


complex civil litigation matters, including oil and gas royalty class actions. Counsel are accustomed

to handling substantial litigation matters.

17.  Theaverments of fact and questions of law herein which are common to the members
of the Class predominate over any questions affecting only individual members. A class action is

superior to other available methods for the fair and efficient adjudication of this controversy. The

superiority of a class action is because:

a. The questions of law and fact are so uniform across the Class
that there is no reason why individual Class members would

want to control the prosecution of their own actions, at their
OWN eXpense;

b. To Taylor’s and the Sheppards’ knowledge, there is no
pending litigation by any individual Class member(s), with
the same scope of Class membership sought herein, against
ChevronTexaco relating to improper deductions from
royalties, failure to pay royalties on the proceeds
ChevronTexaco received for the sale of gas and other
hydrocarbons, and the fraudulent self-dealing by
ChevronTexaco on the Texaco Wells. However, the Class is
aware of several limited settlements, and pending cases,
wherein putative Class Members have alleged similar actions,
but not to the same extent or scope of the instant case. Those
cases are:

- Rudman v. Texaco, Case CJ-97-1E, District
Court of Stephens County, OK (settled);

- Howell v. Texaco, Case CJ-2001-190C,
District Court of Stephens County, OK
(settled);

- Velma-Alma School District v. Texaco, Case
CJ-2002-304E, District Court of Stevens
County, OK (pending);

- Howell v. Texaco, Case CJ-2002-206E,
District Court of Stevens County, OK
(pending); and

- Steigleder v. Texaco, Case CJ-2002-293E,
District Court of Stevens County, OK
(pending);



C. The interests of all parties and the judiciary in resolving these
matters in one forum without the need for a multiplicity of
actions is great;

d. The difficulties in managing this class action will be slight in
relation to the potential benefits to be achieved on behalf of
each and every class member, and not just those who can
afford to bring their own actions; and,

e. ChevronTexaco has fraudulently concealed its actions which
give rise to the Class members cause of action. Many, if not
all, of the Class members may never discover the wrongful
acts of ChevronTexaco. Thus, in the absence of a class
action, ChevronTexaco, through its concealment, may

successfully be unjustly enriched by millions of dollars to the
detriment of the unknowing Class members.

18.  Forthe reasons stated herein, a class action is superior to other available methods for
the fair and efficient adjudication of this controversy.
GENERAL ALLEGATIONS AND FACTUAL BACKGROUND
The allegations set forth above are incorporated herein by reference.

19.  TheTexaco Wellsat issue herein were drilled on units organized and created pursuant

to the oil and gas leases and Oklahoma Statutes.

20.  The relationship between (1) ChevronTexaco and (2) Plaintiff Class is such that the
Plaintiff Class has reasonably placed trust and confidence in ChevronTexaco.
21.  ChevronTexaco has superior access to information relating to the claims herein.

22.  ChevronTexaco has superior bargaining power vis a vis Plaintiff Class.

| . . . . ] a . 0
This case involves some of the same or similar claims and discovery as were involved in a

previous case in Stephens County: Rudman vs. Texaco, et al., Case No. CJ-97-1-E (the “Rudman
Litigation”).



23.  ChevronTexaco is in a fiduciary relationship with Plaintiff Class created by the oil
and gas leases, pooling orders and the unitization orders of the Oklahoma Corporation Commission,
and by virtue of the historical relationship of the parties.

24.  ChevronTexaco’s representative, Loren Benson, testified in the Rudman Litigation
that “the royalty owners in the [Units or Wells] are paid the same on proceeds,”? that “Texaco hasn’t
looked at the division orders and the lease language in paying these royalty owners,” and that he was
not asked to interpret the differing words in the leases or division orders.> He could not identify any
language in the leases, division orders, or any other situation where the Units or Wells where Texaco
disclaimed or repudiated their fiduciary duty to interest owners in the Units or Wells.* The same is
true with regard to the Plaintiff Class of royalty owners in this litigation.

25. As a fiduciary, ChevronTexaco is 1) held accountable to Plaintiff Class, 2) held to
a high degree of good faith in their dealings, and 3) not permitted to make use of the fiduciary
relationship to realize unauthorized benefits or profits to their own personal interests at the expense
of Plaintiff Class.

