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; Application of David H. Arrington Oil and Gagﬁlnc.

to Reinstate Drilling Permit, Lea County, New Mexico

Dear Florene:

Enclosed is a copy of a proposed advertisement for the Division’s use in the above-referenced
matter. I neglected to provide a proposed advertisement when the application was filed last week.

Please note that I had previously requested this matter be heard directly by the Commission.
However, until a response to the request is received, [ will presume the matter will be scheduled for

the June 13 Examiner hearing docket.

Thank you.

JSH/glb
Enclosures

Very truly yours,
MILLER, STRATVERT & TORGERSON, P.A.
/
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J. Scott Hall



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

OIL CONSERVATION DIVISION E

=

IN THE MATTER OF THE APPLICATION OF @
DAVID H. ARRINGTON OIL AND GAS, INC. s
TO REINSTATE DRILLING PERMIT, -
LEA COUNTY, NEW MEXICO CASE No. 2

APPLICATION

DAVID H. ARRINGTON OIL AND GAS, INC., by its undersigned attorneys, Miller,
Stratvert & Torgerson, P.A. (J. Scott Hall), hereby makes application pursuant to Section 70-2-
11 N.M.S.A. (1978) for an order reinstating its previously approved C-101 and C-102 drilling
permit for Applicant’s proposed Glass-Eyed Midge 25 Well No. 1 (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 of the 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.

(OS]

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 C-102 acreage dedication plat form

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



On December 17, 2001, the Division’s District [ office approved Applicant’s
permit to drill the subject well.

On March 15, 2002, without notice to the Applicant, TMBR/Sharp Drilling, Inc.
filed another C-101 APD with the Division’s District I office for its Blue Fin 25
Well No. 1 (API No. 30-025-35865) which was also proposed to be drilled to the
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 Well No. 1.

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.

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).

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 TMBR/Sharp
Drilling, Inc. subsequently initiated separate compulsory pooling proceedings

before the Division seeking to consolidate those interests.
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On April 26, 2002, the New Mexico Oil Conservation Commission issued Order
No. R-11700-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 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.

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 conflicting leases
that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of
the subject well and should have received the permit to drill that was issued to it
on December 17, 2001.

On May 1, 2002, the Division’s District 1 office notified Applicant that its
approved APD was canceled. Applicant received the notification on May 7, 2002.

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

The cancellation of Applicant’s permit by the Division’s District I office was
arbitrary. capricious and otherwise unreasonable.

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 O1l 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 (o Lol R R

J. Scott Hall

Post Office Box 1986

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

ATTORNEYS FOR DAVID H. ARRINGTON OIL
AND GAS, INC.
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Application of David H. Arrington Oil and Gas, Inc. To Reinstate
Drilling Permit, Lea County, New Mexico. Applicant seeks an order
reinstating its previously approved C-101 and C-102 drilling permit for the
Glass-Eyed Midge 25 Well No. 1 (API No. 30-025-3587) to be drilled at a
standard 320-acre spacing and proration unit gas well location 803 feet from
the North line and 962 feet from the East line in the NE/4 of Section 25,
Township 16 South, Range 35 East, and to which Applicant proposes to
dedicate the E/2 of said Section 25. Applicant’s drilling permit was
originally approved by the Division’s District I office on December 17, 2001
and was subsequently cancelled on May 1, 2002. The proposed well location
is approximately 6 miles southwest of Lovington, New Mexico.
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May 22, 2002
HAND DELIVERED

Steve Ross, Esq.

Oil Conservation Commission
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

Re:  NMOCD Case 12731 (De Novo)
Application of TMBR/Sharp Drilling, Inc.
Jor an order staying David H. Arrington
Oil & Gas, Inc. from commencing
operations, Lea County, New Mexico.

NMOCD Case 12744 (De Novo)

Application of TMBR/Sharp Drilling, Inc.
appealing the Hobbs District Supervisor’s
decision denying approval of two applications
Jor permit to drill filed by TMBR/Sharp
Drilling, Inc., Lea County, New Mexico

Dear Mr. Ross:

On behalf of TMBR/Sharp Drilling, Inc., please find enclosed our consolidated response

to applications for rehearing filed by David H. Arrington Qil & Gas, Inc. and Ocean Energy,
Inc.

bmas Kellahin

cc: Lori Wrotenberg, Director
Michael E. Stogner, Examiner
David K. Brooks, Esq.
Attorney for the Division
J. Scott Hall, Esq.
Attorney for Arrington
James Bruce, Esq,.
Attorney for Ocean
William F. Carr
Attorney for Yates
cc: TMBR/Sharp
Rick Montgomery, Esq.



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

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

APPLICATION OF TMBR/SHARP DRILLING, INC.

FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL AND GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO CASE NO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC.,

APPEALING THE HOBBS DISTRICT SUPERVISOR’S

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY

TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO CASE NO. 12744

ORDER NO. R-11700-B

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

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

Ocean’s Application Should be Denied

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

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

4370\0000211328140.1



25 No. 1 Well) was not filed with the Division until sometime after April 5, 2002, nor
that its second application (for the Triple-Hackle Dragon 25 No. 2 Well) was filed
subsequent thereto. Neither of these actions were taken by Ocean prior to the
hearing in these causes held before the Commission on March 26, 2002 and this is in
all respects consistent with the evidence adduced at the Commission hearing that
Ocean was relying upon Arrington to operate and drill a well in the W/2 Section 25.
The affidavit of Darold Maney attached to Ocean’s application, relating to 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); Marney 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. Qcean’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

4370\0000211328140.1

Page 2



approval in Section 25 is more complicated than is the case with most cases coming
before the Commission, it is respectfully submitted that said chronology is not nearly
so confusing as Arrington’s description of the same in its application would suggest.

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

was, quite simply:

1. in July of 2001, when Arrington applied for its permit to drill the Triple-

Hackle Dragon No. 1 Well with a W/2 spacing unit, Arrington’s only claim to be in
charge of the development of a lease (thereby satisfying the definition of “operator”
contained in the Division’s regulations) arose from the alleged present effectiveness of
the top leases that it held from Madeline Stokes, et al. covering the NW/4 Section
25. Arrington had no rights in the SW/4 Section 25, 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, 2001, well

after Arrington’s application was filed.

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

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

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

apply for a drilling permit in Section 25, doing so in connection with its “Blue Fin 25

4370\0000211328140.1
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Well No. 1" having a N/2 spacing unit and its application was appropriately granted

by the Commission.

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

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

Arrington further asserts that the decision to issue a drilling permit for the Blue
Fin 25 Well No. 1 to TMBR/Sharp was improvident. The gist of the argument made
by Arrington in its application seems to be that TMBR/Sharp did not properly pool the
Stokes/Hamilton oil and gas leases at issue, notwithstanding the decision issued by
Judge Clingman. TMBR/Sharp understands that Arringtan does not like this decision
and is apparently intent on rearguing the core issue of pooling in whatever forum it

can find. To say, however, that the present proceedings result from some “omission”

4370\0000211328140.1
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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 driling 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 cuimination of an arduous administrative process
that has gone through almost every level of decision making authority, spanning a
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

437010000211328140.1
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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.

