its Application To Reinstate Drilling 

Permit whereby it seeks an order directing the Division's District I office to reinstate the drilling 

permit for its Glass-Eye Midge 25 Well No. 1 previously approved on December 17, 2001. (A 

copy ofthe Application is attached as Exhibit "A".) 

4 
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THE REQUEST FOR REHEARING 

Arrington respectfully submits that Case Nos. 12731 and 12744 should be reheard fo r 

the reasons that (1) Order R-l1700-B is based, in part, on error, (2) was improvidentfy issued, 

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

Order R-117A0-B Is Based On Error. 

in Order No. R-l 1700-B, the Commission, citing to the separately pending litigation in tlie 

district court involving conflicting leases, found that APD's previously issued to Arrington for 

wells in the S/2 of Section 23 and the W/2 of Section 25, T-16-S, R-35-E should not have been 

granted because Arrington was not an owner in those lands and had "no authority over the 

property". (Order R-l 1700-B, Par. 29.) This finding was the primary basis for the Commission's 

determination. This finding is clearly based on error. Arrington established that it had the right to 

drill and operate as the owner of lease interests in the W/2 of Section 25 separate and apart from 

the oil and gas leases involved in the district court litigation. 

In addition, at the time it filed the APD for its Glass Eye Midge 25 No. 1 Well, Applicant 

owned separate oil and gas lease interests in the E/2 of Section 25 that were independent from the 

corim'cting leases that are the subject of the district court litigation cited by tbe Commission in 

Order No. R-l 1700-B. As such, Applicant was eligible to become the operator of that well and the 

permit to drill that was issued to it on December 17, 2001 should have been undisturbed. In this 

regard, the fmdings in Paragraph 14 of Order No. R-l 1700-B are telling: 

"14. The central issue in this case is whether Arrington was eligible to 
become the operator of the wells in question...If Arrington was eligible to 
become the operator, then the permits were properly issued to Arrington. " 

In its findings at Paragraph 29 of Order R-l 1700-B, the Commission erroneously assumed 

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

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

5 
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by the Stokes/Hamilton base lease claimed by Ameristate and TMBR/Sharp and the top-lease 

claimed by Arrington. The interests separately owned by Arrington remained unaffected, and as 

such, Arrington continued to be eligible to become operator throughout. 

The agency's determination of the geologic and economic waste issues before it should 

determine the outcome of these disputed cases, not resolution of collateral title issues. 

Accordingly, the Division should discharge its statutory function and resolve these matters at the 

earliest opportunity. 

Order R-l 1700-B Was Improvidentfv Tssned. 

Order No. R-l 1700-B was improvidentiy issued, failing to completely resolve the dispute 

before the agency or accord full relief to the affected parties. The initial determination of Cases 

12731 and 12744 has allowed the permitting issue to unduly influence events and has pre-empted 

proper consideration by the agency's of its statutory mandates to prevent waste, protect correlative 

rights and avoid the drilling of unnecessary wells. As a further consequence of its issuance, Order 

No. R-l 1700-B has precipitated more problems for the parties, including the Division, that have 

become manifest in tlie frustrated efforts of Arrington to develop the E/2 of Section 25, acreage 

that should not have been affected by the proceedings-

Through no fault of the Commission, the scope of the TMBR/Sharp applications in Case 

Nos. 12731 and 12744 was hmited to the issuance of drilling permits for its two proposed wells. 

That circumstance was the product of one single act of neglect on the part of TMBR/Sharp: That 

is, TMBR/Sharp's failure to abide by the terms of one of its oil and gas leases and properly file a 

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

omission has consequently determined all of TMBR's actions, legal positions and arguments ever 

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

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

6 
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county to perpetuate its lease interests. Rather, TMBR/Sharp has been compelled by events to 

assert that the mere filing of a C-102 with the Division is sufficient to perpetuate their lease on 

Section 25. 

As a further consequence, TMBR/Sharp has placed itself in the position of having to argue 

to the Division that compulsory pooling is unnecessary altogether. (See April 29, 2002 Motion of 

TMBR/Sharp Drilling, Inc. To Continue Case No. 12816 And To Dismiss Cases 12859, 12860, 

and 12841.) As TMBR/Sharp asserts, the C-102 is sufficient to "consolidate" interests and that is 

enough to determine the unit configuration which will, in turn, determine the ultimate 

development of the entirety of Section 25. 

It is apparent that issues of waste, correlative rights, and unnecessary drilling are 

inextricably bound with the issue of which operator may be entitled to drilling permits. These 

interrelated disputes cannot be resolved separately until the agency discharges hs statutory 

obligations to consider the pooling applications and make its determinations, based on geologic, 

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

rights. 

The Operation Of Order R-l 1700-B Allows A Ministerial ftct To Supersede The Agency's 

Statutory Functions. 

The detennination, first, that TMBR/Sharp may have been entitled to have its tolling 

permits approved before issues of correlative rights and waste are considered exalts a mere 

ministerial act over the substantive and discretionary quasi-judicial function that the Division is 

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

1 Compulsory Pooling proceedings are identified as adjudicatory matters at 19 NMAC 15N. 1207-A(1). 
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In a situation such as this, where multiple owners have not agreed to pool their interests, 

under the Division's compulsory pooling statutes, on application, the agency is obliged to 

convene a hearing and consider evidence probative of whether pooling is necessary "...to avoid 

the drilling of unnecessary wells or to protect correlative rights, or to prevent waste". N. M. Stat. 

Ann. 1978 Section 70-2-17(C)- See Simms v. Mechprn 72 N.M. 186, 188, 382 P.2d 183, 184 

(1963). ("Unquestionably the commission is authorized to require pooling of property when such 

pooling has not been agreed upon by the parties[.]") Where the evidence presented substantially 

supports affirmative foldings and conclusions on any one of these issues, then the statute directs 

that the Division "shall pool all or any part of such lands or interests or both in the spacing or 

proration unit." IsL, (emphasis added). Even under this statutory hearing process, depending on the 

evidence, the issuance of a compulsory pooling order is discretionary and is by no means an 

entitlement This quasi-judicial function is expressly reserved to the Cornrnission and the Director 

or her duly appointed examiners (N. M. Stat. Ann. 1978 sec. 70-2-13) and no part of it may be 

delegated by fiat under the guise of a ministerial approval of a drilling permit. See Kerr-McGee 

Nuclear Corp. v. New Mexico Environmental Improvement Board, 97 N.M. S8, 97, 637 P.2d 38, 

47 (Ct. App. 1981). Tn Kerr-McGee. the Court of Appeals held that duties which are quasi-judicial 

in nature, and which require the exercise of judgment cannot be delegated. M. As Kerr-McGee 

was a case of first impression in New Mexico, the . Court of Appeals relied on Oklahoma case law. 

The Supreme Court of Oklahoma in Van Horn Oil Co. v. Okla. Cora. Com'n.. 753 P.2d 1359, 

1363 (1988) cited to the same authority relied on the New Mexico Court of Appeals when it 

quoted: 

Adniinistrative bodies and officers cannot alienate, surrender, or abridge their 
powers and duties, or delegate authority and functions which under the law 
may be exercised only by them; and, although they may delegate merely 
ministerial functions, in the absence of statute or organic act permitting it, they 

8 
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cannot delegate powers and functions discretionary or quasi-judicial in 
character, or which require the exercise of judgment. 

Citing, Anderson v. Grand River Dam Authority. 446 JP.2d 814 (1968). The Anderson Court also 

quoted with approval from American Jurisprudence and Corpus Juris Secundum: 

In 2 Am. Jur. 2 n d Adrxunistrative Law, Section 222, it is said: It is a general 
principal of law, expressed in the maxim "delegates no protest delegare", that a 
delegated power, may not be further delegated by the person to whom such 
power is delegated and than in all cases of delegated authority, or personal 
trust or confidence is reposed in the agent and especially where the exercise 
and application of the power is made subject to his judgment and discretion, 
the authority is purely personal and cannot be delegated to another***. A 
commission charged by law with power to promulgate rules, cannot in turn, 
delegate that power to another." 

Because New Mexico has expressly adopted Oklahoma law, it is the law in this state that 

an administrative body may not delegate a statutory function, particularly hi the manner that 

TMBR/Sharp advocates. 

In making any determination under the compulsory poohng statute, under long-standing 

practice,3 the Division will consider evidence relating to, among other matters: (1) the presence or 

absence of a voluntary pooling agreement; (2) whether a reasonable and good-faith effort was 

made to obtain the voluntary participation of others; (3) reasonableness of well costs; (4) geologic 

and engineering evidence bearing on the avoidance of waste and the protection of correlative 

rights, including the drilling of unnecessary wells; (5) the assessment of a risk penalty; and (6) 

whether a proposal is otherwise in the interests of conservation. The mere approval of a drilling 

permit and the riling of an acreage dedication plat serve to do none of these things and neither 

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

process.4 

J See Morris, Richard, Compulsory Pooling of Oil and Cos Interests in New Mexico, 3 Nat. Resources J. 316 
(1963). 
1 N . M. Stat. Ann. 1978 Section 70-2- 17(C): "All ordm effecting such pooling shall be made after notice and 
hearingf.]"' 

9 



05/16/2002 THU 07:13 FAX 21011 

It is inappropriate to allow any portion ofthe pooling process to be subsumed by the mere 

processing of an APD. Order No. R-l 1700-B, Par. 33. C'An application for a permit to drill serves 

different objectives than an application of compulsory pooling and the two proceedings should not 

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

of a property right. See Gray, v. Helmerich & Pavne. Tnc.. et al. 843 S.W. 2d 579 (Tex. 2000). 

Whether intentional or not, the practical effect of Order R-l 1700-B was to allow a 

ministerial event to dictate events to the exclusion of the statutory adjudicatory functions that 

ought first be performed by the Division and the Commission. 

THF, RHOTTEST FOR PARTIAL STAY 

Arlington requests that Order No. R-l 1700-B be stayed to the extent it operates to prevent 

the reinstatement of its drilling permit and otherwise prevents it from commencing the (hilling of 

it Glass-Eye Midge 25 Well No. 1 in the NE/4 of Section 25. 

Firrther stay of Order R-l 1700-B is requested to the extent it approves, by implication or 

otherwise, the creation of a N/2 spacing and proration unit for TMBR/Sharp's Blue Fin 25 Well 

No. 1 pending the agency's consideration of geologic and engineering evidence and the issuance 

of an order determining the proper orientation of the 320 acre units in Section 15. 

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

CONCT .1TSTON 

For the reasons outlined above, Ajrington 

immediately enter its Order of Partial Stay and then set 

respectfully requests the Commission 

all these matters for rehearing at tlie next 

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

10 



Respectfully submitted, 

MILLER, STRATVERT & TORGERSON, P.A. 

J. Scott Hall 

Attorneys for David H. Arrington Oil & Gas, 
Inc. 
Post Office Box 1986 
Santa Fe, New Mexico 87504-1986 
(505) 989-9614 
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Certificate of Mailing 

I hereby certify that a true and correct copy of the foregoing was faxed to counsel of 
record on the 15th day of May, 2002, as follows: 

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

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

David Brooks, Esq. 
New Mexico Oil Conservation Division 
1220 South St. Francis Drive 
Santa Fe, New Mexico 87505 

Susan Richardson, Esq. 
Cotton Bledsoe Tighe & Dawson 
500 W Illinois Ave #300 
Midland, Texas 79701 

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

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

OIL CONSERVATION COMMISSION 

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

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

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

ORDER NO. R-11700-B 

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

TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") submits this consolidated response 

to the applications for rehearing filed by David H. Arrington Oil & Gas, Inc. 

("Arrington") and Ocean Energy, Inc. ("Ocean") for the Commission's consideration: 

Ocean's Application Should be Denied 

The application of Ocean is premised upon finding paragraph 37 in the above-

captioned Order being erroneous. More particularly, Ocean asserts that it has made 

efforts to drill two alternative wells in the W/2 Section 25, Township 16 South, Range 

35 East, N.M.P.M., and has applied for permits to drill said wells. Ocean does not, 

however, disclose that its first application in Section 25 (for the Triple-Hackle Dragon 
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25 No. 1 Well) was not filed with the Division until sometime after April 5, 2002, nor 

that its second application (for the Triple-Hackle Dragon 25 No. 2 Well) was filed 

subsequent thereto. Neither of these actions were taken by Ocean prior to the hearing 

in these causes held before the Commission on March 26, 2002 and this is in all 

respects consistent with the evidence adduced at the Commission hearing that Ocean 

was relying upon Arrington to operate and drill a well in the W/2 Section 25. The 

affidavit of Darold Maney attached to Ocean's application, relating to alleged efforts 

by Ocean to drill a well in the W/2 Section 25 separate from Arrington, attempts to 

set out facts that could have been presented to the Commission through Mr. Maney's 

testimony at the time the hearing in these causes was held. It is well established New 

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

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

34 P2d. 867 (NM 1934); Marnev v. Home Royalty Ass'n of Oklahoma 286 P 979 (NM 

1930). Any pre-hearing drilling plans that may have been made by Ocean, and any 

curative actions Ocean may have taken after the hearing, have no bearing on the 

evidence considered by the Commission on March 26, 2002, upon which the above-

captioned Order was based. Ocean's application for rehearing should be denied. 

Arrington's Application Should be Denied 

Arrington proposes three reasons why a rehearing should occur. The first 

reason is that Arrington claims the captioned Order to be based, in part, on error. 

While TMBR/Sharp admits that the chronology of drilling permit application and 
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approval in Section 25 is more complicated than is the case wi th most cases coming 

before the Commission, it is respectfully submitted that said chronology is not nearly 

so confusing as Arrington's description of the same in its application would suggest. 

The sequence of events put before the Commission at its March 26, 2002 hearing 

was, quite simply: 

1. In July of 2 0 0 1 , when Arrington applied for its permit to drill the Triple-

Hackle Dragon No. 1 Well with a W/2 spacing unit, Arrington's only claim to be in 

charge of the development of a lease (thereby satisfying the definition of "operator" 

contained in the Division's regulations) arose from the alleged present effectiveness 

of the top leases that it held from Madeline Stokes, et al. covering the NW/4 Section 

25. Arrington had no rights in the SW/4 Section 25, whatever prospective agreements 

it may have reached with Ocean on the subject, until farmout agreements from Branex 

Resources, Inc., et al. were executed on or after July 26, 2 0 0 1 , well after Arrington's 

application was filed. 

2. The Lea County District Court ruled in Cause No. CV-2001-315C that 

Arrington's top leases are not presently effective. 

3. Arrington could not, therefore, satisfy the definition of "operator" when 

it filed the application referenced above and the permit issued in connection therewith 

was appropriately rescinded by the Commission. 

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

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

the Commission. 

5. Arrington's efforts to maintain a drilling permit for its Glass-eyed Midge 

No. 1 Well, having a spacing unit in direct conflict with the spacing unit approved in 

connection with TMBR/Sharp's application, merely seeks to inject confusion into an 

otherwise clear and understandable event sequence. Whether or not Arrington might 

have satisfied the definition of operator at the time this later application was filed, the 

Commission correctly ruled that TMBR/Sharp had priority in terms of time of 

application and right of development. As the captioned order clearly states, New 

Mexico statutes relating to compulsory pooling prescribe no order for these 

proceedings to take place yjs a vis the issuance of a drilling permit. Arrington's 

assertion that contested permit and pooling applications must be heard 

contemporaneously lacks statutory basis. The Commission's decision was not based 

on error and said decision should not, therefore, be the subject of further hearing 

before the Commission. 

Arrington further asserts that the decision to issue a drilling permit for the Blue 

Fin 25 Well No. 1 to TMBR/Sharp was improvident. The gist of the argument made 

by Arrington in its application seems to be that TMBR/Sharp did not properly pool the 

Stokes/Hamilton oil and gas leases at issue, notwithstanding the decision issued by 

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

and is apparently intent on rearguing the core issue of pooling in whatever forum it can 
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f ind. To say, however, that the present proceedings result from some "omission" on 

TMBR/Sharp's party is to totally ignore Judge Clingman's contrary resolution of the 

pooling issue as between all affected parties. The Commission used proper restraint 

in not involving itself with issues of leasehold title, deferring said matters to a court 

of competent jurisdiction, and Arrington's efforts to revisit the same under the guise 

of improvident issuance of a drilling permit should be resisted. 

Arrington finally argues that the issuance of the Blue Fin 25 Well No. 1 Permit 

to TMBR/Sharp improperly delegated the Commission's authority to its Hobbs field 

office. TMBR/Sharp cannot appreciate this argument since the captioned order, issued 

by the Commission itself, resolves all issues relating to who should have a permit for 

drilling operations in Section 25. Whoever issued the permit to TMBR/Sharp, 

whenever it was issued, and whatever actions may have been taken to cancel 

erroneously granted prior drilling permits, said actions were in all respects consistent 

with the captioned order (ratifying, to the extent necessary, and/or authorizing any 

ministerial acts taken by Division personnel in accordance therewith). No cause, 

therefore, exists to reconsider the Commission's decision on the basis of improper 

delegation. 

Conclusion 

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

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

that has gone through almost every level of decision making authority, spanning a 
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period of several months, and other collateral issues still require resolution by the 

Division. It seems clear that Arrington and Ocean will not rest until the Commission 

resolves these cases in a manner completely inconsistent with the action that it has 

previously taken. If this perception is correct, these parties should pursue their judicial 

appellate options and not take up any more of the Commission's time on a matter that 

has been the subject of exhaustive deliberation. The applications for rehearing filed 

by Ocean and Arrington should be denied. 

Respectfully submitted, 

W. THOMAS KELLAHIN 
KELLAHIN & KELLAHIN 
P.O. Box 2265 
Santa Fe, New Mexico 87501 
(505) 982-4285 

and 

SUSAN R. RICHARDSON 
RICHARD R. MONTGOMERY 
ROBERT T. SULLIVAN 
COTTON, BLEDSOE, TIGHE, & DAWSON, P.C. 
500 West Illinois, Suite 300 
PO Box 2776 
Midland, Texas 79702-2776 
(915) 684-5782 
(915) 682-3672 

4370\000021\328140.1 Page 6 



Certificate of Mailing 

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

J . Scott Hall, Esq. 
Miller, Stratvert & Torgerson, P.A. 
P.O. Box 1986 
Santa Fe, NM 87504-2986 

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

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

David Brooks, Esq. 
New Mexico Oil Conservation 
Division 

1220 South St. Francis Drive 
Santa Fe, NM 87505 

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

OIL CONSERVATION COMMISSION 

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

APPLICATION OF TMBR/SHARP DRILLING, 
INC. APPEALING THE HOBBS DISTRICT 
SUPERVISOR'S DECISION DENYING 
APPROVAL OF TWO APPLICATIONS FOR 
PERMIT TO DRILL FILED BY TMBR/SHARP 
DRILLING, INC., LEA COUNTY, NEW MEXICO 

Order No. R-11700-B De Novo 

NOTICE OF APPEAL 

David H. Arrington Oil and Gas, Inc., ("Appellant"), through its counsel of record, 

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

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

Notice of Appeal from Order No. R-l 1700-B issued by the New Mexico Oil Conservation 

Cornrnission on April 26, 2002 and from the Cornrnission's disposition of Appellants' 

Application For Rehearing and Request for Partial Stay of Order No. R-l 1700-B filed pursuant 

thereto. 

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

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

No. R-l 1700-B and the Application For Rehearing and Request for Partial Stay are attached 

lieielu.—•—• • •—-—— 

CASE NO. 12744: 



Respectfully submitted, 

MILLER, STRATVERT & TORGERSOR PA. 

1 . I c o v y ^ 
J. Scott Hall, Esq. 
Post Office Box 1986 
Santa Fe, New Mexico 87504 
(505) 989-9614 

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

CERTIFICATE OF SERVICE 

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

Steve Ross 
New Mexico Oil Conservation Corrrrnission 
1220 South St. Francis Drive 
Santa Fe, New Mexico 87505 

William F. Carr, Esq. 
Holland & Hart 
Post Office Box 2208 
Santa Fe, New Mexico 87504 
Attorneys for Yates Petroleum Corp. 

James Bruce, Esq. 
Post Office Box 1056 
Santa Fe, New Mexico 87504-1056 
Attorneys for Ocean Energy, Inc. 

W. Thomas Kellahin, Esq. 
Kellahin & Kellahin 

Post Office Box 2265 
Santa Fe, New Mexico 87504-2265 
Attorneys for TMBR/Sharp Drilling, Inc. 

-1, { 
J. Scott Hall, Esq. 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

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

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

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

ORDER NO. R-11700-B 

ORDER OF THE OIL CONSERVATION COMMISSION 

BY THE COMMISSION: 

THIS MATTER came before the Oil Conservation Cornrnission (hereinafter 
referred to as "the Cornrnission'1) on March 26, 2002, at Santa Fe, New Mexico, on 
application of TMBR/Sharp Drilling Inc. (hereinafter referred to as "TMBR/Sharp"), de 
novo, and opposed by David H. Arrington Oil and Gas Inc. (hereinafter referred to as 
''Arrington") and Ocean Energy Inc. (hereinafter referred to as "OceanEnergy") and the 
Commission, having carefully considered the evidence, the pleadings and other materials 
submitted by the parties hereto, now, on this 26th day of April, 2002, 

FTNDS, 

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

2. In Case No. 12731. TMBR/Sharp seeks an order voiding permits to drill 
obtained by Arrington and awarding or coiifirrning permits to drill to TMBR/Sharp 
concerning the same property. 

3. In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of 
District I ofthe Oil Conservation Division denying two applications for permit to drill. 



Case Nos. 12731712744 
Order No. R-l 1700-B 
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4. Arrington and Ocean Energy oppose both applications. 

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

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

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

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

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

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

11. Arrington's application in Section 23 was filed on July 25, 2001 and sought a 
permit io drill ito proposed "Blue Drake ''23" Well Nu. 1." This apulicaliun was 

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

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

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

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

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

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

17. TMBR/Sharp and Ameristate entered into a Joint Operating Agreement along 
With Other parriffS OT Tnly 1 _ 1 QQg TA/TRP ' ^ i ^ "rnr dnnirr^nt-iH -, n fin P nppmtnr m 

Section 25. See TMBR/Sharp Exhibit 7. 

2 Apparently TMBR/Sharp reapplied for the permits to drill thai were previously denied, and the 
Division approved those permits on March 20, 2002. 
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18. Although the primary terms of the TMBR/Sharp leases have apparently 
expired, TMBR/Sharp alleges that the leases were preserved by the drilling of the "Blue 
Fin 24 Well No. 1" and subsequent production from that welL The Blue Fin 24 Well No. 
1 is located in the ofBetting section 24. 

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

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

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

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

23. During the hearing of this matter, TMBR/Sharp argued that because the Fifth 
Judicial District Court found that Arrington's "top leases" had failed, TMBR/Sharp was 
entitled to permits to drill in Sections 23 and 25 and Arrington was not entitled to permits 
to drill and its permits should be rescinded. TMBR/Sharp also argued that Arrington had 
filed applications to prevent TMBR/Sharp from being able to drill and to place its 
obligations under the continuous drilling clauses of the oil and gas leases in jeopardy. 
TMBR/Sharp argued that Ocean Energy's letter agreement with Arrington could not 
revive Arrington's claim of title and that Ocean Energy's pending pooling apphcation 
Witn trie Division is essentially irrelevant to the question of whether TMBR/Sharp should 
have been granted a permit to drill. 

24. Axrington argued in response that the title issue ruled upon by the District 
Court with respect to section 25 is irrelevant because Arrington acquired an independent 
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interest in that section by virtue of a farm out agreement in September of 2001. 
Arrington also argued it was willing to assign the disputed acreage in Section 23 to 
TMBR/Sharp in order to resolve the present controversy. Arrington also argued that it 
doesn't intend to actually drill at the present time under either approved permit to drill 
and argued, citing Order No. R-l0731-B, that the Commission's practice has not been to 
rely on "first in time, first in right" principles in deciding competing applications on 
compulsory pooling, but instead on geological evidence. Arrington seemed to argue that 
a compulsory pooling proceeding is the place to present such geologic evidence. 
Arrington argues that these proceedings are unnecessary and that the Commission should 
rely upon the Division's pending pooling cases to decide who of the various parties 
should properly possess the permit to drill. 

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

26. The parties seem to agree that in a situation where the bottom lease has not 
failed, a person owning a top lease is not a person duly authorized to be in charge of the 
development of a lease or the operation of a producing property, and is therefore not 
entitled to a permit to drill. NMAC 19.15.1.7(0)(8). See also 1 Kramer & Martin, The 
Law of Pooling and Unitization, 3rd ed., § 11.04 at 11-10 (2001). Moreover, because 
only an "owner" may seek compulsory pooling, it seems that a person owning a top lease 
where the bottom lease has not failed might not be entitled tc compulsory pooling either. 
See NMSA 1978, § 70-2-17(C). 

27. When an application for permit to drill is filed, the Division does not 
determine whether an applicant can validly claim a real property interest in the property 
subject to the apphcation, and therefore whether the applicant is "duly authorized" and "is 
in charge of the development of a lease or the operation of a producing property." The 
Division has no jurisdiction to determine the validity of any title, or the validity or 
continuation in force and effect of any oil and gas lease. Exclusive jurisdiction of such 
matters resides in the courts of the State of New Mexico. The Division so concluded in 
its Urder in this matter. See Order No. R-l i /U(J (December 13, 2UU1). 

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

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

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

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

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

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

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

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

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

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

CONCLUSION OF LAW: 

The Oil Conservation Commission has no jurisdiction io determine the vahdity of 
any title, or the validity or continuation in force and effect of any oil and gas lease. 
Exclusive jurisdiction of such matters resides in the courts ofthe State of New Mexico. 

LT IS THEREFORE ORDERED: 

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

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

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

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

5. Jurisdiction of this case is retained for the entry of such further orders as may 
be necessary given subsequent proceedings in TMBR/Sharp Drilling, Inc. v. David H. 
Arrington Oil & Gas, Inc., al. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 

S E A L 



STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION COMMISSION 

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

APPLICATION OF TMBR/SHARP DRILLING, INC. 
FOR AN ORDER STAYING DAVID H. ARRINGTON 
OIL AND GAS, INC. FROM COMMENCING 
OPERATIONS, LEA COUNTY, .NEW MEXICO 

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

ORDER NO. R-l 1700-B 

APPLICATION FOR REHEARING 
AND 

REQUEST FOR PARTIAL STAY OF ORDER NO. R-l 1700-B 

David H. Arrington Oil and (JUS. Inc.. i''Arnngton'"), through its attorneys. Miller Stratvert 

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

Mexico Oil and Gas Act and 19 NMAC 15.N.1222 for rehearing on the issuance of Order No. R-

11700-B issued by the Commission on April 26, 2002. Arrington also -moves pursuant to 19 

NMAC 15.N. 1220.B for entry of an order staying Order No. R-l 1700-B 

BACKGROUND FACTS 

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

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

inple-Hacicle uragon .o wen x\o. I covering sands m trie w i ot Section io'. as well as the 

CASE NO. 12731 

All referenced lands are located in Township 16-Sourh. Range 35-East NMPM in Lea Count)'. 



permit approved on July 30, 2001 for Arririgtcn's Blue Drake 23 Well No. i covering lands in the 

E/2 of Section 23. Applications filed in August, 2001 by TMBR/Sharp for permits to drill its 

Leavelle 23 No. 1 well and the Blue Fin 25 No. 1 well in Sections 23 and 25, respectively, had 

been denied by the Division's District I office due to the previous approval of the Arrington 

drilling permits for the same lands. 

The consolidated adnhnistrative cases dtimately resulted in the issuance by the New 

Mexico Oil Conservation Cornrnission of Order No. R-l 1700-B on April 26, 2002, which found, 

among other things, that the Division's District I Supervisor should issue an APD to TMBR/Sharp 

for its proposed Blue Fin 25 Well No. 1 in the NW/4 of Section 25 to which TMBR/Sharp 

proposes to dedicate a N72 spacing and proration unit. The Order also directed that a drilling 

permit should be approved for TMBR/Sharp's Blue Drake 23 Well No. 1 to which it proposed to 

dedicate the E/2 of Section 23. In addition, the Commission expressly retained jurisdiction over 

the matter, noting that separate court proceedings to resolve title issues could affect the outcome 

these pending administrative cases. At issue in that collateral litigation presently pending before 

the 5th Judicial District Court in Lovington is whether the filing of a C-102 form with the 

Division's District I office in Hobbs for TMBR/Sharp's Blue Fin 24 No. 1 well in Section 24, T-

16-S, R-35-E, was sufficient to perpetuate TMBR/Sharp's leases from Madeline Stokes and Erma 

Stokes Hamilton to Ameristate Oil and Gas (and. by assignment, to TMBR/Sharp) that covered 

portions of lands in Sections 23 and 25 identified in the APD's filed both by TMBR/Sharp and 

Arlington. In that litigation, the lessors and Arrington, the owner of top-leases executed by the 

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

TMBR'Sharp had lapsed. 

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

pooling in Case No. 12816 seeking to consolidate the working interests m the N/2 of Section 2D 
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for its Blue Fin 25 Weil No. 1. Ocean Energy, Inc. also filed separate compulsory pooling 

applications (Case No. 12841 and Case No. 12860) seeking to pool the W/2 of Section 25 for two 

alternative proposed Mississippian formation well locations in the NW/4 and SW/4, respectively. 

More recently, Arrington has filed its application for compulsory pooling in Case No. 12859 to 

create an E/2 unit in Section 25 for its Glass-Eyed Midge 25 No. 1 Atoka/Morrow/Mississippian 

well to be drilled in the NE/4. Arrington's C-101 APD for the Glass-Eyed Midge 25 No. 1 well 

was issued by the Division on December 17, 2001 and its C-102 reflecting an E/2 unit was filed 

on November 29, 2001. The N/2 TMBR/Sharp unit is in obvious conflict with the E/2 and W/2 

units proposed by Arrington and Ocean Energy. Case Nos. 12816, 12859, 12860 and 12841 are 

all scheduled to be heard by the Division's examiner on May 16, 2002. 

Significantly, Arrington's Application does not present a title issue like TMBR/Sharp's 

Applications in Case Nos. 12731 and 12741 did, and the lands under its proposed E/2 unit were 

not involved in those two cases. Arrington's lease interests are wholly independent from the lease 

title currently in dispute in the 5,h Judicial District Court litigation. 

On March 15, 2002. without notice to the Applicant and before the issuance of Order R-

11700-B, TMBR/Sharp Drilling, Inc. filed another C-101 APD with the Division's District I 

office for its Blue Fin 25 Well No. 1 (API No. 30-025-35865) which was also proposed to be 

drilled to the Mississippian formation in the NW/4 of Section 25. The C-102 acreage dedication 

plat which accompanied the filing of the TMBR'Sharp Drilling, Inc. APD proposed to dedicate 

the N/2 of said Section 25 to the Blue Fin 25 Well No. 1. 

On March 20, 2002, again without notice to Arrington and before the issuance of Order 

No. R-l 1700-B, the Division's District I office approved the APD for the Blue Fin 25 Well No. 1. 

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



simultaneously approved APD:s with attached C-102's that both operators proposed to dedicate 

the NE/4 of Section 25 to their respective wells. 

At the lime of the filing of the APD's, there were owners of other interests in the N/2 and 

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

proposed wells. Neither the Arrington nor TMBR/Sharp compulsory pooling cases had been 

heard and neither operator had consolidated the interests of all the non-participating owners either 

by way of a voluntary agreement, communitization agreement, or otherwise. Although 

TMBR/Sharp, Ocean Energy and Arrington now all have compulsory pooling applications 

pending before the Division to consolidate the unjoined interests, TMBR/Sharp moved to 

continue its own pooling case (Case No. 12816) and to dismiss Cases 12859, 12860 and 12841. 

The Division's examiner denied the TMBR/Sharp motion at a hearing on May 14, 2002. 

To date, however, no geologic, engineering or equitable evidence having a bearing on the 

development of Section 23 and 25 has been presented to the Division or the Commission. 

Significantly, it was learned on May 14th that TMBR/Sharp began drilling its Blue Fin 25 

Well No. 1 on May 7, 2002. without having consolidated the unjoined interests and without 

allowing the Division to determine the final configuration of the spacing and proration units in 

Section 25. 

On May 15. 2002, A,rrington filed with the Division its Application To Reinstate Drilling 

Permit whereby it seeks an order directing the Division's District I office to reinstate the drilling 

permit for its Glass-Eye Midge 25 Well No. 1 previously approved on December 17. 2001. (A 

copy ofthe Application is attached as Exhibit "A".) 
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THE REQUEST FOR REHEARING 

Arrington respectfully submits that Case Nos. 12731 and 12744 should be reheard for 

the reasons that (1) Order R-ll 700-B is based, in part, on error, (2) was improvidently issued, 

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

Order R-l 1700-B Is Based On Error. 

In Order No. R-l 17Q0-B, the Cornrnission, citing to the separately pending litigation in the 

district court involving conflicting leases, found that APD's previously issued to Arrington for 

wells in the S/2 of Section 23 and the W/2 of Section 25, T-36-S, R-35-E should not have been 

granted because Arrington was not an owner in those lands and had "no authority over the 

property". (Order R-l 1700-B, Par. 29.) This finding was the primary basis for the Commission's 

determination. This fkding is clearly based on error. Arrington established that it had the right to 

drill and operate as the owner of lease interests in the W/2 of Section 25 separate and apart from 

the oil and gas leases involved in the district court litigation. 

In addition, at the time it filed the APD for its Glass Eye Midge 25 No. 1 Weil. Applicant 

owned separate oil and gas lease interests in the E/2 of Section 25 that were independent from the 

conflicting leases that are the subject of the district court litigation cited by the Commission in 

Order No. R-l 1700-B. As such, Applicant was eligible to become the operator of that well and the 

permit to drill that was issued to it on December 17, 2001 should have been undisturbed. In diis 

regard, the findings in Paragraph 14 of Order No. R-l 1700-3 are telling: 

''14 The central issue in this case is whether Arringtan was eligible tc 
become the operator of the wells in question...If Arrington was eligible to 
become the operator, then ihe permits were properly issued to Arrington. " 

In its finding! at Paragraph 29 of Order R 1 1700-B, tho Commission crronoouoiy noaumod 

that the rulings issued by the 5'"1' Judicial District Court served to adjudicate all ofthe title owned 

by Arnngton. Instead, the scope of the district court rulings affected only the lands encumbered 
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by the Stokes/Harmlton base lease claimed by Ameristate and TMBR/Sharp and the top-lease 

claimed by Arrington. The interests separately owned by Arrington remained unaffected, and as 

such, Arrington continued to be eligible to become operator throughout. 

The agency's determination of the geologic and economic waste issues before it should 

determine the outcome of these disputed cases, not resolution of collateral title issues. 

Accordingly, the Division should discharge its statutory function and resolve these matters at the 

earliest opportunity. 

Order R-11700-B Was Improvidentlv Issued. 

Order No. R-l 1700-B was improvidentlv issued, failing to completely resolve the dispute 

before tlie agency or accord full relief to the affected parties. Tlie initial determination of Cases 

12731 and 12744 has allowed the permitting issue to unduly influence events and has pre-empted 

proper consideration by the agency's of its statutory mandates to prevent waste, protect correlative 

rights and avoid the drilling of unnecessary wells. As a further consequence of its issuance, Order 

No. R-l 1700-B has precipitated more problems for the parties, including the Division, that have 

become manifest in the frustrated efforts of Arrington to develop the E/2 of Section 25, acreage 

that should not have been affected by the proceedings. 

Through no fault of the Commission, the scope of the TMBR/Sharp. applications in Case 

Nos. 12731 and 12744 was limited to the issuance of drilling permits for its two proposed wells. 

That circumstance was the product of one single act of neglect on the part of TMBR/Sharp: That 

is, TMBR'Sharp's failure to abide by the terms of one of its oil and gas leases and properly file a 

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

omission has sqasffquently determined all of TMBR." J actionc, legal positions and arguments gver 

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

necessity, caused TMBR'Sharp to argue that it is not necessary to file a unit designation in the 
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- cannot delegate powers and functions discretionary or quasi-judicial in 
character, or which require the exercise of judgment. 

Citing, Anderson v. Grand River Dam Authority. 446 JP.2d 814 (1968). The Anderson Court also 

quoted with approval from American Jurisprudence and Corpus Juris Secundum: 

In 2 Am. Jur. 2 n d Administrative Law, Section 222, it is said: It is a general 
principal of law, expressed in the maxim "delegates no protest delegare", that a 
delegated power may not be further delegated by the person to whom such 
power is delegated and than in all cases of delegated authority, or personal 
trust or confidence is reposed in the agent and especially where the exercise 
and apphcation of the power is made subject to his judgment and discretion, 
the authority is purely personal and cannot be delegated to another***. A 
commission charged by law with power to promulgate rules, cannot in turn, 
delegate that power to another." 

Because New Mexico has expressly adopted Oklahoma law, it is the law in this state that 

an administrative body may not delegate a statutory function, particularly in the manner that 

TMBR/Sharp advocates. 

In making any determination under the compulsory pooling statute, under long-standing 

practice/ the Division will consider evidence relating to. among other matters: (1) the presence or 

absence of a voluntary pooling agreement; (2) whether a reasonable and good-faith effort was 

made to obtain the voluntary participation of others; (3) reasonableness of well costs; (4) geologic 

and engineering evidence bearing on the avoidance of waste and the protection of correlative 

rights, including the drilling of unnecessary wells; (5) the assessment of a risk penalty; and (6) 

whether a proposal is otherwise in the interests of conservation. The mere approval of a drilling 

permit and the filing of an acreage dedication plat serve to do none of these tilings and neither 

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

process.4 

J See Morris, Richard, Compulsory Pooling of Oil and Gas interests in New Mexico. 3 Nat. Resources J. 316 
(1963). 
4 N. M. Stat. Ann. 1978 Section 70-2-17(C): "All orders effecting such pooling shall be made after notice and 
hearing[.]" 
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, It is inappropriate io allow any portion of the pooling process to be subsumed by the mere 

processing of an APD. Order No. R-l 1700-B, Par. 33. ("An apphcation for a permit to drill serves 

different objectives than an apphcation of compulsory pooling and the two proceedings should not 

be confused'1) Mor eover, the issuance of a drilling permit does not constitute anv deterrriination 

of a property right. See Grav v. Helmerich & Payne. Inc.. et al. 843 S.W. 2d 579 (Tex. 2000). 

Whether intentional or not, the practical effect of Order R-l 1700-B was to allow a 

ministerial event to dictate events to the exclusion of the statutory adjudicatory functions that 

ought first be performed by the Division and the Commission. 

THE REQUEST FOP PARTIAL STAY 

Arrington requests that Order No. R-l 1700-B be stayed to the extent it operates to prevent 

tlie reinstatement of its drilling permit and otherwise prevents it from commencing the drilling of 

it Glass-Eye Midge 25 Well No. 1 in the NE/4 of Section 25. 

Further stay of Order R-! 1700-B is requested to the extent it approves, by implication or 

otherwise, the creation of a N/2 spacing and proration unit for TMBR'Sharp's Blue Fin 25 Well 

No. 1 pending the agency's consideration of geologic and engineering evidence and the issuance 

of an order determining the proper orientation of the 320 acre units in Section 15-

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

CONCLUSION 

For the reasons outlined above, Arrington respectfully requests the Commission 

immediately enter its Order of Partial Stay and then jet all these matters for yehennng at tho nont 

regularly scheduled Cornrnission hearing docket set for June 21, 2002. 
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Respectfully subrrntted, 

MILLER, STRATVERT & TORGERSON, P.A. 

J. Scott Hall 
Attorneys for David H. Arrington Oil & Gas, 
Inc. 
Post Office Box 1986 
Santa Fe, New Mexico 87504-1986 
(505)989-9614 

By. 
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Certificate of Mailing 

I hereby certify thai a true and correct copy of the foregoing was faxed to counsel of 
record on the 15th day of May, 2002, as follows: 

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

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

David Brooks, Esq. 
New Mexico Oil Conservation Division 
1220 South St. Francis Drive 
Santa Fe, New Mexico 87505 

Susan Richardson, Esq. 
Cotton Bledsoe Tighe & Dawson 
500 W Illinois Ave # 300 
Midland, Texas 79701 

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

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

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION OF 
DAVID H. ARRINGTON OLE AND GAS, INC. 
TO REINSTATE DRILLING PERMIT, 
LEA COUNTY, NEW MEXICO CASE No. 

APPLICATION 

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

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

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

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

drilled at a standard 320-acre spacing and proration unit gas well location 803 feet from the 

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

East. NMPM, Lea County, New Mexico. Applicant, in .support thereof would show the Division: 

1. Applicant owns a substantial portion ofthe working interest in and under the E/2 

of Section 25, and Applicant has the right to drill thereon. 

2. Applicant first acquired its lease interests in the E/2 'of Section 25 in 

approximately January, 2001. 

3. On November 29, 2001, Applicant filed with the Division's District I office in 

Hobbs its C-101 Application for Permit to Drill, ("APD"), for the Glass Eye 

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

Gas pool. Applicant simultaneously filed a Ĉ 102 acreage dedication plat form 

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



4. On December 17, 2001, the Division's District I office approved Apphcant's 

permit to drill the subject well. 

5. On March 15, 2002, without notice to the Applicant, TMBR/Sharp Drilling, Inc. 

filed another C-101 APD with the Division's District I office for its Blue Fin 25 

Well No. 1 (API No. 30-025-35865) which was also proposed to be drilled to the 

Mississippian formation in the NW/4 of Section 25, T-16-S, R-35-E, NMPM in 

Lea County. The C-102 acreage dedication plat which accompanied the filing of 

the TMBR/Sharp Drilling, Inc. APD proposed to dedicate the N/2 of said Section 

25 to the Blue Fin 25 Weil No. 1. 

6. On March 20, 2002, without notice to the Applicant, the Division's District I 

office approved the APD for the Blue Fin 25 Well No. 1. 

7. As a consequence of the actions of the Division's District I office, there existed 

two simultaneously approved APD's with attached C-102's that both proposed to 

dedicate the NE/4 of Section 25 in violation of inter alia, 19 NMAC 

15.C. 104(C)(2)(c). 

8. At the time of the filing of the APD's, there were owners of other interests in the 

N/2 and E/2 of Section 25, respectively, who had not voluntarily agreed to 

participate in the drilling of the proposed wells. Neither Applicant nor 

TMBR/Sharp Drilling, Inc. had consolidated the interests of all the non-

participating owners either by way of a voluntary agreement, communitization 

agreement or compulsory pooling order. Both Applicant and TTMBR'Sharp 

Drilling, Inc. subsequently initiated separate compulsory pooling proceedings 

before the Division seeking to consolidate those interests. 



9. On April 26, 2002, the New Mexico Oil ConservaTion Commission issued Order 

No. R-l 1700-B in Case Nos. 12731 and 12744. In Order No. R-11700-B, the 

Commission, citing to separately pending litigation in the district court involving 

conflicting leases, found that APD's previously issued to Axrington for wells in 

the S/2 of Section 23 and the W/2 of Section 25, T-16-S, R-35-E should not have 

been granted because Arrington was not an owner in those lands. 

10. At the time it filed the APD for its Glass Eye Midge 25 No. 1 Well, Applicant 

owned separate oil and gas lease interests independent from the coriflicting leases 

that are the subject of the district court litigation cited by the Commission in 

Order No. R-l 1700-B. As such, Applicant was eligible to become the operator of 

the subject well and should have received the permit to drill that was issued to it 

on December 17, 2001. 

11. On May I , 2002, the Division's District I office notified Applicant diat its 

approved APD was canceled. .Applicant received the notification on May 7. 2002. 

12. Applicant continues to own lease interests underlying the E/2 of said Section 25 

and continues to be eligible to be operator. 

13. The cancellation of Applicant's permit by the Division's District I office was 

arbitrary, capricious and otherwise unreasonable. 

14. Geological, engineering and equitable considerations mandate that development 

occur by way of a 320 acre spacing and proration 'unit located in the E/2 of said 

Section 25 dedicated to .Applicant's proposed well in order to avoid the drilling of 

unnecessary wells, prevent waste and protect correlative rights. 



WHEREFORE, Applicant prays that this application be set for hearing before a duly 

appointed examiner of the Oil Conservation Division no later than June 13, 2002, and that after 

notice and hearing as required by law, the Division enter its order reinstating the drilling permit 

for Applicant's proposed well and making such other and further provisions as may be proper in 

the premises. 

Respectfully submitted, 

MILLER, STRATVERT & TORGERSON, P.A. 

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

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



STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION COMMISSION 

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

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

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

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

THIS MATTER, having come before the Commission on the Application For 

Rehearing And Request For Partial Stay Of Order No. R-l 1700-B filed by David H. 

Arnngton Oil and Gas, Inc., and the Commission, being duly advised, ORDERS as 

follows: 

1. OrdeT No. R-l 1700-B is stayed to the extent it may operate te prevent the 

reinstatement of the drilling permit previously issued to David H. Arrington 

Oil and Gas, Inc. on December 17, 2001 for the drilling ofthe Glass-Eye 

Midge 25 Well No. 1 (API No.30-025-35787) 803' from the north line and 

962' from the east line in the NE/4 of Section 25, Township 16-South, 

Rangi J5'•East, NMPM. Lea Cuinuv, New Milieu. Older Nu. R-l 1700-B is 



fiirther stayed to the extent it prevents Arrington from coirimencing drilling 

operations for the referenced well. 

Order No. R-11700-B is further stayed to the extent it may be regarded as 

approving, by implication or otherwise, the establishment of a spacing and 

proration unit consisting of the N/2 of Section 25, Township 16-South, 

Range 35-East, NMPM, Lea County, New Mexico, for the TMBR/Sharp 

Drilling, Inc. Blue Fin 25 Well No. 1 located in the NW/4 of said Section 

25. 

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

as may be necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

By: 
Lori Wrotenbery, Chair. 



STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

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

APPLICATION OF TMBR/SHARP DRILLING, 
INC., APPEALING TO THE DIRECTOR OF THE 
NEW MEXICO OIL CONSERVATION DIVISION 
THE HOBBS DISTRICT SUPERVISOR'S DECISION 
DENYING APPROVAL OF TWO APPLICATIONS 
FOR PERMIT TO DRILL FILED BY TMBR/SHARP, 
INC., LEA COUNTY, NEW MEXICO 

APPLICATION OF TMBR/SHARP DRILLING, 
INC., FOR AN ORDER STAYING DIVISION 
APPROVAL OF TWO APPLICATIONS FOR 
PERMIT TO DRILL OBTAINED BY DAVID H. 
ARRINGTON OIL AND GAS, INC., LEA COUNTY, 
NEW MEXICO 

CASE NO. 12,744 

CASE NO. 12,731 

(Consolidated) 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 
COMMISSION HEARING 

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

March 26th, 2002 
Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 
Conservation Commission, LORI WROTENBERY, Chairman, on 
Tuesday, March 26th, 2002, at the New Mexico Energy, 
Minerals and Natural Resources Department, 122 0 South Saint 
Francis Drive, Room 102, Santa Fe, New Mexico, Steven T. 
Brenner, C e r t i f i e d Court Reporter No. 7 f o r the State of 
New Mexico. 

* * * 
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WHEREUPON, the f o l l o w i n g proceedings were had at 

11:52 a.m.: 

CHAIRMAN WROTENBERY: Okay, i f everybody's ready 

w e ' l l go back on the record, and at t h i s p o i n t w e ' l l take 

up two cases t h a t are being consolidated f o r the purpose of 

hearing. One i s Case 12,744, the A p p l i c a t i o n of TMBR/Sharp 

D r i l l i n g , Inc., appealing the decision of the Hobbs 

D i s t r i c t Supervisor denying approval of two a p p l i c a t i o n s 

f o r permit t o d r i l l f i l e d by TMBR/Sharp, Inc., i n Lea 

County, New Mexico. 

Also Case 12,731, the A p p l i c a t i o n of TMBR/Sharp 

D r i l l i n g , Inc., f o r an order staying D i v i s i o n approval of 

two a p p l i c a t i o n s f o r permit t o d r i l l obtained by David H. 

Arr i n g t o n O i l and Gas, Inc., i n Lea County, New Mexico. 

Both of these cases are being heard de novo by 

the Commission upon the Ap p l i c a t i o n of TMBR/Sharp D r i l l i n g , 

Inc. 

And at t h i s time I ' l l c a l l f o r appearances. 

MR. KELLAHIN: Members of the Commission, my name 

i s Tom Ke l l a h i n . I'm an attorney w i t h K e l l a h i n and 

K e l l a h i n of Santa Fe, New Mexico. I'm appearing today i n 

association w i t h Mrs. Susan Richardson and Mr. Richard 

Montgomery. They are Midland attorneys and they, i n 

association w i t h me, represent TMBR/Sharp D r i l l i n g Company. 

MR. CARROLL: Members of the Commission, my name 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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i s Ernest C a r r o l l of the Losee, Carson, Haas and C a r r o l l 

law f i r m of Ar t e s i a , New Mexico. I am here today on behalf 

of David H. Arri n g t o n and Company. 

CHAIRMAN WROTENBERY: Thank you, Mr. C a r r o l l . 

MR. BRUCE: Madame Chair, my name James Bruce of 

Santa Fe. I'm here today on behalf of Ocean Energy, 

Incorporated. 

CHAIRMAN WROTENBERY: And do you each have 

witnesses here today? 

MR. KELLAHIN: I have two witnesses t o be sworn. 

CHAIRMAN WROTENBERY: Mr. C a r r o l l ? 

MR. CARROLL: Ms. Wrotenbery, I have witnesses 

here who were going t o authenticate c e r t a i n of our 

e x h i b i t s . Because Counsel Richardson and I have entered 

i n t o an agreement where there w i l l be no o b j e c t i o n t o any 

of the e x h i b i t s , I t h i n k the necessity of c a l l i n g my 

witnesses has been negated. 

The other problem i s , my witnesses both have 

ai r p l a n e commitments t o make w i t h i n the next hour, so... 

We had a n t i c i p a t e d going on f i r s t , and so f o r those reasons 

we have a s t i p u l a t i o n as t o the evidence, the e x h i b i t s , and 

the r e f o r e I w i l l not — do not plan t o c a l l the witnesses 

then. 

CHAIRMAN WROTENBERY: Thank you, Mr. C a r r o l l . 

Mr. Bruce? 

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

MR. KELLAHIN: I have two witnesses t o be sworn. 

CHAIRMAN WROTENBERY: Mr. C a r r o l l — Okay, would 

the two witnesses f o r TMBR/Sharp please stand t o be sworn? 

(Thereupon, the witnesses were sworn.) 

CHAIRMAN WROTENBERY: Thank you. Would you l i k e 

t o make opening statements? 

MR. KELLAHIN: Yes, ma'am, I would l i k e t o do so. 

CHAIRMAN WROTENBERY: Okay, Mr. Kellahin? 

MR. KELLAHIN: Madame Chairman, we d i s t r i b u t e d t o 

members of the Commission l a s t week an e x h i b i t book. There 

w i l l be some supplements t o the book by s t i p u l a t i o n . 

I n a d d i t i o n , t h a t book has a poor copy of a 

loca t o r map. I t i s not very u s e f u l , and I have some 

s u b s t i t u t e s f o r i t . 

CHAIRMAN WROTENBERY: That would be great. I t ' s 

hard t o t e l l the colors. 

MR. KELLAHIN: This one has co l o r s . 

CHAIRMAN WROTENBERY: Good. Thank you. 

MR. KELLAHIN: We're here before you t h i s morning 

t o ask you t o resolve a p e r m i t t i n g dispute between 

Ar r i n g t o n and TMBR/Sharp. That p e r m i t t i n g dispute occurred 

i n July and August of l a s t year. I t occurred at the Hobbs 

D i s t r i c t O f f i c e . 

The area involved involved four APDs; there were 

STEVEN T. 
(505) 

BRENNER, CCR 
989-9317 
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two f i l e d by Arrington and two f i l e d by TMBR/Sharp. I f 

y o u ' l l look at the map I j u s t handed out t o you, I can 

o r i e n t you as t o the dispute. 

I f y o u ' l l look at Section 23, both A r r i n g t o n and 

TMBR/Sharp have proposed a west-half spacing u n i t f o r a 

deep gas w e l l . This i s t o be d r i l l e d t o the Mississippian. 

I t would include a l l deep gas formations on 320 acres. 

The disputed acreage i s a question about what we 

c a l l the Stokes and the Hamilton leases. I ' l l e x p l a i n t h a t 

t o you i n a moment, but you can see t h a t i n 2 3 the Stokes 

Hamilton acreage i s shaded i n green. 

I'm going t o focus my comments and a t t e n t i o n on 

Section 25. I n Section 25 there were two APDs f i l e d , one 

by A r r i n g t o n and one by TMBR/Sharp. The A r r i n g t o n APD was 

a west-half deep gas spacing u n i t w i t h a w e l l up i n Unit 

L e t t e r D of Section 25. The disputed acreage i s the 

northwest quarter. TMBR/Sharp proposed a n o r t h - h a l f 

o r i e n t a t i o n t o the 320 w i t h i t s w e l l approximately the same 

l o c a t i o n . They're a hundred f e e t or more apart. 

When we t a l k about another w e l l , there's a w e l l 

i n Section 24 w i t h a standup west-half spacing u n i t . 

That's the Blue Fin 24 w e l l t h a t was d r i l l e d and operated 

by TMBR/Sharp, and you can see the l o c a t i o n of t h a t w e l l . 

We're asking you t o void the A r r i n g t o n APDs, and 

at t h i s p o i n t t o confirm the TMBR/Sharp APDs t h a t were 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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f i l e d i n August of l a s t year. 

On August 7th, TMBR/Sharp f i l e d i t s a p p l i c a t i o n 

t o d r i l l w i t h the Hobbs O f f i c e f o r the north h a l f of 

Section 25, t o dedicate t h a t spacing u n i t t o the Blue Fin 

25 w e l l . TMBR/Sharp c o n t r o l l e d about 80 percent of the 

working i n t e r e s t ownership i n t h a t spacing u n i t a t t h a t 

time. Since then i t ' s increased. 

I t included the northwest quarter, the disputed 

acreage. We r e f e r t o t h a t at TMBR/Sharp as the Stokes 

Hamilton base lease. 

TMBR/Sharp had obtained these leases from 

Ameristate i n July of 1998. The primary term f o r those 

leases would have expired on June 6th of l a s t year. 

At the same time, on July 1st of 1998, TMBR/Sharp 

entered i n t o an operating agreement t h a t included the 

disputed lands and other lands. Pursuant t o the operating 

agreement, TMBR/Sharp perpetuated the disputed acreage by 

d r i l l i n g the Blue Fin 24 w e l l , and you see t h a t one on the 

lo c a t o r map. That's the west h a l f of 24. They d r i l l e d 

t h a t w e l l ; i t was completed f o r production on June 29th. 

And as a r e s u l t of t h a t a c t i v i t y , TMBR/Sharp 

contends t h a t the Stokes Hamilton base lease t h a t i t 

c o n t r o l l e d i n the northwest quarter was extended beyond the 

primary term and t h a t TMBR/Sharp took a l l necessary a c t i o n 

pursuant t o t h a t contract t o extend t h e i r base lease. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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The next important sequence i s t h a t the day a f t e r 

TMBR/Sharp f i l e d i t s a p p l i c a t i o n f o r permit t o d r i l l w i t h 

Mr. Williams's o f f i c e , they received a l e t t e r on August 

8th, denying t h e i r APD. And i t was denied based upon the 

f a c t t h a t on July 18th, the Division's D i s t r i c t O f f i c e had 

approved Arrington's APD f o r what he c a l l s the T r i p l e 

Hackle Dragon 25 Well Number 1, and t h a t was t o be d r i l l e d 

w i t h a spacing u n i t f o r the west h a l f of Section 25. 

Arrington's claim f o r a r i g h t t o d r i l l and 

operate t h a t w e l l was predicated upon i t s assumption t h a t 

the o i l and gas leases held by TMBR/Sharp over the disputed 

acreage had expired and t h a t Arrington now c o n t r o l l e d some 

top leases. He obtained some top leases through a man 

named James Huff f o r the disputed acreage. 

Without the claim of i n t e r e s t i n the two top 

leases, A r r i n g t o n would have no i n t e r e s t i n the west h a l f 

of Section 25. I n a d d i t i o n , he would have had no i n t e r e s t 

i n the east h a l f of 23. So i t ' s c r i t i c a l t o A r r i n g t o n t h a t 

h i s top leases p r e v a i l . 

The top leases were dated j u s t two days a f t e r 

TMBR/Sharp spudded the Blue Fin 24 w e l l and were f i n a l l y 

placed of record i n September, on September 6th of l a s t 

year. 

Except f o r Arrington's act i o n i n claiming the top 

leases f o r the disputed acreage, TMBR/Sharp's APDs would 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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have been approved. The p r a c t i c e i s t o approve the APDs 

f i r s t i n time, get your APD. There are no other deep gas 

wells i n the section, so whoever f i l e s f i r s t gets t o se l e c t 

o r i e n t a t i o n , gets t h e i r APD approved and goes about 

d r i l l i n g t h e i r w e l l . 

TMBR/Sharp appealed the D i s t r i c t D i v i s i o n 

Supervisor's a c t i o n . He sent a l e t t e r . I t ' s i n the f i l e 

here, the August l e t t e r . He sent a l e t t e r i n the f i l e and 

he says, We're denying you approval of your two APDs 

because we have issued permits t o Ar r i n g t o n ahead of 

hearing. There was a hearing held before the D i v i s i o n on 

September 2 0th of l a s t year. 

On December 13th of t h i s year the D i v i s i o n 

entered an order. I t ' s R-ll,700. I t denied TMBR/Sharp's 

A p p l i c a t i o n , which would have been t o terminate the 

Arr i n g t o n APDs and t o then i n s t a t e the TMBR/Sharp APDs. 

They denied t h a t . 

And they stated i n the f i n d i n g s — and we have a 

copy of the order i n the e x h i b i t book — i n Finding 2 4 they 

said because Ar r i n g t o n had demonstrated at l e a s t a 

colorable claim of t i t l e — they c a l l i t a co l o r a b l e claim 

of t i t l e — t h a t would confer upon i t a r i g h t t o d r i l l i t s 

proposed w e l l . No basis e x i s t s t o reverse or ove r r u l e the 

act i o n of the D i s t r i c t Supervisor i n approving Arrington's 

APDs. 
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They also found t h a t — i n paragraph 21, t h a t the 

D i v i s i o n has no j u r i s d i c t i o n t o determine the v a l i d i t y of 

t i t l e or the v a l i d i t y or continuation i n forc e and e f f e c t 

of o i l and gas leases and said the exclusive j u r i s d i c t i o n 

i s w i t h the courts. 

They then, i n paragraph 25, said the D i v i s i o n 

does have j u r i s d i c t i o n t o revoke i t s approval of APDs i n 

appropriate cases. 

What has happened now i s , A r r i n g t o n has pr e v a i l e d 

i n the p e r m i t t i n g dispute because the D i s t r i c t and t h i s 

order has decided t h a t Arrington was f i r s t i n time and sad 

some colorable claim of t i t l e as a r e s u l t of the top 

leases. The order, when you read i t , gave TMBR/Sharp 10 

days t o go t o d i s t r i c t court. 

I n f a c t , TMBR/Sharp was already i n d i s t r i c t 

c o urt. They had f i l e d the lawsuit i n August, on August 

24th of l a s t year, and were l i t i g a t i n g i n Lea County w i t h 

A r r i n g t o n t o obtain a j u d i c i a l determination, among other 

t h i n g s , of the v a l i d i t y of Arrington's claim of t i t l e t o 

the disputed acreage. 

On December 24th of l a s t year the D i s t r i c t Court 

entered a decision about the t i t l e dispute. They entered 

an order holding t h a t Arrington's assumptions were wrong 

and entered summary judgment i n favor of TMBR/Sharp. 

Arrington's claim of a top lease, i n t e r e s t i n the top 
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lease, had now f a i l e d . And TMBR/Sharp's p o s i t i o n i s t h a t 

i t s leases are v a l i d — t h a t ' s what the court said — and 

we are now e n t i t l e d t o have our permit issued. 

That case i s proceeding t o t r i a l on other issues, 

i n c l u d i n g the e f f e c t s of Arrington's a c t i o n and whether 

t h a t a c t i o n r e s u l t s i n damages, so i t ' s on a damage claim 

basis a t t h i s p o i n t . 

At t h i s p o i n t we have obtained from the D i s t r i c t 

Court a decision on the t i t l e , and we're now back before 

the Commission t o have you exercise your j u r i s d i c t i o n and 

t o issue t o TMBR/Sharp approvals of the APDs they would 

have otherwise have obtained back i n August. 

Pursuant t o the order issued by the D i v i s i o n a t 

the Examiner Hearing, Arrington has f a i l e d now t o 

demonstrate colorable t i t l e and, except f o r t h a t 

demonstration before the Examiner, could never have gotten 

t h e i r APDs approved. 

We would now l i k e you t o issue our APDs without 

i n t e r f e r e n c e from Arrington and from Ocean. 

Let's t a l k a minute why Mr. Bruce i s here on 

behalf of Ocean. We t h i n k now i s the time t o do f o r us 

what we would have obtained back i n August, and t h a t was 

the opportunity t o d r i l l our w e l l . 

A decision by you today i s a decision on whether 

our permit has p r i o r i t y now because we have the b e t t e r 
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t i t l e , we have t h a t proof, and t h a t decision w i l l resolve 

some compulsory pooling cases t h a t had been pending before 

the Examiner. 

Those cases — the f i r s t one was f i l e d by 

TMBR/Sharp on January 25th, and i t was TMBR/Sharp's 

a p p l i c a t i o n t o complete i t s consolidation of the n o r t h h a l f 

of 25. 

At t h i s p o i n t I t h i n k t h e i r c o n s o l i d a t i o n 

represents more than 90 percent. Back i n August they had 

80 percent. But t h e i r pooling case at t h i s p o i n t i s t o 

consolidate the remaining i n t e r e s t i n the north h a l f of the 

section. I t does not attempt to pool Ocean. Ocean i s not 

a p a r t y or an i n t e r e s t owner i n the north h a l f of the 

section. 

Six months a f t e r t h i s APD dispute s t a r t e d , Ocean, 

on February 2nd, f i l e d a compulsory pooling a p p l i c a t i o n f o r 

the west h a l f of Section 25. The D i v i s i o n , as a r e s u l t of 

a prehearing conference l a s t week, continued the pooling 

cases u n t i l t h i s Commission could decide the p e r m i t t i n g 

dispute t h a t occurred back i n August of l a s t year. 

Ocean claims t h i s : Ocean claims an i n t e r e s t i n 

the southwest quarter of Section 25. They base t h a t claim 

on the f a c t t h a t i n the southwest quarter, on July 23rd 

l a s t year, they obtained some farmouts of i n t e r e s t owners 

i n the southwest quarter. Those farmouts are going t o 
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expire on July 1st of t h i s year. So they had a one-year 

window i n which t o act. 