26.  ChevronTexaco has used ChevronTexaco’s position as a fiduciary and operator of
the Texaco Wells to skim moneys rightfully belonging to the Plaintiff Class.

27.  ChevronTexaco wrongfully deducted from royalties, or disguised deductions as
percentage of proceeds (“POP”) contracts, and in some instances paid or retained unto itself and/or

ChevronTexaco-related companies, a fee for gathering, compressing, dehydrating, field fuel, treating,

2 Testimony of Loren Benson, Transcript of Rudman Class Certification Hearing
(“Tr.”) at 287:2-6.

3

Id. at 288:22-25 to 289:1-7.
4 1d at 298:10-25.
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transporting and/or marketing ChevronTexaco’s gas (including all of the gas for which
ChevronTexaco retained the marketing rights and the gas of those owners for whom ChevronTexaco
acted as the agent, joint venturer and mining partner) from the production equipment located at the
well site of the Texaco Wells to a market, without regard to the location of that market and even
when the delivery to market was within the unit. All fees charged and deducted (or disguised as POP
contracts) from the gross value of the gas from the Texaco Wells for gathering, compression,
dehydration, field fuel, transporting, marketing and similar services are hereinafter referred to as the
“GCDF and Marketing Fee”.

28.  The GCDF and Marketing Fee was for services incurred prior to ChevronTexaco
placing the gas into a marketable or merchantable condition. The GCDF and Marketing Fee did not
enhance an already marketable product. If any portion of the GDCF and Marketing Fee was for
activities performed after the gas became a marketable product, the GDCF and Marketing Fee
deducted from the royalty exceeded the actual costs incurred by ChevronTexaco. Furthermore, the
GCDF and Marketing Fee was not reasonable and did not increase the royalties paid to the Plaintiff
Class proportionately to the GCDF and Marketing Fee deducted or retained.

29.  The GCDF and Marketing Fee was deducted or retained from the gross value of the
gas prior to royalties being paid to Plaintiff Class, These GCDF and Marketing Fees were
fraudulently concealed from the Plaintiff Class by: a) falsely reporting the gross value and price of
the gas sold on royalty check stubs; b) falsely reporting on the royalty check stubs that no deductions
had been made for transportation, treatment, dehydration or marketing; c) falsely reporting that the
only deductions made were for taxes and d) by otherwise using check stubs and 1099's to deceive

Plaintiff Class into believing that no deduction had been made from their royalties for GCDF and

Marketing fees.



30. Upon information and belief, ChevronTexaco used ChevronTexaco-related
companies’ gathering lines, gathering systems and/or other gas pipelines to skim unreported volumes
of gas from the Texaco Wells. These unreported volumes are commonly referred to as gas overages,
system overages or system gains (“System Gains”). ChevronTexaco, and/or one or more of the
ChevronTexaco-related companies, converted these volumes to their own benefit and
ChevronTexaco never reported these volumes to the Plaintiff Class and never paid royalties on the
proceeds from the sale of these volumes. These System Gains were fraudulently concealed from the
Plaintiff Class by falsely reporting the gross volume of the gas produced on royalty check stubs and
by using said check stubs to deceive the Plaintiff Class into believing that they had been paid
royalties on all gas produced from the Texaco Wells.

31.  Inviolation of the implied covenant to market contained in the oil and gas leases
and/or pooling orders, and in violation of its fiduciary duties, ChevronTexaco has failed, and
continues to fail, to make a diligent effort to secure the best terms available for the sale of oil, gas
and other minerals from the Texaco Wells, including the use of below market value POP contracts,
and the Plaintiff Class has received reduced production royalties from the Texaco Wells as a result
thereof. In addition, ChevronTexaco has failed to pay the Plaintiff Class royalties on the full value
of oil, gas and other minerals produced from the Texaco Wells by: 1) structuring and implementing
sales of unit production in a self dealing manner; 2) charging to the royalty owners improper and
excessive fees; 3) not accounting for and paying royalty on all hydrocarbons produced; 4) paying
royalty at below market prices and upon below market value POP contracts; and 5) otherwise not

paying royalty on the true value of the oil, gas and other minerals taken from the Texaco Wells.