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 llinois, Suite 300

PO Box 2776

Midland, Texas 79702-2776

(915) 684-5782

(915) 682-3672
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Certificate of Mailing

| cegify 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.0. 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
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

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

COMMENCING OPERATIONS, LEA COUNTY,

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

APPLICATION OF TMBR/SHARP DRILLING

INC. APPEALING THE HOBBS DISTRICT

SUPERVISOR'S DECISION DENYING APPROVAL

OF TWO APPLICATIONS FOR PERMIT TO

DRILL FILED BY TMBR/SHARP DRILLING,

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

Order No. R-11700-B

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

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

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

2. Ocean is protecting its rights:

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

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



When the rights of David H. Arrington 0il & Gas, Inc. ("Arrington")
became an issue in January 2002, Ocean proposed a well in the NWY¥
of Section 25. Affidavit of Derold Maney, attached as Exhibit a,
at paragraph 6. It then followed up on its well proposal by filing
a compulsory pooling application on February 26, 2002. Id., at
paragraph 10; Division Case No. 12841.' Ocean's pooling case has
been continued for 8 weeks, against Ocean's wishes, at the request
of TMBR/Sharp.

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

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

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

to drill, and its APD is valid:
The Commission stated that "any suggestion that the acreage
dedication plat "pools" acreage is expressly disavowed." Order No.
R-11700-B at paragraph 34. The summary judgment granted by the Lea

County District Court is based upon the premise that an acreage

locean has also filed a pooling application, in Case No. 12860, for a well
located in the SW¥ of Section 25, solely due to concerns raised by the Commission
about Ocean's right to drill on another party's lease.

-2~



dedication plat pools acreage. The Form C-102 is a form
promulgated by the Division and Commission under Rule 1102. A
court should defer to an agency's expertise. See Santa Fe
Exploration Co. v. 0il Conservation Comm'n, 114 N.M. 103, 835 P.24
819 (1992). Therefore, TMBR/Sharp's claim to the NW¥% of Section 25
must fail, and Arrington's permit to drill must be approved.

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

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

WHEREFORE, Ocean requests that a rehearing be granted, and

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

matters are resolved by the Division and the Commission.

-3-



ectfullwnesubmitted,

James Bruce

Pgst Office Box 1056

Sqnta Fe, New Mexico 87504
(505) 982-2043

Attorney for Ocean Energy, Inc.

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was

served upon following counsel of record in the manner noted
below this day of May, 2002:

Hand Delivered

Stephen C. Ross

01l Conservation Commission

1220 South S8t. Francis Drive
Santa Fe, New Mexico 87505

Fax and U.S. Mail

W. Thomas Kellahin
Kellahin & Kellahin

Post Office Box 2265

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

Fax and U.S. Mail

Susan Richardson

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

Midland, Texas 79702

Fax No. (915) 682-3672

Fax and U.S. Mail

William F. Carr

Holland & Hart LLP

Post Office Box 2208

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

Fax and U.S. Mail

J. Scott Hall

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

Santa Fe, New Mexico
Fax No. (505) 989- 9857

Jamés Bruce
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- ETATE 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 FURPOSE OF CONSIDERING:

‘APPLICATION or mn/smp DRILLING

INC. FOR AN ORDER STAYING DAVID X.

ARRINGTON OIL, & GAS, INC. FROM

COMMENCING OPERATIONS, LEA COUNTY,

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

APPLICATION OF TNMBR/SHARP. DRTLLING

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)

Ozdexr No. R~11700-B

AFFIDAVIT OF DEROLD MANEY
STATE OF TEXAS . )

COUNTY OF HARRIS )
Derold Maney, being duly sworn upen his ocath, deposes and

gtates:

1. I am cver the age of 18, and have personal knowledge of
the matters stated 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 Bagt. N.M.P.M., Lea County, New Mexico

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

S.  Since July '2001 Ocean has planned to drill a well, or

cause a well to be drilled., in the W¥ of Section 25, Township 16
Southk, Range 35 East, N.M.P.M. Ocean had an agresemeant with David
H. Arringten 0Oil & Gas, Ine. ("Arrington") for Arvington to drill
the well.

EXHIBIT

Blumberg No. 5208
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6. When Arrington's rzght LO operate was placed in dispute
in January 2002, Ocean sent proposal letters to all interest owners
in the W% of Section 25, for a well in the NWY of Section 25.
Copies of the proposal letters are attached hereto as Exhibit 1.°

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

8. Pue to gquestions raised by the Division and the
Commission over Ocean's right to drill a well located in the NW¥ of
Section 25 (in which it owns no interest), Ocean sent proposal
letters to all imterest owners in the W¥ of Section 25, fcr a wall
in the SWX of Section 25. Copies of the proposal letters are
attached hereto as Exhibit 3.

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

10. Ocean has filed compulsory pooling applicatiens on both
of its well proposals. Those cases are docketegd as Case Nos. 12841
and 12860 before the 0il Conservation Divisi

£

Derold Maney - /74

SUBSCRIBED AND SWORN TO before me this _20%" day of April,

2002, by Derold Maney.

Notary Public

My Commission Expires:
10~ 4Y—0
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OceaniEner oy

January 23, 2002

Amertstate Ol & Gas, [nc.
P O. Box 3414+49
Austin, Fexas 78734

Actenton: Mr. Mark Nearburg

Re: Triple Hackle Dragon “25” #1
1815” FNL and 730’ FWL
\/2 Secuon 25, T16S, R33E
Lea County, New Mexico

Gentlemen:

Ocean Energy Inc. hereby proposes to drill a 13,200° Mississippian Test atalocation 1815 FNL and 750’ FWL of
Section 25, T16S, RSS-E', Lea County, New Mexico. Based upon our most current title information, Ameristate
Ot & Gas, Inc. appears 1o own leasehold interest in the NW/4 of said Section 25. Please advise if this is
incorrect.

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

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

Thank you for your consideration of this proposal.
Yours vefy teuly,

OCEAN ENERGY, INC.

. Derold Maney
Senior Land Advisor

AMERISTATE OIL & GAS, INC. ELECT S TO PARTICIPATE in the Tnple Hackle Dragon “25” #1
Well.

AMERISTATE OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Trple Hackle Dragon
“25” #1 Well.

By:

Tide:

Date: 3 EXHIBIT
]
£
P

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



Ocean Energy

Januaey 25, 2002

"TMBR/Sharp Dalling, [nc.
P. O. Drawer 10970
Midland, Texas 79702

Attenuon: M. Jetf Phillips

Re:  Triple Hackle Dragon “25” #1
1815’ FNL and 750" FWL
\W/2 Section 23, T16S, R35E
Lea County, New Mexico

Gentlemen:

Ocean Energy Inc. hereby proposes to drill 2 13,200” Mississippian Test atalocadon 1813’ FNL and 750" FWL of
Section 25, T16S, 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 Secton 23. Please advise if
this is incorrect. _ o .

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

[f TMBR/Sharp Dirilling, 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.

Derold Maney
Senior Land Advisor

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

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

By:
Title:
Date:

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



Ocean Energy

January 25, 2002

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

Attention: Mr. Tom Beall

Re: Tuple Hackle Dragon “25” #1
1815" FNL and 750° FWL
W/2 Secton 23, T16S, R35E
Lea Couaty, New Mexico

Gentlemen:

Ocean Energy Inc. hereby proposes to drill a 13,200" Mississipptan Test atalocation 1815’ FNL and 750’ FWL of
Section 25, T16S, R33E, Lea County, New Mexico. Based upon our most current title information, Fuel
Products, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise 1f thus is incorrect.