A f t e r they obtained the farmouts, they d i d not 

oppose the w e l l , they d i d not i n s t i t u t e compulsory pooling, 

they d i d not f i l e f o r an a p p l i c a t i o n f o r a permit t o d r i l l 

t h e i r w e l l . What they have simply done i s entered i n t o a 

l e t t e r agreement w i t h Mr. Arrington, which Ocean accepted 

on November 14th. And pursuant t o t h a t l e t t e r agreement, 

Ar r i n g t o n has a 15-percent i n t e r e s t i n the southwest 

quarter. 

I t appears t h a t Ocean i s t r y i n g t o s u b s t i t u t e 

themselves now f o r Mr. Arringt o n . They're going forward 

w i t h a w e l l i n the west h a l f under the same name, using the 

same l o c a t i o n t h a t Arrington attempted t o achieve u n t i l h i s 

t i t l e f a i l e d . 

I n t e r e s t i n g t o note t h a t A r r i n g t o n had no 

i n t e r e s t i n the Ocean farmout acreage u n t i l Ocean accepted 

t h a t arrangement i n November, on the 14th of November l a s t 

year. The l e t t e r agreement i s not even dated u n t i l 

September 12th. 

Ocean's compulsory pooling a p p l i c a t i o n i s simply 

an attempt by Ocean t o s u b s t i t u t e i t s e l f f o r A r r i n g t o n on 

the APD t h a t A r r i n g t o n obtained back on July 18th. They've 

used the same l o c a t i o n and they're attempting t o stand i n 

h i s shoes. 
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I f the Ocean farmouts expire, i t r e a l l y i s 

Ocean's f a u l t . They took no actio n t o independently 

develop the west h a l f of the spacing u n i t , except t o marry 

themselves t o Mr. Arrington. They've simply j o i n e d a t the 

hip w i t h regards t o t h a t development and r e l i e d upon him t o 

accomplish i t . They have not been successful. 

They have not exhausted the opportunity t o save 

t h e i r farmouts. Back when TMBR/Sharp was worried about i t s 

leasing arrangements and the top lease and whether i t s base 

leases were s t i l l i n e f f e c t , we went t o d i s t r i c t court i n a 

ti m e l y fashion, obtained an i n j u n c t i o n and r e l i e f from the 

D i s t r i c t Court t o save our leases. Ocean could do the same 

t h i n g , and they've not sought the opportunity t o do t h a t . 

Our p o s i t i o n here today, before you t h i s morning, 

i s t h a t Ocean should not be allowed t o take advantage of a 

wrong caused by Mr. Arr i n g t o n . And t h a t wrong was t o stand 

i n the way of TMBR/Sharp, which was e n t i t l e d t o and should 

have received i t s permits f o r approval of i t s spacing u n i t s 

back i n August of l a s t year. 

Our p o s i t i o n i s , Arrington's APDs are i n v a l i d , 

cannot be t r a n s f e r r e d t o Ocean, t h a t Arrington's t i t l e has 

f a i l e d , so t h a t Ocean cannot be s u b s t i t u t e f o r A r r i n g t o n . 

Except f o r Arrington's actions, TMBR/Sharp's APDs would 

have been approved, and TMBR/Sharp would have d r i l l e d these 

w e l l s . 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

19 

I f you decide i n our favor, there's no p o i n t i n 

going forward w i t h the Ocean force pooling case, and t h a t ' s 

why those cases have been postponed u n t i l you make the 

decision on how we issue permits at the D i s t r i c t l e v e l f o r 

APDs and, now t h a t Arrington's t i t l e has f a i l e d , whether or 

not we are next i n p r i o r i t y and should be approved. 

Our presentation t h i s morning includes the 

e x h i b i t s t o support a l l those statements. We have a 

chronology t o present t o our witnesses about the sequence 

of a c t i v i t i e s t o get t o the conclusion I've j u s t advanced. 

Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. K e l l a h i n . 

Mr. C a r r o l l ? 

MR. CARROLL: Thank you, Commissioner Wrotenbery. 

I t h i n k we ought t o put t h i s hearing i n a l i t t l e 

b e t t e r perspective because, q u i t e f r a n k l y , I'm a l i t t l e 

concerned about why we're even here. 

F i r s t of a l l , some time ago — There are a c t u a l l y 

two permits, one i n Section 23 and one i n Section 25. Some 

time ago, Ar r i n g t o n has put TMBR/Sharp on no t i c e t h a t i t 

wasn't going t o d r i l l e i t h e r one of these APDs at the 

present time. And i n f a c t , we of f e r e d t o t u r n the Section 

2 3 APD back t o or do an assignment of operatorship and give 

i t t o TMBR/Sharp. We've never had an o f f i c i a l response 

other than, No, we're going t o go t o the Commission. 
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I would put the Commission on no t i c e t h a t w i t h 

respect t o Section 23, t h a t o f f e r s t i l l stands. We w i l l do 

an assignment of operatorship t o TMBR/Sharp, i f t h a t ' s what 

they request. 

Now, w i t h respect t o Section 25, Mr. K e l l a h i n has 

fo r g o t t e n t o inform the Commission t h a t w i t h respect t o an 

Ap p l i c a t i o n f o r an APD i n Section 25, on March 20th, 2002, 

they were granted one. There i s an APD f o r the Section 25 

w e l l e x i s t i n g i n TMBR/Sharp. They made an a p p l i c a t i o n f o r 

i t , i t was signed by Paul Krautz — Kautz, I guess, I'm not 

sure i f I'm — 

CHAIRMAN WROTENBERY: Kautz. 

MR. CARROLL: — pronouncing i t r i g h t — Kautz? 

MR. BROOKS: Kautz. 

MR. CARROLL: Kautz, okay. K-a-u-t-z. I t was 

signed by him, and i t ' s granted. So there i s an APD i n 

existence f o r Section 25. 

Now, w i t h respect t o t h i s issue t h a t Mr. K e l l a h i n 

has been b r i n g i n g up, he has t r i e d t o make, I t h i n k , very 

short s h r i f t of the Commission p o l i c y w i t h respect t o 

competing Applications f o r w e l l s . He has b a s i c a l l y s t a t e d 

t h a t t h i s Commission only enforces a " f i r s t i n time, f i r s t 

i n r i g h t " r u l e . That i s not the r u l e before t h i s 

Commission. 

I n — and I don't want t o s t e a l any of the steam 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

21 

of Mr. Bruce, but i n Order Number R-10,731-D — t h i s was i n 

an A p p l i c a t i o n between KCS Medallion Resources and Yates 

Petroleum Corporation — t h i s Commission, not the D i v i s i o n 

but the Commission, r u l e d t h a t the most important 

consideration i n awarding operations t o competing i n t e r e s t 

owners i s geologic evidence as i t r e l a t e s t o w e l l l o c a t i o n 

and recovery of o i l and gas and associated r i s k . 

Now, what Arrington i s w i l l i n g t o do w i t h respect 

t o the TMBR/Sharp — I mean w i t h respect t o i t s present APD 

i n Section 25 — and you must also understand t h a t one of 

the things Mr. K e l l a h i n l e f t — did not t e l l you, i s t h a t 

f i r s t of a l l w i t h respect t o t h i s Section 25, they have — 

TMBR/Sharp seeks t o have a nor t h - h a l f o r i e n t a t i o n of i t s 

p r o r a t i o n u n i t . 

David H. Arrington c o n t r o l s acreage i n the 

northeast quarter. He has leases i n the northeast quarter 

presently. 

And yet TMBR/Sharp i s t e l l i n g us — and they have 

t o l d us — and i s t e l l i n g t h i s Commission, they don't 

intend t o force pool t h i s p r o r a t i o n u n i t . 

I'm not sure exactly what the r o l e i s here. 

We're pl a y i n g games, i s what I'm t r y i n g t o , I guess, p o i n t 

out t o the Commission, i s t h a t we have a force p o o l i n g 

s t a t u t e t h a t i s mandatory, i t says i t s h a l l . I f you don't 

c o n t r o l a l l the i n t e r e s t i n a w e l l , you s h a l l f o r c e pool, 
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or you s h a l l obtain a voluntary pooling agreement. 

Well, I can t e l l you, there i s no voluntary 

pooling agreement between David A r r i n g t o n i n the northeast 

quarter, i n the north h a l f of Section 25. 

Now, what we do have i s t h a t David A r r i n g t o n does 

own pa r t of the acreage, p a r t of the farmout — and t h a t ' s 

p a r t of some of the agreements t h a t we're going t o put i n t o 

evidence — i n the west h a l f of Section 25. 

Now, what David Arrington i s w i l l i n g t o do, 

because there are now two competing force pooling 

Applications before the D i v i s i o n , and t h i s Commission 

hearing r u l i n g which I j u s t r e c i t e d t o you and read from, 

w i l l c o n t r o l . And not only — I read only one of them, 

which was termed as the most important. There were a good 

number of things t h a t should be considered, and t h a t the 

Commission said and ranked them i n importance. But again, 

geology i s the most important one, not f i r s t i n time t o get 

an APD. 

But Arrington i s w i l l i n g , and puts the Commission 

on n o t i c e , t h a t i t w i l l assign — i t has no i n t e n t a t t h i s 

time t o d r i l l t h a t w e l l , but i t has an APD, and i t i s 

w i l l i n g t o do whatever the D i v i s i o n says, whoever the 

D i v i s i o n grants the pooling A p p l i c a t i o n f o r . I f i t ' s 

TMBR/Sharp, David Arrington w i l l assign t h a t APD. 

And of course, t h a t ' s j u s t a simple procedure, as 
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I t h i n k t h i s Commission knows. You j u s t do a change of 

operatorship. Once you're the operator, you can pic k any 

l o c a t i o n . But the p o i n t i s , t h a t l o c a t i o n , because t h i s i s 

— we've got two competing — i t should be the subject of a 

hearing. There are ap p l i c a t i o n s before the D i v i s i o n t o 

t e s t t h a t very aspect of i t , the ge o l o g i c a l , which has been 

stated by t h i s Commission i s the most important. 

Now, so f r a n k l y , what are we proposing? This 

Commission — I f r a n k l y don't know where we stand. 

A r r i n g t o n has agreed t o assign t o whomever t h i s Commission 

says i t should assign those two APDs. That's the key t h i n g 

here. Why do we need t o go on any f u r t h e r ? 

Because first of all, what are we here for? We 

are appealing two cases. First of all, 12,731, which was 

an application for an order staying David H. Arrington from 

drilling. David H. Arrington has told this Commission it 

doesn't intend to drill. But it intends to abide by the 

Commission's wishes as to where those APDs should go. That 

settles the first application for appeal de novo. 

The second one, TMBR/Sharp i n 12,744 asks f o r i t 

t o be granted APDs. F i r s t of a l l , A r r i n g t o n w i t h respect 

t o Section 23 has said, I f you want i t , TMBR/Sharp, you 

j u s t ask i t , and i f the Commission approves i t w e ' l l assign 

operatorship. Well, w e ' l l assign operatorship and then i t 

gets approved. 
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As t o Section 25, the D i v i s i o n has already 

granted an APD. I t i s E x h i b i t Number 17 of the e x h i b i t s 

t h a t TMBR/Sharp w i l l be presenting here a t t h i s hearing. 

So f r a n k l y , a l l of the wishes have already — of 

TMBR/Sharp, have already occurred. So where do we go from 

here? I'm not exactly sure, but t h a t i s our p o s i t i o n . A l l 

we want t h i s Commission t o know by David Arrington's 

presence i s , f i r s t of a l l , we c o n t r o l an i n t e r e s t i n t h i s 

area. 

We have i n Section 25, i n the west h a l f , we have 

a farmout agreement. That was dated back i n September of 

2001. We had an AMI agreement w i t h Ocean — t h a t i s who 

the farmout agreement i s w i t h — t h a t dates back i n t o 2000. 

We had a cont r a c t u a l arrangement w i t h Ocean out i n t h i s 

area. Ocean was g e t t i n g leases, David H. A r r i n g t o n was out 

g e t t i n g leases. 

And now we have the competing po o l i n g 

A p p l i c a t i o n s . And f r a n k l y , the Commission has got t o get 

around t h a t hurdle. Which comes f i r s t , the chicken or the 

egg? 

I n my opinion, and I t h i n k t h i s i s what David 

A r r i n g t o n i s asking t h i s Commission t o do, i s t o s t a t e — 

the Commission needs t o stand by i t s r u l i n g , i t s orders 

t h a t are on record, and throw out t h i s n o t i o n of f i r s t i n 

time but go back t o where i t said, We're going t o look a t 
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competing a p p l i c a t i o n s based on geology, and t h a t t h i s 

hearing needs t o be sent back t o await f o r the D i v i s i o n 

Hearings t o decide who should, i n f a c t , be the operator and 

which one of these competing a p p l i c a t i o n s should c o n t r o l 

based on geology, and then a f t e r t h a t David A r r i n g t o n w i l l 

j u s t — i s here as almost a passing party a t t h i s stage. 

We w i l l give and do what the Commission says w i t h 

these APDs, because there are p a r t i e s out there t h a t need 

t o d r i l l and t h a t want t o d r i l l , and we're w i l l i n g t o abide 

by t h a t . 

Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. C a r r o l l . 

MR. KELLAHIN: May I respond t o that? 

CHAIRMAN WROTENBERY: Mr. Bruce f i r s t . 

MR. KELLAHIN: Next i n turn? 

CHAIRMAN WROTENBERY: Pardon me? 

MR. KELLAHIN: Next i n t u r n . 

CHAIRMAN WROTENBERY: That's r i g h t . 

MR. BRUCE: I was planning on g i v i n g t h i s as my 

cl o s i n g , Madame Chair, but since people are going i n t o 

d e t a i l I t h i n k i t would help the Commissioners t o know up 

f r o n t what's r e a l l y a t issue here. 

F i r s t , l e t me address one t h i n g t h a t Mr. K e l l a h i n 

said about Ocean Energy, and I ' l l get i n t o t h i s i n a l i t t l e 

more d e t a i l i n a minute. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Ocean does have a farmout i n the southwest 

quarter of Section 25. I t expires July 1 of t h i s year. 

They have been informed i n w r i t i n g , i t w i l l not be 

extended. So they need t o d r i l l a w e l l . They need t o 

pr o t e c t t h e i r r i g h t s . 

The f a c t of the matter i s , when they got t h a t 

farmout i t was a n t i c i p a t e d t h a t David A r r i n g t o n would be 

the operator of the w e l l and i t would be a west-half w e l l 

u n i t . They d i d n ' t s i t on t h e i r r i g h t s . David A r r i n g t o n 

got the APD approved, and i t was moving forward toward the 

d r i l l i n g of the w e l l u n t i l the lawsuit occurred. 

Once t h a t became an issue — and of course t h i s 

i s n ' t before you, but I w i l l represent t o the Commission 

t h a t Ocean sent out a proposal l e t t e r t o a l l of the 

i n t e r e s t owners, TMBR/Sharp, Arr i n g t o n , i n the northwest 

quarter, proposed a w e l l and f i l e d i t s pooling a p p l i c a t i o n 

f o r a west-half w e l l u n i t . That's on the D i v i s i o n ' s docket 

r i g h t now, because i t was TMBR/Sharp's a p p l i c a t i o n f o r 

force pooling of a nort h - h a l f w e l l u n i t . They d i d n ' t s i t 

on t h e i r r i g h t s , they j u s t thought A r r i n g t o n was going t o 

operate i t . Once t h a t became a l e g a l issue i n the D i s t r i c t 

Court, and probably i n the court of appeals, Ocean had t o 

act. I t ' s a c t i n g . 

I would also say t h a t a l l of these companies are 

aware of what's going on i n t h i s area of Lea County. I t ' s 
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a hot area. There has — Commissioner Bailey knows, there 

has been a l o t of money paid f o r o i l and gas leases a t the 

st a t e lease sales over the l a s t couple of years i n t h i s 

Townsend area, i n the Lovington area. 

Believe me, i f TMBR/Sharp had attempted t o move 

forward w i t h the d r i l l i n g of a w e l l l a s t year, l a s t f a l l , 

Ocean would have done something about i t . These p a r t i e s 

are out there p r o t e c t i n g t h e i r r i g h t s and the r i g h t s of 

t h e i r r o y a l t y owners. 

As I said, Ocean has a farmout and the working 

i n t e r e s t i n the southwest quarter of Section 25. That 

farmout expires July 1. I n order t o develop t h a t property, 

Ocean has applied t o the D i v i s i o n f o r an order pooling 

mineral i n t e r e s t s i n the west h a l f of t h a t s e c t i o n . That's 

Case 12,841 on the Division's docket. TMBR/Sharp applied 

i n Case 12,816 f o r an order pooling the no r t h h a l f . These 

matters were set f o r hearing on the l a s t D i v i s i o n docket. 

Currently, they've been continued t o the A p r i l 4th docket. 

TMBR/Sharp's argument i s e s s e n t i a l l y t h a t f i r s t 

the D i s t r i c t Court has ruled i n i t s favor i n the t i t l e 

dispute w i t h A r r i n g t o n . As a r e s u l t , TMBR/Sharp i s now 

e n t i t l e d t o have i t s APDs issued by the D i v i s i o n or the 

Commission. And the r e f o r e , because they're e n t i t l e d t o a 

north h a l f APD, the west h a l f i s not a v a i l a b l e f o r 

compulsory pooling. 
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Frankly, i f t h i s argument i s accepted by the 

Commission — i f you say, TMBR/Sharp, go ahead and d r i l l — 

i t means t h a t the force-pooling states i n t h i s s t a t e have 

become absolutely meaningless. 

That's the case, because what Mr. K e l l a h i n i s 

saying i n so many words i s , once an APD i s issued, t h a t 

determines who the operator i s , what the w e l l u n i t i s , 

standup or laydown, and i t determines the w e l l ' s l o c a t i o n , 

and nobody can challenge i t , nobody, because an APD i s 

issued. That's contrary t o the law and D i v i s i o n and 

Commission precedent. 

The O i l and Gas Act requires t h a t there are 

separately owned t r a c t s of land i n a w e l l u n i t or undivided 

i n t e r e s t i n the w e l l u n i t — and I've handed you the 

statue, Number 70-2-18 — i t says, I t s h a l l be the 

o b l i g a t i o n of the operator t o obtain voluntary agreements 

pooling those lands or an order of the D i v i s i o n p o o l i n g 

those lands. I t doesn't say anything about an APD. I t 

says order of the D i v i s i o n pooling those lands. 

Secondly, i f you go t o the primary pooling 

s t a t u t e , Section 17, i t says, A l l orders e f f e c t i n g pooling 

s h a l l be made a f t e r notice and hearing. Not the f i l i n g of 

an APD which goes down t o the D i s t r i c t O f f i c e and i s 

approved, who knows how. I t says notice and hearing. 

And i t says, Each order s h a l l describe the lands 
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included i n the u n i t designated thereby. Not by the APD, 

but by the pooling order. 

And i t says i t s h a l l designate an operator of the 

u n i t . Once again, i t doesn't reference an APD. Nobody 

cares about an APD. I hate t o say they're meaningless, but 

at t h i s p o i n t they are, when there are contested issues of 

f a c t about how the w e l l u n i t should be o r i e n t e d . 

The f i n a l matter I've handed you are p o r t i o n s of 

an order issued by the Commission a few years ago. And 

I ' l l t e l l you t h i s , i t was a very h o t l y contested case 

between KCS Medallion and Yates Petroleum. 

I f you go t o page 9 of t h a t order, the Commission 

went down a l i s t of things t h a t should be considered i n 

competing pooling cases. As Mr. C a r r o l l ' s b r i e f j u s t 

c i t e d , i t says the most important consideration i n awarding 

operations t o competing i n t e r e s t owners i s geologic 

evidence as i t r e l a t e s t o w e l l l o c a t i o n and recovery of o i l 

and gas and associated r i s k . 

I submit t o you t h a t the proper place f o r t h a t 

determination i s i n a contested hearing before the Hearing 

Examiner and, i f necessary, an appeal t o the Commission. 

Not by f i l i n g an APD. 

Ocean i s ready t o go before the D i v i s i o n and put 

forward i t s geology t o show why i t should be a west-half 

w e l l u n i t . I t goes through these other f a c t o r s , good-faith 
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negotiations p r i o r t o force pooling, r i s k f a c t o r , the 

c a p a b i l i t y of p a r t i e s t o operate. And l a s t , and l e a s t , i n 

the absence of other compelling f a c t o r s , working i n t e r e s t 

c o n t r o l . 

But what they're t a l k i n g about there i s , you've 

got t o look at the geology, you've got t o look a t the good-

f a i t h n e g o t i a t i o n s , and t h a t ' s what's required f o r a f o r c e -

pooling hearing. Not w i t h — Once again, t h i s order says 

nothing about APDs. I t doesn't say f i r s t i n time, f i r s t i n 

r i g h t , or anything else. I t never once mentions an APD, 

but i t does mention the evidence presented at a normal 

pooling hearing. 

There are no voluntary agreements covering e i t h e r 

the west-half w e l l u n i t at t h i s p o i n t or the n o r t h - h a l f 

u n i t . That's why a pooling i s required. 

Ocean s ready t o present evidence as t o why the 

geology favors a west-half w e l l u n i t . I presume TMBR/Sharp 

has geology as t o why i t should be a n o r t h - h a l f u n i t . You 

can't t e l l t h a t from the APD. 

However, instead of having the D i v i s i o n review 

the evidence i n two competing pooling a p p l i c a t i o n s , 

TMBR/Sharp j u s t wants you t o approve the APD, and we're out 

of here. That's j u s t not proper. The D i v i s i o n must s t i l l 

examine the evidence presented. 

I t h i n k TMBR/Sharp's argument also ignores the 
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f a c t t h a t the order of the D i s t r i c t Court regarding t i t l e 

— and I don't know how th a t ' s going t o end up, but t h a t ' s 

appealable. I'm sure i t w i l l go up t o the Court of Appeals 

and maybe the Supreme Court. At t h i s p o i n t , I do know t h a t 

Ocean has the r i g h t t o d r i l l t h a t w e l l up there. They've 

got a farmout. And Ocean i s prepared t o pursue i t s r i g h t s . 

I n short, any dispute over the APD or APDs i s 

subsidiary t o a pooling order entered by the D i v i s i o n . The 

pooling cases are f i l e d , they're set f o r hearing next week, 

l e t them go forward. 

At such time as a pooling order i s issued by the 

D i v i s i o n or on appeal by the Commission, then the 

Commission can decide which APD t o v a l i d a t e . 

B a s i c a l l y , I t h i n k t h i s i s the t a i l wagging the 

dog. As I now understand i t — I've seen the e x h i b i t 

booklet — we've got an approved APD f o r David A r r i n g t o n , 

we've got an approved APD f o r TMBR/Sharp. And again I w i l l 

represent t o the Commission t h a t Ocean i s f i l i n g i t s own 

APD. Based on the f a c t t h a t these other two are approved, 

I presume t h i s t h i r d one by Ocean w i l l be approved. 

I f you go back t o the pooling s t a t u t e , i t says 

what the D i v i s i o n and the Commission must do i s avoid the 

d r i l l i n g of unnecessary w e l l s . That's i n subsection C of 

70-2-17, bottom of the f i r s t paragraph, the D i v i s i o n , t o 

avoid the d r i l l i n g of unnecessary w e l l s , s h a l l pool the 
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lands a t issue. That cannot be done without pooling 

hearings. I t can't be done simply by the f i l i n g of an APD. 

What do I t h i n k should happen? I t h i n k the 

D i v i s i o n and the Commission should e i t h e r approve a l l the 

APDs or deny them a l l . I t doesn't matter, but hold i n 

abeyance, i n essence, pending a force-pooling hearing. 

Then on appeal of the pooling order, the Commission can 

decide which w e l l u n i t o r i e n t a t i o n i s c o r r e c t , who should 

operate i t , and where the w e l l should be located. And at 

t h a t time, one of the p a r t i e s w i l l win, and there's nothing 

they can do about i t . 

But t h i s i s not the proper forum. And my 

suggestion here, f r a n k l y , I don't even see the need f o r 

testimony. Hold i t i n abeyance, continue t h i s f o r a couple 

of months and l e t i t come forward up through the f o r c e -

pooling process, and make your decision a t t h a t time. 

Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

Mr. K e l l a h i n , d i d you want t o say something more? 

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

Members of the Commission, t h i s i s a case of 

f i r s t impression. I've been p r a c t i c i n g before you f o r more 

than 3 0 years. I cannot f i n d a case l i k e t h i s . I was i n 

the Yates case, I d i d the Yates case t h a t Mr. Bruce wants 

t o r e l y on. I was i n t h a t case. And t h a t case involved 
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contemporaneous competing pooling cases between the two 

operators, and the order before the Commission simply set 

f o r t h a method by which you decide t h a t dispute. 

What's occurred here i s , but f o r the wrongful 

actions of A r r i n g t o n , TMBR/Sharp would have received i t s 

APD approval i n August of l a s t year, some s i x months before 

t h i s pooling proceeding was i n i t i a t e d by Ocean. There's a 

s u b s t a n t i a l d i f f e r e n c e i n time. 

When I have an open section w i t h no spacing u n i t s 

i n i t , I get t o decide the o r i e n t a t i o n when I f i l e my APD. 

There's no examination by the D i s t r i c t Supervisor of the 

geology or any of t h a t . You simply f i l e i t and get i t 

approved i f you f i l l i n the blanks r i g h t , and on Form C-102 

i t c a l l s i t a d e c l a r a t i o n . You dedicate a c e r t a i n spacing 

u n i t o r i e n t a t i o n and a c e r t a i n amount of acreage. I t ' s 

r i g h t on the form. 

There's absolutely no case I can f i n d l i k e t h i s 

where a party waits s i x or seven months l a t e r t o r a i s e the 

arguments Mr. Bruce has raised about how we have d e a l t 

h i s t o r i c a l l y w i t h contemporaneous pooling disputes. This 

w e l l would have been d r i l l e d by now, except f o r the 

wrongful actions of Mr. Arrington i n blocking the 

TMBR/Sharp ap p l i c a t i o n s . 

The pooling s t a t u t e , as we a l l should know, and I 

t h i n k do know, allows you t o pool before or a f t e r you d r i l l 
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the w e l l . I t says so r i g h t i n the s t a t u t e . I t i s not 

unusual t o have pooling orders issued a f t e r the f a c t . 

I n f a c t , I t h i n k t h a t was TMBR/Sharp's i n t e n t i o n . 

They had 80-plus percent of the north h a l f . Ocean's not 

involved i n i t . Mr. Arrington has no i n t e r e s t of record i n 

the north h a l f . They're proceeding under the presumption 

t h e y ' l l j u s t d r i l l and carry the r e s t . I t happens, and 

they intended t o do i t i n t h a t fashion. Had he not blocked 

t h e i r APD, we wouldn't be here t a l k i n g about i t . 

We've followed the o u t l i n e and guidance the 

D i v i s i o n established i n Mr. Brooks' order about how you get 

an APD. He said the APD approval i s based upon a 

representation of color of t i t l e . That t i t l e has f a i l e d 

f o r Mr. A r r i n g t o n . We would have gotten our permit s i x 

months ago, had i t not been f o r h i s wrongful a c t i o n . 

Ocean wants t o step i n t h a t p o s i t i o n and take 

advantage of the wrongful a c t i o n and now t u r n t h i s i n t o a 

contested t e c h n i c a l dispute on geology. That's not the 

standard, I can f i n d no cases l i k e t h a t anywhere i n any of 

your books. I've never done one l i k e t h a t . 

What we're looking f o r i s r e l i e f from Arrington's 

actions t h a t he had undertaken some s i x months ago and f o r 

which we are e n t i t l e d t o r e l i e f . We have followed the 

guidance of the D i v i s i o n Examiner order i n seeking r e l i e f 

i n d i s t r i c t court as t o the t i t l e , and we i n v i t e Ocean t o 
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do the same t h i n g . They may have an e x p i r i n g farmout, but 

there i s nothing t h a t precludes them from going t o d i s t r i c t 

c o urt, l i k e we were forced t o do, and g e t t i n g d e c l a r a t o r y 

r e l i e f from t h e i r problem. We did n ' t create i t , i t ' s t h e i r 

problem. There's a remedy f o r them, and i t ' s not here. 

We are back before t h i s agency t o make a decision 

of f i r s t impression about what i t means t o have an 

a p p l i c a t i o n f o r permit t o d r i l l . 

MR. CARROLL: Ms. Wrotenbery, may I have j u s t two 

sentences? 

CHAIRMAN WROTENBERY: Ce r t a i n l y . 

MR. CARROLL: I n response t o the very lengthy 

r e b u t t a l t h a t Mr. K e l l a h i n made, I d i r e c t the 

Commissioners' a t t e n t i o n t o the second page of the APD, and 

t h i s i s the — 

CHAIRMAN WROTENBERY: I s t h i s — 

MR. CARROLL: — w e l l dedication p l a t . 

CHAIRMAN WROTENBERY: Which e x h i b i t ? 

MR. CARROLL: This i s Ex h i b i t 17. 

CHAIRMAN WROTENBERY: I don't have i t yet. 

MR. CARROLL: Well — 

CHAIRMAN WROTENBERY: I n — 

MR. CARROLL: — t h i s i s the standard form, and 

a l l I want t o c a l l a t t e n t i o n t o i s some language t h a t I 

t h i n k r e f l e c t s on what Mr. Kel l a h i n very l e n g t h i l y t r i e d t o 
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s t a t e . 

I t says, "No allowable w i l l be assigned t o t h i s 

completion u n t i l a l l i n t e r e s t s have been consolidated or a 

non-standard u n i t has been approved by the D i v i s i o n . " I 

t h i n k t h a t rebuts j u s t about everything t h a t Mr. K e l l a h i n 

made i n h i s l a s t comments. 

MR. KELLAHIN: I t doesn't say you can't d r i l l . 

You get an allowable a f t e r you d r i l l the w e l l . 

MR. CARROLL: But then why d r i l l i f i t you don't 

get an allowable, Mr. Kellahin? 

CHAIRMAN WROTENBERY: Okay, thank you, we 

understand the d i f f e r e n t perspectives. 

Mr. Bruce? 

MR. BRUCE: Same t h i n g . And Madame Chair, I have 

o b l i g a t i o n s t o get out of town, I may not be here a l l day. 

So i f I suddenly disappear I beg the Commission's 

permission t o do t h a t . 

CHAIRMAN WROTENBERY: Okay, we understand. 

MR. BRUCE: I would say — and there i s — I 

believe Mr. K e l l a h i n i s r i g h t , there i s no w r i t t e n order of 

the Commission i n a s i m i l a r s i t u a t i o n at t h i s time. 

I would r e f e r the Commission, however, t o Case 

11,887. I n t h a t case, Santa Fe Energy Resources f i l e d an 

A p p l i c a t i o n t o pool a standup u n i t , j u s t l i k e Ocean i s 

doing today. The i n t e r e s t owner being owner, the only 
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i n t e r e s t owner, was P h i l l i p s Petroleum Company. P h i l l i p s 

Petroleum has c o n t r o l l e d , i n e f f e c t , the n o r t h - h a l f u n i t , 

went out a f t e r g e t t i n g a pooling a p p l i c a t i o n and f i l e d and 

APD f o r a nor t h - h a l f u n i t . And they said, You can't move 

forward. This acreage i s dedicated already, you can't 

force-pool our acreage because we've dedicated a n o r t h - h a l f 

u n i t . 

Now, although there was no w r i t t e n decision, 

there was a motion t o dismiss f i l e d by P h i l l i p s Petroleum 

i n t h a t matter, and the D i v i s i o n Hearing Examiner, Mr. 

Stogner, denied i t . He said APD i s meaningless and allowed 

the Santa Fe Energy pooling case t o proceed. Now, the 

p a r t i e s eventually s e t t l e d t h e i r d i f f e r e n c e s , but t h a t ' s as 

close as you're going t o f i n d t o a decision on t h i s matter. 

But c l e a r l y the D i v i s i o n recognized a t the time 

t h a t merely having an APD doesn't c o n t r o l over a force 

pooling. An APD i s an OCD form. 

What you have here i s a s t a t u t e enacted by the 

Le g i s l a t u r e , and we believe t h a t c o n t r o l s . 

Thank you. 

MR. KELLAHIN: I d i d the P h i l l i p s case — 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

MR. KELLAHIN: — would you l i k e t o hear the r e s t 

of the story? 

CHAIRMAN WROTENBERY: Okay, please go ahead. 
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MR. KELLAHIN: A f t e r P h i l l i p s i s served w i t h the 

force-pooling a p p l i c a t i o n , and a f t e r the f a c t , P h i l l i p s 

races out and gets an APD approved i n an e f f o r t t o 

circumvent and avoid the force-pooling. Mr. Stogner says 

a f t e r you've been served you can't engage i n t h a t kind of 

gamesmanship, and therefore he denied t h e i r a b i l i t y t o 

avoid force pooling i n t h a t fashion. 

There's no case I can f i n d where the APD a c t i v i t y 

t h a t was blocked by Arrington occurred some seven months 

p r i o r t o the pooling dispute. 

CHAIRMAN WROTENBERY: Thank you, Mr. K e l l a h i n . 

Mr. Bruce, since you said you may need t o duck 

out, may I ask you one question r e l a t e d t o Section 17 and 

paragraph C, and i t ' s the — these are long sentences; i t 

looks l i k e i t ' s the second sentence: "Where, however, such 

owner or owners have not agreed t o pool t h e i r i n t e r e s t s , 

and where one such separate owner, or owners...has the 

r i g h t t o d r i l l has d r i l l e d or proposes t o d r i l l a w e l l on 

said u n i t t o a common source of supply, the d i v i s i o n , t o 

avoid the d r i l l i n g of unnecessary wells or t o p r o t e c t 

c o r r e l a t i v e r i g h t s , or t o prevent waste, s h a l l pool a l l or 

any p a r t of such lands or i n t e r e s t s or both i n the spacing 

or p r o r a t i o n u n i t as a u n i t . " 

My question i s about the p a r t t h a t describes, you 

need t o have a r i g h t t o d r i l l , t o have d r i l l e d or t o 
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propose t o d r i l l a w e l l on said u n i t , and how t h a t applies 

i n a case l i k e t h i s one where Ocean has an i n t e r e s t i n the 

southwest quarter and has f i l e d a pooling a p p l i c a t i o n 

i n v o l v i n g a w e l l i n the northwest quarter. 

MR. BRUCE: Okay. 

CHAIRMAN WROTENBERY: What can you t e l l the 

Commission about the law i n New Mexico on — 

MR. BRUCE: Okay, d r i l l i n g ~ 

CHAIRMAN WROTENBERY: — the r i g h t t o d r i l l a 

w e l l on acreage i n which the applicant does not have an 

in t e r e s t ? 

MR. BRUCE: A couple of things, Madame Chair. 

F i r s t of a l l , f o r t h a t matter — Let me digress a minute 

f i r s t . 

I f on appeal i t ' s determined TMBR/Sharp has also 

proposed d r i l l i n g i n the northwest quarter. A l l of the 

p a r t i e s here have proposed d r i l l i n g i n the northwest 

quarter. And i f TMBR/Sharp i s u l t i m a t e l y not successful on 

i t s appeal on the t i t l e dispute, i t won't own an i n t e r e s t 

i n the northwest quarter e i t h e r . I j u s t want t o p o i n t t h a t 

out. 

But as t o d r i l l i n g , there are two th i n g s . The 

s t a t u t e says " d r i l l a w e l l on said u n i t " . I t doesn't 

r e s t r i c t — Subparagraph C, f i r s t paragraph, t h i r d l i n e 

from the bottom, "proposes t o d r i l l a w e l l on said u n i t " . 
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I t i s not r e s t r i c t e d t o on said u n i t on a lease owned by 

the operator. 

Secondly, i f you go down t o the next paragraph, 

t o the t h i r d sentence, i t says " A l l operations f o r the 

pooled o i l or gas, or both, which are conducted on any 

p o r t i o n of the u n i t s h a l l be deemed f o r a l l purposes t o 

have been conducted upon each t r a c t w i t h i n the u n i t by the 

owner or owners of such t r a c t . " I t h i n k t h a t c l e a r l y 

evidences t h a t u n i t operations anywhere are considered 

operations on your t r a c t . Since Ocean c l e a r l y owns an 

i n t e r e s t i n the west h a l f w e l l u n i t , operations on the 

northwest quarter would be considered operations on i t s 

t r a c t . 

There has been no court case i n t h i s s t a t e , but 

there i s Oklahoma law, and Oklahoma has a s i m i l a r pooling 

s t a t u t e t o New Mexico. I f you look at the s t a t u t e , i t ' s 

q u i t e s i m i l a r w i t h respect t o how pooling decisions are 

made, and Oklahoma case law says, i n e f f e c t , t h a t you are 

allowed t o d r i l l on somebody else's t r a c t , because i f 

you're not i t would do away w i t h the pooling s t a t u t e . 

How could you — You would be r e s t r i c t e d t o 

d r i l l i n g on your t r a c t , even i f a b e t t e r l o c a t i o n was on 

another t r a c t , which everybody i n t h i s case t h i n k s i s the 

case. And i f you couldn't d r i l l on t h a t other t r a c t t h a t 

could lead t o waste, which i s the primary mandate of t h i s 
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Commission, t o prevent waste. 

There i s also Louisiana case law. I don't have 

the c i t e . I believe the case i s Nunez vs . Wainoco O i l and 

Gas, which i n t h a t case i t was — Nunez sa i d , Wainoco O i l 

and Gas, you're d r i l l i n g on my t r a c t despite the pooling 

order t h a t occurred, and sued f o r trespass. 

And the court i n t h a t case — and I can get you 

the c i t e ; i t would take me an hour or two — said t h a t , No, 

once there's a pooling order issued by the commission i n 

Oklahoma, the Conservation Commission, operations on a 

separately owned t r a c t cannot be trespassed because you are 

authorized by the state t o enter on t h a t t r a c t and d r i l l . 

And furthermore, i n deciding t h a t case the Louisiana court 

said t h a t Louisiana's conservation s t a t u t e s were fashioned 

a f t e r New Mexico's s t a t u t e s . 

So I t h i n k based on those two cases, the Oklahoma 

case and the Louisiana case, Ocean has the p e r f e c t r i g h t t o 

d r i l l on the northwest quarter. 

CHAIRMAN WROTENBERY: Okay, Mr. K e l l a h i n or — 

MR. KELLAHIN: Thank you. 

CHAIRMAN WROTENBERY: — Mr. C a r r o l l , would you 

l i k e t o comment on t h a t p a r t i c u l a r point? 

MR. KELLAHIN: Louisiana — 

MR. CARROLL: I agree w i t h Mr. Bruce — 

MR. KELLAHIN: Louisiana i s a f o r e i g n country. 
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Lord knows what they do down there. There i s no case law 

i n New Mexico on the issue of whether you d r i l l on your own 

lease. Mr. Brooks and Mr. Bruce and I chased t h a t money 

l a s t Monday at the prehearing conference on the pooling 

cases, and Mr. Brooks said he'd done research and couldn't 

f i n d any law i n New Mexico, and I t o l d him there wasn't 

any. 

I f y o u ' l l look f o r a moment at the pooling 

s t a t u t e and you look a t your own Form C-102, i t says w e l l 

l o c a t i o n and acreage dedication p l a t . You're dedicating 

the acreage when you f i l e t h i s t h i n g , and you f i l e d w i t h 

your a p p l i c a t i o n f o r permit t o d r i l l . 

And the f i r s t sentence of the pooling s t a t u t e , 

70-2-17, says whenever the operator of any w e l l , o i l or gas 

w e l l , s h a l l dedicate lands, you dedicate i t by means of the 

C-102. And then your o b l i g a t i o n under the r e s t of the 

pooling s t a t u t e i s t o consolidate i t . And you can 

consolidate i t before or a f t e r . 

And but f o r Arrington, we would have proceeded 

w i t h the d r i l l i n g of the w e l l , and then we could have 

consolidated a f t e r the f a c t . That's permitted. 

CHAIRMAN WROTENBERY: Okay, thank you. 

And I t h i n k i t ' s time f o r the Commission t o take 

a lunch break. So w e ' l l do t h a t now and s t a r t back up at a 

quarter of 2:00. W i l l t h a t give everybody p l e n t y of time? 
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Thank you very much. 

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

(The f o l l o w i n g proceedings had at 1:48 p.m.) 

CHAIRMAN WROTENBERY: We'll go back on the 

record. 

Mr. Bruce, are you standing f o r — 

MR. BRUCE: I wonder i f I could make one request. 

The Commission's l a s t question t o me was on the issue of 

d r i l l i n g on a t r a c t t h a t you didn't own — 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. BRUCE: — and I sc u r r i e d back t o my o f f i c e , 

and I w i l l copy t h i s one page and give i t t o a l l the 

counsel, i n c l u d i n g Mr. Ross, so t h a t they have the c i t e s . 

But most of these cases take a step back. I mean, I don't 

t h i n k there's any question t h a t i f the p a r t i e s enter i n t o a 

voluntary agreement they can d r i l l on whosever t r a c t i t 

i s , and I submit t h a t the e f f e c t of a force-pooling order 

i s s u b s t i t u t e f o r a voluntary agreement, and t h e r e f o r e i t 

should allow d r i l l i n g on somebody else's t r a c t . 

Most of these cases have come up where somebody 

d r i l l e d on another person's t r a c t , and the owner of the 

d r i l l s i t e sued the operator f o r trespass, saying he d i d n ' t 

have the r i g h t t o go on t h a t t r a c t . And the cases 

unif o r m l y hold — there's Oklahoma cases, Louisiana cases 

and North Dakota cases t h a t b a s i c a l l y say t h a t the property 
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law of trespass i s superseded by a pooling order. 

And I w i l l — rather than c i t e those cases now on 

the record, I w i l l run u p s t a i r s and copy i t and leave i t 

f o r a l l counsel and f o r the Commission. 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

MR. BRUCE: And w i t h t h a t , you probably won't 

hear from me again today. 

CHAIRMAN WROTENBERY: Thank you. 

Mr. K e l l a h i n , are you ready t o proceed here? 

MR. KELLAHIN: We're ready t o proceed w i t h our 

witness. 

CHAIRMAN WROTENBERY: Okay, please c a l l your 

f i r s t witness. 

MR. KELLAHIN: I'd l i k e t o t u r n t h i s over t o 

Susan Richardson. 

MS. RICHARDSON: Thank you, Madame Chairman. I f 

we could c a l l Mark Nearburg, please. 

MARK K. NEARBURG. 

the witness herein, a f t e r having been f i r s t duly sworn upon 

hi s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MS. RICHARDSON: 

Q. Mr. Nearburg, would you please s t a t e your name? 

A. Mark Nearburg. 

Q. And who are you a f f i l i a t e d with? 
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A. Ameristate O i l and Gas. 

Q. And i f you could give us a l i t t l e background 

about y o u r s e l f , where did you grow up? 

A. I was born and raised i n Roswell, New Mexico, 

grew up there. I went t o school at Texas A&M U n i v e r s i t y 

and received an undergraduate degree i n economics. I 

received a graduate degree i n communication from the 

Un i v e r s i t y of Texas, then I returned t o Roswell and was 

t r a i n e d there as a landman by a man named Don Blackmore. 

Q. Okay. And what kind of work have you been 

engaged i n f o r the l a s t 20, 25 years? 

A. Land work i n the o i l and gas business, f i r s t 

checking court records, then taking leases, then doing 

i n d u s t r y agreements, and now I run my own company. 

Q. And you're aware t h a t the matter before the 

Commission de novo today involves portions — or a c t u a l l y 

a l l of Section 23, 24 and 25 i n Lea County, New Mexico? 

A. Yes. 

Q. Okay. And could you please explain how you and 

your group, i n c l u d i n g TMBR/Sharp D r i l l i n g , the operator, 

came t o be involved i n t h i s p art of New Mexico i n 

developing o i l and gas prospects? 

A. For the 20-plus years I've worked i n o i l and gas, 

95 percent of my work has been i n Eddy, Lea and Chaves 

Counties, New Mexico. 
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This p r o j e c t began i n the l a t e 1980s as a 

geologic study. I n 1991 we purchased our f i r s t leases on 

the west side of t h i s township. We continued t o d r i l l 

w e l l s , take leases and understand the township. 

In 1994, we purchased the f i r s t leases i n 

Sections 2 3 and 24, among others, t h a t are d i r e c t l y r e l a t e d 

t o what we're here f o r today. 

Q. And Mr. Nearburg, I t h i n k you prepared an e x h i b i t 

f o r the Commission, which i s Number 16, the other map t h a t 

we have? 

A. Yes. 

Q. Okay. And while you're t e s t i f y i n g , i f you could 

j u s t make reference t o t h a t map and t o where the sections 

are located? 

A. Okay. We took the f i r s t leases i n 1994 from 

Stokes Hamilton and other mineral owners i n Sections 23, 

24, 25, 26 and 13. 

In 1997 we sold the f i r s t stage of the prospect 

t o TMBR/Sharp D r i l l i n g , Inc. They proceeded t o d r i l l the 

w e l l h i g h l i g h t e d by a red dot i n the southwest quarter of 

Section 23. This w e l l was d r i l l e d t o t e s t the Atoka and 

Morrow formations. 

We followed t h a t w i t h a w e l l i n the northwest 

quarter of Section 26, indicated by the red dot. Based on 

the r e s u l t s of the f i r s t w e l l , we took t h a t w e l l down t o 
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the Mississippian formation t o begin evaluating the deeper 

zones which are the subject of t h i s hearing. 

Following t h a t , we d r i l l e d the w e l l i n the 

northeast quarter of Section 23, and those w e l l s were both 

d r i l l e d on n o r t h - h a l f u n i t s . The Number 1 w e l l a t t h a t 

time had been plugged back t o a zone on less than 320-acre 

spacing, so we were free t o d r i l l the Number 2 w e l l , again, 

down t o the Mississippian. Okay. 

Following t h a t , i n — sometime i n 1999, the w e l l 

t h a t i s i n the southeast quarter of Section 23 — t h a t ' s 

the old Del Apache Stokes w e l l — we attempted t o re-enter 

t h a t w e l l and d r i l l down t o the Mississippian. I t had not 

been d r i l l e d deep enough t o give us an evaluation of the 

Morrow or the deeper zones. We attempted t o re-enter t h a t 

w e l l and deviate i t t o the bottomhole l o c a t i o n i n d i c a t e d on 

the map, but mechanically i t was unsuccessful, we were not 

able t o do t h a t . 

Q. Mr. Nearburg, l e t me i n t e r r u p t you j u s t a moment. 

The area on E x h i b i t 16 which you have shaded i n orange — 

A. Uh-huh. 

Q. — what was t h a t prospect known as among you and 

the other investors? 

A. That was known as the Edsen Ranch prospect. 

Q. Okay, and t h a t involved a l l of Section 2 3 and the 

north h a l f of Section 26? 
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A. That's r i g h t . 

Q. Okay. And then the area t h a t you have shaded i n 

blue, what d i d you a l l c a l l t h a t prospect? 

A. We c a l l e d t h a t the Big Tuna prospect. And 

f o l l o w i n g up the geologic work we had done, we purchased — 

I'm going t o go back t o the ea r l y 1990s. We had done the 

geologic work, then we s t a r t e d d r i l l i n g . We incorporated 

2-D seismic i n t o our evaluations. 

I n 1999 t o 2000 we incorporated 3-D seismic i n t o 

our evaluations. The r e s u l t of t h a t was the d r i l l i n g of 

the Blue Fin w e l l on a west-half Section 24 u n i t , and 

t h a t ' s the red dot i n the southwest quarter of Section 24. 

Q. Okay. And the Big Tuna prospect t h a t you a l l 

began developing i n the early 1990s, you and your company 

and TMBR/Sharp D r i l l i n g and others entered i n t o an 

agreement i n 1998? 

A. Uh-huh. 

Q. And I believe t h a t ' s E x h i b i t 7 i n the black 

volume. 

You also entered i n t o an operating agreement a t 

the same time i n v o l v i n g the Edson Ranch, which i s the area 

shaded i n orange on E x h i b i t 16? 

A. Uh-huh, yes. 

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

was on Section 24 and the north h a l f of Section 25? 
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A. That's c o r r e c t , we — a f t e r evaluating the 3-D, 

the p r i o r i t y of operations were t o d r i l l the southwest 

quarter of 24 on a west-half u n i t and a w e l l located i n the 

northwest quarter of Section 25 on a n o r t h - h a l f u n i t . We 

intended t o f o l l o w t h a t up w i t h a w e l l on the east h a l f of 

Section 23 w i t h a w e l l i n the northeast quarter. 

Q. And the Blue Fin Tuna was d r i l l e d when? 

A. The Blue Fin was d r i l l e d i n May and June of l a s t 

year. 

Q. Okay, a c t u a l l y spudded March 29th, 2001? 

A. Okay. 

Q. Okay. I t h i n k i n f r o n t of you i s a time l i n e 

which we have marked as E x h i b i t 15. 

A. Okay. 

MS. RICHARDSON: There's several pages here, but 

i f the Commissioners would t u r n t h e i r a t t e n t i o n t o the 

o u t l i n e t h a t says "Timeline of Events Re l a t i n g t o Section 

25", i f you can f i n d t h a t i n the packet, which i s E x h i b i t 

16, i t ' s probably the l a s t three pages. Thank you. 

Q. (By Ms. Richardson) I n order t o get ready and 

br i n g us t o the time t h a t the Blue Fin was d r i l l e d i n March 

of 2001, you said t h a t you a l l had ge o l o g i c a l i n f o r m a t i o n 

you r e l i e d on, correct? 

A. Yes. 

Q. Who were the geologists t h a t you got involved i n 
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the project? 

A. O r i g i n a l l y John Herbig had done our mapping on 

the west side of the township. I n 199 5 I s t a r t e d working 

w i t h Louis Mazzulio, and at t h a t time we had both Louis 

Mazzulio and John Herbig begin work i n the lands i n the 

Edson Ranch and the Big Tuna prospect. 

Q. Did you also purchase 2-D seismic? 

A. Yes, we d i d . 

Q. And then at some po i n t d i d you acquire 3-D 

seismic? 

A. Yes, we d i d . 

Q. Okay, and what d i d you do w i t h your 3-D seismic? 

A. We employed Ed Luckabaugh i n Midland t o evaluate 

the 3-D, i n t e r p r e t i t , process i t , and give us h i s 

i n t e r p r e t a t i o n of the 3-D seismic. We coordinated t h a t 

w i t h work t h a t Louis Mazzulio had done on the subsurface 

geology as a r e s u l t of the wells we had d r i l l e d . This was 

p r i o r t o the Blue Fin. 

We also had the 3-D seismic independently 

i n t e r p r e t e d by Robert Scolman i n Denver, Colorado. 

Q. Okay. And then, of course, the Blue Fin was 

d r i l l e d , so you got a d d i t i o n a l information from the logging 

of t h a t well? 

A. Yes. 

Q. From the time you a l l s t a r t e d p u t t i n g t h i s 
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prospect together i n 1991, t o the time we s i t here i n 2002, 

how much money has your group spent on developing t h i s 

acreage which i s represented by 23, 2 4 and 2 5? 

A. We have spent approximately $7.5 m i l l i o n . 

Q. And was i t the group's i n t e n t i o n a f t e r d r i l l i n g 

the Blue Fin t o immediately proceed t o d r i l l a w e l l on 

Section 25 and a w e l l on Section 23? 

A. Yes, we f e l t i t prudent t o evaluate the 

production from the Blue Fin and proceed w i t h d r i l l i n g the 

northwest quarter of Section 2 5 on a no r t h - h a l f u n i t and 

then the east h a l f of Section 23 w i t h a w e l l i n the 

northeast quarter. 

Q. I want t o take you a l i t t l e b i t back i n t o time, 

t o put i n t o context the Arrington O i l and Gas and Ocean 

Energy involvement i n t h i s matter. 

P r i o r t o d r i l l i n g the Blue Fin, i n the f a l l of 

2 000, was your group looking f o r a d d i t i o n a l i n v e s t o r s i n 

order t o p a r t i c i p a t e i n these d r i l l i n g p r o j e c t s on 23, 24 

and 25? 

A. Yes, TMBR/Sharp was the operator, and t h e i r 

partners had the m a j o r i t y working i n t e r e s t i n t h i s p r o j e c t . 

Some of the TMBR/Sharp investors were concerned about the 

r i s k of d r i l l i n g . They d i d not want t o take t h a t r i s k . 

And we were put i n the p o s i t i o n , then, of having t o f i n d 

other investors t o carry forward w i t h the d r i l l i n g of the 
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Blue Fin w e l l . 

Q. Okay. And d i d you have occasion t o show t h i s 

prospect and give f a i r l y d e t a i l e d i n f o r m a t i o n about i t t o 

Ocean Energy? 

A. Yes, we d i d , on several occasions, sometimes at 

our c a l l i n g Ocean and t a l k i n g to them about i t , sometimes 

when they c a l l e d us and asked us t o see more i n f o r m a t i o n , 

we would show them the prospect and go through i t w i t h 

them. Each time, they declined t o p a r t i c i p a t e i n the 

prospect because of the r i s k associated w i t h where we were 

d r i l l i n g . 

Q. What's the e a r l i e s t date you can r e c a l l showing 

the prospect t o Ocean? 

A. On meetings i n which I was involved, i n the f a l l 

of 2000. 

Q. Okay. And then i n January of 2000, d i d you 

provide Mr. Maney, who's a landman w i t h Ocean, a land map 

of the Big Tuna area? 

A. Yes, they have a prospect e x p o s i t i o n i n Houston 

each year t h a t ' s put on by the Independent Petroleum 

Association of New Mexico and the American Association of 

Petroleum Landmen. We were going t o Houston f o r t h a t 

e x p o s i t i o n , and Ocean c a l l e d and asked i f they could have a 

land map of our land p o s i t i o n under t h i s prospect. 

I forwarded, i n the f i r s t week of January, I 
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believe, a land map t o Mr. Maney o u t l i n i n g where we held 

acreage. 

Q. Did t h a t i n d i c a t e t o you t h a t Ocean was 

i n t e r e s t e d i n p a r t i c i p a t i n g w i t h the group? 

A. Yes, they s p e c i f i c a l l y stated t h a t they were 

i n t e r e s t e d i n reviewing the prospect again and t h a t they 

wanted t o see i t before we exhi b i t e d i t at the e x p o s i t i o n , 

the reason being they wanted a p r i v a t e showing t o evaluate 

the prospect before i t was shown p u b l i c l y . 

Q. Okay. And d i d you give them a p r i v a t e showing at 

the NAP conference where you showed them science, maps, 

gave them any information t h a t they asked f o r , b a s i c a l l y ? 

A. Well, the showing was a c t u a l l y i n t h e i r o f f i c e s . 

I t was not at the convention, i t was i n Ocean's o f f i c e s i n 

Houston the day before the convention s t a r t e d . 

Q. Okay. Well, t e l l us what you t a l k e d about, what 

you showed them. 

A. We t a l k e d about — Well, l e t me j u s t p o i n t out on 

t h i s map, Ocean had d r i l l e d a w e l l t a r g e t i n g the formation 

t h a t was targeted i n the Blue Fin, and they d r i l l e d t h a t 

w e l l up i n Section 10. And t h a t was a good w e l l , and f o r 

t h a t reason they were in t e r e s t e d i n our p r o j e c t . 

We showed them our regional geology, we t a l k e d 

about the s e t t i n g and how we saw t h i s l o c a t i o n on a 

re g i o n a l basis. 
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Their r e a c t i o n was t h a t we are low r e g i o n a l l y , by 

dip , t o t h e i r l o c a t i o n i n Section 10, and they f e l t t h a t we 

would be wet and not have a r e s e r v o i r i n our w e l l . They 

f e l l the r i s k of being low and wet r e g i o n a l l y precluded 

them from pursuing the prospect. 

Q. I n discussing the prospect w i t h them, d i d you 

s p e c i f i c a l l y p i n p o i n t f o r them the Blue Fin 24 l o c a t i o n , 

the Blue Fin 25 l o c a t i o n and the Leavelle l o c a t i o n on 

Section 23? 

A. Yes, we i d e n t i f i e d each of those three l o c a t i o n s 

and the p r o r a t i o n u n i t s upon which we wanted t o d r i l l them. 

Q. And they concluded t h a t they d i d n ' t want t o 

p a r t i c i p a t e because they thought you were too low and too 

wet? 

A. Yes. 

Q. At any time d i d you ask them t o sign a 

c o n f i d e n t i a l i t y or a noncompete agreement i n exchange f o r 

viewing your s c i e n t i f i c information? 

A. No, we d i d not, we d i d not. Normally i n dealings 

w i t h the in d u s t r y , t h a t ' s not necessary. 

Q. Okay. Did they disclose t o you t h a t they had any 

AMI w i t h David A r r i n g t o n or t h a t they themselves were 

pursuing farm-ins i n t h i s same area? Did they t e l l you 

that? 

A. No, they d i d not. 
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Q. I f they had t o l d you they were independently 

pursuing acreage i n the area, didn ' t have i t but were 

pursuing i t , would you have showed them a l l of your 

s c i e n t i f i c information and discussed the prospect w i t h 

them? 

A. Probably not without a c o n f i d e n t i a l i t y agreement 

and noncompete. 

Q. Did the information t h a t was a v a i l a b l e about the 

prospect a t the NAP convention, not the p r i v a t e showing 

t h a t Ocean got but the public showing at the NAP 

convention, d i d anyone from Mr. Arrington's business or 

company have occasion t o drop by your booth and look at 

that? 

A. There were approximately 8000 people a t t h a t 

conference, and I was showing f i v e d i f f e r e n t prospects i n 

our booth, and I'm sure t h a t Arrington's employees had 

occasion, i f they wanted t o , t o come by and look, but I do 

not s p e c i f i c a l l y remember them coming by. 

Q. Okay. Do you know i f — 

A. I d i d not make a presentation t o them. 

Q. Do you know i f David A r r i n g t o n or some people 

from h i s company attended the conference? 

A. I believe a t least one of h i s g e o l o g i s t s was at 

the conference. 

Q. Okay. I want t o t a l k j u s t a few minutes about 
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the Stokes Hamilton leases and t h a t acreage p o s i t i o n i n 

Sections 23, 24 and 25. You were the one, or someone 

working w i t h you, obtained leases from the Stokes Hamilton 

group? 

A. Yes. 

Q. F i r s t time, i n 1994? 

A. Yes. 

Q. Okay. I f y o u ' l l look w i t h me a t E x h i b i t 6 i n 

your book, there are two leases here. One i s a lease 

between Ms. Stokes and Ameristate O i l and Gas Company. 

That's your company? 

A. Yes. 

Q. Okay. This was r e a l l y the replacement lease, 

t h i s 1997 lease was the replacement lease f o r the 1994 

lease? 

A. Yes. 

Q. But you had already leased t h e i r acreage f o r a 

p r i o r three-year period? 

A. Are you t a l k i n g before 1997? 

Q. Right. 

A. Yes. 

Q. Right. Okay, you took new leases from then, 

then, e f f e c t i v e December 7th, 1997? 

A. Correct. 

Q. Okay. I believe the f i r s t one i s the Stokes 
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lease and the second one i s the Hamilton lease? 

A. Yes. 

Q. I f you would look w i t h me at paragraph 5 — and I 

apologize, the copies are r e a l l y d i f f i c u l t t o read, but i n 

paragraph 5 i t says, "Lessee s h a l l f i l e w r i t t e n u n i t 

designations i n the county i n which the premises are 

located..." 

A. Yes. 

Q. Do you see t h a t language? 

A. Yes, ma'am. 

Q. Okay. And d i d TMBR/Sharp, on behalf of the 

group, f i l e w r i t t e n designations i n Lea County describing 

the premises and in c l u d i n g the Stokes Hamilton acreage? 

A. Yes, we d i d , when we proceeded t o d r i l l the Blue 

Fin 24 Number 1 w e l l , we f i l e d the C-102 w i t h the 

Commission i n Hobbs. I t had attached the acreage 

dedication p l a t showing the west-half u n i t and s p e c i f i e d 

320 acres f o r t h a t p r o r a t i o n u n i t . 

Q. And the Stokes Hamilton acreage, i s t h a t shown i n 

green on the colored map? And I don't know i f you have one 

of those. 

A. I don't have t h a t . That i s a p o r t i o n of the 

lease — That's a p o r t i o n of the acreage covered by the 

Stokes Hamilton lease. 

Q. Okay. A f t e r the lease t h i s paragraph 5 also 
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says, "Lessee s h a l l f i l e a w r i t t e n u n i t designation i n the 

county i n which the premises are located..." 

A. I'm sorry, could you begin again? 

Q. Sure. Paragraph 5 t a l k e d about f i l i n g w r i t t e n 

u n i t designations i n the county, and you've t a l k e d about 

the TMBR/Sharp f i l e i n the county, i n the OCD, i n Lea 

County, i t s designation of u n i t . 

Did you also, subsequent t o the d r i l l i n g of the 

w e l l , f i l e i n the county c l e r k ' s records? 

A. Yes, we d i d , we f i l e d the C-102 f o r a n o t i c e 

between lessor and lessee as required by the lease. 

Subsequent t o d r i l l i n g the w e l l , when we could 

determine the p r o r a t i o n u n i t from which we would produce, 

we f i l e d a n o t i c e t o t h i r d p a r t i e s i n the county. 

Q. And reading from the lease, the lease says t h a t 

"...such u n i t s may be designated from time t o time and 

e i t h e r before or a f t e r the completion of the w e l l . . . " i s 

f i l e d ? 

A. Yes. 

Q. Okay. Was i t your group's b e l i e f t h a t a f t e r the 

Blue Fin was d r i l l e d across the primary term of the Stokes 

Hamilton lease, t h a t i t s lease was s t i l l a l i v e ? 

A. Of course, yes. 

Q. I n f a c t , you had obtained a six-month extension. 

The lease was o r i g i n a l l y due t o expire i n December of 2000? 

STEVEN T. 
(505) 

BRENNER, CCR 
989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

59_ 

A. Correct. 

Q. And what kind of extension d i d you obtain? 

A. We obtained a six-month extension t o June 17th of 

2001, i n a n t i c i p a t i o n of d r i l l i n g the Blue Fin w e l l . 

Q. Okay. Looking at your time l i n e of events 

r e l a t i n g t o Section 25, the w e l l was spudded March 29th — 

A. Section 24? 

Q. No, your time l i n e on Section 25. 

A. 25? 

Q. Uh-huh. I t ' s the l a s t three pages. 

A. Okay. 

Q. Okay? The Blue Fin 24 was spudded on March 29th, 

2001? 

A. Yes. 

Q. You see there's another entry there t h a t on March 

27th, 2001, t h a t Huff had acquired top leases from Madeline 

Stokes? 

A. Yes. 

Q. Okay, and Erma Stokes Hamilton. 

At t h a t time d i d the TMBR/Sharp group know t h a t 

Huff had acquired top leases? 

A. No, we d i d not. 

Q. Please explain t o the Commission what a top lease 

i s , 

A top lease i s a lease t h a t i s taken subject t o 
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the underlying lease. We have the v a l i d underlying lease, 

which i s our — a 1997 lease t h a t was extended t o June 

17th. The top lease was taken — any top lease i s taken t o 

become e f f e c t i v e upon the termination of r i g h t s under the 

underlying lease. I s t h a t — 

Q. And i n other words, the top lease doesn't ever 

come i n t o e f f e c t u n t i l the base lease has expired? 

