Rece

ived by OCD: 11/29/2021 6:14:13 PM

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

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22253
APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22253

CENTENNIAL’S CONSOLIDATED RESPONSE IN OPPOSITION TO
ATLAS’S MOTIONS FOR CONTINUANCE

Centennial Resource Production, LLC submits this consolidated response in opposition to
Atlas OBO Energy LP’s (“Atlas””) motions for continuance in the above-referenced cases. For the
reasons stated herein, and in Centennial’s response in opposition to Atlas’s motion for temporary
restraining order and preliminary injunction, attached as Exhibit A, Atlas’s motions should be
denied, and Centennial’s cases should be permitted to proceed to hearing on December 2, 2021.

ARGUMENT

Atlas is seeking a temporary restraining order and preliminary injunction against
Centennial in district court to prevent Centennial from going forward with its compulsory pooling
applications in these cases over a title dispute. The dispute turns on interpretation of a provision in
a joint operating agreement that Atlas claims affects the validity of Centennial’s leasehold interests
committed to a joint operating agreement. The district court has set a hearing on that matter for

one hour on November 30, 2021.
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As the Division and Commission have previously determined, it is neither necessary nor
proper to continue compulsory pooling cases to allow the parties to potentially resolve pending
title issues, because “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[.]’” See TMBR/Sharp, Order R-11700-B at 5  27. “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[.]” Id. An
applicant should have a “good faith claim to title and a good faith belief” that it is authorized to
drill the well or wells applied for. See id. at { 28. Centennial demonstrably has a good-faith claim
to title and a good-faith belief in its valid ownership interests. See Affidavit of Gavin Smith, Senior
Landman with Centennial, 1 6-9, 11-12, attached to Exhibit A as Exhibit 3. As was done in the
TMBR/Sharp case, in the event the district court subsequently determines Centennial has no
ownership interest in the subject spacing units, the Division may rescind its order approving
Centennial’s applications. See id. at ] 28.

Where title is at issue, the Division and Commission have refused to grant continuances.
See, e.g., Commission Order of Denial (unnumbered) in Case Nos. 20520 & 20521 (denying
Marathon Oil Permian LLC motion for continuance). That is particularly important where, as here,
the applicant in compulsory pooling proceedings has expiring leases and time is of the essence.
Two of Centennial’s four leasehold interests expire on April 1, 2022. See Affidavit of Gavin Smith,
{l 13, attached to Exhibit A as Exhibit 3. Centennial has arranged for a rig to be on location and to
commence drilling its planned wells in March 2022 to perpetuate those leases. Id. Accordingly, a
delay in obtaining final compulsory pooling orders risks working an injustice against Centennial

that would result in severe and irreparable injury.
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A continuance is also unjustified on the merits of Atlas’s allegations. Atlas contends
Centennial acquired a leasehold interest in the subject proposed spacing units without first
obtaining consent from Atlas, a party to a joint operating agreement with an ‘“assignability”
provision. See Atlas’s Verified Complaint and Motion for Temporary Restraining Order and
Preliminary Injunction, attached as Exhibit B (“Complaint™). Centennial owns interests in the
proposed horizontal spacing units by virtue of four State of New Mexico leases: (1) L-6377 (NW/4
and S/2 of Section 7); (2) VB-244 (NE/4 of Section 7); (3) VC-0049 (N/2 of Section 18); and (4)
and VC-0076 (S/2 of Section 18) (collectively the “State Leases”). Exhibit A-1 to the JOA
identifies three leases that are contributed to the JOA: L-6377, LG-3975, and LG-1842. See Exhibit
B. Accordingly, only one of the four leases that Centennial derives its leasehold interests from is
committed to the JOA. That lease is L-6377. The other three leases are not subject to the JOA.
Centennial owns 100% of the mineral interests in Section 18. See Affidavit of Gavin Smith, 11 6-
9, 11-12, attached to Exhibit A as Exhibit 3. Even under Atlas’s interpretation, its consent would
have been required only for assignment of lease L-6377 to Centennial, and Centennial stills own
an overwhelming working interest in the proposed spacing units separate and apart from the lease
subject to the JOA. These leases allow Centennial to pool, regardless of the outcome in the district
court case.

Atlas, with less than a 5% interest in the proposed unit in Case No. 22252 and 2.5% interest
in the unit proposed in Case No. 22253, has appeared in these matters and is opposing Centennial’s
pooling cases. Yet, significantly, it has not proposed any competing development plans. Rather,
Atlas is resisting the development of this acreage for the simple reason that it does not want to be

compulsorily pooled. The New Mexico Oil and Gas Act, however, explicitly mandates that the
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NMOCD *“shall” pool uncommitted interests where parties cannot agree among themselves. See

NMSA 1978, § 70-2-17(C).

CONCLUSION

Atlas’s motions should be denied.
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Respectfully submitted,

HOLLAND & HART LLP

By: /s/ Adam G. Rankin
Michael H. Feldewert
Adam G. Rankin
Julia Broggi
Kaitlyn A. Luck
Post Office Box 2208
Santa Fe, NM 87504
505-998-4421
505-983-6043 Facsimile
mfeldewert@hollandhart.com
agrankin@hollandhart.com
jbroggi@hollandhart.com
kaluck@hollandhart.com

ATTORNEYS FOR
CENTENNIAL RESOURCE PRODUCTION, LLC
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CERTIFICATE OF SERVICE

I hereby certify that on November 29, 2021, | served a copy of the foregoing document to
all counsel of record via Electronic Mail to:

Joshua D. Cochran

55 Waugh, Suite 150
Houston, TX 77354

(713) 936-9620 x109 (phone)
(281) 763-7910 (fax)
jcochran@kmd.law

Attorney for Atlas OBO Energy LP

/s Adam G. Rankin
Adam G. Rankin
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FILED
5th JUDICIAL DISTRICT COURT

' Lea County

STATE OF NEW MEXICO 11/10/2021 9:10 AM
COUNTY OF LEA NELDA CUELLAR
FIFTH JUDICIAL DISTRICT COURT - CLERK OF THE COURT
Cory Hagedoorn

ATLAS OBO ENERGY LP,
Plaintiff,

V. No. D-506-CV-2021-00991
Case assigned to Shoobridge, William G. W.

CENTENNIAL RESOURCE PRODUCTION, LLC,
Defendant.

PLAINTIFF’S VERIFIED COMPLANT AND MOTION FOR TEMPORARY
RESTRAINING ORDER AND PRELIMINARY INJUNCTION

Plaintiff Atlas OBO Energy LP (“Plaintiff” or “Atlas”) files this Plaintiff’s Verified ;
Complaint' and Motion for Temporary Restraining Order and Preliminary Injunction and
respectfully requests this Court issue a temporary restraining order and a preliminary injunction
against to prevent unlawful conduct by Defendant Centennial Resource Production LLC
(“Defendant” or “Centennial”). Immediate injunctive relief is warranted under the circumstances
because Defendant’s conduct will irréparably affect the control and provision of certain mineral
interests within which Plaintiff holds an unencumbered ownership interest. As grounds for this
Motion, Plaintiff respectfully states:

I
INTRODUCTION

1. This is an action for breach of contract and various title-related claims related to ownership
rights in certain mineral property held by Plaintiff in Lea County, New Mexico (the “Property”).
Defendant also claims an alle ged ownership interest within the Property and is currently attempting
to force the pooling of same with approval from the Oil Conservation Department of the State of

New Mexico Energy, Minerals and Natural Resources Department (the “OCD”). However, as
1



more fully described below, Defendant has breached the express terms of the Joint Operating
Agreement (the “JOA”) governing the Property, thereby negating Defendant’s purported
ownership within the Property and absolutely evaporating Defendant’s supposed right to affect the
Property in any way.

2. Iln turn, the discovery of Defendant’s invalid instruments regarding the Property, as
revealed through Defendant’s unlawful actions, creates a serious problem with the Property’s chain
of title that must be resolved before any further action may be taken regarding the Property. This
renders Defendant’s attempts to force the pooling of the Property’s minerals inappropriate, yet the
OCD is currently scheduled to consider Defendant’s improper ploy at a hearing set for December
2, 2021. Thus, if this Court does not issue the temporary restraining order and preliminary
injunction requested herein, Plaintiff will be irreparably harmed through Defendant’s irreversible
drilling practices, title to the Property will continue as clouded, and Plaintiff could face the risk of
extensive operating costs and/or significant monetary penalties.

II
JURISDICTION AND VENUE

3. This Court has subject-matter jurisdiction over this action pursuant to Article VI, Section

13 of the New Mexico Constitution.

4. Venue is proper in this district under NMSA 1978 § 38-3-1 (2020) because the property at
issue is located within this County.

11X
PARTIES

5. Plaintiff Atlas OBO Energy LP is a limited partnership organized in the State of Texas and
may be served with process through counsel herein.

6. Defendant Centennial Resource Production, LLC is a limited liability company organized
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in the State of Delaware and registered to do business in the State of New Mexico, and may be
served with process through its registered agent, Corporation Service Company, located at 726 E.
Michigan Drive, Suite 101, Hobbs, New Mexico 88240.

v
BACKGROUND

7. In two (2) separate matters initiated by Defendant with the OCD (speciﬁcally,l Case Nos.
22252 and 22253), Defendant currently seeks to force the pooling of the minerals within a portion
of the Property with the minerals within another portion of the Property. Specifically, Defendant
seeks to pool the minerals contained within the West half of Section 7 and the West half of Section
18 (Case No. 22252 — OCD), as well as the East Half of Section 7 and the East half of Section 18
(Case. No. 22253 — OCD), of Township 22 South, Range 35 East, Lea County, New Mexico, with
the minerals contained in that portion of the Property governed by the JOA.

8. The JOA specifically concerns the control and disposition of the Southern half and
Northwest quarter of Section 7 and all of Sections 18 and 19 of Township 22 South, Range 35
East, Lea County, New Mexico. When combined with that portion of the Property first listed
above, the pooling unit is definitively established and is identical to the “Property” as that term is
defined and used herein.

9. Within Case No. 22252, Defendant claims a majority 95.016794 percent interest and
attributes a minority 4.983206 percent interest to Plaintiff, and within Case No. 22253, Defendant
claims a majority 88.125 percent interest and attributes a minority 2.5 percent interest to Plaintiff
and a minority 9.375 interest to MRC Permian Company, a third-party not yet included within this
lawsuit. Plaintiff does not dispute its attributed ownership percentage in the Property; rather,
Plaintiff disputes that Defendant ever lawfully acquired ownership of any portion of the Property

in the first place.



10.  The JOA governing the Property contains a provision which unequivocally requires the
written consent of any original party to the JOA to transfer any ownership interest subject to the
JOA. See Exhibit A. Specifically, the JOA pertinently provides:
“No party may assign its rights hereunder, or any portion thereof, without the
written consent of the other parties; provided, however, such consent shall not be
necessary in those cases where any party wishes to mortgage its interests, or to
dispose of its interests by merger, reorganization, consolidation, or sale of all or
substantially all of its assets to a subsidiary or parent company or to a subsidiary of
a parent company, or to any company in which one party owns a majority of the
stock.”
JOA, Atticle VIII, Section G; pp. 12, Exhibit A. Both Defendant and the predecessors-in-interest
of Defendant’s alleged ownership rights have failed to abide by the consent provision stated above
by failing to procure the required written consents necessary to transfer any interest within the
Property.
11.  Importantly, this systematic failure has not occurred through Defendant’s ignorance of the
JOA’s consent provision, as Plaintiff delivered formal correspondence to Defendant on October
15, 2021, specifically delineating both the failure of Defendant to obtain Plaintiff’s consent and
the purposeful avoidance of Plaintiff’s exception to prior related notices. See Exhibit B. Given
Defendant’s knowledge of the Property and the prior attempt to procure Plaintiff’s written consent,
Defendant is fully aware that it has not procured same as required by the JOA and that Defendant’s
actions with the OCD are in full violation of New Mexico law.
12.  Defendant’s predecessor-in-interest, a company known as Legacy Reserves (“Legacy”),
previously sold the undeveloped acreage of the Property to Defendant, and Defendant sought
Plaintiff’s written consent pursuant to the JOA at that time. Plaintiff withheld same. Legacy

Reserves then separately sold the wellbores contained within the Property to another entity, SBI

West Texas LLC (“SBI”). See Exhibits B, C. Plaintiff excepted to a subsequently preferential



rights notice received from Legacy regarding the sale of the wellbores to SBI, but Legacy promptly
ignored this exception. I/d. Under no circumstances, however, did Plaintiff provide the consent
requested and required of Defendant in any capacity whatsoever. Id.

13. In fact, Plaintiff specifically explained to Defendant that Legacy’s wrongful avoidance and
purposeful ignorance of Plaintiffs’ exception to the preferential rights notice could not be contorted
and interpreted as consent to Defendant’s assignment, and that any attempt to do so violated the
provisions of the JOA and worked a fraud so egregious such that Defendant could not have
received clear title to any portion of the Property at all.

14. Regardless, Defendant now seeks issuance of compulsory pooling orders from the OCD
that would force Plaintiff to either submit to the operation of the Property at Defendant’s whim or
refuse to participate in said forced pooling. If Plaintiff submits, then Plaintiff is at risk of being
immediately liable for certain operating costs attributable to Defendant’s control of the Property
and these costs may be significant as Plaintiff will not have the legal ability to contest the parties
engaged or alleged costs incurred by Defendant in such operation. If Plaintiff refuses, then
Plaintiff would be rendered a “non-consenting” party, at risk of not being paid any royalties due
f;om Plaintiff’s ownership in the Property until Defendant’s costs of operation are paid thrice.
Thus, Defendant being allowed to move forward with its operation of the Property before the

breach and title-related issues described herein are resolved will result in an immediate harm being

suffered by Plaintiff.
A%
CAUSES OF ACTION
A. Breach of Contract
15. A complaint on a breach of contract must allege: (1) the existence of a valid and binding

contract; (2) the plaintiff’s compliance with the contract and his performance of the obligations
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under it; (3) a general averment of the performance of any condition precedent; and (4) damages
suffered as a result of defendant’s breach. McCasland v. Prather, 92 N.M. 192, 294, 585 P.2d
336, 338 (Ct. App. 1978). A person may breach a contract by failing to perform a contractual
obligation when the performance is required, unless that performance is otherwise excused. See
N.M.R.A,, Civ. UJI 13-822.
16.  Here, neither Plaintiff or Defendant dispute the existence or binding terms and nature of
the JOA governing the Property. In fact, Defendant has acknowledged the binding nature of the
JOA by previously seeking written consent from Plaintiff. Defendant has failed to satisfy the terms
of the JOA in order to succeed to control and operation of the Property, by not procuring this
required written consent to the assignment of ownership of any portion of the Property to
Defendant. In this situation, Plaintiff’s only responsibility is té tender written consent when
requested, or refuse same. Plaintiff has abided by the JOA in refusing to provide written consent
when previously requested to do so. Defendant has the duty to procure said written consent, but
has failed to do so, yet is proceeding before the OCD as if said consent is secured and
uncontestable. Such conduct is unlawful and a clear breach of the JOA governing the Property.
All conditions precedent have been performed and should Defendant’s conduct be allowed to
continue, Plaintiff will be egregiously injured beyond the current damages suffered by Plaintiff in
bringing the instant lawsuit.
17. Defendant is liable for breach of contract and Plaintiff is entitled to recover all relief
requested herein on account of Plaintiff’s breach of contract cause of action.

B. Slander of Title
18. Slander of Title occurs when one who, without the privilege to do so, willfully records or

publishes matter which is untrue and disparaging to another’s rights in land, as would lead a



reasonable man to foresee that the conduct of a third purchaser might be determined thereby.
Dowse v. Doris Trust Co., 116 Utah 106, 208 P.2d 956 (1949). Malice is an essential ingredient
of slander of title. City of Hobbs v. Chesport, Limited, 76 N.M. 609, 417 P.2d 210 (1966).

19. In this case, Defendant is clearing publishing false and damaging statements regarding
Defendant’s (and, thus, Defendant’s predecessor-in-interest, as well as Plaintiff) rights to control
and perform operations upon the Property. Namely, Defendant purports to have the right to
perform certain drilling work on the Property despite the fact that this cannot be true due to
Defendant failing to procure the required written consent to succeed to mineral interest ownership
within the Property as required by the governing JOA. Regardless, Defendant has now opened
two (2) separate cases with the OCD in order to force the pooling of certain minerals within the
Property, thereby publishing the falsehood that Defendant has any such authority to do so. Any
hearing before the OCD would be immediately disastrous and damaging to Plaintiff as it would (i)
acknowledge that Defendant had some authority to control the property by having standing to bring
said cases; (ii) force Plaintiff to expend significant resources by paying a portion of Defendant’s
operating expenses; and (iii) alternatively, force Plaintiff to forego being paid valuable royalties
and paying a significant penalty to Defendant for merely refusing to participate in said operations.
20. Defendant is all too aware of that Defendant does not have the authority to control or
operate any portion of the Property, nor does Defendant even have good title to any ownership
within same. This is clearly true as Defendant has tried to procure Plaintiff’s required written
consent regarding transferring ownership of the Property in the past, yet has been denied. Thus,
Defendant is now acting with malice, attempting to subvert the rights of Plaintiff within the
Property to unlawfully benefit thereby.

21. At the trial on the merits of this cause, Plaintiff shall show and prove the amount of the



special damages incurred by Plaintiff as a result of Defendant’s slanderous and wrongful conduct,
as well as the pecuniary damages suffered by Plaintiff in having to quiet title to the Property and
prevent Defendant from affecting the Property in any regard. As Defendant’s actions have
slandered Plaintiff’s title to the Property in such a way that would affect the conduct of a reasonable
man wishing to purchase same from Plaintiff, as well as having acted with incredible malice
resulting in significant damages, Plaintiff is now entitled to recover the relief requested herein as
it relates to Plaintiff’s Slander of Title cause of action.

C. Quiet Title
22.  The quiet title statute [in New Mexico] states that an action to determine and quiet title of
real property may be brough against any person or persons, claiming title. N. M. Stat. Ann. § 42-
6-1. This cause of action is available to Plaintiff given Defendant’s current claims of ownership
and Defendant’s case filing with the OCD seeking to force pool the Property’s mineral assets,
included those of Plaintiff.
23.  In fact, Plaintiff’s Quiet Title cause of action may prove to be the dispositive factor in this
matter, as the determination of who retains an ownership interest within any portion of the Property
would be definitive confirmation or refutation of Defendant’s claims and rights regarding same.
Notably, Plaintiff as succeeded from the original parties to the JOA governing the Property in a
clear chain of title that Defendant has not and cannot dispute. This cannot be said of Defendant,
however, which is currently making claims of ownership despite not having abided by the explicit
terms and provisions of the JOA, namely, procuring the written consent necessary to transfer an
ownership interest in the Property.
24.  Defendant’s failure is fatal to the ownership interest it now claims in the Property, as there

is no exception to the requirement to procure the written consent stated within the JOA. As such,



Plaintiff will prove that the failure to procure the required consent by Defendant necessarily means
that title to the Property cannot be quieted within Defendant as Defendant now forcefully claims.
Plaintiff is entitled to receive the relief respectfully requested herein as it relates to Plaintiff’s Quiet
Title cause of action.
D. Declaratory Judgment

25.  Under the New Mexico Declaratory Judgment Act, this court has power “[ijn cases of
actual controversy...to declare rights, status and other legal relations whether or not further relief
is or could be claimed.” NMSA 1978 § 44-6-2 (1975).
26. In this suit, there are actual controversies regarding the ownership of the Property and
which parties, if any, have the right to control and operate the Property, thereby extracting and
exhausting the finite mineral resources within same. Should Defendant be allowed to proceed with
its intention to subvert Plaintiff’s rights and the ownership and operation of the Property, the
damage to same will be both irreparable and significant. Defendant has not secured ownership
within the Property by satisfying the express terms of the JOA governing same, thereby creating a
controversy that adversely affects both property rights and the parties monetary security.
27.  Inconsideration of the foregoing, the Court should declare:

a. Defendant has not satisfied the terms of the JOA governing the Property;

b. Defendant has not succeeded to an ownership interest within any portion of the

Property;
c. Defendant has no authority to control or operate the Property;
d. Defendant has no standing to bring claims before the OCD regarding the Property;
and

e. Plaintiff’s written consent is required for Defendant to procure any ownership or



authority regarding the Property or its operation.