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

If Fuel Products, Iac. 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.

Derold Maney
Senior Land Advisor

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

FUEL PRODUCTS, INC. ELECTS NOT TO PARTICIPATE in the Triple Hackle Dragon “25™ #1
Well. : :

By:
Title:
Date:

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



Ocean )Energy

January 25, 2002

M. Louis Mazzullo
P. O. Box 66657
Albuquerque, New Mexico 87193

Re: Triple Hackle Dragon “25” #1
1815’ FNL and 750’ FWL
W/2 Secuon 25, T16S, R35E
Lea County, New Mexico

Dear Mr. Mazzullo,

Ocean Energy Inc. hereby proposes to drill a 13,200 Mississippian Test ata location 1815’ FNL and 750" FWL of
Section 25, T16S, R35E, Lea County, New Mexico. Based upon our most current title 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 proportionate interest iri the proposed well. Enclosed
for your review and execution are two (2) copies of the AFE for the above captioned well. Should you elect to
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 partcipate in
the proposed well. Also, please provide your well information requirements and the names of persoanel to
receive reports.

[ 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,

OCEAN ENERGY, INC.

Derold Maney %,7 A

Senior Land Advisor

LOUIS MAZZULLO ELECTS TO PARTICIPATE in the Trple Hackle Dragon “25” #1 Well

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

By:
Title:
Date:

Ocean Energy, Inc. 1001 Fannin, Suite 1600 Houston, Texas 770026794  (713) 265-6000



Ocean )Energy

January 25, 2002

David H. Arnngton Od & Gas, [nc.
P. O. Box 2071
Midland, Texas 79702

Attenton: Me. David H. Arrington

Re: Trple Hackle Dragon “25” #1
1815’ FNL and 750’ FWL
W/2 Section 25, T16S, R35E
Lea County, New Mexico

Gentlemen:

Ocean Energy Inc. hereby proposes to drll 2 13,200" Mississippian Test ata location 1815’ FNL and 750’ FWL of
Secuon 25, T16§, R35E, Lea County, New Mexico. Based upon our most current tile information, David H.

Amngton Oul & Gas, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise if this
1s incorrect.

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

[f David H. Arrington Oil & Gas, Inc. is not interested in participating in drlling the proposcd well, please call
me at 713-265-6897 to discuss other alternatives. -

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

OCEAN ENERGY, INC.

Derold Maney %

Senior Land Advisor

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.

Tu:le
Date:

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



Districa [

1625 N. French Dr,, Hobbe, NM 88240

State of New Mexico

~

Energy Minerals and Natural Resources

Farm C-101

l Revised March 17, (999
311 South First, Artesis, NM 38210
Distrit 11t ©il Conservaticn Division Submit to appropriate District Office
1000 Rio Brazos Road, Axtec, NM 37410 2040 South Pacheco State Lease - 6 Copies
Discat ¥ S Fee Lease - 5 Copies
2040 South Pacheco, Sama Fe, NM 87505 anta Fe, NM 87505
D AMENDED REPORT
MLWMMMM@WLEL____A A
} Operstor Name sod Addrem, . * OORID Numiee
Ovean Lneryy, Ine. | 169358
1001 Fannin, Soite 1600, Houston, TX 77002 3 APt Number
? Property Code ? Property Naore * WellNa T
23458 Triple-Rackle Dragon 23 S | l
? .
Surface Location
UL or lotna, Seaion Tosrmbip Rarge Lee o Peet from i Nordy' Souh e Peat from b Rat/Wist line Coungy
2 28 268 st 185 789 st Tea
% . . )
Proposed Bottom Hole Location If Different From Surface
UL or let no, Seaon Township Rarge Lec kin Faet from the NexthyScazh lina Fect foea the BasyWes linc Cony
‘' 2roposed Pool 1 * Propased Pool 2
North  somsend wlasissigosas 86390
¥ Woke Type Code B Well Type Code S CableMatary ** Leass Type Code ¥ Grownd Lovel Elevailoa
. .. 3958
N G R -
! ':Mxll,ipl'c. . "W.Dq:llg: , . Fecmation © T Comanctor *Spiad Date
N - 13,800" - . Mississippian GRC“{' UeLF " When APPMW'ED
™ Proposed Casing and Cement Program
Hole Size Casiog Size Casing weighu/foot Setting Depth Sacks of Cement Estimated TOC
25" 2Q" Conductor 40" Rediomix Surface
17%" 13 3/8" 54.5 %50 1500 Sx Surface
13" 8 5/8" 32 4900 1300 sx. Sul;face
. b
7 7/8" Sk 17 13.400°" 1200 Sx 290 = m_'e uppe

sertch of BOP's

Ocesn Energy, Inc. proposes 10 drill this well to 13,500". Log and rm production eastig a9 indicatad adove if log Jooks productive.
BOP Program: 11" 5000 pel type “ U™ ram. 11” S000 psl nnular preventor, 4" 5000 psi manifold. BOP’s will be tested every twve weeks.

2 Dascribe the proposed progeam. [f this application is w DEEPEN or PLUG BACK, give the data o the presant productive zone and peoposed new productive
zow. Describe the blowout prevention progran, if say. Use additional shects if aecessary.

n N he & . . . . cxn
my koowledge 3pd betief.
Approved by:
Tile:
| Tule: Regulstary Specialist Approval Date: { Expiration Dase:
Date: 32802 Phone: (713) 265-6834 Conditiors d'Apyl'l'Nlt
ARarbadt r-I




DISTRICT 1
P. 0. Box 1880

Hobbs, NM B8241-~1580

DISTRICT
. Drower DD

Artesia, NM 88211-0718

DISTRICT 1 ‘
1000 Rio. Brozos Rd.

Aztec, NM B7410

State of New Mexico

Energy. Minerals, and Natural Resources Department

OIL CONSERVATION DIVISION

P. 0. Box 2088

Santa Fe, New Mexico 87504-2088

DISTRICT IV
P. 0. Box 2088
Senta Fe, NM 87507-2088 WR11, LOCATION AND ACRRAGE DEDICATION PLAT
' AF1 Mwmbar I Poul Cada 3 Poal Kema
. 86390 NORTH TOWNSEND MISSISSIPPIAN
T Pruparly Cede * Propariy Nama ' 9D Yomber
' TRIPLE~HACKLE DRAGON 25 1
7OGRM Na. » Operator Namus ! Rovatlon
169355 OCEAN ENERGY, INC. 058"
. * SURFACE LOCATION
[BL or lai no.| Swction | Twwashkiy P T rat 1ia Trest frem tha[North/South tine| Fest trum tha| Rast/Wast Hag | County
B 25 16 SOUTH|{ 35 2AST. NM.PM. 1415° NORTE 750° WEST LRA
"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE
UL or 1ot aa.] Gactien | Towndhip ange Lot 1da [Faal from the | North/Bects lina| Feat frum tha] East/¥est Jine | Cocniy
nn-n;.;:u- % Jint or il |* Canselideton Code | Order Na.