32.  As an example of ChevronTexaco’s self-dealing, to the detriment of the royalty
| owners, for its own financial gain, and in admitted violation of the implied covenant to market, in
1985, ChevronTexaco was offered a contract for the purchase of casinghead gas from the Velma
Plant under which Mobil would pay a higher price than ChevronTexaco would pay to itself. But by
ChevronTexaco’s being both seller and purchaser, ChevronTexaco calculated that “as a whole” the
Texaco organization would make more money despite selling the production for a lower price.’
ChevronTexaco recognized that selling to itself at a lower price in order to generate higher profits
from resale created a “conflict of interest” and potentially violated its marketing obligations:

Texaco is obligated to protect the rights and interest of all royalty
owners. The best possible price must be obtained for gas sales.’

The Texaco E&P memorandum went on to state that:

Problems arise when evaluating the sale to Velma in comparison with
the latest Mobil offer. The present price offered intercompany is
less than Mobil’s current third-party offer.
Although ChevronTexaco recognized its duty was to get the best possible price for the royalty
owners, ChevronTexaco continued to sell to itself because the economics were better, including its

stripping of NGL’s at their gas plant and keeping the majority of the sales proceeds royalty free

under its incestuous POP contracts. This example is representative of ChevronTexaco’s practices

throughout the State of Oklahoma.

Rudman Litigation, Memorandum by M.S, Boland dated May 6, 1985, at 3.
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Id. at 4 (emphasis added).
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Id. (emphasis added).
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33.  ChevronTexaco is, and always has been, aware that there is no legal basis for the
deduction of the GCDF and Marketing Fees from the Plaintiff Class and not paying royalties on the
best possible price reasonably available. This is, in part, demonstrated by the following admissions
by ChevronTexaco. First, beginning in 1994, ChevronTexaco internally recognized that it should
correct royalty payments on processed gas which had been underpaid on all of its properties,
including the Texaco Wells herein. This proposed royalty correction project (which was intended
to be prospective only and not retroactive) was based upon a 1987 memo from Texaco’s president,
Mr. Cazalot,® and involved ceasing to pay royalty on its incestuous affiliate POP contracts, as it had
done in many of the Texaco Wells, and instead paying royalty on 100% of the residue gas and liquids
sold. ChevronTexaco generated at least 128 royalty correction memos, many involving Texaco
Wells in the State of Oklahoma, which acknowledge that royalty has been paid improperly on the
POP contracts. Despite this admission, as of this date, ChevronTexaco has yet to correct it’s royalty
payment practices on these POP contracts. A second admission was made by ChevronTexaco in a
letter dated March 27, 1998, sent to Taylor. The letter provided that Texaco had erroneously
deducted “[flrom July 1992 through December 1996, post-production costs associated with
compressing, dehydrating, gathering and treating gas . . . [causing] the value of the gas production
on certain properties to be understated.” Although the letter admits that ChevronTexaco cannot
legally deduct the GCDF and Marketing Fees, it fails to disclose that ChevronTexaco is also paying
royalties based upon below market value incestuous contracts, including below market value POP

contracts. Further the letter was intended to imply and mislead the Class into believing that this was

Rudman Litigation, Deposition of Darryl Kuhl, taken August 6, 2001, at 111:10 to
114:6.
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the only time period that the GCDF and Marketing Fees were deducted and that all such fees were

being repaid.

34.  According to the head of Texaco’s land department, Mr. Ronnie O’Dwyer, Texaco

first began analyzing royalty payment practices on POP contracts in Texas, then New Mexico, and

lastly Oklahoma:

Q. So what instigated your department in issuing at least the 60

we’ve been provided so far instructional letters on properties behind
the Velma Gas Plant?

A. There was a — a letter written by the president of TEPI at the
time instructing the operational units to take a look at royalty on
processed gas and ensure that royalties on processed gas were paid
using a certain methodology, and, therefore, it is that memorandum
which prompted all of the letters we’re talking about here today that
prompted us to go in and take a look and reanalyze the royalty paying
methodology on all gas that was processed.

X % %

Q. Now, was this project just done for the Velma plant, or was it
done for all of Texaco’s processing plants or the leases behind
Texaco’s processing plants?