A. Correct. 

Q. And i t was you and your investors' b e l i e f t h a t 

the base lease had not expired, because i t had been pooled 

p r i o r t o expiration? 

A. Well, i t had not expired. We performed under the 

terms of the lease, d r i l l e d the w e l l — We f i l e d the u n i t 

designation w i t h the OCD, dedicating the 320 acres on the 

west h a l f , then we d r i l l e d the w e l l . We continuously 

worked on the w e l l under the provisions of the lease u n t i l 

i t began producing, and we f i l e d the n o t i c e i n the country 

subsequent t o t h a t . 

Q. Okay. And because a controversy had a r i s e n , 

whose lease was the good one, di d TMBR/Sharp and your group 

f i l e a declaratory judgment act i o n i n D i s t r i c t Court i n Lea 

County? 

A. Yes, we d i d . 

Q. And has the group now obtained a r u l i n g from 

Judge Clingman t h a t TMBR/Sharp and your Stoke Hamilton base 
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lease i s s t i l l v a l i d , and the Huff top lease i s i n v a l i d ? 

A. That's c o r r e c t , the ruled t h a t we continue t o 

have a v a l i d lease, and therefore the top lease i s not 

e f f e c t i v e . 

Q. Okay. I n your experience as a landman and 

working i n o i l and gas prospects, what does a top lessee do 

i n order t o ensure t h a t the base lease i s no longer v a l i d 

and the top lease has, i n f a c t , come i n t o being? 

A. I n instances where Ameristate i s top-leased, when 

we f e e l t h a t the top lease has become e f f e c t i v e , we go t o 

the holder of the lease t h a t we have top-leased, the 

lessee, and we ask t h a t they release t h e i r lease as t o the 

lands t h a t the top lease i s now e f f e c t i v e , the lands i t 

covers t h a t are now af f e c t e d . 

I f the lessee of the underlying lease w i l l not 

release those lands, we go t o the D i s t r i c t Court and ask 

f o r a determination of the status of the leases. 

Q. I n your experience, have you ever seen a top 

lessee f i l e f o r and receive a permit on a top lease, such 

as Mr. Ar r i n g t o n d i d i n t h i s instance? Have you ever seen 

someone do t h a t without f i r s t g e t t i n g a release of the base 

lease or a d e c l a r a t i o n from a d i s t r i c t court as t o whose 

lease i s the v a l i d one? 

A. No. 

Q. Do you know whether — i f Mr. A r r i n g t o n had 
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wanted t o review whether we had complied w i t h the lease and 

f i l e d i n the county, t h a t the OCD D i s t r i c t records would 

have been a v a i l a b l e t o him t o review so t h a t he could see 

t h a t we had dedicated acreage t h a t included Stokes 

Hamilton? 

A. Well, the f i l i n g of the permit i n Hobbs i s p u b l i c 

n o t i c e of our actions. 

I n a d d i t i o n , there are reports t h a t are f i l e d 

w i t h the Commission as you d r i l l t h a t d e t a i l your 

a c t i v i t i e s . Those a l l go i n the w e l l f i l e . I f e e l l i k e 

there's many ways they could have determined and d i d know 

of our actions. 

Q. And you were aware t h a t A r r i n g t o n O i l and Gas had 

f i l e d f o r and received an a p p l i c a t i o n t o d r i l l both Section 

25 and 23? 

A. Yes. 

Q. Okay. And you understand t h a t h i s having f i l e d 

f o r those and received them i s what prevented your group 

from g e t t i n g t h e i r permits? 

A. That's c o r r e c t . 

Q. TMBR/Sharp d i d f i l e f o r both a Section 2 5 and 

Section 23 permit t o d r i l l — 

A. That's c o r r e c t . 

Q. — which was denied? 

A. Yes. 
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Q. Okay. And was i t the i n t e n t i o n of TMBR/Sharp t o 

d r i l l those wells p r e t t y immediately a f t e r the g e t t i n g new 

permit? 

A. Yes, I ' l l l e t Mr. P h i l l i p s t e s t i f y t o the d e t a i l s 

of t h a t , since TMBR/Sharp i s the operator t h a t f i l e d the 

permits. But I do believe we had reasonably f a s t 

commencement of d r i l l i n g operation dates i n the permits. 

Q. Okay. You have heard Mr. C a r r o l l speaking on 

behalf of h i s c l i e n t , A r r i n gton O i l and Gas, say t h a t even 

though they applied f o r and received permits t o d r i l l i n 2 5 

and 23, t h a t they never intended t o d r i l l a w e l l . I s t h a t 

unusual i n your experience? 

MR. CARROLL: I object t o t h a t c h a r a c t e r i z a t i o n 

of my statement because I d i d not say t h a t . I j u s t said a t 

t h i s time there was no i n t e n t t o d r i l l the w e l l . 

Q. (By Ms. Richardson) Thank you. I s t h a t unusual 

i n your experience, t h a t someone would apply f o r and 

receive a permit i n July, August, 2001, but not d r i l l ? 

A. Normally we wait t o f i l e a permit, and — we wa i t 

u n t i l we're ready t o d r i l l , and we f o l l o w t h a t up i n a 

ti m e l y manner w i t h d r i l l i n g . 

MS. RICHARDSON: I ' l l pass the witness. Thank 

you. 

CHAIRMAN WROTENBERY: Mr. Car r o l l ? 

MR. CARROLL: Thank you. 
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CROSS-EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Nearburg, wit h respect t o the decision t o 

f i l e the designation as required by paragraph 5 of the 

Stokes Hamilton leases, who made t h a t decision t o f i l e i t 

i n the OCD's o f f i c e r a ther than the county c l e r k ' s o f f i c e ? 

Did you make i t ? 

A. We made t h a t because the lease says t h a t ' s what 

we need t o do. 

Q. Well now, no, Mr. Nearburg, who a c t u a l l y made 

t h a t decision? Did you p a r t i c i p a t e i n i t before the 

decision was made? 

A. Well, we had many conversations w i t h TMBR/Sharp 

as operator as t o how t o proceed w i t h development of the 

prospect, so — 

Q. Well, again, Mr. Nearburg, who i s "we", and di d 

these conversations occur p r i o r t o the f i l i n g of the C-102? 

A. You mean d i d we t a l k about what p r o r a t i o n u n i t we 

were going t o d r i l l on? 

Q. No, d i d you t a l k about what f i l i n g would be 

necessary t o comply w i t h paragraph number 5 of the Stokes 

Hamilton leases? 

A. Sure. 

Q. Who d i d the conversations and when d i d they 

occur? 
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A. Oh, I can't give you the exact dates, but i t was 

conversations between the working i n t e r e s t owners and 

TMBR/Sharp as operator. 

Q. Did you a c t u a l l y have a conversation? 

A. About where t o f i l e ? 

Q. Where t o f i l e , what agency, what o f f i c e , whether 

i t was the county c l e r k ' s o f f i c e or w i t h the o f f i c e of the 

OCD? 

A. No, we f i l e d under the terms t h a t the lease 

required, which i s i n the OCD. 

Q. No. No, no. Mr. Nearburg, d i d you have a 

conversation w i t h someone concerning where the proper place 

t o f i l e was? 

A. Yes. 

Q. Okay, t h a t was you. You had a conversation; i s 

t h a t correct? 

A. Uh-huh. 

Q. With whom? 

A. Mr. P h i l l i p s and the other working i n t e r e s t 

owners. 

Q. When d i d t h a t conversation occur? 

A. P r i o r t o the d r i l l i n g . 

Q. P r i o r t o the d r i l l i n g of — 

A. — of the Blue Fin. 

Q. — the Blue Fin 21. And you made a determination 
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t h a t the C-102 would comply w i t h paragraph number 5 of the 

lease; i s t h a t correct? 

A. No, t h a t only occurred a f t e r we were forced i n t o 

a lawsuit by Mr. Arringt o n . 

Q. A l l r i g h t . I n f a c t , who was responsible, then, 

what p a r t i e s were responsible f o r f i l i n g a u n i t designation 

i n compliance w i t h paragraph number 5? 

A. The operator, TMBR/Sharp d r i l l i n g . 

Q. A l l r i g h t , do you know who those persons would 

have been w i t h the operator t h a t would have been 

responsible? 

A. Well, the people i n TMBR/Sharp t h a t f i l e the 

permits. 

Q. Do you know who those people are? 

A. Well, why don't — you should ask Mr. P h i l l i p s , 

since he i s — 

Q_. No, Mr. Nearburg, I want — I asked you. Do you 

know who — You have given us testimony about how these 

things progress, what happened and how they occurred, and I 

am t r y i n g t o f i n d out i f you r e a l l y knew what was going on, 

other than j u s t broad generalizations. And t h a t ' s why I'm 

asking, do you know who was responsible f o r doing that? 

A. Well, I would say the person t h a t signed the 

permit on behalf of TMBR/Sharp d r i l l i n g would be my answer. 

That's as clear as I can make i t . 
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Q. Mr. Nearburg, have you operated wells? 

A. No, s i r , I do not operate. 

Q. You do not operate. Mr. Nearburg, you understand 

t h a t paragraph number 5 of the lease required t h a t the 

pooling designation be f i l e d i n the county; i s t h a t 

correct? 

A. Yes. 

Q. And t h a t ' s the county where the lease i s located, 

or the premises t h a t are leased; i s t h a t correct? 

A. That's c o r r e c t . 

Q. You also know t h a t there i s not an OCD o f f i c e i n 

every county of the State of New Mexico, do you not? 

A. I d i d not know t h a t . 

Q. You do not know t h a t . You were present t h i s 

morning when Mr. Tim Gum t e s t i f i e d t h a t h i s o f f i c e i n 

Ar t e s i a a c t u a l l y represented 10 separate counties, d i d he 

not? 

A. No, s i r , I was not here then. 

Q. You weren't i n here. Well, Mr. Nearburg, i f 

there i s not an OCD o f f i c e — i f there had not been an OCD 

o f f i c e i n Lea County, where would you have f i l e d t h a t 

notice? 

A. Well, since our operations were i n Lea County, we 

f i l e d i t i n Lea County. That's a h y p o t h e t i c a l question, I 

can't answer i t . 
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Q. You j u s t can't answer, or you don't want t o 

answer i t ? 

A. I t ' s a question f o r which I doubt there's an 

answer. 

Q. Well, Mr. Nearburg, there i s not an OCD o f f i c e i n 

Chaves County. Where would you have f i l e d i t , had the 

lease premises been i n Chaves County. 

MS. RICHARDSON: Madame Chairman, I j u s t t h i n k 

i t ' s i r r e l e v a n t what would have happened i n another county. 

The lease was i n Lea County, and we j u s t had t o comply w i t h 

the lease i n Lea County. 

CHAIRMAN WROTENBERY: I do believe Mr. Nearburg 

has answered your question, so please go on. 

MR. CARROLL: I have no other questions. 

MS. RICHARDSON: Just a couple. 

CHAIRMAN WROTENBERY: Excuse me, Mr. Bruce f i r s t . 

MS. RICHARDSON: Sorry, I apologize. 

CHAIRMAN WROTENBERY: That's okay. 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Nearburg, I kind of came i n i n the middle 

when you were t e s t i f y i n g about your contacts w i t h Ocean. 

You're aware, aren't you, t h a t Ocean Energy or 

i t s predecessor UMC Petroleum has had a s u b s t a n t i a l 

i n t e r e s t i n Township 16 South, 35 East f o r a number of 
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years, aren't you? 

A. Oh, yes, they're up i n -- they're about, as I 

understand t h e i r a c t i v i t y , i n the top two t i e r s of sections 

i n the township. 

Q. Okay. And as a matter of f a c t , a couple of years 

ago, r i g h t about maybe May or June — Your company i s 

Ameristate Exploration? 

A. Correct. 

Q. And Ameristate Exploration — 

A. Well, Ameristate O i l and Gas. 

Q. Ameristate — Excuse me. About two years ago 

Ameristate O i l and Gas and some other companies made a deal 

w i t h Ocean Energy t o farm out t h e i r leases i n another — 

probably j u s t t o the west or northwest of the acreage we're 

here about today? 

A. Are you speaking of Section 17, 20, 28, 29? 

Q. Yes, s i r . 

A. And 27 and 34? 

Q. Uh-huh. 

A. Yes, I am. 

Q. So Ocean has been acquiring property out here f o r 

q u i t e some time? 

A. Well, they acquired the leases from us l a s t year 

on the western side of t h i s township. 

Q. And i t ' s not unusual f o r companies t o go out and 
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acquire leases a l l the time, i s i t ? 

A. No. 

MR. BRUCE: Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

Commissioners, do you have any questions? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. When you're t a l k i n g about the — the Blue Tuna? 

A. The Blue Fin? 

Q. The Blue Fin. 

A. Well, i t ' s the Big Tuna prospect. 

Q. That's r i g h t , the Big Tuna prospect. 

A. And the Blue Fin w e l l . 

Q. Okay. When you were discussing the prospect, you 

mentioned t h a t you had chosen the north h a l f of Section 25 

based on seismic and on geological — 

A. Yes. 

Q. — i n t e r p r e t a t i o n . W i l l there be any testimony 

today a t a l l , t h a t you know of, concerning those two areas? 

A. No. 

Q. What was the time delay between the unsuccessful 

re - e n t r y i n Section 23 and spudding of the Blue Fin i n 24? 

A. Well, Mr. P h i l l i p s w i l l have a b e t t e r idea of 

t h a t , but I t h i n k about a year t o a year and a h a l f . 

Q. I s t h a t normal, t o take a year t o a year and a 
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h a l f between wells when you're exploring your prospect? 

A. Given what happened t o gas pri c e s and the 

i n t e r p r e t a t i o n process on the 3-D, yes. 

COMMISSIONER BAILEY: That's a l l I have. 

CHAIRMAN WROTENBERY: Commissioner Lee? 

COMMISSIONER LEE: (Shakes head) 

CHAIRMAN WROTENBERY: Mr. Ross, would you have 

any questions? 

THE WITNESS: Oh, ma'am? 

CHAIRMAN WROTENBERY: Yes. 

THE WITNESS: Also, the s i t u a t i o n w i t h the 

partners was the main delay i n moving between the Del 

Apache Stokes over t o the Blue Fin. Because of the r i s k of 

d r i l l i n g the Blue Fin we had partners i n between the Del 

Apache Stokes attempted re-entry and the d r i l l i n g of the 

Blue Fine but decided not t o p a r t i c i p a t e i n the Blue Fin 

due t o i t s r i s k . 

CHAIRMAN WROTENBERY: I j u s t had one question 

about your time l i n e of events leading t o Section 25. 

The second page of t h a t time l i n e where you t a l k 

about the a p p l i c a t i o n f o r permit t o d r i l l the Blue Fin 2 5 

Number 1 w e l l , the time l i n e says i t would be on the east 

h a l f of Section 25. 

I s t h a t supposed t o be the north h a l f ? 

MS. RICHARDSON: Yes, your Honor, t h a t i s an 
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e r r o r . Thank you so much f o r p o i n t i n g t h a t out. 

CHAIRMAN WROTENBERY: So there, and then — 

That's f o r 8-6-01. 

And then the event on 8-8-01 where the OCD denied 

the a p p l i c a t i o n , t h a t was also — 

MS. RICHARDSON: Yes, thank you. I can't t e l l 

you how many times we have — the word processor j u s t eats 

i t up. Thank you f o r t h a t change. 

CHAIRMAN WROTENBERY: Okay. Did you have some 

r e d i r e c t ? 

MS. RICHARDSON: Just a couple, please. 

REDIRECT EXAMINATION 

BY MS. RICHARDSON: 

Q. We knew t h a t i n order t o d r i l l the Blue Fin, t h a t 

we had t o f i l e a permit t o d r i l l ? 

A. Yes. 

Q. And t h a t t h a t acreage had t o be dedicated, a 

p r o r a t i o n u n i t had t o be dedicated i n the C-102 and 

described f o r the Commission, i n order t o get the permit? 

A. That's co r r e c t , that's why we o u t l i n e — w e l l , 

everybody o u t l i n e s the p r o r a t i o n u n i t t h a t they're going t o 

dedicate t o the w e l l , and we ou t l i n e d the west h a l f and 

spell e d out 320 acres under the number of acres dedicated 

t o the u n i t . 

Q. And t h a t t h a t dedication was f i l e d i n Lea County? 
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A. Yes. 

Q. Okay, and t h a t there had been discussions about 

the w e l l l o c a t i o n , the o r i e n t a t i o n of the p r o r a t i o n u n i t 

and a l l the matters r e l a t i n g t o the f i l i n g of t h a t permit? 

A. Yes, a l l of those discussions culminated i n the 

f i l i n g of the C-102 t h a t we f i l e d on the Blue Fin. 

Q. I t h i n k you said the west h a l f . You meant the 

north h a l f ? 

A. I f we're t a l k i n g about the Blue Fin, i t ' s the 

west h a l f . I f we're t a l k i n g about — 

Q. Okay. 

A. — the second w e l l we want t o d r i l l — 

Q_. You're r i g h t . 

A. — i t ' s the north h a l f — 

Q. You're r i g h t . 

A. — of 25. 

Q. You're r i g h t , and I'm sorry. 

A. That's okay. 

MS. RICHARDSON: No f u r t h e r questions. 

CHAIRMAN WROTENBERY: Anybody else? 

Thank you f o r your testimony — 

THE WITNESS: Thank you. 

CHAIRMAN WROTENBERY: — Mr. Nearburg. 

MS. RICHARDSON: Madame Chairman, we would c a l l 

J e f f P h i l l i p s t o the stand. 
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JEFFREY D. PHILLIPS, 

the witness herein, a f t e r having been f i r s t duly sworn upon 

his oath, was examined and t e s t i f i e d as f o l l o w s : 

' DIRECT EXAMINATION 

• RICHARDSON: 

Q. Mr. P h i l l i p s , would you please s t a t e your name? 

A. My name i s J e f f P h i l l i p s . 

Q. And by whom are you employed? 

A. I'm employed by TMBR/Sharp D r i l l i n g , Inc. 

Q. Okay, and how long have you worked f o r them? 

A. I've worked f o r TMBR/Sharp f o r seven years now. 

Q. And your t i t l e ? 

A. My t i t l e i s now president. 

Q. And t e l l us a l i t t l e b i t about where you grew up 

and what your educational background i s . 

A. I grew up i n west Texas, Odessa p r i m a r i l y . I was 

educated i n Lubbock, received an undergraduate degree i n 

petroleum engineering i n May of 1985, went t o work f o r an 

independent operator named Adobe O i l and Gas i n Midland, 

Texas, moved t o south Louisiana and became the manager of 

offshore and onshore Gulf Coast gas d i s t r i c t down there, 

l e f t Adobe i n a merger i n 1992 and came back t o west Texas, 

consulted f o r a year, worked f o r a couple independents and 

went t o work f o r TMBR/Sharp D r i l l i n g , Inc., i n March of 

1995. 
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Q. Okay. I want t o go through a l i t t l e b i t about 

the h i s t o r y of d r i l l i n g the Blue Fin 24. When t h a t was 

contemplated t o be d r i l l i n g , had the loc a t i o n s f o r the 25 

and 23 wells already been picked out? 

A. Yes, they had. 

Q. Okay. And how long before the Blue Fin was 

spudded i n March of 2001 had you a l l i d e n t i f i e d those 

precise locations? Do you remember? 

A. I don't r e c a l l . I t was over a year p r i o r . 

Q. Okay. I f you would look w i t h me at E x h i b i t 

Number 8, i s t h i s the C-101 f i l i n g f o r the Blue Fin 24 and 

the C-102 f i l i n g ? 

A. Yes, i t i s . 

Q. This was approved by the D i v i s i o n , your permit t o 

d r i l l the Blue Fin 24, on November 22nd, 2000? 

A. That's correct. 

Q. Okay. And when did you a l l prepare your 

location? 

A. We prepared our l o c a t i o n i n November of 2000, 

fa c i n g a lease e x p i r a t i o n i n November, and we had f i l e d f o r 

a permit t o d r i l l and were preparing a surface l o c a t i o n t o 

d r i l l when Mr. Nearburg acquired the lease extensions i n t o 

June of the next year. 

Q. Okay. What was the delay between o b t a i n i n g the 

permit i n November, 2 000, and spudding the w e l l March 29th, 
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2001? 

A. We were — a couple of reasons f o r delay. We 

were under pressure of — Rig a c t i v i t y was very high a t 

t h a t time. We used our own d r i l l i n g r i g s t o d r i l l our 

prospects w i t h , and a l l of those were committed a t the 

time. I t was nip and tuck as t o whether we could get one 

of our own r i g s . 

We also had problems w i t h partner p a r t i c i p a t i o n . 

We'd had one partner drop out because of the r i s k , and we 

had one partner t h a t we were not going t o carry i n t o t h i s 

prospect w i t h us. So we had about a t h i r d of the 

p a r t i c i p a t i o n i n t e r e s t uncommitted f o r , and we were t r y i n g 

t o f i n d another industry partner t o d r i l l w i t h us. 

Q. Okay. You f i n a l l y shored up who your i n v e s t o r 

group was going t o be — 

A. We d i d . 

Q. — and d r i l l e d the well? 

You conducted the d r i l l stem t e s t on t h a t w e l l on 

May 15th, 2001? 

A. That's c o r r e c t . 

Q. And what information d i d you get about the w e l l 

as of t h a t time? 

A. When we conducted the d r i l l stem t e s t of the 

primary or Chester zone, we found a p r o l i f i c gas i n t e r v a l . 

I t was about a 35 i n t e r v a l . I t i s a chert d e t r i t u s , i t was 
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very p r o l i f i c on the d r i l l stem t e s t , good bottomhole 

pressures, we d e f i n i t e l y had found a r e s e r v o i r i n what was 

a very r i s k y — i t was one of the reasons we had t r o u b l e 

g e t t i n g investors i s , we were d r i l l i n g i n a low, and most 

people are used t o d r i l l i n g on a bump. 

And as Mr. Nearburg said e a r l i e r , Ocean had 

declined previously t o p a r t i c i p a t e w i t h us because they 

were a f r a i d we would be too low and wet, and our d r i l l stem 

t e s t confirmed t h a t we d i d have r e s e r v o i r . 

Q. And you a c t u a l l y obtained production of 

hydrocarbons June 29th of 2001? 

A. That's co r r e c t . 

Q. And then at t h a t p o int i n time, d i d you have any 

idea t h a t Huff had obtained top leases from the Stokes and 

Hamilton lessors? 

A. At June 29th? 

Q. Right. 

A. No. 

Q. Okay. Shortly a f t e r t h a t , though, d i d you 

receive some kind of communications from an attorney f o r 

the Stokes Hamilton lessors? 

A. Yes, we d i d , we received a communication — I 

beli e v e Mike Canon, who represented the Stokes Hamilton 

i n t e r e s t s , contacted f i r s t our landman, Randy Watts, and 

then P h i l Brewer. 
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Q. And what d i d Mr. Canon discuss w i t h your group? 

A. Mr. Canon had informed us t h a t h i s c l i e n t s , the 

Stokes Hamiltons, had given a top lease t o an e n t i t y t h a t 

he declined t o name at t h a t time, so we d i d n ' t know who i t 

was. They said t h a t t h i s e n t i t y claimed t h a t t h e i r top 

lease was v a l i d and our lease was now i n v a l i d . 

Q. And what d i d you a l l t e l l him? 

A. We t o l d Mr. Canon t h a t we disagreed w i t h t h a t 

a s s e r t a t i o n t h a t our lease was no longer v a l i d . 

Q. And d i d you know a t th a t time who the top lessee 

was? 

A. No, we d i d n ' t . 

Q. Did you have occasion t o see David A r r i n g t o n a t 

the Petroleum Club i n Midland on about July 24th, 2001? 

A. I d i d . 

Q. Okay. Can you r e l a t e t o the Commission the 

substance of t h a t conversation? 

A. On July 24th we knew at t h a t time t h a t Huff had 

taken the top leases, because we had i n v e s t i g a t e d the 

county records and saw Huff's name i n the record. We 

speculated t h a t Arrington may have been involved, because 

Huff leases f o r him sometimes. And I ran i n t o David 

A r r i n g t o n i n the Midland Petroleum Club at noon on July the 

24th and we spoke t o p i c a l l y f o r a few minutes, as we had 

known each other previously, and were c o r d i a l and c i v i l . 
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As we were preparing t o p a r t company, I asked Mr. 

Arr i n g t o n i f t h a t were him t h a t had top-leased us i n the 

Big Tuna area. 

His response was, Oh, please don't ask me t h a t 

r i g h t now. 

I asked him again, I said, You d i d , d i d n ' t you? 

You top-leased us i n our Big Tuna area? 

And Mr. Arrington again said, Oh, please don't 

ask me t h a t r i g h t now. 

And again I asserted, I t was you, wasn't i t ? 

Didn't you top-lease us? 

And he said, Well, yes, I d i d , but I d i d n ' t know 

t h a t t h a t was you and Tom — meaning Tom Brown. He said, I 

thought i t was Tom B e l l , who was operating i n t h a t area. 

Q. Tom Brown i s the CEO of TMBR/Sharp D r i l l i n g ? 

A. Tom Brown i s the chairman and c h i e f executive of 

TMBR/Sharp. The TMBR i n TMBR/Sharp stands f o r Tom Brown. 

We're not a f f i l i a t e d nor connected i n any way any longer 

w i t h Tom Brown, Inc., the production company. 

Q. And Tom B e l l i s the owner of Fuel Products? 

A. That's c o r r e c t . 

Q. Another investor i n these wells? 

A. Another investor. 

Q. Okay. So a f t e r he made t h a t comment, what else 

was said? 

STEVEN T. BRENNER, CCR 
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A. We discussed the merits of both of our arguments 

as t o why each of us thought our leases were v a l i d and the 

others weren't. We di d n ' t discuss i t long because we're 

s t i l l i n court and i n these proceedings, deciding the 

matter. 

Q. By t h a t time a lawsuit had already been f i l e d ? 

A. By July 24th, no. 

Q. Well, i t was f i l e d on July the 24th — Excuse me, 

th a t ' s wrong, i t was f i l e d on August 2 4th. Excuse me — 

A. Right. 

Q. — I misspoke, no lawsuit had been f i l e d . But 

there was a controversy? 

A. Right, there was a controversy. When we again 

were preparing t o p a r t company David said, Well, I need t o 

come t a l k t o Tom. 

And I said, you do, David, because i t ' s an eighth 

of the w e l l we j u s t d r i l l e d . And I said, Even more 

important l y , i t ' s h a l f of the next two l o c a t i o n s w e ' l l 

d r i l l . 

And he said, Well, I ' l l come t a l k t o Tom about 

t h a t one, but we're going t o f i g h t you on the other two. 

And he said, We were r e a l surprised t h a t you were able t o 

get your w e l l d r i l l e d when you d i d . And he sai d , But we 

are c e r t a i n t h a t you won't be able t o d r i l l the next two. 

Q. I s there a 180-day continuous d r i l l i n g clause i n 
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the Stokes Hamilton lease? 

A. There i s . 

Q. So from completion on or about sometime i n June 

of 2001, b a s i c a l l y TMBR/Sharp and i t s investors had 180 

days t o d r i l l the next w e l l or lose i t s leases? 

A. That's co r r e c t . 

Q. Did you understand at t h a t time what A r r i n g t o n 

was going t o do t o see t h a t TMBR/Sharp couldn't d r i l l 

w i t h i n i t s continuous d r i l l i n g o b l i g a t i o n time period? 

A. No, he had not s p e c i f i c a l l y said what he was 

going t o do, but I understood t h a t he intended t o block us 

somehow. 

Q. Okay. You were not aware at t h a t time t h a t on 

July 17th, 2001, Arrington had already applied f o r and 

received h i s Triple-Hackle Dragon 25 w e l l on the west h a l f 

of Section 25? 

A. No, we were not aware at t h a t time. 

Q. How d i d you become aware t h a t A r r i n g t o n had 

obtained permits which were going t o block your d r i l l i n g ? 

A. We became aware of Arrington's permits f i l e d i n 

our l o c a t i o n s when we read t h e i r publishment i n the 

Anderson r e p o r t s , the re p o r t t h a t publishes newly released 

permits. 

Q. And what d i d you do i n response t o hearing t h a t 

he had permits t h a t were going — t h a t were on the acreage 
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you planned t o d r i l l next? 

A. We were already i n the process of preparing our 

own permits. We had the surveyors i n process of staking 

the l o c a t i o n s and a n t i c i p a t i n g f i l i n g our own permits. And 

so we rushed the process up and f i l e d our own competing 

permits i n the D i s t r i c t O f f i c e . 

Q. Okay, and you f i l e d your a p p l i c a t i o n s f o r a 

permit t o d r i l l the Blue Fin 2 5 Number 1 w e l l on August 

6th, 2001? 

A. That's c o r r e c t . 

Q. Okay. I f you would look at E x h i b i t 5 i n your 

book — Excuse me, i f you'd look at E x h i b i t 4 i n your book, 

and then w e ' l l look at 5. A l l r i g h t , i f y o u ' l l look a t the 

C-102 f i l i n g , i t says the surveyor's c e r t i f i c a t i o n was J u l y 

26th, 2001, only two days a f t e r you had your conversation 

w i t h Mr. A r r i n g t o n a t the Petroleum Club. Did you already 

have the survey process i n the works before you even had 

the conversation w i t h Mr. Arrington? 

A. I'm not c e r t a i n , but e i t h e r p r i o r t o or a f t e r 

t h a t conversation we were i n the works. 

Q. But i n any case, you d i d an expedited e f f o r t t o 

go ahead and get your a p p l i c a t i o n s f o r permits t o d r i l l 

f i l e d ? 

A. That's c o r r e c t . 

Q. And what happened when — Well, who f i l e d them 
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f o r you? Who a c t u a l l y i n your shop f i l e d them? 

A. Lonnie Arnold i s my production manager, f i l e d 

both of these permits and c a r r i e d them t o the Hobbs 

D i s t r i c t O f f i c e . 

Q. And what happened at the Hobbs D i s t r i c t Office? 

A. The Hobbs D i s t r i c t informed Lonnie t h a t they 

couldn't grant these permits because there were competing 

permit APDs t h a t had been granted p r i o r t o our a p p l i c a t i o n . 

Q. Okay. What action d i d TMBR/Sharp take next t o 

pro t e c t i t s i n t e r e s t i n the property? Did i t f i l e these 

cases before the OCD? 

A. Yes, we f i l e d f o r a hearing i n f r o n t of the OCD 

to determine the status of the permits, which was the f i r s t 

hearing. We subsequently f i l e d a lawsuit i n the D i s t r i c t 

Court i n Lea County i n regards t o our contested i n t e r e s t s 

and leases. 

Q. And t h a t lawsuit was f i l e d on August 24th, 2001? 

A. Right. 

Q. At the time — A f t e r having examined the land 

records i n Section 25, at the time Mr. A r r i n g t o n applied 

f o r and received his permits i n Section 25, i t ' s t r u e , 

i s n ' t i t , t h a t he personally of record t i t l e d i d n ' t own any 

i n t e r e s t i n Section 25, even i n the Stokes Hamilton lease, 

top lease? 

A. That's correct, I d i d not personally examine the 
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t i t l e records, but t h a t ' s what we believe t o be t r u e . 

Q. Okay. I f y o u ' l l look at your time l i n e t h a t I 

believe i s i n f r o n t of you, September 17th, 2001 — 

A. Okay. 

Q. — do you see t h a t entry? 

A. I do. 

Q. I t says "Huff assigns h i s e n t i r e i n t e r e s t i n the 

Huff Top Leases t o Arrington O i l & Gas." So f a r as you 

know, was t h a t the f i r s t time A rrington even purportedly 

had any i n t e r e s t i n t h i s section? 

A. That i s co r r e c t . 

Q. Have — Time t o time i n the course of the 

l i t i g a t i o n , has TMBR/Sharp requested, e i t h e r i n person or 

by f i l i n g pleadings w i t h the D i s t r i c t Court requesting t h a t 

A r r i n g t o n release or withdraw h i s permits so t h a t our 

permits t o d r i l l could be granted? 

A. Yes. 

Q. And as of t h i s date, has Mr. A r r i n g t o n withdrawn 

e i t h e r h i s Section 25 permit t o d r i l l or h i s Section 23 

permit t o d r i l l ? 

A. He has not. 

Q. Did TMBR/Sharp decide t o f i l e a supplemental 

a p p l i c a t i o n f o r a permit t o d r i l l on Section 25 recently? 

A. Yes, we d i d . 

MS. RICHARDSON: And — I'm sorry, Madame 
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Chairman, I don't know the e x h i b i t number of t h a t most 

recent supplemental f i l i n g . 

MR. CARROLL: I t was 17. 

Q. (By Ms. Richardson) 17, thank you. Okay. 

Why d i d TMBR/Sharp f i l e E x h i b i t 17, which was the 

supplemental a p p l i c a t i o n f o r a permit t o d r i l l t h a t 

b a s i c a l l y mirrored the p r i o r one? 

A. We f i l e d i t s t r i c t l y as a supplement t o our 

o r i g i n a l permit a p p l i c a t i o n . We used the same property 

code, we used the same API number i n our f i l i n g , and we 

typed at the head of the Ap p l i c a t i o n , supplemental t o our 

o r i g i n a l API number, and we f i l e d i t w i t h the motions from 

the D i s t r i c t Court granting summary judgment on our law s u i t 

regarding the v a l i d i t y of our leases. 

Q. And about l a s t Saturday — I t seems l i k e a long 

time ago now, but l a s t Saturday d i d we learn t h a t the 

D i s t r i c t O f f i c e of the O i l Conservation D i v i s i o n had 

granted our supplemental f i l i n g f o r the Blue Fin 25? 

A. That's co r r e c t . 

Q. So t h a t at t h i s point i n time there are two 

approved permits t o d r i l l on Section 25, both Arrington's 

and ours? 

A. That i s co r r e c t . 

Q. When we f i l e d our Section 25 A p p l i c a t i o n f o r 

permit t o d r i l l o r i g i n a l l y , d i d we intend a t t h a t time t o 
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obtain the permit and f i l e a pooling a c t i o n , or d i d we 

intend t o obtain the permit and d r i l l the w e l l , and then 

f i l e a pooling a c t i o n i f necessary? 

A. We intended t o f i l e the permit, receive approval 

f o r i t and d r i l l the w e l l , and pool the w e l l a f t e r we had 

d r i l l e d i t . 

Q. Okay. And why would we do i t i n t h a t order? 

A. We — Time i s of the essence a l l the time here, 

i n l i g h t of my conversation w i t h A r r i n g t o n , so we had a 

lease clock t i c k i n g . We t y p i c a l l y d r i l l our w e l l s t h a t 

way, because although t h i s would be pooled i n the same pool 

as the Blue Fin 24, these wells are a l l s t i l l r e a l l y 

w i l d c a t s . I t ' s not a development w e l l . 

And so t h a t i f we dryholed i n the lower, deeper 

zone, i t might not be necessary f o r us t o have a 3 20-acre 

u n i t . I t would be possible t o make a w e l l i n the Strawn 

horizon or another horizon, which might be a 160- or an 80-

acre u n i t . 

And so t h a t a f t e r we d r i l l a w e l l , we're more 

informed about what we a c t u a l l y want t o pool. And i f we 

made a deep-horizon 320-acre w e l l , w e l l , t h a t ' s the one we 

would pool. 

Q. And w i t h the 180-day clock t i c k i n g , because we 

had completed the w e l l sometime i n June, 2001, we b a s i c a l l y 

had t i l l the end of the year 2001 t o d r i l l the next w e l l 
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before the r e s t of the lease expires? 

A- That's co r r e c t . 

Q. Was there some concern on our p a r t t h a t i f we 

obtained our permit and then engaged i n a p r o t r a c t e d 

pooling f i l i n g t h a t our time clock might run before we 

could ever d r i l l ? 

A. Obviously. 

Q. Okay. The same was tru e w i t h the 23 w e l l , our 

i n t e n t i o n was t o move forward, obtain the permit and d r i l l , 

and pool i f necessary? 

A. That's co r r e c t . 

Q. Okay. I f we had d r i l l e d another w e l l a f t e r the 

Blue Fin 24 on the Stokes Hamilton acreage, we would have 

bought ourselves another s i x months before any a d d i t i o n a l 

acreage e x p i r i n g — 

MR. CARROLL: Madame Commissioner, I've been very 

p a t i e n t throughout t h i s e n t i r e hearing, but i t ' s j u s t 

g e t t i n g worse. Ms. Richardson i s t e s t i f y i n g f o r and i s 

leading the witness t o the point t h a t we're no longer 

hearing what Mr. P h i l l i p s has t o say, but he's j u s t — 

MS. RICHARDSON: I ' l l rephrase. 

CHAIRMAN WROTENBERY: Thank you. 

Q. (By Ms. Richardson) I ' l l rephrase, thank you. 

What advantage would we get from being able t o go 

ahead d r i l l the Blue Fin w i t h respect t o the Stokes 
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Hamilton lease? 

A. Had we been able t o go ahead and d r i l l the Blue 

Fin 25 w e l l , we would have perpetuated the Stokes Hamilton 

lease f o r another s i x months. 

Q. And i n our p e r m i t t i n g a p p l i c a t i o n s , i n the spot 

where i t says spud date, when d i d we i n d i c a t e we would have 

spudded the Blue Fin 2 5 and the Leavelle 23? 

A. I n the permit appl i c a t i o n s — 

Q. Right, Exhibits 4 and 5. 

A. — we had put September the 1st, 2 001, as the 

an t i c i p a t e d spud date. 

Q. A l l r i g h t . I f you would look a t E x h i b i t 2, which 

i s the A r r i n g t o n APD f o r Section 25, what does i t i n d i c a t e 

there would have been the spud date f o r Arrington? 

A. I n Ex h i b i t 2 Arrington has ASAP as an a n t i c i p a t e d 

spud date. 

Q. Are you aware of any act i o n on the p a r t of 

Arr i n g t o n t o — c u r r e n t l y , t o d r i l l e i t h e r Section 25 or 

23? 

A. No, I'm not. And Mr. C a r r o l l has i n d i c a t e d they 

have no i n t e n t i o n r i g h t now of d r i l l i n g e i t h e r one. 

Q. Okay. You were aware — or were you aware 

whether or not Ocean Energy had ever applied f o r and 

received any kind of a p p l i c a t i o n — or, excuse me, permit 

t o d r i l l e i t h e r Section 25 or 23? 
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A. I'm not aware of an a p p l i c a t i o n f i l e d by Ocean 

f o r e i t h e r l o c a t i o n . 

Q. But you received a w e l l proposal from Ocean 

Energy, di d n ' t you? 

A. We d i d receive a w e l l proposal from Ocean i n 

January of t h i s year. 

Q. And Ocean i d e n t i f i e d the w e l l they wanted t o 

d r i l l was the Triple-Hackle Dragon 25? 

A. That's c o r r e c t . 

Q. And how does t h a t compare t o the APD applied f o r 

and received by Mr. Arrington? 

A. That's the same w e l l name as Mr. Arrington's 

permit t h a t he received as the Triple-Hackle Dragon 2 5 Well 

Number 1. 

Q. I s the w e l l proposal by Ocean -- how does i t s 

w e l l l o c a t i o n i t proposes compare t o what A r r i n g t o n wanted 

i n h i s permit t o d r i l l the 25 well? 

A. Ocean's w e l l proposal has the same footage c a l l 

l o c a t i o n as Arrington's Triple-Hackle Dragon 25 Number 1. 

Q. You heard Mr. C a r r o l l ' s statements e a r l i e r about 

Section 23, and I want t o see i f we can get t h a t one 

cleared up. And I advised you t h a t my understanding of 

what A r r i n g t o n O i l and Gas was w i l l i n g t o do w i t h respect 

t o Section was t o agree t o withdraw t h e i r permit t o d r i l l 

on Section 23, advise — we would j o i n t l y advise the 
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Commission t h a t our permit should be granted and t h a t i f we 

had a permit then we would proceed at some p o i n t , r i g 

a v a i l a b i l i t y and other things a l l being equal, t o d r i l l 

t h a t w e l l . Did I advise you about that? 

A. That's c o r r e c t , you d i d . 

Q. Okay. And were you w i l l i n g t o do t h a t i f 

A r r i n g t o n was w i l l i n g t o withdraw h i s permit, ask the 

Commission t o grant ours, and then we would have a permit 

t o d r i l l ? Was t h a t arrangement acceptable t o TMBR/Sharp 

and i t s investors? 

A. I t i s s u i t a b l e t o us t h a t he withdraws h i s permit 

and t h a t our permit i s approved. 

Q. Okay, one l a s t area. A compulsory pooling 

proceeding was f i l e d by TMBR/Sharp i n January of 2002. Why 

di d — i n l i g h t of your e a r l i e r testimony, why d i d 

TMBR/Sharp f i l e a compulsory pooling request? 

A. We f i l e d a compulsory pooling request because i t 

was, a t the time, one of the only things we had a v a i l a b l e 

t o us t o get us t o t h i s hearing. A r r i n g t o n has e x h i b i t e d 

q u i t e a b i t of gamesmanship i n a l l of these proceedings, 

and — 

MR. CARROLL: I'm going t o object t o the 

cha r a c t e r i z a t i o n s of the witness. I t h i n k t h a t ' s t o t a l l y 

outside the scope of the guestion and i t ' s j u s t he's got 

the f l o o r and he wants t o bad-mouth David A r r i n g t o n , and I 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

91 

t h i n k t h a t ' s improper, and I t h i n k the witness should be 

in s t r u c t e d t o answer the question, period. 

THE WITNESS: I ' l l rephrase. 

CHAIRMAN WROTENBERY: Thank you. 

THE WITNESS: We f i l e d the pooling a p p l i c a t i o n 

because i t was one of the only things l e f t f o r us t o do at 

the time. We also were cognizant of the f a c t t h a t i t was 

important t o get the a p p l i c a t i o n i n f i r s t , or e a r l y , 

because we were aware t h a t Ocean was preparing t o f i l e a 

west-half pooling, force-pooling motion. 

Q. (By Ms. Richardson) Was i t TMBR/Sharp's desire 

and what TMBR/Sharp i s asking the Commission t o do w i t h 

respect t o Section 25, t o vacate Arrington's permit — the 

D i v i s i o n O f f i c e has already granted a Section 25 permit t o 

us, so vacate Mr. Arrington, leave ours i n place and l e t us 

d r i l l the well? 

A. That's correct. We have a permit t h a t ' s been 

granted. Vacate Mr. Arrington's permit, w e ' l l d r i l l our 

w e l l and pool afterwards as we had planned t o do. 

Q. And i f the pooling occurs a f t e r the d r i l l i n g , 

what a d d i t i o n a l information do you t h i n k w i l l be obtained 

t h a t might f a c i l i t a t e the pooling — compulsory poo l i n g 

process? 

A. Well, the compulsory pooling process w i l l be 

science and geological information. I f we d r i l l a w e l l , 
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w e ' l l have t h a t much more science and geo l o g i c a l 

information. We'll have logging, information about the 

thickness of the zone, w e ' l l be able t o t i e i t t o our 3-D 

seismic. We'll j u s t be t h a t much b e t t e r o f f . 

Q. Okay. And one l a s t question about Ocean Energy. 

To your knowledge, when did Ocean Energy even obtain any 

i n t e r e s t i n Section 25? 

A. I t was — November was our e a r l i e s t knowledge 

t h a t Ocean had obtained any i n t e r e s t i n Section 25. 

Q. And t h a t was obtained on the basis of farmouts 

they got i n July of 2001? 

A. That's correct. 

Q. I s n ' t i t t r u e t h a t i t was represented t o Judge 

Clingman i n Lea County t h a t although Ocean had been 

assigned an i n t e r e s t by Arrington i n the Stokes Hamilton 

leases, they had decided t o reassign t h a t acreage t o Mr. 

A r r i n g t o n because they no longer wanted any i n t e r e s t i n the 

top leases? 

A. Now, re s t a t e t h a t f o r me, please. 

Q. Sure. Do you r e c a l l t h a t i t was represented t o 

the Court, Judge Clingman i n Lea County, t h a t Ocean Energy, 

who has farm-in acreage i n 25 but also has alleged Stokes 

Hamilton top lease, t h a t Ocean Energy represented t o the 

Court t h a t t h e i r i n t e n t i o n was t o dispose of t h a t acreage, 

i f you w i l l , reconvey i t t o Mr. A r r i n g t o n so t h a t they no 
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longer claimed an i n t e r e s t i n the Stokes Hamilton top 

leases? 

A. That's c o r r e c t , t h a t was our understanding. 

Q. Okay. To date we haven't seen t h a t reassignment, 

but t h a t ' s our understanding of what they intend t o do? 

A. That's c o r r e c t . 

MS. RICHARDSON: Nothing f u r t h e r , pass the 

witness. 

CHAIRMAN WROTENBERY: Mr. Ca r r o l l ? 

CROSS-EXAMINATION 

BY MR. CARROLL: 

Q. Mr. P h i l l i p s , one of the things t h a t an operator 

accomplishes when he does a force-pooling a c t i o n i s , he 

gets — he can get the D i v i s i o n or the Commission t o assess 

a penalty t o those p a r t i e s who do not j o i n i n and pay t h e i r 

share; i s t h a t correct? 

A. That i s cor r e c t . 

Q. I f an operator does as TMBR/Sharp i s doing and 

f a i l s t o force pool p r i o r t o d r i l l i n g of the w e l l , the 

operator forgoes the opportunity t o have a r i s k penalty 

assessed against any p a r t i e s who do not j o i n i n and pay 

t h e i r share of the w e l l up fro n t ? 

A. I believe t h a t , I take your word f o r t h a t . 

Q. A l l r i g h t . I t ' s your testimony t h a t TMBR/Sharp 

has waited some s i x months t o f i l e the force pooling on the 
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north h a l f of Section 25, u n t i l j u s t r e c e n t l y , and t h a t was 

because you thought i t was necessary t o beat Ocean t o the 

f i l i n g of a force-pooling a c t i o n ; i s t h a t correct? 

A. That was one of the reasons, yes. 

Q. Was there any other reasons? 

A. The other reason i s , i t was one of the only 

actions or options we had ava i l a b l e t o us at the time. We 

could stand s t i l l and watch a l l of t h i s go on, or we could 

engage and t r y t o — 

Q. Okay, as an option, you can f i l e the force 

pooling, and you may be awarded operatorship and also be 

awarded the l o c a t i o n of your choice; i s n ' t t h a t correct? 

A. We had not permit at the time. I t was my 

understanding t h a t permits and pooling are two d i f f e r e n t 

t r a c t s and t h a t the operator holding the permit c o n t r o l l e d 

the pooling process. 

Q. The operator who holds the APD c o n t r o l s the 

pooling process; i s t h a t what you're saying? 

A. Right. 

Q. Then why d i d you even bother t o f i l e a pooling 

a p p l i c a t i o n ? 

A. We hoped t o be able t o get our APD a t t h i s 

hearing or one of these hearings. We hadn't given up on 

being granted an APD. 

MR. CARROLL: I have nothing else. 
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CHAIRMAN WROTENBERY: Commissioners? 

COMMISSIONER BAILEY: Tom, I'm f u l l y confident 

t h a t you know the O i l and Gas Act forwards and backwards. 

I s — 

MR. KELLAHIN: May I have counsel? 

(Laughter) 

MR. KELLAHIN: Mr. Carr i s back here. 

CHAIRMAN WROTENBERY: He wants t o take the F i f t h . 

COMMISSIONER BAILEY: I s there a p r o v i s i o n t h a t 

designates where f i l i n g s have t o be made i n the county? 

MR. KELLAHIN: I n the O i l and Gas Act? 

COMMISSIONER BAILEY: Yes. 

MR. KELLAHIN: No, ma'am. I t doesn't s p e c i f y 

t h a t . 

COMMISSIONER BAILEY: That's an O i l Conservation 

D i v i s i o n regulation? 

MR. KELLAHIN: Were you asking — I'm sorry, I 

did n ' t hear. 

COMMISSIONER BAILEY: I s there an OCD r e g u l a t i o n , 

or i s i t i n the O i l and Gas Act which declares t h a t f i l i n g s 

have t o be made i n the county? 

MR. KELLAHIN: For the designation of a pool 

u n i t ? 

COMMISSIONER BAILEY: Right. 

MR. KELLAHIN: You can f i n d i t i n the forms i n 
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terms of a de c l a r a t i o n by the applicant, the operator, t o 

the D i v i s i o n as t o h i s spacing u n i t . We do t h a t w i t h the 

C-102, and t h a t p e r m i t t i n g process i s a di s c l o s u r e t o the 

D i v i s i o n t h a t I propose the dedication of a c e r t a i n 

c o n f i g u r a t i o n . 

Whether t h a t s a t i s f i e s your lease o b l i g a t i o n s — 

and those lease o b l i g a t i o n s sometimes are d i f f e r e n t l y 

phrased language — some lease o b l i g a t i o n s s p e c i f i c a l l y 

t e l l you t h a t i t must be a recorded instrument f i l e d w i t h 

the county c l e r k . This lease doesn't say t h a t . 

COMMISSIONER BAILEY: But a s t a t u t e or an OCD 

r e g u l a t i o n would supersede any kind of lease terms, 

wouldn't i t ? 

MR. KELLAHIN: You can c e r t a i n l y make t h a t 

argument. 

COMMISSIONER BAILEY: Okay. 

MR. CARROLL: Commissioner Bailey, i f I may add, 

because the question you j u s t asked or phrased i s the issue 

t h a t i s before the D i s t r i c t Court i n Lea County, and I 

t h i n k Mr. K e l l a h i n i s correct, there i s no — the O i l and 

Gas Act does not s p e c i f i c a l l y make a requirement, i t i s 

more a con t r a c t u a l requirement. You f i n d i t i n the lease 

and you have t o i n t e r p r e t the lease. 

Now, there i s one a d d i t i o n a l s t a t u t e , and t h i s i s 

one of the issues t h a t has been argued i n the D i s t r i c t 
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Court and which w i l l be one of the issues t h a t w i l l be 

appealed t o the Court of Appeals, i s t h a t there i s a 

s t a t u t e t h a t says a l l f i l i n g s t h a t deal w i t h the ownership 

of r e a l property, of which minerals are one, have t o be i n 

the county. And t h a t has been the argument of A r r i n g t o n , 

i s t h a t t h i s f i l i n g i n the OCC i s not s u f f i c i e n t . 

We've also argued — and again, t h i s i s the 

argument i n the D i s t r i c t Court, not here — but the problem 

i s , i s i f you look a t the lease the contract says you s h a l l 

f i l e i t i n the county where the land i s located. 

Well, t h a t lease p r o v i s i o n -- what would i t mean 

i f you went t o Chaves County, because there's no O i l 

Conservation Commission or D i v i s i o n o f f i c e i n Chaves 

County? There's one i n Eddy County and there•s one i n Lea 

County, and there's one up i n the northwest i n San Juan 

County. There's only four o f f i c e s outside — or three 

o f f i c e s outside of Santa Fe. 

That i s , i n a n u t s h e l l , the problem before the 

court system r i g h t now. And so, t h a t ' s the issue — you've 

h i t i t r i g h t on the head — as t o what's t r o u b l i n g these 

p a r t i e s as t o what was the e f f e c t of f i l i n g the C-102 or 

not f i l i n g the designation of pooling i n the county 

records. 

COMMISSIONER BAILEY: Thank you both very 

much. I appreciate your help on t h a t . 
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I do have another question, though. 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. I n the lease, i n the very — paragraph 2, i t says 

t h a t the lease s h a l l remain i n e f f e c t f o r three years and 

so long as there i s o i l and gas produced i n said land. 

I s the Blue Fin 24 s t i l l producing? 

A. I t i s . 

Q. So i s there t r u l y an urgency f o r t h i s s i x months 

between d r i l l i n g , even though the lease i s s t i l l 

perpetuated by production from the Blue Fin 24? 

A. The primary term of the Blue Fin 24 lease had 

expired, so we're now under the continuous development 

phase of the lease. 

COMMISSIONER BAILEY: Okay, thank you. 

MS. RICHARDSON: I f you could e x p l a i n , j u s t so i t 

w i l l be i n the record c l e a r . The continuous development 

phase of the lease means p r e c i s e l y what? 

THE WITNESS: I t means t h a t every 180 days you 

have t o have d r i l l e d a w e l l or be producing hydrocarbons 

from a new l o c a t i o n or horizon on the lease, i n order f o r 

the lease t o perpetuate. I t i s an extension of the lease 

outside the primary term. 

MS. RICHARDSON: The lease w i l l perpetuate as t o 

the acreage held by the Blue Fin 24? 
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THE WITNESS: Correct. 

MS. RICHARDSON: But the remaining acreage — 

THE WITNESS: The remaining acreage — 

MS. RICHARDSON: -- under 2 5 — 

THE WITNESS: — outside the p r o r a t i o n u n i t held 

by the Blue Fin 24 i s perpetuated by continuous d r i l l i n g . 

CHAIRMAN WROTENBERY: Thank you. 

THE WITNESS: The Blue Fin 24 p r o r a t i o n u n i t w i l l 

be held so long as the w e l l produces and i t ' s not 

i n t e r r u p t e d . And there's i n t e r r u p t i o n language i n there, 

every 60 days or something l i k e t h a t . 

MS. RICHARDSON: And what i s the Blue Fin — I 

know you've checked on i t today. What i s i t producing 

today? 

THE WITNESS: We have — I n preparation t o f r a c , 

f r a c t u r e - s t i m u l a t e the Blue Fin 24 i n the primary zone, the 

chert d e t r i t u s , we had acidized i t on Monday, and we've 

cleaned up the acid. I t ' s producing around a m i l l i o n cubic 

f e e t of gas a day r i g h t now, at a flow i n g t u b i n g pressure 

of around 1000 pounds, and at a l i q u i d or condensate r a t e 

of about 170 ba r r e l s of condensate a day. 

We a n t i c i p a t e f r a c ' i n g t h a t w e l l i n the morning. 

MS. RICHARDSON: Okay, thank you. Nothing 

f u r t h e r . 

CHAIRMAN WROTENBERY: Commissioner Lee, any 
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questions? 

COMMISSIONER LEE: (Shakes head) 

CHAIRMAN WROTENBERY: Mr. Ross? 

MR. ROSS:' Maybe one. 

CHAIRMAN WROTENBERY: We may s t i l l have a few 

more questions f o r you, don't go away. 

Okay. 

EXAMINATION 

BY MR. ROSS: 

Q. Mr. P h i l l i p s , I understood Mr. Nearburg t o say 

th a t a t some p o i n t there was something, i n f a c t , f i l e d w i t h 

the County Clerk; i s t h a t correct? 

A. There was. A f t e r we d r i l l e d the w e l l we f i l e d a 

designation of pool u n i t w i t h the County Clerk. 

Q. When was t h a t document — We don't have i t i n 

f r o n t of us. When was t h a t document f i l e d or recorded, do 

you know? 

A. I t was — Do you have that? I t was i n J u l y , I'm 

not c e r t a i n of the date. Our lease allows us t o f i l e t h a t 

document before or a f t e r d r i l l i n g the w e l l . 

MR. ROSS: Can we get t h a t document? I s t h a t 

possible? 

MR. KELLAHIN: Be happy t o submit t h a t t o you, 

s i r . 

MS. RICHARDSON: And may I say, there i s no 
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question t h a t Judge Clingman on the t i t l e has addressed a l l 

the concerns, a l l the arguments t h a t Mr. A r r i n g t o n has 

rais e d , and has concluded as a matter of law — no f a c t 

questions — as a matter of law, t h a t our lease i s v a l i d , 

t h a t we di d what we needed t o do t o pool i t and extend i t 

beyond the primary term. So I t h i n k i n s o f a r as what the 

Commission does w i t h t h i s matter, t h a t t i t l e matter has 

been decided by Judge Clingman. I t i s c e r t a i n l y subject t o 

appeal. 

But as of now the law of the case, i f you w i l l , 

i s what Judge Clingman has said. And t h a t i s , our lease i s 

good, the top lease i s i n v a l i d and has been from the time 

we spudded and completed the w e l l . 

MR. ROSS: Judge Clingman's order i s k i n d of 

ter s e . 

MS. RICHARDSON: Yes. 

MR. ROSS: I t might help us i f we had — 

MS. RICHARDSON: I f you had the motion. 

MR. ROSS: — the motions, r i g h t . 

MS. RICHARDSON: I t i s i n t h i s stack of paper. I 

was hoping not t o have t o get down on my hands and knees t o 

r e t r i e v e i t , but maybe someone more a g i l e than me can f i n d 

i t . 

MR. ROSS: Well, we don't need i t r i g h t now, but 

i t would be nice t o have a copy. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

102 

MS. RICHARDSON: No, we knew i t was and we 

an t i c i p a t e d t h a t when we were preparing yesterday. We 

thought t h i s order doesn't make sense unless you can see 

the prayer. So th a t ' s a good po i n t . 

MR. ROSS: I have nothing f u r t h e r . Thanks. 

MR. MONTGOMERY: Mr. C a r r o l l , do you want one of 

these? 

MR. CARROLL: I might as w e l l have whatever you 

can give me. 

MS. RICHARDSON: And I ' l l represent t o the 

Commission, t h i s i s what was attached t o our supplemental 

APD f i l i n g t h a t — you know, where we j u s t received a 

permit on 25. And very f r a n k l y , we were surpr i s e d t h a t i t 

was granted. We thought t h a t was what you a l l were going 

t o be deciding today. But j u s t t o say i t was an unusual, 

t h i c k f i l i n g , and I'm not sure how i t got under the radar 

screen. And we don't r e a l l y know what the D i s t r i c t 

thought, but we j u s t wanted t o br i n g t h a t t o your 

a t t e n t i o n . 

CHAIRMAN WROTENBERY: Thank you. Did you have 

anything f u r t h e r f o r — 

MR. ROSS: Oh, no. Thanks. 

CHAIRMAN WROTENBERY: — f o r Mr. P h i l l i p s ? 

Thank you, Mr. — Well, l e t me ask f i r s t , d i d you 

have any follow-up, Ms. Richardson? 
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MS. RICHARDSON: Nothing f u r t h e r , thank you. 

CHAIRMAN WROTENBERY: Mr. C a r r o l l ? 

MR. CARROLL: No. 

CHAIRMAN WROTENBERY: Thank you very much f o r 

your testimony, Mr. P h i l l i p s . 

THE WITNESS: Thank you. 

MR. KELLAHIN: That concludes our presentation of 

witnesses. 

CHAIRMAN WROTENBERY: Okay, and we need t o take 

care of these e x h i b i t s , I t h i n k . What do you want t o do 

w i t h these? 

MR. KELLAHIN: I've l o s t t r a c k of the next 

sequence. 

MS. RICHARDSON: We would l i k e t o admit 1 through 

17, which was the o r i g i n a l ones we gave you, and then t o 

make what we j u s t handed you, which was our Motion f o r 

Summary Judgment, Number 18, and t o ask t h a t t h a t be 

admitted also. 

MR. CARROLL: There i s no o b j e c t i o n , and t h a t was 

a p r i o r agreement between counsel. 

w i l l be admitted as evidence. 

And Mr. Ross has also asked f o r a copy of the 

CHAIRMAN WROTENBERY: Okay. 

MS. RICHARDSON: Thank you. 

CHAIRMAN WROTENBERY: Then E x h i b i t s 1 through 18 
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f i l i n g t h a t was made — 

MS. RICHARDSON: Yes. 

CHAIRMAN WROTENBERY: — w i t h the county of the 

u n i t designation f o r the --

MS. RICHARDSON: Yes, why don't we designate t h a t 

as Number 19, and w e ' l l t r y t o get t h a t over t o you as soon 

as possible? 

CHAIRMAN WROTENBERY: Any o b j e c t i o n , Mr. C a r r o l l ? 

MR. CARROLL: No. 

CHAIRMAN WROTENBERY: Okay, when we receive t h a t 

w e ' l l make t h a t p a r t of the record as w e l l . 

MS. RICHARDSON: Thank you. 

CHAIRMAN WROTENBERY: Okay, thank you. Anything 

f u r t h e r , then? 

MR. KELLAHIN: I f you'd l i k e a c l o s i n g summary? 

CHAIRMAN WROTENBERY: Well, we need t o hear from 

Mr. C a r r o l l , but I would l i k e t o take j u s t a short break 

here f o r j u s t f i v e minutes before we — 

MR. CARROLL: A l l we have t o do i s j u s t put i n 

our e x h i b i t s , and then w e ' l l be through, because — we sent 

our witnesses home, because they were going t o i d e n t i f y 

these four e x h i b i t s — 

CHAIRMAN WROTENBERY: Uh-huh. 

MR. CARROLL: And th a t ' s a l l t h a t remains — 

CHAIRMAN WROTENBERY: Okay. 
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MR. CARROLL: — Commissioner Wrotenbery. 

CHAIRMAN WROTENBERY: Okay, so we should go 

ahead, then? 

MR. CARROLL: Well, we could, and then w e ' l l be 

through. 

CHAIRMAN WROTENBERY: Okay, sounds good. 

MR. CARROLL: P r i o r t o today's hearing we have 

submitted E x h i b i t s 1 through 4, they were sent — and give 

the court r e p o r t e r a copy and Mr. Ross a copy, I believe. 

These four e x h i b i t s , by s t i p u l a t i o n of counsel 

we've agreed t o allow them t o come i n on behalf of David 

A r r i n g t o n . 

Those four e x h i b i t s are — E x h i b i t 1 i s the 

farmout agreement dated September 10, 2001, between David 

A r r i n g t o n and Ocean Energy. 

E x h i b i t 2 i s the l e t t e r dated 2-11-02. This 

would be the l e t t e r from myself t o Mr. K e l l a h i n advising 

him of our o f f e r t o release Section 23 APD. 

Ex h i b i t 3 i s the — there has been some mention 

of an Ocean AMI agreement w i t h David A r r i n g t o n . That 

agreement predates a l o t of t h i s s t u f f . I t goes back t o — 

i f I can read my ty p i n g here, i t was December 12th of 2000. 

That i s E x h i b i t 3. 

And then there has been one other order, and 

f r a n k l y I don't know t h a t i t has a l o t of relevance. There 
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was a motion f o r summary judgment f i l e d w i t h respect t o 

t o r t i o u s i n t e r f e r e n c e claimed i n the s t a t e court case. 

That motion was denied, and tha t ' s what E x h i b i t Number 4 

i s , j u s t a denial of t h a t . 

And w i t h t h a t , I t h i n k there's been a tremendous 

amount of argument t h a t has already preceded t h i s case. I 

don't know t h a t we need any f u r t h e r , but — I would opt 

t h a t we would not have any f u r t h e r , but I t h i n k a l l of t h i s 

has been explained q u i t e adequately by counsel p r i o r t o 

t h i s p o i n t i n the hearing. 

CHAIRMAN WROTENBERY: Thank you, Mr. C a r r o l l . We 

w i l l admit E x h i b i t s Number 1 through 4 i n t o the record as 

evidence. 

The Commissioners may have some questions f o r 

you. 

Commissioner Bailey? 

COMMISSIONER BAILEY: I can't t h i n k of any. 

CHAIRMAN WROTENBERY: Commissioner Lee? 