NQ ALLOWABLE WELL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERRSTS HAVE REEN
CONSOLIDATED OR A NON-STANDARD UNIT HAS AREN APPROVED BY THE DIVISION
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OPERATOR CRRTIFICATION
:::96, certily that the information

o

Joe T. J ca

Titls
Agent

Dats
04/05/02

SURVEYQOR CERTIFICATION

! hereby certity that the wel/
lacation shown on ihis plat was
photted from fiekd notes of ectual
surveys made by me or under
my supervision, ond that the
some is lrve ond correc! fo the
best of my befef.

. - o e o v o — S




Ocean)Energy

Aprl 4, 2002

Amernscare Ot & Gas, [nc.
P. O. Box 341449
Ausun, Texas 78734

Attention: Mr. Mark Nearburg

Re: Tople Hackle Dragon “25” #2
1980’ FW1L 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 ata location 1980° FWL and 1980’ FSL
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current atle informadon, Amerstate
Oil & Gas, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise if this is
incorrect.

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

If Amenistate Otl & 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 consideration of this proposal.

Yours very truly,

OCEAN ENERGY, INC.

Derold Maney

Senior Land Advisor

o AMERISTATE OIL & GAS INC ELECTS TO PARTICIPATE in che Tnplc Hacklc D:agon “75" #7
Well. .

AMERISTATE OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Triple Hackle Dragon
“25” %2 Well,

By: : ' EXHIBIT
Tide: .
Date:

Blumberp No. 5208

Ocean Enerqy. Inc. 1001 Fannin. Suite 1600 Houston. Texas 770D 4704 717 2&8.L00n



April 4, 2002

TMBR/Shaep Drlling, [ne.
P. Q. Drawer 10970
Midland, Texas 79702

Artention: M. Jeff Phullips

Re: Taple Hackle Dragon “25” #2
1980" FWL and 1980° FSL
W /2 Section 25, T16S, R33E
Lea County, New Mexico

Gentlemen:

Ocean Energy Inc. hereby proposes to drill a 13,200 Mississipptan Test at a locauon 1980° FWL and 1980" FSL
of Secuon 25, T16S, R35SE, Lea County, New Mexico. Based upon our most current title information,
TI\/BR/Sharp Drilling, Inc. appears to own leasehold interest in the NVW/4 of said Secton ") Please advise if
this is incorrect.

Ocean respectfully requests that TMBR/Sharp Drilling, Inc. participate for its proportionate interest in the
proposed well. Enclosed tor your review and execution are two (2) coptes of the AFE for the above captoned
well. Should TMBR/Sharp Drilling, Inc. elect to participate in the proposed well, please execute and return one
(1) copy of this letter and one (1) AFE well cost esumate. An 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.

[E TMBR/Sharp Drilling, 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.

46%%@/7%

Derold Maney
Senior Land Advisor

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

TMBR/SHARP DRILLING, INC. ELECTS NOT TO PARTICIPATE in the Triple Hackle Dragon
“25” #2 Well.

Txde
Date:

Nraam Enasms lma  1AAY Fa_io €51 s2An s



Aprd 4, 2002 : | Ocean Ener g}

Fuel Products, Inc.
P. O. Box 3008
Midland, Texas 79702

Attenaen: Mr. Tom Beall

Re: Tuaple Hackle Dragon 25" #2
1980’ FWL and 1980’ FSL
W /2 Section 25, T16S, R35E
Lea County, New Mexico

Gentemen:

Ocean Energy Inc. hereby proposes to dnll 2 13,200" Mississippian Test at a locadon 1980’ FWL and 1980’ FSL
of Section 25, T16S, R3SE, Lea County, New Mexico. Based upon our most current ttle information, Fuel
Products, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise if this is incocrect.

Ocean respectfully requests that Fuel Products, Inc. participate for its proportionate interest in the proposed well
Enclosed for your review and execution are two (2) copies of the AFE for the above captioned well. Should 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 participate in the proposed well. Also, please provide your well information requirements and the names
of persoanel to recetve reports.

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

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

OCEAN ENERGY, INC.

Derold Maney
Senior Land Advisor .

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

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

By:
Title:
Date:

———

Ocean Energy, In¢. 1001 Fannin. Suita 140 Hanetan Touaa TI0A0 s



Ocean) Energy

Apal 4, 2002

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

Re: Trple Hackle Dragon “25” #2
1980’ FWL and 1980’ FSL
W/2 Secton 25, T16S, R35E
Lea County, New Mexico

‘Gentlemen:

Ocean Energy Inc. heréby proposes to drill 2 13,200° Mississippian Test at a locaton 1980° FWL and 1980° FSL
of Secton 25, T16S, R33E, Lea County, New Mexico. Based upon our most current title information, you appear
to own leasehold interest in the NV /4 of said Section 25. Please advise if this is incorrect.

Ocean respectfully requests that you participate for your proportionate interest in the proposed well. Enclosed
for your review and execution are two (2) copies of the AFE for the above captioned well. Should you 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 Operatng Agreement will be forwarded for your review and approval if you elect to participate in
the proposed well. Also, please provide your well information requirernents and the names of persoanel to
receive reports.

I you are not intecested in participating in drilling the proposed well, please call me at 713-265-6897 to discuss
other alternatves.

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

OCEAN ENERGY, INC.

Derold Maney
Senior Land Advisor

_ LOUIS MAZZULLO ELECTS TO PARTICIPATE in the Trple Hackle Dragon “25” #2 Well.
LOUIS MAZZULLO ELECTS NOT TO PARTICIPATE in the Trple Hackle Dragon “25” #2 Well.
By:

Tide:
Date:

Ocoaan Enarav. Ine. 1001 Fannin Quite 12040 oo -



Apal 4. 2002 Ocean Energy '

David H. Arrington Od & Gas, Inc.
P. O. Box 2071
Midland, Texas 79702

Attenton: Mr. David H. Armington

Re: Tuaple Hackle Dragon “25” #2
1980 FWL and 1980 FSL
\W/2 Section 25, T16S, R35E
Lea County, New Mexico

Gentlemen:

Ocean Energy Inc. heréby proposes to drll a 13,200° Mississipptan Test at a locanon 1980° FWL and 1980’ FSL
of Secuon 25, T16S, R35E, Lea County, New Mexico. Based upon our most current tide information, David H.
Arringron Oul & Gas, Inc. appears to own leasehold interest in the NW/4 of said Section 25. Please advise if this
ts incorrect.

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

[ David H. Arnington Otl & Gas, Inc. is not interested in pamcxpatmg in drilling the proposed well, please caﬂ
me at 713-265-6897 to discuss other alternatives.

