FIFTH JUDICIAL DISTRICT COURT
STATE OF NEW MEXICO
COUNTY OF LEA

CONOCO INC.
a Delaware Corporation,

Plaintiff,

VSs. No.

SAPIENT ENERGY CORPORATION,
a Delaware Corporation.

Defen‘dant.

COMPLAINT FOR DAMAGES AND INJUNCTIVE RELIEF

Plaintiff Conoco Inc. (“Conoco”), by its undersigned attorneys, for its claims
against the defendant Sapient Energy Corporation (“Sapient”), states as follows:

NATURE OF THE CASE

The defendant Sapient operates the Bertha ] Barber Well No. 12 (“Barber
Well”) which is Jocated in the NE/4 NE/4 of Section 7, Township 20 North, Range 37
East, NMPM, Lea County, New Mexico. Conoco and others own oil and gas mineral
interests in the NE/4 of Section 7. Under the rules of the New Mexico Qil Conservation
Division, the owners of the oil and gas rights in the NE/4 of this section, including
Conoco, are entitled to share in the production from the Barber Well. In violation of
New Mexico law and the Rules of the Division, Sapient has refused to pay Conoco and

other interest owners their share of the production proceeds from the Barber well.



Pursuant to the Oil and Gas Act, the Oil Conservation Division is charged with
protecting the interests of each owner in a pool. Conoco has asked the Division to act
to prevent Sapient’s continued violation of the Oil and Gas Act and its conversion of
the mineral interests of Conoco. The Division has failed to act.

This lawsuit seeks to obtain damages and other appropriate relief for Sapient’s
wrongdoing including injunctive relief authorized by NMSA 1978, § 70-2-29.

PARTIES. JURISDICTION AND VENUE

1. Conoco Inc. is a corporation organized and existing under the laws of the
State of Delaware with its principal place of business in Houston, Texas. Conoco is
authorized to do business and 1s doing business in New Mexico.

2. Sapient Energy Corporation is a corporation organized and existing under
the laws of the State of Delaware with its principal place of business in Tulsa,
Oklahoma. Sapient is authorized to do business and is doing business in New Mexico.
Sapient may be served with this complaint through its registered agent the CT
Corporation, 123 East Marcy, Santa Fe, New Mexico 87501.

3 The object of this suit is to protect an interest in land located in Lea
County, New Mexico. Lea County, New Mexico is the county where the violation

occurred and continues to occur. Accordingly, venue is proper in this county pursuant

to NMSA 1978 § 70-2-28.
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FACTUAL BACKGROUND

4. In August 1999, the Bertha J. Barber Well No. 12 (“Barber Well”), a
producing oil well located at a standard o1l well location 330 feet from the North line
and 990 feet from the East line of Section 7, Township 20 South, Range 37 East,
NMPM, Lea County, New Mexico, was recompleted as a gas well in the Tubb
formation, West Monument-Tubb Gas Pool.

5. The West Monument-Tubb Gas Pool is governed by the general rules of
the O1l Consérvation Division of the New Mexico Department of Energy, Minerals and
Natural Resources (“Division”) Division Rule 104 C(Bj provides for gas wells to be
located on spacing units consisting of 160 contiguous surface acres, substantially in the
form of a square, which is a quarter section and a legal subdivision of the U. S. Public
Lands Survey.

6. Sapient and/or the prior operators of the Barber Well have filed Division
forms which indicate a non-standard gas spacing unit comprised of the E/2 E/2 of
Section 7 is dedicated to the well.

7. Sapient owns all of the working interest in the E/2 E/2 of Section 1 and
the production proceeds from the Barber Well have been paid to the owners of the E/2
E/2 of Section 7 as if a non-standard unit comprised of this acreage had been properly
tormed and dedicated to the well.

8. Between September 1, 1999 and March 1, 2001 the Barber Well produced
over 470 MMSCF of natural gas and continues to produce large quantities of natural

gas.
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9. Sapient has retained all proceeds for production from the Barber Well and
has disbursed these funds to the owners of oil and gas interests in the E/2 E/2 of Section
7.