A. No, the project itself?

Q. Yes.

A. The whole — in its entirety?

Q. Uh-huh.

A. No, that was to be done for all of Texaco’s — all of Texaco’s
processed gas.

Q. When did this project start?

A. Huh. Well, you help me. What was the date of Cazalot’s
memorandum?
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Q. Cazalot’s memorandum that’s in here is dated September 7th,
1994,

A. Yeah. It started around that time frame. [ mean, it would have
started right at the end of 1994, I believe. At that point in time we —
there is a possibility that it could have been delayed somewhat. We
were in the middle of a major property disposition then, and so it’s a
refocus of assets, you know. So— I mean, of resources. So it could
have been delayed a little bit, but it was around that time frame. And
it’s not a — it’s not a project that was limited to just Oklahoma.

Q. Okay. So you did it for all your producing states that you had
processed gas?

A. Well, it’s not complete yet.

Q. Okay.

A. But, yeah, it started — it started in an orderly approach to it, and
we started in Texas. From Texas we went to New Mexico, and from

New Mexico we went to Oklahoma, where we are still — still in
Oklahoma.

Q. Let me ask you then on the Oklahoma properties have you
completed the review of all the property behind the Velma plant?

A. T don’t know whether we have or not.

Q. And I ask that —

A. T do know we’re not finished all of our properties in Oklahoma.
Whether specifically behind the Velma plant, I don’t know.

Q. Okay. Well, the reason I ask that is in the 60 royalty advice letters
we’ve been given so far, and I’ll let you look through them all here in
a minute, I find no royalty advice letter for the Velma Sims Unit or

the Velma Tussy Unit. Do you know why no such royalty advice
letter exists for those two units?

A. We haven’t gotten to them yet.?

’ Deposition of Ronnie O’Dwyer, Rudman Litigation, taken July 11,2001, at 24:23 to
25:11, 27:11 to 29:20.
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In a later deposition, ChevronTexaco admitted that the basis for ChevronTexaco’s analysis
of royalties on processed gas or POP contracts was a memorandum drafted in 1987 by Texaco’s
president, Mr. Cazalot."

35.  ChevronTexaco has fraudulently misrepresented and misled the Plaintiff Class into
believing they had been paid on the full value of oil, gas and other hydrocarbons produced from the
Texaco Wells by falsifying and creating misleading check stubs, 1099's, correspondence and other
communications sent to the Plaintiff Class related to the payment of royalties.

36. ChevronTexaco knew that the checkstub, 1099, correspondence and other
communications were false and intended that the Plaintiff Class rely upon the misrepresentations.
ChevronTexaco’s misrepresentations were intentional, or were made with reckless disregard for the

truth.

37.  ChevronTexaco uses the same royalty payment methodology and the same form of
royalty payment checkstubs and 1099's throughout the State of Oklahoma. In the Rudman
Litigation, ChevronTexaco admitted through various former and current employees, as well as
through their corporate representatives, that it was impossible for royalty owners to have discovered
the conduct forming the basis for the claims herein from the check stubs:

a. Mr. Dunlavy was employed in Texaco’s gas revenue accounting department, and was

responsible for revenue valuations for the purpose of disbursing royalty checks."'

Deposition of Darryl Kuhl, Rudman Litigation, taken August 6, 2001, at 111:10 to
114:6.

i1

Deposition of Gerald R. Dunlavy, Rudman Litigation, taken June 21, 2001, at 8:13
to 10:14.
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Mr. Dunlavy testified that it is impossible for a royalty owner to know how
Defendants are calculating royalty based upon the check stub:

Q. Let’s say, for example, there is a contract between Texaco
where it sells its gas to Texaco and Texaco as the buyer gets
to keep 70 percent of the value of that gas. Is there anything
on the check stub that is sent to the royalty owner that tells or
alerts that royalty owner that Texaco is buying that gas from
Texaco and keeping 70 percent of the value?

A. No, there is not."
On the checkstubs, Texaco has a legend that indicates whether Texaco is paying
royalty on gas only or on natural gas liquids. The symbol for gas is “G,” whereas the
symbol for natural gas liquids is “NGL.” Mr. Dunlavy testified that the
representation of “G” on the check stubs for the entire period of Plaintiffs’ claims in
Rudman represented that Texaco was paying royalty on gas, which is contrary to the
undisputed fact learned through discovery that Texaco was paying royalty on a
percentage of liquids sales, not gas:

Q. In other words, if the royalty owner looked and

had a G for gas and was told he was paid so much

revenue and there was a G by that, that was a

representation by Texaco to that royalty owner that he

was receiving royalty based upon gas sales?