Thank you for your coasideration of this proposal.
Yours very teuly,
OCEAN ENERGY, INC.

oty —

" Derold Maney
Senior Land Advisor

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

__ DAVIDH. ARRINGTON OIL & GAS, INC. ELECTS NOT TO PARTICIPATE in the Tople Hackle
Dragon “25” #2 Well.

Tu.lc
Date:

Ocean Enerqy. Inc. 1001 Fannin. Suite 1600 Hougtnn Tovae 7701 2704 MHa\ ace cann



Diugert State of New Mexico

- . Form C-101
1:! §‘5,N‘EF'“‘d’ D, Houbs, NM £3240 Energy Minerals and Natural Resources Revised Mareh 17, 1999
811 South First, Antesia, NM 88210 ) _ o
Diatcice g 0Oil Conservatien Division Submit to appropriare District Office
1000 Rie Brazos Road, Azwec, NM $7410 2040 South Pacheco State Lease - 6 Copies
Pharict I\ Santa Fe, NM 87505 Fee Leose - 5 Copies

2040 South Pacheco, Sarta Fe, NM 87505
D AMENDED REPORT

APRLICATION FOR P TO DRI EPEN, PLU OR AD E

! Operator Name and Address * QGRID Number
Ocean Energy, lat. . 169355
100) Fanain, Suite 1600, Howston, TX 77002 3 APl Number
? Prapenty Code ! Property Name ¢ wel} No.
28458 Triple-Nackla Dragsn 25 2
7 .
Surface Location
UL o1 Jet no. Section | Township Range Lot kin Fez| from the NortivSouth Xne Feex froen the EasvWen line Counry
X 15 188 AsSE 1980 Sowd 19%0 wast Laa
! Proposed Bottom Hole Location If Different Fro m Surface
UL or lot no. Section Township Range Lot Idn Feel from the Nartv$owh fine Fet from the EaavWest e County
* Proposed Pocl 1 " Proposed Pool 2
Towvnsend Niss: :sippiah

" Wark Type Code " Well Type Code ¥ Cable/Rotary " Laage Type Cods " Ground Leve! Blevation
N é R ? 3959’
" Multiple 17 Propesed Depih " Formation " Contractor ® Spud Dake
N 13500 Mississippian Gray Wolf ’ When Approved
2! Proposed Casing and Cement Program
Hole Size Casiag Size Casing weightfoot Setung Depth Sacks of Coment Estimated TOC
25" 20 Canductor 40’ Redi-mix Surface
1712 138" 545 450" 500 3% _Surface
117 8-5/8" 32 4900* 1300 sx Surface =~
7-7:8" 5-12v 17 13400 1200 sx 500 am

22 Describe the proposed program. Ithis upplication is w DEEPEN or PLUG BACK. give the data on the present productive 2ane 30d propased new
productive zone. Describe the blowout prevention progesm, if sny. Use acditional sheets if necessary.

Occaa Energy, loc. propases 10 drilf this welt to 13,500°. Log and run production casing as indicated abeve if log loaks productive. »

BOP Progeam: 11" S00G pai type “U” ram, 11" 5000 psi sasular preventor, 4" 5000 »psii manifold. BOP's will be tested every two weeks. (See

sttached sketch of BOP's.
s EXHIBIT
i 4
B [ Lieteby certify that the information given above is true and complete 10 the OIL CONSERVATION DIVISION
Approved by:
Tite:
Title: Regulatory Specialist Approval Date: l Expiraion Date:
Daute: 429702 Phone: (713) 265-6834 Conditions of Approval:
Attached (]

h




_ DISTRICT 1 State of New Mexico " Form C-~102

1883 N. Yveaeh Dv., Sebhm, WH WAJUD Reviged March 17. 1999
DISTRICT I Earrgy, Minersls add Natural Zesewrcss Deparivent

811 South Mret, Arteria, NM 08210 Submit Lo ‘”;'::‘:::. iﬂ? ctr::
DISTRICT 111 ) Fee Lense — 3 Copies
1000 Rio Bruzce ., Atlee, NM X7410 OIL CONSERVATION DIVISION

DISTRICT IV 2040 South Pecheeo

L0400 Sewlh Pacheso, Santa Fe, NX 57505 S!n'-& Pe. New Mexico B87504-2088 D AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

API Number Poot Code - Pool Neme
86390 NorTH Townsend /Y)/ss1Ss1PFiAN
Properyy Code Property Name Well Nussbhey
TRIPLE HACKLE DRAGON "25” 2
OGRID- Ne. Operator Neme Rlevatien
169355 OCEAN ENERGY, T aic. ‘ 3959

Surface Loralion

UL or JoL No. | Section { Towmship Range Lol ldn Feel from the [ North/South line | Feet from ihe Eari/Yeal line County

K - 25 16 S| 35 & 1980 SOUTH 1980 WEST LEA

Bottom Hole Location If Different From Surface

UL or 1ot Ne. { Sestion | Tewnshlp Bange Let Yin Peel from Wae | North/Seuth time | Foet from the Eant/Neet ling County

Dedicated Acres | Jolnl er Iafill | Comsolidution Cade Order No.

320

NO ALLOWABLE YILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
» OR A NON-STANDARD UNIT HAS BEEN APPROVED BY TEE DIVISION

OPERATOR CERTIFICATION

1 heredy cerrly tAr e infermation
ontained hrvin i trus and complele to the
st of my ineudedge ond belief.

Tille 4!34!°L

Date

'SURVEYOR CERTIFICATION

! hereoy seriipy that tha well Lation theum
e plel wae platied from plald neler of
ssivel rvwyr wmeds by we 7 under my
supervizen ond 1At the mme {3 tvue ane
carrret do dAe best of my Leitef,

T ~ N32'53°28.47
ONG - W103°24°48.0"

.
. )
— —— ——— e ra—— —— e —— ——— ——— — ——
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE MATTER OF THE HEARING

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

APPLICATION OF TMBR/SHARP DRILLING, INC.

FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL AND GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO CASE NO. 12731

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

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY

TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO

0) NO. R-11700-B

AP 10N G
AND ,
REQUEST FOR PARTIAL STAY OF ORDER NO. R-11700-B

David H. Arrington 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 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-11700-B
GRO FACT
Case Nos. 12731 and 12744 involve consolidated applications filed by TMBR/Sharp
Drilling, Inc., (“TMBR/Sharp”), challenging and APD issued on July 17, 2001 to Arrington for its

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

' All referenced lands are located in Township 16-South, Range 35-East, NMPM in Lea County.



permit approved on July 30, 2001 for Arrington’s Blue Drake 23 Well No. 1 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 administrative cases ultimately resulted in the issuance by the New
Mexico Oil Conservation Commission of Order No. R-11700-B on April 26, 2002, which found,
among other things, that the Division’s District I 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’; 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™ 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
Arrington. In that litigation, the lessors and Arrington, the owner of top-leases executed by the
Stokes family (by way of farmouts through Ocean Energy, Inc.), contend that the leases held by
TMBR/Sharp had lapsed. |

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

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



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

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

On March 15, 2002, without notice to the Applicant and before the issuance of Order R-
11700-B, TMBR/Sharp Drilling, Inc. filed another C-101 APD with the Division’s District 1
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
I\{o. R-11700-B, the Division’s District I office approved the APD for the Blue Fin 25 Well No. 1.

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



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

At the time of the filing of the APD’s, there were owners of other interests in the N/2 and
E/2 of Section 25, respectively, who had not voluntarily agreed to participate in the drilling of the
proposed wells. Neither the Arrington nor TMBR/Sharp compulsory pooling cases had been
heard and neither operator had consolidated the interests of all the non-participating owners 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) é.nd 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 of the Application is attached as Exhibit “A”.)