VI
APPLICATION FOR TEMPORARY RESTRAINING ORDER AND PRELIMINARY
INJUNCTION - STANDARD OF REVIEW

28.  To obtain a temporary restraining order and/or a preliminary injunction, Plaintiffs must
show that: (1) they will suffer irreparable injury unless the injunction is granted; (2) the threatened
injury outweighs any harm the injunction might cause the defendants; (3) issuance of the injunction
will not be adverse to the public’s interest; and (4) there is a substantial likelihood plaintiff will
prevail on the merits. Labaldo v. Hymes, 1993-NMCA-010, 314 N.M. 314, 318. In the instant
case, Plaintiff easily meets all these requirements and is entitled to the requested injunctive relief.
A. Plaintiff Will Suffer Irreparable Injury Unless the Injunction is Granted

29. As discussed above herein, Plaintiff will be forced to make a damaging choice should
Defendant be allowed to move forward with any proposed operations on, to, or within the Property.
If Defendant is allowed to force pool the mineral rights of the Property and begin operations
regarding same, the costs that Plaintiff will immediately incur if Plaintiff submits to Defendant’s
operation could be incredibly significant, possibly amounting to millions of dollars. Alternatively,
if Plaintiff refuses Defendant’s operation of the Property, then Plaintiff is immediately at risk of
suffering the penalty of Defendant being paid not once, but thrice, for the costs of its operations
before Plaintiff receives any of its royalties attributable to Plaintiff’s partial ownership.

30. Given that mineral resources are indisputably finite in availability, the significant operation
costs allegedly incurred by Defendant may exhaust said resources before Plaintiff is rightfully paid
any of Plaintiff’s royalties. This is an egregiously unjust result, as not only may Plaintiff have to
refuse Defendant’s operation of the Property because of the incredible costs, but the fact that

Plaintiff would ever be in a position to make such choice is itself unlawful. Defendant has not
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satisfied the terms of the JOA that governs the very Property that Defendant now seeks to control,
yet Defendant is proceeding with cases before the OCD as if Defendant satisfied all conditions
precedent and is the lawful owner of a majority of the Property.
31.  Regardless of the OCD’s opinion on the matter, the blatantly apparent truth is that
Defendant’s actions will undoubtedly result in substantial irreparable injury that will directly affect
Plaintiff and irreparably alter the Property by exhausting its finite mineral resources. As Plaintiff
is able to show immediate irreparable injury unless Defendant’s conduct is enjoined, Plaintiff is
now entitled to the injunctive relief requested herein.

B. The Threatened Injury Outweighs Any Harm to Defendant
32. The threatened injury to Plaintiff should Defendant’s conduct not be enjoined, significantly
outweighs any conceivable harm to Defendant. As of now, the mineral resources of the Property
remain fixed and are subject to other pooling agreements or dilutive actions that would reduce
their value. Defendant is only conceivable harmed financially, in the amount of the purchase price
Defendant paid for its unlawful alleged assignment of the majority ownership interests in the
Property and the royalties Defendant could receive were Defendant allowed to operate and drill
upon the Property. Given that the mineral resources will remain where they are located, available
to be extracted at a later date, this potential injury to Defendant is more conceit than harm.
33. Even assuming that Defendant was harmed by the granting of injunctive relief as requested
by Plaintiff herein, Defendant’s willful ignorance of the explicit terms of the JOA governing the
Property in proceeding with the cases pending before the OCD amount to knowing malicious
conduct of the sort that would negate any situation where Defendant were able to prevail over
Plaintiff. Defendant cannot be allowed to cause an unlawful situation and then be wrongfully

enriched at Plaintiff’s expense through said illegal conduct.
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34. By way of comparison, Plaintiff will actually suffer tangible harm should Defendant be
allowed to proceed with Defendant’s attempts at controlling the Property. This harm is not
theoretical or a thought experiment, but real injury for which the threat is significant and
immediate. Even further assuming that any potential harm to Defendant was more than conjecture,
it would not rise to the level of the imminent harm Plaintiff currently stands at risk of suffering.
35.  AsPlaintiff is able to show that any harm to Defendant is demonstrably outweighed by that
which Plaintiff is at immediate risk of suffering unless Defendant’s conduct is enjoined, Plaintiff
is now entitled to the injunctive relief requested herein.

C. An Injunction Would Not Be Adverse to the Public Interest
36.  Property ownership is a protected right within both New Mexico and the United States,
generally, and this includes the ownership of the mineral rights related to the Property at dispute
in this cause. Plaintiff has succeeded from the original parties to the JOA to a position of qualified
and undisputed ownership of its portion of the Property’s mineral rights, which is protected by
sworn written contract and the property laws of this State. The public clearly has an interest in
ensuring that the property rights of citizens of New Mexico continues to be fiercely protected and
afforded to the citizens in the most fundamental method possible.
37.  Defendant’s unlawful actions threaten serious injury to the property rights lawfully enjoyed
by Plaintiff regarding the Property, and therefore threaten the public’s interest in seeing such
property rights secured and protected. Should Defendant’s conduct be tolerated, then the injured
suffered by Plaintiff would be immediate and would work to ultimately dull the protections of
similarly situated citizens of this County and New Mexico. Because the public has an interest in

ensuring its property rights are not eroded by the unlawful activity of malicious actors, granting
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an injunction in this cause would not be adverse to the public interest. As such, Plaintiff is now
entitled to the injunctive relief requested herein.
D. Plaintiff Has a Substantial Likelihood of Prevailing on the Merits

38.  Has described herein, while Plaintiff can demonstrate a clear succession of title leading to
the ownership interest in the Property currently held by Plaintiff, Defendant cannot do the same.
Defendant has requested written consent from Plaintiff for the operation of the Property in the past,
and such request has been denied, as is Plaintiff’s right. Rather than seek alternative terms whereby
Plaintiff may be enticed to lawfully provide Plaintiff’s written consent as Defendant desires,
Defendant has simply sought to unlawfully sidestep the issue and involve the OCD as an unwitting
participant to effectuate injustice upon Plaintiff.

39.  Plaintiff has never provided the consent required for Defendant to proceed to the ownership
interest Defendant now alleges in the Property, and as such there is no situation where Defendant
can claim that all terms of the JOA were satisfied and Defendant succeeded lawfully to its
purported ownership position that is not fraudulent. Even assuming that Defendant could make
any argument in its favor, such would not prevent Plaintiff from proceeding in this suit or
disqualify Plaintiff from receiving the injunctive relief requested herein.

40. It is unnecessary for this Court to conclude at this stage that Plaintiff will certainly prevail
on the claims. Plaintiff need only demonstrate a “substantial likelihood” of success. LaBalbo v.
Hymes, 115 N.M. 314, 317-18, 850 P.2d 1017, 1020-21 (Ct. App. 1993). Moreover, “[u]nder
some circumstances, the Tenth Circuit has recognized a relaxed ‘modified likelihood of success’
requirement.” County of Los Alamos v. United States DOE, 2006 U.S. Dist. LEXIS 27262, *22-

23 (D.N.M. Jan. 13, 2006. “If a plaintiff establishes that the latter three factors ‘tip strongly’ in

his or her favor, the likelihood of success inquiry is modified somewhat, and the plaintiff may
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establish likelihood of success by showing that questions going to the merits are so serious,
substantial, difficult, and doubtful as to make the issue ripe for litigation and deserving of more
deliberate investigation.” Valley Cmity. _Pres. Comm’n v. Mineta, 373 F.3d 1078, 1083-84 (10th
Cir. 2004) (citation and quotation omitted).

41.  Here, it is likely that Plaintiff will succeed on the merits of its Complaint. Defendant has
engaged in a concerted pattern of unlawful conduct designing to disparage, damage, and defraud
Plaintiff and its ownership rights within the Property. Despite Defendant’s best efforts, however,
such wrongful activity will not serve to work an injustice upon Plaintiff and is not a legitimate
substitute for the lawfully obtained written consent required for Defendant to succeed to an

ownership interest within the Property.

VII
REQUEST FOR RELIEF

42. Plaintiff Atlas OBO Energy LP respectfully request that this Court iﬁsue a temporary
restraining order and preliminary injunction against Defendant Centennial Resource Production,
LLC ordering Defendant to immediately cease any and all attempts at operating or otherwise
controlling the Property, as all requirements for granting such injunctive relief have been satisfied
by Plaintiff. Plaintiff further respectfully requests that the Court order Defendant to appear and
defend the claims made herein and, upon final hearing, the Court also enter an order issuing
declaratory relief against Defendant as requested herein, award all costs and expenses of this suit
to Plaintiff as provided by law, and grant Plaintiff all such other and further relief, special or

general, at law or in equity, to which Plaintiff may show itself justly entitled.
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Respectfully submitted,

/s/Joshua D. Cochran

Joshua D. Cochran

SBN: 153157
jeochran@kmd.law

Bradley A. Nevills

(pro hac vice registration forthcoming)
bnevills@kmd.law

55 Waugh Drive, Suite 150
Houston, Texas 77007

Tel: (713) 936-9620, ext. 116
Fax: (281) 206-0481
Attorneys for Plaintiff

Atlas OBO Energy LP




VERIFICATION

Under penalty of perjury, the undersigned hereby verifies that the facts and claims set forth in the
foregoing instrument are both true and correct to the best of the undersigned’s knowledge,
information, and belief based on information currently known to the undersigned.

/s/Joshua D. Cochran
Joshua D. Cochran
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|
OPERATING AGREEMENT |

THIS AGREEMENT, entered into by and between AMOCO PRODUtTION COMPANY

, hereinafter designated and
referred 1o/ as "Operator”, and the signatory party or parties other thnn Operator, sometimes hereinafter
referred to| individually herein as “Non-Qperator”, and collectively as ‘.‘Non-Operators"

WITNESSETH: !

WHEl:‘EAS. the parties lo this agreement are owners of oil and gias leases and/or oil and gas in-
terests in the land identified in Exhibit A", and the partics hereto have reached an agreement to explore
and develop these lensea and/or oil and gas Interests for the produchon of oll and gas to the extent and
as hereinafter provided: .
NOW, 'I‘HEREFORE,A it is agreed as follows: . '

ARTICLE 1.
DEFINITIONS

As us¢éd in this agreement, the following words and lerms shall thave the meanings here ascribed
to them: i ’

A. The term "oil and gas” shall mean oil, gas, casinghead gas, gas‘ condensate, and all other liquid
or gaseouy hydrocarbons and other marketable substances produced therewith, unless an mtent to
limit the ipclusiveness of this term is specifically stated.

B. Thé terms "oil and gas lease”, “lease” and “leasehold” nhall .mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

C The term "oil and gas interests” shall mean unleased: fee and mineral interests in tracts of
land lylng within the Contract Area which are owned by parlies to this agreement.

D. The term "Contract Area” shall mean all of the Jands, oil and .Eos leasehold interests and oil
and ‘gas interests intended to be developed and operaled for oil and gas purposes under this agreement.
Such lands, oi) and gas leasehold interests and oil and gas interests nrg deseribed in Exhibit "A"Y.

E. The term "drilling unit” shall mean the area fixed for the drﬂllng of one well by order ar rule
of any state ar federal body having authority. If a dnlllng unit is not fixed by any such rule or order,
a drilling [unit shall be the drilling unit as established by the pallern of drilling in the Contract Area
or as fixed by erpress agrcement of the Drilling 1?arties.

F. Thé term "“drillsite” shall mean the oll and gas lease or mwrcs'. on which a proposed well is to
be located

G. Thg terms "Drilling -Party”. and “Consenting Party” shall meér{ a party who agrees o join in
and pay i{s share of the cost ol any operation conducted under. the ’provisions of this agreement.

H. 'I‘h terms "Non-Drilling Parly" and “Non-Consenting Party"n shall mean a party who elects
not to parlmpale in a proposed operation, -

fm, :
U'.r%es' the context otherwise clearly indicates, words used in -the is‘i’ngular include the plural, the
plural_":\_nc udes the singular, and the neuter gender includes the méggullne and the feminine.
¥ ARTICLE . N
. EXMIBITS is
; .
T"' bllowing exhlbits, as indicated below and attached here!o.lage incorporated In and made n
part éw\ec |8 .

A.“%xhibit A", shall include the following information:
“{1)|Identification of lands subject to agreement,
'(2) Restrictions, if any, as to depths or formations, i ' -

3) Percentages or fractional interests of parties to this agreemen!,
t’{) 0il and gas leases and/or oil and gas interests subjcct to ﬁ;ls agreement,
5)| Addresses of parties for nolice purposes.

lva
n

i

i
{f] B. ExHibit “B", Form of Lease. i f{
m C. Exhlblt “C", Accounting Procedure. ! 2
) D. Exljibit “D", Insurance. i g
[X) E. ExHibit "E”, Gas Balanting Agrcement i !
[J F. ExHibit “F", Non-Discrimination and Certification of Non-Segrega!ed Facilities, :
X G. Exphibit "G",Tax Partnership Recognition : :
If any provisnon ol any exhibit, oxmpt Exhibit “E", is mcnnalstent with any provnsnon e jnined
Ir? the boc ’;5
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ARTICLE IIL. ;
INTERESTS OF PARTIES j

A. Oll add Gas lnler-elu: - :

If any party owns an unleased oil and gas interest in the Contract Area,
during the term of this agreement and for the purpose’s thereof that interest
shall beltreated, and the owner shall recelve royalty én production, as
prescribed in Exhibit "B" hereof, Such party shall be subject to all the

provisidns of this agreement relating to leuees to the extent that it owns
the lesspe interest.

B. Interet of Partles in Cosls and Production: . ’

Exhibjt A" lists all of the parties and their respective percentage or fractional interests under this
agreement, Unless changed by other provisions, sll costs and liabllities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Ares shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oilland gas from the Contract Area, subject to the payment o! lessor's roynltle: wiriahwitisbe
Sonrerbythe~Joint~rrcvenwt, shall- also be owned by the parties In the same manner during the term

hereof; prpvided, however, this shall not be deemed an assignment or cross-nsignment of interests cov-
ered hereby. :

1
. ARTICLE IV. : .
¢ : TITLES : .
R i -
A. Title | Examination: i
. : -
. ! . ]

Title |examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties 50 request, title examination shall be made on the-leases
and/or ofl and gas interests {ncluded, or planned to be Included, in the drilling unit sround such well.
The opinion will include the ownership of the worklng interest, mln:erals. royalty, overriding royalty

_and prodyction payments under the applicable leases. At the time a!well is proposed, each party cone

tributing Jleases and “or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish 1@ Operator all abstracts (including Federal Lease Status Réports). title opinions, title papers
and curafive meterial in its possession free of charge. Al such information not in the possession of or
made avgilable to Operator by the parties, but necessary for the exdmination of title, shall be obtained
by Operdtor. Operator shall cause title to be examined by auorneylion its staff or by outside attorneys.

Copies of all title opinions shall be furnished to each parly hereto. 'I’he cost incurred by Operator in
this title jprogram shall be borne as follows:

I
I
Cost of abstracts. fees paid outside attorneys, and costs incurred by
Operator in prqcuring curative materfals to sat1sfy requirements of the
examinipg attorney (including brokers' per diem and expenses, casts of repro-
duction|, etc.,.but excluding costs of services rendered by Operator's personnel)
shall be charged to the joint account, but no such charge shall be made for
services of Operator’s own attorneys 1n examination of title. Except as pro-
vided hereinabgve with regard to the drillsite of a pro?osed well, each party
shall He respopsible for, and shall bear the cost of, all title examinations
which may be necessary (i.e., division order and shut-in gas royzlty opinions,
etc.) in connection with any interest in the Contract Area which such party
has subjected, to this agreement. i
.
Each party shill be responaible for securing curative matter And pooling amen'timenu or agreements
required in conneclion with leases or oil and gas interests contributed by such party, The Operator shall be
responsiple for the preparation and recording of Pooling Deslgnnubn: or Declarations as well as the
conduct | of hearings before Governmental Agencies for the ucurinz of spacing or pooling orde% This
shall nol prevent any party {rom nppenring on s own behalf at Any such hearing.

e
[N

No [well shall be drilled on the Contract Area until after (1) the tltle to the drillsite or 4
has beeh examined as above provided, and (2) the title has been npprcved by the examining ati¢ry
title has been accepted by all of the parties who are (o participate in the drilling of the well. |

l

B. s of Title: : . |
]

1. {lure of Title: Should any oil and gas interest or )ene.%nr interest therein,
{allure lof title, which loss results in a reduction of interest from that shown on Exhibit
ment, nNevertheless, shall continue (n force as to all remaining oil and gas leases an d_in o
(a) The party whose oil and gas lease or Interest is affected; by the title fallufe, lhn-llbou a.lnno

the enjn loss and jt ahall not be entitled to recover from Opernlnr or ‘the other partlhm virweinpyment =
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or operat|ng costs which it may have theretofore paid, but there shall be no monetery liability on it
part to the other parties hereto for drilling, development, operaung or other similar costz by reason of
such title fmlure and

(b) There shall be no retroiictive adjustment of ekpenses incurred or revenues received from the
operation|of the interest which has been lost, but the interests af theipartics shall be revised an an acre«
age basis| as of the time it is determined finally that title failure has occurred, so that the interest of
the party|{whose lease or interest is affected by the title failure will thereaner be reduced in the Contract
Area by the amount of the interest lost; and

(c) I the proportionate interest of. the other parties hereto in any produclng well theretolore drilled
on the Cdntract Area is increased by reason of the title failure, ths party whose title has failed shall
receive thie proceeds attributable to the increase in such interests (lesa costs and burdens attributable
thereto) fintil it has been reimbursed for unrecovered costs paid by it in connection with such well;
and ’ I

(d) Should any person not a party to this agreement, who is deleijmined to be the owner of any in-
terest In [the title which has failed, pay in any manner any part of the cost of operation, development,
or equipmjent, such amount shall be paid lo the party or parties who bore the costs which are so refund-
ed: and - ;

(e) Any linbilily to account to a third party for prior prbduclioﬂ of oil and gae which arises by
reason of |title failure shall be borne by the party or parties in the same proportlons in which they shared

. in such prior production; and

(£) No charge shall be made to the joint account for legal expenses. fees or salarles, in connectlon
with the {defense of the interest claimed by any party hereto, it being the intention of the "parties
hereto that each shall defend title 1o its interest and bear all expenses in connectlon therewith,

|

2, LJss by Naon-Payment or Erroneous Payment of Amount Due: If, through mistake or owie;sight,
any rental, shut-in well payment, minimum royalty or royalty pnyn@ent, Is not paid or is erronkously
paid, and [as a result a lease or Interest thereln terminates, there shall be no monetary llability dgainst
the party iwho failed to make such payment. Unless the parly who failed to make the required paymient
secures a|new lease covering the same interest within ninely (90) dn‘ys from the discovery of the fail-

ure lo make proper payment, which acquisition will not be subject to Article VIILB,, the interests of

the partiek shall be revised on an acreage basis, effective as of the date of termination of the leise in-
volved, and the party who failed to make proper payment will no loniger be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party!who failed to make the required payment shall nol have been fully reimbursed, at the time of
the loss, ffom the proceeds of the snle of oil and gus attributable to the lost intereat, calculated on an
acreage bhsis, for the development and operating cosla therelofore pald on account of such interest, it
shall be feimbursed for unrecovered actual costs theretofore pald b'y it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the following
as is neceysary to effect reimburscment: :

(a) Rrocecds of oil and gas, less operating expenses, lheretorore accrued {o the credit of the lost
interest, on an acreage basis, u up to the amount of unrecovered costs; | '

.(b) Hroceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage bpsis, of that portion of oil and gas thereafier produced and marketed (excluding production
from any |wells thereafter dnlled) which, in the absence vf such lease tcrmlnatlon. would be attributable
to the los{ interest on an acrenge basis, up to the amount of unrecovercd costs, the proceeds of said
portion of the oll and gos to bv.' contributed by the other parties in .pmporhon to their respective in-
terests; and

(c) Any monles, up to the'amount of unrecovered costs, that may be paid by any party who is, or

becomes, the owner of the interest losi, for the privilege of parucipnung in the Contract Area or be-
coming a [parly to this agreemepl

\ .
3. Other Losses: All loases incurred, other than those set forlhi in Articles IV.B,1. and IVBZ.

above, shjll not be considered fa'lure of title but shall be joint losses nnd shall be borne by all pnrllea

in proportion to their interests. “There shall be no readjusiment of ml.(_:rests in the remalning portion of
the Conltrgct Area. ) !

e

(
ARTICLE V. ! %
OPERATOR i ¥
! L
| :
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: | ::!_.