10.  Rule 104.D(2) provides: “Any well that does not have the required
amount of acreage dedicated to it for the pool or formation in which it is completed may

not be produced until a standard spacing unit for the well has been formed and

dedicated or until a non-standard spacing unit has been approved.” (Emphasis added.)

11.  Division Rule 104D (2) contains specific requirements to be met by an
operator to obtain approval of a non-standard gas spacing unit.

12, The Division has not approved a non-standard spacing unit for the Barber
Well.

13. Pursuant to Division rules, the standard spacing unit for the Barber Well
is the quarter section upon which it is located and the owners therein are entitled to
their share of the production from this well.

14.  Conoco is a working interest owner in the W/2 of the NE/4 of Section 7,
which acreage is in the standard gas spacing unit required by Division Rule 104.C(3)
for the Barber Well.

15.  Conoco 1s entitled to 1ts working interest share of the production from the
Barber Well.

16.  Conoco has objected to the proposed non-standard gas spacing unit for the
Barber Well and requested that the Division order the well shut-in until it is in
incompliance with the rules, regulations and orders of the Division. The Division has

refused to act.
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17.  Conoco has requested the Division bring suit to enjoin the continued
violation of its rules. The Division has refused to act.

18.  Each day the Division permits the Barber Well to produce at unrestricted
rates and allow Sapient to retain all production proceeds, Conoco is denied the
opportunity to produce its just and equitable share of the reserves from this Tubb
reservoir and it suffers irreparable harm.

19, Conoco has been informed and believes that Sapient is attempting to sell
this property' and other properties which it owns and operates and believes that due to
the actions of the Defendant, Conoco’s right to a share of the production proceeds from
the Barber Well may go unsatisfied.

FIRST CLAIM FOR RELIEF

{(Conversion-Damages)

20.  Conoco incorporates by reference the allegations of paragraphs ! through
19.

21.  The defendant is wrongfully and intentionally keeping for itself the
fractional share of the production owned by Conoco under the standard spacing unit
required by the rules, regulations and orders of the Division for the Barber Well.

22, Conoco is entitled to damages for the conversion of its share of the
production from the Barber Well in an amount to be determined at trial.

SECOND CLAIM FOR RELIEF

(Punitive Damages)

23.  Conoco incorporates by reference the allegations of paragraphs 1 through

22.
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24, By 1ts status as operator of the Barber Well, defendant has an implied duty
and 1s required by the rules, regulations and orders of the Division to share the
economic benefits of the production from the Barber Well with the other owners of
interest in the standard spacing unit for the Barber Well in proportion to those owner’s
respective fractional ownership interests in the gas produced from this spacing unit.

25.  Defendant willfully, and in violation of the duties imposed on it by law
and equity, has failed and continues to fail to share the econ:.mic benefit of the oil and
gas produced.from the Barber Well with the owners of the production.

26.  Conoco 1s entitled to punitive damages from the Defendant in an amount

to be determined at trial.

THIRD CLAIM FOR RELIEF

{Accounting)

27.  Conoco incorporates by reference the allegations of paragraphs 1 through
26.

28. It 1s necessary and proper that the defendant account for and pay to
plaintiff all working interest amounts entitled to by law and equity.

29. Conoco is entitled to a full accounting of all costs associated with the
Barber Well, all production and revenue received for this production, and all methods
and procedures utilized to calculate the interest of all owners in the production from the

Barber Well.
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FOURTH CLAIM FOR RELIEF

{Injunction)

30.  Conoco incorporates by reference the allegations of paragraphs 1 through
29.

31.  Defendant continues to produce the Barber Well and retain all production
proceeds for itself.

32. A fractional share of the production proceeds from the Barber Well by law
and rule of the Division are the property of the Plaintiff

33.  Conoco has learned and believes that the Defendant is attempting to sell
some or all of its assets including the property which is the subject of this suit.

34, Upon the sale of the assets of the Defendant, Plaintiff will have no
adequate remedy at law against Sapient and any money judgments may go unsatisfied.

35. Administrative remedies available are inadequate for the Oil Conservation
Division has failed and refused to exercise its statutory jurisdiction to act to protect the
rights of Conoco in this property.