THE REQUEST FOR REHEARING

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

- -B

In Order No. R-11700-B, the Commission, citing to the separately pending litigation in the
district court involving conflicting leases, found that APD’s previously issued to Arrington for
wells in the S/2 of Section 23 and the W/2 of Section 25, T-16-S, R-35-E should not have been
granted because Arrington was not an owner in those lands and had “no authority over the
property”. (Order R-11700-B, Par. 29.) This finding was the primary basis for the Commission’s
determination. This finding is clearly based on error. Arrington established that it had the right to
drill and operate as the owner of lease interests in the W/2 of Section 25 separate and apart from
the oil and gas leases involved in the district court 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
conflicting leases that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of that well and the
permit to drill that was issued to it on December 17, 2001 should have been undisturbed. In this
regard, the findings in Paragraph 14 of Order No. R-11700-B are 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-11700-B, the Commission erroneously assumed

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

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

5



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.

rder R-11700-B Was Improvid Issued.

Order No. R-11700-B was improvidently issued, failing to completely resolve the dispute
before the agency or accord full relief to the affected parties. The initial determination of Cases
12731 and 12744 has allowed the permitting issue to unduly influence events and has pre-empted
proper consideration by the agency’s of its statutory mandates to prevent waste, protect correlative
rights and avoid the drilling of unnecessary wells. As a further consequence of its issuance, Order
No. R-11700-B has precipitated more problems for the parties, including the Division, that have
become manifest in the frustrated efforts of Arrington to develop the E/2 of Section 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 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



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 its statutory
obligations to consider the pooling applications and make its determinations, based on geologic,
and engineering evidence that the resulting development will prevent waste and protect correlative

rights.

The Operation Order R-11700-B Allows A Ministerial Act To Supersede Th ency’s
Statutory Functions.

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

? Compulsory Pooling proceedings are identified as adjudicatory matters at 19 NMAC 15N.1207.A(1).
7



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

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

powers and duties, or delegate 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



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

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

In 2 Am. Jur. 2™ Administrative Law, Section 222, 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 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 things and neither

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

process.”

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

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

9



It is inappropriate to allow any portion of the pooling process to be subsumed by the mere
processing of an APD. Order No. R-11700-B, Par. 33. (“An application for a permit to drill serves
different objectives than an application of compulsory pooling and the two proceedings should not
be confused.”) Moreover, the issuance of a drilling permit does not constitute any determination
of a property right. See Gray v. Helmerich & Payne, Inc.. et al. 843 S.W. 2d 579 (Tex. 2000).

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

ought first be performed by the Division and the Commission.

HE EST FOR 11 TA

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

Further stay of Order R-11700-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”.

NCLUSION
For the reasons outlined above, Arrington respectfully requests the Commission
immediately enter its Order of Partial Stay and then set all these matters for rehearing at the next

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

10



Respectfully submitted,

MILLER, STRATVERT & TORGERSON, P.A.

By

7. /u.)-«/\"&tv(,q

11

J. Scott Hall

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

Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614



erti of Maili

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. Thomas Kellahin, Esq.

Post Office Box 1056 Post Office Box 2265

Santa Fe, New Mexico 87504 Santa Fe, New Mexico 87504
David Brooks, Esq. Susan Richardson, Esq.

New Mexico Oil Conservation Division Cotton Bledsoe Tighe & Dawson
1220 South St. Francis Drive 500 W Illinois Ave # 300

Santa Fe, New Mexico 87505 Midland, Texas 79701

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

//.Sv&p:ﬂ,Qbe,Q

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 OIL AND GAS, INC.

TO REINSTATE DRILLING PERMIT,

LEA COUNTY, NEW MEXICO CASE No.

LICA

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

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

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

permit for Applicant’s proposed Glass-Eyed Midge 25 Well No. 1 (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.

(V8]

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

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

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 C-102 acreage dedication plat form

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

EXHIBIT A



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

On March 15, 2002, without notice to the Applicant, TMBR/Sharp Drilling, Inc.
filed another C-101 APD with the Division’s District I office for its Blue Fin 25
Well No. 1 (API No. 30-025-35865) which was also proposed to be drilled to the
Mississippian formation in the NW/4 of Section 25, T-16-S, R-35-E, NMPM in
Lea County. The C-IOZ 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, without notice to the Applicant, 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 proposed to
dedicate the NE/4 of Section 25 in violation of, inter alia, 19 NMAC
15.C.104(C)(2)(c).

At the time of the filing of the APD’s, there were owners of other interests in the
N/2 and E2 of vSection 25, respectively, who had not voluntarily agreed to
participate in the drilling of the proposed wells. Neither Applicant nor
TMBR/Sharp Dnlling, Inc. had consolidated the interests of all the non-
participating owners either by way of a voluntary agreement, communitization
agreement, or compulsory pooling order. Both Applicant and TMBR/Sharp
Drilling, Inc. subsequently initiated separate compulsory pooling proceedings

before the Division seeking to consolidate those interests.



10.

1.

13.

14.

On April 26, 2002, the New Mexico Oil Conservation Commission issued Order
No. R-11700-B in Case Nos. 12731 and 12744. In Order No. R-11700-B, the
Commission, citing to separately pending litigation in the district court invblving
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.

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 conflicting leases
that are the subject of the district court litigation cited by the Commission in
Order No. R-11700-B. As such, Applicant was eligible to become the operator of
the subject well and should have received the permit to drill that was issued to it
on December 17, 2001.

On May 1, 2002, the Division’s District 1 office notified Applicant that its
approved APD was canceled. Applicant received the notification on May 7, 2002.

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

The cancellation of Applicant’s permit by the Division’s District I office was
arbitrary, capricious and otherwise unreasonable.

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.

1ol R R

J. Scott Hall

Post Office Box 1986

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

ATTORNEYS FOR DAVID H. ARRINGTON OIL
AND GAS, INC.
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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 CASENO. 12731

APPLICATION OF TMBR/SHARP DRILLING, INC., CASENO. 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
F ORDER NO. R-11700-

THIS MATTER, having come before the Commission on the Application For
Rehearing And Request For Partial Stay Of Order No. R-11700-B filed by David H.
Arrington Oil and Gas, Inc., and the Commission, being duly advised, ORDERS as
follows:

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

reinstatement of the drilling permit previously issued to David H. Arrington
Oil and Gas, Inc. on December 17, 2001 for the drilling of the 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,

Range 35-East, NMPM, Lea County, New Mexico. Order No. R-11700-B is

EXHIBIT B



further stayed to the extent it prevents Arrington’ from commencing drilling
operations for the referenced well.

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

*  NEW MEXICO BOARD OF SPECIALIZATION RECOGNIZED SPECIALIST IN NATURAL RESOURCES - OIL & GAS LAW
** NEW MEXICO BOARD OF SPECIALIZATION RECOGNIZED SPECIALIST IN REAL ESTATE LAW

May 9, 2002

CSIMILE
Mr. Chris Williams
District I Supervisor
New Mexico Oil Conservation Division
1625 French Drive
Hobbs, New Mexico 88240

-0720

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

Dear Mr. Williams:

This firm representadiasiiinstesiwmew @ ePN: 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 ﬂre;ssgm of

Order No. R-11700-B. Y03,
- 20 o
On behalf of David H. Arrington Oil and Gas, Inc., you are requested to remstaté‘ﬁ illing
permit for the Glass-Eyed Midge Well No. 1 at the earliest opportunity. ~ : - s
h\‘;\\l \“‘ 2
\\“_:{; bq’
| The correct name of the well is the Glass-Eyed Midge 25 Well No. 1. & o

NG
g1 sﬂ\\'\




Mr. Chris Williams
May 9, 2002
Page 2

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

J. Scott Hall




NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera Oil Conscrvation Division
Cabinet Secretary
May 1, 2002

David H Arrington Oil & Gas Inc
ATT: Danny Ledford

P O Box 2071

Midland, TX 79702

RE: Cancel of Intents to Drill
Gentlemen:

Per the order #CV2001-315C from the 5™ Judicial District Court of Lea County and the order R-11700-B from the Oil
Conservation Division TMBR/Sharp Inc has the rights to drill in Sec.25, T-16s, R-35¢.