AMOCO PRODUCTION COMPANY .

: shalll be the
Operator pf the Contract Ares, and shall conduct and direct and havé full control of all opexﬁ;ms on
the Contricl Area as permitted and required by, and within the limits of, thls agreement. 1t l con-
duct all sfich operations in a good and workmanlike manner, but it shall have no linbtbb’[ ps Ophrator
to the otl'Fzr parties for losses sustained or llahilities incurred, exceptl such as may res l‘{ Yroni' gross
negligence or willful misconduct. H ‘(_,\ 2y




s e g Bt
- ﬁﬁuUQH“M“W““NMNNNMM&NN&N&M&

-
O O3 oa b N -

.'l ' _"..,/ I l'\;,J"

© A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

i
i
'

B. Resignation or Removal of Operator and Selection of Successor:

1. Rejignation or Removal of Operator: Operator may resign at Eany time by giving written notice
thereo!l to [Non-Operators. If Operator terminales its legal exislence, no longer owns an interest in the
Contract Area, or is no longer capable of serving as Operator, It ahall: cease 1o be Operator without any
action by [Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to|carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmalive vate of two (2) or more Non-Operatars owning a 'majarily inlerest based on owner-
ship as shbwn on Exhibit “A", und not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or remuval shall not become effective until 7:00 o'clock A.M.
on the firft day of the calendar month following the expiration of ninety (80) days after the giving of
nolice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator lias been selected and assumes the duties of Operatar at an eurlner date. Operator, afier effects -
ive date of resignation or removal, shall be bound by the terms hereol as 8 Non-Operstor. A change of
a corporafe name or struclure of Operator or transfer of Operator's mterest to any slngle subsidiary,
parent or|[successor corporation shall not be the basis for removal of Operator.

2. Sdlection of Successor Operator: Upon the resignation or rembval of Operator, a8 successor Op=
erator shgll be selected by the Parties. The successor Operator shall be selected from !he parties owning
an interegt in the Contract Arca at the time such successor Operator: is selected, If “the Operator that
is removef falls to vote or votes only to succeed ilself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority |ntei'est based on ownership as shown
on Exhibit "A", and not on the number of ‘parties remalning after exeludlng the voting interest of the
Operator [that was removed. _ i
e !

i
C. Emplpyees: » ’
. v i

The humber of employces used by Offerator in conducting ope'ralions hereunder, their selection,
and the Bours of lab  and the compensation for services pcrformed..shall be determined by Operator,
and all slich. employees-shall be the- cmployces of Operatur. I

!
]
D. Drilljng Contracts: i

All_wells drilled on the Contract Area shall be drilled on a corﬂpell!ive contract basis at the usual
rates prepailing in the area. If it so desires, Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevalling rates in the area and the rate
of such 'dharges shall be agreed upon by the parties in writing betore drilling operations ate come-
menced. pnd such work shall be performed by QOperator under the same terms and conditions as are

customary and usual in the-area in contracts of independent contractors who are doing work of a sim-
ilar nature. !
H '

' ARTICLE VI,

DRILLING AND Dl:VbL()PMENT
.

A. Initihl Well: e 3
: . :
! i

On dr before the__15th day of December , 197_9_,gOperalor shall commence the drill-

ing of a|well for oil and gas at the {ullowmg location:

i
on the SE/4 of Sgction 7, Township 22 South,
Range 35 East, gep County. New MEXICO =

i
P |

and shall thereafter continue lhe drilling o( the well with due dihgcnce to

Contract Depth,’ a§ defined hereinafter in .
Article XV of this agreement, !

l

L %

unless granite or other practically impenetrable substance or condition in the hole, which q!nders

further @irilling impractical, is encountered at a lesser depth, or unles: all parties agree lo complete or

abandon| the well at a lesser depth, ; : XY

| 't
Opcrator shall make reasonable tests of all furmations encoun!'ered during drilling which give in-

dication|of containing oil and gas in quantities sulficient to test, unless this agreement shall be imited

in its applicalion to a speeific formation or formations, in which event Operator shall l;e teq d to

test only the formation or formations to whleh this agreement may apply. ! | B

If, In Operator's judgment, the well will not produce oil or gns in paying qunnutics. anﬂ il zshen
to plug |and abandon the well as a dry hole, it shall first secure the consent of all. -pa i

plug and abandon same as provided in Article V1E.1, hereof. . _ I. ‘ oo .:.

-4 Co
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B. Subsequent Operatlons:

1. Prgposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than|the well provided for in Arlicle VLA, or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing
in paying [quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other pnrlkes writlen natice of the proposed operation, specifying the work to be performed, the loca-
tion, proposed deplh, objective formation and the estirnated cost of the operation. The parties receive
ing such & notice shall have thirty (30) days after reccipt of the notice within which to notify the
parties wikhing to do the work whether they elect to participate in the cost of the proposed operation.
If a drillihg rig is on location, notlce of proposal to rework, plug back or drill deeper may be given
by telephone and the response period shall be limited to lorly-elgmé(dﬂ) hours, exclusive of Saturday,
Sunday orf legal holidays. Failure of a party receiving such nolice to feply within the period above fixed
shall constitute an election by that party not to participate In the cosfl of the proposed operation. Any
notice or response given by telephone shall be promptly confirmed in:writing.

2. Operations by Less than All Parties: It any parly receiving 'such notice as provided in Article
VI.B.1. of VLE.l. elects not to participate in the proposed opernﬁoni then, in order to be entitled to
the beneffts of this article, the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
thirty (39) days (or as promptly as possible after the expiration af {the forty-eight (48) hour period
where the drilling rig is on Jocation, as the case may be) actually commence work on the proposed
operation and complete it with due diligence, Operator shall per!orrh all work for the account ot the
Consenting Parties; provided, howéver, it no drilling rig or other equipment is on location, and it Op-
erator is|a Non-Counsenting Party, the Consenting Parties shall either: (a) request Operalor to perform
the work| required by such propused operation for the account of the Consenting Parties, or (b) desig-
nate one| (1) of the Cansenting Parlies as Operator |9 perform such work. Consenting Partles, when

conducligg operations on the Contract Arca pursuant o this Article VI B.2,, shall comply with all terms
and conditions of this agreement. 2

1 . .

If 1¢ss than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notice period, shall advise Lhe Consenting Parties of (a) the total interest
of the pjprties approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties shopld procveed with the operation as proposed, Each Consenting Party, within forty-cight (48)
hours (g¢xclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
proposing party of its desire to (a) limlt participation to such party’s interest as shown on Exhibit "A”,
or (b)* ¢arry its proportionate part of Non-Consenting Parties' intérest. The proposing parly, at its
election,| may withdraw such proposal if there is insuflicient parhcipanon. and shall promptly notify
all partles or such decision. .

The| entire cost and risk of conducting such operations shall be. borne by the Consenting Partles in
the proportions they have elected tn bear same under the terms of l}xe preceding paragraph. Consenting
Parties [shall keep the leaschold estates involved in such operations free and clear of all liens and
encumbfances of every kind created by or arising lrom the operauons of the Consenting Parties, If such
an operption results in a dry haole, the Consenting Parhcs shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworkqd deepened or plugged back under the provisions
of this Article results in a producer of oil and/or gas in paying qux‘antitles. the Consenting Parties shall
complete and equip the well to produce at their sole cost and nuk‘ and the well shall then be turned
over lo%Operalor and shall be operated by it at the expense and-for the account of the Consenting Parties.
Upon cpmmencement of operations for the drilling, rep:orkmg, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall b deerned to have relinquished ta Consentmg }'umes, and thc Consenting Parties shall own and
be entltled to receive, in proportion to their resptctwc interesls, all of such Non-Consenting Party's
interest in the well and share of production therefrom until the proceedl of the sule ol such share,
calculaled st the well, or market value thereof if sucl. share is not sold (after deducting production
taxes, foyalty, overriding royalty and other interusts existing on lh'e effective date hereof, payable out of
or megsured by the production from such well accruing with respecl to such interest until it sjverts)
shall equnl the total of the following: l\

. i o>
(a) 100% of each such Non-Consenting Parly's share of the)cost of any newly acquired. 'y!ace
equiprient beyond the wellhead connections (including, but not Jimited to, stock tanks, se
treaters, pumping equipment and piping), plus 100% of each such Non-Consenting Party's shat
cost of operation of the well commencing with first preduction and continuing until each su
Consenling Party's rehnqumhed interest shall revert to it uader other pravisions of this Articln.' i
agreed that each Non-Consenting Parly’s share of such costs and ehulpmenl will be tha w¢ M gy
A

would have been chargeable Lo each Non-Consemmg I‘arty had ! pnrllclpnled in the
ginning of the operation; and

[T

"iselentina

(b) 300 % of that portion of the costs and expenses of dnmng reworking, deepf,mpx.,px pf (Mu]

back, [testing and completing, afler deducting any cash contributions recelved under mmmu.gum-_.
i
-5 '
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300 % of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated| therein.

as production attributable to any Non - Consenting Party’s relinquished interest upon such Party's

electign, shall be sold to its purchaser, if available, under the terms of its existing gas sales con- .

tract. | Such Non - Consenting Party shall direct its purchaser {6 remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinquished interest, If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion :t provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party's share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Caonsenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all prgduction, severance, gathering and other taxes, and all royalty, overriding royalty and other

itted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
equipment shall remain unchangcd; and upon abandonment of a well after such reworking,

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting thc operations {ur the Cunsenting Parties shall furnish each Non-Consenting Party with an in-
ventory "of the equipment in and connected to the well, and an llemlzed statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its aption,
the opetating party, in licu of an itemized statement of such costs of operation, may subrit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimburfed as provided above, the Party conducting the operalions for the Consenting Parties shall furn-
ish the |[Non-Consenting Parties ‘with an itemized statement of all costs and liabilities incurred in the
operatioh of the well, together with a statement of the quantity of oil and gas produced (rom it and the
amount pf proceeds realized from the sale of the well's working interest production during the preceding
In determining the quantity ol oil and gas produced during any month, Consenting Parties
industry accepled methods such as, but not limited to, metering or periodic well tests. Any
calized from the sale or other dispositiun of equipment newly acquired in connection with any

and if there is a credit balance, it shall e paid to such Non-Consedting party.

If and when the Consenting Parlies recover {rom a Non- Con:senting Party’s relinquished interest
the amoynts provided for above, the relinquished interests of such’ Non-Consenting Party shall auto-
matically| revert to it, and, from and after such reversion, such Non: Consentmg Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as buch Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugging back of said well. Thereafter, su:.h Non-Consenting Party shall be
charged with and shall pay its proportiunate part of the further cnsts of the operation of said well in
accordande with the terms of this agreement and the Accounung Procedure. attached hereto.

Notwithstanding the provisions of this Article VI.B.2, it is ugfeed that without the mutual consent

of all parties, no wells shall be completed in or produced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of Lhis Article shall have no application whatsoever to the drilling of the(-mmal
well described in Article VLA, except (a) when Option 2, Article VILD.1, has been selected :‘;o: (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thereaftgg,shall
prove 1o He a dry hole or non-commercial well, alter having been drilled to the depth specified i /&nicle
VIA. i

C. Right [to Take Production in Kind:

Each party shall have the right to take in kind or separately dispose of its propo{‘
all oil and gas produced from the Coniract Area, exclusive of production which may ‘no us
velopment | and producing operations and in preparing and treating oil for mnrkc[

production| unavoidably lost. Any extra expenditure incurred In the taking in kind |or.. sapual.a dmpo-

sition by any party of its proportionate share of the production shall be borne by Lsucti_party - Any..
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1 party taking its share of production in kind shall be required to pay for only its proportionate share
2 of such part pf Operator's surface facilities which il uses. The provision for taking production
in kind is recognized as each partner's right to determine the market {or a propore
tionate shire of the sales. lincome from such fiarkets shall be recognized by the
3 partnership and allocated respectively to the partner who designated the market,
4 Each parly shall execule such division orders and contracts as may be necessary for the sale of its
§ interest in production from the Contract Arca, and, excepl as provided in Article VILB., shall be entitled
6 1o receive payment direct from the purchaser thereof for its share of all%producllon.
7 i
8 In the event any parly shall fuil to make the arrangements necessary; to take in kind or separately
9  dispose of its|proportionate share of the oil und gas produced fram the Con:\racl Area, Operator shall have
10 the right, subject to the revacation at will by the party owning it, but not the obligation, to purchase such
11 oil and gas gr sell it to athers at any time and from time to time, for ihe account of the non-taking
12 party at the{best price obtainable in the area for such production, Anyi such purchase or sale by Op-
13 erator shall pe subject always to the right of the owner of the production to exercise at any tlime its
14 right to take| in kind, or separately dispose of, its share of all oil and gafs not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other party's sharefof oil and gas shall be anly for
16  such reasonable periods of time as are consistent with the minimum needs of the industry under the
17 particular cifcumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
18  [foregoing, Operator shall not make a sale, including one into interstate ‘commerce, of any other party's
18  share of gas| production without first giving such othier party thirty (30) days notice of such intended
120 sale. - , : ,
»E] . ] “
¢ 2 In the dvent one or more parties' separate dispositian of its share ot‘f the gas causes split-stream de-

liveries to separate pipelines and ‘or deliveries which on a day-to-day basis for any reason are not
exactly equial to a party’s respective proportionate share of total gnsfsales to be allocated to it, the

by balancing of accounting between the respective accounts of the partiefs shall be in accordance with
126 any Gas Balancing Agreement beiween the partics hercto, whether such Agreefnent is attached as
')27 Exhibit "E") or is a separate Agreement. : LA
:'29 D. Access jto Contract Area and Information: ’
30 _ , ;
:; . Each party shall have access to the Contract Ares st all relsonnb'lo;;tiﬂnl. at its sole risk to
, o nspect or pbserve operations, and shall have access at reasonable times to {nformatfon pertaining
E k] to the devellopment ar operation thereof, including Operator’s books and records relating thereto.-
34 Operator, upon request, shall fumish each of the other parties with copies of all forms or reports
as filed with governmental agencies, dafly drilling reports, we)l logs, digitally recorded and com-
' posited merged library tapes, tank tables daily gauge and run tickets and reports of stock on hand
36 at the first of each month, and shal) wake available samples of any cores or cuttings taken from any
37 well drilled on the Contract Area. The cost of gathering and furmnishing information to Hon-Operator,
38 other than ithat specified above, shall be charged to the Non-Operator that requests the infarmation.
AT ; .
T 40 ‘ ;
"41 E. Abanddnment of Wells: T N
y2 . : i v
M43 1. Abdndonment of Drv_Holes: Except for any well drilled purstant to Article VLB.2., any well
' 44  which has |been drilled under the terms of this agreement and is propdsed to be completed as a dry hole
1,35  shall not e plugged and abandoned without the consent of all parties. Should Operator, afier diligent
#46 effort, be ynable to contact any party, or should any party fail to reply within forty-eight (48) hours
47  (exclusive pf Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
Y48 abandon sych well, such parly shall be deemed to have consented to the proposed abandonment. All
"'49  such wells{shall be plugged and abandoned in accordance with npplicé&ble regulations and at the cost,
€€60 risk and e)dpense of the parties who participated in the cost of drilling of such well. Any party who ob-
4 51 jects to thg plugging and abandoninyg such well shall have the right to; take ovepnathe well and conduct
€52 further opprations in search of oil and/or gas subject ta the provisions of Article VLB. '
if 53 ' ~3 R
f’sq 2. donment of Wells that_have Produced: Except for any we:ll which has been drilled or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
§6 - bursed as therecin provided, any well which has been completed as u ﬁroducer shall not be plugged and
57 abandoned without the consent of all partivs. If all parties consent lo: such abandonment, the well shall
58  be pluggel and abandoned in accordance with applicable regulations hnd at the cost, risk and éxpense
59 of all the|parties hereto. 1f, within thirty (30) days after recelpt of notice of the proposed abandonment
60 of such well, all parties do not agree to the abandonment of any well,! those wishing to continuédg.g op-
61 eration shpll tender to each of the other parties ils proportionate share of the value of the well's sfglvable
62 material gnd equipment, determined in accordance with the provisions éf Exhibit “C", less the esg:iximuled
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning pnrg?'.-ishnll
64 assign to [the non-abandoning parties, without warranty, express or implied, as 1o title or sbj"('r_iﬁua_::r!lity.
65 quality, of fitness for use of the equipment and 1naterinl, all of its intérest in the well nqd..rdlul.e,ll equip-
68 ment, togphther with its interest in 1he leaschold estate us to, but only afs 10, the interval ox_:;in\_:ervznls _pl the
67  formation| or formations then open tu production. If the interest of the abandoning parli_l's or.includes
68  an oil and gas interest, such party shall execute and deliver to the non-abandoning patiy.wr=parties Aan_
69 oil and ghs Jease, limited to the interval or intervals of the formation pr'rormalions then open to produc- '
%0 tion, for d term ol une year and 5o long thereafter as oil and/or gas is pr;oduced from the.interval or inter= _,

.
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vals of the f tion or formations covered thereby, such lease to be on the form attached as Exhibit
“B*, The assi ents or leases so limiisd shall encompass the “drilling unit” upon which the well is
Jocated. The payrbents by, and the assignments or leases to,. the assignees shall be in a ratic based upon
the relationship of thair respective percentages of participation:in the c«:nmc‘t Area to the aggregrte of
the percenta of participation in the Contract Area of all assigness. 'l'hérc shall be no readjusiment
of interest in the remalning porilon of the Contract Area.