COMMISSIONER LEE: (Shakes head) 

CHAIRMAN WROTENBERY: Mr. Ross? 

MR. ROSS: No, I don't believe so. Thank you. 

CHAIRMAN WROTENBERY: I may be the only one. 

I d i d want t o ask you — 

MR. CARROLL: Cer t a i n l y . 

CHAIRMAN WROTENBERY: — about Arrington's 
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p o s i t i o n on the t i t l e question, now t h a t the Court has 

entered a r u l i n g on the motion f o r summary judgment. What 

does t h a t do t o Arrington's claim t o t i t l e and the r i g h t t o 

d r i l l the w e l l i n Section 5 and — 25 i n p a r t i c u l a r ? 

MR. CARROLL: Well, f i r s t of a l l , the order i s 

i n t e r l o c u t o r y . I t ' s not a f i n a l order. And there w i l l be 

no f i n a l order u n t i l such time as the whole case i s 

decided. 

I t h i n k Mr. Ross was qu i t e apt and -- when he 

looked a t t h a t order he said i t was qu i t e t e r s e . Well, i t 

d i d n ' t say anything, and i t d i d n ' t order t h a t anything be 

done. I t j u s t said t h a t the motion f o r summary judgment 

was granted w i t h respect t o t h e i r motion, the P l a i n t i f f ' s 

motion, and i t was denied w i t h respect t o the Defendant's 

motion. 

With respect t o th a t issue, David A r r i n g t o n f e e l s 

t h a t t h a t ' s t o t a l l y i n c o r r e c t , t h a t the D i s t r i c t Court 

misconstrued the law, i t misconstrued the f a c t t h a t there 

i s a c o n t r o l l i n g state s t a t u t e which says t h a t no f i l i n g 

can a f f e c t a r e a l property i n t e r e s t unless i t ' s done w i t h 

the county c l e r k . Judge Clingman ignored t h a t s t a t u t e . 

So, you know, there are a number of good l e g a l 

issues t h a t are s t i l l out there t h a t need t o be resolved. 

The Court was not i n c l i n e d t o grant the decree, 

the language would have — which would have allowed an 
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i n t e r l o c u t o r y appeal. He kept i t in-house, so t o speak, he 

did not do t h a t language. So we are now going t o have t o 

wait u n t i l the e n t i r e case i s through before we can appeal 

i t and get some f i n d i n g as t o the correctness of the 

D i s t r i c t Court's r u l i n g . 

So i n a n u t s h e l l , we t h i n k the D i s t r i c t Court was 

absolutely wrong, and we won't back down from t h a t 

p o s i t i o n . 

We s t i l l believe t h a t there i s a strong issue 

here as t o the t i t l e questions about the Stokes Hamilton 

lease. Who owns i t ? That issue i s not decided. 

However, I t h i n k t h a t you might guess from my 

e a r l i e r statements, t h a t r e a l l y i s not t h a t important when 

you look a t what we have when we have a fo r c e - p o o l i n g 

s t a t u t e . That w i l l allow p a r t i e s t o move ahead and — 

a c t u a l l y , i f they have t o — you know, i f there i s a need 

t o d r i l l a w e l l , what have you, t h a t f o r c e - p o o l i n g s t a t u t e 

sets up the — i n other words, a party i n t h i s s t a t e . . . 

Now, Texas i s d i f f e r e n t . As you are aware, there 

i s no force-pooling s t a t u t e . But i n the State of New 

Mexico, Oklahoma and a few other s t a t e s , there i s a f o r c e -

pooling s t a t u t e which allows or keeps some holdout from 

keeping a w e l l from being d r i l l e d . And t h a t ' s the — I 

guess, the main impetus behind a force-pooling s t a t u t e . 

And i f the p a r t i e s want t o — You know, a l l they have t o do 
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i s f i l e a force-pooling a c t i o n , and you get i t — and of 

course we've had — there's plenty of guidance i n the 

s t a t u t e i t s e l f and from p r i o r hearings and orders t h a t have 

been entered by the Commission and the D i v i s i o n as t o what 

are the important issues? 

CHAIRMAN WROTENBERY: Did A r r i n g t o n have an 

i n t e r e s t i n the Huff top leases a t the time A r r i n g t o n 

applied f o r d r i l l i n g permits i n Section 25 and Section 23? 

MR. CARROLL: I t h i n k i f you have t o say 

equitable, yes, most d e f i n i t e l y . 

Mr. Huff was out there acquiring those top leases 

at the request of Mr. Arrington. The money t h a t was used 

t o pay f o r them was Mr. Arrington's money. 

So i t was — This was a tr u e s i t u a t i o n where you 

had a contract landman doing your work f o r you. So — I t 

was always Mr. Arrington's i n t e r e s t t h a t was being pursued 

out there i n the process of acquiring the top leases. 

CHAIRMAN WROTENBERY: Okay, I t h i n k t h a t ' s a l l I 

have f o r Mr. C a r r o l l . 

Anybody else have anything? 

Mr. K e l l a h i n and Ms. Richardson — 

MS. RICHARDSON: We'd j u s t l i k e t o make a c l o s i n g 

statement, but we surely would l i k e t h a t break, i f you 

don't mind. 

CHAIRMAN WROTENBERY: Okay, I could use one too, 
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so w e ' l l take j u s t f i v e minutes. Thank you. 

(Thereupon, a recess was taken at 3:20 p.m.) 

(The f o l l o w i n g proceedings had at 3:25 p.m.) 

CHAIRMAN WROTENBERY: Okay, I'm not sure who's 

going t o do the cl o s i n g statement. Ms. Richardson? 

MS. RICHARDSON: Thank you. 

May i t please the Commission, we're r e a l l y here 

today i n these de novo hearings asking the same question 

and seeking the same r e l i e f as we di d from the D i v i s i o n , 

and t h a t i s , we're asking f o r our permit t o d r i l l and t h a t 

Mr. Arrington's permit be vacated. 

The D i v i s i o n i n s t r u c t e d us t h a t there are two 

ru l e s about p e r m i t t i n g , or perhaps three. You have t o f i l l 

out an appropriate APD, you have t o have co l o r a b l e t i t l e , 

and you have t o have dedicated the acreage. 

There i s no question i n t h i s record but t h a t when 

Mr. A r r i n g t o n obtained h i s Section 25 permit i n J u l y of 

2001, he had no t i t l e , no record t i t l e . Mr. C a r r o l l has 

argued he had equitable t i t l e from Mr. Huff i n the top 

leases, and i n the same breath he says i f you're going t o 

a f f e c t t i t l e you've got t o f i l e i t i n the county records. 

When Mr. A r r i n g t o n received h i s permit, there was nothing 

f i l e d i n the county records t h a t gave him any i n t e r e s t i n 

the Stokes Hamilton lease. 

But even i f you assumed you could l i n k Huff's 
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i n t e r e s t i n the top leases t o Arrington when A r r i n g t o n got 

his permit i n July of 2001, the Court i n Lea County has 

decided — and the D i s t r i c t said t h a t was h i s job, t o 

decide t i t l e . And he has done t h a t . 

He has said, based on a l l the evidence — there 

are no f a c t questions, and as a matter of law, matter of 

law, our base lease i s good and the top lease i s not good. 

Therefore, we're at a crossroads. 

Two permits have been granted on 25, one f o r us, 

one f o r A r r i n g t o n . The Commission has said — or the 

D i v i s i o n has said t h a t you need t o be f i r s t i n time f o r 

your permit w i t h colorable t i t l e . Colorable t i t l e has now 

been removed f o r Mr. Arrington. We're now the one w i t h 

t i t l e , not j u s t colorable t i t l e but t i t l e decided by a 

d i s t r i c t judge. 

What we would ask i s t h a t the Commission vacate 

hi s permit, honor our permit, l e t us d r i l l and then l e t us 

pool, because t h a t ' s the p o s i t i o n we would have been i n but 

f o r A r r i n g t o n obtaining h i s permit at a time when he knew 

he d i d n ' t know whether h i s top lease was any good. 

That's the only t h i n g you know f o r sure about top 

leases. Unless you have a release or a cou r t d e c l a r a t i o n , 

you can't be sure your leases become e f f e c t i v e . 

Based on Mr. Arrington's conversation w i t h Mr. 

P h i l l i p s , A r r i n g t o n never intended t o d r i l l . He only 
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intended t o block us from obtaining our permits so t h a t our 

lease would run out and we would lose our acreage i n 25 and 

23. That was h i s sole purpose. He d i d n ' t commit any 

money, any time, any e f f o r t . A l l he d i d was o b t a i n h i s 

permits and block our d r i l l i n g , which as of t h i s time he 

has successfully done. 

We would ask the Commission not t o ret r a d e what 

Judge Clingman had already done, because he said our t i t l e 

i s good and the top lease i s not good, but t o do what the 

Commission has j u r i s d i c t i o n over, and we believe the f a i r 

and r i g h t t h i n g t o do: Validate our permit, withdraw h i s , 

l e t us d r i l l and then pool. 

As f o r p r o t e c t i o n of c o r r e l a t i v e r i g h t s f o r the 

promotion of d r i l l i n g , f o r the production of o i l and gas, 

our c l i e n t has spent north of $7 m i l l i o n , not j u s t i n the 

area, but i n these three sections, 23, 24 and 25. 

I t h i n k the law i s i n our favor, I t h i n k the 

e q u i t i e s are i n our favor. And we have been having t o 

f i g h t t h i s b a t t l e several d i f f e r e n t places, i n Lea County, 

i n two d i f f e r e n t a p p l i c a t i o n s before the D i v i s i o n , pooling 

a p p l i c a t i o n , and now before the Commission. And we're not 

complaining about t h a t , because t h a t ' s the process i t i s . 

But I t h i n k t h a t the Commission a t t h i s p o i n t has the power 

t o shut t h i s down i f they vacate h i s , grant ours and l e t us 

d r i l l and then pool. 
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The r i s k t h a t we're wrong on our t i t l e and t h a t 

he's r i g h t , we're t a k i n g on our shoulders. Mr. C a r r o l l i s 

extremely able counsel, and I know he i s going t o make 

compelling arguments t o the Court of Appeals and the New 

Mexico Supreme Court about t i t l e l a t e r . But i f we're wrong 

i t w i l l be answerable i n damages, and t h a t w i l l be a matter 

f o r the court system t o take up. A l l t h a t t h i s Commission 

can do here i s t o decide whose permit i s good. I f we can't 

get a permit, obviously we can't d r i l l . And t h a t ' s why 

we're here. 

CHAIRMAN WROTENBERY: Thank you, Ms. Richardson. 

Mr. Carr o l l ? 

MR. CARROLL: I th i n k I could go on and on and on 

and bore the Commissioners t o tears. I t h i n k my only 

comments i n c l o s i n g are di r e c t e d towards two th i n g s . 

One, remember the opening statements t h a t were 

made i n t h i s case and do not allow your a t t e n t i o n t o be 

drawn away from the r e a l issues here, and t h i s i s the 

a p p l i c a b i l i t y of the force-pooling s t a t u t e and how i t 

r e a l l y c o n t r o l s t h i s issue, because I t h i n k the issues 

about an APD are j u s t side issues. 

The other t h i n g i s , I t h i n k the Commission should 

discount Counsel's remarks about Mr. Arrington's motives, 

t h a t he was doing — he was out there, up t o no good, and 

he was doing things j u s t t o hu r t TMBR/Sharp. The problem 
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i s , should the Court reverse — the Court of Appeals 

reverse i t s e l f , then those statements are out the window. 

A r r i n g t o n was doing what i t was supposed t o be doing, i t 

was p r o t e c t i n g i t s r i g h t s . 

Those issues are not germane t o t h i s case. 

They're done t o t r y t o garner support where they don't 

belong. We have l e g a l issues, and those are the f o r c e -

pooling s t a t u t e and i t s a p p l i c a b i l i t y and how you go about 

i t and what i t says. 

And I t h i n k those are the things t h a t t h i s 

Commission must focus i t s e l f upon, i s what i s the r e a l 

l e g a l issues here? Not about the issues t h a t someone wants 

t o make up about how they've been h u r t , how much money 

they've spent. We know Ocean's spent a tremendous amount 

of money, David Arrington's been i n t h i s area forever. 

O i l and gas, when you pursue i t , you've hitched 

y o u r s e l f t o t h a t wagon, you're going t o spend a tremendous 

amount of money. Some people make i t back and make a 

p r o f i t , but not everyone does. That's j u s t one of the — 

That's what happens i n the game tha t ' s played here. 

So w i t h t h a t , I would ask t h a t the Commission 

remember my representations as t o what David Arrington's 

p o s i t i o n i s now because of what has happened i n the 

D i s t r i c t . I t has made c e r t a i n representations, and we 

stand by those representations. 
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Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. C a r r o l l . 

With t h a t , I t h i n k w e ' l l take t h i s case under 

advisement. 

I d i d want t o c l a r i f y one item f o r the record. 

Ms. Davidson and I had promised Ms. Johnson t h a t we would 

c l a r i f y one f i n d i n g t h a t was i n my order r u l i n g on the 

motion of Ar r i n g t o n t o continue t h i s case past today's 

date. 

There was a f i n d i n g i n t h a t order t h a t 

Arrington's motion f i l e d on t h i s date j u s t two business 

days p r i o r t o the hearing i s untimely. 

We learned a f t e r t h i s order was issued t h a t t h a t 

motion had been f i l e d e a r l i e r i n the week, and we had 

in a d v e r t e n t l y returned i t t o Mr. C a r r o l l ' s o f f i c e . 

So j u s t f o r the record, we had received t h a t 

motion e a r l i e r the same week, and apologize f o r the 

confusion there. I t wouldn't have changed the r e s u l t s of 

the decision on the motion, but we j u s t wanted t o c l a r i f y 

f o r the record. 

MS. RICHARDSON: Madame Chairman, we j u s t wanted 

the record t o be cle a r t h a t we are not denying the 

a p p l i c a b i l i t y of the pooling s t a t u t e s . We understand t h a t 

we are bound by them. 

But since the pooling s t a t u t e s t a l k about i f 
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you're going t o pool, you must dedicate lands — and th a t ' s 

what you do when you f i l e f o r an APD, you dedicate acreage. 

And because i t also says you can u t i l i z e the pooling 

s t a t u t e a f t e r you d r i l l , our p o s i t i o n simply i s because the 

p e r m i t t i n g process preceded the pooling processes by s i x 

months, t h a t the f i r s t i n time ought t o be dominant and 

t h a t the p e r m i t t i n g , i n e f f e c t , ought t o trump the pooling 

p r i o r t o d r i l l i n g . P o s t - d r i l l i n g , i f we have not gotten 

everybody's agreement to p a r t i c i p a t e , then we must f o l l o w 

the compulsory pooling s t a t u t e s . 

Just t o c l a r i f y t h a t p o i n t . Thank. 

CHAIRMAN WROTENBERY: Okay, at t h i s time, then, 

w e ' l l take t h i s case under advisement. We'll do our very 

best t o issue an order i n t h i s case a t the next Commission 

meeting, which w i l l be on A p r i l 26th, 2002. 

MR. KELLAHIN: Thank you. 

CHAIRMAN WROTENBERY: Thank you very much f o r 

your testimony and your presentations. 

Thereupon, these proceedings were concluded at 

3:36 p.m.) 

* * * 
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by the Oil Conservation Commission. 

APPEARANCE OF PARTIES 

APPLICANT ATTORNEY 

TMBR/Sharp Drilling, Inc. 
P. O; Box 10970 
Midland, Texas 79702 
(915) 699-5050 

attn: Tom Bell 

W. Thomas Kellahin 
KELLAHIN & KELLAHIN 
P..O. Box 2265 
Santa Fe, NM 87504 
(505) 982-4285 

Susan Richardson, Esq. 
Richard Montgomery, Esq. 
Cotton. Bledsoe, Tighe & Dawson 
500 W. Illinois 
Midland, Texas 79701-4437 
(915) 684-5782 
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OPPOSITION OR OTHER PARTY ATTORNEY 

David H. Arringion Oil & Gas Inc. Earnest Carroll, Esq. 

RELIEF REQUESTED 

(1) There exists a dispute between TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") 
and David H. Arrington Oil & Gas Inc. ("Arrington") over operations in Section 25 and 
the E/2 of Secuon 23, T16S, R35E, NMPM. Lea County, New Mexico: 

(a) TMBR/Sharp seeks^APD for this Blue Fin "25" Well 
No. 1 for the N/2 of Sbetfon 25: 

(b) Arrington seeks a* APD for this Triple Hackle Dragon 
"25" Well No. 1 for the W/2 of Section 25; 

and 

(c) Arrington's C-102 for Blue Drake 23 Well No. 
E/2 Section 23, T16S, R35E 

(d) TMBR/Sharp's C-102 for Leavelle 23 Well No. 1 
E/2 Section 23, T16S, R35E 

(2) Both TMBR/Sharp and Arrington have filed with the Division (OCD-Hobbs) 
competing Applications for Permit to Drill ("APD") 

(3) The competing APDs are in conflict with each other in that the drilling of these 
two wells by one party will preclude the drilling of the other two wells by the other 
party. 
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(4) The Supervisor of the Hobbs Office of the Division has approved the two 
Arrington APDs and correspondingly denied the two TMBR/Sharp APDs. t v w C \, 

1 (5) Arrington obtained approval of its applications for permits to drill predicated 
upon its assumption that two oil & gas leases held by TMBR/Sharp had expired and that 
two "top leases" now held by Arrington are in effect. 
* 

* (6) Except for Arrington's actions in claiming the top lease interest it had no 
interest in the W/2 of Section 25 TMBR/Sharp's APD would have been approved. 

(7) TMBR/Sharp appealed this action to the Division which held a hearing on 
September 20, 2001. 

(8) On December 13, 2001, the Division entered Order R-l 1700 denied 
TMBR/Sharp's Applications for Permit to Drill ("APDs") because the Division had 
previously approved David H. Arrington's APDs and stated in this order that: 

(a) "(22) "Arrington has demonstrated an least a colorable claim 
of title that would confer upon it a right to drill its proposed 
wells, no basis exists to reverse or overrule the action of the 
District Supervisor in approving the Arrington APDs." 

(b) "(21) The Oil Conservation Division has no jurisdiction to 
determine the validity of any tide, or the validity or 
continuation in force and effect of any oil and gas lease. 
Exclusive jurisdiction of such matters resides in the courts of 
the State of New Mexico" 

(9) The Division also concluded in paragraph (25) of Order R-l 1700 that "...the 
Division has jurisdiction to revoke its approval of any APD in an appropriate case..." 
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(10) On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District 
Court, Lea County, New Mexico seeking a judicial determination of, among other things, 
the validity of Arrington's claim of tide. 

(11) On December 27, 2001, the District Court entered a order holding that 
Arrington's assumptions were wrong and entered Summary Judgment in favor the 
TMBR/Sharp. Arrington's claim of interest in the top leases has failed and 
^MBR/Sharp's leases are still valid. 

(12) Contrary to Division Order R-l 1700, Arrington failed to demonstrate 
"colorable tide" at the time its APDs were approved. 

(13) TMBR/Sharp is now entitied to have its APD issued by the Division without 
inference from Arrington. 

EVIDENCE AND EXHIBITS 

EXHIBIT 1: 

(a) Arrington's C-102 for Triple Hackle Dragon 25 Well No. 1 
W/2 Section 25, T16S, R35E dated 7/17/01 

(b) TMBR/Sharp's C-102 for Bluefin 25 Well No. 1 
N/2 Section 25, T16S, R35E dated 8/7/01 

(c) Arrington's C-102 for Blue Drake 23 Well No. 1 
E/2 Section 23, T16S, R35E dated 7/25/01 

(d) TMBR/Sharp's C-102 for Leavelle 23 Well No. 1 
E/2 Section 23, T16S, R35E dated 8/7/01 
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EXHIBIT 2: 

On July 17, 2001, Arrington filed an application for permit to drill ("APD" including 
Division Form C-101 and Form C-102) and on the same day obtained approval from the 
OCD-Hobbs to drill the Triple Hackle Dragon 25 Well No. 1 in the W/2 of Section 25, 
T16S. R35E, Lea County, New Mexico. 

-EXHIBIT 3: 

On July 30, 2001, Arrington filed an application for permit to drill ("APD" including 
Division Form C-l-1 and Form C-102) and on the same day obtained approval from the 
OCD-Hobbs to drill the Blue Drake 23 Well No. 1 in the E/2 of Section 23, T16S, 
R35E. Lea County, New Mexico. 

EXHIBIT 4: 

On August 8. 2001, TMBR/Sharp filed an APD to drill its Blue Fin 25 Well No. 1 to be 
dedicated to a 320-acre spacing unit consisting of the N/2 of Section 25, T16S, R35E 
stating that the permit granted to Arrington for his Triple Hackle Dragon Well No. 1 with 
a W/2 spacing unit orientation precluded the approval of TMBR/Sharp's application. 

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp's APD. 

EXHIBIT 5: 

On August 8, 2001, TMBR/Sharp filed an APD permit to drill its Leavelle 23 Well No. 
1 to be dedicated to a 320-acre spacing unit consisting of the E/2 of Section 23, T16S, 
R35E stating that the permit granted to Arrington for his Blue Drake 23 Well No. 1 also 
with a E/2 spacing unit orientation precluded the approval of TMBR/Sharp's application. 

On August 8, 2001, the OCD-Hobbs issued a letter/order denying TMBR/Sharp's APD 
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EXHIBIT 6: 

Effective December 7, 1997, Madeline Stokes entered into an oil and gas lease with 
Ameristate Oil & Gas, Inc. ("Stokes Lease") covering, among other lands, the 
NW/4SW/4 and NW/4NE/4 of Section 24, T16S, R35E, Lea County, New Mexico. 

Effective December 7, 1997, Erma Stokes Hamilton entered into an oil and gas lease with 
Ameristate Oil & Gas, Inc. ("Hamilton Lease") covering, among other lands, the 
NW/4SW/4 and NW/4NE/4 of Section 24, T16S. R35E. Lea County, New Mexico; 

TMBR/Sharp is successor to Ameristate. 

The primary term for both of these leases ended at midnight June 6, 2001; 

EXHIBIT 7: 

Effective July 1, 1998, TMBR/Sharp entered into an operating agreement covering lands 
in Lea County, New Mexico including the Hamilton and Stokes' lands. 

TMBR/Sharp contends that the interest claim by Arrington in the NW/4 of Section 25 
subject to a July 1, 1998 Operating Agreement and that its leases of the disputed lease 
acreage were perpetuated by TMBR/Sharp's drilling of the Blue Fin "24" Well No. 1 
which was dedicated to a 320-acre gas spacing and proration unit consisting of the W/2 
of Section 24, T16S, R35E. 

EXHIBIT 8: 

On November 17, 2000, TMBR/Sharp as operator under this operating agreement, filed 
an application for permit to drill its Blue Fin "24" Well No. 1 and to dedicate a 320-acre 
gas spacing and proration unit consisting of the W/2 of Section 24 to the well. The 
permit was approved on November 22, 2000 by the OCD. 
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On March 29, 2001 TMBR/Sharp commenced drilling and on June 29, 2001 completed 
its Blue Fin 24 Well No. 1 for production from the North Townsend Mississippian Gas 
Pool. 

TMBR/Sharp contends that its drilling and completion of the Blue Fin 24 Well No. 1 was 
sufficient to extend the Hamilton and Stokes leases beyond their primary terms. 

EXHIBIT 9: 

On March 27, 2001, Madeline Stokes entered into an oil and gas lease with James D. 
Huff ("Stokes-Huff top lease") which covered the same lands as her lease to Ameristate. 

On March 27, 2001, Erma Stokes Hamilton entered into an oil and gas lease with James 
D. Huff ("Hamilton-Huff top lease") which covered the same lands as her lease to 
Ameristate. 

Arrington's right to drill and operate these wells is predicated upon his assumption that 
two oil & gas leases held by TMBR/Sharp had expired and that two "top leases" are now 
in effect. 

In fact the two "top leases" were obtained on March 27, 2001 by James D. Huff and filed 
of record in Lea County on June 11, 2001. Huffs assignment of these "top leases" was 
not recorded until September 19, 2001, some 6 weeks after the Division had approved 
Arrington's APDs. 

Arrington contends that controls some or all of the operating rights in the Hamilton-Huff 
top lease and the Stokes-Huff top lease. 

Except for the Hamilton/Stokes top Lease Arrington has not interest in the W/.2 of 
Section 15. 
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Exhibits 10: 

On September 10, 2001, Arrington and Ocean Energy, Inc. entered into a Letter 
Agreement that if Arrington was not successful in curing any title dispute for the W/2 of 
Section 25 for Arrington Triple Hackle Dragon 25 Well No. 1, the Ocean would initiate 
compulsory pooling proceeding for a spacing unit consisting of the W/2 of Section 25. 

•Exhibits 11; 

Ocean has initiate such a proceeding in NMOCD Case 12841. 

EXHIBIT 12: 

On December 13, 2001, the Division entered Order R-l 1700 denied TMBR/Sharp"s 
Applications for Permit to Drill ("APDs") because the Division had previously approved 
David H. Arrington's APDs. 

EXHIBIT 13: 

On August 21, 2001, TMBR/Sharp filed litigation in the Fifth Judicial District Court, Lea 
County, New Mexico seeking a judicial determination, among other things, of 
TMBR/Sharp's right to drill and operate wells on the disputed lease acreage. 

On December 27 , 2001, the District Court entered a order holding that Arrington's 
assumptions were wrong and entered Summary Judgment in favor the TMBR/Sharp. 
Arrington's claim of interest in the top leases has failed and TMBR/Sharp's leases are 
still valid. 

As a result of this order Arrington has no operating interest in either the E/2 of Section 
23 nor the W/2 of Section 25. This matter has been conclusively resolved against 
Arrington and demonstrates that Arrington wrongfully obtained the approval of its APDs 
from the Division. Based upon this District Court order, TMBR/Sharp is entitied to have 
its APDs approved and Arrington's revoked. 



Cases 12731 and 12744 (DeNovo) 
TMBR/Sharp Drilling Inc.'s Pre-Hearing Statement 
Page 9-

WITNESSES 

WITNESSES EST. TIME EXHIBITS 

Tom Bell 

Jeffrey D. Phillips 

Randy Watts (land) 

PROCEDURAL MATTERS 

KELLAHIN AND KELLAHIN 

W. Thomas Kellahin 
P.O. Box 2265 
Santa Fe. New Mexico 87504 
(505) 982-4285 
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500 SXS 
1300 sxs 
1200 ax* 

Eikiowcd TOC 

Circulate 
Circulate 

500' above , 
yppcrmost pay" 

" OcujibeAepKjjsoKdpcogim lfe»applk*tia»UtaDiaTBNarKAJC 8AC^ , 

D«o1bl *< Uo-ow traveclun progae, Ifany. »£>Mvwl irwKi it M^^y. C^C^JV^/yV&£^^' 

Set surface casbg at 450'. Circulate cement to surface. Drill 11" hole to 4900'. Set 8 SIT intermediate casing at 
4900*. CitCuhtecerncnttOSur&cc. Install and test BOP's lo 5000 psi. Drill 7 7/8" hole to 13,400'. DST any 
prospective pays. Run 5 W production casing through Mississippian if justified. 

Permit Expire! 1 Year e f 0 m Approve' 
Dato Unleaa Drllilno Undtrway 

" I 'tttkj corrtfV 8W ibe iafonMUon gnmH afcava ta trat tad eaaialaM U H H I 

tl my kflo wl<s>»afryCyti"t-

Hc*»aiw: 

htaMa 

TMr Qaq,Ogl«T 
DajmvLeifei 

I N p M akava M n l tad eaaieiai OIL CONSERVATION DIVISION 

(aaotOftUt 
Tiir. 

^ ^ U l J g fl)Q| 
Co*JWaMatA»p>Mi: 1 

• 

V 

07/17/2001 r w (915)682-6685 

•I 
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rtobfr*. NM 88241-1900 

D (STRICT B 
P. 0. Drnwar 0 0 
Art««*a. NU 8H211 - Q ? 1 8 

I OOO No Scoxoa ftd. 
Attoc * k 97*10 

SUU •( Nev ¥«dc« 
Staarcy. Minaralt. aa* Hatural Re*«ur«*a Daaatlmaat 

OIL CONSERVATION DIVISION 
P. 0. BOK 1088 

Bant* re. NOT Mnlco A?904-tO<MI 

i « - « a - C 

•Ifi i iaw an aaa*. 

feami la »x S»o«a»M« 
ttatrid &«c* 
T t e M t a a > - 4 11«* I 
foa Uaaa - } latUj 

(_} AKXNCS0 IUP0RT 

5 4 n , , r , > 9 7 5 0 7 " J 0 8 a ¥ K l i LDCiJION IND ACUAflS WB»CAT10N PUT 
i MlNaa&aar I I W Caaa 

Se^pas ^ ^ g o 
ocaa> »». 
005338 

Toafttaexwi Mlaaiaafoplan 

TRIPLE-MACKLC 8RAGQN BS 
* OjMTttax Naaataj 

DAVID H. ARRINOTON OIL t GAS COMPANY aaaa' 

Ut ar tat a«. tat %*.[ 
1 ! 

8UWACS LOCATION 
lavwkJa 

t « SOUTH 3S CAST, tiJLt.U. 1113' 
IartI7w» 

HOXTR 
fart rraa» «*« aaaVVatt Uaa C*s»o 

TOO' WS3T LEA 

"BOTTOM H0U5 LOCATION IF DDPFttlaWT fROU SURFACS 
VL at tat aa. 

520 
u *tlak ar larTfl » BaiaaHaaUaa taaa 

Ui. W* Nartk/Bawtfc Uaa ftai fr*% Ika iurt/tm* Uaa C a w * 

NO AUDI*ABU TI1X H ASSIGNED TO TBtS COtmxnON WTO. ALL WTttaTTS HAVX RUH 
CONSOUDATSB OR A HOW -STANDARD UWT HAS 1CEN ATPROVID DT TH1 »r»I«0M 

OPKUTOft CBaTOTCATJON 
/ Aara**- ivrtity t*ef the aVarnavtiM 
OPetetrnje* A f V t l 41 A^4F SHa* Ajr7|B%/# 
A? 4V aaaf aV* M n̂edQe cn& AjaVrT 

7/17/01 

SUarflVOS C1STTJ1CATI0N 
/ *ereby certify that the men 
hcothn shorn en this ptot wee 
ptotte* from (hit nefes mt eettrof 
surveys meee Ay me or under 
my euaenrieier*. 0*0 tfuit the 
seen « irva omd correct M Ma 
>eit of my eettet 

#TMQ 

J . C F . 

JUt-17-0! TU- 12:34 31 FROM:19156824139 TO: PAGE 3 



t By: COTTON BLEDSOE; 

Vl iM> Ji.' K.V.V 3U50977471 
9 '5 682 3672; 23 A j g 01 2 :18P\ l ; j ob 3 7 6 ; ' a g e 2 

N)t J1L * OAS i ^ u , 

l«25 N Prrtch Dr., Hu»K .NM UJ4« 
l l i t l n r l t l 

III Swffc On*. Aj<«... HUIMIO 
biurwllll 
I OOO SJO t<U64 RAO. AAac. UM 17410 
rVfrrirt TV 
J040 5»ulk r*citsca. Saota f«. NM 17X33 

Suie of fUw Mexico 
Energy Mineral! and Natural Re»<nuc;» 

Oil Comcivabuu Oiviituo 
2040 South Pacheco 
Santa Fe.NM B7505 

FonnC-lOl 
RfvuodMwh 17, I'm 

Subrail La i;n*c>nuic OuDiciOfOca 
Sat, LMAI* - 6 Cofun 

Tt* Lute • 5 Opt** 

AMENDED REPORT 

APPLICATION FOR PERMIT TP DRILL. RE-ENTER. DKEFKW. »LUGBACK_ OR ADD A 7f\T<l 
Ofamxx Man* Nki Aadrw 

David IL Arrington Oil & Gas, Inc 
P.O. Box 2071 
MidlaDA Texas 79702 

'PwfonvC^i. I 'trsoat/Vmm 

J L & l A w — . I Blue Drake "23" 

'OCIUDNsfrticr 

30-025. 3 jr̂ tf 

ULcrtM •» L x U t 

I 2? 16S 35E.. 

1 Surface Location 

'WoUNo. 

A 

rmttmam 

1980- South 
'«•i ta L , C—i* 

wt I Lea 
'Proposed Bottom Hole Location If Different from Surface 

U l or fat ft* Satan Ltf iai Ct»«vy 

Townsend MiiMwippiac AJOhth 
"rropoaid fool 3 

'' Wort T>|» 

Gas 
" MuMpfa 

.3,400' 

"CiMc/ IWy 

Rotary 

Miwi»sippUn 
" C « n n 

Hob So* 

3 1 Proposed Casing and Cement Program 
Patterson 

' G n d L f n i a M l B 

3959' 

ASAP 

CiMna«^«tn/»bo« Sici* «f Carol EmmwdTOC 

17 Vi" 13 3/y 
8 5/8" J2£. 

_*5o; 
4900* 

500sxs 
1300 ixa 

Circulate 
Circulate 

7 7/8" 17# 13.400' _j 500'above < 
i upper most pay^r 

" Describe 4« prsaoiol prepvn If (Ui ifplicuion Ulo bUfEN or PLUG BACX, |IV«B< AM* oe tta j>>««ri pr«4uah* lopi B 4 pnpMid w<rproaaĉ r*aDra. ^ 

Set surface casing at 450*. Circulate cement to surface. Drill 11" bole to 4900'. Set 8 5/8" intermediate casing at 
4900'. Circulate anient to surface. Install and test BOP's to 5000 psi. Drill 7 7/8" hole to 13.400'. DST any 
prospective pays Run 5 Vi" production casing through Mississippian if justified. 

Parmit Expirva 1 Year From Approval 
Date Unteaa Diilltng Underway 

" 1 hurty eerS/jr to* *• ia/orouiiOA frx* mto*** 9*1«» eomplo* *> *• U»t 

ot mj InowWcj 

.DftMYifflOfB 
TW« Geologist 
D«.: 07/25/2001 rto«: (915)682-6685 

OIL CONSERVATION DIVISION 

A$pwN4 by* Orfg. Signed hj 
—Paul KHUU— 

Tittr 

Ap»wilO»u JUL 3 0 
Qaoloriat 

fayfcwloo P»lr 
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Hoto>». NM M 2 « l - i 9 S 0 

Art«k». NM M21I-Q719 

Brataa Rd. 
Axtea. NU 474 tO 

Sarto fa. NM 875o?-Z033irE1jL LOCATION AND ACREAGE DEDICATION PLAT 

5 U U «4 N«w UaaJao 
l i jr, Mineral*, and Natural Raaaurcat i. ,arLm«nt 

OIL CONSERVATION DIVISION 
P. 0. Box 8060 

Santa Po, New MaxlQO 87604-2088 

T l r n C - I M 

9* r i« t OIG<« 
MX* l«9M - 4 uv fe , 
'»» 1«IM - 1 mtm*n 

Q AMCNPED KKTOKT 

3P-02.5- *<£iUL 
• Twwt tm** ' FMI K M f 

-3 fO Tovnaend Mississippian AloJ-fh . 
<rr*atrv C«a« • Tr»t**M **••• J 

BLUE DRAKE 33 1 
•oc«» 
oos**a 

' 0y4fvWc W*Wfc41 

DAVID H. ARRINGTON OIL 1 GAS COMPANY 

* SURFACE LOCATION 
IA «* MI aa. 

t 
l « t M 

23 
imaa 

tC SOUTH 
beets 

36 CAST, NJfJUf. 
M Ha 

1000' SOUTH 
Ntt I f M UM 

440' 
IMV»MI Ha* 

CA9T 
C«u»V| 

UA 

"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE 
U l M l M l t . M U M tawaaata U i M« r*H trm ife* M«#U/**«Uk lias f*«l tr*m UM SW**« u«« 

n a*4to*U4 «*TM " Jdal *r WtV 

320 
" W t r 

NO ALLOWABLE V t U 8C ASStUNCP TO TBIS COUPLZTION UNTIL ALL INTERESTS HAVC BEEN 
CONSOLIDATED OR A NON—STANOABO UNIT HAS 8CSN APPROVBO 8Y THt DIVISION 

OPERATOR aorrmcATiON 
/ AanMV /Aa/ tn* irJormoihn 
contained AcrcM > AM am*' temdmH* 
h »e hut of nr tnavMf* ond beset. 

Danny todforfl 
rtu« 
Geologist 
a»u 
7/25/01 

SURVEYOR CERTIFICATION 
* hereby certify that the won 
tpcot&i shoe* ot\ this plot md* 
plotted from field nottt ot oetvet 
sunny* mod* by mt o*~ under 
my supervision, trio" foot the 
some it trvo end correct to tt* 
best of tny be*of. 

D»W «| h r H ) 

•AO ^^ 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E . JOHNSON L«H VVrotanWry 
ttratur Cmrw 

Jennifer A. Savory OU CoaMrwtU* Divisioa 
CafcUatSaorMarj 

August B. 2001 

Jeff Phillip* 
TMBR/Sharp frilling. lac. 
PO Drawer 10970 
Midland. TX 79702 

HE: 1) Apphcation wdriU TMBR/Sharp J > u l i ^ 1913 FNL and 924 FWL, 
APf number 30-025-35633 

2) Voiding API Number 30-025-35653 

Dear Mr. Jeff Phillip* 

W« can not approve Farm C-101 Application for permit to drill the above well do to (he Overtopping of the dedicated acreage 
in tba (WM of Sec 25, T 16a. R35E. Tbe proposed completion interval for this application was a Wildcat .Missusipptan <Ou) pool, 
with the N/2 of Sec 25. T16S. R35E compmmf 320 acres ecrliceicd to this wall On July 19.2001 the Oil Coaaervation Division 
office in Hobbs approved an application to drill a well from David H Arrington Oil & Gaa, Inc This weU was the David H Arrington 
Oil & Oaa. lac.. Trtpla-Haclde Dragon 25* 1, located in E-25.T16S.R35E 1815 FNL and 750 FWL and dedicated lo this well was the 
W/2 of Sec 25, T16S. R35E comprising 320 acres for tbe proposed completion aa a Wildcaijriiisissippian (Gas) pool Therefor API 
number 30-025 35653 U here by voided. 

Since TMBR/Sharp Drilling believes that they are the only operator with tbe rights to drill this well, it is suggested that they 
take this mater up with David Arlington Oil A Gaa Ire. 

Yours very truly. 

OIL CONSERVATION DIVISION 

District 1. Supervisor 

PFK 

Oil Conservation Division * 1625 French Drive* Hobba. New Mexico M240 
Phoae: (505) 393-6161 * Faa(5O5)393-OT20 • htta://www.eai<trd ttate.nm us 
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Outrta r 
FO Boa IK). Ho*6t KM (041 IMa 
Kwt« II 
IU SM*. FU*. AIM •fc. NMttllO 

tooo ftio tnni U. . Asa. NU 17410 
DtMMltV 

SMH F«, NM I7J0J 

State of New Mexico 
, M w 3 l « NMOTSI t w m c i Da 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe. NM 87503 

Form C-101 
Revised October It, (994 

(nirracnoo* oa back 
Submit to Appropriate District Office 

State Uaae - 6 Copies 
Fee Lease - 5 Cooici 

a AMENDED REPORT 

APPLICATION FOR PERMIT TO DRILL. RE-ENTER. DEEPEN, PLUGBACK, OR ADD A ZONE 

TMBR/Sharp Drttiag, Inc. 
P. O. Drawer 10970 
MJdteod, TX 79702 

«OCM>W—Su 

036554 

'AflWawttr 

* ft»p«rl| H U M 

Bloc Fia -25" 
'WlBK*. 

1 
1 Surface Location 

e 
StCaiM 

25 I«S 
S J t l 

35E 
U< 1** PRtrrwCM 

1913 North 
r«Kfr*adM 1 l u W a l w 

924 1 Wot Lea 
1 Proposed Bottom Hole Locat ton If Different From Surface 

•XarlMaa. Stain T « ly - t t * fmtnmitm Fast t w 4 K East/Wot 1 M 

' Ftaaaara FMI 1 
TowKSCtsdi MUsbatpptaa, N. Tewaseod; Morrow 

*w«*T}-«r>at "WaSTrsaC^. " U H I Typ» C*a> ' C n w < l w » l l i i i i l » 

N G R P 3959 
** Mutual "frinnisV-ta "TnwmUm "CtMractar •fswaate 

Na 13490' rVCtaataalppiais TMBR/Sharp •701/91 
1 1 Proposed Casing and Cement Program 

•alt Sin Caatatd** CaaVn waala/hit Sarin af Cepnrf lafaMMaTOC 

17V4 13% $4.5 430 500 Sairtecc 
12% 946 49 5,909 1990 Surface 
S* 7 23 A 26 12.900 1090 5.9» 
«*4 4Vi 114 13.200 13S 11J90 

** Describe the propoacd procraNi. If tbk appacatlcn b to DEEPEN or PLUG BACK |ht tbe data on the present 
prodcjcttva aaaa and prapoaed new praoaxtba aonc. Describe the blowout prevention program, If aay. Use •ddttkoal 
aaceUVaeccsaary. 
tt b pros—ed ta ddB a 17Vs" bole ta ±420' widi fresh water & nt 13**" etc & cwneni to lorfmc*. A UU" Intermediate 
bait WW bt drilled to ±5000* with cut-brine system * 9H" cs( wltt b* act A cesneoud back ta aurfac*. A 3400 pat aattusu 
preventer * 3O00 pal duaj ran SOP w«l be aaad on tha tatorenadsate kale. Aa 1*" bole will be drtled to a TD af ± 12,000 
with FWanad where 7"c*f.wfflb»sa«aiTD* cemented back to tbe la«enaedaite (St C 5909'. We wW drills «tf " bole to 
TDaf tlJJOO*. Wt plan to ran a 4«A" knar to TD with up of User O 11,900' fc cement w/13S sacks. A 3090 pal aswutar 
pravotar X a 5000 psi daobk ram BOP wiM be aaed an tbe SM" * «\4" hate. Mad up will occur between 9000' A 10,000' 
•V atreral DSFi are pbutned. 

"iKWOIawatynyiaaaf m aiii i a tnw anf tiwptm »ox 

•—> 
OIL CX>rSaERVATION DIVISION "iKWOIawatynyiaaaf m aiii i a 

Amni-itr 

f ilurt —M» UaastAnMW TfelK 

TWo freairiiaa Manaacr Afprmt Dane risaaiiw Dm 

OMT *«r*"« ,» i rhaae: 915) <S*~*M Cuanlwitf Aspro—li 
AHxa-a Q 

Qat* UnlMB Dtitttrtfl Undwrway 
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.f I S U U of New Mexico 

DISTRICT 0 

DISTRICT III 
tat trmo 

DISTRICT IV 
tm. MC aa*. ta. BJL i 

O I L C O N S E R V A T I O N D I V I S I O N 
P.O. Box £080 

Santa Pe. New Mexico 87904-2008 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

r«rm C-lOt 
f-m%my la. lax 

U**m - S Cmtmm 

o AKKKSIS atpoRi 

£0~OmVS~m\SC33 •MI C*U 
86390 

Townsend; Mississippian, N. 
Ttmfrtf Caaa 

BLUEFET"25 
Van •«»>. 

1 
aaaat M*.1 

036554 TMBR/SHARP DRILLING, INC. 3959* 
Surf ac*j Location 

SiHtaa T I P a i i •aaa* Lat sta fantNaa «*w MatjL/lka-att M M Fast trmrn laa Sa*i/f**t law O x * 

E as 16-S 35-E 1913 NORTH 924 VEST LEA 

Bottom Halo Location If Different Prom Surfaoa 
dt — lat SW. StrKia UiSta TmmX , MM Martk/SMta MM h a / i w Sta. 

320 

C«aMl«a<l»« C-4* 

NO ALLOWABLE WILL BS ASSMffED TO THIS COKPLSTIOM UNTIL ALL INTERESTS HATS BSSN CONSOLIDATED 
OR X M0N-8TANDARD UNIT HAS BEEN APPROVED BY THE DITOION 

SPC MwC 
MAO U27 

NaB9042J.1« 
e-7»lSOS.JJ 

SlfmaUira 

Lonni« Arnold 
PrisL.4 Maau 

Production Hanaqer 

fi/7/01 

OPERATOR CIRT i n CATION 

taar af aai *r P • Ii a»» •>< 

o 2 

8URVEY0R CERTIJTCATION 

I fc...t> «araw Mat «W «•»« I m a i aWuM 
4 . <—«" af 

«iam(m mm IU »*• MM »• 
IMvaal •• ««• IHI mf mm *mmt-

JULY 26. 2001 

BBaataUBjCw " W a t ^ V f i k W s - * %, 

"AWS" 
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NEW MEXICO ENERGY, MINERALS and 
NATURAL RESOURCES DEPARTMENT 

GARY E. JOHNSON Lori Wrotaabery 

Cabinet Sctrwiry 

August 8.2001 

Jeff Phillips 
TMBR/Sharp Drilling, Inc. 
PO Drawer 10970 
Midland, TX 79702 

RE: Application to drill TMBR/Sharp Dtuliag. Inc , IF.AVEU.E 23 I I, located in G-23.T16SJUSE 2038 FNL aod IV98 FEL. 
API number 30-025 35654 

2) Voiding API Number 30-025 35654 

Dear Mr. Jeff Phillips 

We can not approve Form C-101 Application for permit to drill the above well do to the uvcrUpping of the dedicated acreage 
in the E/2 of Sec 23, T 16s, R3SE. The proposed completion interval for thi* application wo* the Townsend .MiMUUpoUn. North 
(Gu) pool, with the E/2 of Sec 23. T16S. R35B comprising 320 acres dedicated to this well. Oo July 30.2001 the Oil Conservation 
Division office in Hobbs approved in application lo drill a well from David H Arringtoa Oil A Gas, Inc. This well was the David H 
Arnngton Oil A Gas, Inc., Blue Drake 23 « 1, located in I-23.TlfcS.R35E. 1980 FSL and 660 FEL and dedicated to this well was the 
E/2 of Sec 23. T16S. R35E comprising 320 acres for the proposed completion in the Townsend;Mis»isstppian, North (Gas) pool. 
Therefor API number 30-025-35654 is here by voided. 

Since TMBR/Sharp Drilling believes that they arc the only operator with the rights to drill this well, it is suggeued that they 
take this mater up with David Arrington Oil A Gas Inc. 

Yours very truly. 

OIL CONSERVATION DIVISION 

District L Supervisor 

PFK 

Oil Conservation Division * 1625 French Drive • Hobbs. Now Mexico 8*240 
Phone: (505) 393-6161 • Fax (505) 393-0720 • rmrr.//www.emrtrd.state nami 
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FQ «a» Ka<*>». HM U141-19W 

CxurtuU 

I U SouU fir*. Ann*. NM M3I0 

tMariaD 

lOOd Wo tciMm M.. Asec. NM 17410 

OwoalV 

KM Sowti Suu »«, NM 

State of New Mexico 
Cnarsj. Mtacrmti ft N«uw»i fcmunu Utpanaanl 

OIL CONSERVATION DIVISION 
2040 South Pacheco 
Santa Fe, NM 87305 

Form C-101 
Rtvbed October 18,1994 

loitntcuooj oa back 
Submit to Appropriate District Office 

State Lease - 6 Copies 
Fee Lease - 5 Copies 

AMENDDD REPORT 

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN. PLUGBACK. OR ADD A ZONE 

TMBR/Sharp DrflBog, Inc. 
P. O. Drawer 10970 
Midland, TX 79702 

'OOUD 
034354 

• r M f i i t t i ^ a * ' Property K U H 

LeaTelle «23H 

> M X Na. 

I 
7 Surface Location 

H a r l o t * * . 

G 
StCllM 

23 
TiMajkia 

16S 
ajae* 

35E 
1*1 Um FaatramdM 

2038 
Nanh/Bauta Sna 

North 
FaH f r a * A * 

1998 
Kan/Wc* IM< 

East 
C B U M 

Lea 
1 Proposed Bottom Hole Location If Different From Surface 

U L a r M * * - Sactlaa Taa ta lp Kant* Lat Mo F a * fcwa OM NaraVSaudi SM Faat traai On EaaTWajtliM Cans. 

Townsend; Mississippian, N. 
" H n n 4 faal 1 

T o w n s e n d ; M o r r o w 

" War* Tya* Cm** " WalTyptCaaa " CUbk/ilMmrj " L a u a T n * Coaa "Orauaa Lrr«l Ik raoaa 

N G R P 3965 
"MaMafe '* rrapataS Danta "fartoaUa. 'Oaniraolar "Spud Data 

Na 13400' Mlssiset apian TMBR/Sharp 9/01/01 

" Proposed Casing and Cement Program 
Haw Wat CMUC Siu CaakaJ wtitfaVlait SadHaTCaaaat TOC 

17% 13*4 54.5 420 500 Surface 
12'A •A* 40 5,000 1800 Surface 
8% 2 3 * 2 6 13,000 1009 5,000 

4Vi 11.6 13,200 133 11,900 

0 Describe tlx proposed program. If this application Is to DEEPEN or PLUG BACK t>« the data oa the prasaat 
producttve zone and propoaed nev pradactrvc tone. Dtacnba tha blowout areventfea program. If any. Uaa additional 
Sheets tt neMeeary. 
It la pronaei la drfll a 17VI" bote la ±420' with fresh water & act 1344" es| A cement le surface. A 12'A" aatcnaedtate 
hale w l be drilled to ±5000' wttb <ut-brlne system A 9%" csg wiH be set 4e cemented back to sartace. A 3000 psi annular 
preveater A 3000 pst dual ram BOP wUI fa« ased an the bttcraiedtate hole, Aa 8*4" hole will be drilled to a TD of ±12,000 
wtth FW toad where 7* csg will be tat at TD A cemented back to (He Intermediate csg 0 5000'. We wtt! drill a W hole to 
TDef ±13^00'. We plaa to run a 4V4* liaar to TD with top of liner Q l l . W A cement w/l 33 sacks. A 3000 paf aoauikr 
prereater * a 5000 psi double ram BOP wtfl be aaed on the 8 V," & 6V4" hole. Mud ap wOl occur between 9000' A 10,000* 
A smtral DSTa ara piaaacd. 

" 1 aarafcy —r*tj aW rtii trffarwtdaa-jatT 
aa» af a y taaafaajlda XStT. / / 

a» a m y g » t Wi* r—jalm •» e » OIL COMSERVATION DIVISION 
A y a m t S » j : 

P r U M immi U a « l t A m M TUa. 

TMte rroa«<cU»« Manaaw »a>r»v«l D u e eaalnaasDattt 

Due. A a t a a i . M U CiaaWaaj mt A p a r r H i 

Attack** • 

Permit Expires 1 Year From Approval 
Dttft Unlaw Drilling Undorway 
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SlaLa of New Mexico 

DISTRICT 111 
MM rnio 

DISTRICT rv 
»*, mm MM. twm n, n n MM 

OIL, C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2088 

S i n U Fs, New Mexico 87304-2086 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

Farm C-10 
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86390 

r**t *am 

Townaand; MtaaiGElppla n. H. 
f tmf»\ f Caaa 

LEAVELLE 23 
T«B « « M W 
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036554 TMBR/SHAJtf IDSLLING. INC. 3965' 
Surfaoe Location 

QL M1 Wi a * . h c t t M TavaabJa 

>«•«• 
U < Ma raa*. d a a <h* KajtA/aaatfc Mma Vaat a r a « t t * taat/Vaat Uaa 

G 23 16-S 33-E 2038 NORTH 1938 EAST LEA 

Bottoa Bole Location If Different Prom 8urface 
01 ar lat a * . l a t l i . Tavaaftla laA Um r a * O M M tfca M a r i a / N a t * l u Part ( n a * tha l a a t / V a K Una CwaMy 

Sailcatat man* 
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laaUL at fcAU Caaaat&Satfaaj Ca4a Oraar Ka

NO ALLOWABLE WOX BS AS8ICNED TX) THIS COaffUBTIOW UNTO A U INTEKESTS HATS BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY TBS DIVISION 

NAO tai7 
N«a0S3Se.«* 

• i»aa' -

OPERATOR CERTIFICATION 
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Lonnie Arnold 
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SURVEYOR CERTIFICATION 
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(vatrwUaa. tmd Ikmi aW a M 4a l m a* 
i i m H <« IJW auf a/ aaa/ 

JULY 26. 2001 
aau e u r f « ^ e ^ r - A W 
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M n k a u n 
TawmiaJp I t Serai,. Ron,* 35 E i r l . NMPM 
Secttaa 1J: St' / . 
Section 2J: SE' / . 
Sexttoa 24: W / . W . ; NW'ANEV. 
Sertto* 25: NW/. 
Sartlrra 2a: NEV. 

SEE EXHnrr - A - ATTACHED HE RETO AND MADE A PART HEREOE. 
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Madeline Stoke, 

STATE CFTfOCAS J 

COUNTY OF Cp+t>K<tf \ 

Tni* lastrataeat wu adnoarlcdfed before mt oa die *<*" day of ^tfe/nper' 1997, by 
MnirHae Stakes, tteaUag In her tote and trparate property. 

.<?«t;..<•/,> ^//f a m i urffetL, jlifu-'af f 
Notary Pubtk 
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EXHIBIT " A " 

Attached to md trade a pari of that certain oil and g u lease dated August 25. 1997, but effective 
Deos^nber 7, t°9?, by and rjerween Madeline Stokes, lessor, and Ameristate Oi! <t Ots, tnc . lessee 

12. Notwithstanding anything contained hereinabove to the contrary, it is understood and agreed that at the 
expiration ofthe primary term, this lease shall terminate as to all lands covered hereby not included in or otherwise 
allocated to a "well untT as hereinafter defined, unless lessee is producing oil, gas or other hydrocarbons from any 
well on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration ofthe 
pnrravry term as provided for in the body of ihis lease, and does not allow more than 180 days to elapse between the 
cotTaptebon or arjardortrnent of one well on such land and the ccrrarvrncerricnt of another well thereon rintil The leased 
protases have been "fiiBy developed,'* as hereinafter denned Operations for drilling ofthe first such development 
well must be corrtnienced (a) within 180 days after the expiration o f the primary term if production is established 
under this lease prior to the expiration ofthe primary term, or (b) within 180 days of completion of the well which 
tt being drilled, tested or completed across the expiration ofthe primary term Should lessee fail to timely commence 
a well in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the leased 
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
a well unit. For the purpose hereof, the term "well unit" shall mean the proration or spacing unit created for a well 
capable of producing oil and/or gas or other hydrocarbons in paying quantities as in accordance with the applicable 
rules and regulations of the New Mexico Oil Conservation Division or other governmental authority having 
juristfeoon, and the term HiBy developed" shall mean the point in time when the entirety of the teased premises has 
been included in a wefl unit or units as defined The date of completion of a well shall be the date of a potential test 
if a producing well and the date of plugging i f a dry hole or abandoned welt At the end ofthe continuous drilling 
program, i f any, this lease will automatically terminate as to all lands covered hereby which have not been so fully 
developed and as to lands so fully developed shall ternvnate as to all depths lying rrtore than 100' below the total 
depth drilled. 

13. Payment of shut-in gas well royalties will not be permitted to maintain this lease in force for any period longer 
than two consecutive years, without the written consent of lessor 

Signed for identification purposes: 

o 
Madeline Stokes 

n 
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STATE OF HEW MEXICO 
COUNTY OF LEA 

FILED 
OCT 1W7 
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OIL A GAS LEASE 
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SactiM 23: N W / . 
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d a , o a n a a a 

Erma Stokes Hamilton 

STATE OF TEXAS 

COUNTY OF HOWARD 

Thb taitruaient was acknowledged before me oa the Slh dav of 
Erata Stokes Haeafltoa, dealing ia her sole and separate property. 

MrrnacHMTr 
a* orsaean ones 

Janarrl. 19*J 

My tDmuruiiuii upww. • • -
January S, 1996 

Notarv Publi 

September . 1997, by 

• . V:*v - r .•>• •* . 
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EXHIBIT-A" 

Attached to and made a part of that certain oi! and gas lease dated August 25. 1007, but effective 
Deccmhc 7,1097, by and between Erma Stokes Hamilton, lessor, and Ameristate Oil A Gas. Inc , 
lessee: 

12. Notwithstanding anything contained hercinat jvc to the contrary, il is understood and agreed (hat al ihe i 
expiration of the primary term, this lease shall terminate as to all lands covered hereby not included in or otherwise f 
allocated lo a "well unit" as her«jnafter defined, unless lessee is producing oil, gas or othrf hydrocarbons from any 
weU on the leased premises, or lands pooled therewith, or is drilling upon said lands across the expiration ofthe 
primary term as provided for in the body of this lease, and docs not allow more than 1 SO days to elapse between the 
completion or abandonment of one well on such land and the commencement of another well thereon until the leased V ' 
premises have been "fully developed." as hereinafter defined Operations for drilling of the first such development 
well must be commenced (a) within 1X0 days after the expiration of the primary term if production is established 
under thb lease prior to the expiration ofthe primary term, or fb) within 180 days of completion of the well which 
is being drilled, tested or completed across the expiration ofthe primary term Should lessee fail to timely commence 
a wefl in accordance with aforesaid 180 days continuous drilling or development prior to the point in time the leased 
premises have fully developed then this lease shall terminate as to all lands not included in or otherwise allocated to 
a weU unit. Fcr the purpose hereof, the term "well unit" shall mean the proration or spacing unit created for a well 
capable of producing oil and/or gas or other hydrocarbon* in paving quantities as in accordance with the applicable 
rules and regulations of the New Mexico Oil Conservation Division or other governmental authority having 
jurisdniori, and the term'lufly developed"* shall mean the point in lime when the entirely ofthe leased premises has 
been inducted in a weU unh or units as defined. The date of completion of a well shall be the date of a potential test 
if a producing wed and the date of plugging if a dry hole or abandoned well. At the end of the continuous drilling 
program, if any, this lease will automatically terminate as to all lands covered hereby which have not been sc fully 
developed and as to lands so fully developed shall terminate as to all depths lving more than 100" below ihe total 
depth drilled 

13 Payment of shut-in gas well royalties will not be permitted to maintain this lease in force for anv period longer 
than two consecutive years, without the written consent of Lessor 

Signed for identification purposes' 

ftrma Stokes Hamilton 

to 
N 
Tf 
H 

STATE Of? NE>" MEXICO 
COUNTY OF LEA 

i-TLED 

OCT 1TJ97 

K « . 

» j — 

0/-

E. 

%• • 
I 
t 
t>-:'. 



EXHIBIT "A" 
Attached to that c e r t a i n Leti Agreement 

dated July 1, 1998 

A.A.P.L. FOW (1610-1982 

MODEL FORM ORBRMlNG AGREEMENT 

OPERATING AGREEMENT 

DATED 

Ju ly 1 [o 98 

OPERATOR TMBR/SHARP DRILLING, IHC. 

CONTRACT AREA Section 13: SE/4, Section 24: A l l , Section 25: HW/4. 

a l l i n T-16-S, R-35-E 

COUNTY OR FAJMSH OF LEA STATE OF MEW MEXICO 

COPYRIGHT 1911 - ALL RIOHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. 1«H CONTINENTAL L l f E BUILOINO. 
FORT WORTH. TEXAS. 76102. APPROVED FORM. 
A.A.P .L. NO. 610 1912 REVISED 

EXH.B" 

ll ? 



A.A.P.L. FORM 610 - M ^ t i L FORlV\ OPERATING AGREEMENT - a982 

» O P E R A T I N G A G R E E M E N T 
2 

1 Tl US ACRLEMENT, entered into by and hetw«n TMBR/SHARP D R I L L I N G , I H C , -

* — . . hereinafter designated and 
I referred io u "Operator", and the signatory party or pa/tics other than Operator, vomcumo hereinafter referred to individually herein 
6 as " Non Opei atar", ind collectively u "Non-Operators*\ 
7 

8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owner* of oil ind gas. Icavn andror oil and gas interests in lh« land idctuUtnl in 

I I Exhibit " A " , and the parties hereto have reached an agreement to ciplorc aitd develop these leases andior oil ind (at interest* for the 

12 production oi oil ind f is to the extent and as hereinafter provided, 

1) 

14 NOW. THEREFORE, it ii agreed as follows: 
I i 

16 ARTICLE I . 
1 7 OEFINITIONS 
18 

19 A i vised in thu agreement, the following words and terms shall have the meanings here ascribed lo them: 

20 A. The term "oi l and | u " shall mean oi l , gas, casinghcad i u . gu condensate, and all other liquid or gaseous hydrocarbon* 

21 and other marketable Jubilances produced thercvUh, unJen m Intent to Umit the inclutivenei* of thb term is specifically siatcd. 

22 8 The tcriru "o i l and g u lease*', "tease*1 and "leasehold" shall mean the oil and gas leases covering tfaevs oi land 

2) lying within Uie Contract Area which arc owned by (he parlies to thu agreement. 

24 C Ihe term **oil and fas ioteresu" shall mean unleased ice and mineral interests in tracts of land lying within the 

2) Contract Area which arc owned by parties to this agreement. 

26 O 1 lie term "Cont/act Area" shaH mean all of (he lands, oil and gas leasehold interests and oil and gas interests intended to tie 

27 developed ami operated lor od and | i s purposes tinder this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit " A " . 

29 E The term "dril l ing un i t " shaH mean the a/ea fixed for the drilling ol one well by order or rule ol any state or 

30 Inlet at UJy having authority. If a oVilUrtg unit is not filed by any such rule or order, a drilling unit lhafl be the drilling unit as establish 

31 ed by the pmcrn of drilling in the Contract Area or as fixed by eapresi agreement of the Drilling Parties. 

32 F. Tht term "dnUsite" shall mean the oil and g u lease or inteicst on which a proposed well is to be locatrd 

33 C The terms " D r i l l i n g Party** and "Consen t i ng P a r t y " shall mean a party w h o agrees to Join M I and pay its share of the tost uf 

>4 any o p c r m o n conducted under the provisions o f this agreement 

}» H The terms "Non Drilling Party'* and "Non.Consenting Patty" shad mean a party who elects not to participate 

36 in a proposed operation. 

37 

38 U«l..>s the coftleit othcrfctK clearly indicates, words used in the lingular include Uie plutal. Uie plural includes tlie 
Y) l ingu la r . I nd l l i * neuter gender includes i l l * mascul ine and the leminine-

40 ! 

41 1 ARTICLE t l . 
u CXIIID1TS 
4) 

44 Uie tallowing ctlubiis. as indicated below and attached hettto, arc incorpcMaicd in and nude a pan hcfcuT. 

4) ffl A LaltilMt " A " , ahall Include ih< fottotrbif information: 

46 10 Identification uf landa subject so ih i i agreement, 

47 (2) Rauictiont. U any, u to depths, tontuliaru, or substances. 

48 IS) Percentages oc fractional interests ol panics lo this agreement. 

49 (4) Oi l and gu leases and/or od and g u interests subject to this agreement. 

50 (5) Addresses ol par ties lor notice aurposes 

51 • B Eshibit " B '.Foem ol Lease. 

32 0 C Exhibit " C " . Accounting Procedure. 

53 tO O lixhibit " 0 " , Insurance 

54 (B E Exhibit ' " E " . G u Bilajvirig Agreement. 