The Oil Conservation Division is canceling your intents to drill the two wells listed below:
Triple-Hackle Dragon 25 #1-E, 25-16s-35e, API #30-025-35636
Glass-Eye Midge 25 #2-A, 25-16s-35¢, API # 30-025-35787
If you have any questions on this matter, please call the Hobbs District office (505) 393-6161.
Yours truly,

OIL CONSERVATION DIVISION

< L s )

CW:dm

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

Qil Conservation Division * 1625 French Drive * Hobbs, New Mexico 88240
Phone: (505) 393-6161 * Fax (505) 393-0720 * http://www.emnrd.state.nm.us

\gs



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

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

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

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

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

HOBBS DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

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

FINDS,

1. 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 I of the Oil Conservation Division denying two applications for permit to drill.



Case Nos. 12731/12744
Order No. R-11700-B
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4. Arrington and Ocean Energy opposc1 both applications.

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

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

County, and Case No. 12841, Application of Ocean Energy Inc. for compulsory 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 a portion of Arrington’s Supplemental Response to Plaintiff’s
Motion for Reconsideration in Lea County Cause No. CV-2001-315C. Ocean filed a
response to that motion that argued the items add nothing to the record, and Arrington
filed a response arguing that the supplemental material is not new or inconsistent. The
Motion to Supplement the Record should be granted as no party seems to object to
review of the documents; the objections seem to relate only to the significance of the
documents to this matter.

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

10. 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 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 Arrington agreed to release its permit to drill to TMBR/Sharp. A dispute

may no longer therefore exist concerning Section 23 although the parties apparently do not agree
with this assessment.
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approved on July 30, 2001. On or about August 6, 2001, TMBR/Sharp filed its
application for a permit to drill its proposed "Leavelle "23" Well No. 1" in the same
section. That application was denied on August 8, 20012

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

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

14. The central issue in this case is whether Arrington was eligible to become the
operator of the wells in question. If not, Arrington should not have received the permits

to drill. If Arrington was eligible to become the operator, then the permits were properly
issued to Arrington.

15. A dispute exists conceming 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 parties on July 1, 1998 and TMBR/Sharp was designated as the operator in
Section 25. See TMBR/Sharp Exhibit 7.

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

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

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

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

this approach, Ocean Energy argues, the compulsory pooling statutes would be written
out of existence.

26. The parties seem to agree that in a situation where the bottom lease has not
failed, a 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 to 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 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 of the State of New Mexico. The Division so concluded in
its Order in this matter. See Order No. R-11700 (December 13, 2001).

28. It is the responsibility of the operator filing 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 application, but subsequently the District Court found otherwise.
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It is not within the purview of this body to question that decision and it should not do so
in this case.

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

30. Both 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 applications to drill submitted
by TMBR/Sharp in August 2001 should have been processed within a few days of
receipt. Arrington's later acquisition of an interest in section 23 and 25 through a farm
out agreement doesn't change this analysis; Arrington had no interest by virtue of farm
out as 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. Aurrington and Ocean Energy's conclusion does not necessarily follow. An
application for a permit to drill serves different objectives than an application for
compulsory pooling and the two proceedings should not be confused. The application for
a permit to drill is required to verify that requirements for a permit are satisfied. For
example, on receipt of an application, the Division will verify whether an operator has
financial assurance on file, identify which pool is the objective of the well so as to
identify the proper well spacing and other applicable requirements, ensure that the casing
and cementing program meets Division requirements and check the information provided
to identify any other relevant issues. The acreage dedication plat that accompanies the
application (form C-102) permits verification of the spacing requirements under the
applicable 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
contemporancously. 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 to drill a well [sic] ..."). Issuance of the
permit to drill does not prejudge the results of a compulsory pooling proceeding, and any
suggestion that the acreage dedication plat attached to an application to drill somehow
“pools" acreage is expressly disavowed. If acreage included on an acreage dedication
plat is not owned in common, it is the obligation of the operator to seek voluntary pooling
of the acreage pursuant to NMSA 1978, § 70-2-18(A) and, if unsuccessful, to seek
compulsory pooling pursuant to NMSA 1978, § 70-2-17(C).

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

36. Thus, the process fdsters 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 of the title issues plaguing the other parties, but since Ocean
Energy intended that Arrington drill and become operator, Ocean isn't planning on
preserving its rights by drilling a well itself and hasn’t applied for a permit to 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 to determine the validity of
any title, or the validity or continuation in force and effect of any oil and gas lease.
Exclusive jurisdiction of such matters resides in the courts of the State of New Mexico.

IT IS THEREFORE ORDERED:

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




Case Nos. 12731/12744
Order No. R-11700-B
Page 8

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

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

be and hereby is overruled.

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

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

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., et al.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.
STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

LORI WROTENBERY, CHAIR

JAMI BAILEY, MEMBER

ROBERT LEE, MEMBER

SEAL



istrict [

1625 N. French Dr., Hobbs, NM 88240

3811 South First, Artesia, NM 88210

istrict 11

1000 Rio Brazos Road, Aztec, NM 87410

istrict IV

2040 South Pacheco, Santa Fe, NM 87505

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLU

State of New Mexico ,
Energy Minerals and Natural Resources

Oil Conservation Division
2040 South Pacheco
Santa Fe, NM 87505

Form C-101
Revised March 17, 1999

Submit to appropriate District Office

State Lease - 6 Copies
Fee Lease - 5 Copies

r——l AMENDED REPORT

IGBACK. OR ADD A ZONE

! Operator Name and Address * OGRID Number
David H. Arrington Oil & Gas, Inc 005898
P.O. Box 2071 * AP Number
| Midland, Texas 79702 30-025-357£7
3 5 Property Name ¢ Well No.
Ah%ﬁ Glass-Eye Midge “25" 1
/ 7 Surface Location
UL or lot no. Section Township Ranpe Lot idn Feet from the North/South line Fect from the East/West line County
A - 25 16S ‘35E 803’ North 962’ East Lea
® Proposed Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot ldn Feet from the North/South line Fect from the East/West line County
* Proposed Pool 1 * Proposed Pool 2
AZM/ Mississippian Wildeat~
! Work Type Code 2 Well Type Code  Cable/Rotary * Lease Type Code '% Ground Level Elevation
N G Rotary Fee 3959’
¥ Multiple ¥ Proposed Depth ** Formation " Contractor ® Spud Date
No 13,000’ Mississippian Patterson ASAP
*! Proposed Casing and Cement Program
Hole Size Casing Size Casing weight/foot Setting Depth Sacks of Cement Estimated TOC
17 %" 133/8” 54.54 470° 500 sxs Circ
11”7 8 5/8” 324 4950’ 1750 sxs Circ
77/8” 512 17# 13,000’ 500 sxs 500 Above
uppermost pay

2 Describe the proposed program. If this application is to DEEPEN or PLUG BACK, give the data on the present productive zone and proposed new productive zone.
Describe the blowout prevention program, if any. Use additional sheets if necessary.