Thereafter) abandoning parties shall have no further respansibility, lhblmy. or interest in the op-
eration o! or groduction from the well In the interval or intervals then oben other than the royalties
10 retained in any lease rhade under the terms of this Article. Upon request, :Openwr shall continue to
11  operate the assigned well for the account of the non-abandoning parties at ithe rates and charges con-
12 templated by agreement, plus any additional cost and charges which' may arise u the result of
13 the separate ownership of the nun;ned well. )

R LES K

" ?

18- N ARTICLE VII.

18 . EXPENDITURES AND LIABILITY OF rum!:s

17 i

18 A. Liability of Partlos: :

10 i

0 The 11|b111t1es of the parties shall be several, not.Joint or collective.
31 The prior sentence notwithstanding, Operator shall be 1{able for all debts

322 1{ncurred in developing and operating the Contract Area; provided that, 1f

23 (perator. satisfies an {ndebtedness, 1t shall be ent1t1ed to a contribution

2¢ from each Non-Operator {n proportion to such Non-Operator s {nterest, determined
35 in accordapce with other provisions of this agreement, 1n the action giving

235 rise to.the indebtedness.

21 B. Liensand Payment Defaults:

share of expense, together with interest thereon st the rate pravided in ihe Accounllnz
32  Procedure atfached hereto as Exhibit "C". To the extent that Operator h‘n » security interest under the
33 Uniform Commercisl Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of a secured [party under the Code. The bringing of a suit and the obtaining of judgment by Operator
35 for the secuted indebtedness shall not be deemed an election of remedies or otherwise affect the lien
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of fis share of expense, Operator shall have the right, without prejudice to
38 other rights jor remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator's
39 share of ofl snd/or gas unti] the smount owed by such Non-Operator, p:lul interest has been paid. Each
€0 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-
41 fault. Operdtor grants a like lien and security interest to the Non-Opei_'uor: 1o secure payment of Op-
42 _erator's propartionate share of expense. i
43 A : i .

«" It any party fails or s unable to pay its share of expense within sixty (60) days after rendition of
45 statement|therefor by Operstor, the non-defaulting parties, including Operator, shall, upon request by
48 Operatan, pay the unpsid amount in the proportion that the {nterest of each such party bears to the in-
47  terest of slljsuch parties. Each patty so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thgreof, be subrogated to the security rights described in the lorexo!nz parsgraph.

1

80. €. Payments and Accounting: ’ /

82 Excent|as herein otherwise specifically provided, Operator shall pror'nplly pay and discharge expenses
83 iIncurred in the development and operalion of the Contract Aren pursuant to this agreement and shall
84 charge €ach of the parties hereto with thelr respective proportionale shnres upon the expense basis pro-
85 vided In the Accounting Procedure alfached hereto as Exhibit “C". Operltor shall keep an sccurate

58 record.ol the joint sccount hereunder, showing expenses incurted and charges and credits made and
57 received. ' s ! ?
| (]

’ 1
1] Operalor, at Its election, shall have the right from time to (lrne to demand and receive frtrm the

60 other parties payment In advance of their sespeclive shares of the esllmned amount of the expg\me to
61 be Incurred In operations hereunder during the next succeeding month, which right may be exerm?}d only
62 by submifsion 1o ench such parly of an Hemlzed statement of such bsllmnted expense, loget| ‘with
83 an Invoice for itz share thereof. Each such stalement and {nvoice (or the payment in advancej £ esti-
64 mated expense shall be submlitted on or before the 20th day of the n:xl preceding mont ﬂi 'blﬂv
65 shall pay|to Operator Its proporiionate shate of such estimate within fifteen (18) dayfs “ i‘( !

66 timate and involce s recelved. If any party falls to pay its share of #ald estimate with{g\s mg,
67 amount due shall bear interest ax provided in Exhibit “C" until pdd Proper sdju LY

88 made monthly between advances and sctual expense to the end lh.t'nch party shall Xor % _
80 proportiohate share of actus! expenses incurred, and no more. i B evra s mron o) I
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D. Limitation of Expendltures: :

1. QJ il_or_Deepen: Without the consent of all partles, no well shall be drilled or deepened, ex-
cept any Wwell drilled or deepened pursuant lo the provisions of Arhcle V1.B.2. of this Agreement, it being
understoofl that the consent to the drilling or deepening shall include:

0 OglioL No. 1: All necessary expenditures for the drilling or deepening, testing, completing and
equipping| of the well, including necessary tankage and or surface facilities,
[@ Option No. 2: All necessary expenditures for the drilling or deepemng and testing of the well. When
such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving [such notice shall have forty-eight (48) hours (exclusive ol; Saturday, Sunday and legal holi-
days) in which to elect to participate in the setling of casing and the completion attemptl. Such election,
when madle, shall include consent to all necessary expenditures for lhe: completing and equipping of such
well, Including necessary tankage and/or surface facilities. Fallure ¢::f any party recelving such notice
ta reply jwilhin the period above fixed shall constitute an election by that party not to participate in
the cost 9f the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
to attempl a completion, the provisions af Article VLB.2. hereof (the :phrase “reworking, deepening or
plugging [back™ as contained in Article VLB.2. shull be deemed lo include “completing”) shall apply to
the operauons thereafter conducted by Iess than all parties. i
2. nework or Plug Back: Wiihout the consent ol all parties, no well shall be reworked or plugged
back excgpt a we]} reworked or plugged back pursuant to the prowslons of Article VI.B.2. of thils agree-
ment, it being undgrstood that the consent lo the reworking or plugglng back of a well shall include
consent tp all necpssary expenditures in conducting such operations iand completing and equipping of
said well. includiug necessary tankage andsor surface facilities,

3. Other Op_erauuns Operator shall not undertiake any single projécl reasonably es{imated o requlre
an expenjlture in excess of Twenty Five Thousand ! Dollars ($ ég‘ a

except in connection with a well, the drilling. reworking, deepeuning, lt:ompleung. -recompleting, or plug-
ging back of which has been previously aulhorized by or pursuant fto this agreement; provided, how-
ever, tha}, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Qperator may take such steps and incur such expenses as in tils opinion are required to deal with
the emergency to safeguard life and property bul ‘Operator, as promplly as possible, shall report the emer-
gency td the other parties. If Operator prepares “Authority for Expenditures” for its own use,

Operator] upon request, shall furnish cepies of its "Authority for Expenditures” for any single. project
costing in excess of Twenty Five Thousand 1 . Dollars ($ 2530bh B“O

E. Royjlties, Overriding no_\-allics and Other Paymenis:

Eachl party shall pay or deliver, or cause to be paid or dehvered all royalties to the extent of

the_usual 1I8th royalty due on its share of production and shall hold the other parties free

from an} Ilablhlx,therel‘or. If the interest of any party in any oil and gas lease covered by this agree-

ment is Eubjecl lg; any toyalty, overriding royalty, production payment, or other charge over and above

the afore¢said royally, such parly shall assume and alone bear all such obligations and shall account
for or cguse to bt;*.:nccnunlcd for, such interest to the owners lhereol;.
» N i

No parly shall ever be responsible, on any price basis higher ;hain the price received by such party,

to any olher parly's lessor or royally owner; and il any such other party’'s lessor or royalty owner should

demand |and receive settlements on a higher price basis, the party contributing such lease shall bear the

royalty burden insofar as such higher price is concerned,

RY1
F. Renfals, Shul-ln Well Payments and Minlmum Royaltles:

Ren)als, shul,-m well payments and minimum royaliics which may be required under the terms of
any leasp shall be paid by the patty or parties who subjected such ledse to this agreement at its or their
cxpense{: In the event two or more parties own and have conlrlhul;-d interests in the same lease to this
agreement, such parties may designate one of such parties to make s;aid payments for and on behalf of all
such paglies. Any pally may request, and shall be eniitled 1o receive, proper evidence of all such pay-
ments, In the event of failure to make proper payment of any rental, shut-in well payment or minitnum
royally through mistake or oversight where such payment is requi'red to continuc the lease in force,

any lossl which results from such non-payment shall be borne in m.cordnnce with the provlsmns of Article
1V.B.2. i

i >
Opdrator shall notify Non-Operator of the anticipaled completion of a shut-in gas v'vb‘ll"o'r the shut-
ting in or return to production of a producing gas well, at least hve'(b) days (excluding’ Saturday, Sun-
day and holidays), or at the earliest opportunily permitted by circumslnnces. prior to taking such action, _
but assumes no liability for failure to do so, In the event of laﬂure by Operator to so nolily Non-

- Operataf, the loss of any lease contributed hereto by Non-Operator for fallure to mnkg_lim_ely payments_
i
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of any shut-jn well pnyment shall be borne jointly by the parties hereto under the provisions of Article
IV.B3., : ' .
G. Taxes: )
]

Beglnnitlg with the first calendar year after the effective date hereo!l. Operator shall render for ad
valorem taxition all property subject to this agreement which by lnv} should be rendered for such
taxes, and if shall pay all such taxes assessed thereon before they bccome delinquent. Prior to the ren-
dition date, jeach Non-Operator shall furnish Operator information as toiburdens (to include, but not be
limited to, rdyalties, overriding royalties and production payments) on leaqcl and oll and gas interests con-
tributed by uch Non-Operator. If the assessed valuation of any leasehold estate is reduced by resson of fts
being subjec} to outstanding excess royaltles, overriding royalties or prodl.jicliun payments, the reduction in
ad valorem faxes resulting therefrom shall inure 1o the benelit of the owner or owners of such leasehold
estate, and OQperator shall adjust the charge to such owner or owners so'as to reflect the benefit of such

reduction, QOperator shall bill other parties for their proportionate share o( all tax payments in the man-
ner provided In Exhibit "C".

P
It Opergtor considers any tax ussessment improper, Operator may, at its discretion, protest within
the time anfl manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agreg to absndon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pay, under protest, sll fsuch taxes and any interest and
penalty. When uny such protested assessment shall have been finally idetermined, Operator shall pay
the tax for {he joint account, together with any interest and penalty accrﬁed. and the total cost shall then
be asscssed jgainst the parties, and be paid by them, as provided in Exhibit "C".
w :
Each party shall pay or cause ta be prid all production, severance,: gathering and other taxes im-
posed upon [or with respect to the production or handling of such party's share of oil and/or gas pro-
duced undef the terms of this agreement,

H. Insurarce: : l

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensatibn Law of the State where the operations are being conductfed: provided, however, that Op-
erator may|be a self-lnsurer for llability under said compensation lawa in which event the only charge
that shall e made to the joint account shall be an amount equivalent '.q' the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide Insurance for the
benefit of {he joint account of the parlies as outlined in Exhibit “D", attached to and made a part hernof.
Opeurator sv[all require all contractors engaged in work on or for the Cbntract Area to comply with the

Workmen's| Comnpensation Law of the State where the operutions are belng conducted and 1o maintain
such other |insurance as Operator may require,

receives thie approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's lully owned automotive equipmenl.

In the\rvenl Aulomobile Public Liability Insurance is specified in smd Exhibijt D", or subsequently

¢ ARTICLE VIIL
ACQUISITIO«N MAINTENANCE OR TRANSFER OI-‘ INTEREST
X

A. Surrepder of Leoses: . :

The lpases covered by this.agrecement, insofar as they embrace a:;renge in the Contract Area, shall
not be surrendered in whole or,‘lr. part unless all parties consent thereto
l

HowevVer, should any party ¢esu‘e to surrender its interest in any lease or in any portion thereof, and
other partfes do not agree or consent thereto, the party desiring to surrénder shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
equipmeny which may be located thereon and any rights in production: thereafter secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing ‘parly shall execute and deliver to the party or parties .not desmng to surrender an oil and gas
lease covdring such oil and gas interest for a term of one year and so, long thereafter as oil and/or gas
is producgd from the land covered thereby, such lease to be on the lorm attached hereto as Exhibit “B".
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing,
but not theretofore acerued, with respect to the acreage assigned and ;lhe operation of any well thereon,
and the gssigning party -shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royalties retained in any leuse made under the terma of this Article. The parties
assignee phall pay to the party assignor the reasonable salvage value!of the latter's interest in any wells
ond equipment on the assigned acrenge. The value of all material shall be determined in accordance
with the |provisions of Exhibit “C", less the estimated cost of salvaging and the estimated cost of plug-
ging and| abandoning. If .the assignment is in fuvor of more than on‘e party, the assigned interest shall

!
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i
be shared by the parlies assignee in the proportions that the interest of }each bears to the interest of all
parties assighee. |

Any assignment or surrender made under this provision shall not relluce or change the assignor's or
surrendering parties’ interest, as it was immediately before the nus!gnment in the balance of the Contract
Area; and the acreage nssigned or surrendered, and subsequent operntmns thereon, shall not thereafter
be subject to the terms and provisions of thls agreement,

B. Renewal or Extension of Leases: !

Il any party secures a renewal of any ofl and gas lease subject to this Agreement, all other partfes
shall be ndtified promptly, and shall huve the right for a period of t):ﬂrly (30) days following receipt
of such nofice in which to elect to participate in the owuership of thé renewal lease, insofar as such
lease affecis. lands within the Contract Area, by paying 1o the party who scquired it their several proper
proportiongte shares of the acquisition cost aliocated to that part of such lease within the Contract Area,
which shall be in proportion to the interests held at that time by the parties in the Contract Area,

If some, but less than all, of the parties elect to participate in the: purch;se of a renewal lease, it
shall be owned by the parties who elect to parlicipate therein, in a ratio based upon the relationship ot
their respgctive percentage of participation in the Contract Area to the aggregate of the percentages
of participption in the Contract Area of all parties participating in lhej: purchase of such renewal lease,
Any rene al lease in which less than all parties elect to participate shall not be subject to thls agreement.

Each parly who participates in the purchnse of a renewal lease shall be given an assignment of its
proportionpte Interest therein by the ncvqmrm& party.,

The provisions of this Article shall apply to rencwal leases whether they are for the entire interest
cavered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal ‘lease
taken before the expiiution of ils predecessor lease, or taken or coniracted for within six (6) months after
the expirdtion of the existing lease shall be subject to this provision; but any lease taken or -contracted
for more [than six (6) months ufter the expiration of on existing lease shall not be deemed a renewal
lease and|shall not be subject to the provisions of this agreement. '

i

The provisions in this Article shall apply also and in like manner ta extensions of oil and gas
leases. ’ ) :

C. Acrepge or Cash Contributions: : . .l

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a wel] or any other operalion on the Contract Area, such contribition shall he paid to the party who
conducted the drilling or other operation ana shall be applled by it against the cost of such drilling or
other oppration. If the contribution be in (b form of acreage, the purly to whom the contribution is
made shpall promptly tender an assignmentof the acreage, without ‘wnrranty of title, to the Drilling
Parties in the proportions said Drilling Partles shared Lhe cost of drilling the well.. If all parties hereto
are Drillirng Parties and accept such !endel- such acreage shall becorne a part of the Contract Area and
be governed by the pravisions of this agroement. If less than all pa[rucs hereto are Drilling Parties and
accept such tender, such ucreuge shall nohbccome a part of the Contraet Area. Each party shall prompt-

ly notify sll other parties of all acreage or money contributions it may obtain in support of any well or
any other operalion on the Controct Area.

If dny parly contracts for any consldcrulion relating to dlspoallinn of such party's share of substances

producdd hereunder, such consideration shall not be deemed a conlribuuon as contemplated in this '
Article VIIL.C, 1

P

D. Subsequently Created Interest:

Nntwnhslanding the provisions. of Article VIILE. and VIIL.G,, l! any party hereto shall, suhbcquenl
to exegution of this agreement, create an overriding royalty, produclion payment, or net proceed‘s lnler-
est, which such interests are hereinafter referred to as “subseqguently, created interest”, such subssuuently

created interest shall be specilically made subject to all of the termis and provisions of this agree;l:em, as
follows: § 15

e * |

. L{ If non-consent operations are conducted pursuant to -any provlsion of this agreement,' the
party [conducting such operations becomes entitled to receive the production attributab 1.‘hg ihterest
out of| which the subsequently created interest Is derived, such pany shall receive samﬁ 1#14 plear
of such subsequently created interest. The party creating same lhall bear and pay all 5 d.-ulpqqently

. created interests and shall indemnify and hold the other parties hereto free and hnnnles:xirom M'ﬁnd

all ligbility resulling therefrom. i ‘r.‘.:-..u. Tk i

-11 -




ik

o G D)LY L G W WA AR RRMANDMNNDRW MR e e e ba e el e e
- - F R - A A AR R R A A A R A R R - - R R SRR R R T

-3 e R

y - B

_AAP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1577

2. If the owner of the interest from which the subsequently cren;_led interest Is derived (1) falls to
pay, when|due, its share of expenses chargeable hereunder, or (2) eleets to abandon a well under pro.
visions of (Article VI.E, hereof, pr.(a) elects to aurrender a lease under provisions of Article VIILA.
hereaf, the subsequently created interest shall be chargeable with thé pro rata portion of all expenses
hereunder|in the same manner as if such interest were .a working inlerest, For purposes of collecting
such chargeable expenses, the party or partles who receive asslgnmehts as a result of (2) or (3) above
shall have the right to enfarce all provisions of Article VIILB, hercol_azamst such subsequently created
interest. :

E. Maintknance of Uniform Interest: .

For the purpose of maintaining uniformity of ownership in lhei oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provislom: to the contrary, no party shall
sell, encumnber, transfer or make other disposition of its interest in th;e leases embraced within the Con-
tract - Ares and in wells, equipment and production unless such disposition covers either:

1 iht entire interest of the party in all leases and equipment nndf production; or
2. an| equal undivlded inlerest in nll leases and equipment and fproduction ln the Contract Area,

Every| such sale, encumbrance, transfer or other dispositlon made' by any party shall be made ex-
pressly subject to this sgreement, and shall be made without prejudu:e to the right of the other parties,

11, at @ny time the interest of any party is divided among and ow'ned by four or more co-owners,
Operator, @t its discretion, may require such co-owners to appoint aisingle trustee or agent with full
authority fo receive notices, approve ‘expenditures, receive billings for!and approve and pay such party's
share of the joint expenses, and to deal generally with, dnd with power to bind, the co-owners of such
party's Interests within the scope of the operutions emrﬁraeed in thm agreement; however, all such
co-owners| shall have the right to enter into and exccute ‘all conlracls.or agreements for the disposition
of their rdspective shaves of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds herecof.

F. Waiver of Right to Partition: :
i

It permitted by the laws of the state or'states in which the property covered hereby is located, each
party her¢to owning an undivided interest in the Contract Area waives any and all rights it may have
to partition and have set aside lo it in severalty its undivided lnleresl therein,

G. Assi nability: .

No party may assign its rights hereunder, or any fbortion thereof, without
the written consent of the other parties; provided, however, such consent
shall not be necessary in those cases where any partyi wishes to mortgage
ita intenests, or to dispose of its interests by merger, reorganization,
consolidation, or sale of all or substantially all of itsiasaets to a subsidiary
or parent company or to a subsidiary of a parent company, or to any company
in whicH one party owns a majority of the a‘ibck. i

. t
3y ;
“w
R !
e |
l
ARTICLE iX. .
INTERNAL REVENUE CCDE ELECTION
i
|

The parties hereto recognize that this agreement creates a partner-
ship for [tax purposes. Such parties' election to be classified as a partner-
ahip for{tax purposes is more fully set out in Exhibit "G" ("Tax Partner~
aship Recdognition') attached hereto, and reference is h‘ereby made to

sai¢ Zxhibit G for all purposes of this Operating Agreement.