55 O F Exhibit " F " . Non Discrimination and Certification of Non Segregated Facilities. 

56 Q G Exhibit " G " . Tax Partnership. 
57 ** any ptoviston ol any eahthil, caccpt Eahibiu " E " and "G". is inconsistent with an- p i — e r r v - ~ V '*r--Jj|w* 
58 ol tliis agreement, the provisions in the body ol this agreement shaH prevail. 
59 

60 «f: 

61 < if *' 

62 

63 

64 

63 

64 

6J 

63 

69 
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A . O i l end G u I n t e f e t u : 

11 any par ly owns u i a i l and gas interest in the Con u a a A rea , that interest sliall t x treated l o t alt purposes o l this agreement 

and dur ing the t e r m hereof as i f i t were covered by Ihe l o r m of o i l and gas lease attached hereto as E i l t i b i t " 0 " . and the owner thereof 

shall be deemed to o w n bo th the royal ty interest reserved in such lease snd the interest of the lessee thereunder. 

0 . In te res ts o f Pa r t i es i n Costs and P r o d u c t i o n : 

Unless changed by other provis ions, alt costs and l iabil i t ies i n c u r r e d an operations under th i s agreement shall be borrte and 

paid, and all equipment and materials acquired in operations o n the Con t rac t A rea shal l be o w n e d , by t l i e parties as their interests Me set 

lot t i t i n Lalubi t " A " , l a t h e same manner , the parties shall also o w n all p roduc t ion of o i l and gas ( rom the Contract Area subject t u the 

payment o l loyal t ies l o the e i t e n t of o n e - e lfthr-h (1 /8) 
wh ich shaH be borne w h i i c m a h c f set tutus. 

Regardless of w h i c h party has conu ibu ted the leased) and/or o i l and gas interest (s) hereto on wh ich royalty is doe and 

payable, each par ty ent i t led to receive a iharc of product ion of oD and gas f r o m t l ie Contract Area shall bear and shall pay or del iver, nr 

cause to be paid or del ivered, to the e i t en t of its interest in such p roduc t i on , d ie royal ty amount st ipulated hereinabove and shaH ho ld the 

other parties free f r o m any l iabi l i ty therefor. N o par ty shaH ever be rcsf>onsible. however , o n a price basis higher than Uie pr ice received 

by such party, t o any other p a " * * 1 lessor or roya l ly owner , and if any such o ther par ty 's lessor or roya l ty owner should demand and 

receive settlement on a h igher price basis, the party con t r ibu t ing the affected lease shall bear the addit ional royal ty burden attr ibutable i u 

such higher pr ice. 

N o t h i n g contained in th is Ar t ic le IU .0 . shaH be deemed an assignment or crass assignment of interests covered hereby. 

C . Eaccts R o y a l t i e s , O v e r r i d i n g R o y a l t i e s a n d O t h e r P a y m e n t s : 

Unless changed by other provisions, i f the interest o f any par ty i n any lease covered hereby is subject to any roya l ty , 

uverr td ing roya l ty , p roduc t ion payment or other burden on product ion in eicess of the amount stipulated i n Ar t i c le I I I fV , such party *u 

burdened shall assume and alone bear aU such ercesa obligations and shall indemni fy and ho ld the other parties hereto harmless f r o m any 

and aU claims and demands for payment asserted by owners of such eicess bu rden . 

O . S u b s e q u e n t l y C r e a t e d In te res ts : 

If any party should hereafter create an over r id ing royal ty , p roduc t ion payment or other burden payable out of product ion 

attr ibutable to its wo rk ing interest hereunder, or if such a burden existed pr ior to this agreement and is not set f o r t h in T i h i b i t " A " , ur 

was run disclosed in w r i t i ng to all other parties pr io r to the execution of t ins agreement by all parties, or is not a jo in t ly acknowledged and 

accepted obl igat ion of al l parties (any such interest being hereinafter referred to as "subsequent ly created i n te res t " irrespective of t l ie 

t i m i n g uf us creat ion aiwi the party out of whose w o r k i n g interest the subsequently created interest is derived U- in j ; hereinafter ( d m c J 

to as " b u r d e n e d p a t t y " ) , and. 

I U the loudened party is required under th is agreement to assign or rel i ru|uish to any other par ty , oc part ies. *H o r a purtMm 

of its wo t k i n g inter est w d f o r the product ion attr ibutable i h c t c t o , said other pa t t y , or parties, sUaK receive said a*s*g»uncrtt autUir 

l * u d n c i i u n tree and c k a * uf said subsequently created interest and the burdened party shaft uwlemnUy and save said other par ty , 

or part ies, harmless f i o m any and a l c la ims and demands lo r payment asserted by owners o l the subsequently m a t e d iutctest ; 

and. 

2- tf the burdened party fails to pay, when due, its share of expenses chargeable hereunder, aU provisions o l A n k l e V i l l i , shall bv 

enforceable against the subsequently created interest in the same manner as they are enforceable against l i te w o r k i n g inter rsi of 

(he burdened par ty . 

A R T I C L E I V . 

T I T L E S 

A . T i t l e E l i m i n a t i o n ; 

i 
Tit le e l am ina t i on shal l be made o n the dr i t ts i te of any proposed wel l pr ior to c o m rise r xemen t of d r i l l i ng operations u r . if 

ilur Oa l l tug Patt ies so request, t i t le e lam ina t i on shall be made cm the leases and/or o i l and g u interests included, or planned to Jje inc iud 

ed , i n the d r i l l i ng un i t a raund such welt. The op in ion w i l t include the ownersh ip of the work ing interest , minerals, roya l t y . o>erc id in | 

royal ty and produc t ion payments under tlse applicable leases. A t the t ime a wel l is proposed, each party cont r ibu t ing teases aiwlfor tstl and 

gas m ie i CMS i u t l ie d r i l l site, tsr l o be included t n such d r i l l i ng u n i t , s lu l t fu rn ish to Operator aQ abstracts ( inc luding h-detal Wfse status 

re|iurts). t i t le op in ions, t i t le papers and curat ive mater ia l in its possess ion free of charge. AU such t t i fo fmat ion not in the rosscs^ion ot or 

made available tu O i * r a i o r by the parties, but necessary for the e l i m i n a t i o n of the t i t le , s luH be obtained by Operator . Operator shall 

u i i u r t it le io be e ia in tued by attorneys on its staff o r by outside at torneys. Copies of al l t i t le opinions shall be furnished t u each party 

hereto I W cost incur red by Operator in this t i t le p rogram shall be borne as futhjws: .% • 
O 0 , . M O n N o . 1: C o i n incur red by Operator in p rocur ing abstracts and t i t le examination ( inc lud ing r w i b m i n ^ r y , aur»f lg«Kptal . 

shut in j;as roya l ty opinions and divis ion order t« le opinions, 1 shall be a part of the administrat ive overhead as provided m E i h r b r N * < T * . 

anJ sliall out be a direct charge, whether per for m c d by Operator 's staff attorneys or by outside attorneys. 
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A . m C L E I V 
crsntlaiucxl 

O OyUgw N o . 2: C o m Incur red by OpefMoc t n p rocur ing abstracts «wt fees paM outside a t torney* lo* tiiW eaajnifutwM* 

<•H4.Hud.nf p«ctuntn«/)r. lupptctnental . shut in g u roya l ty op in ion* i n d 4 v i s i o n order t i t le op in ion i ) i ha l l be borne by i iw Df tHing P i t t i c * 

in I lie proportion that the iniereu ol each Dt tiling Parly bears to ilie total interest ol all Drilling Parties as such interests appear tn Ha 

lubit " A " . Operator sliall make no charge lor services rendered by its stall attorneys or other personnel in tin* pcdooujiKc ul the above 

JurKIKJtll 

ha th party sltall be responsible lor securing curat ive matter and uouhi ig amendments or agreements required in connection 

w i th leases or o i l and gas interests cont r ibuted by such party Operator shall be responsible for the preparatnm and recording uf pmJtof; 

designations or dei la/at ions as wcH as the conduct o l hearings before governmenta l agencies for the secur ing uf spacing or pool ing orders 

Tliis slut) not prevent any party from appearing on ks own behalf at any such hearing. 

No well shall be drilled on the Contract Area until after (1) the title lu the drilUite or drilling unit his been examined as above 

provided, and (2) the title has been approved by the eiamining attorney ur title has been accepted by all of the parties who arc to par 

ticipate in the drilling of tlve weU. 

B. Lou al Title; 

reduc i io j i of interest f r o m that shown o n Exhibit " A ' * , the party con t r i bu t i ng the affected lease or interest shaH have ninety WPTdays 

from IUKII determination of title (adure to acquire a new lease or other instrument curing the entirely of the title failure. wiwOt x.t{uisi 

tion will not be subject to Article VIII.B., and (ailing to do so, this agreement, nevertheless, shad continue in force asuWfl reituining oil 

and gas leases and interests: and, 

(a) I h e party whose oil and gas lease or interest is affected by the title failure shaH bear alone the^rrflrc loss and it shaft nut be 

entitled to recover (row Operator or the other parties any development or operating costs which rt ruy^have theretofore paid or incur red. 

but there shall be no additional li ability on its part to the other parties hereto by reason oLadch title failure. 

(b) literc sliall be no retroactive adjustment of expenses incurred or revenues reccjveu from tlie operation of the imcicst wltith has 

been tost, but the interest! of the parties shal be revised on an acreage basis, as J iVYtiine it is determined finally that title Liikire has oc

curred, so that the interest of the party whose lease or interest is affected hs/^he title failure will thereafter be reduced in the Contra 

Area by the amount of the interest lost; 

(c) If the proportionate interest of the other parties here>«^in any producing weB theretofore driHcd on the Contract Area is 

increased by reason ol the title failure, the party whose mWnas tailed shall receive the proceeds atti tout able to the increase its such in 

terest (less costs and burdens attributable thereto) u^vtrTst has been reimbursed for unrecovered costs paid by it in connection with such 

wett; 

(d) Should any person not a pa r ty^ lh ts agreement, who is determined to be the owner of any interest in the title which has 

(jitc-d. pjy in any manner any part oHne cost oi operation, development, or equipment, such amount shall be (uid tu the party ur parties 

who bore the costs which ar^so refunded; 

(e) A n y l iabi l i ty ( ^ a c c o u n t to a th i rd party for prior product ion t>f o i l and gas which anscs by reason id title f j i l o t e vlult be 

bornc by the p j t i f Q f parlies whose t i t le billed i n the sanie proport ions in wh ich they shared in such prior pcuJutiHMi; and. 

(0 Nj><nargt* shall be made to the joint account for legal eipcntc-s. fees or salaries, in coniieciion with the defense of the interest 

i l a u i u ^ u y any p j r t y hereto, i l being the in tent ion of the parlies hereto (hat r a t h sliall defend tit le lo its i nn . t en and U-jr M ( - i imi tcs in 

tmtmm L ŷ ~p4«a<i4UyiW4g«i -*4 -Er f< 

payutc i i t . i i t i i m i u i m royal ly or roya l ty payment, is not paid or is erroneously paid, and as a result a V J X - or t n i e r i s i i t iercin tc-ruwrtati-s. 

there sltall be I M I monetary l iabi l i ty against the party who tailed to make s m h payment Unless the party wl*» faded i u I I I J I W I I C rcquwrd 

payment secures a rtew lease covering tlve same interest within ninety fX>) days hum the discovery ol the f ailure tu jud£ propc* payuvetvt. 

which jcquisitioti wiH not be subject to Article V I I I .B , the interests of ihe parties shall be revised on anit#etfgc basis, effective as ul Use 

date uf icrimitation ot the lease involved., and the party who failed to make proper payment will tsp4dngcc be credited with an intetest iu 

ihe Contract Area on account of ownership of the lease or interest which has twminatedj^arlrte event the party who tailed HI nuke the 

required payment shall not have been fuly reimbursed, at the time of the loss, frwp^he proceeds of the sale o l oil and gas attributable to 

tlte tost interest, calculated 00 an acreage basis., lor the development and opirriiing costs theretofore paid on account of such interest, M 

sliall be reimbursed for unrecovered actual costs theretofore paid b y ^ b u t not for its shire of the cost of any dry hole previously drilled 

ur wells previously abandoned) (rom so much of the foiioparrfas is necessary to effect reimbursement: 

(a) Proceeds of oil and gas, less operating cxr>*«rfcs, theretofore accrued to the credit of ihe tost interest, on an acreage basis, 

up to tlte amount of unrecovered costs; 

(b) Proceeds, less operating eTtpavrses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 

ml and gas diereafter produc^d-atid marketed (excluding production from any wells thereafter drilled) which, in tlie absence uf such lease 

'.ermina.ion. would be^ffttbutable to the lost interest on an acreage basis, tip to the amount ot unrecovered' costs, use prucetds of said 

portion ol the^rTarsd gu to be contributed by the other parties in proportion to their respective interests; and, f.. 

Cny monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, the owner ol the, interest 

J«tfi UM *h» y«vi4t'gB mi p«iucipating- in *h« Are** •* lnwwing • y r t y - t * tliit agr^niMiu,. 

J. Oiher losses: All losses incurred. •»** ~ tb* forth a f , ^ i t ; n ] i n . i 1 V t t , , t_ shall t*c joint'Wrtses 

and sliall be borne by a l parties in proportion to their interests. There shall be no readjustment of in let est s in the remaining |aoctiun ol 

the Contract Area. * 
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1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation i nd Responsibilities of Operator: 

5 
6 TMBR/SHARP DRILLING, I N C . 

7 Oi>eritnr nl the Contract Area, and shall conduct and direct and have ItiH control of all operations on the Contract Area as permitted and 

8 recniieed by, and within the limits ol this agreement. It shall conduct all such operations in a good and workmanlike manner. U t it sliall 

9 have no liability as Operator to ihe other parties lor losses sustained or liabilities incurred, eaccpt such as may result Irnrn gross 

10 negligence or willful osisconduct. 

t l 
12 0. Resignat ioa or Removal of Operator and Selection of Successor: 

13 

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Nnn Operator s. 

15 II Operator terminates its legal ciistencc, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 

Id Operator. Operator shall he tlcemcd toltave resigned without any action by Non Operators, eacepi tlie selection of a successor. Operator 

I 7 may be removed if k tails or refuse) to carry out as duties hereunder, or becomes insolvent, bankrupt ot is placed in reveiversliip, by tlte 

18 affirmative vote ot two (2) or more Non Operators owning a majority interest based on ownership as shown on l i i l i i lw ' " A " remaining 

19 alter est hiding the voting interest oi Operator. Such resignation or removal shall not become cllcclive until 7:00 o'clock A M on the 

20 test day of the calendar month following the eapiration of ninety (90) days alter the giving of notice of resignation by Operator or action 

21 by the NonO|ieralors lo remove Operator, unless a successor Operator has been selected and assumes tlie duties of Operator at an earlier 

22 date. Operator, alter effective dale o l resignation or removal, shall be bound by the terms hereof as a Non Operator A change ol a cor 

23 |*irate name or structure tri" O|icrator or transfer nf Operator's interest lo any single suleddiary, parent or siHtc-suir cor|Niratitia sluR twit 

24 l*e tlie basis lor removal of O|terator. 

25 

26 2. Selection of Successor Operator: Upon lite resignation or removal of Operator, a successor 0|K-rator dul l lie sckvtcil lay 

27 tlie parties. The successor Operator snal be selected bom the parties owning an interest in the Contract Area at the time such successca-

28 Operator ts selected. Tlte successor Operator shaR be selected by the affirmative vole of two (2) or more patties owning a ttuitirity inter r u 

2*7 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed tails lo vote or votes only tu 

It) succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

j | on ownership as shown on Exhibit " A " remaining after cactuding ihe voting interest of the Oiieralor that was removed. 

32 

33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and tlie 

16 compensation lor services performed sliall lie determined by Operator, and all such employees shall be the employees »»t Operator. 

37 

38 D. Dr i l l ing Contracts: 

.39 

411 AB wells drilled on the Contract Area shall be drilled on a competitive contract basts at the usual rates prevailing in the area. II it so 

41 desires, Opctator may employ its own toots and equipment in the drilling of wells, but its charges tlierelor sliall not eaceed tlie prcvatling 

42 rales in tlte area and the rale of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 

41 such work shall lie per formed by Operator under the same lerms and conditions as are customary and usual in the area in contracts of tn 

44 tlt-pcrst trail contractors who are doing work of I similar nature. 

45 

46 

47 

48 

49 ARTICLE V I . 

50 DRILLING ANO DEVELOPMENT 

51 
52 A. Initial Well: 
53 
54 On or before the day o l , 19 Operator shall commence the drilling of a well lor 

55 oil and gas at the following location: 

56 

57 

58 

59 
60 and shaN tltereafter continue the drUling of the well with due diligence to . | 

to b= d^tevcinfej In the contract area at a later date 

61 

62 

63 

64 

a d e p t h t o be d e t e r m i n e d a t a l a t e r d a t e , 

h 
(f i urilcss fcranile or other practically inspenwalde substance or cortdition in the hole, which rctHlcrs fur (her (.rilling int|Hx1tcal, is cn 

(Y. tt Mint era! i t i lesser dq«jh, or unless all parlies agree lo complete or alundoH the well at a lesser depth I 

67 

One*atof sthttU mak« resMonaltlc teat* rd aU fo rmat ion* amcouruered d u r i n g d r i l l i n g wh ich give i rWicatkm f«f contain ing o i l nnd 

(*) RX% in quant i t ies s t i f fk icnt to test, unless th is agreement shall be l imued in its .pfiltca l «on to a specific h t r ina l ion or format ion* , iu w l t k h 

7tl event Operator sliall be rcotiircd to test only the formation or formations to which this agreement may apply- « , 

I 4-
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A R T I C L E V I 
c>ar.linuecj 

1 I f . in Opera tor ' s (ud fmcrw. tH« w«H wil t twK fxoduc* o i l oc gaa i n paying qu»nt» t ic» , and i t wuhet t o p lug and t U m d u n the 

2 w e l l at i dty note , the provisions of A r t i c l e V l . E . l . .hat. thereafter apply. 

3 

4 

u U. Subsequent Operation*: 
7 

I - Proposed Operations; Should any party hereto desire to drill any wed on the Conuact Area other than die weU provided 

^ lor in Article V I A . or io rework, deepen or plug back a dry hole drilled at the joint expense of aU parties or a well jointly owned by afl 

10 the parties and not then producing in paying Quantities, the party desiring to drills rework, deepen or plug back such a welt dial! give the 

1 1 other parties written twice ol the proposed oper ation, specifying the work to be performed, the location, proposed depth, objective fornva-
1 2 tion and the estimated cost of the orxrauon. The parlies receiving such a notice shall have thirty (30) days after receipt of the notice 

I 3 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a dri l-
1 4 ing tig is on Vocation, notice of a proposal to rework, plug back or drill dec pet may be given by teleptvone and the response period shall be 

I ^ limited to forty right (48) hours, exclusive ol Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 

16 the period above fixed sltall constitute an election by that party not lo participate in the cost ol the proposed opcmiuu Any itoticc or 

I ? response given by telephone shall be promptly confirmed in writing. 

*» 
19 

20 

21 If i l l parties elect tu participate in such a proposed operation. Operator dial), within ninety (*X)) days after cipujtKjn uf the notice 

22 (K-ftod of thirty (10J days (or as promptly as possible alter the equation of tlte totty eight (48) hour per tod w,-hen a d< tiling ng ts on loea 

21 tion. as the case may be.}, actually commence the proposed operation and complete it with due diligence at tlte risk and cipcnscuf all par 

21 tk-s hereto; provided, however, said cornmeAcement date may be extended upon written notice of same by Operator to the other jun to . 

2) fur a period of up lo thirty (30) additional days if, in tlie sole opinion of Operator, such additional lime is reasonably tu\e%saiy to nf-tam 

A* t<titnits hoot go vert tu vent al authorities, suttace rights ftrvduding fights of way) or appropriate drilling tuuiptnent. ur tu u*uplvtc tnie et 

2 ' auumttoo or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of A r m le X I . 4 the 

2H actual operation has not been commenced within the lime provided (including any extension thereof as specifkjlly permitted hereiu)and 

2V if any p 1 ( ( y hereto still desires to conduct said Ctper ation, written notice pr exposing same muu be resubmitted to die other parties ut ace or -

30 dance with the provisions hereof as if no prior proposal had been made. 

31 

)2 

33 

)4 2. Operations by Less than A f l Parties: If any parly receiving such notice as provided in Article VI fl I or VII I) I . (Option 

5^ No. 2) elects not tu participate in die proposed operation, then, in order to be entitled to the benefits of this Article, tlie pjrty or parties 

^> giving the notice and such other parties as shaB elect to participate in the operauon shaQ, within ninety (90) days ificr the capitation of 

the notice period of thirty (30) days (or as promptly as possible after the eipiration of the forty aright (48) hour period - I n n a drilling rig is 

)H on location, as the case may be) actually commence the proposed operation and complete it with due diligemc. Opt i -tor Utatl perforin aU 

59 work (or the account of the Consenting Parties; provided, however, i l no drilling tig or other equipment is on location, and tf Operator is 

40 a Non Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by sutli proposed opera 

41 tion for the account ol the Consenting Parties, or (b) designate one ( I )of the Consenting Parties as Operator to perform such »ork. Coo 

42 sen ting Parties, wlten conducting operations on the Contract Area pursuant to this Article V I B 2., shall comply with aU terms and con 

43 dilions of this agreement. 

44 

4-i 

46 

47 If less than afl parties approve any proposed operation, the proposing party, immediately after the e spiral ion of the askable 

4K nutMc pefHal, sliall advise Uw Gut seining Parlies ol tlte tout interest of the parties approving such operation and its letuutiiKitdaittui as 

4*> to whetlicr the Consenting Parties should proceed with the operation is proposed. Each Consenting Party, within forty eight (48) hours 

W (exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shaH advise the proposing party of its desire to (a) limit par 

»• ticipation to such party's interest as shown on Eihibit " A " or (b)catry its proportionate pari of NonConsenting Parties' interests, and 

^2 failure to advise the pri^pusing party snal be deemed an election under (a), ln the event a drilling rig is on location, die tinie permitted (or 

53 such a response shall not ciceed a total of forty right (48) houri (inclusive of Saturday. Sunday and legal hobdays) The proposing party, 

at i u election, may withdraw such proposal if there is insufficient participation and shall promptly notify aU parties uf such decision. 

55 

56 

" I 
5rl The fntirc cost and risk of conducting such spzraticn; U ; u*nc by the Curtsenting Parties in the proportions they have 

50 elected to jear same under the terms of the preceding paragraph. Consenting Parties snaR keep the leasehold estates involved, m such 

GO operationsIter and clear ol all liens and encumbrances of every kind created by oi arising (lorn the opriationi uf die Consenting Parties. 

61 II such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the turlacr location st their 

62 sole cost. nsV and cspense. II any well drilled, reworked, deepened or plugged back under the provision! of tins Article results in a pro 

63 ducet ol uil andfor gas in paying quantities, the Consenting Parties shall complete and equip the weB lo pfoducc at their sole cost, and risk, 

64 « l i 
66 

6? 

68 1 I I 
69 
70 
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AimCLEVI 
c o n d n u « d 

1 and the well shaH dien t x t u rned over l o Operator t n d d u l l be operated by i l at i he espensc and (ot the account ol the Con ten t i ng Par-

2 t i c . U|H>A c o f l M K i K c m n u o l opevaciom lor dte d r i l l i ng , rework ing , deepening o r p lugg ing oaek o l any such weU bv Consent ing Part ia l 

i •« accordance wi th t l te p r o v l i l o n t of t h i i A r t i c le , each N o n Consent ing Par ly ahall be deemed to have rel i t iauist icd lo Conten t ing Pan ic* . 

4 and the Consenting Parties shall o w n and be ent i t led l o receive, in p r o p o r t i o n l o their respective interests, all u l sutl i N o n Consent ing 

5 Par ty 's inicrest in the weH and J u r e of product ion ihc re l rom un t i l the proceeds of the sale of such share, n ic t i ta ted at the weB. or 

tt l i i j i a c l value l l icrcuf if such share IS nut sold, (after deduct ing product ion laacs. cacisc l a i cs , r oya l l y , o v c r f i d i u g loyal ty and o r l i r r i n 

7 teccsii not caccpted by A r t i c l e I I I . D . payable ou t of or measured by the p roduc t i on h o r n such welt accru ing w i t h respect tu such interest 

fl un t i l it reverts) shall equal the tota l of ihe fo l low ing : 

9 

10 

12 ( a ) M M % of each such N o n C o n s e n t i n g Par ty 's share of the cost o l any newly acquired surface equipment beyond the wellhead 

13 connections ( i ndud ing . but not l im i ted to , stock tanks, separators, t reatcrs. p u m p i n g equipment and p ip ing) , plus 10(1% of each such 

14 N o n Consenting Party 's share of the cost of c»p«ration of the well commenc ing w i t h f irst product ion and con t i nu ing unt i l each such N u n 

15 Consent ing Party 's re l inquished interest shall revert to i t under o ther provis ions of this A r t i c l e , i t being agreed that each N o n 

16 Consent ing Party 's share of such costs and equipment w i l l be that interest w h i ch would have been charge-able to such N u n Consent ing 

17 Party had it participated in the wel l front the beginn ing of the operat ions; and 

IB 

19 

21 (bf * \ V Q TL of that po r t i on of lite costs and expenses of d r i l l i ng , r e w o r k i n g , deepening, p lugg ing back, testing and rou i j dc tmg , 

22 after deducting any cash cont r ibu t ions received under Ar t i c le V I I I C . and - ) D P % of thai por t ion of d ie cost of newly acquired equip 

23 ment in the weH (to and inc lud ing t l ie wellhead connect ions), which wou ld have been chargeable to such N o n C o n s e n t i n g Party 4 it had 

24 par ticipatcd t her cut 

25 

20 

27 

28 A n election not to part icipate in the d r i l l i ng or the deepening of a weU shaH be deemed an elect ion not to participate in any re 

29 wo rk ing ur plugging back operat ion prorated i n such a we l l , or por t ion thereof , t o wh i ch the in i t ia l N o n Consent election applied that is 

W conducted at any l ime pr io r to fu l l recovery by the Consent ing Parties o l the N o n C o n s e n t i n g Par ty ' s recoupment account. A n y such 

31 rework ing or p lugging back operat ion cortducted d u r i n g the recoupment per iod shall be deemed part of the cost of operation of said well 

)2 >nd there shall be added to t l te sums to be recouped by the Consenting Parties one hundred percent ( 1 0 0 % ) of that por t ion of the costs of 

* * the rcavtirtung or p lugging back operat ion which would have been chargeable to such N o n C o n s e n t i n g Par ly had it participated therein. I I 

34 such a rework ing or p lugg ing back operation is proposed du r ing such recoupment per iod, the provisions of this Art ic le V I . 0 shall be ap 

35 plicablc as between said Consent ing Parties in said wel l . 

36 

3? 

38 

39 f i u r i n g the per iod uf t ime Consenting Parties are entitled to receive N o n C o n s e n t i n g Par ty 's share of p roduc t ion , or the 

40 procccdv there f rom. Consent ing Parties shaH be responsible lor the payment of all product ion, severance, excise, gathering and other 

41 taxes, and all roya l ty , over r id ing royal ty and other burdens applicable to Not t -Consent ing Pa r t y ' i share of product ion not excepted by A r 

42 l ic lc 111 0 

43 

44 
45 
't6 lu the case of any r e w o r k i n g , plugging back or deeper dr i l l ing o t - c r j i n m . t l ie Consent ing Parties shall be pel mu ted tu use. lux* 

•17 id cost, afl casing, t ub ing and other cuuifmicnt i n the we l l , but tlte ownersh ip o f all such equipment sliall reu tam unchanged; and upon 

•IH alian.lt tunc iu uf a well after such rework ing, p lugg ing back or dcqstr d r i l l i ng , the Consenting Parties d u l l account for al l such equip 

49 incnt to the owners thereof, w i t h each party receiv ing i ts propew l i on ate p a n i n k i n d or in value, less cost of salvage. 

V I 

31 

32 

53 Wi th in sixty (60) days after the complet ion of any operation under th is A n k l e , the party conduct ing t l v operat ions for the 

54 Consenting Parlies shall fu rn ish each N o n C o n s e n t i n g Party w i th an inven to ry of the equipment i n and connected to ihe we l l , and an 

53 t i cm i t cd staterncnt of the cost of d r i f t i ng , deepening, p lugging back, test ing, comple t ing , and equipping the wel l lor p roduc t ion ; or , at its 

V> op t ion , dte operating pa r t y , i n l ieu of an i temized statement of such cosis of opera t ion , may submit a detailed statement o f mon th l y 1*11-

57 tings t a c h mon th thereafter, d u r i n g the t ime the Consent ing Parties are being reimbursed as provided above, the party cortduct ing the 

55 operations tor the Consent ing Parties shal fu rn ish the N o n C o n s e n t i n g Parties w i i h ar. i t c r n t ud i t a t f ^ M t c i *Jf c»»?i3 ar.d babibtics in 

V„' curred in the operat ion o l the we l l , together w i t h a statenvem of the quant i t y of on anu gas proauccu trorn i t ami the amount c ^ ^ o c c t d s 

60 rea l i icd f r o m d ie u i e o f ihe wel t ' s work ing interest product ion du r ing the preceding m o n t h . In de te rmin ing the quant i ty of qj( and gas 

61 produced d u r i n g any m o n t h . Consent ing Parties shall use industry accepted methods such as, bu t not brui ted to . meter ing «r per iodic 

62 w C H tests. A n y amount realized f r o m the sale o r other disposition of equ ipment newly acquired i n connect ion with any such'bpcrat iott 

63 which would have been owned by a NonConsen t i ng Party had it part icipated there in sliall be credited against the total unrct infoVd cut is 

64 uf the work done and of the equipment purchased in determin ing when the interest of such N o n Consent ing Party shad re v i l l i to it as 

65 above provided; and if there is a credit balance, i t shal) be paid to such N o n Consent ing Party. r | ; 
6 6 , ' ? I 
67 . . 
68 j ' 1 
69 

70 .LtJti&i. 
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A R T . C I £ V I " — 

continued 

1 I I v i d when the Con ten t i ng Parties recover leoro a N o n Consen t ing Par ly 's re l inquished interest the amounts provided lor j b n e . 

2 the relinquished In te resu o l aud i N o n Consent ing Party shall automat ical ly revert lo I t . and. f r o m and alter such reversion, such N o n 

3 Content ing P a r t , shaH o w n the same interest i n such wel l , the mater ia l and equipment in or pertaining thereto, and tl ie i x u d u r i t u o 

4 the te t tum as such N o n Consent ing Party would have been entit led to had it participated i n i he dciHing, tcwt iek i i ig . dc-cpc-iiing ur |dt i r j ( i i ig 

5 hack o l said wel l . I h e r e a l t e r . such N o o Consent ing party shall be charged w i i h and shaN pay its pru |ur t tonate part o l the lur ther cul ts o l 

6 the uptta l lc in o l said weU in accordance w i t h the te tms ol th is ag icc inent and die Accoun t i ng I ' tocedute attached liercco 

7 

8 

9 

10 No tw i ths tand ing the provisions of this Ar t ic le V 1 . B . 2 , i t is agreed that w i thou t the mu tua l consent ol al l part ies, no wells shaH 

11 be completed in or produced ( rom a source o l supply ( rom which a well located elsewhere on the Contract Area is p roduc ing , unless uieh 

12 well con lu rm i 10 the then ea rn ing wel l spacing pattern (or such source o l supply. 

13 
14 
I) 

10 l i ve provisions of t h u Ar t i c l e shall have no application whatsoever to the dr i l l i ng of the ini t ia l well described m Ar t i c le V I A 

17 eicept (a) as to A r t i c l e V I I . D . l . (Opt ion N o . 2). i f selected, or (b) as to the rework ing , deepening and plugging back o l such ini t ia l wel l 

18 after it hat been d r i l l ed l o t l te depth specified in Ar t i c le V I A i l it shall l l iercahcr prove to be a dry hole ur . if in i t ia l ly completed for pro-

19 ducuon . ceases to produce i n paying quant i t ies. 

20 
21 

22 

2 } \ Stand l l y T i m e : W h e n a weB wh i ch has been dr i l led ur dc-ciicncd has reached its au tho r i i cd depth ami all i cs t i have U v n 

24 cuniplc ied. and the results thereof fu rn ished to the parties, s tandby costs incurred pending response to a par ty ' s notice proposing a 

21 tcwufku ig . deepening, p lugg ing back or complet ing operat ion in such a wel l sliall be charged and borne as pan o f the d r i l l i ng or deepen 

26 i i lg upcraltoit just completed. S landhy costs subsequent lo all parties responding, or expi rat ion of the re l f cm ic t ime pcr i i i iuc-J. whichever 

2 ' first tact ics, and p r i o r to agreement as 10 the part ic ipat ing interests o l al l Consent ing Parties pursuant to the te rms o l tlte second ( l a i n 

2H utaucal paragraph of A r t i c l e Vl.11.2. shaH be charged to and borne as part of the proposed operat ion, but U die proposal is subsequently 

29 wi thdrawn because of insuff icient par t ic ipat ion, a u d i s landhy costs shad be allocated between the Consent ing Parl ies in the proport ion 

30 each Consent ing Par ty ' s interest as shown on Exhibi t " A " bears to the total interest as shown on Eahibit " A " of all Consenting P u 

l l l ies. 

12 

33 

34 

15 4 Sidetracking- Eicept as hereinafter provided, those provisions of this agreement applicable to a "dcc-pc-t t ing" operat ion shaH 

36 also I K a|iplicablc to any ptofiutat to direcf tonal ly contro l and in tent ional ly deviate a well h o r n vertical so as to change the bottom hole 

17 Kici t ton therein cal led " s i d e t r a c k i n g " ) , unless done to l i r a tgh t rn the hole ur to d r i l l around junk in flic- hole or iKvause uf o t l i r r 

Ml ine-thamcal d i l l icu l t ies A n y pat ty hav ing d ie f igh t l o participate in a proposed s i d i - t l x k i n g opetat ion that does not o w n an interest m the 

3V allected wel) bore at the l ime o l the not ice shall , upon electing to part ic ipate, tender to the wel l bore owners us propor iKniate share (equal 

40 to its interest i n the sieletracking operat ion) of the value of that po r t i on of tlte c t i s t i ng wel l bore to be ut i l ized as lot lows 

41 

42 

4 ) 

44 (a) If the proposal is (or sidetracking an eaist ing dry hole, re imbursement shall be o n the basis of ihe actual costs incurred in 

-15 tlte- init ial d r i l l i ng of tlte well down t o the depth at wh ich tlte side-tracking operation is in i t ia ted. 

46 

4? 

48 

49 (b) I I dte proposal is lor sidetracking a svell which has previously produced, re imbursement shall be o n the basts ol tl ie wetVs 

50 salvablc materials and equipment d o w n to the depth at wh ich the sidetracking operat ion is in i t ia ted, determined in accordance w i th l i te 

51 provisions of E i h i b i i " C " . lets lite estimated cost ot salvaging and the estimated cosl o l p lugging and abandoning 

52 

53 
54 

In the event that notice lor a sidetracking operat ion is given wh i le the dr i l l i ng t i g to be ut t l i ted is on loca t ion , the ies|*msc pc-ttod 

V i shall be l imi ted to (orty e ight ( 4 8 ) h o u r s , exclusive of Saturday, Sunday and legal l iot idays; prov ided, however, any party may request and 

57 tecetve up to e ight (8 ) addit ional days alter e tp i taocm o l the lo r ty e i g h t (48) hours w i t h i n w h i c h to respond by pay ing lor all stand by titt ic 

58 incurred d u r i n g v i e h { ( tended response period. I f more than one par ty elects to take such addit ional t ime to respond to ihe notice, stand 

5*> u , e „ ~ i . . . . U u i o c a t e i between i h - nar t ie l tak ing addit ional t ime t o respond o n a d a y t o d a y basil i n ihe p ropo r t i on each c k x u n a oat-

60 t y ' i inicrest as shown on E i h i b i i " A " bears to the total interest as shown on E i h i b i i " A " of all ihe electing parties h i all other in 

61 stances the response period lo a proposal for sidetracking shall be l im i t ed to th i r t y (30) days 

62 

63 

64 _ ! " . 

65 C. TAKING PRODUCTION IN KINO: _| , 
6 6 y I 

67 1'jch par ty shall take in k ind o r separately dispose o l its propor t ionate sh i t e of all o i l and gat produced I r o m the Contract A f e a . 

6H i-iclosive ol p roduc t ion which may be used in development and produc ing operations and in preparing and treat ing o i l and gas lo r 

t i 1) market ing |iiiT|«JSc-s and |wuduclKMi unavoidably lost. A n y e i t r a c i | t c i ld i t t i r c t ncu i f cd i n ihe taking in k ind or Se-ptraic disjassition by any 

70 party uf u t p roporuuna ie share ol d ie product ion shall be borne by tueh party- A n y party taking i t i shale ol p r o d u y i o n tn j tap t * j j i « l l W 

7 

I 
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A R T I C L E V I 

otmUmicd 

I required K> pay lor only iu prc^urtioniu share of loch part ol Operator's surface facilities which it uvea 
2 

J Each parly shall eiecute such division orders and contracts as may be necessary foe the sale of its inicrest in ptoduciion (least 

tl the Contract Area. and. cacept as provided in Article Vl l .D. . sliall be entitled to receive payment direccly (rom die purchaser thereof lor 
5 its share of aB production, 
ts 

7 In the event any party sltall lail lo male the arrangements necessary to take in kind or separately dispose o! its proportionate share of 

8 the od produced bom die Conuact Area. Operator shaH have the right, subject to the revocation at wilt by the parly owning i t , but not 

9 the obbgaiion, 10 purcluue such oil or sell it to others at any time and Irom time to time, lor the account of the non taking party at the 

10 best price obtainable in the area (or such production. Any such purchase or sale by Operator shall be subject always to Ihe right of the 

I I owner of the prodociion lo exercise at any time its tight to lake in kind, or separately dispose of. its share of all oil not previously 

12 debvered lo a purchaser. Any purchase or sale by Operator of any other party's share of oil sltall be only lor such reasonable periods uf 

11 utne as are consistent with the minimum needs of the industry under the particular circumstances, but in no event lor a period « caress 

H ol one ( I ) year. 

15 

16 In the event one er more patties' separate disposition 0 ( its share ol the gas causes split stream deliveriei io separate pipelines atvtlAx 

1? deliveries which on a day today basis tor any reason ace not exactly equal to a patty's tespective ptoporuocine shsteol total gas sales to 

18 be allocated lo it. the balancing or accounting between the respective accounts of tlie parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 

20 

21 O. Access lo Contract Area and Informafiont 

22 

• 3 Each party sltall Itave access to the Contract Area at all reasonable tunes, at its sole cost and risk io inspect or observe upcratiuiis. 

24 and shall have access at reasonable lintcs to information pertaining to the development or operation thereof, imludnig Opetaiur's Uajks 

25 and records relating dterctu. Operator, upon request, shall furnish each of the other parties with copies of all furttis ur rrpurts filed with 

26 governmental ageticics. daily drilling reports, well logs, lank tables, daily gauge and run tickets and reports of stock on hand at the lust id 

27 each month, and sliall niake available u triples of any cores or cuttings taken Irom any well drilled on (lie Contract Area. Hie cosl uf 

28 gathering and lurnishing irtlormation to Non Operator, other than that specified above, sltall be charged to die Non-Operator that tc-

29 quests the information. 

30 

31 E. Abandonment of Wells: 

12 

31 I Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.D.2-. any welt which has been 

VI drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

35 WUIKMU the consent of all parties. Should Operator, after diligent e((orl, be unable to contact any parly, or should any party bit to reply 

36 wtdiin lorty eight (48) hours (eicktsivc of Salurday, Sunday and legal holidays) alter receipt of notice of the proposal to plug and abandon 

17 such well,, such party shall be deemed lo have cxmsenlcd to the proposed abandonment. A l l such wells shall be plugged and abandoned in 

IH accordance with applicable regulations and at the cost, risk and erpense of the parties who participated in die cost c l drilling or dcctictting 

39 such well. Any parly who objects lo plugging and abandoning such well shall have the right to lake over the well and conduct luriher 

40 operations in search o l oil and/or gas subject to the provisions of Article VI B 

41 

^ I Abandonment of Wells that have Produced: Eicept (or any well in which a NonConsenl operation has 1»CCTI conducted 

hereunder lor which tlie Consenting Parlies have not been fully reimbursed as herein provided, any weH which has IK-CII ccanptctcd as a 

prodocei shall not be plugged and abandoned without the consent of all parties- II all parties consent lo such abandcHiiiuiit. tlie well shall 

^5 he plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hc-ictu. U. widun 
v > thirty (3t>) days after receipt uf notice of the proposed abandonment ol any well, all parlies do not agree tu the abaaidoniitcitt ul such weU, 

tliuse widiing lo continue Mi operation: Irom the inicrval(t) of ihe Iwmiiiorifs) then open >o production shaH it-iulcr to each nf the other 

' " , panics its ptopciitiociaie skate ol die value ol tlte well's salvable matctia! and cqui|«iK-nt.dclerinitK-d tu accordance with the ptuvtsmmsol 

*9 Exhibit " C " . less the estimated cost of salvaging and die estimated cost of plugging and abandoning. Each abandoning party shal assign 

^ the nrsn abandoning parties, svrthouc warranty, express or unphed. as to title or as lo quantity, or fitness for use of the equtptnetit and 

nsatetial, all of its interest in the weB and itlated equipment, together with its inlet est in the leasehold estate as to. but only as to, the tn-

^2 terval or intervals of the formation or formations then open to production. If ihe inicrest of Use alcandoning parly is or iitcitades au oil and 

^3 gas interest, such party shall execute and deliver to the non-abandoning party or parties an od and gas lease, binited lo the interval ur in 

^4 tervals ul the iormation or formations then open to production, lor a term of one (1) year and so lung thetealtcr as oil andfor gas is ptu-

55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Ejerubtt 

56 

57 

58 

W *I 
60 J 

62 h . 
63 ". !•*' 
64 * | 

I ) 

14 

65 I 

66 ,-,--vJ$i 
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68 r . j H V \ 
69 . .- fw.- : 
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I AJmCLE VI 
continued 

, U ' \ Tlie alignments of leases to tn. i t eJ shall encompass the "drilUng un* ! " upon which U M well b located Tlie pyrtsentsby. and die 

2 * " ' P « w « u « Wa*c» l o . the t u i | n t o thaU be i n I ra t io b u * d upon the reUtraa ih i f . of the i r r c i p c e i i * * percentage of par t ic i fwik in in UM 

, C««t,,ci At*» to th< aggregate of the pcreeauges of xwucipation in the Contract Area of alt assignee*. Thete shaH be no ( ^ U I M U O . 
A uucfe.it in the remaining portion of the Contract Area. 

6 llicrcafter, abandoning parties shall have no further responsibility, liability, or interest tn the c^icration of or production from 

7 the weU in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re 

8 quest. Operator shall continue to operate the assigned well (oc the sccount of the rum abandoning parties at tlte rates and charges con 

9 tempfated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well Upon proposed abandonment of the producing intervals) assigned or leased, the assignor or lessor shall then have the option to 

11 repurchase iu prior interest in the well (using the same valuation formula) and participate in further operations Uiercin subject to the pro 

12 visions hereof. 

13 

1^ )- Abandonment of NonCortscnt Operations: The provisions of Article VI E.I. or Vt.E.2. above shall be applicable as between 

1 * Consenting Parties in the event of the proposed abandonment of any well excepted hum said Articles; provided, however, no well shaH be 

10 permanently plugged and abandoned unless and until all panics having the right to conduct further operations therein have bven notified 

17 of ilse pro|ioscd abandonment and aJiordcd ihe opportunity to elect to take over (he well in accordance with the provisions of tliis Article 

18 VIE. 
19 

20 ARTICLE V I I . 
2 1 EXPENDITURES A N D L IABIL ITY OF PARTIES 
22 

2) A. Liabil i ty of Parties: 
24 

*^ ~IW tiahtliiy ol tlie parties sltall be several, not joint or collective. Each parly sliall be icst^onsible only for its obtigatHim. and 

26 vJui Ur ba!4e o«dy tor its pcojiotiiotutc share of the costs of devclopuig and upefauttg die Contract Area. Accordingly, the hem grained 

27 aiitottg tlie parties in Article Vl l .U. are given lu secure only the debts of each severally. It is not the intention of tlte partKi tu create, nor 

20 shad this agreement be construed as creating, a mining or other partnership ur association, or to render die parties babte as partners. 

29 

30 0 . Liens and Payment DeUu l t i : 
M 

32 Each Non Operator grants io Oper a lor a lien upon iu oil and g u rights tn the Contract Area, and i security interest in its share 

33 uf ud attdJur gu when extracted and its interest in alt equipment, to secure payment of its share of expense, together with interest thereon 

34 at the raie provided in Exhibit " C " . To the extent thai Operator has a security interest under the Uniform Commercial Code of die 

Mate, Operator sliall be entitled to exercise the rights and remedies of a secured party under die Code- I he bringing of a suit and the ob-

36 tainmg of tudgmem by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the hen 

37 tights or security interest as security for the payment thereof. In addition, upon default by any Non Operator in the payment of iu si tare 

38 of expense. 0|>crator shall have the right, wiittou. prejudice to other rights or remedies, to collect from die purchaser the proceeds from 

39 the sale of wch Non*Operator's share of oil and/or gas until the amount owed by such Non Operator, plus interest, has been paid. Each 

AO purchaser shall be ent i t led to rely upon Operator** w r i t t en statement concerning the amount of any default. O|»erafor grants a bkc l ien 

A l i i \ d scvurtty m u t e s t to the N o n Opera to rs to secure payment ot Operator 's propor t ionate share of expense. 

42 

1) - f f -any~p«r iT~hnb v f n unable t o pay- i t> fhary o f vapc rm w i t h W ^ x r y ^ W y - d a y r - * f K r rx-wditiow -pf « rt«i<mc^-t4|i n I * ' ^ f 

-11 (*|i-rat.M. the n.iit uVf.uhiiig parties, iiuliiding Operator, sliall, upon request by Ouixi.u<r|«y^htrtm in the ,4<>|«MII«.II that 

41 the interest of each smhpariy bears j j i inm* s% nf lU IIH Fl nil in t I n i l , m l ) so paying its share of tlte unpaid aruotuii shall, lu ubtaut 

Mi iwuiiUw»i<iruwt^lh^«:WT X** wWugatwd ta tha i ^u r t t y aighaa, JwiisUtd in tha lurvgoing p«iagiaphi 

4.7 

A8 C. Payments and Accounting; 

49 

V) b'icept as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the deveiVuprnent 

M and c>ai<rattpn of the Contract Area pursuant lo this agreement and shaH charge each of the parties hereto with their respective praput 

M tianate shares upon dte expense basts provided ia Exhibit " C " . Operator shall Veep an K cur ate record of the joint account hcteundcr. 

>J showing expenses incurred and charges and cr edits made and received. 

) J Operator, at its election, shall have ihe right from time to time to demand and receive from the other parties payment in advance 

W uf their respective shares of Ihe estimated arrvount of ihe expense to be incurred in operations hereunder during the next succeeding 

W month, wluch right may be exercised only by submission to each such party of an itcntixed statement ol such estimated expense, togctlscf 

>8 with an invoice (or its share thereof. Each such statement and invoice for the payrncn; ~. zdv^r^i VM cs.MT.aiec, expense shaH be submitted 

19 on or before dte 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estiitti/e within 

fifteen (HJdays after such estimate and invoke is received. If any party fails to pay its share of said estimate within said time. l U imtttjiM 

due shall K i r interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances anuUftual ex 

02 pense to tlie end thai each party shall bear and pay iu proportionate share ot actual expenses incurred, and no more. ' 

^ j f 
04 U. Limit at ioo of Expenditures: 

65 

06 I . Drill or Deepen: Without the consent of aft parties, no well shall be drilled or deepened, except any well d̂ UJjCil 1 

07 
pursuant lo lite provisions of Article VI D.2. of (his igrnnvent. Consent to the drilling, or deepening shall tnclutfi 

60 

61 

68 

69 .-r 
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ARTICLE VII 

1 O U f i o o No. I : AM nceeuarjr ••pendhum (or eh« drlUloj a* uotpcnluij, telling, co/upietlrtf Mid niulpfHnf o< U>« «*U. Ineludui« 
2 (KCrUM]r l*nk*x« jndfor rurfaec laciltttcl. 

3 
4 fa Option No, 2: AM necessary expenditures lor the drilling or dt-qscning and testing o/ llie weU. When SIKII wrll has readied u . 

5 «.id«Mwcd depth, and all tests have U m completed, and l l . * results theicuf furnished lo the [tallica. Operator shall give iiruiicdiile ttutitc 

6 to tlie Non Operators who have the fight to participate tn the ccompletion coin. The parties receiving such notice shall have forty eight 

7 {18) liours (exclusive ol Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the cwitpkiion at 

8 tempt. Such election, when made, shaH include consent to all necessary expenditures for the completing and equipping of such weU. m 

*) chiding necessary tankage andfor surface facilities, f aiVuie of any parly receiving such notice lo reply within the period above fixed shall 

|U constitute an election by that party not 10 participate in the cost of the completion attempt. If one or more, but less than all of the parties. 

11 elect to set pipe and lo attempt a completion, the provisions of Article Vl.f l .2- hereof (the phrase 'Vcworkittg. deepening or plugging 

12 back" as contained in Ankle VI.0 2. shaH be deemed lo include ''cornpleting") shall apply to the operations thereafter conducted by less 

1) than aU parties. 

14 

15 2. Rework or Plug Back: Without the consent of all parties, no weU shall be reworked or plugged back except a well reworked ur 

16 ph'gged hack pursuant to the provisions of Ank le VI B. 2- of this agreement- Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations and eoinplrttttg and equipping of said well, including ncemary tanaage 

18 andfor surface facilities. 

19 
20 3. Other Oj orations: Without the consent of alf parties. Operator shall not undertake any single project rcavnuMy estimated 

21 to returnc an expenditure in excess of Twenty-Five Thousand Doius (123,000.00 ) 
22 c i i ' q* ut connection with a well, ihe drilling, reworking, deepening, completing, recomputing, or plugging back ol whkh has been 

23 previously authorired by or pursuant to this agreement, provided, however, that, in case of explosion, fire, flood or otlier sudden 

2-1 emergency, whether of the same ur different nature. Operator truy take such steps ami incur such expenses as in its OJIUIKMI arc rrtpiiivd 

25 iu deal with tlte emergency lo safeguard bfe and property but Operator, as prinitptly as j^ssiUe. shall report tlte enu -tgvm y to f lu uthes 

26 patties If (>f>craior prepares an authority lor expenditure (AH:) lor its own use, Oinrator sluH furnish any N<MI 0|>eiat<if MJ leipK-stiur. 

17 an uuoouation copy thereof lor any single project costing in excess nf T e n 1 l i o u a a n d ^ 

28 fJollars t i *0 . .000 « 0 0 ) but less than the amount lirsi set forth above in this paragraph. 

29 

30 t Rentals, Shut-in Well Payments and Minimum Royalties: 

31 

)2 Rentals, shut in well payments and minimum royalties which may be required under ihe terms of any lease shall br paid by the 

33 |urty or parties who subjected such tease 10 this agreement at its or their expense. In the event two or more panics own and ha I T cow 

34 tributcd interests in the same lease to diis agreement, such parties may designate one ol such part Rri lo make said payments tor and on 

35 MtaH of aU such patues Any patty may request, and shall be entitled to receive, proper evidence of alt stub, payments In the event of 

30 failure to make proper payment of any rental, shut in well payment or minimum royalty through mistake or oversight where such pay 

37 ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance w ith tlte pro 

38 visions of Article IV.0 2. 

39 

•tO Operator shall notify Non Ot,x-raior of ihe anticipated completion of a shut in gas well, or the shutting in at return to production 

4) 14 a priiJuetng gas well, at least live (5)dayl (excluding Saturday, Sunday and legal holidays,, or at the earliest opjurtuuity permitted by 

M tirCuutsiaiHcs, prior to taking such action, but assumes no liability lor taihire to do so ht live event of failure by Ofvralor tu su notily 

t , i N-.mt'Vpctator, the toss of any leave contributed hereto by Non Operator (ot failure to make timely payments uf any shut m weH payment 

44 sliall be borne jointly by the panics hereto under the provisions of Ankle l V . i l 3-

45 

46 P. Taxes: 

47 

48 Beginning with die Crtt Calendar year after the effective date hereof. Operator shall tender (or ad valorem taxation att properly 

49 subject tu this agreement which by law should be rendered for such laics, and it shaH pay aU such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition date, each Non Operator shaH furnish Operator information as to burdens fio include, but isot 

'M t< Untiled to, royalties, overriding royalties and production payments) on Vases and oil and gas interests contrtbutid by such Non 

52 Operator. It dte assessed valuation of any leasehold estate is reduced by reason uf its being subject to outstanding excess royalties, over 

riding royalties or production payments, the reduction in ad valorem taxes result mg therefrom shall inure tn the benefit of the owner or 

Vl owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflcet the benefit of sueh rcduc-

51 iMrfi If die ad valorem taxes are based in whole or in part upon separate valuations uf each parly's working interest, then notwithstanding 

V) anything to the contrary herein, charges tu tlte joint account shall be made and paid by the patties hereto tn accordance with tlte tax 

57 value (fcneraicd by each party's working interest. Operator shall bill the other parties for their proportionate shares cd all tax paytnems in 

yg .'.^ z~.~~^t pr--.idcd *o Exhibit " C " . 

59 
CVI 11 Ojxriaior considers any lax assessment improper. Operator may. at its discretion, protest within the mue andSuitanncr 

6J prcscribtd by law, and prosecute tlte protest to a final determination, unless all parties agree to abandon tlie protest prior to bpjil deter 

62 in ma tion. During the pendency of administrative or judicial proceedings. OjR-rator may elect to pay, under protest. aU such taxti^and any 

o) uiterest and penally. When any such protested assessment shall have been finally determined. Operator shall pay the tax for ih«< 

o4 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and he paid byV 

(i% [wovuled in Exhibit " C " . J » 

w • r ' i 
t j < l i i i i t iv slull ojv of emu: lu IK- paid all pfudtirtton. severance, eicise. ejtlii-rint' and other uses nnjustd m<»n or.with respect I 

. .. . . . . . . . . . . . . . . . 1 . i " : \ 

67 
(•b the |irtx)itt.lioti or handling ol sutli parly's share ol oil and/or |(as produced under lite terms ul tint agreement. • ' 1 I ' \ j 

<fl e^ f'l.l 
70 1 V -

10 
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ARTICM: VII 
continued 

1 G . l n t u r « A C C ; 

2 

\ At »ll tinses while ooctstiom ut conducted hereunder, OjKratoe shall comply with tilt workmen's compensation law U 

4 t l ie state wl iete t l t t operat ions ar t being conducted, prov ided, however , that Ouc ta to t may be a j e l l t n s u i c t (or stabil ity under said cum 

3 ptt isattun taws i n tv l i ich event the only c h i i | e that shall be made to the jo int account sliall be as prov ided in Eifaibi t " C ' . Operate* sltall 

u also carry or provide insurance lor the benefit o l the joint account of t l i e parties as outt tned in Ej i l i ib i t " D " . attached to and made • pan 

7 hereul . Operator shall requi re aU contractors engaged in tvotk on or lor the Contract A rea l o comply w i t h the wo rkmen ' s compensation 

g law o l die state " h e r e Ihe operations are being conducted and to ma in ta in such other insurance as Operator may requi re. 

9 

10 I n t l x event automobi le public l iabi l i ty insurance is specified in said Exhib i t " D ". or subsequently receives the i |>rxoval of the 

|1 parties, no direct charge shall be made by Operator lor premiums paid lor such insurance (or Operator's automotive equtprncm. 

U 
U ARTICLE VIII. 

I < A C Q U I S I T I O N , M A I N T E N A N C E O R T R A N S F E R O F I N T E R E S T 

11 

16 A . S u r r c a d e t o l Lenses: 

17 

IB T l i * leases covered by th is agreement, insofar ts they embrace acreage tn tbe C o n u a c t Area, shall not be s u f t t n d c r c d i n whole 

19 o t « p u t unless aU parties consent thereto. 

20 

21 However , should any party desire to surrender i u interest in any lease or in any po r t i on thereof, and the other parties do not 

22 '(free or consent the re to , the pa/ty desir ing to surrender shall assign, w i t hou t express or imp l ied warranty of t i t l e , al l of i ts interest in 

2 ) such lease, or ( u n i o n thereof , and any wef l . mater ial and equipment wh i ch may be located thereon and any r igh ts i n prodt iOjon 

2-i (hercarter secured, to the parties not consenting to such surrender. If the interest of the assigning par ty is or includes an o i l and gas m 

2^ tcrest, the assigning par ty sliall c iecute and deliver to (he party or parties not consent ing to such surrender an o i l and gas lease covering 

26 such uif and gas interest for a term of one f I ) year and so long thereafter as o i l and/or gas is produced f r o m the land covered thereby, such 

27 lease l o be on the f o r m at tact ted hereto as Exhib i t * * B * \ Upon such assignment o r lease, t l ie assigning party sltall be rebeved from, all 

2H obligations thereafter accru ing , but not theretofore accrued, w i th respect t o the interest assigned or leased and the operat ion of any well 

27 attr ibutable there to , and the assigning par ty shall have no fur ther interest i n the assigned or leased premises and its equipment and pro 

)0 duc t ion other than the royalt ies retained in any lease made under the l e r m s of th is A r t i c le . T h e party assignee o r lessee shaft pay t o the 

H p>ny assignor o r lessor t l te reasonable salvage value of d ie l a t t e r ' i interesi i n any wells and equipment attr ibutable to the assigned or leas 

32 cd acreage. T h e value o f afl material s h a l be determined in accordance w i t h the provisions of Exh ib i t " C " , less the est imated cost of 

33 salvaging and the est imated cost of p lugging and abandoning. If the w i g n m c n t or lease is i n favor of mote than one pa t t y , the inter CM 

34 sltall be shared by such patt ies in dte propor t ions t h u the interest of each bears to the to ta l interest of all such parties. 

35 

36 Any iass ign inen i , lease or surrender made under this provision sl ial l not reduce or change the assignor's, lessor's or sur rendering 

J7 pa t ty ' s inicrest as it was immediately before ihe a w g n m c n t . lease or surrender iu the balance o l the Contract A rea , and ihe acreage 

assigned, jeascd or m r rendered, and subsequent operations thereon, shal l not thereafter be iub|ect i o the lerms and provisions uf this 

39 agreement. 

40 

41 13. R e n e w a l o r f i x t e n t i o n of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject t o th is agreement, all other parties shall be not i f ied p rompt l y , and 

41 sliall have the r igh t for a period of th i r t y (30) days fo l lowing receipt of such notice >n winch i o elect to participate in the ownersh ip of the 

43 renewal lease, insofar at such lease affects lands w i t h i n the Contract A r e a , by paying to the par ty who acquired it t l ie i r several proper |«o 

46 | u t donate shares of l i te acquisi t ion cost allocated l o that part of such lease w i t h i n tlte Contract A rea , wh ich sliall be i u p ropor t i on t u tike 

47 interest i held at i t tat l i m e by the panics i n the Contract Area. 

4« 

49 It some, b u t less than a l l , o l the parties elect to participate i n the purchase of a renewal lease, it shaH be owned by the pari ITS 

V I who elect to parucipate there in , in a rat io based upon the relationship o f the i r respective percentage of part ic ipat ion i n the Contract Area 

51 t u the aggregate o i the percentages of part ic ipattqn i n the Contract A rea o f alt patt ies part ic ipat ing i n the purchase of such renewal lease. 

32 A n y renewal lease i n w h i c h less than all patt ies elect t o participate shal l no t be subject to Utis agreement. 

53 

54 Each par ly w h o participates tri the purchase o f a renewal lease shall be given an assignment of its f i roporttonate interest therein 

55 by ihe acquir ing pa r t y . 

56 

37 T l ie provis ions of th is Ar t ic le shall apply to renewal leases whether they are (or the ent i re interest covered by t l te expi r ing lease 

38 or cover only a po r t i on of i u .area or «at ir.ictesr t isercin. A n y renewal lease taken before the exp i ra t ion o f its predecessor lease, or taken or 

59 contracted for within six (6) months after the cassation oi the existing lease dtaU be subject lo this provision, but any lease tai^b or na 

60 t r aded for more than six (6) months after the expirat ion of an e l is t ing lease sliall not be deemed a renewal tease and shall not I * A b j e c t i o 

61 (he provisions of th is agreement-

o2 

63 1 rte provisions in this Ar t ic le shall also be applicable to extensions of o i l and gas leases 

64 

63 C . Ac reage o r C a s h C o n t r i b u t i o n s : j 

6 6 • ;tt.| 
67 Whi le th is agreement ts in lorce, 4 any par ly contracts for a con t r i bu t i on of cash towards the dr i l l ing of * we l l o r f any other 
68 uf>vtaiKKi on the Cont rac t A rea , such con t r ibu t ion shall be paid tu the party who conducted the d r i l l i ng or other o t»e^»r^h~4 id . iha l W 

69 applied by it against t l te cost uf such d r i l l i ng or Oliver o p c t i u o n . I t the cuntr ibut ' iu t i be m t i n l o r i n ol nercaae. t h * parity tO*wlidl6 da* tun -

t t i hu t i on is n u d e sltal l pcompUy tender an assignment of the acreage, w i thou t warranty o l t i t le , to the Dr i l l i ng P a r t i e s * r i y f e ^ F j j g ^ l ^ * * ^ 70 
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I 
i A R T I C L E V I I I 

continued 
I said Drilling P u t i n ihued the cott ol drining uSe wed. Suck acreage shall become a icpaittt Conn art Area and. to tbe eatent poasibW. be 
I governed by provisions identical ta lht» l a rmieAi . Each party thatt twontptly notify all oeh«« parties ot any ace cage or cash CMUflkutiofta 
) it may obtain in support of any well oc any othec operation on tlte Contract Area- Tlte above provisions thatt also be applicable to op 
4 tiotul riglttt to o i l acreage ouuitle tlte Contract Area which, are in support ol a veU drilled iiuiJe lite Contract Atea. 
J 

6 II any parly tonuacti lor any coniuieritioci relating lo disposition of tuch party'i share ol substances produced hereunder. »utb 

J ronitdertuon shall not be deemed a contribution u contemplated in this Article VIU.C. 

8 

9 I ) . Maintenance of Uniform Interest: 

10 

I I For the purpose ol tnainiaining uniformity oi ownership in the oil and gai leasehold interests covered by this agreement, an 

12 party shal sett, encumber, transfer oc make other disposition of its bnterest in the leases embraced within the Contract Area and in wests. 

1J equipment and production unless such rKspcoiliotl covers cither: 

M 
1) 1. the entire interest of the parly in afj leases and equipment and production; or 

16 

17 2 « t equal undivided interest in all leases and equipment and production in the Contract Area. 