36.  Where the Oil Conservation Division has failed and refused to meet its
statutory duties, having been asked to do so by a person damaged by the Division’s
failure or inability to act, a private party is entitled to seek an injunction for violation of

any rule, regulation or order of this state with respect to the conservation of oil and gas,
and in these circumstances, an injunction is expressly authorized by NMSA 1978 §70-
2-29.

37.  Conoco is entitled to a preliminary and permanent injunction issued in the
name of the Oil Conservation Division shutting in the Barber Well and directing that
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any and all proceeds from the well currently held or received by the Defendant be
placed in escrow until final judgment is entered in this case.

WHEREFORE, Conoco requests that the Court enter judgment against Defendant
for all compensatory and punitive damages awarded at trial; that the Court by judgment
declare defendant has failed to properly calculate and pay plaintiff its fractional share
of the production proceeds and require an accounting for the underpayment to the
plaintiff; that the Court award pre-judgment interest at the highest rate allowed by law;
and that the Court award injunctive relief as requested, along with costs of the litigation
and such other relief as is proper.

HOLLAND & HART LLP

and
CAMPBELL & CARR

| William F. Calr
Michael H. Feldewert

ATORNEYS FOR CONOCO INC.
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HOLLAND & HART e

AND

CAMPBELL & CARR

ATTORNEYS AT LAW

DENVER » ASPEN SUITE TELEPHONE (505) 988-4421
BOULDER « COLORADO SPRINGS 110 NORTH GUADALUPE FACSIMILE (505} 983-6043
DENVER TECH CENTER SANTA FE, NEW MEXICO 87501-6525 www.hollondhart.com
BILLINGS  BOISE MAILING ADDRESS

CHEYENNE » JACKSON HOLE PO. BOX 2208

SALT LAKE CITY ¢ SANTA FE SANTA FE, NEW MEXICO 87504-2208

WASHINGTCN, D.C.

December 14, 2001

HAND DELIVERED

Qil Conservation Commission

New Mexico Energy, Mineralsand %
Natural Resources Department -

1220 South Saint Francis Drive [

Santa Fe, New Mexico 87505 g

Attention: Florene Davidson -

Re: New Mexico Oil Conservation Division Case 12587: o
Application of Sapient Energy Corp. for an unorthodox well location and
non-standard proration unit or in the alternative a 160-acre non-standard
proration unit, Lea County, New Mexico.

New Mexico Oil Conservation Division Case 12605:
Application of Sapient Energy Corp. for special pool rules, Lea County,
New Mexico.

Dear Ms. Davidson:

Pursuant to the directive of the Oil Conservation Commission at the December hearing
on the above-referenced applications, enclosed herewith is the Closing Statement of Chevron
U.S.A. Production Company and Conoco Inc. in the above-referenced cases. Also enclosed is a
proposed order which summarizes the evidence presented at the hearing. The order contains
subheadings and references to the record to assist the Commission in evaluating the evidence
presented by the parties.

By copy of this letter, I have provided copies of these documents Commissioners
Lori Wrotenbery, Jamie Bailey and Robert Lee, and to Stephen C. Ross, Esq , Assistant
Attorney General for the Oil Conservation Commission, and W. Thomas Kellahin, Esq .

attorney for Sapient Energy Corp.
ry truly your;,}

William F. Carr
Attorney for Chevron U.S.A Production
Company and Conoco, Inc
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Enc.
cc:

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

Jami C. Bailey, Commissioner
Oil Conservation Commission

New Mexico State Land Office
310 Old Santa Fe Trail

Santa Fe, New Mexico 87504

Dr. Robert Lee, Commissioner

Oil Conservation Commission

c¢/o New Mexico Petroleum Recovery Research Center
801 Leroy Place

Socorro, New Mexico 87801

Stephen C. Ross, Esq.
Assistant Attorney General

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

W. Thomas Kellahin, Esq.
Kellahin and Kellahin

117 North Guadalupe

Santa Fe, New Mexico 87501

James Bruce, Esq.

Attorney at Law

Post Office Box 1056

Santa Fe, New Mexico 87501-1056