-12-
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2 !
3 f
4 ;
8 i
[} ;
7 .’
8 :'
-9 ' j
10 ARTICLE X. X
11 CLAIMS AND LAWSUITS
12 :
13 Operatof may settle any single damage cliim or suit arlllna from opeutlons hereunder if the ex-
14 penditure dcts not exceed Five Thousand Dollars
13 (SM 0 ) and i{f the payment is in complete settlement of such claim or suit. If the amount
16 req\:ured for] settlement exceeds the above amount, the parties hereto shall assume and take over the
17  further hanfiling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 pense of handling, settling, or otherwise discharging such elaim or siit shall be at the joint expense
19 of the partigs. I{ a claim is made against any party or i any party is'sued on account of any matter
20 arising fron) operations hereunder over which such individual has no control because of the rights given
21  Operator by this agreement, the party shall immediately nolily Opern(or. and the claim or suit shall
22  Dbe treated as any other claim or suit involving operations hereunder. :
23 ' '
24 ARTICLE XI. ) :
25 FORCE MAJEURE
28 -
27 If any [perty is rendered unable, wholly or in part, by {arce mnjehre to carry out its obligations
28 under this pgreement, other than the obligation to make money payments, that party shall give to all
29  other parties prompt ‘‘ritten nolice of the force majeure with reasonal\ly tull particulars concerning it;
30 thereupon, [the obligations of the parly giving the notice, so far as they are affected by the force mafjeure,
31  shall be subpended during, but no Jonger than, the continuance of the force majeure. The affected party
32 shall use gll rensonable diligence to remove the force majeure silunllon as quickly as practicable,
33 »
34 The r(qulrcmenl. that any force majeure shall be remedied with all reasonable dispatch shall not
35 require thg sctilement of strikes, lockouts, or other labor difficully by the party involved, contrary to its
36 wishes; how all such difficulties shall be handled shall be entirely wl'thln the discretion of the party
37  concerned, ' ; ’
@ | -
30 The térm “force majeure”, as here employed, shall mean an act 'of God, strike, lockout, or other
40 induslrial |disturbance, act of the public enemy, war, blockade, puhllc riot, lightning, fire, storm, flood,
41 explasion,| governinental action, governmental delay, restraint or inachon. unavailabillty of equipment,
42 ‘“d. any gther cause, whether of the kind specifically enumerated above or otherwise, which is not
.43  reasonably within the control’ of the party claiming suspension, ::‘
‘4 . ’)
43 * E . ARTICLE XIIL. W
48 3 . . NOTICES ci
47 A ’ ek
48 “All gotices authorized or required between the partles, and required by any of the provisions of
40 thia -agre‘emen! unless ‘otherwise specifically provided, shall be gwfn in writing by United States mail
50 or WesleLn Union telegram, postnge or charges prepaid, or by telet lpe. and addressed to the party to
whom the notice is given at the sddresses listed on Exhibit “A", The ariginating notice given under any
52 proyision| hereof shall be deemed given only when received by the party to whum such notice is directed,
53  and lhe fime for such party to give any nolice in respunse thereto iljull run from the dute the originat-
54 ing.notice is received. The second or any responsive notice shall bg deemed given when deposited in
88 the(United States mall or with the Western Union Telegraph Compapy. with postage or charges prepald,
56 or when|sent by teletype, Each party shall have the right to changp its address st any time, and from
87 time to time, by giving wrillen notice hereof to all other partles. | g
58 ! ",
59 ARTICLE XIII, ' i
60 ' TERM OF AGREEMENT | Ly
a1 i
02 This agreement shall remain in full force and effect as to the ofl and gas leases and/or oil ang s in-
63 terc:is gubjected hereto for the period of time selected below; provided, however, no party he shall
64 ever be|construed- as having any right, title or interest In or to any lease, or oil and gos- mﬁ&,‘ can-
85 tributed by any other party beyond the term of this ngreemem. ' ( i‘ [ ) )
68 i
67 . [J Opfion No. 1: So long as any of the oil and gas leases subject to 'this agreement remqln"a nr«v con-
68. -tinued in force as to any pnrl of the Contract Area, whether by productlon, extension, res
80  wise, snd/or so long as oil and/or gus production continues from nny lease or oll an khg interest. J
70 | |araer Bretaptuts 3 'c--w--lu [

. . 1
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{5 Option No. 2: In the event the well described in Article VI.A, or any lubse.quent well drilled
under any prpvision of this agreement, results in production of all and/or gas in paying quantities, this
agreement shall continue in force 5o Jong as any such well or wells prodt;xce. or are capable of produc-
tion, and for| an additional period of__90 _ days from cessation of all production; provided, however,
if, prior to the expiration of such additional period, one or more of the,parties hereto are engaged in
drilling or refworking a well or wells hereunder, this agreement shall continue in force until such op-
erations haved been completed and if production results therefrom, this:agreement shall continue in
force as provided herein. In the event the well deseribed in Article Vi.A., or any subsequent well
drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing ofl
and or gas {rom the Contract Area, this sgreement shall terminate unless drilling or reworking opera~
tions are commenced within__2Y ___ days from the date of abandonment Eol said well.

1t is agreed, however, that the termination of this agreement shall not relieve any party hereto from
any liability iwhich has accrued or attached prior to the date of such térnﬁnltion.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders: :
This agieement shall be subject to the conservation laws of the state in which the committed
acreage is lgcated, g'o the walid rules, regulations, and orders of any duly constituted regulatory body of

said state; and 1o all other applicable federal, state, and local laws, ordinances, rules,” regulations, and
orders. ) : : -

B. Govermning Llw.; . ) .

The essential ﬁlidiry of this agreement and all matiers pertaining fthereto, including, but not lim-
ited to, matfers of pe ‘ormance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation | or construction, shall be governed and determined by the: law of the state in which the
Contract Ar Fa is Jocated. 1f the Contract Area is in twa or more states, the law of the state where most
of the land (in the Contract Area is located shall govern. ) '

ARTICLE XV. j
OTHER PROVISIONS -

A, ermination Under Section 708(b){1)(B):

In connection with Article VIII(G) ("A ssignabilif:y") of this Operating
Agreement, the parties agree that if any one of them makes a sale or
assignmpnt of its partnership interest in the Contract Area, such sale or’
assignmpnt will be structured so as not to cause a termination under Section
708(b)(1)(B) of the Internal Revenue Code of 1954, If a Section TOB(b){1)(B)
termination ia'‘caused, the terminating partner will ’mdemnify the non-
terminating partner(s) and save it (them) harmless from any inérease in
taxes, interest and panalties or decrease in credits caused by .the termina-
tion of the Pa¥tnership. The indemnification, if any,. 'shall be computed on
a cash flow basis taking into consideration the liability for tax on any
indemnification proceeds received by the non-terminating partner(s).

B. . [Interpretations Of Requlations of Govermental ﬁegulétorx Agencies:

Non-Operators agree to indemnify and hold Operator harmless from any. and
all lossps, damages, injuries, claims and causes of action arising out of, in-
cident to or resulting directly or indirectly from Operator's interpretation

or application of rules, rulings, regulations or orders of the Department gf
Energy or predecessor agencies {or other govermental regulatory agencies) f@ the
extent Operator's interpretation or application of such rules, rulings, i
regulations or orders were made in good faith. Non-Operators further agrge. to
reimburse Operator for their proportionate share of any amounts Operator
be required to refund, rebate or pay as a result of an. incorrect interpre
or 2.- lication of the above noted rules, rulings, regulations or orders, ¥
togetned with the Non-Operators' proportionate part of: interest and penal};
owing by Operator as a result of such incorrect interpretation or ap jf

of such|rules, rulings, regulations or orders. :

Lea 01 (D) 1200 1%e, BN O S PRDAR(
Az e JYMELE B WADE BT B
v . Aasyeam. of Prs g Lamgee
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Additional Definitions:

“Productive Well": This term shall mean an 0il and/or gas well
hle of producing 0il and/or gas in commercial quantities from sands
ntervals in the Contract Area, which is e1ther»pr0duct1ve. or has
completed as a shut~in gas well, : ;

"Successfu] Well": This term shall mean any well drilled on
ontract Area under the terms of this Operating Agreenent which is
eted as a Productive Well,

"Successful Well Rights”: This term sha]l mean all rights and
est in and to a Successful Well, the leasehold estate and operating
s with respect thereto, all production from the bore of such well,
quipment therein and thereon or used in connection therewith, and
rorat1on unit now or hereafter assigned to such Successful Well
tar only as it applies to the productive sands ior intervals in the
ract Area in which such Successful Well is completed.

t
“Payout": This term, used in connection with a Successful
shall mean that time when the cumulative proceeds from the sale of
0i1 and gas produced and saved from the Successful Ne]]. after
tracting from such proceeds the following items:
Il ;

(a) Landowner's rayalty (as set out in the leases contributed
to the Contract Area by the parties ihereto) and any and
all other royalties, overriding royalties. and other
payments out of, or with respect toiproduction with which
the Contract Area is burdened with or is subject to on the
date hereof; and

{b) A1l serverance and gross product1on ‘taxes which are
applicable thereto, .

ual to the cost previously incurred in drl]ling, testing,

leting, equipping and operating the said Successful Well. The said

5 shall be determined in accordance with the Account1ng Procedure

thed hereto as Exhibit "C",

"Working Interest": This term shall nean the right to explare
and - produce oil, gas and other minerals. Wheniused in connection

a mineral lease, it means the leasehold or operating interest under
lease; i.e., it is the entire mineral interest covered by said lease
the mineral rights the lessor had before the 1ease was executed)

Ect to the terms of the lease. Under a lease covering all (8/8) of

inerals in a tract of land providing for a 1/8 Lessor's royalty, the
of the working interest bears all (8/8) of the cost of operations
is entitled to 7/8 of 8/8 of all production from said land (the other
of 8/8 being Lessor's share of the production).

“Successfu] Well Unit Acreage”. This teﬁn. used in connection
a Successful Well, shall mean the Contract Area insofar (and only
far) as it covers the Successful Well Rigyhts for said well.

"Earned Depth": This term shall mean that subsurface depth
h is 100 feet below the depth to which the Successfu] Well 1is
led. ;

"Deeper Earned Depth": This term shall 6n1y be applicable if
first Successful Well is not drilled to ObJective Depth and the
onal Deeper Well is drilled as provided in theisecond paragraph of
rticle D below, in which case it shall mean that subsurface depth

h is 100 feet below the depth to which the 0pt1onal Deeper Well was
led.

"Objective Depth": This term shal]’mean either a subsurface
h which is 13,500 feet below the surface of thé earth, or a
urface depth dt vhich the geological formation known as the "Morrow"

formation has been adequately tested (in the op1n1on of Operator),

whid

hever is the lesser depth.
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(10) "Contract Depth": This term, used in cohnection with a test
welll on the Contract Area, shall mean the Objective Depth, or such lesser
depth at which the well has been completed as a Production Well.

D, The Gul f-Amoco- Farmout:

(1) " The lease described on Exhibit "A-1" under the heading “Leases
Contiributed by Gulf Oil Corporation" is referred to hereinafter as the
"Gulf Lease”. When and if a well drilled on the Contract Area under. the
provjisions hereof has been completed as a Productive Well which qualifies
as_the first suctessfot Weil, Amoco Production Company {"Amoco") shall
have| the right toana—strall own an undivided one half (1/2) of all
intefrest _of tuTr oTtCorporition (*Gulf") in and to the GUIT-Tgase
ir ar-as—itcovers the_rights_to Earned [epth, and in_addition, Anwoco
shalll_have_the right to_and shall own,(@)L right/ title and interest of
GuIf[in an to fhe Successful Ucll.l.lm.L&Lr_m.ue_t.nL' far' said well; provided,
howeyer, that the latter interest shall be subject to an overrriding
royallty to be owned by Gulf (called the "Gulf Overriding Royalty") equal
16 of 36,5490% of 8/8 of the net amount realized from the sale of
il and gas produced from the Successful Well Rights for said well,
shall have an option at payout of the said Successful Well, to
rt its said Gulf Overriding Royalty insofar as it covers the said
ssful Well Unit Acreaye (for said well) to 18.2745% of the Working ./
est in the said Successful Well Unit Acreage.. Operator shall notify
in writing when Payout has occurred, and Gulf;shall have 30 days
after its receipt of sdaid notice to notify Operator in writing that it
has lelected to exercise its option to convert its Said overriding royalty
interest in the said Successful Well Rights to a Working Interest
therein., If Gulf fails to so notify Operator within said period, it will
be conclusively presumed that Gulf has elected to retain its said
overjriding royalty in the Successful Well Unit Acreage rather than
convert it to a Working Interest., If Gulf elects to so convert, such

its [said overriding royalty as provided hereinabove, theh Gulf shall
retain its said overriding royalty in the production from the said
Successful Well and Successful Well Unit Acreage anpd shall not have any
Workiing Interest therein. At.-the-request of Amoco). Gulf shall_execute
appropriate-instrunents,-satisfactory in_foon.to Amaco, evidencing of _
recard Amoco's interest in_the Gylf Lease and in the Successful Mell Unit
Acrgage. ' i

'con:rrsion shall be effective as of Payout. If Gulf fails to so convert

(2) If the first Successful Well is not drilled to Objective Depth,
and |within 30 days after termination of actual dri}ling on the said first
Sucdessful Well actual drilling is commenced on another well on the
Contiract Area which said well is subsequently drilled to Objective Depth
in 4 diligent manner, then said well shall be calléd the "Optional Deeper
Well", and Amoco shall have the right to and shalllown, an undivided one
half (1/2) of all right, title and interest of Gulf in and to the Gulf
Leade insofar as it covers the rights from Earned Depth down to a
subgurface depth (called “"Deeper éarned Depth") which is 100 feet below
the |[depth to which the Optional Deeper Well was drilled. Gulf shall
exedute appropriate instruments, satisfactory in form to Amoco, to
evidence this additional interest of record. In addition, if the
Optional Deeper Well is completed as a Successful Well, all of the
provisions set out herainabove with regard to the Successful Well unit
Acrdage for the first Successful Well shall likewise be.applicable to the
Sucdess ful Well Unit Acreage for the Optional Deeper Well. (i.e., Amoco
shall own all interest of Gulf therein, subject tojthe Gulf Overriding
Roydlty convertable to a Working Interest at Payout). Gulf and Amoco
shall execute appropriate instruments to evidence these interests of

recwrd. }

This instrument may be executed in any n@mbr of counterparts,
eachh of which shall be considered an oriyinal for all purposes.
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Executed and effective as of the 3th day ofi 'o¢t,obgr',‘ 1979,
OPERATOR: '
l
AMOCO PRODUCTION COMPANY

Lt J.Jmn eE

NON-OPERATORS :
NORTHERN NATURAL GAS COMPANY

By [/ -; . "

GULF OIL CORPO

By |

THE STATE OF TEXAS |
_COUNTY DOF HARRIS !

The f nstrument was ack bef b d
P e foregoing 1 lu?g Mwab ac ngw‘ﬁ;!g LWe ore me this ay of
as ?\tto‘rney in-Fact on behalf of AMGCE PRODUCT UN CGMFK V.

ConrJ1sswn Expires: _K{Z‘ek&g_ (é @w{/ulx_}
SHITLEY 11 SARNES Notgry PubYic! in and for

Notary |Puttic iy Hanls County, Texas i '
My Commigsion Capites | L4zl e, Harris Coun ty;' Texas
THE STATE OF -~ alz o i

. 4 ad
COUNTY (OF _FHFedlie x 1 »
The foregmng instrument was acknow] ged before me t is 21% day.

of __/7; Qﬁ" » 190, by (2 Uy Cleal B @amet - Baen i
of KGR HI:RN HATURAL GAS CCHPANY, a é: ‘ﬁ,z‘,./a4 2 corporat¥on, <

on behdlf of said corpmatwn.

My Cnmn#ission'ﬁxpires: - S’t.—l&a_' Pt 'VWL«P

92 ¥ ~Fo ' Notary Public, in and fof
//((A/ Ot ‘AME“——]'/—;A&J
THE STATE OF : i :
COUNTY |OF i
The foregoing 1nstrunent was dcknowledged before me this day
of by
of GULH UIL CUKP'O'R'ATTOI N a — corporation. on behalf

of saigd corporation.

My Comrlission Expires:

Notary Public;in and for

RS/cw '
449/1 . }
i

23— N

100N85




EXHIBIT A

Attachhd to and made a part of Operating Agreement doted October 8, 1979,
between Amaco Production Company, as Operator, and Northern Natural Gas
Company and Gulf 011 Corporation, as Non-Operators. :

Contract Area . ‘

The C]ntract Area subject to this Operating Agreement shall consist of

the oi1 and gas rights from the surface to the earth down to Earned
Depth |[(1f the Optiona)l Deeper Well is not drilled) or. Deeper Earned Uepth
(if the Optional Deeper Well is drilled) in and under the following"
described land in Lea County, New Mexico:

The South half (S/2) and Northwest Quarter (NH/4) of Section 7;
: and

A1l of Sections 18 and 19;

A1)l in Township 22 South, Range 35 East, Lea County. New Mexico,

The léases contributed to the Contract Area by the parties hereto are
listed on Exhibit "A-1" attached hereto and made a part hereof, each
party|hereto contributing to the Contract Area the leases described

in sajd Exhibit A-1 under said party's name, insofar (and only fnsofar)

as salfid leases cover the Contract Area. This Operating Agreement covers
all ipterests owned by the parties in the Contract Area, whether said
interpsts are unleased mineral interests or leaschold interests, including
such rnterests which may be dcqulred during the tenn of this Operating

Agreepent.

NAMES|, ADDRESSES, AND INTERESTS OF THE PARTIES

The name, address and interest in the Contract Area of each party to
this |agreement is set out hereinbelow:

Addresses of Parties to Agreement:

Amocd Production Company
P. 0. Box 3092

Houston, Texas 77001
Attention: HMr. P. L. Sams
Northern Natural Gas

403 Wall Towers West !
Mididnd, Texas 79701
Attention: Mr. Frank Estep
Culf 0i1 Corporation

P, OL Box 1150 i
Nidlpnd, Texas 79701 :
Attention: Mr. R, E. Griffith j

Interests to Parties to Agreement: 5

(a) Until the first Successful Well has been comp]eted the entire
costi, expense and risk of the drilling, completing; equipping, producing,
pludging and abandoning of each and every well on the Contract Area, and
anyJother operations provided for under the provisions hereof, shall be
borne and shared, subject to the terms hereof, as follows.

Amoco Production Company | 63.592% :
Horthern Natura) Gas Company 36,4082 = £/ Coh

Total 1060, 000%

100085
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1f the first Successful Well is not drilled to Objective Depth,
the Optional Deeper Well is drilled as provided herefnabove, all

5 and expenses of driliing said well, and all production therefrom

| Payout, shall be owned and shared, subject to the terms hereof, as

DWS : :
Amoco Production Company - 63.592%
Northern Natural Gas Company : 36,408%
' ‘ Total E 100,000%

After the first Successful Well is completed, as to all of the
ract Area except the Successful Well Unit Acreage for the first
bssful Vell, and (if the Optional Deeper Well 1s Drilled) except for
tost of drilling the Optional Deeper Well and (if the said Optional
by Well is a Successful Well) except as to the'Successful Well Unit
age for such Optional Deeper Well, all costs and expenses of

lopment and operation, all wells and equipment,thereon, and all

pction therefrom, shall be shared and owned, subject to the terms
hf, as follows: :
Amoco Production Company ' 45,316%
Northern Natural Gas Company —E£h+o“ § 36.408%
Gulf 011 Corporation . Ay.csvev : 18,.2765%
Total i T00,000Z

As to the Successful Well Unit Acreage fdr the first Succes§ful
Lafter‘comp]etion of said well, all costs and expenses of development
peration, all wells and equipment thereon, and all production

therﬁfrom, shall be shared and owned, subject to the tems hereof, as

follgws: : i
(i) Until Payout: §
' ' ' S
Amoco Production Company P+ 63,592%% ~ ﬁiﬁ;’igjsa 5 .
Northern Natural Gas Company } 36.408% hach
Total f 100,000% .