18 

19 Every such sale, encumbrance, transicr or other disposition made by any party shall be made eipressly subject lo this agreement 

20 and shall be made without prejudice to the right o l the other parties. 

21 

22 If . at any time the interest oi any party is divided among and owned by lour or more co owner t . Operator, at its discretion, may 

21 requite such co owners tu appoint a single trustee or agent with lull authority to receive notices, approve cependitutet, receive biltiugs fur 

24 and approve and pay suctl party's share ol the joint capenses, and to deal generally with, and with power to bind, the tu owners ol such 

2) |urly's interest within the scot,* of lite operations embrace! in this agreement; however, all such co owners sliall have the right to carter 

26 into arid esccutc all contracts or agreements lor lite dis|iosilioii of their respective shares ul tlie oil and gas ptoduced hum the Contratt 

27 Area and they sltall have the right to receive, separately, payment of the sale proceeds thereof 

28 

29 E. Waiver of Rights to Partition: 

30 

31 II permitted by the laws of the state or sules in which the property covered Itereby it located, each party hereto owning an 

32 undivided interest in the Contract Atea waives any and all fights i l may have to partition and have set aside la it in severally its undivided 

35 interest therein. 

M 
) ) Fi Pre lcec . t i . l Right I . P.celme. 

36 
)7 —-S4wuU -tiny «.** »U all « any p*r* mt i u i<iitr«?su v*ft»ly< thi* »ig<<v<'*e<M, or «A» right* «nd i-ww^st*-ut-tit«>^aaMtyt> 

J0, Arc*, u UuH promptly give written notice to the other parties, with M l info* mat ton to.".ccrning tu proposed uie. wJycJi^alTincTud*.- the 

39 name and address of die prospective purchaser (who must be ready, willing and able to purchase)^thc^pwchasc:^rice, and all other terms 

40 cd the oiler. The other parties shall then have an optional prior right, lor a periodoij£n-^tXTr9ays alter receipt of the notice, to purchase 

41 on the same terms and conditions the interest which the other parj^peopolesto sell, and. if litis optional right is cierciscd. the ptirchas 

42 u»g parties shaN dure the purchased interest in^jhit^ropoTuons that the interest of each bears to the total interest of all purchasing par 

4) lies. Iluwcver. there shall bej)aa^#efrTeriJial right lo purchase in those cases where any party wishes lo mortgage Hi itiicrcsis. or to 

44 dispute, of iu^iiat*<ies*1Syntergce1 (cotgamtauon. consolidation, or sale of aU or substantially all of its assets to a subsidiary or parent cum 

45 > fmny~ntAii i.sula'idiaxy. of a psfam-uaflapaoy, or to aay CvOmpany ia which any ***** party mmut. m wia^arity -ti vlwt nmnk, 

46 * 
47 A R T I C L E I X . 

I N T E R N A L REVENUE COOE ELECTION 
49 
V) 1 rtts agreement is not in tended to create, and shall not be construed to create, a relationship of partnership or an association 

51 (or profit between or among Use parties hereto. Not with uaivding any provision herein that the fights and baUUtics hcteutsder are several 

%2 and not joint or collecitve, or that this agreement and operations hereunder shall not constitute a partnership, if, lot federal income tat 

5) pur puses, this agreement and the operations hereunder are regarded as a Partnership, each party hereby affected elects to be excluded 

54 from the application of all uf the provisions of Subchapter * 'K* \ Chapter I . Subtitle " A " , of the Internal Revenue Ode of 1954, as per 

55 milted and authorited by Section 761 of the Code and the regubtioru promulgated thereunder. Operator is autlioriicd and duet ted to e* 

56 ecute on behalf of each party hereby affected such evidence of litis election as may be required by the Secretary of lite Treasury uf the 

57 Mtuied States or die Federal hit etna! Revenue Service, including specifically, but nut by way of Unutiitcm, all of the returns, statcitwuts. 

58 >ad site daia required by Federal ReguUtiona 1.761. Should there be any T ^ j i f c i : \ l i t t rach ;sarty hereby aJhxied give timber 

59 evidence of this election, each such party shall execute such doctirnents and furnish such other evidence as may be rcuuirdj| by the 

60 Federal Internal Revenue Service or as may be necessary to evidence this election No such party shall give any notices or take j j i y other 

61 action inconsistent with the election made hereby. If any present or future income tax laws of die state or stairs in which thcriQuniract 

62 Area ts located or any future income tat taws of the United States contain provisions similar lo those in Subchapter " K ' \ W ^ J ^ ' 1. 

63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Secuon 761 of live " 

64 turned, each party hereby affected shall make such election as may be permitted ur icuutred by such laws, l n making tlte tore] 

65 'tun. each such party states that the income derived by such party from operations hereunder can be adequately determinol 

66 compulation ol partnership taxable income. 

67 

68 * 
69 
70 

12 
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1 A R T I C L E X . 

2 CLAIMS A N D LAWSUITS 
} 

4 0|«Tjiur may settle any tingle uninsured third party damage claim or suit arising (ruin operations Iteretttuler i l tlte eapenditute 

I .k^s not c.n-cd F i f t e e n T h o u s a n d • IVJUs 

6 ( i l 3 » 0 0 0 . 0 0 j ( j K pjyrnent u in complete setilctnettl ol such claim or suit. II the amount required lor settlement es-

7 cee-di the al*ive amount, tlte parties hereto shall assume and take over the luither handling ol the claim or suit, unless such authority b 

H delegated lo Operator. Al l costs and eapenses ol handling, settling, or otherwise discharging such claim or suit sliall he at the joint ea-

9 pense ol the parties participating in the operation irom which the claim oc suit arises. I I a claim is made against any party or i l any party is 

IU sued on account oi any matter arising (rom operations hereunder over which such individual has no control because ol the fights given 

I I Operator by this agreement, such party shall irrunecliately notify alt other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

I I 

14 A R T I C L E X I . 

1 5 FORCE MAJEURE 

16 

17 11 any party is rendered unable, wholly or in part, by lorce majeure to carry out its obligations under this agreement, other than 

to the ouligjiMMi lo nuke money payments, that parly shall give lo all other parties prompt written notice of the lorce majestic with 

19 reasonably lull particulars concerning i t ; thereupon, the obligations of the party giving the notice, so (ar as they are alhvtcd by the lorce 

20 impure, slutl be suspended during, but no longer than, the continuance of the (urce majeure. The aflected party sltall use a l rcauMtablc 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 

23 Tlie requirement lltal any lorce majeure shall be remedied with all reasonable dispatch shall not require the settlement ul utiles. 

21 lockouts, ur other labor ddliculiy by ihe parly involved, contrary 10 its wishes; Itow all such tlilliculiies shaH lie handled slut be entirely 

2) within the discretion of the parly concerned. 

26 
27 Uie term "lorce majeure", as here employed, shall mean an acl ol Cod. strike, lockout, or otlict industrial disturbance, an ol 

the public enemy, war, blockade, public riot, lightning, l i fe , stotm, flood, caplosiun. governmental action, guvctnutemal delay, festcaiait 

t-) <x inaction, unavailability ol eqoipment. and any other cause, wltcther ol Ihe kind specifically enumerated above or oilierwtic. wtiich ia 

JO not reasonably within lite control ol the parly claiming sospension. 

31 

12 A R T I C L E X I I . 

33 NOTICES 

34 

J5 Al l notices authorized or required between the parties and required by any ol the provisions ol litis agreement, unless otherwise 

JO >|H.nlicjlly provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by lelea ur lelccopier and aJdrcssol iu 

J7 tlie parties 10 whom the notice is given at the addresses Uitcd on Ealiibit " A " . The originating notice given under any provision hcrcol 

ju dull l>e dcc-incd given only wlien received by the party to whom soch notice is directed, and the lime lor sutli parly to give any notice i l l 

Y) ics(«nv litereto shall lun Irom the date the originating notice it received. The second or any tesponstve notice sltall be deemed given 

.V0 when d.-yowied in the mad or with dte telegraph company, with postage or charges prepaid, or scot by iclce or telecopier, Each |iarly 

41 dull luvc tlie right lo clunge its address at any time, and Irom time lo unit, by giving written notice thereof to all other parties. 

42 

43 A R T I C L E X I I I . 

44 T E R M OF AGREEMENT 

4} 

VO This agrccstttsu sliall remain in lull (urce and cflecl as to the oil and gas leases and/or oil and gas inlcrcsls subject hereto (cat die 

47 |HK»I i j time selected IKIUW, provided, however, no party licrclo shall ever be construed at having any right, title ur niletcst inur Its any 

4>j lease or oil and gas interest contributed by any other party beyond the term ol this agreement. 

49 

Xi O OpurM No. I ; So long as any of the oil and fas leases subject lo this agreement remain or are continued in lorce al lo any part 

H ol the Contract Area, whether by production, cstesision, renewal or otherwise. 

52 
5) © Opt l 

No. 2: In the event ihe well described in A n k l e Vl .A , or any subsequent well drilled under any provision of litis 

)4 agreement. results in production of oil antVor gas in paying quantities, this agreement shall continue in lorce so long as any such wel or 

s,s, wells pro luce, or are capable ol production, and lor an additional period oi 9 0 days (rom cessation ol aH production; pruvaksl. 

Vs however, i l . prior io tlie capitation ol such additional per iod, one or more ofthe parties hereto ate engaged in drilling. reweKkirtg.duepcti-

*•? '"Z. p h i ^ n g hack, testing ur attempting to complete • well or wells hereunder, litis agreement shall continue in force unlit such otiera 

58 nuns have been coir^.L-.cd and i i production mutts therefrom, litis agreement shall continue in lorce as t ^ o . ^ J U . ' i - i . . ^vcm Cie 

Y) well descriU-sl in Article VI.A., or any subsequent well drilled hereunder, results in a iky hole, and no other well is producing, capable 

60 uf producing oil arnlfor gas from llic Contract Area, this agreement sltall terminate unU-ss drilling, dec-pening. phie,((iti|; back uftewurk-

01 mg operations are cumtticnced within 90 (fey* f r o r n the date of abantlunntent of said well. 

62 

6 ) Ii is agreed, however, that the termination of this agreement shall not relieve any party hereto Irom any lubiliiy "(li^'n has 

64 accrued or attached prior to the date of such termination. 

61 

66 

67 • 

CH 

69 

70 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

I A R T I C L E X I V . 

J COMPLIANCE W I T H LAWS A N O R E G U L A T I O N S 

3 
4 A . Laws, KcgtaUlloaa and Orders: 

5 

6 Uui agrccrnecu shaH be subject lo ihe conscrvtooo laws al ihe «»le in which the Contract Area it Incited, la live valid tulet. 

7 regulation, and orders al any duly ctsrtsMuted regulatory body ol u id Hale; and to all otlier applicable iedef al. alate. and local lawt. or 

8 dinanccs. ruler, regulations, and orders. 

9 

10 Q. G o w n i n g Law. 

I I 

12 Hits agreement and all matters pertaining hereto, including, but not limited to. matters ol performance, rton-pcrfortnance, breach. 

I I remedies, oruccdures. rights, duties and tntecpretalion or oaruuuelion. shaH be governed and determined by lite law ol the state in which 

Is the Contract Ares is Vacated l i the Contract Ares is in two or more tutes. Use law ol ihe state ol 

15 shad govsjm. 

16 j 
17 C. Regulatory Agencies! 

18 

19 Nothing herein contained shall grant, or be construed to grant. Operator the right or aufJhorky to waive or release an; rights, 

20 privileges, or obligationa which Non Operators may have under federal or stale lawt or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operinoru, including the location, operation, or production of wells, on tf acts raHset-

22 ling or adjacent to the Contract Area. 

25 

24 With res|tecl to opcrationt hereunder, NonOperators agree to release Operatur from any and all losses, damages, injuries, claims 

2) and causes uf action arising out ol, incident lo or resulting directly or indirectly Irom Operator's iatcfpfeialiun or application uf rules. 

26 ruling*, icgulaiions or orders of lite Dettartnicnt ol Energy or predecessor or successor agencies tu tlie catena suttt interpretation ur ap 

27 pticaiitai was made itt good laitlt. Each Non Operator luttlier agrees lo reimburse Opctatot lor any amuttnia appWablr lu such Nun 

28 Operator's share ui production thai Operator may be required ta teiund, rebate or pay as a result o i such an incorreu ttiicfprctalstm or 

aV apidicatiun. together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or appbx-atina. 

10 

31 NonOperators autltoriie Operator lo prepare and submit such documents as may be required lo be submitted to tlie purchaser 

32 ul any crude oil sold hereunder or to any other person or entity pursuant to the requirements oi the "Crude Oil Windfall Prtsttt Ta« Act 

33 ol I9B0". as same may be amended (com time to lime ( "Ac t" ) , and any valid regulations or rules which may be issued by the Treasury 

34 Department (rom lime lo lime pursuant to said Act. Each parly hereto agrees to lurntsh any and all certifications or otlier inlormation 

1) wliith is required lo be lurnished by said Act in a timely manner and in sufficient detail 10 permit compliance with said A o . 

16 

37 A R T I C L E X V . 

38 OTHER PROVISIONS 

19 
40 SEE PACES U a , H b . & U c ATTACHED: 

41 
42 
4) 
44 
41 
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48 
49 
50 
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I ARTICLE X V . 
i 

OTHER PROVISIONS 

The f o l l o w i n g provla lona are Intended to be cumula t ive , but l n the event they c o n f l i c t w i t h the 

o ther p rov la lona he re in , Chen the f o l l o w i n g provlalona a h a l l c o n t r o l : 

A- D e f i n i t i o n of ' h o l l d a v e * ; Tha word "holtdaye" when used he re in i a de f ined aa a l e g a l ho l iday 

observed by n a t i o n a l Banking Aeeoclatlone I n Midland, Texaa. 

•Back-In a f t e r Payout" : Upon payout o f each w e l l d r i l l e d hereunder, on a w e l l by w e l l baala. 

Fuel Producta, I n c . , Amerlatate O i l & Gaa, tnc . and Lou i s Mazau l l l o . I n c . ( he re ina f t e r c o l l e c t i v e l y 

r e f e r r e d t o he re in aa ' F P I " 1 . a h a l l c o l l e c t i v e l y be e n t i t l e d t o an a d d i t i o n a l t w e n t y - f i v e percent (2SSI 

working t n t e r ea t l n each auch w e l l , p ropor t iona t e ly reduced t o the n l n e t y - f l v « percent (9S%l lnecrea t o l 

TMBR/Sharp D r i l l i n g , Inc . I •TMBR* 1 hereunder iauch back - In being an undiv ided twenty-three and eeventy-

f tve hundredths percent (21.7SS1 working In te rea t l n each auch w e l l aa Payout occurs t h e r e l n l . I f any of 

the pa r t i ea compris ing "FPI* e lec ta not t o receive i t s p ropo r t i ona t e ahare o f auch back- in , each o f the 

o ther auch p a r t i e a who deelre t o receive auch back- la a h a l l be e n t i t l e d t o tbe e n t i r e bach-In l n auch 

w e l l . Tor the purposes of t h l a Agreement, "Payout* f o r each w e l l d r i l l e d hereunder, a h a l l occur at tha t 

po in t In t i n e a t which there i a recouped out of the p roduc t ion (o r o the r value received) which l a 

a t t r i b u t a b l e t o the i n t e r e a t c r ed i t ed to THSSt ln e x h i b i t "A" hereto ( a f t e r deducting the re f roa i a l l 

r o y a l t i e a . o v e r r i d i n g r o y a l t y ln te rea ta and appl icab le aeverance. p roduc t ion , exciae and g a t h e r i n g taxeal 

a l l coats Incu r r ed i n d i l l l l t v g , complet ing, equipping and opera t ing auch w e l l t o the p o i n t i n t ime tha t 

Payout occura. The accounting procedure attached aa E x h i b i t "C" hereto a h a l l be uaed i n deterralnlng 

payout on each w e l l . TKBIl/Sharp D r i l l i n g . Inc. et a l ( c o l l e c t i v e l y "TMBR" I a h a l l g ive n o t i f i c a t i o n t o 

FPf of the date aa id w e l l (a) hae p a i d o u t . Payout a h a l l . f o r the purpoae o f t h l a agreement, be de eased t o 

have occuered at 8:00 a.at. on the day next f o l l o w i n g the date the w e l l ( e ) a c t u a l l y paya o u t . Should PPI 

e l e c t t o back- In f o r aaid a d d i t i o n a l working In t e r ea t . I t w i l l t h e r e a f t e r ahare p r o p o r t i o n a t e l y the coat 

of ope ra t ing , r e p a i r i n g and recotapletlng the w e l l l s ) and a h a l l bear i t s propor t iona te p a r t o f any 

o v e r r i d i n g r o y a l t y burdening Che leaae included w i t h i n the producing u n i t forated f o r the w e l l (a l . i t being 

c l e a r l y underatood, however, t h a t l n no event a h a l l FPI be l i a b l e f o r any d r i l l i n g , cornpletlng. 

recomplet ing. equipping o r opera t ing coat Incurred by o r f o r TMBR'a account p r i o r t o the t ime o f payout 

of each w e l 1 . 

B In the event one or more o f the par t iea hereto a h a l l e l ec t aa f o l l o w a : 

l - not t o pay a delay r e n t a l ; 

2. t o abandon a leaae: o r 

3. not t o p a r t i c i p a t e l n a neceaaary wel l aa d e f i n e d i n A r t i c l e XV.N; and aaelgne i t a i n t e r e a t 

in a leaae. or p o r t i o n thereof , t o and f o r the b e n e f i t o f the p a r t i c i p a t i n g pa r t i e s hereto, o r l f aoae, 

but not a l l . of the pa r t i ea hereto e l e c t to acquire an i n t e r e a t l n a leaae or a contract a f f e c t i n g a leaae 

purauant t o the p rov la lona o f A r t i c l e XV.P. . I t la agreed tha t the landa covered by the c o n t r a c t r l g h t a 

aha l l no longer be aubject t o t h l a agreewent. In auch event the leaae o r con t rac t r l g h t a and the landa 

covered thereby a h a l l be deemed t o be aubject co an opececlnq agreement I d e n t i c a l t o t h l a agreement 

changed on ly t o r e f l e c t the proper ownere and percentagea and. i f the p a r t i e a ao dee l re . t o deaignate a 

new operator l f the operator under t h l a agreement la not a co-owner. 

c. Dlapute r e : Propoaed Depth: t f dur ing the d r i l l i n g o f any w e l l being d r i l l e d hereunder o the r than 

the I n i t i a l Well provtded f o r l n A r t i c l e V I . A . , a bona f i d e dlapute a h a l l e x l a t aa t o whether the preapoaed 

depth haa been reached i n auch w e l l laa f o r example, whether a w e l l haa been d r i l l e d t o a depth fftutticicnt 

to teat a p a r t i c u l a r eand o r f o rma t ion o r I f the w e l l hae reached the e t r a t l geaph lc equivalent , of a 

p a r t i c u l a r d e p t h ) , the op in ion o f the m a j o r i t y In I n t e r e a t , and not l n nuaibsrs. o f the ownera aa ahown 

on E x h i b i t -A" a h a l l c o n t r o l and be b inding upon a l l p a r t i e a . I f the p a r t i e a are equa l ly d i v i d e d , the 

op in ion of the opera tor w i l l p r e v a i l . 

D. payment O b l l g e t l o n e : A l l r e n t a l a . ahu t - ln w e l l paymente and miniaajm r o y a l t i e a which may be 

requi red under t he terms of any lease sha l l ne aoainiarere'S and pa id by Operator and charged t o the . Jo in t 

Account except where otherwise expreaaly provided t o the con t ra ry I n t h i s agreement. Any p a r t y may 

requeet and s h a l l be e n t i t l e d t o receive proper evidence o f a l l auch payments. Opecatar a h a l l make o r 

cause to be made proper payment o f any renta ls and a h u t - i n w e l l paywenta and minimum r o y a l t i e a under the 

foregoing p r o v l a l o n a . 

Operator a h a l l n o t i f y each Non-Operator o f l t a recorrwtendatIon concerning the payment of delay 

ren ta la or a h u t - l n r o y a l t i e a under any leaaea aa they may f a l l due l n w r i t i n g at leaae f o r t y - f i v e I4S1 

days i n advance o f the day when auch payment la due. each Hon-Operator a h a l l have f i f t e e n ( IS ) daye (rom 

the rece ip t o f auch no t i ce to reapond to auch recommendation w i t h payment, and f a i l u r e by Non-Operator 

a h a l l be deemed an e l e c t i o n by Non-Operator to concur w i t h Opera tor ' s recorranendatlon. Operator w i l l be 

reapont ib le foe non-payment of delay cental*, oe ahuc- ln r o y a l t i e a only I f l c ' e act ions c o n a t l t u t a groaa 

negligence o r w i l l f u l n ieconduct . 

Lta 



c A c q u i s i t i o n of L«a«ehold l n t > t m : Any p a r t y acquiring a new Icaaa w i t l i l n the Contract Atea *U* \ i 

f u r n i s h the other p a r t y or p a r t i * * actual copiea o l the ieaee, leeaea La acquiring aaid i n t t r u w n t 

«<i((lciint, t o v o r l f y the i c t w l c o n i t d t r t t ion l o r a* i d I n t e r e a t . a p l a t or exact d e s c r i p t i o n of tl«v 

l o c a t i o n and any other eocueanti pertinent co Che other party e valuating the acqu i r i n g p«u.«« n i i e i u i t . 

The i-on a c q u i r i n g p a r t i e s a h e l l have t h i r t y HO) daye f o l l o w i n g r e c e i p t oC the afore***]*! nnuct.- ••« whit-Hi 

to i.«Jlc*t« t h * preference as t o p a r t i c i p a t i o n tn aaid a c q u i s i t i o n by wrlctcn ree|K>ne<i t o t h * .».q*Mi mg 

l»**'tY accoeyanled by * check covering I t s aha re ot the a c q u i s i t i o n . 

F- Coincidental Operations: I t ia agreed by the p a r t i e s hereto t h a t unless otherwise agreed when juy 

well provided for i n t h i s Agreement i a d r i l l i n g or t e s t i n g , n e i t h e r party s h a l l propose the d r i l l . n g of 

an a d d i t i o n a l well on the contract acreage unless the d r i l l i n g of a w e l l ia necessary t o perpetuate tlte 

Leaee or f o r some other reason i t i s mutually agreed by the p a r t i e s hereto that an a d d i t i o n a l well should 

be d r i l l e d p r i o r t o the completion of a w e l l on the contract acreage. 

G- Expenses A t t r i b u t a b l e t o Transfers: In the event of t r a n s f e r , sale, encumbrance or other d i s p o s i t i o n 

of i n t e r e a t w i t h i n the Contract Area which creates the necessity of separate steasuretnent of production, 

the parcy c r e a t i n g the necessity (or such sveasursstent s h a l l alone bear the cost of purchase, i n s t a l l a t i o n 

and operation of auch f a c i l i t i e s . 

H Bankruptcy: I f . f o l l o w i n g the gr a n t i n g of r e l i e f under the Bankruptcy Code t o any petty hereto aa 

debtor thereunder, t h i s Agreement should be held to be an executory contract w i t h i n the waning of 11 

u s e. Section 16S, then the Operator, or ( I f the Operator la the debtor i n bankruptcy) any other patty, 

t t t i e l l be e n t i t l e d t o a determination by debtor or any trustee f o r debtor w i t h i n t h i r t y (101 d<>ys f i o * * the 

date an order (or r e l i e f la entered under t h l a Bankruptcy Cods as t o the r e j e c t i o n or assus-pi i o " uf t l i t a 

Operating Agreement. In the event of an aesuawiclon. Operator or s s l d other p a r t y eMail be e n t i t l e d l u 

adequate assurances aa t o f u t u r e performance of debtor's o b l i g a t i o n hereunder and the pio't-ctiou ol tliw 

I n t e r e s t of a l l other p a r t i e s . 

1. Insurance 1Mon-operstors. i with the exception of atlnlSMSi U n i t s set by State and Federal regulations 

Hon Operator(a I M y e l e c t not co be covered by any of Operator* a insurance coverage provided (or the j o i n t 

account by provid i n g Operator wi t h w r i t t e n n o t i c e and C e r t i f i c a t e of insurance-

J. Th i r d patty Services: fiegardleis of any pr o v i s i o n of t h i s Operating Agreement or tlte Account l ng 

f t o c t d u r t t o the contrary, the Operator nay charge t o the J o i n t Account (or the Contract A i d tut l «.-*.-*. 

and tharges incurred for the out aide engineers, geologists, consultants, brokers, t i t l e c i u a t i v t - -tHk 

.attorneys, and other, t h i r d - p a r t y services incurred l n connection w i t h leases owned hy or acquired fot the 

Joint Account or operations f o r the ben e f i t of the Joi n t Account, a l l to be borne i n the proportions 

s p e c i f i e d on Exh i b i t "A". 

K Hfcteiiiig ot Pioduct ion: I f a d i v e r s i t y of the working i n t e r e s t ownership i n production f com a t«*m»« 

•mb)trcc t o t h i s ag i cement occur a aa s r e e u l t of operations by less than a l l p a r t i e s |-ursuant to any 

p r o v i s i o n of t h l a agreement, t t Is agreed t h a t the o i l and other hydrocarbons produced from the well or 

w e l l * codipUvtt) by the consenting party or p a r t i e s ahall be separately meaeured by n»««l.rJ Mt-turi-wj 

et|ui|.nteiit t o be properly tested p e r i o d i c a l l y f o r accuracy, and the s e t t i n g of a separate tank battery w i l l 

not I t * r e q u i r ed unless the purchaser of the production or govcrnevental regulatory body havHvg j u r i s d i c t i o n 

w i l l .tot approve M t taring ( o r separately evcssurlng production. 

t . Hon -Discrimination i I n the performance o f t h i s Agreement. Operator ahall not engage i n any conduct 

or p r a c t i c e which v i o l a t e s any law. order or r e g u l a t i o n p r o h i b i t i n g d i s c r i m i n a t i o n against any person by 

reason of hi s or her race, r e l i g i o n , c o l o r , sex, na t i o n a l o r i g i n , or age; and Operator f u r t h e r agieea to 

cowply f u l l y w i t h the non d i s c r i m i n a t i o n p r o v i s i o n s of Section 203 of Executive Order Ho. 11244 Ho t ' . t . 

1 2 1 M l , as amended . 

M r j t o r t t Y of operation-. Whenever there I s store than one proposal i n connection w i t h any well sut-itct 

t o t h i s aareement. such proposals s h a l l be considered and disposed of l n the f o l l o w i n g order or p r i o r i t y : 

1 - O r l l l t n g the wel I t o I t s author I ted depth or * ttee.pt Ing a. cosipletlon Including t e s t i n g and logging 

of such w e l l at tuch depth s h a l l have f i r s t p r i o r i t y over a l l other operations and |uot>oGal-.; 

2. A proposal t o plug back a w e l l ah a l l p r e v a i l over a propoaai to deepen or t o sidetrack such w e l l ; 

l f there I s t o r e than one propoaai t o plug back, the proposal to plug back t o the next deepest 

prospective I n t e r v a l ahall have p r i o r i t y over proposals t o plug back t o shallower prospective 

i n t e r v a l s . 

] A propoaai to e l d i t t a c k a w e l l l n order t a reach the author 1 ted depth ahal l pi«v.»it u w i a 

propoaa I t o deepen ,• 

i *V peoyou* I t o <j>±«pt<,i « «* I I *>t\4>. I h*v« latf. |>v tor I t y ; and 

•J i-iuiKiSrflw u( tli« •>....« type and to the aaa-a depth s h a l l lut given pteceU*.. •.<,** Hi tl.v> utiKi. 14. <-<.<.t_.> 

they were made. 



M Non -Consen t P e n a l t i e s A p p l i c a b l e H t c n a a r v O p r a t l o r u : I f d u r i n g t h e t e r n o f t h i s a g r e e m e n t , a w e l l 

i s r e q u i r e d t o be d r i l l e d , d e e p e n e d , r e w o r k e d , p l u g g e d b a c k , s i d e t r a c k e d , o r r e c o m p l e t e d , o r any o t h e r 

o p e r a t i o n t h a t may b e r e q u i r e d I n o r d e r t o : 

(11 c o n t i n u e a lease , oc l e a s e s I n f o r c e e n d e f f e c t ; 

( 2 1 m a i n t a i n a u n i t i z e d a r e a o r any p o r t i o n t h e r e o f I n a n d t o a n y o i l a n d / o c q a s and o t h e c 

i n t e r e s t w h i c h way be owned b y a t h i r d p a r t y o r w h i c h , f a l l i n g i n s u c h o p e r a t i o n , may r e v e r t t o 

a t h i r d p a r t y ; 

(31 con-p ly w i t h an o r d e r i s s u e d b y a r e g u l a t o r y body h a v i n g j u r i s d i c t i o n i n Che p r e m i s e s , f a i l i n g 

l n w h i c h c e r t a i n r i g h t s w o u l d t e r a l n a t e ; 

s u e h o p e r a t i o n s h a l l h e r e i n a f t e r be d e f i n e d a s a " N e c e s s a r y O p e r a t i o n " . N o t w i t h s t a n d i n g any o t h e r 

p r o v i s i o n s c o n t a i n e d i n t h i s a g r e e m e n t t o t h e c o n t r a r y , a n y p a r t y e l e c t i n g n o t t o p a r t i c i p a t e i n a 

N e c e s s a r y O p e r a t i o n w h i c h i s p r o p o s e d p u r s u a n t t o A r t i c l e V I . B - 1 - s h a l l f o r f e i t and a s s i g n t o t h e 

pa i j t i c l p a t i n q p a r t i e s , a l l o f i t s r i g h t , t i t l e , a n d i n t e r e s t I n th*s C o n t r a c t A r e a e x c e p t e a c h w * U I n 

whi jch ? ' i ch p a r t y p a r t i c i p a t e d i n a l l o p e r a t i o n s c o n d u c t e d t h e r e o n a n d t h e p r o d u c i n g f o r m a t i o n u n d e r l y i n g 
i 

the" p r o r a t i o n o r s p a c i n g u n i t l o r each such w e l l . Such f o r f e i t i n g p a r t y ' s i n t e r e s t s h a l l n o t be b u r d e n e d 

e x c e p t a s a u t h o r i z e d h e r e u n d e r . 

S u b s e q u e n t l y C r e a t e d I n t e r e s t : I f any p a r t y h e r e t o s h a l l c r e a t e an o v e r r i d i n g r o y a l t y p r o d u c t i o n 

p a y m e n t , n e t p r o c e e d s i n t e r e s t , o r o t h e r s i m i l a r i n t e r e s t , s u b s e q u e n t t o t h e e f f e c t i v e d a t e o f t h i s 

Ag reemen t , o r i f s u c h i n t e r e s t was c r e a t e d p r i o r t o t h e e f f e c t i v e d a t e h e r e o f b u t was n e i t h e r r e c o r d e d 

I n t h e c o u n t y l n w h i c h t h * C o n t r a c t A r e a l s l o c a t e d n o r d i s c l o s e d t o a l l p a r t i e s h e r e t o a t t h e t i m e o f 

e x e c u t i o n h e r e o f (any such I n t e r e s t c r e a t e d u n d e r t h e c i r c u m s t a n c e s h e r e i n m e n t i o n e d s h a l l h e r e a f t e r b-» 

r e f e r r e d t o a s a " S u b s e q u e n t l y C r e a t e d I n t e r e s t " , , s u c h S u b s e q u e n t l y C r e a t e d I n t e r e s t s h a l l b « 

s p e c i f i c a l l y s u b j e c t t o a l l o f t h e t e r m s and p r o v i s i o n s o f t h i s A g r e e m e n t , as ( a l l o w s : 

1) . I f n o n - c o n s e n t o p e r a t i o n s a r e c o n d u c t e d p u r s u a n t t o a n y p r o v i s i o n o f t h i s a g r e e m e n t , a n d 

t h e 

p a r t y c o n d u c t i n g such o p e r a t i o n s becomes e n t i t l e d t o r e c e i v e t h e p r o d u c t i o n a t t r i b u t a b l e t o t h e 

i n t e r e s t ou r o f w h i c h t h e s u b s e q u e n t l y C r e a t e d I n t e r e s t I s d e r i v e d , such p a r t y s h a l l r e c e i v e 

sam» tce«t an<l cL«sac o f s u c h S u b s e q u e n t l y C r e a t e d I n t - r - s s t - TV.* p a t t y c r e a t i n g s-Mne s h a l l b e a r 

a n d p a y i l l such S u b s e q u e n t l y C r e a t e d I n t e r e s t and » h * l i L r.d*;->n v t y and h o l d t h e o r h i r p i r t i e s 

h e r e t o h a r m l e s s f r o m any a n d a l l l i a b i l i t y r e s u l t i n g t h e r e f r o m . 

2 ) . I f t h e owner o f t h e I n t e r e s t f r o m w h i c h a S u b s e q u e n t l y C r e a t e d I n t e r e s t i s d e r i v e d f a i l s 

t o p a y , when due , i t s s h a r e o f expenses c h a r g e a b l e h e r e u n d e r , t h e l i e n g r a n t e d t h e o t h e r p a r t i e s 

h e r e t o u n d e r t h e p r o v i s i o n s o f A r t i c l e V I I . B . o r u n d e r t h e a p p r o p r i a t e s t a t e s t a t u t e s s h a l l 

c o v e r a n d a f f e c t the ; S u b s e q u e a t I y C c e a t e d I n t e r e s t a n d t h e r l q h t s o f t h e p a c t i e s s l t a l l be, t h e 

same a s I f t h e S u b s e q u e n t l y C r e a t e d I n t e r e s t had n o t b e e n c r e a t e d . 

3 ) . I f t h e owner o f t h e i n t e r e s t f r o m w h i c h S u b s e q u e n t l y C r e a t e d I n t e r e s t Ls d e r i v e d U l e l e c t s 

t o abandon a w e l l unde r t h e p r o v i s i o n s o f A r t i c l e V I . E . h e r e o f , ( 1 1 ) e l e c t s t o s u r r e n d e r a l ease , 

( o r p o r t i o n t h e r e o f ) u n d e r t h e p r o v i s i o n s o t A r t i c l e V I I I . A . h e r e o f , o r ( 1 1 1 ) e l e c t s n o t t o p « y 

r e n t a l s a t t r i b u t a b l e t o i t s I n t e r e s t i n any l e a s e a n d t h e r e b y i s r e q u i r e d t o a s s i g n t h e lease-

o r t h a t p o r t i o n o r I n t e r e s t t h e r e i n f o r w h i c h i t e l e c t s n o t t o p a y r e n t a l s t o t h o s e p a r t i e s 

p a y i n g such r e n t a l , a n y a s s i g n m e n t r e s u l t i n g f r o m s u c h e l e c t i o n s h a l l be f r e e and c l e a r o f t h e 

S u b s e q u e n t l y C r e a t e d I n t e r e s t . 

4 ) . Ttte ownar c t * . * : l r i ^ u c h i n t e r e s t s h e l l I n d e m n i f y and h o l d t h e o t h e r p a r t i e s h a r m l e s s f rom, 

a n y c l a i m o r c a u s e o f a c t i o n o y t h e o w n e r o f t h e S u b s e q u e n t l y C r e a t e d I n t e r e s t . 

p . W o r k o v e r , O p e r a t i o n s : I t l s a q r e e d t h a t w i t h o u t t h e m u t u a l c o n s e n t o f a i l p a r t i e s , no w o r k o » e r 

o p e r a t i o n s w i l l be c o n d u c t e d u n d e r t h e p r o v i s i o n s o f A r t i c l e V I so l o n g a s any c o m p l e t i o n i n t h e w e l l 

p r o p o s e d t o be w o r k e d o v e r i s p r o d u c i n g l n p a y i n g q u a n t i t i e s . 

Q. JOA SUBORDINATE: NOTWITHSTANDING ANYTHING ELSE HEREIN TO THE CONTRARY. THE PROVISIONS OF THE JOINT 

OPERATING AGREEMENT SHALL NOT CONFLICT WITH THE LETTER AGREEMENT DATED JULY 1 . 199ft BETWEEN TMBR/SHARP 

DRILL ING. I N C . , FUEL PRQOOCTS, INC - ET A.L - AWO THE PARTIES HERETO. THE PROVISIONS Of SAID LETTER 

AGREEMENT SHALL SUPERSEDE AND HAVE PRECEDENCE OVER THE PROVISIONS HEREOF -



A.A.P.L. KOKM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE X V I . 

MISCELLANEOUS 

11m agreement shall he binding upon m l shall inure to the benefit ol Ihe parties licrelo ind lo tltcir respective heirs, devisee*, 
legal representatives, successors and assigns. 

This instrument may be eiecuted in any number of counterparts, each of which shall be considered an original Inr all purposes. 

IN WITNESS WHEREOF, thb agreement dull be effective as of. 1s t .dayol . J u l y 
19_ 98 
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TMBR/SHARP D r i l l i n g , l a c . 
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N O N O P E R A T O R S 

FUEL PRODUCTS, INC. 

BY: Q^VnW^yS^ 
Thomas M. Beall, President 

LOUIS MAZZULLO, INC. 

BY: 
Louis J. Mazzulio, President 

AMERISTATE OIL h GAS, INC 

BY 
Mark K . N e a r b u r g , P r e s i d e n t 
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EXHIBIT "A." 

Attacked to and made a part of that certain Operating Agreement dated July 1, 1998 by and between TMBR/Sharp 
Drilling, Inc as "Operator", and Fuel Products, Inc., et ai as "'NonOperators". 

1 Identification of lands subject to this aerecmcnt. 

Section 13: SE/4, Section 24: All, Section 25: NW/4, Township 10 South. Range 35 East, Lea County, 
New Mexico 

II. Restrictions, if any, as to depths, formations, or substances: 

None. 

III. Percentages or fractional interests of Parties lo this Agreement: 

TjMBR/SHARP DRILLING. INC. 

I 
FUEL PRODUCTS, INC. 

MARK K_ NEARBURG 

LOUIS MAZZULLO, INC. 

•Back-in after pay-out on a well-by well basis 

IV. Addresses of parties fot notice purposes . 

TMBR/SHARP Drilling, Inc. 
P. O. Box 10910 
Midland, Texas 79702 
915-699-5050 
915-699-5085 Fax 

Fuel Products, Inc. 
P. O. Box 3098 
Midland, Texas 79702 
915-687-0008 
915-687-0000 Fax 

Ameristate Oil & Gas, lac. 
1211 W Texas 
Midland. Texas 79701 
915-683-6679 
915-683-5935 Fax 

Louis Mazzulio, Inc. 
P. O. Box 66657 
Albuquerque, NM 87193-6657 

Tax I.D. 73-0951191 

Tax I D. 75-2398302 

Tax I.D. 85-0444285 

Schedule of leases. 

Date: 
Lessor: 
Lessee: 
Recorded: 
Dcjcriutiou: 

Date: 
Lessor: 
Lessee: 
Recorded: 
Description: 

November 20, 1997 
Gladys Chambers, a widow 
Ameristate OU ft. Gas, Inc. 
Volume 845, Page 277 
Secuon 24: NE/4 NW/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

February 3, 1998 
fortes Robinson, Ltd. 
Ameristate Oil & Gas, Inc. 
Volume 864, Page 257 
Section 24: SE/4 
Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Working Working 
Interest Interest 
BPO, A.PO* 

950000 0.712500 

.022500 0.1115625 

022500 0.1115625 

.005000 0.064375 

1.00000 1.00000 



Date: December 2, 1997 
Lessor: Edmund F. Ely 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 835, Page 568 
Description: Section 24: NE/4 NE/4 

Township 10 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor: Laveme C Levers 
Lessee: Ameristate Oil & Gas. Inc. 
Recorded: Volume 835, Page 570 
Description Section 24: NE/4 NE/4 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 1997 
Lessor: Alice Jane Sumruld 
Lessee: Ameristate Oil 4 Gas. Inc. 
Recorded: Volume 835, Page 566 
Description: Section 24: S/2 NE/4, NE/4 SW/4, S/2 SW/4 

Township 16 South, Range 35 East, 
NMPM, Lea County, New Mexico 

Date: November 15, 2000 
Lessor. Alice Jane Sumruld 
Lessee: Ameristate Oil Sc Gas, Inc 
Recorded Volume 872. Page 490 
Description: Section 24: S/2 NE/4. NE/4 SW/4, S/2 SW/4 

Township 16 South, Range 35 East, 
NMPM Lea County, New Mexico 

Dale: December 7, 1997 
Lessor: Erma Stokes Hamilton 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 827. Page 124 
Description: insofar only as said lease covers: 

Secuon 13: SE/4 
Section 24 NW/4 SW/4, NW/4 NE/4 
Secuon 25: NW/4 
Township 16 South. Range 35 East, 
NMPM. Lea County, New Mexico 

Date: December 7, 1997 
Lessor: Madeline Stokes 
Lessee: Ameristate Oil & Gas, Inc. 
Recorded: Volume 827, Page 127 
Description: Insofar as said lease covers: 

Secuon 13: SE/4 
Section 24: NW/4 SW/4, NW/4 NE/4 
Secuon 25: NW/4 
Township 16 South, Range 35 East, 
NMPM. Lea County, New Mexico 

I 
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EXHIBIT .. c 

Attached In and made a pai l of t h a t c e r t a i n O p e r a t i n g Agreement d a t e d J u l y I . 1998. w i t h •_ 
_™R/Sharp ^ U _ l i n g , Inc. as Operator and Fuel Products, Inc . , et a l as Non-Operators. 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . G E N E R A L PROVISIONS 

I. Definitions 

"Joint l'i<i|K'i ly" shall mean the real and personal pro|>crty subject Ui the agreement lo which this Arromiliiii? I'rocedure 
is allachcd. 
"Joint l l i iv i ations" shall mean all operations necessary or proper for the development. «pet*alinn. protection anil mainte
nance nf (lie Joinl 1'inpcrly. 
"Juinl AcoMint" shall moan llic account showing Uie charges paid anil credits received iu the conduct uf llic Joint tl|H-ra-
lioiis ami which arr In lie shared by llic Parties. 
"l>|icrator" sliall mean the parly designated to conduct the Joinl l)|>ei ations. 
"Nim l>|ier;»lors" shall moan the Parties tu this agreement other Uian the t>|icnitoi. 
"Parlies" shall mean 0 |wral»r and Non-Operators. 
"First l*»vel Sui»crvisoi-s" shall mean those employees wliose primary function in .frsitii U|icralioiis is llic direct stqiorvisioii 
•if oilier employees aiul/or contract lalmr directly employed on the Joinl I 'nii icrly in a field ii|K'ialing rapacity. 
'Technical Kitiployecs" shall mean those employees having special and specific engineering, geological in other profits 
SHMIHI skills, and whose primary runclion in Joinl Oiicratiotia is Uie handling of s|ieeifie operating conditions and pr-il ileitis 
Inr the lienefil of the Juinl Properly. 
"Personal l\x|>ciisos" shall mean travel and other reasonable reimbursable expenses of (liierator's employees. 
"Malcrial" shall mean personal pro|>erly. equipment nr supplies acquired or held for use on Ihe Joint l'rn|icrlv 
"I'-unli ollajile Malerial** sliall mean Material which at the lime is sn classified in Ihe Material Classification Manual as 
most recently rccnminendcil by the Council of Petroleum Accountants Societies. 

i ! 

2. Statement anil Hillings 

0 | H ' I .IIOI shall hill Non ()|ieralurs on or before the last day nf each month for their prn|xirlioiiati' share nf (lie Joint Ac-
c t fur llic preceding month. Such hills wi l l lie accompanied by statements which idciilifv llic aiilhni il v for cx |« i i i l i l inr . 
lease nr facility, anil all chai ges and credits summarized by appropriate classifications of investment and expense except 
thai items of Controllable Malerial ami unusual charges and credits shall lie separately identified anil fully described in 
detail. 

: i . Advances anil Payments by Non-Oneratnrs 

A Unless otherwise provided for in Ihe agreement lite ()|ieratiir may require tbe Nun ()|icraliiis In advance their 
share of estimated cash outlay for the succeeding month's operation wilhin fifteen (Ifi) days after rci-i ipl of llie bill
ing ur by the first day uf the month for which the advance is required, whichever is later. l l | iei aim shall adjust each 
monthly billing lo reflect advances received from the Non-Operators. 

Karh Non-O|ieralor shall pay its proportion of all bills within fifteen U M days after receipt If payment is mil made 
wilhin such lime. Use unpaid balance shall bear interest monthly a l Use prime rale in effect al Aejcaa 

Commerce Bank o n i i l c f | r s i _ ,|.,y ( ) f ( i 1 ( , „ M , n i | , j , , which delinquency mruis plus l ~ . or the maximum 
contract rale |»erinilled by llic applicable usury laws in liic slate in which the Joinl I ' I OIH-I ly is located, whichever 
is Uie lesser, plus attorney's fees, court costs, and other costs in connection wiih the collection of unpaid itmoiiiils. 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator lo protest nr question the cm rcclni-ss I hereof: 
provided, however, all bills and statements rendered lo Non-Operators by Oivcrator during any calendar year shall rou-
cliisivcly IK- presumed to be true and correct after Iwenty-four (24) months following the end of any such calendar year, 
unless within the said twenty-four (24) month period a Non Operator lakes written except inn thereto and makes claim mi 
tl|H i alur fot adjustment. Nil adjustment favorable In Operauii shall be made unless i l is made wilhin the same prcscrilied 
|icriod. Tbe provisions uf this paragraph shall not prevent adjustments resulting from a physical inventory of Oiiitrullahlc 
Material as provided for in Section V. 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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flBi 
1 S. Aud i t s | 
2 \ 
3 A. A Nun-Operator. u|wn nolicc in w r i t i n g to Operator ami al l o i l ier Nun-Operators, shul l have Uie r igh t to audi t 

4 0|>eraU)rs accounts and record] re la t ing lo the Joint Account for any calendar year w i l h i n l l ic twenty- four 

6 (24) I I K I I I I I I period fallowing the end Of such calendar year; prov ided, however, the mak ing of an audi t shall nut 

extend the t ime lor the t a k i n g ol w r i t u n exception lo and the adjustments of accounts as provided for i n 
7 Paragraph 4 o( this Section I . Where there arc Iwo or more Hon Oi»raU>rt . the Non Operator ! shall make 

8 every reasonable e f fo r t to conduct it j o in t audi t in a manner wh i ch w i l l resu l t i n * m i n i m u m uf inconvenience 

9 to the 0|«rau>r. Operator shal l bear no port ion of the Non Operators ' aud i t cost incurred under th is 
1 0 paragraph unless agreed lo by Ihe Operator. The audits shal l not be conducted more than once each year 

U w i thout pr ior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 

12 at the expense of those Non-Operators approv ing such a u d i t 

13 

U U The Operator shall reply in w r i t i n g U> an audi t report w i th in 180 days af ter receipt of such rcpor l 

16 
16 C. A p p r o v a l By Non -Ope ra to r s 

17 

J Where an approval or other agreement of the Parl ies or Non Operators is expressly required under other sections of 

19 this Accounting Procedure and if the agreement to which this Account ing Procedure is a tuched contains no 

20 contrary provisions in rega rd thereto. Operator shall notify alt Non Operators of the Operator 1 ! proposal, and the 
- 1 agreement or approval of a major i ty in interest of the Non Operators shal l be cont ro l l ing on all Non-Operators. 
22 
23 

24 l l . DIKECTCIIAIIGES 
26 

'2d Operator ahall charge the Jo i n l Account w i t h Ihe fo l lowing i tems: 

27 

28 1. Eco log ica l and E n v i r o n m e n t a l 

29 

30 Costs incurred for the benefi t of the Joint Property as a result of governmenta l or regulatory requirements to salisfy 

31 environmental considerations applicable to Ihe Joint Operations. Such coals may include surveys of an ecological or 

'12 archaeological nature and pol lut ion control procedures as required by appl icable laws and regulations. 

33 

.34 2. Keula ls and Movables 

A 

36 l.easc rentals and royalties paid by Operator for the Joint Operations. 

37 

38 3. labor 
39 
40 A. ( I ) Salaries and wages of Operator's f ield employees d i rect ly employed on the Joint Pro|ierty in the conduct of 

41 Jo in l Operations. 

42 

43 (2) Salaries of F i rs t l.evel Supervisors in the f ie ld. 

44 

•IS (3) Salaries and wages of Technical Employees d i rect ly employed on the Jo in l l ' ru| ierty if such charges are 

40 d e l u d e d f r om Uie overhead rates. 

41 

48 |4) Salaries and wages of Technical Employees either I c in i io ra r i l y or permanent ly assigned lo and di rect ly 

49 employed in the operation of the Joint Property i f such charges are excluded f rom the overhead rates. 

SO 

51 I). 0| icrator 's cost of holiday, vacation, sickness and disabi l i ty benefits and other customary allowances paid to 

52 employees whose salaries and wages are chargeable lo the Joint Account under Paragraph 3A of this Section I I . 

53 Such costs under this Paragraph 3B may be charged on a "when and as paid basts" or by 'percentage assessment" 

54 on the amount of salaries and wages chargeable lo the Joint Account under Paragraph 3A uf th is Section l l . I f 

56 percentage assessment is used, the ra le shall be based on the Operator's cosl experience. 

50 

57 C Ex iK. - r~ , .« ,L j or contr ibut ions made pursuant to assessments imposed by governmental author i ty ."•••.•eh . f t 

58 appl icable to U | ie rau) r i costs chargeable to the Jo in l Account under Paragraphs 3A and 313 of this .Section l l . 

59 

GO 1). Personal Expenses of those employees whose salaries and wages arc chargeable lo the Ju in l Account under 

(i l Paragraph 3A of this Section I I . 

02 

63 4 . Emp loyee Uencf i ts 

G4 

05 0|icraU>r's cur ren t costs of established plans for employees' group l i te insurance, hospital ization, ivus ion. rv l i re in i -n t , 

W» stuck purchase, th r i f t , bonus, ami other benefi t plans of a l ike nature, appl icable to 0| ierator 's labor cost chargeable to the 

I i7 . h u n t A c c o u n t u n d e r P a r a g r a p h * 3 A a n d U l ! o f t h i s S e c t i o n 11 s h u l l b e O ( > c r a l o r s l i c l u a l eus l n o t Ui e x c e e d t h e \ > e r c c l i l 

08 most recently recommended by the Council of Petroleum Accountants Societies. 
09 
10 
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t 6 M a t e r i a l 

3 Mater ia l purchased or furn ished by Operator far use on the Joint Proper ly as provided under Section IV. Oidy such 

4 Mater ia l sliall be purchased (or or t ransfer red to the Ju i n l Pro|vcrly as may be required for immediate use and is 

5 reasonably pract ical and consistent w i t h ef f ic ient and economical o|wrat ion> The accumulat ion of surplus atocks shall be 

G avoided. 

7 

8 C. ' IVanspor la t ion 

9 

10 Transportat ion of employees and Mater ia l necessary for the Jo in t Operat ions bu t subject to the fo l lowing l imi tat ions: 

11 

12 A. I f Mater ia l is moved to Ihe Jo in t Proper ly f rom the Operator 's warehouse or other properties, no charge sliall be 

13 made lo the Joint Account for a distance greater than the distance f r om Ihe nearest reliable supply store where l ike 

14 mater ia l is normal ly available or ra i lway receiving point nearest the Jo in l Property unless agreed to by the Parties. 

15 

IC l l . l f surplus Ma le r ia l is moved lo Operator's warehouse or other storage point, no charge shall be made to Uie Joint 

'7 Account for a distance greater than the distance lo the nearest rel iable supply store where l ike maler ia l is normally 

d available, or ra i lway receiv ing point nearest the Joint Proper ty unless agreed to by the Parties. No charge shall lie 

113 made to the Jo in l Account (or mov ing Mater ia l lo other propert ies be longing lo Operator, unless agreed to by the 

20 Parties j 

21 

22 ('. In the appl icat ion of subparagraphs A and 0 above, the opt ion to equable or charge actual t ruck ing cost is 

TS available when the actual charge is $400 or less exc lud ing accessorial charges. The $40U wi l l lie adjusted to Ihe 

24 amount most recently recommended by lha Council of Petroleum Accountant ! Societies. j 

26 j 

20 7. Serv ices 

27 ! 

28 The cosl o( contract services, equ ipment and ut i l i t ies provided by outside sources, except services excluded by Paragraph 

29 10 of Section l l and Paragraph i . i i , and i i i . of Section i l l . The cosl of professional consultant services and contract 

JO services of technical personnel d i rec t ly engaged on the Jo in t Proper ly i f such charges are excluded f rom the overhead 

131 rates. Tl ie cost of professional consultant services or contract services of technical personnel not d i rect ly engaged on the 

132 Joint Property shal l not be charged to the Jo in t Account unless previously agreed to by Ihe Parl ies, 

j 33 

14 8. E q u i p m e n t a n d Faci l i t ies F u r n i s h e d By O p e r a t o r 

35 

36 A Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 

37 -vil l i costs of ownership and O|ieration. Such rales shal l include costs of maintenance, repairs, other o|>craliug 

38 ex|H.nse. insurance, taxes, depreciat ion, and interest on gross investment less accumulated depreciation not In 

39 exceed e l 8 n t percent ( *«•) per annum Such rates shal l not exceed average cunuiiercial 

10 rates cur rent ly preva i l ing in the immediate area of the Jo in t Properly. 

41 

42 11. In I i i ti of charges in paragraph 8 A above. Operator may elect to use average commercia l rales prevai l ing in the 

43 immediate area of Ute Jo in t Property less 20%. For automotive equipment . Oi ierator may elect Ui use rates 

44 published by the Petroleum Motor Transpor t Association. 

46 

46 9. Damages and Losses to J o i n t P r o p e r t y 

47 

18 A l l costs or e i |wnses necessary for the repai r or replacement of Jo i n l Property made necessary because of damages or 

49 losses incurred by f i re , f lood, s to rm, thef t , accident, or other cause, except those result ing (rom Operators gross 

50 negligence or w i l l f u l m isconduc t Operator shal l furn ish Non-Operator w r i t t e n notice of damages or losses incurred as | 

61 soon as pract icable after a r c p o r l thereof has been received by Operator. 

52 i | 
53 10. l -cga l F.xncnsc 

54 

65 Expense of hand l ing , invest igat ing and set t l ing l i t igat ion or claims, d ischarg ing of liens, payment of judgements and 

66 amounts paid for set t lement of c la ims incur red in or resul t ing f r o m operations under the agreement or necessary to 

57 protect or recover the Jo i n l Property. zr.?-?'* U . i l ™ c h i r g e for services of Operators legal staf f or fees or expense of 

58 outside attorneys shal l be made untess previously sgrecd to by the Parl ies. A l l other legal expense is considered lo be 

69 covered by the overhead provisions af Section I I I unless otherwise agreed to by the Parl ies, excepl as provided in Section 

GO I . Paragraph 3. 

GI 

62 11. Taxes 

03 

01 A l l taxes of every k ind and nature assessed or levied upon or in connection w i t h the Joint Prupcrty. the o|iccation thereof. 

liS or the product ion t he re f rom, and wh ich taxes have been pa id by the Operator (or Hie benefit of the Parties. If the ad 

65 valorem tares arc based in whole ur in pa r t upon separate valuations of each parly's work ing interest. Ihen 

07 notwi thstanding any th ing to the contrary herein, charges to the Joint Account shall be made and paid by the Parlies 
08 ItcrcUi l i t accurdaucc w i t h the tax value generated by each party's work ing intercsL 
G9 
70 i 

3 
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1 12. Insurance 
2 
3 Net premiums paid (or insurance' required lo be carried for Ihe Joint Operations for Uie protection of the Curlier lu llic 

I event Juinl Operations are conducted in a stale in wliich 0|)cratnr may act as self-insurer for Worker's Com|wiisalion 
6 and/or Kmpluyers l iabil i ty under Uie respective stale's laws. Operator may. al its election, include tlie risk under its sclf-
fi insurance program and in thai event. Operator shall include a charge a l Operator's cost not lo exceed manual rales 
7 

8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of Ui* Joinl Property, including costs required by governmental or other regulatory 
I I authority. 
12 
13 14. Communications 
U 

IS Cosl uf acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
Hi microwave facilities directly serving the Joint Properly. In the event communication facilities/systems serving the Joint 

1 Protierty are 0(>cralor owned, charges to the Joinl Account ahall be made as provided in Paragraph 8 of Uiis Section l l . 
J 

19 16. Other Expenditures 
20 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I . or in Section I I I and which 
22 is of direct benefit to the Joinl Properly and is incurred by the Operator in the necessary and proper conduct of the Joinl 
23 Operations. 
24 
25 
20 U l . OVERHEAD 
27 
28 1. Overhead - Dr i l l ing and Producing Operations 
29 
30 i- As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge 
31 drilling and producing operations on either: 
32 
33 ( X 1 Fixed Rate Basis, Paragraph IA . or 
14 ( ) Percentage Basis. Paragraph I B 
JS j 
30 Unless otherwise agreed lo by the Parties, such charge shall be in lieu of costs and expenses uf all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
38 Paragraph 3A. Section I I . The cost and expense of services from outside sources in connection with mailers of 
J'J taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
tO the overhead rales provided for in the above selected Paragraph of this Section 111 unless such cosl and expense arc 
41 agreed to by Ihe Parties as a direct charge to the Joint Account. 
42 

43 11 The salaries, wages and Personal Excuses of Technical Employees and/or the cost of professional consultant 

I I services and contract services of technical |)ersonnel directly employed on the Joint Pro|ierly: 

46 
4G ( ) shall be covered by the overhead rates, or 
47 ( *• ) shall not be covered by Uie overhead rates. 
48 
49 i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
50 and contract services of technical personnel either temporarily or permanently assigned lo and directly employed in 
51 Uie operation of the Joint Properly: 
62 
63 ( ) shall be covered by the overhead rates, or 
54 ( * I shall not be covered by Uie overhead rates. 
65 
5G A. Overhead - Fixed Rate Basis 

57 
58 ( I ) 0|icr»lor shall charge the Joinl.Account st lh» followin" rates per well per month: 

59 
00 Drilling Well Rate * 4 . 5 0 0 . 0 0 

GI (Prorated (or less than a lull month) 

02 
63 Producing Well Rate $ 450 .00 
04 V 

G5 (2) Application of Overhead - Fixed Rate Basis shall be as fallows: 
UG 
U7 (a) Drilling Well Kale 
08 
(j'J (1) Charges for drilling wells shall begin 00 the date llic well is spudded and terminate on llic dale 
7t̂  the drilling rig. completion rig. or oilier units used in completion of the well is released, whichever 

4 
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ia U lar . axcept that no charge tha l l be r n i d i d u r i n g suspension of d r i l l i n g or completion operation* 
for fifteen (16) or more consecutive calendar day. . 

(2) Charges (or wells undergoing any type of workover or recomplet ion for a period of f ive (6) 

consecutive work daya or more ahal l be made a l the d r i l l i n g welt r a t * Such charge* sltall t x 

applied for Ihe period ( rom data workover operations, w i t h r i g or other units used in workover. 

commence through dale of r i g or o ther u n i t release, except that no charge shall be made du r i ng 

suspension of operations for f i f teen (16) or more consecutive calendar days. 

(b) Produc ing Well Rates 

(1) A n active wel l ei ther produced or injected into (or any por t ion of the month shal l be considered as 
a one-well charge for the entire month . 

(2) . Each active complet ion in a mul t i -completed well i n wh i ch product ion is not commingled down 

hole shall be considered i s a one-well charge prov id ing each complet ion is considered a separate 

wel l by the governing regulatory author i ty . 

(3) A n inactive gas we l l shut in because of overproduction or fa i lure of purchaser to lake the 

product ion shall be considered as a one-well charge p rov id ing the gas wel l is d i rect ly connected lo 

a permanent tales ou t l e t 

(4) A one-well charge shal l be made for Ihe month in w h i c h p lugg ing and abandonment operations 

are completed on any we l l . Th is one-well charge shal l bo made whether or not t l ie well has 

produced except when d r i l l i ng wel l rate applies. 

(5) A l l other inactive wells ( inc lud ing b u t not l imi ted to inact ive wel ls covered by u n i t allowable, lease 

al lowable, t ransferred allowable, e t c ) shal l not qual i ty tor an overhead charge. 

(3) The we l l rales shall be adjusted as of the f i r s t day of A p r i l each year fo l lowing the effective date of the 

agreement to which this Account ing Procedure ia attached. The ad jus tment shall be computed by mu l t i p l y i ng 

the rate cur ren t l y in use by the percentage increase or decrease in the average weekly earnings of Crude 

Petro leum and Gas Production Workers for the last calendar year compared lo the calendar year preceding as 

shown by the index of average weekly ea rn ing ] of Crude Petroleum and Gas Production Workers as published 

by the Un i t ed Stales Depar tment of Labor, Bureau of Labor Stat ist ics, or the equivalent Canadian index ss 

publ ished by Statistics Canada, as applicable. The adjusted rates ahal l be the rales cu r ren t l y in use, plus or 

m inus the computed adjustment. 

Overhead - Percentage Basis 

( I ) Operator ahall charge Ihe Joint Account a l tha fa l lowing rales: 

(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs 

prov ided under Paragraph 10 of Section I I and al l salvage credi ts . 

(b) Opera t ing 

Percent ( %) of the cosl of operat ing the Jo in t Proper ly exclusive of casta provided 

under Paregrspha 2 and 10 of Section I I , a l l salvage credits, the value of Injected substances purchased 

for secondary recovery and al l taxes and assessments w h i c h are levied, asseased and paid upon the 

m ine ra l interest in and lo the Joint Property. 

(2) App l i ca t ion of Overhead - Percentage Basts shal l be as follows: 

- f a r the per past o l de te rm in ing charges on a percentage basis under Paragraph I B of this &c; ; .ca 

development shall include al l costa i n connection w i t h d r i l l i n g , r e d r i l l i n g , deepening, or any remedia l 

operat ions on any or a l l wel ls invo lv ing the use of d r i l l i n g r i g and c rew capable of d r i l l i n g la the producing 

in te rva l on the Join l Property ; also, p re l im ina ry expenditures necessary in preparat ion for d r i l l i ng and 

expendi tures incurred in abandoning when the wel l is not completed as a producer, and or ig inal cost of 

construct ion or installation of f ixed assets, the expansion of f i xed assets and any o i l ier project clearly 

d iscern ib le as a f ixed asset, except Major Construct ion as defined in Paragraph 2 of this Section 111. A l l other 

costs shal l be considered as operat ing. 