A. Gas sales, correct.

Q. And if the G was there that would not mean that’s
royalty for liquid sales?

A. That’s correct.

12 Id at 47:10-19.
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Q. Okay. Now — and you say that those alpha codes,
they were put there by Texaco to explain to the royalty
owner what Texaco was paying them for? Is that the
purpose of them?

A. To explain the type of product they were being
paid for.

Q. Now, and Texaco meant for the royalty owners
when they got that check stub, they could look at
that alpha code and they could rely upon that alpha
code as setting out what those royalty owners were
receiving a check for, could they not?

MR. NOULLES: I'm going to object to the form. It
calls for speculation, lack of foundation.

Q. You can answer.

A. The owner upon receipt of the check and seeing

the legend and the corresponding disposition, yes,

that — they could have a confidence that was the

product they were being paid for, yes."
Although Mr. Dunlavy stated that the royalty owners could rely upon the
representation on their check stubs that Texaco was calculating royalty on gas sales,
Texaco admitted that it had been paying royalty upon a percentage of the sale of
liquids — not gas."* ChevronTexaco’s corporate representative, Mr. Charles Osina,

admitted that the check stubs were erroneous, reported sales of gas that never

occurred at a fictitious price, and failed to report that royalty was actually being paid

on only a portion of liquids sold:

Id. at 50:6 to 51:9 (emphasis added).

Deposition of Charles Osina, Rudman Litigation, taken November 13,2000, at 58:10
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MR. BARKER: He’s taking us through the
information that he uses — his group uses to calculate
royalty —

MR. NOULLES: Okay.

MR. BARKER: — on gas sales, correct?
A. On gas sales, that’s correct.

MR. NOULLES: Okay. Go ahead.

A. The production accountant would then take this
volume, 340 MCF and a value of $580, and that’s
what would appear on the royalty owner’s check as
gross value for this particular tract, for this particular
month.

Q. The $584.147

A. That’s correct. And the 340 MCF. Now, we need
— before you can reconcile this value on the check

Q. Uh-huh.

A. — you really need to look at NGLs."

* K Kk

Q. On the sample check stub, or the check stub we’ve
got that Mr. Rudman received, which was Bates
numbered Rudman 14648 —

A. Okay.

Q. — we have the entry for gas sales production
month of December ‘96 for the Velma Tussy Tract 28,
right?

A. Correct.

15 Id. at 43:14 to 44:8.
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Q. What is the volume attributable to tract — the
gross volume again attributable to Tract 28 that’s
shown here?

A. On the check?

Q. Yes.

820.

Where does that come from?

That’s — that’s an error.

B NS E'S

Why is it an error?
A. Well —

MR NOULLES: Objection. Lack of foundation. Go
ahead.

MR. BARKER: But he said it was an error.

MR. NOULLES: Yeah, I understand. And my
objection was to the why. But. ..

A. We went — I went back and looked at what had
been shown on the — on the pay stubs versus what
should be the volume on the pay stubs, and there was
—there was two discrepancies from the period 19—
1991 through 1997, December of ‘97. One of them
was that the accountant that was taking the data,
and — and putting it into the — in the accounting
system, would pick up the — the pay station volume,
rather than the PVR volume, and the residue
volume, add those together, as the gross— for the
gross volume. So, the accountant actually picked up
the wrong amount. The second error that — that I
saw that time period was that the accountant would
take the pay station volume less return to the lease,
and put that on the — on as a gross volume, rather

18



CERTIFICATE OF SERVICE

I hereby certify that on this 12th day of February, 2003, a true and correct copy of the
foregoing was hand-delivered or mailed, postage pre-paid, to:

M. Benjamin Singletary Stacey B. Saunders
Richard B. Noulles ChevronTexaco

Gable & Gotwals 1111 Bagby, Room 4076
1100 ONEOK Plaza Houston, Texas 77002

100 West Fifth Street
Tulsa, OK 74103-4217

John Board

220 N. Main

P.O. Box 408
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