(e)

Hell
cost
ther
to t
rega

pLS/
448/

] . ' :

* This Working Interest is shbJect toithe Gulf Overriding
Royalty which shall be paid entirely out of this interest.
1

(ii) After Payout.‘if Gulf 0il Exploratidn and Production
exercised its option to convert its ioverriding royalty te
a Working Interest: . oo

Company did not exercise its option ito convert its
overriding royalty to a Workhing Interest:

Same as under (i) above.

As to the Successful Well Unit Acreage fo} the Optional Deeper
(if said well is drilled and is completed as a; Successful Well) all
5 and ‘expenses of development and operation, all wells and equipment
on, and all production therefrom, shall be shaved and owned, subject
e terms hereof, exactly as is provided hereinabove under (d) with
rd to the Successful Well Unit Acreage for the first Successful Well.

: i ->7’fo
Amoco Production Company : 45,316% * v ¢/
Northern Natural Gas Company i 36.408% Per
Gulf 0il Corporation , ; 18.276% —> /§.27d4S o~
Total {  100.000% )
. | o a
(ii1) After Payout, if Gu)f Qi) Exploration and Production G




, o & _
EXHIBIT "A-1" |
t
Leases Contributed by The Parties:
A. lLeases Contributed by Amoco Production Company;
Lessor: - State of New Mexico 64? >
lease Serial No.: L-6377 ; 7
Lessee: M. M. Merritt
| ssue Date of Lease: 7-1-71 :
Expiration-Date: 7-1-21 ;
escription: Lost 1, 2, 3, and 4, dnd the E/2 W/2,
;ndsthe SE/4. of bect'lon 7, 1-22-S,
, : 35-E
cres Committed: 465,40
) l : oY
B. eases Contributed by Northern Natural Gas 5 ‘béé’o ggf
J.essor ' State of New Mexico .
ease Ser1al No.: LG-3975
essee: Horthern Natural Gas .
ssueiDate of Lease: 1-1-77 b
xpiration Date: . 1-1-87 ;
escription: Section 18, T-22-S, R- 35 E
bcres:ﬁommitted: 630.68
C. Leases Contributed by Gulf 0il Corporation ,//_j,"/
| 355
' lessor: State of New Mexico 1. 4
Lease Serial Ho.: LG-1842 :
Lessee: Gulf :
/ Issue Date of Lease 6-1-74 / :
/ Expiration Date: 6-1-84 ‘
Pescription: © Section 19, T-22-5, R 5. E
icres Committed: - 633.16 :
PLS/ch
448/03 :
. < !
/ i
2.
FAAE l
/,7 o
|
)
-3- !

é 100085




ne

(Attached to

UNLEASED OIL

EXHIBIT "B" i
and made a part of Opetéting Agreement) é

AND_GAS INTERESTS

If
hereto is an
interest sha

it develops that any interest owned and contributed by a party
unleased interest in the oiL and gas rightsa, then such unleased
11 be treated for all purposes of this agreement as if it were a

term (for theé term of this Operating Agreement) oil and gas lease covering such
unleased intérest on a form providing for the usual and cuqtomary one-eighth
royalty and .containing the usual and customary "leaser interest clauge", This

agreement sh
interest to

which would

lease as pro
ment shall o
unleased min
unleased min
delivery by

from the dat
which lease
usual "leanf

11 in no way affect the right of the owner of jany such unleased
eceive an amount or share of production equivaleant to the royalty
e payable 1f such unleased intereast were subjéct to an oil and gas
ided in the preceding sentence. Where any provision of this agree-
erate to require an assignment from any pnrty%contributing an

ral interest, such provision shall be construed (insofar as such

ral intereat is concerned) as requiring instead the execution and
uch party of an,oil and gas lease, for a primary term of one year

of its delivery and so long thereafter or as:oil or gas is produced,

shall reserve unto the Lessor a one-eighth royalty and contain the
F {ntereat clause"

N

- 100085
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EXHIBIT *“c¢*

Attached to and made a part of ..opernt.ing..Agneenent..ﬁetueeu.noco
Production.Company.and.Northern. Natural.Gas.Company..and.
Culf..0il.Explcration.and.Production.Company.,...

j . BeasmcmacEe-mseet et Seuirar Ssnites seileNslenstasaveseas

ACCOUNTING PROCEDUI%E
JOINT OPERATIONS

I. GENERAL PROVISIONS :
Definitions :

“Joint Proper}y” shall mean the real and personal property subject to the Qgreement to which thiz Accounting
Procedure is attached. ;

'oninl Operations” shall mean all opecrations necessaty or proper for the dév‘elopment. operation, protection and
maintenance ¢f the Joinl Property. i

“Joint Accourjt” shall mean the account showing the charges puid and credits received in the conduct of the Joint
Operations anid which are to be shared by the Parties, .

“Operator”" shall mean the parly designated to conduct the Joint Opernlionss.
“Non-Op¢ratdrs’ shall mean the parties to this "é_x'greemenl other than the Operator.
“Parties” shall mean Operator and Non-Operalors, i

“First Level |Supervisors” shall mean those employecs whose primary function in Joint Operations is the direct
supuervision df other employees and/or contraét labor directly employed on the Joint Property In a ficld operat-
ing capacity. C _'--l ;

“Technical Employtes” shall mean those umpln'yjees having special and spe¢ific engineering, geological or other

professional fkills, and whose prunary function in Joint Operations is the jhandling of specifle operating condi-
tions and prdblems for the benefit of the Joint 'roperty, . ’ )

“Personal Expenses” shall mean travel and other reasonable reimbursable fexpcnses ol Operator's employees,
“Material” shall mean personal property, equipment or supplies acquired ar held for use on the Joint Property.

~Controllubly Muterinl” shall mean Material which at the time is so classilie& in the Material Classification Manual
as must receptly recummended by the Council of Petroleumn Accountants Societies of North America.

Statement and Billings :

Operator shgll bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Accourjt fur the preceding mounth. Such bills will be accompanicd by stalements which identily the suthor.
ily for expenditure, lvase or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment anfl expense except thal Mems ul Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail. .

Advances ajd FPayments by Non-Operators _

Unless othedwise pruvided for in the agreement, the Operator may require: the Non-Operators (o advance their
shore of estimoated ensh outlay for the succeeding month's operation. Operalor shall adjust each monthly billing
to rellect advanees reccived from the Nun-(‘ll!pcralorn. !
Each Non-Clperator shali pay its praportion ofjall bills withia fifteen (15)' days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rale of twelve percent (12%) per
annum or the muxamum contract role permitted by the applicuble usury {laws In the state in which the Jaoint
Iroperty is]located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with
the collectign of unpaid smounts. \

~ i

Adjustments L

PPayment uf any such bills shall not prejudice the right of any Non-Operdtor to protest or guestinn the correct-
ness lhercr.j; provided, however, all bills and stulements rendered to Non-Operalors by Operalor during any
calendar year shall conclusively be piesumed.to be true and correct altdr lwenty-four (24) months following
the end of ]Fny such calendir year, unless within the said twently-four (24) month period a Non-Operator takes

\

wrilten exception theieto and makes claiin on Dperalor for adjustment. No'adjustment favorable to Operator shall
be mude unlless it is marde within the same prescribed period, The provisions of this paragraph shall not prevent
ndjuslmcnl# resulting from a physical inventery of Cuntrollable Malerial (as provided for in Section V. '

i
Audils ) . i
A. Non-Optralor, upun nolice in writing, to Operator and all uther Nt.n-Opcr’ulors. shall have the right to audit Ope-
rutor's accounts and records relating Lo the Joant Account for any calendar yfeur within the lwenty-four (24) month
perivd folldwing the end of such calendar year; provided, however, the making of an audit shall not extend the

- time for thHe taking of wrillen exception to and the adjustments of accoun:ls as provided for in Paragraph 4 of this

Section l. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable etfort to
conduct ju#nl or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operalor shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the qurnlor.- !

Approval by Non-Operators ’ :

Where an|appraoval or other agrecment of the Parlies or Non-Operalors;is expressly requiced under other sec-
tions of this Accounting Procedure and if the agreement to which this Acpounling Procedure is attached conlains
no contrady provisions in regard thercio, Operator shull notify all Non-Operators of the Operutor's proposal, and
the agreement or approval af a majurily in interest of the Non-Operators shall be controlling on all Non-Opera-
tors. ;

:
—1 — ;
]
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.QOperator's cu

C A

I

Operator shall cha
1. Renlals and R
Leuse rentals g

Labor

A. (1) Salarie
of Join

(2) Salarie

(3) Salarie
excludg

Operator's
employces

II. DIRECT CHARGES
Fge the Joint Account wilh the following ltems:
byalties

nd royalties paid by Operator for the Joint Operations.

b and wages of Operator's field employees directly employed
t Operayons,

b of Mxstxbawek Supervisors in the field. below District éuperintendent.
and wages of Technical Employees directly employed on the Joint Property if such charges are

ofn the Joint Property in the conduct

d from the Overhead rates.

cost of hnlit.iay, vacation, sickness and disability benefits and other customnary allowances paid to
Whose salaries and wages are chargeable 10 the Joint Account iunder Paragraph 2A of this Section

I1. Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by ‘‘percentage as-

sessment'’
Seclion Il

Expenditur
applicable
tion 1l.

Personal k
Paragraph

D,
Employee Bey

lirement, stoc
cast chargeab

cost nol to exe

Malerial

Material pure]
such Material
and is rcasor

on the amount ol saluries and wages chargeable to the Joint Account under Paragraph 2A of this
If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

o5 or contributions made pursuant to assessments imposed by governmental authority which are
to Operator's cosls chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-

cxpenses of those employces whose salaries and wages are cha'rgeable to the Joint Account under
2A of this Section IT,

efits

rent costs ol established plans for employees’ group life insurance, hospitalization, pension, ge-
purchase, thrift, bonus, and other benefit plais of a like nature, applicable 1o Operator's ilbor
Ln to the Joint Acvount under Paragraphs 2A ahd 2B of this Section 1I shell be Operator's actusl
ecd Lwenly per cent (209 ). e i

: fag :
in H
hased or furnished by Operalor for use on the Joinl Property as provided under Section 1V. Only
shall be purchased for or transferred to the Joint Property as may be required for immediate use
ubly praclical and consistent with efficient adll cconomical operations. The accumulation of sure-

phis stocks shall be avaded. .

Trﬁnsporlnlla

‘T'runsportatio
tions:

A. U Materi
be made
recognized
to by the

It surplus
Joint Acce
terminal,
count for
C. In the ap
of $200 ot

Services

The cost of ¢
Mavagraph 9
tract servicey
Overhead ra

n

blicution ol Subparagraphs A and B above, there

1 ul employees and Material necessary for the Joint Operalionls but subject to the following limita«
! .

1 is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall

v the Joint Account fur a distance greater than the distance from the nearest reliable supply store,

barge lerminal, or railway receiving poinl where like material is normally available, unless agreed
arties. ’

Material is moved to Qperator's warehouse or other storage point, no charge shall be made to the
unt for a distance greater than the distance to the nearest reliable supply store, recognized barge

brr rurlway recewving pomt unless agreed to by the Parties. No charge shall be made to the Joint Ac-

naving. Material (o other properues belonging o Operator, unless agreed to by the Parties,

shall be no eqlfializallon of actual gross trucking cost
less excluding accessorial charges. i

¢ ]

; .
butract services, equipment and ulilities provided by outside sburces, except services excluded by
of Scction 11 and Paragraph 1. ii of Section 111, #he cost of professional consultant services and conh-

of techmienl personnel directly engaged on the Yoint Property if such charges are excluded from the

s, The cvost of professiona! consuliant services:or contract services of technical personnel not di-

rectly engapdd on the Joint Property shall not be charged tu the Joint Account unless previously agreed. to by

Lhe Parties,

Equipment ap

Qperalor
measuratg
apoerating
per annu
of the Jo

In Jicu
the immd
publishec

n. b

1|

U

Damages an

Al vosts or
apex or loss

. i
d Facilities Furnished Ly Operator ur ‘

shall charge the Joint Account for use of Operator owned othpmcnl and facilities at rales com-
wilh costs of ownership and operalion, Such rdtes shall include costs of maintenance, repairs, other
expense, insurance, taxes, depreciation, and infwéest on investnient not to exceed eight per cent (8%)

n. Such rates shall not exceed average commercial rutes currently prevailing in the immediate area
nt Properly,

{1
f charges in Paragraph 1A alove, Operator iy clect 1o use average commercial rates prevailing in

diute area of the Juint Property less 207, For automolive equipment, Operator may elect to use rotes

by the Petroleum Molor Transport Associalion, : .
Losses to Joint I'roperly :

xpenses necessary for the repaw or replacement of Joint Propi:rly made necessary Lecause of dom-

s tneurred by fire, flood, storim, the(t, aceident, or other cause, except those resulting from Operator's *

pross neglipl

bnce or willful misconducl. Opurator shall furnish Non-Opernl'or written notice of damnages or losses

incurred as Foon as praclicable afler a report thercofl has been received by Operator.,

Legal Expepse )

Expense of [h
and amounts
necessary 16
ov fves or v
vxpense is ¢
Partics, exc

i
andling, investigating and setlling ltigation or claims, dischn!rging of liens, payment ol judgments
paid for settlement of cliims incurved In or resulting fromi operations under the agreement or
protect or recover the Joint Praperty, excepl that no charge for services of Operalor's legal staft

kpeuse af oulside altorneys shall be inade unless previously agreed to by the Parties. All other legal
onsidered 1o be coveretl by Uhe vverhead provisions of Section 111 unless olherwise agreed to by the
bpl as provided in Section 1, Pacagraph 3, )

i
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|
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1.

i o
Teaxes :
All taxes of every kind and nature assessed or levied upon or In connection with the Jeint Property, the opera-
tion thereof, or [Lhe production Lherelrom, and which taxes have been paid by the Operator for the benefit of the

Iasuranes |

1
Nel premiums psid fur Insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joit Operations are conducted in e state in which Operator msy act as sell~insurer for Work-
men's Compentalion and/or Employsrs Liability under the respective state’s laws, Operator may, at il election,
include Lhe risk| under ita self-insurance pro‘um and in Lhat evenl, Operator shall include a charge st Opsrator's

cost not o ex

manual rates.

Other Expenditures . !

Any other c:pJndnure not covered or deait wllh in the torqom; provisions

I
nt this Section I, or in Section I,

and which is inturred by the Operator in the necessary and proper conduct of l.hc Joint Openuom.

1. Overhead - Dnllllln( and Producing Operatiens i

L As compe

~

IIl. OVERHEAD ;

tion for sdminisirative, supervision, office services lnd wnnhoullng costs, Operator shall charge

drilling u\q producing operations on either:

(X))
{

‘l'ued Rale Basis, Psragraph 1A, or ‘
) 'Percentage Basis, Paragraph 1B. . !

Unless olhe wise agreed to by the Parties, such charge shall be in lieu ol cosls and expenses of all offices

and salaries|or wages plus spplicable burdem and expenses of

under Para

all personnel, except those directly chargesble
raph 2A, Section 11. The cost and expense of services from putside sources in conneclion with

matiers of taxatwon, traffic, accounting or matlers before or involving governmenhl agencies shall be considered

as included |i

the Overhead rates pravided for in the above selected Parigraph of this Seclion 11] unless such

n
cost and ex|L:me are agreed 10 by Lhe Parlies at a direcl charge lo the Joint Account. -

not ( X) be|
. Overhead -
(1) Operat

Drill
Prod

(3) Applichion of Overhead - Fixed Rate Basis slial] be as follows:
(a) Drilling Well Rate ;
)

.(h) Pq
W ¢

(3) The W

. The salariei, wages and Fersonal Expenses of Technical Employees nnd/oi the cost of professional consultant
services and

contract services of technical personnel directly employed on; !the Joint Property lhl” ( ) shall
covered by the Overhud rales.
l‘ued Rate Basis Lo

>r shall charge the Joint Account at the following rates per well per month:
ng Well Rate § $3500 :
hcing Well Rate §___% 350 ;

i

Charges for onshore dnllmg welis shall begin on the date lhe well is lpudded and terminsle on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (13) or more consecutive days.

| Charges for otishore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the dale the drilling or completion equipment moves off Jocs-
tion or nig is relcased, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for lifteen ()5) or more mnsecuuve days

Charges for wells undergoing any type of workover or recomplelian for a period of five (8) con-
secutive days or morc shall be made at the drilling well raté. Such charges shall be applied for
the period from date wothover operations, with rig, commenée through date of rig rclease, except
that no charge shall be made during suspension of Operlllonl for fifteen (15) or more consecutive
days.

oducing Well Rates ;

] An aclive well either produced or injccted inlo for any porhon of the month shall be considered
as o one-well charge for the entire month.

{2) Each active completion in a multi-completed well in whnch produchon is not commingled down

holc shall be considcred as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority. __-1

] An inaclive gaz well shut In because of overproduction or lallure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gn well is directly connecled 1o a per.
manent sales outlet, |

1 A onc-well charge may be made for the month in which pluggmg and abandonment operations
are complefed on any well,

] All other inactive wells {including but not limited to Inaciwe wells covered by unit allowsble,
Icase allowable, transferred allowable, etc, ) shall nol quahly for an overhead charge.

el} nles shall be adjusted as of the first day of April each year following the effective date of the

sgreement to which this Accounting Procedure is sttached, The adjustment shall be computed by multle

plying
Crude
preced

tlon Workers as published by the United States Departiment of Labor,
alent Canadian Index as published by Statistics Canada, as |pp|lcable.
the rdtes currenily In use, plur or minus the compuled ldluﬂmenl.

equlv

the rate currently in use by the percentage Increase or decreasc in the average weekly earnings of -
Petroleurn and Gas Production Workers for the Jast calendar. year compared (o the calendar year
ing as shawn by the index of average weckly earnings of Crude Pelroleum and Gas Fields Praduc-
Bureau of Labor Statistics, or the
The adjusted rates lhnll be




B. Overhead - Per¢entage Basis .

@ T i

N

- I M
! [

Pty

(1) Operator sl[\all charge the Joint Account at the following rates:

(a) Devel

ided under Paragraph 8 of Section 11 snd all salvage credits. ;

(b)

Operating

dpment . |

Percent ( %n) of the cost of Devulopmeht of the Joint Property exclusive of costa

éercent { %) of the cost of Operaung? the Joint Prc;perly exclus.lve of costs provided

under] l’ar:u,raph: 1 and 9 of Section 11, all salvage credits, the value!of injecled substances purchased

undary recovery and all taxes and assessments which are levied nssessed and paid upon the min-

far sv
eral i

hlerest in and to the Joint Property. ‘

(2) Application of Overheud - Percentage Hasis shall be as follows; i

For the p
velupinen

wpose of determining charges on a percentage basis under Pnra;,mph 1B of this Scction [Ii, de-
shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-

tions on iny or all wells involving the use of drilling crew and equipment: also, preliminary expcndhurel

necessary
pleted as
assels an
Paragrap

2. Overhead - Majo
To compensale (

in preparation for dnilling and expenditures incurred in abandonmg when the well is not come
a producer, and onginal cost of construction of installation of fixed assets, the expansion of fixed
1 any other project clearly discernible s a fixed asset, except’ Major Conslruuuon as de« ned in
h 2 of this Section [11. All other cosis shall be consndered as Oernung

Construclion
perator for overhead costs incurred in the construction and lnsldllahon of fixed assets, the ex-

pansion of fixed |asscls, and any other project clearly discernible as a fixed asset' required for the development and
aperation of the Joint Property, Operator shall either negotiate a rate prior lo the beginning of construction, or shall
charge the Joinl Account for Overhead buased on the following rates for any Major Construction project in excess

of §.25,000 |.._: ;
of total costs if such costs are more than $_25,000  but less than $. 100,000  ; plus

A _ Lo i
B. .. % of wotal costs in excess of §_100,000 but less ‘than $1,000,000; plup
C. .2. _ulof 1qual costs in excess of $1,000,000, i s.