O v e r h e a d - M a j o r Cons t ruc t i on 

'IVJ cum|K.-nsale Oit frrstor for overhead coats incurred in Ihtf construction and instal lat ion of f ixed assets, the cx|Mtn»ion of 
f ixed assets, and any other project clearly discernible as a f i xed asset requi red for the development and operation of the 
Joint Troi ierty. Operator shall either negotiate a ra le p r io r to the beg inn ing of construct ion, or shal l charge Ihe Joint 
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Account for overhead baud on the following r a i n for any Major Construction project In excess of t . 
2 
3 A. % of first $100,000 or total cosl if less, plus 
4 

5 u - * of costs In excess of $100,000 but less than $1,000,000. plus 
G 

7 C. % of costs in excess of $1,000,000. 
g * t o be n e g o t i a t e d . 

9 Tblal cosl shall mean the gross cost of any one project For the purpose of this paragraph, Uie component parts of a single 
10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
11 excluded. 
12 
13 S. Catastrophe Overhead 
14 

16 l b compensate Operator for overhead costs incurred in Ihe event of expenditures resulting from a single occurrence due 
16 lo oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 

necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 
.<i expenditures. Operator shall either negotiate a rate prior to charging the Joinl Account or shall charge the Joinl Account 
19 (or overhead baaed on the following rates: 
20 

21 A * % of total costs through % lOQ.OOQ; plus 
22 
23 II * % of total costs in excess of J100.0O0 but less than $1,000,000: plus 
24 
26 C * % of total costs in excess of $1,000,000. 
2Q * t o be n e g o t i a t e d . 
27 F.xpenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section 111 shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section i l l may be amended from time to lime only by mutual agreement 

33 between tlie Parlies hereto if. in practice, the rales are found to be insufficient or excessive. 
14 
35 

3C IV. PHICINC OF JOINT ACCOUNT M A T E R I A L PURCHASES. TRANSFERS A N U DISPOSITIONS 
37 
38 Opei.uor is resiwnsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
J'J movements affecting the Joint Properly. Operator shall provide all Material lor use on the Joint Properly; however, at 
40 Oiicrator's option, such Material may be supplied by the Non-Operator. O|>crator shall make timely disposition of idle and/or 
41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. 0|ieralor may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or 11 Material. 3 he disposal of surplus Controllable Material not purchased by the Operator shall be agreed lo by Uie Parties. 
44 
45 1. Purchases 
16 
47 Material purchased shall be charged al the price paid by Operator after deduction of all discounts received, tu case of 
48 Material found to be defective or returned to vendor for any other reasons, credit sliall be passed lo the Joinl Account 
49 when adjustment has been received by the Operator. 
SO 
51 2. Transfers and Dispositions 
52 j 
53 Material furnished to the Joint Properly and Material transferred from the Joinl Property or disposed of by the Operator. 
64 unless otherwise agreed to by the Parties, shall be priced on the fallowing basis exclusive of cosh discounts: 
56 
5G A. New Malerial (Condition A) 
57 

58 ( I ) Tubular Goods Other than Une Pipe 
59 

00 (a) Tubular goods, sized 2V inches OD and larger, except line pipe, shall be priced al Eastern mill 
01 published carload base prices effective as of date of movement plus transportation cost using live 80.000 
02 pound carload weight basis to the railway receiving point nearest the Joint Properly for which 

03 published rail rales (or tubular goods exist l f Uie 80.000 pound rail rate is not offered, the 70.000 |iouiid 
04 ur 90 000 pound rail rate may be used. Freight charges (or lubir.g will be calculated from Lorain. Ohio 
C5 and casing from Youngslown, Ohio. 
GO 
01 III) l-'or grades which are sficciat to one mill only, prices shall be computed at the mill base of thai mill plus 
tifet trana|iortatton coal (rom that mill to Ilia railway rueeivtug |x>mt ncareat Ilia Joint IVotKcty «a |iruvul»d 
09 above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, tlie 30.000 
70 
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pound Oil Field Haulers ^.tsoclatlon interstate truck r » u sliall be used. 

(c| S|>ccisl end (inish tubular goods shall be priced al Ihe lowest published out of-stock price, l o b. Houston. 
Texas, plus lrans|iurUHion cost, using Oil Field Haulers Association interstate 30.000 pound truck rale, 
to the railway receiving point nearest the Joint Properly. 

Id) Macaroni tubing (sire less than 2X inch OD) shall be priced al the lowest published oul-of slock prices 
l o b live supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale 
per weight o( tubing transferred, to the railway receiving point nearest ihe Joinl Property. 

Line Pipe 
j 

j(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30.000 pounds or 
more shall be priced under provisions ol tubular goods pricing in Paragraph A OX") as provided above. 
Freight charges shall be calculated (rom Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30.000 
pounds shall be priced al Eastern mill published carload base prices effective as of date o( shipment, 
plus 20 percent plus tranS|iortalion costs based on freight rates as sel forth under provisions o( tubular 
goods pricing in Paragraph A.(tXa) as provided above. Freight charges shall be calculated (rom Ijarain, 
Ohio. 

(c) Une pipe 24 inch OD and over and % inch wall and larger shall be priced l u l l , the |x>inl of ' 
manufacture al current new published prices plus transportation cosl lo the railway receiving |«iinl 
nearest the Joint Properly. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
be priced at quoted prices plus freight to the railway receiving point nearest Uie Joint Properly or al 
prices agreed to by Ihe Parties. 

3) Other Material shall be priced at Ihe current new price, in effect at dale of movement, as listed by a reliable 
supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, lo the 
railway receiving point nearest the Joint Properly. 

(4) Unused new Malerial. except tubular goods, moved from the Joinl Properly shall be priced at the current 
new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Proiwrty. or 
point of manufacture, plus transportation costs, if applicable, to the railway receiving |»int nearest die Joint 
Properly. Unused new tubular? wi l l be priced as provided above in Paragraph 2.A.0) and (2). 

I I . Good Used Malerial (Condition D) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

( t l Material moved to the Joint Properly 

Al seventy-five percent (75%) of current new price, as determined by Paragraph A. 

12) Material used on and moved from the Joint Property 

(a) At seventy five percent (75%) of current new price, as determined by Paragraph A. if Material was 

originally charged to Uie Joinl Account as new Malerial or 

(b) A l sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was 
originally charged to the Joint Account as used Material. 

(3) Malerial not used on and moved from Ihe Joinl Property 

Al seventy-five percent (75%) of current new price as determined by Paragraph A. 

'Hie cosl of reconditioning, if any. shall be absorbed by the transferring properly. 

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
afler reconditioning shall be priced at fifty percent (50%) o( current new price as determined by 
Paragraph A. Tha cost of reconditioning shall be cltargud to the receiving properly, provided lamtlil'iuii 
C value plus cost of reconditioning does not exceed Condition D value. 
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1 (2) Condition D 
2 

3 Material, excluding junk] no longer suitable for its original purpose, but usable (or some oilier purpose 
4 shall be priecd on a basis commensurate with Its use. O|ierator may dispose of Condition D Malerial 
5 under procedures normally used by Operator without prior approval of Non Operators 
C 

I (a| Casing, tubing, or dri l l pipe used as line pipe shall be priced as Grade A and D seamless line pipe 
8 of comparable size and weight Used casing, tubing or dril l pi|ic utilized as line pipe shall be 
9 priced at used line pipe prices. 

IO 

I I (b) Casing, tubing or dril l pipe used as higher pressure service lines than standard line pi|ie. e.g. 

12 power oil lines, shall be priced under normal pricing procedures fur casing, tubing, or dri l l pipe. 
13 Upset tubular goods shall be priced on a non upset basis. 
14 
IS (3) Condition E 
IG 

1 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Malerial under 
18 procedures normally utilized by Operator without prior approval of Non Operators 
19 
20 D. Obsolete Malerial 
21 

22 Material which is serviceable and usable for its original function bul condition and/or value o( such Material 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed lo by 
24 tho Parties. Such price should result in the Joinl Account being charged with llic value ol the service 
26 rendered by such Material. 
26 

2? E. Pricing Conditions 

28 
29 (1) loading or unloading costs may be charged to the Joinl Account a l the rale of twenty five cents (25<) 
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

131 sustained at the stocking point The above rate shall be adjusted as of the first day of April each year 

32 following January I , 1985 by Uie same percentage increase or decrease used lo adjust overhead rates in 
33 Section I I I . Paragraph l.A.(3). Each year, the rate calculated shall be rounded to Ihe nearest cent and 
34 shall be the rate in effect until the first day o( April nexl year. Such rate shall be published each year 

135 by the Council of Petroleum Accountants Societies. 
.16 

37 (2) Material involving erection costs shall be charged at applicable percentage of Uie current knocked down 
38 price of new Material. 
39 
40 3. Premium Prices 
4) 
42 Whenever Material is not readily obtainable al published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the Operator has no control, the 0|>eralor may charge the Joint Account lor Uie required 
41 Material at llic Operator's actual cost incurred in providing such Material, in making it suitable for use. and in moving it 
46 to the Joint l'ru|ierty; provided notice in writing is furnished to Noit-O|>crators of Uie pru|>oscd charge prior to billing 
40 Non-Oiiei atiir* (ur such Material. Each Non-Operator shall have the right, by so electing and notifying Otwratur within 
47 ten days after receiving notice (rum Operator, to furnish in kind all or part of his share of such Malerial suitable fur use 
48 and acceptable lo Operator. 
49 
60 4. Warranty of Material Furnished l)y Operator 
51 
52 Operator docs not warrant the Malerial furnished. In case of defective Malerial. credit shall not be passed lo the Joint 
53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
55 
5G V. INVENTORIES 

I M 

58 The Operator shall maintain detailed records of Controllable Material. 
69 
GO 1. Periodic Inventories. Notice and Representation 
61 
G2 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Malerial. Written notice 
03 of intention lo take inventory shall be given by Operator al least thirty (30) days before any inventory is to begin so that 
04 Non Operators may be represented when any inventory is taken. Failure of Non-Operators lo be represented al an 
05 inventory shall bind Non Operators to accept the inventory taken by Operator. 
06 
07 2. Reconciliation and Adjustment of Inventories 

OO Adjustments lo the J o i n l Account resulting; f r o m Uio reconciliation of a phyi ica l inventory sliull be made w i i t i i n six 

'70 iiuHithsjfollowing Ihe taking of the inventory. Inventory adjustments shall be made by O|>cralor In the Joinl Account (or 

8 -
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I overages and i ) « r U ; c l . but. Operator ahall b« held accounUble only for shortages du« to lack of reasonable diligence. 
2 
3 3- Special Inventories 
4 
6 S|>ecial inventories may be taken whenever there il any tale, change of interest, or change of 0|>cralor in the Joint 
C Property ll shall be the duty of the party selling to notify all other Parlies as quickly as possible after the transicr of 
7 interest takes place. In such cases, both the seller and the purchaser shal) be governed by such inventory. In cases 
8 involving a change of Operator, all Parties ahall be governed by auch inventory. 
9 
10 4. Expense of Conducting Inventories 
II 
12 A. Tlte expense of conducting periodic inventories shall not be charged lo the Joint Account unless agreed to by die 

13 Parlies 
If 
(5 II llic expense of conducting s|iccial inventories shall be charged to the Parties requesting such inventories. excel* 
|(i inventories required due to change of Operator shall be charged to the Joinl Account. 
17 
18 
19 
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EXHIBIT "E" - Attached to and made a par t of tha t c e r t a i n Operating Agreement 
dated Ju ly 1, 1998 by and between TMBR/Sharp D r i U i n g , l „ c 

as "Operator" and Fuel Products. I n c . , e t a l . as "Non-Operators". 
EX3UBIT "E" 

GAS I U I J S N C I N G AGREEMENT ("AGRERrVfENT") 
A T T A C I I I A U TO AND MADE PART OE THAT CERTAIN 
O I ' l i l U T l N G AGREEMENT DATED 

UY AND BETWEEN , , AND 
("OPERATING AGREEMENT") RELATING TO THE 

AJU2A, COUNTY, STATE OF 

1. DEFINITIONS 

jlie following definitions slutl apply to this Agreement: 

I 01 "Arm's Lengtli Agreement' shall mean any gas sales agreement with an muflihuicd 
purchaser or any gas sales agreement with an affiliated purchaser where die sales price ami 
delivery conditions under such agreement arc representative of prices and delivery conditions 
existing under otlier similar agreements io die area between unaffiliated parties at tlie sjine 
lime for natural gas of comparable quality and quantity. 

1.02 "Balancing Area" sliall mean each well subject to die Operating Agreement Utni produces Gus 
or is allocated a share of Gas production. If a single well is completed in i»o or more 
producing intervals, each producing interval from which die Gas production is not 
commingled in die wellbore shall be considered a separate well or Balancing Aica 

I 03 "Pull Share of Current Production" shall mean the Percentage Interest ul each I ' u n m the 
Gas actually produced from the Balancing Area during each month 

I 04 "Gas" shall mean all hydrocarbons produced or producible from lite Balancing Area, whether 
from a well classified as an oil well or gas well by die regulatory agency having jurisdiction 
in such matters, which are or may be made available for sale or separate disposition by die 
Parties, excluding oil, condensate and other liquids recovered by field equipment o|ieralcd foi 
the joint account. For the purposes of this Agreement, "Gas' does not include gas used ••• 
joint operations, such as for fuel, recycling or reinjection. or which is vented or lost piioi <<• 
its sale or delivery from the Balancing Area. 

1.05 "Makeup Gas" sliall mean any Gas taken by an Underproduced Parly from die Balancing 
Area in excess of its Full Share of Current Production, whether pursiunt lo Section 3 1 or 
Section 4.1 hereof. 

1.06 "Mcf" shall mean one thousand cubic feet A cubic foot of Gas shall mean die volume ol gas 
contained in one cubic foot of space al a standard pressure base and at a standard teni|icraturc 
base. 

1.07 "MMUru" sliall mean one million British Thermal Units. A Urilisli thermal Unit shall mean 
the quantity of heal required to raise one pound avoirdupois of pure water from SK 5 degrees 
Fahrenheit UJ J9.J decreet Fahrenheit at i constant pressure of 14.71 pounds pet squire inch 
absolute. 

1.08 "Operator" shall mean the individual or entity designated under tlte lerms til the Opcijiiii (-
Agreement or, in Uie evenl this Agreement is not employed in coiuiccuon with an u|<ci.itui|' 
agreement, the individual or entity designated as die operator of Uie well(s| located m uu 
Balancing Area. 

1.09 "Overproduced Parry" shall meany any Party having taken a greater quantity tii das liuiii me 
Balancing Area than ihe Percentage Interest of such Parly in die cuinulauvc quanttiv oi all 
Gas produced from the Balancing Area. 

1.10 "Ovcrproduclion" shall mean the cumulative quantity of Gas taken by a Party in excess oi itv 
Percentage Interest in the cumulative quantity of all Gas produced front die Balancing Arcs 

I I I "Party" sltall mean those individuals or entities subject lo litis Agreement, and UICK fcsiicaivc 
htits. successors, uansferecs and assigns 
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"Percenuge Interest" shall mean Ihe percentage or decimal interest of each Parly in the Gas 
produced from ihe Balancing Area pursuant lo die Operating Agreement coveting die 
Balancing Area. For ihe purposes of applying the Oklahoma Production Revenue Standards 
Act hereto ihe terms "Percentage Interest", "Proponionaie Production Interest, and "Working 
Inierest Share of Production' shall be considered equivalent terms. 

'Royalty* shall mean payments on production of Gas from (he Balancing Area to all owners 
of royalties, overriding royalties, production payments or similar interests 

"Underproduced Party" shall mean any Party having taken a lesser quantity of Gas front die 
Balancing Area than the Percenuge Interest of such Party in die cumulative quantity of all 
Gas produced from Ihe Balancing Area. 

"Underproduction" shall mean the deficiency between ihe cumulative quantity of Gas taken 
by a Party and its Percentage Interest in tlie cumulative quantity of all Gas produced from Uie 
Balancing Area. 

1.16 "Winter Period" shall mean the months of November, December, January and February. 

2. BALANCING AREA 

2.1 I f this Agreement covers more dian one Balancing Area, il shall be applied as if each 
Balancing Area were covered by separate but identical agreements. All balancing hereunder shall be on die 
basis of Gas taken from the Balancing Area measured in MMDtus. 

2.2 ln the event that all or part of die Gas deliverable from a Balancing Area is or becomes subject 
to one or more maximum lawful prices, any Gas not subject to price controls sltall be considered as produced 
from a single Balancing Area and Gas subject lo each maximum lawful price category shall lie considered 
produced from a separate Balancing Area. 

3. RIGHT OF PARTIES TO TAKE GAS 

3.1 Each Party desiring to take Gas will notify the Operator, or cause die 0|>craior to be nun Tied 
of tlie volumes nominated, Ihe name of the transporting pipeline and the pipeline contract number (if available) 
and meter station relating to such delivery, sufficienUy in advance for the Operator, acting wiih reasonable 
diligence, to meet all nomination and other requirements. Operator is authorized lo deliver Uie volumes so 
nominated and confirmed (if confirmation is required) to the transporting pipeline in accordance wiUi the terms 
of this Agreement. 

3.2 Each Party shall make a reasonable, good faith effort to take its Full Share of Currcni 
Production each month, to tlie extent that such production is required to maintain leases in effect, lo protect 
the producing capacity of a well or reservoir, to preserve correlative tights, or to maintain oil production. 

3.3 When a Party fails for any reason to take iu Full Share of Current Production (as such Share 
may lie reduced by die right of the oiher Parties' to make up for Underproduction as provided herein), llic other 
Parlies shall be entitled lo uke any Gas which such Party fails to take. To the extent practicable, such Gas 
shall be made available initially to each Underproduced Party in die proportion that its Percenuge Interest in 
the Balancing Area bears lo the tout Percenuge Interests of all Underproduced Parties desiring to uke such 
Gas. If all such Gas is not taken by the Underproduced Parlies. Uie portion not uken shall Uien IK- made 
available to die other Parties in the proportion that their respective Percenuge Interests in the balancing Area 
bear to the iota! Percenuge Interests of such Parties. 

3.4 All Gas taken by a Parry in accordance with the provisions of diis Agreement, regardless of 
whether such Party is underproduced or overproduced, shall be regarded as Gas uken for its own account v i l l i 
tide thereto being in such Uldng Party. 

3.5 NofcMthsrariding ihe provisions of Section 3.3 hereof, no Overproduced Parly shall be entitled 
in any month lo uke any Gas in excess of three hundred percent (300%) of its Percenuge Inuziesi of Uie 
Balancing Area's Uien current Maximum Monthly Availability; provided, however. Out Uiis limitation shall 
not apply to tlie extern Uiat it would preclude production that is required lo maintain leases in effect, in puiicti 
die producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production 

"Maximum Monthly Availability" shall mean die maximum average monthly rate of production ai which Gas 

1.12 

1.13 

I 14 

1.15 
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can be delivered from die Balancing Area, as determined by die Operator, considering die maximum efficient 
well rale for each well widiin die Balancing Area, die maximum allowable(s) set by die appropriate repulatoiy 
agency, mode of operation, production facility capabilities and pipeline pressures. 

3.6 In tlte event that a Party fails to make arrangements lo Uke its Pull Sltare o f Current 
Production required to be produced lo maintain leases in effect, to protect die producing capacity of a well or 
reservoir, to preserve correlative rights, or to mainuin oi l production, the Operator may sell any part of such 
Party's Full Share of Current Production that such Party fails lo Uke for the account of such Party and render 
to such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression, 
treating, gathering or transportation costs incurred direcUy in connection with Ihe sale of such Full Share of 
Current Production. In making Ihe sale contemplated herein, the Operator shall be obligated only to obtain 
such price and conditions of die sale as are reasonable under the circumsunces and shall not be obligated to 
shire any of its markets. Any such sale by Operator under the terms hereof shall be only for such reasonable 
jieriods of lime as are consistent with the minimum needs of tlie industry under die particular circumstances, 
but in no event for a period in excess of one year. Notwitl isunding die provisions of article i - l bcreol. Gas 
sold by Operator for a Party under the provisions hereof shall be deemed to be Gas uken for tlie account ol 
such Party. 

4. UN-KIND BALANCING 

4 .1 Effective die fust day of any calendar month following at least thirty (30) days' pnur mitten 
notice tu die Operator, any Underproduced Party may begin uk ing, in addition lo its Full Share of ("uiretii 
Production and any Makeup Gas u k | n j^ j rsuanl to Section 3.3 of this Agreement, a share of current 
production determined by multiplying / . percent (25%) of die Full Shares of Current Production of all 
Overprtxluced Parties by a fraction, the numerator of which is the Percenuge Interest of such Underproduced 
Parly pnd Ihe denominator of which is the lou l of Uie Percenuge Interests o f all Underproduced Parties 
desiring lo uke Makeup Gas. ln no event wil l an Overproduced Party be required lo provide more ihanlwet i ty 
percent (25%) of its Full Share of Current Production for Makeup Gas. Tlie Operator will promptly notify 
all Overproduced Parties of the election of an Underproduced Party to begin Uking Makeup Gas 

4 2 NoiwithsUnding the provisions of Section 4 . 1 . no Overproduced Party wil l lie required io 

provide xnwatoehajyroe&wK^^ Makeup 

Gas during uie Winter Period. 

4.3 NoiwithsUnding anything herein to the contrary no Underproduced Party which is a Non-
Conseniing Party under the Operaung Agreement and is not then eniiUed lo participate in any uperauou 
regarding a Dalancing Area shall be entitled to Uke gas from said Balancing Area for which it is a Non-
Consenting Party. 

S. STATEMENT OF GAS BALANCES 

5 .1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of die 

volumes of Gas thai each Pany is entitled lo receive and the volumes of Gas actually uken or sold for each 

Parly's account. Widiin forty-five (45) days afier the month of production. Uie Operator wi l l furnish a 

statement for such month showing ( I ) each Party's Full Share of Current Production. (2) the tou l volume of 

Gas acuully uken or sold for each Parly's account, (3) die difference between Uie volume uken by each Pai t\ 

and dui Party's Full Share of Current Production. (4) die Overproduction or Underproduction of each Pa t i \ . 

and (5) oiher dau as recommended by Ihe provisions of the Council of Petroleum Accoununts Societies 

Bulletin No. 24. as amended or supplemented hereafter. Each Patty uk ing Gas wi l l promptly provide «> die 

Op- ' . in r any - r . i . r-qulr-^ !>y the Operator for preparation of die sutements required hereunder 

5.2 I f any Parly fails lo provide the d a u required herein for four (4) consecutive production 

monUts. the Operator, or where the Operator has failed lo provide dau , anoUier Party, may audi I thc 

production and Gas sales and transporution volumes of Ihe non-reporting Parly lo provide the required dau 

Such audit shall be conducted only after reasonable nouce and during normal business hours in die olficc nf 

die Pany whose records are being audited. Al l costs associated wiUi such audit wi l l be charged to tlte account 

of die Party failing to provide the required dau . 

6. P A Y M E N T S ON P R O D U C T I O N 

6.1 Each Parry uk ing Gas shall pay or cause to be paid all producuon and severance taxes due 
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on all volumes of Gas actually taken by such Party. 

6.2 Each Party shall pay or cause to be paid all Royally due with res|>cci to Royally owners to 
whom ii is accountable as if such Party were taking its Full Share of Current Production, and only its I ult 
Share of Curreot Production. 

6.3 In die event that any governmental authority requires that Royalty payments be made on any 
other basis dun dual provided for in this Secuon 6. each Party agrees to make such Royally payments 
accordingly, commencing on the effective date required by such governmental authority, and die mediod 
provided for herein shall be thereby superseded. 

7. CASH ST^TTLEMENTS 

7 1 Upon the earlier of the plugging and abandonment of the last producing interval iu the 
Balancing Area, the termination of the Operating Agreement or any pooling or unit agreement covering die 
Balancing Area, or at any time no Gas is uken from Ihe Balancing Area for a period of twelve (12) 
consecutive months, any Party may give written notice calling for cash setdement of the Gas production 
imbalances among the Panics. Such notice shall be given to all Parties in die Balancing Area. 

7.2 Wilhin sixty (60) days after die notice calling for cash setdement under Section 7 1. die 
Operator will distribute lo each Party a Final Gas Setdement Suienvent detailing die quantity nf Oveiproduction 
owed by each Overproduced Party to each Underproduced Party and identifying die mondi to which such 
Overproduction is attributed, pursuant to the methodology set out in Section 7.4. 

7.3 Within sixty (60) days after receipt of the Final Gas Setdement Suieiuent. each Overproduced 
Pany will pay lo each Uriderproduced Party enlided lo setdement die appropriate cash settlement, accompanied 
by appropriate accounting deuil. At the time of payment, die Overproduced Party will notify die 0|ierator 
of the Gas imbalance setded by the Overproduced Party's payment. 

7.4 The amount of the cash setdement will be based on the proceeds received by the 
Overpioduced Party under an Arm's Length Agreement for the Gas uken from lime to nine by the 
Oveqiroduced Party in excess of the Overproduced Party's Full Share of Current Production Any Makeup 
Gas taken by the Underproduced Parry prior io moneury setdement hereunder -Jiill be applied to ol'lsei 
Overproduction chronologically in the order of accrual. 

7.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds 
received for die sale of die Gas by Ihe Overproduced Party calculated al the Balancing Area, afier deducting 
any pt eduction or severance Uxes paid and any Royally actually paid by die Overproduced Party to an 
Underproduced Party's Royally owner(s). to the extent said payments amounted to a discharge of said 
Underproduced Parly's Royally obligation, as well as any reasonable marketing, compression, treating, 
gathering or transporution costs incurred directly in connection with die sale of die Overproduction. 

7.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a 
percenuge of the proceeds obuined by Ihe purchaser upon resale of residue gas and liquid or liquid able 
hydrocarbons extracted al a gas processing plant, the values used for calculating cash setdement will include 
proceeds received by the Overproduced Party for both Ihe liquid hydrocarbons (including liquiftable 
hydrocarbons) and the residue gas attribuublc to the Overproduction. 

7.5.2 For Overproduction processed for the account of the Overproduced Party at a gas processing 
plant for die extraction of liquid hydrocarbons, where setdement for the gas so processed was on a basis othei 
than percenuge of the proceed*, the values used for calculating cash setdement will include die proceeds 
received by die Overproduced Party for the sale of the liquid hydrocarbons extracted from tlie Overproducuoii. 
less the actual reasonable costs incurred by the Overproduced Pany to process die Overproduction and ui 
transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale. 

7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length 
Agreement, the cash senlemenl will be based on the weighted average price received by die Overproduced 
Party for any gas sold from die Balancing Area under Arm's length Agreements during die months to u.lncli 
sucli Overproduction is attributed. In Ihe tvent that no sales under Arm s lxngdi Agreements wctc made 
during any such month, ihe cash settlement for such mondi will be based on the spot sales prices published lor 
die applicable geographic area during such month in a mutually acceptable pricing bulletin 
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7 7 Interest coinpc întled at the maijmum lawful rale of interest applicable to llic Balancing Area 
will accrue (or all amounts due under Secuon 7.1, beginning llic first day following the dale payment is due 
pursuant to Section 7.3. Such interest shall be borne by die Operator or any Overproduced Party in die 
proportion Out their respective delays beyond die deadlines set out in Section 7.2 and 7.3 conuibuted to the 
accrual of the interest. 

7.8 In lieu of the cash settlement required by Section 7.3. an Overproduced Party may deliver 
to die Underproduced Party an offer to setde its Overproduction in-kind and at such rates, quantities, umes 
and sources as may be agreed upon by the Underproduced Parly. If the Parties are unable lo agree u|xin die 
manner in which such in-kind setdement gas will be furnished wilhin sixty (60) days after die Overproduced 
Party's offer to settle in kind, which period may be extended by agreement of said Parlies, die Overproduced 
Pany sltall make a cash setdement as provided in Section 7.3 The making of an in-kind settlement offer under 
litis Section 7.8 will not delay die accrual of interest on tlie cash setdement should die Parlies fail to reach 
agTeeinem on an in-kind setdement. 

7.9 That portion of any monies collected by an Overproduced Parly for Overproduction which 
is subject lo refund by orders of die Federal Energy Regulatory Commission or odier governineiit.il authority 
may be withheld by the Overproduced Party until such prices are finally approved by such governmental 
audiority, unless die Underproduced Party furnishes a corporate undertaking, acceptable lo lite Overproduced 
Parly, agreeing to hold Ihe Overproduced Party harmless from financial loss due to refund orders by such 
governmental authority. 

8. TESTING 

Notwiduunding any provision of ihis Agreement to the contrary, any Parly shall have die right, from 
lime to time, lo produce aivd take up to one hundred percent (100%) of a well's entire Gas stream to meci the 
reasonable deliverabiUry lestfs) required by such Party's Gas purchaser, and die right to lake any Makeup Gas 
shall be subordinate to die right of any Party to conduct such tests: provided, however, dial such tests shall 
be conducted in accordance with prudent operaung practices only after fifteen (IS) day's prior written notice 
to die Operator and shall last no longer than sevenry-iwo (72) hours 

9. OPERATING COSTS 

Nothing in this Agreement shall change or affect any Parly's obligation to pay its proiwruotuie share 
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as iu share 
diereof is sel forth in the Operating Agreement, irrespective of whether any Party is al any lime selling and 
using Gas or whether such sales or use are in proportion to its Percentage Interest in die Balancing Area 

10. LIQUTDS 

Ihe Parties slull share proportionately in and own all liquid hydrocarbons recovered wiih Gas by field 
equipment operated for the joint account in accordance with their Percentage Interests in die Balancing Area. 

U . AUDIT RIGHTS 

Noiwirhmnding any provision in (his Agreement or any other agreement between die Parties herein, 
and furdier notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years 
from die end of the calendar year in which any information to be furnished under Section S or 7 hctcol is 
supplied, any Party shall have Ihe right to audit the records of any other Party regarding quantity, including 
but not limited to information regarding Btu-content. Any Underproduced Party shall have die right fur a 
period of two (2) years from the end of Ihe calendar year in which any cash serdemer.t is received pursuant 
io Section 7 io atxiil die records of any Overproduced Party as to all mailers concerning values, including but 
not limited lo informauon regarding prices and disposition of Gas from die Balancing Area Any such audii 
shall be conducted at ihe expense of Ihe Party or Parties desiring such audit, and shall be conducted, after 
reasonable notice, during normal business hours in the office of the Party whose records are being audited 
Each Parry hereto agrees to maintain records as to Ihe volumes and prices of Gas sold each iiumdi and uu 
volumes of Gas used in its own operations, along with die Royalty paid on any such Gas used bv a Partv in 
its own oricrations. The audit rights provided for in this Section 11 slull be in addition to diosc provided ftu 
in Section 5 2 of diis Agreement. 

12. MISCELLANEOUS 
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12.1 A i between die Panics, in the event of any conflict between the provisions of this Agreement 
and die provisions of any gas sales contract, or in die event of any conflict between die provisions of diis 
Agreement and die provisions of the Operaung Agreement, die provisions of this Agreement slull govern. 

12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against 
any aid all liability for any claims, which may be asserted by any diird parry which now or hereafter stands 
in a contractual relationship with such indemnifying Parry and which arise out of die operation of Uus 
Agreement or any activities of such indemnifying Parry under the provisions of diis Agreement, and docs 
further agree to save the other Parties harmless from all judgements or damages sustained and costs inclined 
in connection therewith. 

12.3 Except as otherwise provided in this Agreemenl, Operator is authorized to administer die 
provisions of diis Agreement, but shall have no liability to the odier Parties for losses sustained or liability 
incurred wluch arise out of or in connection with the performance of Operator's duties hereunder, except such 
as may result from Operator's gross negligence or willful misconduct. Operator shall not be liable to any 
Underproduced Party for the failure of any Overproduced Parry (other than Operator) to pay any amounts 
owed pursuant to the terms hereof. 

12.4 This Agreemeni shall remain in full force and effect for as long as the Operating Agreement 
shall remain in force and effect as to die Balancing Area, and diereafter until die Gas accounts between die 
Parlies are settled in full, and shall inure lo Ihe benefil of and be binding upon die Panics hereto, and dicir 
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree to give nonce 
of die existence of diis Agreemenl to any successor in interest of any such Party and to provide dial any such 
successor shall be bound by this Agreemenl, and shall further make any transfer of any interest subject to die 
Operaung Agreement, or any part thereof, also subject to Uie terms of this Agreemenl 

12.5 Unless die context clearly indicates otherwise, words used in die singular include the plural, 
die plural includes Uie singular, and the neuter gender includes Ihe masculine and die feminine 

12.6 This Agreemenl shall bind the Parties in accordance with the provisions hereof, and iHiUimg 
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto, 
or as being a stipulation in favor of any such person or entity. 

12 7 If contemporaneously with this Agreemenl becoming effective, or diereafter, any Party 
requests tlut any odier Pany execute an appropriate memorandum or notice of this Agreemenl in tuder to give 
durd p.irucs notice of record of same and submits same for execution in recordable form, such IIICIIIOUIHIIIIII 
or notice sliall be duly executed by ihe Parry to which such request is made and delivered promptly thereafter 
to die I'any making die request Upon receipt. Uie Party making the request shall cause die memorandum ui 
notice to lie duly recorded in Uie appropriate real properly or odier records affecting the Balancing Area 

12.8 With respect to accounting treatment of any gas imbalances as may exist, die parues agree 
tu use die "cumulative method" (as defined in Income Tax Regulation §1.761-2 (d) (4)) of accounting lot 
federal income tax purposes. The "entiUements method" shall not be used for reporting gas sales from die 
properties subject hereto. 

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

13 I Subject to die provisions of Secuon 13.2 hereof, and notwithstanding anyduug in tins 
Agreement or in the Operating Agreement lo the contrary, if any Party assigns (including any sale, cxcluugc 
or oilier transfer) any of its working interest in die Balancing Area when such Parly is an Undcrptuduccd ui 
C-. ;r,:;;Jucic; Part) , the assignment or other act of transfer shall, insofar as die Parties hereto arc conc;::uJ. 
include all interest of die assigning or transferring Party in die Gas, all rights lo receive or obligations to 
provide or take Makeup Gas and all rights lo receive or obligations to make any monetary payment which nu\ 
ultimately be due twretinder, as applicable. Operator and each of the odier Parties hereto shall diereafter treat 
the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or otlici 
transferee for any interest in the Gas or monetary payment dial such Pany may have or to which it inav be 
entitled, and shall cause its assignee or odier transferee to assume its obligations hereunder 

I J 2 Ihe provisions of diis Section 13 shall not be applicable in die event any I'jr iy uiorig.i^es its 
inicicsi CM <1IS(XJSCS of its interest by merger, reorganirauon. consolidation or sole of substantially all ol us 
assets hi a subsidiary or parent company, or to any company in which any parent or subsidiary ol such Pans 
owns a majority of die stock of such company 
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O I L * G*3 LEASE 

THIS W M t K E W m*de t h i s 2 1 t h d a y o f He c ct>. 2 0 0 1 b e t w e e n Hade l i n e S t o l e * . , d e a l i n g w i t h h e r s o l e end i t p a j i t * 
p r o p e r t y , whoa* a d d r e s s i a P . O . Box H I S , O t o n e , T e x a s 76*. 43 h o c * i n c e i l e d l e s s o r ( w h e t h e r o n t o t m o r e l t w d J A M S 
D . H u f f , P. O. Bow 70S, H l n e o l a , T e n i a 7 5 7 7 3 , l e a s e e ; " 

1 . L e a s e r , i n c o n s i d e r a t i o n o f TEH AND OTTO* DOLLARS I n h e n d p a i d , r e c e i p t o f w h i c h l a h e r e a c k n o w l e d g e d , e n d 
o f t h e l o y a l t i e s h e r e i n p r o v i d e d end o f t h e a g r e e m e n t a o f t h e l e a s e e h e r e i n c o n t a i n e d , h e r e b y g r a n t s * l e a s e e a n d 
l « t a e x c l u s i v e l y u n t o l e a s e e f o r t l i e p u r p o s e o f i n v e s t i g a t i n g , e x p l o r i n g , p r o s p e c t i n g , d r i l l i n g , a n d o p e r a t i n g f o e 
e n d p r o d u c i n g o i l a n d g a s . I n j e c t i n g g a a , w a t e r s , o t h e r f l u i d s , eikd a i r i n t o a u b s u r f a c e s t r a t a , l a y i n g p i p e l i n e s , 
s t o r i n g o i l , b u l l a l o g t a n k s , r o a d w a y s , t e l e p h o n e l i n e s , a n d o t h e r s t r u c t u r e s and t h i n g s t h e r e o n t o p r o d u c e , s a v e , 
t a k e c a r e o f , t r e a t , p r o c e s s , s t o r e a n d t r a n s p o r t s a i d m i n e r a l s , t h e f o l l o w i n g d e s c r i b e d l a n d I n Lee C o u n t y , Mew 
M e x i c o , t o - w l t i 

T o w n s h i p l e S o u t h , Range 3S t e s t . N . M . P . M . 
S e c t i o n 1 3 ; 3C/4. 
S e c t i o n 2 3 : S X / 4 
S e c t i o n 241 N W / 4 S M / . , N H / 4 H E / 4 
S e c t i o n 2 5 . NW/4 
S e c t i o n 2 6 i MB/4 

S a i d l a n d i s e s t i m a t e d t o c o m p r i s e 7 2 0 . 0 0 a c r e s , w h e t h e r I t a c t u a l l y c « e s p r i s e s a o c t o r l e s s . 

2 . S u b - j e c t ^ o t h e o t h e r p r o v i s i o n s h e r e i n c o n t a i n e d , t K i s l e a s * s h a l l r e m a i n l n f o r c e f o e a t e r m o f t h r e e ( 3 , 
y e a r s from* l £ y 7**, 20*71 ( c a l l e d " p r i m a r y t e r m - ) e n d « s l o n g t h e r e a f t e r as o i l o r gas i a p r o d u c e d f r o m s a i d l a n d o r 
( c o e l a n d w i t h w h i c h s a i d l a n d La p o o l e d . 

3 . The r o y a l t i e s t o b e p a i d b y l e s a e e a r e : U l o a o i l , a n d o t h e r l i q u i d h y d r o c a r b o n s s a v e d a t t h e w e l l , t h r e e -
s l s x c e n t h s t 3 / 1 6 t h a . o f t h a t p r o d u c e d a n d s a v e d f r o m s a i d l e n d , a A S M t o be d e l i v e r e d a t t h e w e l l s o r t o t h e c r e d i t 
o f l e s s o r i n t b e p i p e l i n e t o w h i c h t h e w e l l s s a y b e c o n n e c t e d , ( b ) o n g a s , i n c l u d i j k g c u l n c j h e a d gas o r o t h e r gaseous 
s u b s t a n c e p r o d u c e d f r o a . s a i d l a n d and u s e d o f f t h e p r e x u . s e * o r u s e d i n t h e m a n u E a c t u r e o f g a s o l i n e o r o t h e r 
p r o d u c t a , t h * m a r k e t v a l u e a t t h e w e l l o f t h r e e - s i x t e e n t h s 1 3 / 1 6 t h a , o f t h e gas u s e d , p r o v i d e d t h a t on gas s o l d o n 
o r o f f t h e p r e m i s e s , t h e r o y a l t i e s s h e l l b e t h r e e - s i x t e e n t h s 1 3 / l e t h a l o f t h e amount r e a l i z e d f r o a i s u c h s a l e j ( c l 
a n d a t a n y t i m e when t h i s l e a s e I s n o t v a l i d a t e d b y o t h e r p r o v i s i o n s h e r e o f a n d t h e r e l a a gaa a n d / o r c o n d e n s a t e 
w e l l o n a a i d l a n d , o r l a n d p o o l e d t h e r e w i t h , b u t gas o r c o n d e n s a t e i s n o t b e i n g s o s o l d o r u s e d a n d s u c h w e l l i s 
s h u t i n , e i t h e r b e f o r e o c a f t e r p r o d u c t i o n t h e r e f r o m , t h e n on o r b e f o r e 90 d a y s a f t e r s a i d w e l l i s s h u t i n , a n d 
t h e r e a f t e r a t a n n u a l I n t e r v a l s , l e s s e e sw»y p a y o r t e n d e r a n advance s h u t - i n r o y a l t y e q u a l t o 5 1 . 0 0 p e r n e t a c r e o t 
l e s s o r ' s gaa a c r e a g e t h e n h e l d u n d e r t i l l s l e a s e b y t h e p a r t y m a k i n g s u c h payment o r t e n d e r , a n d s o l o n g as s a i d 
a h u t - i n r o y a l t y I s p a i d o r t e n d e r e d , t h i s l e a s e s h a l l n o t t e r m i n a t e a n d i t s h a l l be c o n s i d e r e d u n d e r a l l c l a u s e s 
h e r e o f t h a t ga s l a b e i n g p r o d u c e d f r o m t h e l e a s e d p r e m i s e s l a p a y i n g q u a n t i t i e s . Each s u c h p a y m e n t s h a l l be p a i d 
ox t e n d e r e d t o t h e p a r t y o r p a r t i e s who a t t h e t i m e o f s u c h payment w o u l d b e e n t i t l e d t o r e c e i v e t h e r o y a l t i e s w h i c h 
w o u l d be p a i d u n d e r t h i s l e a s e i f t h e w e l l w e r e i n f a c t p r o d u c i n g . Tl ie paymen t o r t e n d e r o f r o y a l t i e a and s h u t - I n 
r o y a l t i e s nay be evade b y c h e c k o r d r a f t . A n y t i m e l y p a y m e n t o r t e n d e r o f s h u t - i n r o y a l t y w h i c h i s made i n a b o n e 
t i d e a t t e m p t t o make p r o p e r p a y m e n t , b u t w h i c h 1 * e r r o n e o u s I n w h o W o r I n p a c t as t o p a r t i e s o r a m o u n t s , s h e l l 
n e v e r t h e l e s s b e s u f f i c i e n t t o p r e v e n t t e r m i n a t i o n o f t h i s l e a s e l n t h e same manner as t h o u g h a p r o p e r paymen t h a d 
b e e n made i f l e s s e e s h a l l c o r r e c t s u c h e r r o r w i t h i n 30 d a y s a f t e r l e s s e e has r e c e i v e d w r i t t e n n o t i c e t h e r e o f b y 
c e r t i f i e d m a i l f r o m t h a p a r t y o r p a r t i e s e n t i t l e d t o r e c e i v e p a y m e n t t o g e t h e r w i t h s u c h w r i t t e n i n s t r u m e n t s ( o r 
c e r t i f i e d c o p i e s t h e r e o f ) as a r a n e c e s s a r y t o e n a b l e l e s s e e t o make p r o p e r p a y m e n t . Tlie amount r e a l i z e d f r o m t h e 
s a l * o f gas o n o r o f f t h e p r e m i s e s a h a l l b e t h e p r i c e e a t a b l i e h e d b y t h e g a a s a l e s c o n t r a c t e n t e r e d i n t o I n g o a l 
f e i t h b y l e s s e e end gas p u r c h a s e r f o r s u c h t e r m a n d u n d e r s u c h c o n d i t i o n s as a r e c u s t o m a r y I n t h e i n d u s t r y . " P r i c e -
s h a l l ween t h e n e t amount r e c e i v e d b y l e s s e e a f t e r g i v i n g e f f e c t t o a p p l i c a b l e r e g u l a t o r y o r d e r s a n d a f t e r 
a p p l i c a t i o n o i a n y a p p l i c a b l e p r i c e a d j u s t m e n t s s p e c i f i e d i n s u c h c o n t r a c t o r r e g u l a t o r y o r d e r s . i f * t h e t - r e i i t 
s-.ia.ae " » a f M M ee, eea-aee, p u a i * » « e . ee dehyeUetea r j u d i e e j M . e C . j e r - o l T " o r 1 • o f T - t l i e l e a a e U pi.._ami ~ m t i w o y e i t - s 

-gae - t l U i t I c i J w i y i e m r s e j , — l * . r e g ^ i n - « _ ^ m p u t u + j i , u y e r t y - t i e i . e u i » i - e i . mary-•dedoct *IAWX i a d i - p r i c e - • r e u - « n r i e b k r U i a i y . -
f n r »« r ! i r * " < * • — ~r*-

4 . T h i s i s a p a i d - u p l e a s e and l e s s e e s h a l l n o t be o b l i g a t e d d u r i n g t h e p r i s u r y t e r m h e r e o f t o commence o r 
c o n t i n u e a n y o p e r a t i o n s o f w h a t s o e v e r c h a r a c t e r o r t o make a n y p a y m e n t s h e r e u n d e r i n o r d e r t o m a i n t a i n t h i s l e a s e 
l a f o r c e d u r i n g t h e pc lmavry t e c m j h o w e v e r , t h i s , p r o v i s i o n i s n o t i n t e n d e d t o r e l i e v e l e s s e e o f t h e o b l i g a t i o n t o 
p a y r o y a l t i e s o n a c t u a l p r o d u c t i o n p u r s u a n t t o t h e p r o v i s i o n s o f P a r a g r a p h 3 h e r e o f . 

5 . Leasee i s h e r e b y g r a n t e d t h e r i g h t a n d p o w e r , f r o m t i m e t o t i m e , t o p o o l o r c o m b i n e t h i s l e a s e , t h e l a n d 
c o v e r e d b y i t o r a n y p a r t o r h o r i z o n t h e r e o f w i t h a n y o t h e r l e n d , l e a s e s , m i n e r a l e s t a t e s o r p a r t s t h e r e o f f o r t h e 
p r o d u c t i o n o f o i l o r g a s . U n i t s p o o l e d h e r e u n d e r s h e l l n o t e x c e e d t h e s t a n d a r d p r o r a t i o n u n i t f i x e d b y l a w o r b y 
t h e O i l C o n s e r v a t i o n D i v i s i o n o f t h e E n e r g y a n d M i n e r a l s D e p a r t m e n t o f t h e S t a t e o f New M e x i c o o r b y a n y o t h e r 
l a w f u l a u t h o r i t y f o r t h a p o o l o r a r e a l n w h i c h s a i d l a n d i s s i t u a t e d , p l u s a t o l e r a n c e o f t e n p e r c e n t . Lessee s h e l l 
f i l e w r i t t e n u n i t d e s i g n a t i o n s i n t h a c o u n t y i n w h i c h t h e p r e m i s e s a r e l o c a t e d and s u c h u n i t s may b e d e s i g n a t e d f r o m 
t i m e t o t i m e and e i t h e r b e f o r e o r a f t e r t h e c o m p l e t i o n o f w e l l s . D r i l l i n g o p e r a t i o n s o n o r p r o d u c t i o n f r o m a n y p e r t 
o f any s u c h u n i t s h a l l be c o n s i d e r e d f o x a l l p u r p o s e s , e x c e p t t h e paymen t o f r o y a l t y , as o p e r a t i o n s c o n d u c t e d upon 
o r p r o d u c t i o n f r o m t h e l e n d d e s c r i b e d i n t h i s l e a s e . T h e r e s l i a l l b e a l l o c a t e d t o t h e l a n d c o v e r e d b y t h i s l e a s e 
i n c l u d e d i n a n y s u c h u n i t t h a t p o r t i o n o f t h a t o t a l p r o d u c t i o n o f p o o l e d m i n e r a l s f r o m w e l l s l n t h e u n i t , a f t e r 
d e d u c t i n g any u s e d i n l e a s e o r u n i t o p e r a t i o n s , w h i c h t h e n e t o i l o r gas a c r e a g e l u t h e l o u d c o v e r e d b y t h i s l e a s e 
i n c l u d e d i n t h e u n i t b e a r s t o t h e t o t a l number o f s u r f a c e a c r e s i n t h e u n i t . The p r o d u c t i o n so a l l o c a t e d s h a l l be 
c o n s i d e r e d f o r a l l p u r p o s e s . I n c l u d i n g t h e p a y m e n t o r d e l i v e r y o f r o y a l t y , t o be t l i e e n t i r e p r o d u c t i o n o f p o o l e d 
m i n e r a l s f r o m t h e p o r t i o n o f s a i d l a n d c o v e r e d h e r e b y a n d I n c l u d e d i n s a i d u n i t i n t h e same manner as t h o u g h 
p r o d u c e d f r o m s a i d l a n d u n d e r t h e t e r m s o f t h i s l e a s e . A n y p o o l e d u n i t d e s i g n a t e d b y l e s s e e , as p r o v i d e d h e r e i n , 
may be d i s s o l v e d b y l e s s e e b y r e c o r d i n g a n a p p r o p r i a t e I n s t r u m e n t i n t h e C o u n t y w h e r e t h e l a n d Ls s i t u a t e d a t any 
t i m e a f t e r t h e c o m p l e t i o n o f a d r y h o l e o r t l t e c e s s a t i o n o f p r o d u c t i o n o a s a i d u n i t . 

6 . I f a t t l i e e x p i r a t i o n o f t h e p r i m a r y t e r m t h e r e i s n o w e l l u p o n s a i d l a n d capabLe o f p r o d u c i n g o i l o r g a s , b u t 
l e s s e e l i e s commenced o p e r a t i o n s f o r d r i l l i n g o r r e w o r k i n g t h e r e o n , t h i s l e a a * a h a l l r e m a i n i n f o r c e s o l o n g es 
o p e r a t i o n s a r e p r o s e c u t e d w i t l i no c e s s a t i o n o f more than . €0 c o n s e c u t i v e d a y s , w h e t h e r s u c h o p e r a t i o n s b e o n t h e same 
w e l l o r o n a d i f f e r e n t o r a d d i t i o n a l w e l l o r w e l l s , e n d i f t h e y r e s u l t i n t l i e p r o d u c t i o n o f o i l o r g a s , s o l o n g 
t h e r e a f t e r as o i l o r gas i s p r o d u c e d f r o m s a i d l a n d . I f , a f t e r t h a e x p i r a t i o n o f t h a p r i m a r y t e r m , a l l w e l l s u p o n 
s a i d l a n d s h o u l d bocome I n c a p a b l e o f p r o d u c i n g f o r a u y c a u s e , t h i s l e a a e s l i a l l n o t t e r m i n a t e i f l e s a e e cutesei ices 
o p e r a t i o n s f o r a u d i t l o n e 1 d r i l l i n g o r f o r r e w o r k i n g w i t h i n 60 d a y s t h e r e a f t e r . I f a n y d r i l l i n g , a d d i t i o n a l 
d r i l l i n g , o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r r e s u l t i n p r o d u c t i o n , t h e n t h i s l e a s e s l i a l l r e m a i n I n f u l l f o r c e s o l o n g 
t h e r a e f t e r as o i l o r gaa i s p r o d u c e d h e r e u n d e r . 

7 . Lessee s h a l l h a v e f r e e u se o f o i l , g a s and w a t e r f r o m s a i d l a n d , e x c e p t w a t e r f r o m l e s s o r ' s w e l l s end t a n k s , 
f o r a l l o p e r a t i o n s h e r e u n d e r , and t h e r o y a l t y s l i a l l be c o m p u t e d a f t e r d e d u c t i n g any so u s e d . Leasee s h a l l have t h e 
r i g h t a t any t i m e d u r i n g o r a f t e r t h e e x p i r a t i o n o f t h i a l e a s e t o remove a l l p r o p e r t y and f i x t u r e s p l a c e d b y l e s s e e 
on s a i d l a n d , i n c l u d i n g t h e r i g h t t o d r e w end remove a l l c a s i n g . M i e n r e q u i t e d b y l e s s o r , l e s s e e w i l l b u r y a l l p i p e 
l i n e s on c u l t i v a t e d l a n d s b e l o w o r d i n a r y p l o w d e p t h , a n d no w e l l s h a l l be d r i l l e d w i t h i n t w o h u n d r e d f e e t (200 f t . I 
o f any c e a i d e n c e o r b a m now o n s a i d l a n d w i t h o u t l a a s o r ' s c o n s e n t . L e s s o r a h a l l h a v e t h e p r i v i l e g e , a t h i s r i s k 
end « * p * n a « , o f u s i n g g a s f r o m any gas w e l l o n s a i d l e n d f o r s t o v e s and i n s i d e l i g h t s i n t h e p r i n c i p a l d w e l l i n g 
t h e r e M i , o u t o f a n y s u r p l u s gaa n o t needed f o r o p e r a t i o n s h e r e u n d e r . 

t . T h * r i g h t s o f c i t h e r p a r t y h e r e u n d e r may b e a s s i g n e d i n w l i o l e o r i n p a r t e n d t h e p r o v i s i o n s h e r e o f s h a l 
e x t e n d t o t h e i r h e i r s , e x e c u t o r s , a d m i n i s t r a t o r s , s u c c e s s o r s and a s a l g n s i b u t no chauige i n t h e o w n e r s h i p o f t b e l a * 



o r l r t t h e o w n e r s h i p o f , o r r i g h t s t o r e c e i v e , r o y a l t i e s o r • h u t - I n r o y a l t i e s , h o w e v e r a c c o e p l i s h e d s h e l l o p e r a t e 
t o e o l e r g e t h e o b l i g a t i o n s o r d i m i n i s h t l t e r i g h t s o f l e s s e e ; end n o s u c h c h a n g e o r d i v i s i o n s h a l l b e b i n d i n g u p o n 
l e a s e e t o t a n y p u r p o s e u n t i l 30 d a y s a f t e r l e s a e e l i a s b e e n f u r n i s h e d b y c e r t i f i e d m a i l a t l e s a e e ' a p r i n c i p a l p l a c e 
o f b u s i n e s s w i t h a c o e p t a b l e i n a t r u m e n t a o r c e r t i f i e d c o p i e s t h e r e o f c o n s t i t u t i n g t h e c h a i n o f t i t l e f r o m t h a 
o r i g i n a l l e s s o r . I f a n y s u c h change l n o w n e r s h i p o c c u r s t h r o u g h t h e d e a t h o f U i e o w n e r , l e s s e e may, a t i t s o p t i o n , 
p a y OC t e n d e r a n y r o y a l t i e s o r a h u t - i n r o y a l t i e s i n t h e uame o f t h e d e c e a s e d o r t o h i s a a t e t e o c t o h i s h e l e a , 
« « « c u t o c oc a d m i n i s t r a t o r u n t i l s u c h t i m e aa l e s s e e has b e e n f u r n i s h e d w i t h e v i d e n c e s a t i s f a c t o r y t o l e s s e e as t o 
t h e p e r s o n s e n t i t l e d t o s u c h sums . A n a s s i g n m e n t o f t h i s l e a s e i u w h o l e u r l n p a c t s h a l l , t o t h e e x t e n t o f s u c h 
a s s i g n m e n t , r e l i e v e and d i s c h a r g e l e s s e e o t a n y o b l i g a t i o n s h e r e u n d e r a n d , l f l e a s e e o r a s s i g n e e o f p a r t o r p a r t s 
h e r e o f a h a l l f a l l oc make d e f a u l t Ln t h e paymen t o f t h e p r o p o r t i o n a t e p a r t o f r o y a l t y o r s h u t - i n r o y a l t y d u e f r o m 
a u c h l e s s e e o r a s s i g n e e o r f a i l t o c o m p l y w i t h a n y o f t h e p r o v l a l o n a o f t h i s l e a s e , s u c h d e f a u l t a h a l l met e f f e c t 
t h i s l e a s e i n s o f a r as I t c o v e r s a p a r t o f s a i d l a n d s u p o n w h i c h l e s s e e o r a n y a s s i g n e e t h e r e o f s h a l l p r o p e r l y o o m p l y 
o r make s u c h p a y m e n t s . 

9 . S h o u l d l e s a e e be p r e v e n t e d f r o m c o a x ? l y i n g w i t h a n y e x p r e s s o r I m p l i e d c o v e n a n t o f t h i s l e a s e , o r f r o m 
c o n d u c t l u g d r i l l i n g oc r e w o r k i n g o p e r a t i o n s h e r e u n d e r , o r f r o m p r o d u c i n g o i l o r gea h e r e u n d e r b y r e a s o n o f s c a r c i t y 
o r i n a b i l i t y t o o b t a i n oc u s e e q u i p m e n t o r m a t e r i a l , o r b y o p e r a t i o n o f f o r c e M a j e u r e , o r b y a n y f e d e r a l o r s t a t e 
l a w o r a n y o r d e r , r u l e o r r e g u l a t i o n o f g o v e r n m e n t a l a u t h o r i t y , t h e n w h i l e so p r e v e n t e d , l e s s e e * s d u t y s h a l l b e 
s u s p e n d e d , and l e s s e e s h a l l n o t b a l i a b l e f o r f a i l u r e t o c o m p l y t h e r e w i t h i e n d t h i s l e a a e s h a l l be e x t e n d e d w h i l e 
a n d so l o n g as l e s s e e i a p r e v e n t e d b y a n y s u c h c a u s e f r o m c o n d u c t i n g d r i l l i n g o c r e w o r k i n g o p e r a t i o n s o r f r o m 
p r o d u c i n g o i l o r gas h e r e u n d e r ; a n d t h a t i m e w h i l e l e s s e e l a so p r e v e n t e d s h a l l n o t b e c o u n t e d a g a i n s t l e s a e e , 
a n y t h i n g l n t h i s l e a s e t o t h e c o n t r a r y n o t w i t h s t a n d i n g . 

1 0 . L e s s o r h e r e b y w a r r a n t s and a g r e a e t o d e f e n d t h e t i t l e t o s a i d l a n d a n d a g r e e s t h a t l e s a e e a t I s o p t i o n may 
d i e c b a r g e a n y t a x , m o r t g a g e o r o t h e r l i e n u p o n s a i d l a n d , e n d i n t h e e v e n t l e s a e e d o e s eo i t s h a l l b e s u b r o g a t e d 
t o s u c h l i e n w i t h t h e r i g h t t o e n f o r o e same and Co a p p l y r o y a l t i e s and s h u t - i n r o y a l t i e s p a y a b l e h e r e u n d e r t o w a r d 
s a t l s f y i n g * e e m e . W i t h o u t i m p a i r m e n t o f l e a s e e * * r i g h t s u n d e r t h e w a r r a n t y , i f t h i s l e a s e c o v e r s a l e s s I n t e r e s t 
i n t h e o i l a n d gas i n a l l oc a n y p a r t o f a a i d l a n d t h a n t h e e n t i r e a n d u n d i v i d e d f e e s i m p l e e s t a t e ( w h e t h e r l e s s o r ' s 
i n t e r e s t l s h e r e i n s p e c i f i e d o r n o t ) t h e n t h e r o y a l t i e s , s h u t - i n r o y a l t y , e n d o t h e r p a y m e n t s , i f a n y , a c c r u i n g f r o m 
a n y p a r t as t o w h i c h t h i s l e a s e c o v e r s l e s s t h a n s u c h f u l l i n t e r e s t , s h a l l be p a i d o n l y i n t h e p r o p o r t i o n w h i c h t h e 
i n t e r e s t t h e r e i n . I f any , c o v e r e d b y t h i s l e a s e , b e a r s t o t h e w h o l e a n d u n d i v i d e d f e e s i m p l e e s t a t e t h e r e i n . S h o u l d 
a n y one o r n o r e o f t h e p a r t i e s named a b o v e aa l e s s o r s f a l l t o e x e c u t e t h i a l e a s e , i t s h a l l n e v e r t h e l e s s b e b i n d i n g 
u p o n t h e p a r t y o r p a r t i e s e x e c u t i n g t h e same. 

1 1 . L e s s e e , i t s o r h i s s u c c e s s o r s , h e i r s a n d a s s i g n s , a h a l l h a v e t h e r i g h t a t a n y t i m e t o s u r r e n d e r t h i a l e e a e , 
l n w h o l e o r i n p a r t , t o l e s s o r oc h i s h e i r s , s u c c e s s o r s , a n d a s s i g n s b y d e l i v e r i n g o r m a i l i n g a r e l e a s e t h e r e o f t o 
t h e l e s s o r , o c b y p l a c i n g a r e l e a s e t h e r e o f o f r e c o r d i n t h e c o u n t y t n w h i c h s a i d l a n d i s s i t u a t e d ) t h e r e u p o n l e s s e e 
s h a l l be r e l i e v e d f r o m a l l o b l i g a t i o n s , e x p r e s s e d o r i m p l i e d , o f t h i s a g r e e m e n t as t o a c r e a g e so s u r r e n d e r e d , and 
t h e r e a f t e r t h e s h u t - i n r o y a l t y p a y a b l e h e r e u n d e r s h a l l be r e d u c e d i n t h e p r o p o r t i o n t h a t t h e a c r e a g e c o v e r e d h e r e b y 
I s x e d u c e d b y s a i d r e l e a s e o r r e l e a s e s . 

ADDITIONAL PROVISIONS 

12. Wdedhesndmf a s W l ^ O ^ taramaala ax to xtt t^mAhm^ty* rtyn t r r* t -* - f - f ' M f l 
In • y i r - i — i — i f : * n " • • rYr-xTntli i p r n f ^grm^t^^ha jT i is r t i i r t i xh i< • iifrlla> IWIIIBT 

s U ammhmanlleA H e r ^ ^ ^ ( l a r n a . y . 
prior le lb« oxpanxitm of lbs pneaery term, axaptded u*d wvrfl aa a producer of od aod/or aaa, or t ^ ' f l y l said WMX) aa a dry bole-, or 

b) Al tae exparsLUm of m^prknary terev Uses* ts <n pearl m artOna. »»q>«Be»g. rework in f o r r n r r w y l H i n e o a e r s l i ^ 

aaniameajbcLeMeacm t i ~ p — r r r - v i e t y , i v r r r m y W j i m tr"aa e?aaiaigvreg. 
are nnu>swnraj wemai onaku^aW c ^ x y ( \ *0) aays mUr ma bau* M oooar o f ( i ) tbe cxpemMm of axe p h o n y toiaa, or (a) Ihe CCXIXJUIOB or p lu fa jMl of aay dno*d, 
a^yensd. rmxaiad or rannephtaJ eoeaa or •whwxjueal la a i axaearioe rflWpra*mry tern. g - * " * " | — f *—r- - f — n y ' t r i m " a W I tu ih f i e s i f f i l i n t / t h i f maari J 
tea leped i»enme appro 

i epon wan lbs s^opr ie i e fmvmvmmmsi smsjeray ksvmg)enadkiaoa, 

U . WfraelieeiiotaaMena 

— rti ( T V " * "*"" '•—L-J- '• " r t i T i 4 - T"~~t f ~ H r - I ~ r r T T - T g - * - f IryTliT - r rT-yr i - f l i j n nmimnlM — y * — - p » g j . t f y f ^ « f n -* i k * « ^ ^ » er. maW 
atiairs <*T**"*1 " j L " — • f L M f " - y f»—- — A y— — " (~-i—*• n •—»—«- m T r r ft .y ^ ^ ^ ^ y>o « — p k ^ 
atoietaanaof I OK. for a epaemi or pcareUoa. uua. and eadl od weB {-axudii shell ndude eua-ia well*) easA b t allocated %Q acres p k u a tolerance of I OS. for a e ^ s a f or 
praraliea ena. ^ a i A e a a a j g f t n r a ^ M u n i l •fcaMheaan • i y aa pgactaraxJa ix ika A y « «n i»» t r ^ ^ , ^ - » m 1 n n | e x a i r i f l 

14. notwithstanding such t a m i nation, Leeeee s h a l l nave a contUauing r i g h t o f way and easement on, over and 
serosa a l l the land covered hereby f o r the co n s t r u c t i o n , use, maintenance, replacement, or removal o f p i p e l i n e s , 
roads, telephone l i n e s , e l e c t r i c l i n e s , tank; and other f a c i l i t i e s f o r i t s o p e r a t i o n * hereunder on land remaining 
covered by t h i s lease f o l l o w i n g such t e r m i n a t i o n . 