Drill 17 '2” hole to 470°. Set 13 3/8” csg. Circ cement to surface. Drill 11” hole to 4950°. Set 8 5/8” to 4950°.
Circ cement to surface. Install BOP’s. Test BOP’s to 5000 psi. Test casing to 1500 psi. Drill 7 7/8” hole to
13,000°. DST any prospectxve pays. Run5%;
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> casing as justified.

Permit Expires 1 Year From Approval
Date Unless Drilling Underway

B { hereby certify that the inf
of my knowledge

OIL CONSERVATION DIVISION
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Title: [ eIt Ul T ST
AASAEALSE LR EE LR l BRI IS AN
Tile:_ Geologist s Appmvalngggg 1.7 200 IExpuauonDate i
pate: 11/29/2001 Phone: (915) 682-6685 Conditions of Approval: A”(W "‘ua'u
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DISTRICT 11
P. 0. Drower DD
Artesio,- NM 88211-0719

CT 111
1000 Rio Brozos Rd.
Aztec, NM 87410

M UULT I T I IQV Instructions on back

Suberit 1o the Approprot
OIL CONSERVATION DIVISION Foe Lovse = 3 copma”
P. 0. Box 2088

Santa Fe, New Mexico 87504-2088 (O] AMENDED REPORT

DISTRICT IV
P. 0. Box 2088
Sonto Fe. NM 87507-2088 wg1], LOCATION AND ACREAGE DEDICATION PLAT

* AP1 Number 7 Pool Code 3 P .ﬁ

&9‘011.5 5781 Xé 57@ ld?s‘sztsmpplaand)l'l&;deat

* Property Code s Properly Name ¢ Well Number

qu GLASS-EYE MIDGE ‘25 1

'OGRID No. ¢ Operator Name ® Elevation

5898 DAVID H. ARRINGTON OIL & GAS, INC. 3959’

* SURFACE LOCATION
UL or lot no.| Section | Township Range Lot Ida |Feet from the|North/South lineiPeet from the] East/West line| County
A 25 16 SOUTH! 35 EAST, N.M.P.M. 803’ NORTH 962’ EAST LEA
"BOTTOM HOLE LOCATION IF DIFFERENT FROM SURFACE

UL or lot no.} Section Township Range Lot {da }Feel from the|North/South line|Feet from the] East/West line | County
2 Dedicated Acres | ¥ Joint or Infill |“ Consolidation Code '3 Order No.

320

NO ALLOWABLE WELL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN
CONSOLIDATED OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

OPERATOR CERTIFICATION

! hereby certiy thot the inforrnation
conlained herem is lrve ond complele
lo the best of my knowledge ond bebel.

ture

Printed
aymy lLedford
Title
Geologist-

Date

11/29/01

SURVEYOR CERTIFICATION

1 hereby certily that the well
location shown on this plat wos
plotted from field noles of aclual
surveys mode by me or under
my supervision, ond that the
same is lrue ond correct to the
best of my belel.

——————-’-——-————-———————-’-—a—-.—-—-————-—-

Date of Survey
NOVEMBER 13, 2001
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— David H. Arrington Oil & Gas, Inc. :

{i
( é:q_i Typical 5.000 psi Pressure System

Schemadc
Annular with Double Ram Preventer Stack

Kelly <
\_& :

Fill Up Line

A_O n0 - A
( — ‘J * Flow Line
L j(———“ Annular Preventer
\ )
= ; ; <~ Blind Rams
=" "] D=
! = é/ Pipc Rams
C | Recmotely operated valve
~ sequcoce optiocnal

>4 3 JI;.U K Choke Linc
= ] o i = D - =

A A ' o
PO ; {—————— Intermediate Casing
Kill Line .g “Well Head
3 min. . -
Cbeck Valve
sequence optional <— Intermediate Casing

Tvpical 5,000 psi choke manifold assembly with at least these minimun features

Adjusuble choke

Yo pit and/or mud gas scperator

N

To blowout

To pit and/or mud gas seperatac

M

|

/
A

1" mun
Remaotely operated:
Adjurable choke



“ 6 5 4 3 2 1 ?
I! PPIAN, NORTHEAST
|
I
| 7 8 9 10 11 12 7
"‘ 18 17 16 15 14 1 3 18
16-35
19 2 0 2 1 2 2 Y 19
{GAS)
|
30 2 9 2 7 2 6 30
(GAS)
31 3 2 33 3 4 35 36
|
I
;MISS (GAS) “




Page: 1 Document Name: unti |

‘CMD : ONGARD 12/03/01 09:25:09

OG5SECT INQUIRE LAND BY SECTION OGODM -TPEF
PAGE NO: 1
Sec: 25 Twp : 16S Rng : 35E Section Type : NORMAL
D 1 C i B A
40.00 140.00 1 40.00 1 40.00
i | i
: i :
Fee owned | Fee owned | Fee owned | Fee owned
| | :
1 { 1
} [ 1
: : |
E 1 F v G ' H
40.00 140.00 1 40.00 140.00
l | :
: ! i
Fee owned ! Fee owned | Fee owned | Fee owned
] i )
A | : 4 : 1 .

PFO1 HELP PF02 PFO3 EXIT PF04 GoTo PFO05 PFO06
PFO7 BKWD PF08 FWD PF09 PRINT PF10SDIV PF11 PF12

Date: 12/3/2001 Time: 09:31:01 AM



Page: 1 Document Name: unti.

CMD : ONGARD 12/03/01 09:33:13

OGS5SECT INQUIRE LAND BY SECTION OGODM -TPEF
PAGE NO: 2
Sec: 25 Twp : 16S Rng : 35E Section Type : NORMAL
L 1 K ) b
40.00 140.00 1 40.00 140.00
' i CPR { CPR
' 1 V05494 0000 1 V05494 0000
Fee owned | Fee owned | YATES PETROLEUM C | YATES PETROLEUM C
| | 03/01/04 | 03/01/04
: | l
: : :
M i N i1 O i P
40.00 140.00 1 40.00 140.00
' I CPR I CPR
i 1 V05494 0000 i V05494 0000
Fee owned ! Fee owned { YATES PETROLEUM C | YATES PETROLEUM C

03/01/04 | 03/01/04
1

PFO1 HELP PFO2 PFO3 EXIT PF04 GoTo PFO05 PFO6
PFO7 BKWD PF08 FWD PFO09 PRINT PF10SDIV PF11 PF12

Date: 12/3/2001 Time: 09:31:06 AM



6 5 4 3 2 1
PPIAN, NORTHEAST
7 8 9 t0 11 12
I
i8 17 16 15 14 13
16-35
19 2 0 2 1 2 2 2
NORTH (GAS)
3 0 2 9 2 7 26 25"
(€A% |
“ 3 1 3 2 3 3 3 4! 3 5 35“
E ;MISS (GAS)
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