Total cost shallf mean the gross cost of any one project, For the purpose of lhis paragraph, the component parts
ul u single projdct shall not be reated separately and the cost of drilling and workover wells uhall be excluded.

3. Amendment of [Rales,

The Overhead gates provided for in this Scction Il may be amendved from ume (o time ondy by mutual agreemem
between’ the Parties herelo if, in practice, the rales are found 16 be insufficient or excessive.

1IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRI\NSi-‘EBS AND DISPOSITIONS

Operator is responyible for Joint Account Materiul und shall make proper and lim’el_v charges and credits for all ma-
tersal movements gffecting the Joint Properly. Operator shall provide all Malerinl for use on the Joint Property; how-
ever, at Operatur's joption, such Material may be supplied by the Non-Operator, Operalor shall make tinely disposition
of idle and or surplus Material, such disposal being made either through sale 1o Operator or Non-Operator, division in
kind, or sale 1o outsiders. Operator may purchase, but shall be under, no obligation to purchase, interest of Non-Opera-
tors in surplus corjdition A or B Material, The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties. i

1. Purchases '
Matcrial purchused ghall be charged at the price paid by Opernlm alter deducuon of all discounts received, In case
of Material found lo be defeclive or returned to vendor for any’ other reason, credit shall be passed to the Joint
Account when ad)ualmenl. has been received by the Operator, ) 1

Transfers and Dispositions !

Material fucnlished 'to the Julnt Property dnd Malerial transferred from the 'Jolnt Fropdrly or disposed of by the

Operalor, unipss otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counta: e . . !

¢ .

A. New Mut¢rial (Condition A)
(1) Tubular l.t.blh. except line pipe, shall be priced at the curn.-nl new’ prll:e in elfect on date of movement on a

maxifmum ‘carload or harge Joad weight basis, regardless of quanuly}lrans!erred equnhzed to the lowest

publithed grice f.o.b. railway cecaiving point or recognized barge terminal nearest the Joint Property

wherp suul}\ Material is normally available. ! .

{2) Line llpéu_, '

{a) Movement of less than 30,000 pounds shall be puccd al the current new, (prlce. in effect at date of
mvclpén\ as lisled by a rehinble supply store nuarcsl the Joint, Property where such Material is nor-
mally dvailable. x

-(b) Movement of 30,000 pounds or more shall be pnct.d under provlslons of lubular goods pricing In Para-
kzraph 2A (1) of this Section 1V. !

(3) Oth¢r Malerial shall be priced at the current new pnue in effect at date of movement, as listed by a rellable

supghly store or f.o.b, railway reciving puint nearest the Joint Properly where such Maltcrial s normally
available ;

!
|
i

B. Good Used M.llen.nl {Condition B) .
Material in sound and serviceable cundition and suitable for reuse wnlhoul reconditioning:

(1) Malerial inoved 1o the Joint Properly ;
{a)] At seventy-live pcu.cnl (754 )} of current new price, as dc(ummcd by Paragraph 2A of this Sucl\on V.

(2) Material imnuved from the Jaint Praperty i
3 At seventy -live percent (757 ) ol cvurrent new price, as th.-lcmuncd by Paragraph 2A of this Section 1V,
il Matuerial was originally chiarged to the Joint Account as new Material, or

—

l
i
]
i

, ! _




G
ik
- LT

| —

The

(b

The co

C. Other
(1) Ca
Mu

Hscd Malerial (Condition C and D)

at sixty-five percent (65%.) of currenl new price, as determmed by Paragraph 2A of this Sectlon
IV, if Material was ariginally charged to the Joint Account as good used Material at seventy-five per-
cent (75%:) ol current new price.

it of reconditioning, if any, shall be absorbed by the lranslerrmg property.

Pdllmn C

terinl which is not in sound and serviceable condilion and nnl suuahle for its original function until

aftpr reconditioning shall be priced at fifty percent (5040 ) of current new price as delermined by Parae

gry
vid

Cot

All
prit

(2)

ph 2A of this Section 1V. The cost of reconditioning shall be tharged. lo the receiving property, pro-
ed Condition C value plus cost of reconditioning daes nul exceed Condmon B value,

wdition D

other Material, including junk, shall be prlccd at a value commensurate with ils use or al prevailing
bes. Malerial no Jonger suitable for its original purpose but usable for some other purpose, shall be

prited on a basis comparable with that of itemns narmally used for such other purpose. Operator may dla-

of
. Obsalet

Materi

is not e
the Pai
dered b

E. Pricing
(1) Loz
hun

act

(2) Mo
pri
Premlum )
Whenever
or other ur
1egquired M
and in moy
chavge prid

pose of Condition D Material under prncednrea normally utilized by the Operator without prior approval

on-Operators.
Material

| which is serviceable and usable for ils original function but condition and/or value of such Material
Quivalent to that which would justifly a price as provided above may be specially priced as agreed to by
ties. Such price should result in the Joint Account being charged with. the value of the service ren-
y such Materlal.

Counditions
ding and unloading costs may be charged to the Joint Accounl at the rate of fifteen cents (15¢) per

dred ‘weight on all.tubular goods movements, in licu of loadirig and unloading costs sustained, when
bal hauling cost of such tubular goods ave equalized under provisions of Paragraph 5 of Section ll

lerial involving eruygtion costs shall be chorged at npphcuble pn.reenlazc of the current knocked-down
e of new Materlal. .

t

Prices

Malcrial is not readily ebtuinable at published or listed prices becouse of nationnl emergencies, strlkes
usual causes over which the Operator has no control, the Operalor may charge the Joinl Aecount for the
aterial al W Opcerator's actual cost incurred in providing such’ Material, in making it suilable for use,
ing it 1o the Joint Propertly; provided notice in writing is furnished to Non-Operators of the proposed
r to bilhng Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and

notifying Q
of such Mu

. Warranty

pecator within ten duys after receiving notice from Operator, !o turnish in kind all or part of his share
(crial suitable for use and acceptable to Operator. :

{ Muterinl Furnished by Operator :

Operator does not warrant the Malerial turnished. In case of defective Malerlal credit shall not be passed to the
Jaint Account unuil adjustment has been received by Operator (ron Lthe manu(nclurers -or their agents.

Perlodic In

Al reasond
Written no

tory is to bicgin so that Non-Qperators may be represented when any invenlory is taken. Failure of Non- ~Operators

to be repre
Reconclllat
Revonciliat
shall be fu
justments 3

held accou

Special In

|
Specinl Inventaries may be taken whencever there Is any sale or change of interest in the Juint Properly.
be the duly

place. In s

Expense of

The expens
Parties.

V. INVENTORIES :

i

Operator ghall maintain detailed records of Cont;ollable Material,

ventories, Nolice ind Representation ‘

ble intervals, Inventories shall be taken by Operator of |hc Joint Account Controllable Materill
ice of inlention to Wke inventury shall be given by Operator at least thirty (30) days before any inven-
sented ot an invu\lo&y shull bind Non-Operators 10 accept the inventory taken by Operator.

on and Adjustment of Inveatorles !

on of u physical ini¢ntary with the Juint Account shall be made. and a list of overages and shortages
'nished 1o the Non-Operators within six months following the laking of the inventory. Invenlory ade
hall.be made by Operator with the Jeint Account for overages and shortages, but Operator shall be
hlable only for shmla;.vs due to fack of reasopable diligence.

entories L':_ |

It shall
of the patty selling' to nolily all other Parties as quickly as possible ulter the transfer of interest takes
ich cases, both the seller and the purchaser shall be gaverned by such inventory.

Conducling Feriodic Invenlories
¢ of conducting pnrlmlu: Inventories shall not be charged to lhe Joint Account unloss ayreed lo by the

-
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EXHIBIT *O"

‘INSURANCE :

Operator shall carry for the benefit and p?otection_of the
part!ek hereto, Workmen's Compensation and Euployers%Lilb111ty insurance

with 1imits of $500,000 for each oéCurrence in accorhancé with state,

provincial, and federal laws including Longshoremeﬁ'; and Harbor Workers'
Compensation Act and as extended to Outer Continenta? Shelf Operatidns
and ether maritime laws, as applicable. If under thE laws of the juris-

dictio) (n which operations are conducted Operator 1s authorized to be

Opera
event |Operatar shall charge to ‘the joint account. 1n tieu of any premi-

a selJ lnsurer as to workmen's compensation or employers' liabillty.
4or may elect to be a self-insurer under such luws and in such

ums for such insurance, a premium equivalent 11m1ted to amounts deter-

mined |by applying manual fnsurance rates to the payro11.
. N " 1

The Operator'shall not be required to caréy any other insurance

damagés for claims growing out of personal injury to or death of third

far tIe joint account. The 1iability, if any, of tﬁe parties héreto in
parso ls or injury or destruction of property of thiqd parties resulting
from lhe operation and developmenat of the premises éovered'hereby shall
lne by the parties hereto in the proportions of their respective

inte sts in the production therefrom; and each party individually may
acqui e such {nsurance as it deems proper to protect ltself against such
claim Operator shall require all third party contractors performing
work {in er on the premises coyered hereby to carry such insurance and in
such smounts- ‘as Operator shall deem necessary. i

i i
i

o F
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their| purchaser or purchasers.

. EXHIBIT "E" :
(Consisting of 2 Pages) :

GAS STORAGE AND BALANCING AGREEMENT

(Attached to and made a part of the Operating Agreement)

The parties to the Operating Agreement to which this agreement
is attached are the owners of certain gas rights underlying the
Unit Area covered by such agreement, and the. ownership of each
party {is set forth in Exhibit "A" to said Operating Agreement..

The térms of the Operating Agreement provxde each such party with
the rjght to take its share of gas produced from the Unit Area
and market the same. In the event any such party is not at any
time taking or marketing its share of such gas or has contracted
to sell its share thereof to a purchaser which does not at any
time while said agreement is in effect take the full share of

gas attributable to the interest of such contracting party, then
this dgreement shall automatically become effective.

During the period or periods when _any party has no market for-

its share of gas produced from any proration or spacing unit
within the Unit Area, or its purchaser does not take its full
share|of gas produced from such proration or! spacing unit men-
tioned above, the other parties shall be entitled to produce each
month jone hundred percent of the allowable gas production assigned
to such proration or spacing unit by the State regulatory body
having jurisdiction and shall be entitled to take and deliver to
its or their purchaser or purchasers all of such gas production.
All the parties shall share in and own the liquid hydrocarbons
recovered from such gas by lease equipment in accordance with
their| respective interests and subject to the Operating Agreement
to which this agreement is attached, but the party or parties
taking such gas shall own all of the gas delivered to its or

On a tumulative basis, each such party not taking or marketing

its fhll share of the gas produced shall be icredited with gas

in stbrage equal to its full sharxe of the gas produced under this
agreefnent, less its share of gas wsed in lease operations, vented
or lost, and less that portion such party tqok or delivered to its
purchaser. ‘The Operator under sadd Operating Agreement will
establlish and maintain currently !4 gas account to show the gas
balange which exists between all the parties and will furnish

each pf these parties a monthly statement showing the total
quantity of gas produced, the amount used in lease operations,
vented or lost, the total quantityy of liquid hydrocarbons re-
covered therefrom, and the monthly and cumulative over and under
account of each party.

I
At any and all times while gas is being produced from the Unit
Area,| each party will make settlement with the respective royalty
owneris to whom said party is accountable, Just as if each party
we1e|tak1ng or delivering to a purchaser its share, and its share
only4 of such gas production exclusive of gas used in lease
operations, vented or lost. Each party agrees to indemnify and
holdjeach and every other party harmless from any and all claims
for royalty payments asserted by royalty owners to whom each
indemnifying party is accountable. The term "royalty owner'
shall include owners of royalty, overriding: royalties, production
payménts and similar interests. :

| .
|
i
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Page 2
Exhibjt E - :
{GAS STORAGE AND BALANCING AGREEMENT) :

After|written notice to the operator, each party atiany time may begin
taking or delivering to 1ts purchaser {ts full share of the gas produced
from & proration or spacing unit under which §t has:gas in storage, less
such party's.share of gas used in aperations, vented or lost. In

. addition to such share, each party, including the Operator, until 1t has
K recovtred its gas in storage and balanced the gas account as to its

interest, shall be entitled to take or deliver to its purchaser a share
of gas determined by multiplying fifty percent (50%) of the interest in
the current gas production of the party or parties without gas in storage
by a fraction, the numerator of which is the interest in the proration or
spacing unit of such party with gas in storage and the denominator of
which| is the total percentage interest in such proration or spacing unit

of all parties with gas in storage currently taking;or delivering to a

‘purchpser,

Each party producing and taking or delivering gas to its purchaser shall
pay ahy and all production taxes due on such gas.

Nothilng herein contained shall be construed as denying any party the
right, from time to time, to produce and take or deliver to its purchaser

its full share of the allowable gas production to meet the deliverability
testj required by its purchaser. . !

In the event production of gas from a proration or Spacing unit is
perm&nent]y dicontinued before the gas account 1s balanced, settlement
will be made between the underproduced and overproduced parties.. In
makijg such settlement, the underproduced party or parties will be paid a
sum of money by the overproduced party or parties attributable to the
overgroduction which said overproduced party received, less applicable
taxeg theretofore paid, at the applicable price defined below for the
lategt delivery of a volume of gas equal to that for which settlement is
made. For gas sold in interstate commerce, the price basis shall be the
rate collected, from time to time, which is not subject to possible
refu&d. as provided by the Federal Energy Regulatory Commission or any
suceessor agency pursuant to final order or settlement applicable to the
gas $old from such well, plus any additional collected amount which is
not dlitimately required by satd Commission to be refunded, such
addiiiona1 collected amount to be accounted for at such time as final
determination is made with respect thereto. - ;

Notwithstanding the provisions of the last preceding paragraph, it is
expréssly agreed that any underproduced party hereunder shall have the
optibnal right, with respect to each proration unit separately, to
recefive a cash settlement bringing such underproduced party's gas account
into{ba]ance at any time prior to the permanent discontinuance of gas
praduction, by first giving each overproduced party ninety (90) days
written notice of demand for cash settlement. If such option is so
exercised, settlement shall be made (as of 7:00 o‘clock A.M. on the lst
day Pf the calendar month following the date of such written demands)
within ninety (90) days following the actual receipt of such written
demahds by the overproduced parties, in the same-'manner provided in the
last| preceding paragraph hereof, The optional right provided for in this
paragraph can only be exercised one (1) time by any particular
undeirproduced party on the same proration unit; and each underproduced
party agrees that it will not exercise such optionjunless it is of the
opinion that the remaining underproduced recoverable gas reserves are
inadequate for its gas account to be brought into balance by actual
production . prior to permanent discontinuance of gas production from such
proﬁation unit, ;

Notﬂing herein contained shall change or affect the obligations of each
party to bear and pay its proportionate share of all costs, expenses, and
1iahilities as provided in the Operationg Agreement. .

’ |
|

1
i
!
|
'



This 3greement shall constitute a separate agreement as to each proration
or spacing unit within the Contract Area and shall become effective in
accordance with its terms and shall remain in force'and effect as long as
the Operating Agreement to which {t is attached remains in effect, and
shall|inure to the benefit of and be binding upon the parties hereto,
their |heirs, successors, legal representatives and assigns. By the terms
"proration unit" or "spacing unit" is meant the area or portion of the
Contrdct Area fixed for the drilling of one well by.applicable ‘field
rules| or in the absence thereof, with statewide rules and regulations of -
the State regulatory body having jurisdiction. !

PLS/cw :
448/04-5 :
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EXHIBIT G
TAX PROVISIONS =
Tax Partnership Recognition (Fedérall

The |PARTIES recognize that this AGREEMENT creates a partnership for
United States income tax purposes. Therefore, the PARTIES recognize
that they are subject to the partnership provisions of subchapter K

of dhapter 1 of subtitle A of the Internal Revenue Code of 1954 and
herdby agree not to clect pursuant to section 761(a), Internal Revenue
Codg of 1954, to be excluded from the application iof the provisions of
subgdhapter K of chapter 1 of subtitle A of the Code. OPERATOR shall
fileé with the appropriate office of the Internal Revenue Service a
Partnership Income Tax Return covering the operations under this
AGREEMENT. OPERATOR shall furnish to the other PARTIES for their
approval a copy of each proposed income tax return at least two weeks
prior to the date the return is filed. .

Tax|Partnership Recognition (State). The PARTIESfrecogn1ze that this

AGREEMENT may be subject to state income tax statutes. OPERATOR shall
file with the appropriate office of the state agencies any required
partnership state income tax returns,

Tax|Elections. The PARTIES elect, for purposes: of all partnership

Tnchme tax returns (and for financial accounting purposes under this

AGREEMENT):
(a)] To use the accrual method of accounting.
(b)] To adopt the calendar year as the annual accounting period,

(c)] To charge to expense all 1ntang1b1e drilling: and development costs
incurred in the drilling of both productive and nonproductive wells
and the preparation of wells for production of oil and gas, in
accordance with section 263(c), Internal Revenue Code of 1954, or
the appropriate state law, and

(d} To compute the ‘allowance for depreciation in' respect of all eligible
property under this AGREEMENT subject to depreciation in accordance
with the Asset Depreciation Range System. Allowances for depre-
ciation will be computed using the maximum accelerated tax depre-
cfation method and the shortest life pennis§1b1e.

OPﬁRATOR -agrees to consult with the other PARTIES prior to making any
other elections required by this AGREEMENT. :

Tax Allocation. The PARTIES agree ‘that 1tems ofuincome. gain, loss,

deduction or credit shall be allocated as fol1ows for all partnership

in¢ome tax returns (and for financial accounting! purposes under this
AGREEMENT) :

(a5 Deduct1b1e exp10rat10n costs, 1ntangib1e'dri111ng and development
costs and production costs shall be allocated as deductions to the
PARTIES 1n accordance with their respective contributions to such
costs, ;

‘ {
(b) -Abandonment losses in respect to the leaseholds or interest com-
prising the properties under this AGREEMENT:shall be allocated to
the PARTIES in accordance with their respective contributions to
the property, g

(c) Depreciation, gains and losses from sales, and abandonment deduc-
tions in respect to capitalized tang1b\e equ1pment shall be allocated

400085
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(9)

5/21/79

o the PARTIES in the ratio of thefr fésbectjvé contributions to
he adjusted basis (as defined by the Internal Revenue Code of
1954) of such equipment, . ;

Jroperty investments under this AGREEMENT qualifying for investment

dredit under section 38, Internal Revenue Code of 1954, shall be
dllocated to the PARTIES 1n accordance with their respective’
ontributfons to the adjusted basis of such property.

ach PARTY shall be allocated in accordance with its contribution
o such basis, 1ts proportionate share of tha adjusted basis of
jach oll and gas property under this AGREEMENT ,

%he depletion allowance shall be computed separately by the PARTIES.