15. This o i l and gas lease i a subordinate t o t h a t c e r t a i n " P r i o r Lease* dated August 25, 1997, e f f e c t i v e December 
7, IW*. recorded i n Rook 127, page 127, Lea County Records, as ammndad by instrument dated , 2000, 
recorded I n Book , page , Lee County Records, but only t o the extent t h a t said P r i o r Lease l s c u r r e n t l y 

a v a l i d and s u b s i s t i n g o i l and gas lease. Mot withstanding any other p r o v i s i o n s of t h i s o i l and gas lease, the and 
of the primary term hereof s h a l l be extended u n t i l the t h i r d (3*"> anniversary date o f t h i s o i l and gas lease next 
f o l l o w i n g e x p i r a t i o n of the continuous development p r o v i s i o n contained i n added Paragraph No. 12 on e x h i b i t "A" 
attest*** t o the Prior Lease, provided t h a t i u uo event alkali the primary term hereof expire l a t e r than the 20" 
anniversary date of t h l l s o i l and gas leese. Execution of t h i s o i l and gas lease by Lessor s h a l l never be construed 
as e r a t i f i c a t i o n or revivor of the P r i o r Lease. Lessor a p e c l f l o e l l y agrees not t o enter i n t o any agreement of any 
form that would extend or continue the primary term or the continuous development p r o v i s i o n uf the P r i o r Leaae, or 
modify any o f the e x i s t i n g p r o v i s i o n s of the P r i o r Leaae. 

Executed the day and year f i r s t above w r i t t e n . 

M o u l i n . SCokcJ SSI 
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" 07162 
P r o d u c e r ' s • • - P r o d u c e r ' s R e v i s e d 1994 Hew H e x l o o f o r m 142P, P a i d - u p 

O I L 4 G U LEA3B 

THIS fVCRCIKTSfT made this 27th dsy of March, 2001 between Irma^Usiilton, j^alirvj h_*??_»o1* **** separate pr opart j L 

whose twiclreaa i s ^ P . Q._ Box 1470 , B i g S p r i n g , T e x a s 79721 h e r e i n c e l l e d l e s s o r ( w h e t h e r one o r m o r e l end J a m e s J ) . 
Htiff ' ."" " " ' p ' . ' o . Box 70S, H i n e t t l e , T e x a s 7S773 . l e s s e e ; 

1 . L e s s o r , i n c o n s i d e r a t i o n o f TEH AMD OTHER DOLLARS l n h a n d p a i d , r e c e i p t o f w h i c h i s h e r e a c k n o w l e d g e d , a n d 
o f t h e r o y e l t i e s h e r e i n p r o v i d e d a n d o f t h e agreex>ents o f t h e l e s s e e h e r e i n c o n t a i n e d , h e r e b y g r a n t s , l e a s e s eixx 
l e t s e x c l u s i v e l y u n t o l e s s e e f o r t h e p u r p o s e o f i n v e s t i g a t i n g , e x p l o r i n g , p r o s p e c t i n g , d r i l l i n g , a i x i o p e r a t i n g f o r 
and p r o d u c i n g o i l and g a s , i n j e c t i n g g a s , w a t e r s , o t h e r f l u i d s , a u d a i r i n t o s u b s u r f a c e s t r a t a , l a y i n g p i p e l i n e s , 
s t o r i n g o i l , b u i l d i n g t a n k s , r o a d w a y s , t e l e p h o n e l i n e s , and o t h e r s t r u c t u r e s and t i l i n g s t h e r e o n t o p r o d u c e , s a v e , 
t a k e c a r e o f , t r e a t , p r o c e s s , s t o r e and t r a n s p o r t s a i d m i n e r a l s , t h e f o l l o w i n g d e s c r i b e d l a n d I n Lea C o u n t y , Mew 
M e x i c o , t o - w i t ; 

T o w n s h i p l e S o u t h , Range I S B e a t , N . M . P . M . 
S e c t i o n 1 3 : SE/4 
S c o t l o o 2 3 ; SB/4 
S e c t i o n 2 4 i WW/4SW/4, H H / 4 K E / 4 
S e c t i n n 2 S i NW/4 
S e c t i o n 2 6 t N E / 4 

S a i d l a n d i s e s t l e a t e d t o c o a p r i s e 7 2 0 . 0 0 a c r e s , w h e t h e r i t a c t u a l l y c o m p r i s e s s o r e o r l e s s . 

2 . S u b j e c t h t o t h e o t h e r p r o v i s i o n s h e r e i n c o n t a i n e d , t h i s l e a s e s h a l l r e m a i n i n f o r c e f o r a t e r m o f t h r e e Q ) 
y e a r s f r o m I m i f 7 t t , 2 0 0 1 { c e l l e d " p r i m a r y t e r m ' ) and as l o n g t h e r e a f t e r as o i l o r g a s i s p r o d u c e d f r o m s a i d l e n d o r 
f r o m l a n d w i t h w h i c h s a i d l a n d i s p o o l e d . 

1 . T h e r o y e l t i e s t o b e p a i d b y l e s s e e e r e : ( a | o n o i l , a n d o t h e r l i q u i d h y d r o c a r b o n s a a v e d a t t h e w e l l , t h r e c -
a 1 x t s e n t h a j 3 / 1 6 t ha I o f t h a t p r o d u c e d a n d s a v e d f r o m s a i d l a n d , same t o be d e l i v e r e d a t t h e w e l l s o r t o t h e c r e d i t 
o f l e s s o r i n t h e p i p e l i n e t o w h i c h t h e w e l l s may be c o n n e c t e d ; l b ) o n g a s , i n c l u d i n g c e s i n g h e e d gas o r o t h e r gaseous 
s u b s t a n c e p r o d u c e d f r o m s a i d l a n d and u s e d o f f t h e p r e m i s e s o r u s e d I n t h e m a n u f a c t u r e o f g a s o l i n e o r o t h e r 
p r o d u c t s , t h e m a r k e t v a l u e a t t h e w e l l o f t h r e e - s i x t e e n t h s < 3 / 1 e t h s } o f t h e gss u s e d , p r o v i d e d t h a t o n gas s o l d o n 
o r o f f t h e p r e m i s e s , t h e r o y a l t i e s s h a l l b e t h r e e - s i x t e e n t h s < 3 / 1 6 t h s l o f t h e amount r e a l i s e d f r o m s u c h s a l e ; ( c ) 
a n d a t a n y t i s x * when t h i s l e a a e i s n o t v a l i d a t e d b y o t h e r p r o v i s i o n s h e r e o f and t h e r e i s a gas a n d / o r c o n d e n s a t e 
w e l l o n s a i d l a n d , o r l a n d p o o l e d t h e r e w i t h , b u t gas o r c o n d e n s a t e i s n o t b e i n g s o s o l d o r u s e d a n d s u c h w e l l i s 
s h u t i n , e i t h e r b e f o r e o r a f t e r p r o d u c t i o n t h e r e f r o m , t h e n o n o r b e f o r e 90 d a y s a f t e r s a i d w e l l i s s h u t i n , a n d 
t h e r e a f t e r e t a n n u a l I n t e r v a l s , l e s s e e may p a y o r t e n d e r an a d v a n c e s h u t - i n r o y a l t y e q u a l t o $ 1 . 0 0 p e r n e t a c r e o t 
l e s s o r ' s gas a c r e a g e t h e n h e l d u n d e r t h i s l e a s e b y t h e p a r t y m a k i n g s u c h payment o r t e n d e r , and so l o n g aa s a i d 
a h u t - l n r o y a l t y l a p a i d o r t e n d e r e d , t h i s l e a s e s h a l l n o t t e r m i n a t e and I t s l i a l l b e c o n s i d e r e d u n d e r a l l c l a u s e s 
h e r e o f t h a t g a s i s b e i n g p r o d u c e d f r o m t h e l e a s e d p r e m i s e s i n p a y i n g q u a n t i t i e s . E a c h s u c h payment s h a l l b e p a i d 
o r t e n d e r e d t u t h e p a r t y o r p a r t i e s who a t t h e t i m e o f s u c h payment w o u l d be e n t i t l e d t o r e c e i v e t h e r o y a l t i e s w h i c h 
w o u l d be p a i d u n d e r t h i s l e a s e i f t l i e w e l l w e r e i n f a c t p r o d u c i n g . The payment o r t e n d e r o f r o y a l t i e s and s h u t - i n 
r o y a l t i e s may b e mede b y c h e c k o r d r a f t . A n y t i m e l y paymen t o r t e n d e r o f s h u t - i n r o y a l t y w h i c h i s made i n a bone 
f i d e a t t e m p t t o make p r o p e r p a y m e n t , b u t w h i c h i s e r r o n e o u s I n w h o l e o r i n p a r t as t o p a r t i e s o r a m o u n t s , s h a l l 
n e v e r t h e l e s s be s u f f i c i e n t t o p r e v e n t t e r m i n a t i o n o f t h i s l e e s e i n t h e same manner as t h o u g h a p r o p e r p a y m e n t h * l 
b v e i i made 1 1 l e s s e e s h a l l c o r r e c t s u c h e r r o r w i t h i n 30 d a y s a f t e r l e s s e e h a s r e c e i v e d w r i t t e n n o t i c e t l i e r e o t b y 
c e r t i f i e d m a l l f r o m t h e p a r t y o r p a r t i e s e n t i t l e d t o r e c e i v e p a y m e n t t o g e t h e r w i t h s u c h w r i t t e n i n s t r u m e n t s ( o r 
c e r t i f i e d c o p i e s t h e r e o f ) as e r e n e c e s s a r y t o e n a b l e l e s s e e t o make p r o p e r p a y m e n t . The amount r e a l i z e d f r o m t h e 
s a l e o f g a s o n o r o f f t h e p r e m i s e s s h a l l b e t h e p r i c e e s t a b l i s h e d b y t h e g a s s a l e s c o n t r a c t e n t e r e d i n t o i n good 
f a i t h b y l e s s e e and gas p u r c h a s e r f o r s u c h t e r m and under s u c h c o n d i t i o n s as a r e c t t a t o e u r y i n t l i e I n d u s t r y . " P r i c e " 
s h a l l mean t h e n e t a m o u n t r e c e i v e d b y l e s s e e a f t e r g i v i n g a f f e c t t o a p p l i c a b l e r e g u l a t o r y o r d e r s a n d a f t e r 
a p p l i c a t i o n o f any a p p l i c a b l e p r i c e a d j u s t m e n t s s p e c i f i e d i n s u c h c o n t r a c t o r r e g u l a t o r y o r d e r s . !•»—***•—event 
l e s s e e compresses - ,—trea t s ,—pus i f l e e , — o r - d e h y d r a t e s s u c h gaa- (wl t e t h e r o n o r o f f t he—aeased-p reauaea |—or t r a n s p o r t s 
gas—e-ff—the l e a s e d presu-eea , - l e s s e e i n c o a v u t i n g — r o y a l t y h e r e u n d e r m a y - d e d u c t f r o m - e u e h - p e l o e - a r e a s o n a b l e c h a r g e 
f e a e a c h e e - e u o h f u n c t i o n s - p e r {earned -^7. j ) 

4 . T h i s l s a p a i d - u p l e a s e and l e a s e e s h a l l n o t be o b l i g a t e d d u r i n g t h e p r i m a c y t e r m h e r e o f t o coeamence o r 
c o n t i n u e a n y o p e r a t i o n s o f w h a t s o e v e r c h a r a c t e r o r t o make a n y p a y m e n t s h e r e u n d e r i n o c d e c t o m a i n t a i n t h i s l e e s * 
I n f o r c e d u r i n g t h e p r i m a r y t e r m j h o w e v e r , t h i s p r o v i s i o n i s n o t i n t e n d e d t o r e l i e v e l e s s e e o f t l i e o b l i g a t i o n t o 
p a y r o y a l t i e s o n a c t u a l p r o d u c t i o n p u r s u a n t t o t h e p r o v i s i o n s o f P a r a g r a p h 3 h e r e o f . 

5 . L e s s e e i s h e r e b y g r a n t e d t h e r i g h t a n d p o w e r , f r o m t i m e t o t i m e , t o p o o l o r c o m b i n e t h i s l e a s e , t r i e l a n d 
c o v e r e d b y i t o r a n y p a r t o r h o r i z o n t h e r e o f w i t h a n y o t h e r l a n d , l e a s e s , m i n e r a l e s t a t e s o r p a r t s t h e r e o f f o r t h e 
p r o d u c t i o n o f o i l o r g a s . U n i t s p o o l e d h e r e u n d e r s h a l l n o t e x c e e d t h e s t a n d a r d p r o r a t i o n u n i t f i x e d b y l a w o r b y 
t h e O i l C o n s e r v a t i o n D i v i s i o n o f t h e E n e r g y and M i n e r a l a D e p a r t m e n t o f t h e S t a t e o f New M e x i c o o r b y a n y o t h e r 
l a w f u l a u t h o r i t y f o r t h e p o o l o r a r e a i n w h i c h s a i d l a n d i s s i t u a t e d , p l u s a t o l e r a n c e o f t e n p e r c e n t . L e s s e e s h a l l 
f i l e w r i t t e n u n i t d e s i g n a t i o n s i n t h e c o u n t y i n w h i c h t h e p r e m i s e s a r e l o c a t e d and a u d i u n i t s may be d e s i g n a t e d f r o m 
t i m e t o v isa* and e i t h e r b e f o r e oc a f t e r t h e c o m p l e t i o n o f w e l l s . D r i l l i n g o p e r a t i o n s o n o r p r o d u c t i o n f r o m a n y p a r t 
o f a n y a u c h u n i t s h a l l b e c o n s i d e r e d f o r a l l p u r p o s e s , e x c e p t t h e p a y m e n t o f r o y a l t y , aa o p e r a t i o n s c o n d u c t e d u p o n 
o r p r o d u c t i o n f r o m t h e l a n d d e s c r i b e d i n t h i s l e a s e . T h e r e s h a l l b e a l l o c a t e d t o t h e l a n d c o v e r e d b y t h i s l e a s e 
I n c l u d e d l n a n y s u c h u n i t t h a t p o r t i o n o f t h e t o t a l p r o d u c t i o n o f p o o l e d m i n e r a l s f r o m w e l l s i n t h e u n i t , a f t e r 
d e d u c t i n g a n y u s e d I n l e a s e o r u n i t o p e r a t i o n s , w h i c h t h e n e t o i l o r gas a c r e a g e i n t h e l a n d c o v e r e d b y t h i s l e a a e 
i n c l u d e d I n t h e u n i t b e a r s t o t h e t o t a l number o f s u r f a c e a c r e a i n t h e u n i t . The p r o d u c t i o n so a l l o c a t e d s h a l l b e 
c o n s i d e r e d f o r e l l p u r p o s e s . I n c l u d i n g t h e p a y m e n t o r d e l i v e r y o f r o y a l t y , t o be t h e e n t i r e p r o d u c t i o n o f p o o l e d 
m i n e r a l s f r o m t h e p o r t i o n o f s a i d l a n d c o v e r e d h e r e b y and i n c l u d e d i n s a i d u n i t i n t h e same manner a s t h o u g h 
p r o d u c e d f r o m s a i d l a n d u n d e r t h e t e r m s o f t h i s l e a s e . A n y p o o l e d u n i t d e s i g n a t e d b y l e s s e e , as p r o v i d e d h e r e i n , 
may be d i s s o l v e d b y l e s s e e b y r e c o r d i n g a n a p p r o p r i a t e i n s t r u m e n t i n t h e C o u n t y w h e r e t h e l a n d l a s i t u a t e d a t a n y 
t i m e a f t e r t h e comp l e t l o o o f a d r y h o l e o r t h e c e s s a t i o n o f p r o d u c t i o n o n s a i d u n i t . 

6 . I f a t t h e e x p i r a t i o n o f t h e p r i m a r y t e r m t h e r e i s no w e l l u p o n s a i d l a n d c a p a b l e o f p r o d u c i n g o i l o r g a s , b u t 
l e s s e e h a s c o a x . i n e e d o p e r a t i o n s f o e d r i l l i n g oc r e w o r k i n g t h e r e o n , t h i s l e a s e s h a l l r e m a i n i n f o r c e ao l o n g es 
o p e r a t i o n s a r e p r o s e c u t e d w i t h no c e s s a t i o n o f more t h a n 40 o o n s e c u t i v e d a y s , w h e t h e r »u<-h o p e r a t i o n s be oo t h e same 
w e l l o r o n e d i f f e r e n t o r a d d i t i o n a l w e l l o r w e l l s , and I f t h e y r e s u l t l n t h e p r o d u c t i o n o f o i l o r g a s , s o l o n g 
t h e r e a f t e r as o i l o r gas I s p r o d u c e d f r o m s a i d l a n d . I f , a f t e r t h e e x p i r a t i o n o f t h e p r i m a r y t e r m , a l l w e l l s u p o n 
s a i d l a i x l s h o u l d become i n c a p a b l e o f p r o d u c i n g f o r any c a u s e , t h i s l e a s e s h a l l n o t t e r m i n a t e l f l e s s e e coxesenees 
o p e r a t i o n s t o r a d d i t i o n a l d r i l l i n g o r f o r r e w o r k l o g w i t h i n 60 d a y s t h e r e a f t e r . I t any d r i l l i n g , a d d i t i o n a l 
d r i l l i n g , o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r r e s u l t i n p r o d u c t i o n , t h e n t h i s l e a s e s l i a l l r e m a i n i n f u l l f o r c e so l u n g 
t h e r e a f t e r aa o i l o t ga s l s p r o d u c e d h e r e u n d e r . 

7 . Lessee s h a l l h a v e f r e e u s e o f o i l , ga s and w a t e r f r o m s a i d l a n d , e x c e p t w a t e r f r o m l e s s o r ' s w e l l s a n d t a n k s , 
f o r a l l o p e r a t i o n s h e r e u n d e r , a n d t h e r o y a l t y s l i a l l be computed a f t e r d e d u c t i n g any s o u s e d . Leasee s h a l l h a v e t h e 
r i g h t a t any t i m e d u r i n g o r a f t e r t h e e x p i r a t i o n o f t h i s l e a s e t o remove a l l p r o p e r t y and f i x t u r e s p l a c e d b y l e s a e e 
o n s a i d l a n d . I n c l u d i n g t h e r i g h t t o d r « w and remove a l l c a s i n g . When r e q u i r e d b y l e s s o r , l e a s e e w i n b u r y a l l p i p e 
l i n e s on c u l t i v a t e d l a n d s b e l o w o r d i n a r y p l o w d e p t h , and no w e l l s h a l l ba d r i l l e d w i t h i n t w o l i u n u r e d f e e t ( 2 0 0 f t . I 
o f a n y r e s i d e n c e o r b a m now o n s a i d l a n d w i t h o u t l e s s o r * a c o n s e n t . L e s s o r s h a l l h a v e the . p r i v i l e g e , a t h i s r i s k 
and e x p e n s e , o f u s i n g g a s f r o m a n y gas w e l l o n s a i d l a n d f o r a t o v e a and I n s i d e l i g h t s i n t h e p r i n c i p a l d w e l l i n g 
t h e r e o n , o u t o f any s u r p l u s g a s n o t needed f o r o p e r e t i o u s h e r e u n d e r . 

« . The r i g h t s o f e i t h e r p a r t y h e r e u n d e r may b e a s s i g n e d i n w h o l e o r i n p e r t a n d t h e p r o v i s i o n s h e r e o f s h e l l 
e x t e n d t o t h e i r h e i r s , e x e c u t o r s , a d m i n i s t r a t o r s , s u c c e s s o r s and a s s i s t s ; b u t no change l n t h e o w n e r s h i p o f t h e l a n d 



o c I n t h * o w n e r s h i p o f , o r t i g h t * t o r e c e i v e , r o y a l t i e s o r s h u t - i n r o y e l t i e s , h o w e v e r accoap 1 1 s h e d s h e l l o p e r a t e 
t o %nl*cge t h e o b l i g a t i o n s o r u l x v l n l a l i t h e r i g h t s o f l e s s e e ; a.*3 n o s u c h change o r d i v i s i o n a h a l l be b i n d i n g U(>on 
l e s s e e f o r a n y p u r p o s e u n t i l 30 d a y s a f t e r l e a s e e h a s b e e n f u r n i s h e d b y c e r t i f i e d a v a i l a t l e a s « e * s p r i n c i p a l p l a c e 
o f b u s l n e a s w i t h a c c e p t a b l e i n a t r u a e n t j o c c e r t i f i e d c o p i e a t h e r e o f c o n s t i t u t i n g t h e c h a i n o f t i t l e f r o a i t h e 
o r i g i n a l l e a a o r . I f a n y s u c h change i n o w n e r s h i p o c c u r s t h r o u g h t h e d e a t h o f U M u w n e r , l e s s e e avty, a t i t s o p t i o n , 
p a y o r t e n d e r a n y r o y a l t i e a o r a l i u t - i n r o y a l t i e s l n t h e name o f t i r e d e c e a s e . , o r t o h i s e s t a t e o r t o h i s h a l t s , 
* , c u t u r o r a d a x l u i a t r a t o c u n t i l s u c h t i sae es l e s s e e has b e e n f u r n i s h e d w i t h e v i d e n c e s a t i s f a c t o r y t o l e s s e e as t u 
t h e p e r s o n s e n t i t l e d t o s u c h stoma. An a e s l g n m e n t o f t h i s l e a s e i n w h o l e o r I n p a r t s h a l l , t o t h e e a t e n t o f a u c h 
e x s l g i w a e n t . r e l i e v e a n d d i s c h a r g e l e s s e e o f a n y o b l i g a t i o n s h e r e u n d e r a ixJ , l f l e s a e e o r a s s i g n e e o f p a r t o r p a r t s 
h e r e o f s h a l l f a l l o r make d e f a u l t l u t h e payment o f t h e p r o p o r t i o n a t e p e r t o f r o y a l t y o r s h u t - i n r o y a l t y d u e f r ee s 
s u c h l e s s e e o r a s s i g n e e o r f a l l t o c o m p l y w i t h a n y o f t h e p r o v i s i o n s o f t h i s l e a s e , s u c h d e f a u l t s h a l l n o t a f f e c t 
t h i s Lease I n s o f a r es i t c o v e r s a p a r t o f s a i d l a n d a u p o n w h i c h l e s s e e o r a n y a s s i g n e e t h e r e o f s h a l l p r o p e r l y c o m p l y 
o r natte s u c h p a y m e n t s . 

9 . S h o u l d l e s a e e b e p r e v e n t e d f r o m c o m p l y i n g w i t h a n y e x p r e s s o r i m p l i e d c o v e n a n t o f t h i a l e a s e , o r f r o s t 
c o n d u c t i n g d r i l l i n g o r r e w o r k i n g o p e r a t i o n s h e r e u n d e r , o r f r o m p r o d u c i n g o i l o r gas h e r e u n d e r b y r e a s o n o f s c a r c i t y 
o r i n a b i l i t y t o o b t a i n o r u s e e q u i p S M n t o r M a t e r i a l , o r b y o p e r a t i o n o f f o r c e a - ) e u f e , o r b y a n y F e d e r a l o r s t a t e 
l a w o r any o r d e r , r u l e o r r e g u l a t i o n o f g o v e r n m e n t a l a u t h o r i t y , t h e n w h i l e ao p r e v e n t e d , l e s s e e * s d u t y s h a l l b e 
s u s p e n d e d , a n d l e s s e e s h a l l n o t b e l i a b l e f o r f a i l u r e t o c o a p l y t h e r e w i t h ; and t h i s l e a s e s l i a l l b e e x t e n d e d w h i l e 
a n d so l o n g as l e s s e e i s p r e v e n t e d b y a n y s u c h cause f r o s t c o n d u c t i n g d r i l l i n g o r r e w o r k i n g o p e r e t i o n s o r f r o s t 
p r o d u c i n g o i l o r gaa h e r e u n d e r ; end t h e t lase w h l L e l e s s e e i s so p r e v e n t e d a h a l l n o t be c o u n t e d a g a i n s t l e s s e e , 
a n y t h i n g i n t h i s l e a s e t o t h e c o n t r a r y n o t w i t h a t and i r v q . 

1 0 . L e s s o r h e r e b y w a r r a n t s a n d a g r e e s t o d e f e n d t h a t i t l e t o s a i d L a n d and a g r e e s t h a t l e s s e e a t l a o p t i o n n a y 
d i s c h a r g e a n y t a x , s o r t g a g e o r o t h e r l i e n u p o n s a i d l a n d , and l n t h e e v e n t l e s s e e d o e s so i t s h e l l b e s u b r o g a t e d 
t o auch l i e n w i t h t h e r i g h t t o e n f o r c e sesae and t o a p p l y r o y a l t i e s and s h u t - i n r o y a l t i e s p e y a b l e h e r e u n d e r t o w a r d 
s a t i s f y i n g , f a n e . W i t h o u t i m p a i r m e n t o f l e s s e e ' s r i g h t s u n d e r t h e w a r r a n t y , i f t h i s l e a s e c o v e r s a l e s s I n t e r e s t 
i n t h e o i l and gas i n a l l o r a n y p a r t o f s a i d l a n d t h a n t h e e n t i r e and u n d i v i d e d f e e s l s p l e e s t a t e ( w h e t h e r l e s s o r ' s 
i n t e r e s t i s h e r e i n s p e c i f i e d o r n o t ) t h e n t h e r o y a l t i e s , s h u t - i n r o y a l t y , and o t h e r p a y m e n t s , i f a n y , a c c r u i n g f r o m 
a n y p a r t as t o w h i c h t h i s l e a s e c o v e r s l e s s t h a n s u c h f u l l i n t e r e s c , a h a l l be p a i d o n l y i n t h e p r o p o r t i o n w h i c h t h e 
i n t e r e s t t h e r e i n , i f a n y , c o v e r e d b y t h i s l e a s e , b e a r s t o t h e w h o l e and u n d i v i d e d f e e a i m p l e e a t a t e t h e r e i n . S h o u l d 
a n y one o r more o f t h e p a r t i e s named a b o v e aa l e s s o r s f a i l t o e x e c u t e t h i a l e a s e , i t s h a l l n e v e r t h e l e s s b e b i n d i n g 
u p o n t h e p a r t y o t p a c t l e s e x e c u t i n g t h e same. 

1 1 . L e a s e e , i t s o r b i s s u c c e s s o r s , h a i r s and a a s l g n s , s h a l l h a v e t h e r i g h t a t a n y t i m e t o s u r r e n d e r t h i e l e a a e , 
i n who le o r i n p a r t , t o l e s s o r o r h i s h e i r s , s u c c e s s o r s , a n d a s s i g n s b y d e l i v e r i n g o r m a i l i n g a r e l a a a e t h e r e o f t o 
t h e l e s s o r , o r b y p l a c i n g a r e l e a s e t h e r e o f o f r e c o r d i n t h e c o u n t y i n w h i c h s a i d l a n d i s s i t u a t e d ; t h e r e u p o n l e s s e e 
s h a l l be r e l i e v e d f r o m e l l o b l i g a t i o n s , e x p r e s s e d o r i m p l i e d , o f t h i s e g r e e m e n t as t o a c r e a g e a o s u r r e n d e r e d , a n d 
t h e r e a f t e r t h e s h u t - i n r o y e l t y p e y a b l e h e r e u n d e r s h a l l be r e d u c e d i n t h e p r o p o r t i o n t h a t t l i e a c r e a g e c o v e r e d h e r e b y 
i s r e d u c e d b y s a i d r e l e a s e o r r e l e a s e s . 

12. NawshxUmdma, asydiewfartxawd 

to • sparing or pi aratioa use anacxtsd to s prooWsog wzil (vdud. s W l mdude eW-m wveUs) unless: 

a) Lsmn ad* oVdlai o V x p < t ^ aod wtfhmoocbuadred e^ay (Ie0)days 

prior loth*cs?a~xuee of fb* prvuury U n a . oomeUlctf wud well aa • ptoducer o f vat sad/ix gaa. or plugged ***e well as • dry KUc, ix 

b) AttbecqtarXua c/Uwipcxnjry U*m, Leesraeontpsed m otilhsg, oVcr*cruo^ rework a jg or reconrplotton opcrxKxu aa xutl Isadi or on bads peolod tbacwtth, 

•nd tsmcsxer Usees cmxawryie a contmuous aVillmgprogrmu swWeay operations for tha drilkog of a new <*cU. or ewi oVepeoeig. rstMaisig or reooD^xxioa of a easing * * i t , 

ere imrnmanml weam o n a h w i k a i e ^ H y ( t 80) day* after (ba UtUx te eoawr of (\) the expwauoa of tha prvnary tenu. er the oaomUxion oc pluggmft of aay w*U oVtUei, 

i jppaie t ieaxaleJor m-myl r i s a acromor SJb*nqu*ia Uitbeeaparauox of eWprmmwyterra. F T < h " f B j ^ ^ u — r ^ ' T -~—yi*+—~,' J . , i i i - i k . . p . ^ / a . . . f t t - ^ ^ t V , ^ - . J . ^ 

teat ceport >wxfcmi apprryrialt gewananeala1 atebortty havaag jurwimrtKm. a*" a n»ouuccr. ur. i f tvwdJ lapxjgpaJ as a dry bote. i l « ~phijjb\«>M~ wWibemc d ^ u f fangUwpk^ypag 
r * | w T l * * " • > . ^ M j t « i - a » a * ' " ' " " ~ " * * ' - « * K . ^ t y l . « ^ g y ^ i « ^ ^ i J — 

13. VVtxm Laxm* eraaea said 

meal (vdudl abas mcWuk sme-m wetts) under apeosl field nilea prosneaaLoJ by twj approprutc agwrDnxxtfai ASburxy k — r g j " r a - ' " « i " f i . at the urns o f icrnxeaioe, or, m die 

•UmVa o/ apetxa f w j d ruica ml aSli-med m lax fidU for »cud» xey ayvea w e l is located, thax eadi gas well (wxudi xwiude t h u ^ u \*^u») e u l l be allocated 320 acres plus 

a UaWsxca of 10K, far a a?aaaa, or. pt orsuoa isaa, sad ema o i l w d l (eaakm mull mckuU e a e wdle) s u U be attocxed SO sacs p k u a tolerance of 10%, for a apacmg or 

paoraLxm usa. Usee each saacmgorpToratssa wait abaM be mi nearly aspradacalm* at the abape of • sguareor red angle ewowaoang e a c b w d l 

1 4 . M o t w i t h a t e n d i n g s u c h t e r m i n a t i o n . L e s s e e s h e l l h e v e a c o n t i n u i n g r i g h t o f w a y a n d easemen t o n , o v e r and 
a c r o s s a l l t h a l a n d c o v e r e d h e r e b y f o r t h e c o n s t r u c t i o n , u s e , m a i n t e n a n c e , r e p l a c e m e n t , oc r e m o v a l o f p i p e l i n e s , 
r o e d s , t e l e p h o n e l i n e s , e l e c t r i c l i n e s , t a n k a n d o t h e r f a c i l i t i e s f o r i t s o p e r a t i o n s h e r e u n d e r o n l a n d r e m a i n i n g 
c o v e r e d b y t h i s l e a s e f o l l o w i n g s u c h t e r m i n a t i o n . 

1 5 . T h i s o i l a n d gas l e a s e i s s u b o r d i n a t e t o t h a t c e r t a i n " P r i o r L e a s e " d a t e d A u g u s t 2 5 , 1997 , e f f e c t i v e December 
7 , 1997, r e c o r d e d i n Book § 2 7 , page 124, L e a C o u n t y R e c o r d s , as extended b y i n s t r u m e n t d a t e d , 2 0 0 0 , 
r e c o r d e d l n Book , p a g e , Lea C o u n t y R e c o r d s , b u t o n l y t o t h e e x t e n t t h a t s a i d P r i o r L e a s e i s c u r r e n t l y 
a v a l i d and s u b s i s t i n g o i l end g a s l e e s e . M o t w i t h s t e n d l o g a n y o t h e r p r o v i s i o n s o f t h i s o i l a n d g a s l e a s e , t h e e n d 
o f t h e p r l x u r y t e r m h e r e o f s h a l l b e e x t e n d e d u n t i l t h e t h i r d (3"*} a n n i v e r s a r y d a t e o f t h i s o i l e n d gas l e a s e n e x t 
f o l l o w i n g e x p i r a t i o n o f t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n c o n t a i n e d i n added P a r a g r a p h N o . 12 o n S x h i b i t "A** 
a t t a c h e d t o t h e P r i o r L e a s e , p r o v i d e d t h a t I n n o e v e n t s l i a l l t h e p r i m a r y t e r m h e r e o f e x p i r e l a t e r t h a n t h e 20"" 
a n n i v e r s a r y d a t e o f t h i l s o i l a n d gaa l e a s e . E x e c u t i o n o t t h i s o i l e n d g a s l e e s * b y L e s s o r a h a l l n e v e r be c o n s t r u e d 
a s a r a t i f i c a t i o n o r r e v i v o r o f t h e P r i o r L e e s e . L e s s o r s p e c i f i c a l l y a g r e e s n o t t o e n t e r I n t o any a g r e e m e n t o f a n y 
f o r m t h a t w o u l d e x t e n d o r c o n t i n u e t b e p r i m a r y t e r se o r t h e c o n t i n u o u s d e v e l o p m e n t p r o v i s i o n o f t h e P r i o r L e a s e , o r 
m o d i f y a n y o t t h e e x i s t l o g p r o v i s i o n s o f t h e r r l o r L e a s e . 

e x e c u t e d t h e d a y a n d y e a r f i r s t above w r i t t e n . 
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214 West Texas DAVID H. ARRINGTON OIL oi GAS, INC. Phone: (915) 682-W85 
5nite40O, (Zip7970n Fax: (915) 682-i 139 
P.O.Box 2071 
Midland, Texas 79702 

September 10, 2001 

Mr. Derold Maney 
Ocean Energy, Inc. 
1001 Fannin, Suite 1600 
Houston, TX 779S2 

Re: Assignment Of Rights Io And Tc Certain Faxrrout Agreements Concerning The 
SW/4 Cf Section 25, T16S, R35E, Lea County, New Mexico 
South Payday "25" Prospect 

Gentlemen; 

When executed by the parties hereto, diis letter agreement (this "Agreement") shaH set forth the 
agreement between Ocean Energy, Inc. a Louisiana corporation ("Ocean") and David H. Arrington 
Oil & Gas, Inc. "'ArringtoQ") concerning the assignment of thirty percent (30%) of Ocean's tight in 
and to those certain farmout agreements covering the SW/4 of Section 25, TitfS, R35E, Lea County, 
New Mexico, more particularly described on Schedule I hereto (such agreement, as may be 
amended. suppieroes«i, restated ot otherwise modified from time to time, a "Farmout Agreement", 
and collectively, tie 'Turnout Agreements")- For good and valuable consideration, the sufficiency 
of which is hereby acknowledged, the parties do hereby agree as follows: 

1. On or before July 1, 2002, but not earlier than January 10, 2002. time being of the essence, 
Arringtco shall commence actual drilling of a test well (the "Test WeU") to be located mthe 
NW/4 of Section 25, T16S, PJ5E, Lea County. New Mexico, referred vo as the Triple 
Hackle Dragon 25 #1 Well, aod shall thereafter prosecute drilling cf the Test Weil to 
penetrate and test die lower Mississippian Lime formation (as hereinafter defined) or to a 
depth of ^proximately thirteen thousand two hundrsd fee; (13,200*), whichever is tbe lesser 
depth (the "Contract Depth") and shall complete the Test WeU as capable of producing oil 
and/or gas in paying quantities or plug and abandon the same. Ocean shaD participate in the 
drilling of mis Test Well for its proportionate share The Lower Mississippian Lime 
formation u denned as mat certain gas and condensate bearing zone encountered at the 
stratigraphic equivalent depth of twelve thousand four hundred and four feet (12,404'), as 
shown cn that certain compensated neuron three detector density log measurement in the 
Mayfly "14" Slate Com* 1 Well, located in Section 14, Township 16 South, Range 35 East, 
Lea County, New Mexico. 
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In the event that the drilling tide opinion rendered by a law firm licensed tc do business in the 
State of New Mexico shall contain tide requirements such that Arrington or Ocean as a 
reasonable and prudent operator is unable to commence drilling operations on the Test Weil 
prior to Juiy 1, 2002, Arringtoa or Ocean shall no later than January 5, 2002, initiate force 
pooling proceeding for a 320 acre unit comprised of the W/2 of Section 25, T16S, R35E, 
Lea County, New Mexico. Arringtoa cr Ocean shall Ciligently and expeditiously pool such 
lands in order to cure such title requireroeats so that the Test Well may be drilled prior to 
July 1,2002. 

Should Arlington or Ocean fail to successfully cure such title defects through force pooling 
proceeding or otherwise and fail to crody commence drilling operations on die Test Well by 
July 1, 2002, then Ocean shall have tbe right, but not the obligation, to become the 
designated Operator under the Operating Agreement for the drilling of Ac Test Well through, 
the point of first production; subsequently, Ocean shall tcUnquish operations under said Test 
WeU to Arringtoa, and Arrington shall be the designated Operator under the Operating 
Agreement. Notwithstanding anything contained in this Agreement to the contrary Ocean 
shall not be obligated to participate in tbe drilling of the Test WeU for a share of costs 
greater than thirty-frv« percent (35%) and Ocean is satisfied in its sole discretion that the 
remainder of the costs for the Test Well will be paid, either by Arrington or another third 
party with tide to the leasehold interest in the lands coctainH within the pooling order issued 
by the New Mexico Oil Conservation Division. 

2. In the event any well is lost for any reason prior to being drilled to Contract Depth or 
Arrington has encouctered, during tbe drilling of any well, mechanical difficulty or a 
formation or coodjrioa which would reader further drilling impracticable or impossible, 
Arrington aay plug and abandon that well and may cooriooe it» rights under this agreement 
by rammsacing a substitute well (or wells) f Substitute WelKsH for any such well which 
has been lost or abandoned within sixty (60) days from the date the drilling rig is removed 
from the location ofthe prior well. Any Substrate Well drilled shall be drilled subject to the 
same terms and conditions and to the same depth as provided for tbe well so lost or 
abandoned. Any reference in this agreement to the Test WeU shall be deemed to be a 
reference to any wet or wells, which may be drilled as a Substitute Well. In (he event that 
either party electa to drill a Substitute Well as provided herein, the ether parry must 
participate in same, or forfeit to the participating party any interest which it would have 
otherwise earned by virtue of its participation in such Substitute Well. 

3. Contemporaneously herewith, Arringtoa and Ocean shall have enteral into that certain 
Operating Agreement attached hereto as Exhibit A (the "Operating Agreement''), covering 
the W/2 of Section 25, T16S, R35E, Lea County, New Mexico (the "Contract Area"). 
Exhibit "A" to the Operating Agreement shall be completed based upon the results of the 
drillsite tide opinion being prepared covering the W/2 af said Secdoa 25. 

4. Subject to the terms and conditions (i) of this agreement, (ii) each Farmout Agreement and 
(iii) the Joint Operating Agreement, Ocean hereby assigns unto Arrington, an undivided 
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liirty percent (30%) of Ocean's rigtt a and io each Farmout Agreement. In ihe event tlut 
any Farmout Agreement contains a require meat that the Fanner (as defined in such Farmout 
Agreement) thereunder consent to any iueh assignment, Ocrac shall use rts best efforts to 
obtain such consent; prodded, however, that in toe event that Ocean is unable to acquire 
such Farmor's consent to assign, then Ocean shall assigc additional interests) from such 
other of the Farmout Agreements as Ocean may elect in its discretion such that ihe aggregate 
of Aningtcc'i right to earn rights under all Farmout Agreements v̂tll entitle Arrington to in 
assignment 3t Ocean's interest in the Contract Area equal to aa undivided thirty percent 
(30%X proportionately reduced to Ocean's interest in ±e Contract Area The terms ar.d 
conditions of this letter agreement shall apply to any extensions or renewals ol each Farmout 
Agreement acquired by either Arrington or Ocean within 183 dayi of the expiration of tns 
farmout agreement 

5. Arringtoa has acquired proprietary 3D se:smic dau across rtrtam lands, induding, without 
limitation; T16S, R35E.. Lea County, Ne* Mexico (i) Section 23 E/2E/2; (ii) Section 74: 
AU that Ajringtcm has a i e SW/4, (iii; Sectioc 23 W.I. W.O£~i; (iv) Secrics 26: E1E2. 
(•/) Secdoc 2i: NE/4ME/4; and (vi) Section 3r. V'.im' !4, MV//'4NE-'4 (suih 3D seisrrj; 
data, collectively, the "Arnngton 3D Data -)- Arrbgtcn agrees (ind represses to Ocean tha. 
Arringeon his the right to so agree) that Ocean „h&i'. (:) have icc»3 to ths Arrington 2D 
Data in Amagton's offices during ncniui busies*:, bears, in oris: to woiit ai!.'. sraerprot 
Arrington 3D Data and (ii) have access to and ccpits cf. Arrugtca's interprstadons af th: 
Arringtoa 3D Data (the Arringtoa 3D Dau together with such, jterpretanocs thereof, tos 
"Arriagtoo Evaluation rvfateriaT). Arrington s-ntl rotaia ftJ ownership -igacs to 
Arrington 3D Data, and ao ownership cr license tc i ; Arrxgw- ZD Data sha!; be £cnv6>cd 
v> Ocean. Except as provided for in this Paragraph J, ArrinstCi .ss no rrptsjimiiacaj cr 
•.varrantiei to Ocean (i) as to the AmLgtoa 3D Dita (ii) or ic respect of Ociu_"s reliance 
upon the Arriagtrn Evaluation Material Ccsaa shall fcsep 'ic Arring:^ EvaluaUvu 
Material codjdeotiaL provided however, that sur,!*. ui'Ugatioc of confideotalVr shall L^C 
apply to information which (i) was or become: avaditle to the public cthsr iLat as a ;csu;: 
fa disclosure by Ocean, (ii) was cr becomes available tt Occrji C J a non-c;.aadeatial bii-i 

from a source other than Arrington, provided that jo.uce ^ iot Iww: by Ocean :c L.-
bound by a confidentiality agrceneat whh Arrlsjtoa Oi otiuxwise pr&biied f k a 
admitting the mfanrunon by a contractual, Is-̂  J StiuciaT >biigitioQ, (iii) was vri'J'i-
Occan's poiiession prior to its being feroishec ?y Arringtos. (iv) Is developed or derv. x 
without the aid, application or use of the AirjgaK Evaluation Mntsria;, (v) is disc'.cjSsi 
following recr.pt of ±e written consent of Arrur^u *o rich dic;vsure bciu* woic, o\ (vi) 1+ 
disclosed pursuant to Paragraph 6 hereof 

6 lu the event that Ocean is requested or required fey i qutitioaj. intcrrogetorits, rcqusstt 
tor infbnnauoa or documents, subpoena civil jmesugauve demand or cthe< process; .o 
disclose any of the Arringtoa Evaluation Material. Ocean iirrccs that it Aili pw.cie 
Arrngton with prompt notice of any such request o; Kiroiretrwci (>tnten if j^-vAcaT) so dut 
Amngtoa may seek an appropriate protective order or waive ccrnpii-incs with the prcvosicss 
at this Agrawneat. If, failing the entry of a p:oU;:ir.c crdc: or the receipt of a wa.\c • 
hereunder pricr to Ae time such disclo^ire is requui^ w be nude, Ocean muy disclose iu± 
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portion of tfce Arrington Evaluation Material which Ocean's counsel advises that it is 
compelled to disclose and will exercise reasonable efforts to obtain assurance that 
cTnfidential treatment will be accorded to that portion of the Arrington Evaluation Material 
which is being disclosed. Arrington agrees that Ocean shall have no liability hereunder for 
any disclosure of the Arrington Evaluation Material made in compliance with this Paragraph 
6. 

7. Ocean has acquired proprietary 3D seismic data across certain lands, induding. without 
Lnihation, TUS, R35E. Lea County, New Mexico (i) Section 7: W/2, W/2NEM, W/2SE/4. 
SE/4SE74; (ii) Section 17: W/2NW/4, NW/4SW/4; aod (iii) Section 18: N/2, N/2SV2 (such 
3D seismic data, collectively, the "Ocean 3D Data"). Ocean agtees (and rep reseats to 
Arrington that Ocean has the right to so agree) that Arrington shall CO have access to tbe 
Ocean 3D Data ia Ocean's offices during normal business hours, in order to work aod 
interpret the Ocean 3D Data and (ii) have access to and copies of. Ocean's interpretations of 
the Ocean 3D Data (the Ocean 3D Data together with such interprrtations thereof, the 
"Ocean Evaluation Material''). Ocean shall retain full ownership rights to the Ocean 3D 
Data, and no ownership or license to the Ocean 3D Data shall be conveyed to Arrington. 
Except as provided for in this Paragraph 7, Ocean makes no reoresectatioes or warranties to 
Arringtoa (i) as to the Ocean 3D Data (ii) or in respect of Arlington's reliance upon the 
Ocean Evahiarioc Material. Arrington shall keep the Ocean Evaluation Material 
confidential, provided however, mat such obligation of confidentiality shall not apply to shall 
not apply to information which 0 was or becomes available to the public other than as a 
result of a disclosure by Arrington, (H) was or becomes available to Arrington on a non
confidential basis from a source other than Ocean, provided that such source is not knewn by 
Arrington to be bound by a confidentiality agreement with Ocean or otherwise prohibited 
from transmitting the information by a contractual, legal or fiduciary ob'igatioo, (iii) was 
within Arringtoa's possession prior to its being furnishes by Ocean, (iv) is developed or 
derived without the aid, application or use of the Ocean Evaluation Matrrial, (v) is disclosed 
Mowing receipt of the written consent of Ocean to such disclosure being trade, or (vi) is 
disclosed pursuant to Paragraph I hereof. 

I. In the event that Arrington is requested or required (by oral questions, interrogatories, 
requests for information or documents, subpoena civil investigative demand or other process) 
to disclose any of the Ocean Evaluation Material, Arrington agrees that it will provida Ocean 
with prompt notice of any such request or requirtrrtent (written if practical) so that Ocean 
may seek an appropriate protective order or waive compliance with the provisions of this 
Agreement. If. failing the entry of a protective order or the receipt of a waiver hereunder 
prior to the rime such disclosure is required to be made, Arringtcn may disclose that portion 
of the Ocean Evaluation Material which Arrington's counsel advises that h is compelled to 
disclose and will exercise reasonable efforts to obtain assurance that coofidectial treatment 
will be accorded to that portion of the Ocean Evaluation Material which is being disclosed. 
Ocean agrees that Arringtoa shall have no liability hereunder for any disclosure ofthe Ocean 
Evaluation Material made in compliance with mis Paragraph 8. 
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9. k is not the intention of the parties to create a partnership, nor shall this agreement be 
construed as creating a maang or other partnership, joint venture, agency relationship or 
other association, or to render the parties liable as parsers, co-venturers or principals. 
Unless provided for to tbe contrary in the Operating Agreement, (i) the liability of the parties 
shall be several, not joint or collective and (u) each party shall be responsible only for its 
obligations, and shall be liable only for its proportionate share of the costs, if any, to be 
incurred hereunder. No party shall have any habiiity hereunder to tturd parties to satisfy the 
default of any other party in the payment of any expense or obligation 

10. This Agreement and all marten pertaining hereto, irxlvxiing. but not limited to, matters of 
performance, aoo-performancc, breach, remedies, procedures, rights, duties and tttfemrrtaobo or 
construction, A^n bo gowned and determined by the law of the State of Texts. THE 
PARTIES HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROPER 
STATE OR FEDERAL COURT LOCATED IN MIDLAND COUNTY, TEXAS, AND 
HEREBY WAIVE ALL OTHER VENUES. 

11. This Agreement, tbe Exhibits and Schedules hcrex and the Operating Agreement sa form all 
outstandings between tbe parties respecting tbe subject matter of thb transaction, and all prior 
agreeeneats, understandings add representations, whether oral or written, reapaarig this 
traminaiqn are merged into and superseded by to wriram agreement 

12 This agreement shaH ba binding upon and shall inure to the benefit ofthe parties and their 
respective successors and rjnnniced assigns and the tarns hereof shall be deemed to run with the 
lands described herein. If any transfer is effected by a party pursuant to the terras cf this 
agreement, or by any of its successors or assigns, the transfer wil be made expressly subject to 
this agreement, and the transferor shaH remain responsible for the obligations of die transferee 
pnfi] the transferee expressly assumes in writing all of the existing duties and obligations of oe 
transferor. 

13. Thb agreement may not be altered or amended, acr any right] hereunder waived, except by aa 
instrument, in writing, execjttd by the parry to be charged wan such artYTvfmrr* or waiver. No 
wsiver of any other term, provision or exadmon of this agreement, in any ooe or more instances, 
shall be dewned to be. or construed as, a further or coathntirg waiver of any such tens, other 
provision or cccdition or as a waiver of any other term, provision or condition of ttns agreement. 

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

IS. If any provision of this agreement u invalid, illegal or incapable of being enforced, all otter 
provisions of this agreement shall nevertheless remain in full force and effect, so long as the 
ectxiornic or legal substance of the transactions contemplated hereby is not affected w a 
materially adverse manner with respect to cither party. 
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If this propedy sets forth your understanding of oar agreement, please so indicatfi by signing in the 
space provided below, and returning to my arteaaon. 
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Yours truly, 

DAVID H. ARRINGTON OIL A GAS, INC. 

David H. Axriajtoa 
President 

DD/trd 

ACCEPTED AND AGREED THIS H DAY OF^EPmffiiR, 2001 

OCEAN ENERGY, INC. 

Hank Wood 
Attorney-in-Fact 
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Schedule I to that certain Letter Agreement, 
by and between Ocean Energy, Inc., a Louisiana corporation 

and David H. Arringtoa Oil Sc. Gas, Inc., 
dated as of September 10,2001 

1. Farmout Agreement, dated as July 23, 2001, by aod between Ocean Energy, Inc., a 
Louisiana corpcraton, as Farmee, and Branex Resources, Inc., as Farmor, as ajDcnded by 
that certain Letter Agreement, dated as of August 14, 2001, aC-coed hereto as Exhibits E-l 
and B-2; 

2. Farmou: .Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc , a 
Louisiana corporation; at Fannee, and States, Inc. led 3.B.L., Led, as Farmor, «s -mwŷ H 
by that certain Letter Agreement, dated as of August 22, 2001. attached hereto as Exhibits 
C-1 and C-2; 

3. Farmout Agreement, dated as July 23, 2001, by aod between Ocean Eaergy, Inc.. 4 
Louisiana corporation, as Fannee, and Judith White, Trustee1, as Farmor. as amended by 

• that certain Letter Agreement, dated as of August 15, 2001, attached hereto as Exhibit D-l 
aadD-2; 

A Farmout Agreement, dated as July 23. 2001, by and between Ocean Energy. Inc., a 
Louisiana sxeporatien, is Farmee, and Slash Four Eaterpriscs. Inc., as Farmor, as 'am r̂yH 
by that cartain Letter Agreeracat, dated as of August 15,2001, attached hereto as Exhibit D-
1 andD-2; 

5 Farmout Agreement, dated as July 23 , 2001, by and between Ocean Energy, lac, a 
Louisisna. corporation, as Farmee, and Pabo Oil & Gas, as Farmor, as amended by that 
certain Letter Agreement, dated as of August 15, 2001, attached hereto as Exhibit D-l and 
D-2; 

6. Farmou: Agreement, dated as July 23, 2001, by and between Oceau Eaergy. Inc., a 
Louisiana corporation, as Farmee, and Phelps White. Hi as Farmor. an»rW hereto'as 
Exhibit E; 

7. Farmout Agreement, dated as Jury 23, 2001, by and between Ocean Energy. Ice, a 
Louisiana corporation, as Fannee, and David R_ Gannaway, as Farmor, attached hereto as 
Exhibit F; and 

i Farmout Agreement, dated as July 23. 2001. by and between Ocean Energy, Inc. a Louisiana 
corporation, as Fannee, and ICA Energy, Inc., as Farmer, as amended by that certain Letter 
Agreement, dated as of August 15,2001, attached hereto as Exhibit G-l andG-2. 



STATE OF NEW MEXICO 
ENERGY. MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF TMBR/SHARP 
DRILLING, INC. FOR AN ORDER 
STAYING DAVID H. ARRINGTON 
OIL & GAS, INC. FROM COMMENCING 
OPERATIONS, L E A COUNTY, NEW MEXICO. 

CASE NO. 12731 

APPLICATION OF TMBR/SHARP CASE NO. 12744 
DRILLING, INC. APPEALING THE 
ARTESIA [SIC] DISTRICT SUPERVISOR'S 
DECISION DENYING APPROVAL OF 
TWO APPLICATIONS FOR PERMIT TO DRILL 
FILED BY TMBR SHARP DRILLING, INC., 
LEA COUNTY, NEW MEXICO. 

ORDER NO. R-l 1700 

ORDER OF THE DIVISION 

BY THE DIVISION: 

Case No. 12"31 came on for hearing at 8:15 a.m. on September 20,2001, at Santa 
Fe, New Mexico, before Examiner Michael E. Stogner. 

Case No. 12~44 came on for hearing at S: 15 a.m. on October 18, 2001, at Santa 
Fe. New Mexico, before Examiner David K. Brooks 

NOW, on this 11th day of December, 2001, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiners,' 

FINDS THAT: 

(1) Due public notice has been given, and the Division has jurisdiction of this 
case and ofthe subject matter. 

(2) In Case No. 12731, TMBR'Sharp Drilling, Inc. ("TMBR/Sharp") seeks an 
order staying David H. Arrington Oil & Gas Inc. ("Arrington") from commencing 
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operations under two approved Applications for Permit to Drill (the "Arrington APDs") 
pending final determination of Cause No. CV-2001-315C, now pending in the Fifth 
Judicial District Court of Lea County, New Mexico, styled "TMBR/Sharp Drilling, Inc. 
v. David H. Arrington Oil & Gas, Inc.. et al.," ("the TMBR/Sharp suit"). 

(3) In Case No. 12744. TMBR/Sharp appeals the action of the Supervisor of 
District I of the Oil Conservation Division ("the District Supervisor") denying two 
Applications for Permit to Drill ("the TMBR/Sharp APDs") wherein TMBR'Sharp 
applied for permits to drill on the same spacing and proration units as the previously 
approved Arrington APDs. 

(4) At the hearing in Case No. 12744, that case was consolidated with Case 
No. 12731, and was taken under advisement, to be determined on the basis of the record 
made in Case No. 12731. Since these cases involve the same units and subject matter, 
one order should be entered for both cases. 

(5) On July 17, 2001, Arrington filed an Application for Permit to Drill (form 
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2 
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a 
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from 
the north line ofthe section. This APD was approved on July 17. 2001 by Paul Kautz, 
acting for the District Supervisor of the Division. 

(6) On July 25, 2001, Arrington filed an Application for Permit to Drill (form 
C-101) for its proposed Blue Drake "23" Well No. I . to be located in the XU2 of Section 
23, Township 16 South, Range 35 East, Lea County, New Mexico, at a standard location 
in NE/4 SE/4 (Unit I), 660 feet from the east line and 1980 feet from the south line ofthe 
section. This APD was approved on July 30, 2001 by Paul Kautz. acting for the District 
Supervisor of the Division. 

(7) The APDs described in findings (5) and (6) are the .Arrington APDs that 
are the subject ofthe applications filed in these consolidated cases. _ . 

(8) On or about August 7, 2001, TMBR/Sharp filed an Application for Permit 
to Drill (form C-101) for its proposed Blue Fin "25" Well No. I , to be located in the N/2 
of Section 25, Township 16 South, Range 35 East, Lea County. New Mexico, at a 
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from 
the north line of the section. On August 8. 2001, Paul Kautz. acting for the District 
Supervisor of the Division, denied this APD by reason of the previous issuance of the 
.APD for Arrington's Tnple-Hackle Dragon "25" Well No. I . 
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(9) On or about August 6, 2001, TMBR/Sharp filed an Application for Permit 
to Drill (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2 
of Section 23, Township 16 South. Range 35 East. Lea County, New Mexico, at a 
standard location in SW/4 NE'4 (Unit F), 1998 feet from the east line and 2038 feet from 
the north line of the section. On August 8, 200L Paul Kautz, acting for the District 
Supervisor of the Division, denied this APD by reason of the previous issuance of the 
APD for .Arrington's Blue Drake "23" Well No. 1. 

(10) The .APDs described in findings (8) and (9) are the TMBR/Sharp APDs 
that are the subject of the applications filed in these consolidated cases. 

(11) On August 21, 2001, TMBR/Sharp filed the TMBR/Sharp suit. 

(12) In the TMBR'Sharp suit. TMBR'Sharp alleges that it is the owner ofthe 
oil and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE'4 of 
Section 23, Township 16 South. Range 35 East, Lea County, New Mexico, along with 
other lands, pursuant to two oil and gas leases ("the TMBR/Sharp leases") dated August 
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate 
Oil & Gas. Inc., recorded respectively in Book 827 at Page 127, and in Book 827 at Page 
124, Deed Records of Lea County, New Mexico. 

(13) Although the primary terms of the TMBR/Sharp leases have expired. 
TMBR/Sharp contends that the TMBR Sharp leases have been maintained in force and 
effect by the drilling of and production from its Blue Fin 24 Well No. 1, located in the 
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New 
Mexico, on lands allegedly pooled with the lands covered by the TMBR'Sharp leases. 

(14) Arrington claims that no legally effective pooling ofthe SW/4 SW/4 of 
Section 24 with any lands covered by the TMBR'Sharp leases ever occurred, and that the 
TMBR'Sharp leases have expired. 

(15) Arrington claims that it is the owner of the oil and gas leasehold estate in 
all of the NW/4 of Section 25. and all of the SE/4 of Section 23, Township T5 South, 
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and 
gas leases ("the Arrington leases") dated March 27. 2001, from Madeline Stokes and 
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at 
Page 282. and in Book 1084 at Page 285, Deed Records of Lea County, New Mexico. 

(16) The Arrington APDs and the TMBR/Sharp APDs both identified the 
Townsend Mississippian North Gas Pool as the pool to which the well would be 
dedicated. 
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(17) The Townsend Mississippian North Gas Pool is governed by the spacing 
and well density requirements of Rule 104.Q2) [19 NMAC 15.C.104.C(2)]. 

(18) The Arrington APDs conformed to the requirements of Rule 104.C(2), and 
were properly approved. 

(19) After approval ofthe Arrington APDs, the TMBR/Sharp APDs could not 
have been approved because: 

(a) TMBR/Sharp's proposed Blue Fin "25' Well No. 1 was proposed 
to be located in NW/4 of Section 25, the same quarter section as Arrington's 
proposed Triple-Hackle Dragon "25" Well No. 1, in violation of Rule 
104.C(2)(b). 

(b) TMBR'Sharp's APD for its proposed Blue Fin "25" Well No. 1 
proposed a N/2 dedication, whereas the previously approved Arrington APD 
established a W/2 spacing unit. 

(c) The approval of .APDs naming TMBR'Sharp as operator for wells 
proposed to be located in either the W/2 of Section 25 or the E/2 of Section 23, 
following the approval of the Arrington APDs. would contravene Rule 
104.C(2)(c), which requires that any subsequent well drilled in a spacing unit be 
operated by the operator of the initial well. 

(20) TMBR'Sharp did not present any geological or engineering testimony or 
evidence that the locations it proposed were in any way superior to the locations proposed 
in the Arrington APDs. 

CONCLUSIONS OF LAW: 

(21) The Oil Conservation Division has no jurisdiction to determine" the 
validity of any title, or the validity or continuation in force and effect of any oil and gas 
lease. Exclusive jurisdiction of such matters resides in the courts of the State'of New 
Mexico. 

(22) Since the Arrington APDs were filed at a time when no conflicting APDs 
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules, 
and Arrington has demonstrated at least a colorable claim of title that would confer upon 
it a right to drill us proposed wells, no basis exists to reverse or overrule the action of the 
District Supervisor in approving the Arrington APDs. 
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(23) The approval of the Arrington APDs ipso facto precludes approval of the 
TMBR'Sharp APDs. 

(24) If TMBR'Sharp has better title to the lands in question, it has a fully 
adequate remedy in the 5th Judicial District Court of Lea County, New Mexico, which is 
clothed with equitable power to restrain operations authorized by the Arrington APD, or 
to order Arrington to withdraw- the Arrington APDs. i f such court determines either such 
action to be warranted. 

(25) Since the Division has jurisdiction to revoke its approval of any APD in an 
appropriate case, Arrington's Motions to Dismiss TMBR'Sharp's Applications for want of 
jurisdiction should be denied. 

(26) The Application of TMBR Sharp for an order staying operations under the 
Arrington APDs until the conclusion of the TMBRSharp suit should be denied. 
However, in the interest of protecting correlative rights, commencement of operations 
under the Arrington .APDs should be stayed for a brief time after issuance of this order to 
allow TMBR/Sharp to petition the 5th Judicial District Court of Lea County for 
temporary relief, should it elect to do so. 

IT IS THEREFORE ORDERED THAT: 

(1) Arrington's Motions to Dismiss TMBR'Sharp's Applications for want of 
jurisdiction are denied. 

(1) TMBR'Sharp's Application appealing the denial of the TMBR'Sharp 
APDs is denied. 

(2) TMBR'Sharp's Application for an order staying approval ofthe Arrington 
APDs until final conclusion of the TMBR'Sharp suit is denied. 

(3) Approval ofthe Arrington APDs is hereby suspended for a period often 
(10) days after the date of issuance of this order, to afford TMBR'Sharp an opportunity to 
petition the 5th Judicial District Court of Lea County, New Mexico for relief in this 
matter should it elect to do so. 

(4) Jurisdiction of this case is retained for the entry of such further orders as 
the Division may deem necessary-. 
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

LORI WROTENBERY 
Director 



FIFTH JUDICIAL DISTRICT COURT 
COUNTY OF LEA 
STATE OF NEW MEXICO 

TMBR'SHARP DRILLING, INC., 
Plaintiff, 

vs. No. CV2001-315C 

DAVID H. ARRINGTON OIL & GAS; 

INC.. JAMES D. HUFF, MADELINE 
STOKES, ERMA STOKES HAMILTON, 
JOHN DAVID STOKES, and TOM STOKES. 

ORDER GRANTING PARTIAL SUMMARY JUDGMENT 
- -REGARDING FILING OF UNIT DESIGNATIONS 

THIS MATTER having come before the Court upon Morion of ths Plaintiff s 7MB R'Sharp 

Drilling Company's Motion for Partial Summary Judgment- regarding Filing of Unit Designations 

and tlie Defendant Arrington Oil and Gas Inc.'s and Defer.cant Huffs Motion for Sumrnary 

Judgment Regarding Filing ofUr.it Designations and tha Court being fully advised FINDS that ;he 

Plaintiffs Motion is well takenand should fee and IS GRANTED and ±e Defendant's Morion is not 

well taken and should be and IS DENIED. 

I HEREBY CERTIFY tj*at a true and correc: copy ofthe foregCL-g Notice was mailed to ail 

Gar/ L. ClL2.gr-.an 
District Jucg; 

CERTIFICATE 

/.2001: 

Richard Montgomery, Esquire 
P.O. Box 2776 
Midland, Texas 797C2-2775 

Phil Brewer. Esquire 
P.O. Box 295 
Roswell NM 38202-0298 

P.O. Box 1720 
Artesia, NM88221-l720 

Ernest L. Carroll, Esquire 

Michael J. Canon, Esquire 
303 W. Wall Suite 1100 
Midland, Texas 797Q1 