Any recapture treated as an increase in tax, dekrease in credits,
r increase in ordinary income, by reason of sections 47, 1245,
1250, or 1254 of the Internal Revenue Code of 1954, shall be

1located ot the PARTIES 1n the amounts in which such recaptured
fitems were previously allocated to them, ’

Al1 other deductions and credits shall be allocated to the PARTIES
who hdve furnished the funds for and have been charged with the
expend{ ture or loss giving rise to such deduction or credit and all
fncome shall be allocated to the PARTY who recejves or is credited
J1th such income under other provisions of this: AGREEMENT.

“2a
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ELEGACY

Legacy Resecves LP » 303 West Wall, Ste. 1800 » Midland, TX 79701 » Ph: (432) 689-5200 « www.legacylp.com

12/15/2020

ATLAS OBO ENERGY LP
1900 SAINT JAMES PLACE SUITE 800
HOUSTON, TX 77056

Re: Notice of Consent to Assign under Joint Operating Agreement dated 10/8/1979
by and between AMACO PRODUCTION CQO as Operator, and NORTHERN
NATURAL GAS COMPANY et al as Non Operator.

Lease Reference:  STATE GC - LEA COUNTY, NEW MEXICO
To whom it may concern:

Legacy Reserves Op_érating LP (“Legacy”) has executed a Purchase and Sale Agreement (“PSA”) dated effective
October 1, 2020 whereby Legacy has agreed to assign all of its right, title and interest in various properties to
SBI II, LLC (“SBI"), ihcluding Legacy’s right, title and interest in the Lease described above (the “Subject

Property™).

Pursuant to the JOA, Legacy hereby requests your writteri consent to such assignment to effectuate the
transaction with SBI. Legacy would appreciate your prompt election to this request.

Please indicate your consent to the above by having the appropriate representative sign and date*in the spaces
provided below, and at your earliest convenience, please return one (1) original to the undersigned in the enclosed

self-addressed envelope or scan and email your consent to Teri Greer at tgreer@legacyreserves.com

Please contact Best regards,

LEGACY RESERVES OPERATING LP

Clay Roberts
Land Manager, Permian Business Unit

[Consent on Following Page.

Page 1 of 3 ' o
CONSENT TO ASSIGN REQUEST



ZILEGACY

Legacy Reserves LP © 303 West Wall, Ste. 1800 « Midland, TX 79701 * Ph: (432) 689-5200 * www.legacylp.com

CONSENT TO ASSIGN
Lease/Well: State GC
County, State: Lea County, New Mexico
Operator: Amaco Production Co

Non-Operator:  Norther Natural Gas Company

The undersigned hereby consents to Legacy’s assignment of the captioned JOA to SBI effective October 1,
2020.

Agreed to and accepted this day of , 2020.

By:
Title:

[Please return one (1) original to the undersigned in the enclosed self-addressed envelope.]

Page 1 of 3
PREFERENTIAL RIGHT TO PURCHASE ELECTION



ELEGACY

Legacy Reserves LP » 303 West Wall, Ste, 1800 = Midland, TX 79701 + Ph: {432) 689-5200 * www.legacylp.com

PREFERENTIAL RIGHT TO PURCHASE ELECTION

The undersigned hereby elects to EXERCISE its preferential right to
purchase Legacy’s interest in the Subject Property pursuant to the Joint
Operating Agreement and on the same terms and conditions set forth in the
PSA.

[Please initial one.]

The undersigned hereby elects to NOT EXERCISE, and thereby waive, its
preferential right to purchase Legacy’s interest in the Subject Property
pursuant to the Joint Operating Agreement.

[Please initial one.]

Signature:

Title/Self:

Date:

[Please return one (1) original to the undersigned in the enclosed self-addressed envelope.]

PREFERENTTAL RIGHT TO PURCHASE ELECTION
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CENTENNIAL @

RESQURLE DEVELOPMENT W :
Gavin Smith, RPL Jeff Uerly, CPL

tondman Vice President of Ltand
Centenniaf Resource Production, LLC OneEnergy Partners, LLC
1001 Seventeenth Street, Suite 1800 2929 Allen Parkway, Suite 200
Denver, Colorado 80202 Houston, Texas 77012
Main: 720-441-5515 Main: 713-714-6485
Direct: 720-495-1474 Direct: 214-683-3469
Gavin.smith@cdevinc.com JHerly@oneenergyportners.com
March 28, 2017 DELIVERED VIA CERTIFIED MAIL

TO: Working Interest Parties of the State GC Joint Operating Agreement

Re:  Change of Operator & Consent to Assign
Township 22 South, Range 35 East, NNM.P.M
Section 7: S/2, NW/4
Lea County, New Mexico

Dear Working Interest Owner:

Centennial Resource Production, LLC (“Centennial”’) has entered into an agreement with
OneEnergy Partners, LLC (“OEP”), in, on and under the lands described above. OEP will assign
ownership to Centennial of the lands described above, effective January 1, 2018. Ownership in
any existing wells will not be included in the assignment.

Pursuant to the terms and provisions of that certain A.A.P.L. Form 610-1977 Operating Agreement
dated October 8", 1979, by and between Amoco Production Company, as operator, and Northern
Natural Gas, et al, as non-operators, covering the Subject Lands (the “State GC JOA"), OEP
proposes that Centennial be approved as Operator of the State GC JOA effective as of January 1,
2018. OEP also requests consent to assign from all Working Interest Owners per Article VIII. G.
of the State GC JOA.

Centennial is publicly traded exploration and production company that is focused solely on the
Delaware Basin in Texas and New Mexico. The entity is valued with a $5.3 billion market
capitalization and lead by Mark Papa. Centennial is currently conducting a drilling program
consisting of seven rigs. Additionally, Centennial is hereby voting its interest as Operator.

If you approve Centennial succeeding OEP as Operator of State GC JOA effective January 1, 2018
and consent to the assignment of OEP’s contractual interest to Centennial, please so signify by
executing both copies of this letter and returning one copy to Centennial to the attention of the
Gavin Smith at the address in the header above. The additional copy of this Letter Agreement is
for your files.



Change of Operator
January 18, 2017
Page | 2

Thank you for your consideration and prompt response. If you have any questions, please contact
either Jeff Lierly or Gavin Smith at the appropriate contact information contained in the letterhead.

Respectfully,

OneEnergy Partners, LLC Centennial Resource Production, LLC
4 + Q% i o l% o

Jeff Lierly ~ Gavin Smith

Vice President of Land Landman

[/'We hereby vote our interest for Centennial Resource Production,

LLC becoming Operator of the State GC JOA effective January 1, 2018 and hereby give consent
to the assignment to Centennial Resource Production, LLC.

Name or Company Name:

By:

Title:

Date:




Change of Operator
January 18, 2017
Page | 3

Working Interest Owners:

Company Name

Certified Mail No.

EOG Resources, Inc.
5509 Champions Dr.
Midland, Texas 79706
Attn: Dustin Bynum

Atlas OBOI Energy, LP
15603 Kuykendahl, Suite 200
Houston, TX 77090

9590-9402-2686-6351-6033-54

9590-9402-2686-6351-6033-47



STATE OF NEW MEXICO
COUNTY OF LEA
FIFTH JUDICIAL DISTRICT COURT

ATLAS OBO ENERGY LP,
Plaintiff,

V. No.

CENTENNIAL RESOURCE PRODUCTION, LLC,
Defendant.

TEMPORARY RESTRAINING ORDER

This matter having come before the Court on the Plaintiff’s Motion for Temporary
Restraining Order and Preliminary Injunction, and the Court, having considered the pleadings,
the affidavits, and arguments of counsel, the Court, being fully advised in the premises:

FINDS there is evidence that harm is imminent to Plaintiff, and if the Court does not issue
the temporary restraining order, Plaintiff will be irreparably injured because Defendant Centennial
Resource Production, LLC (the “Enjoined Party”) is likely to continue to attempt to subvert the
true ownership éf the Plaintiff’s relevant mineral property and irreparably damage same through
the control and operation of said property, including, but not limited to, extracting and exhausting
the finite mineral resources contained within said property, and that the Motion should be granted.

WHEREFORE, IT IS HEREBY ORDERED that the Enjoined Party, and its parent
companies, subsidiary companies, officers, agents, servants, warchousemen, employees,
successors, and assigns, and attorneys, and all parties acting in concert therewith, who receive
constructive notice of this Order are hereby RESTRAINED AND ENJOINED from:

a. Attempting to control or operate Plaintiff’s relevant mineral property (as

described within Plaintiff’s Verified Complaint and Motion for Temporary
Restraining Order and Preliminary Injunction) in any regard; and

1



b. Attempting to bring any form of administrative hearing before the Oil
Conservation Division of the State of New Mexico Energy, Minerals and
Natural Resources Department for the purposes of force pooling the minerals
within the Property and/or otherwise attempting to control or operate Plaintiff’s
relevant mineral property.

IT IS FURTHER ORDERED that the Enjoined Party shall take all actions necessary to
comply with the terms of this Order, such that Defendant shall immediately, and in no event more
than twenty-four (24) hours from the execution of this order:

a. cause any scheduled hearing before the Oil Conservation Division of the State of New

Mexico Energy, Minerals and Natural Resources Department to be passed, tolled,

abated, or otherwise cancelled; and

b. cease all attempts at controlling, operating, or otherwise affecting Plaintiff’s mineral
property in violation of the Joint Operating Agreement governing same.

IT IS FURTHER ORDERED that the Enjoined Party shall appear before the Honorable
Judge presiding in the courtroom of the Fifth Judicial District Court of Lea County, New Mexico

on the day of ,20  , at __.m., and then and there

show cause, if any there be, why a temporary injunction should not be issued as requested by
Plaintiff.

The Clerk of the Court is hereby directed to issue a show cause notice to the Enjoined Party
to appear at the temporary injunction hearing.

The Clerk of the above-entitled Court shall forthwith, on the filing by Plaintiffs of the bond

of § , and on approving the same according to the law, issue a temporary

restraining order in conformity with the law and the terms of this Order.

SIGNED the _ day of , 2021, at 1m.

HONORABLE JUDGE PRESIDING
2



APPROVED AS TO FORM AND ENTRY REQUESTED BY:

KEARNEY, MCWILLIAMS & DAvIS, PLLC

/s/Joshua D. Cochran

Joshua D. Cochran

SBN: 153157
jeochran@kmd.law

Bradley A. Nevills

(pro hac vice registration forthcoming)
bnevills@kmd.law

55 Waugh Drive, Suite 150
Houston, Texas 77007

Tel: (713) 936-9620, ext. 116
Fax: (281) 206-0481
Attorneys for Plaintiff

Atlas OBO Energy LP
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STATE OF NEW MEXICOQO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

APPLICATION OF CHISHOLM ENERGY OPERATING, LLC
FOR COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO. CASE No. 20520

APPLICATION OF CHISHOLM ENERGY OPERATING, LLC

FOR COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO. CASE No. 20521

ORDER OF DENIAL

On August 15, 2019, Marathon Qil Permian LLC filed a Motion for a Continuance for each of the
above captioned cases that was opposed by the Applicant. The requests are hereby denied without
prejudice.

L

Adrienne Sandoval, Director

Released to Imaging: 11/30/2021 7:13:57 AM
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EXHIBIT A

FILED
5th JUDICIAL DISTRICT COURT

Lea County
STATE OF NEW MEXICO 11/29/2021 1:39 PM

COUNTY OF LEA NELDA CUELLAR

FIFTH JUDICIAL DISTRICT COURT CLERK OF THE COURT
Sandy Long

ATLAS OBO ENERGY LP,

Plaintiff,

No. D-506-CV-2021-00991
\A

CENTENNIAL RESOURCE PRODUCTION,
LLC,

Defendant.

CENTENNIAL RESOURCE PRODUCTION, LLC’S
RESPONSE IN OPPOSITION TO PLAINTIFF’S MOTION FOR
TEMPORARY RESTRAINING ORDER AND PRELIMINARY INJUNCTION

Defendant Centennial Resource Production, LLC (“Centennial”’) hereby responds in
opposition to Plaintiff Atlas OBO Energy LP (“Atlas”)’s Motion for Temporary Restraining Order
and Preliminary Injunction.

INTRODUCTION AND PROCEDURAL BACKGROUND

On October 1, 2021, Centennial filed two compulsory pooling applications with the New
Mexico Oil Conservation Division (“NMOCD?”), initiating Case Nos. 22252 and 22253. These
applications request the NMOCD to pool all uncommitted mineral interests in the Bone Spring
formation in two proposed horizontal spacing units underlying Sections 7 and 18, Township 22
South, Range 35 East, NMPM, Lea County, New Mexico. A copy of the applications along with
other exhibits submitted to the NMOCD are being filed contemporaneously herewith as Exhibit 1
and Exhibit 2!, respectively. Centennial owns interests in these proposed horizontal spacing units
by virtue of four State of New Mexico leases: L-6377 (NW/4 and S/2 of Section 7), VB-244 (NE/4

of Section 7); VC-0049 (N/2 of Section 18), and VC-0076 (S/2 of Section 18) (collectively the

! Exhibit 1 is attached herewith. Exhibits 2-4 to Defendant’s Response are being filed as a separate document.
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EXHIBIT A

“State Leases”). Centennial owns 100% of the mineral interests in Section 18. See Affidavit of
Gavin Smith, Senior Landman with Centennial, 9 6-12, filed as Exhibit 3.

Atlas claims to be a party to a Joint Operating Agreement (“JOA”) dated October 8, 1979.
A copy of the JOA is attached as Exhibit A to Atlas’s Verified Complaint and Motion for
Temporary Restraining Order and Preliminary Injunction (“Complaint”). Exhibit A-1 to the JOA
identifies three leases that are contributed to the JOA: L-6377, LG-3975, and LG-1842.
Accordingly, only one of the four leases that Centennial derives its leasehold interests from is
committed to the JOA. That lease is L-6377. The other three leases are not subject to the JOA.
Compl. Ex. A, JOA at Exhibit A-1.

At Article VIII(G), the JOA includes an assignability provision, which provides in relevant
part: “No party may assign its rights hereunder, or any portion thereof, without the written consent
of the other parties.” Compl. Ex. A. Atlas reads this provision to require the parties to the JOA to
give affirmative written consent before any party can assign its leasehold interests subject to the
JOA, and Atlas alleges that it never gave consent to Centennial’s predecessor-in-interest to assign
the State Lease to Centennial. Yet a plain reading of the assignability clause makes clear that it
applies only to the assignment of contractual rights under the JOA. Notwithstanding, even under
Atlas’s interpretation, its consent would have been required only for assignment of lease L-6377
to Centennial, and Centennial stills own an overwhelming working interest in the proposed spacing
units separate and apart from the lease subject to the JOA. These leases allow Centennial to pool,
regardless of the outcome in this case.

The NMOCD is scheduled to hear Case Nos. 22252 and 22253 on December 2, 2021.
Centennial is aiming to commence drilling in March 2022, as State Leases VC-0049 and VC-0076

will otherwise expire April 1, 2022. Atlas, with nearly 5% interest in the proposed unit in Case
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22252 and 2.5% in the unit proposed in 22253, has appeared in these matters and is opposing
Centennial’s pooling cases. Yet, significantly, it has not proposed any competing development
plans. Rather, Atlas is resisting the development of this acreage for the simple reason that it does
not want to be compulsorily pooled. The New Mexico Oil and Gas Act, however, explicitly
authorizes the NMOCD to pool uncommitted interests where parties cannot agree among
themselves. This is to promote the greater public policy objective of developing oil and gas in a
manner that promotes conservation, prevents waste, and protects correlative rights. As will be
explained below, Atlas’s motion for preliminary injunction should be denied, and Case Nos. 22252
and 22253 should be permitted to proceed before the administrative agency that is charged with
managing and overseeing oil and gas development in New Mexico.
ARGUMENT

In New Mexico, “injunctions are harsh and drastic remedies that should issue only in
extreme cases of pressing necessity and only where there is no adequate remedy at law.” Insure
New Mexico, LLC v. McGonigle, 2000-NMCA-018, § 7, 128 N.M. 611 (internal quotations
omitted). To obtain a preliminary injunction, Atlas must prove each of the following: (1) it will
suffer irreparable injury unless the injunction is granted; (2) there is a substantial likelihood that it
will prevail on the merits; (3) the threatened injury outweighs any damage the injunction might
cause Centennial; and (4) issuance of the injunction will not be adverse to the public’s interest.
LaBalbo v. Hymes, 1993-NMCA-010, § 11, 115 N.M. 314. If Atlas fails to establish even one of
the elements, it cannot obtain injunctive relief. /d.

1. Atlas has not established that it will suffer irreparable injury.

Atlas requests that this Court grant a temporary injunction that would stay two pending

matters before the NMOCD and prevent Centennial from developing and producing oil and gas
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from the State Leases. Importantly, in making this claim, Atlas does not assert that it is the rightful
owner of Centennial’s State Leases. Atlas instead alleges that, if Centennial develops its leases,
then Atlas will be “forced to make a damaging choice” to either (1) contribute its pro rata share of
the capital costs of development or, (2) decline to contribute and pay the risk charge as required
by New Mexico law. Compl. ] 29. This is not irreparable harm. Rather, this is an economic choice
that oil and gas lessees routinely consider when their interests are statutorily pooled or otherwise
contributed to a unit. If, in fact, it is determined that Centennial does not own an interest in the
State Leases, the economic harm incurred by Atlas, if any, as a result of its choice may be remedied
through money damages.

Under New Mexico law, “injunctions are granted to prevent irreparable injury for which
there is no adequate and complete remedy at law.” Wilcox v. Timberon Protective Ass ’'n, 1990-
NMCA-137, 934, 111 N.M. 478, abrogated on other grounds by Agua Fria Save the Open Space
Ass’nv. Rowe, 201 1-NMCA-054, 9 22, 149 N.M. 812. As the Court of Appeals has explained:

[A]n irreparable injury is an injury which cannot be compensated or for which

compensation cannot be measured by any certain pecuniary standard. The injury

must be actual and substantial, or an affirmative prospect thereof, and not a mere

possibility of harm. It is not enough that the party seeking injunctive relief merely

claim irreparable harm; he must come forth with evidence of the irreparability of

his harm or inadequacy of any remedy.
State ex. rel. State Hwy & Transp. Dep’t of N.M. v. City of Sunland Park, 2000-NMCA-044, 419,
129 N.M. 151 (internal citations and quotations omitted). Here, Atlas has completely failed to
demonstrate why it does not have an adequate remedy at law.

Atlas has failed to establish that it does not have an adequate remedy at law because its
only claimed injury is economic loss. According to the Complaint, Atlas’s sole claim of harm

would result from its oil and gas lease being pooled with Centennial’s State Leases into two

spacing units pursuant to Centennial’s pending applications before the NMOCD. As an initial
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matter, Atlas has contested Centennial’s NMOCD applications and is pursuing a remedy before
the agency. Second, if the NMOCD grants Centennial’s applications and pools Centennial’s State
Leases with Atlas’s interest, then Atlas (with its nearly 5% share in one unit, and 2.5% share in
the other unit) must make the choice that every non-operating lessee in this situation must make —
to either participate in the proposed wells and pay “certain operating costs” or decline to participate
and pay the statutory “penalty” before it is entitled to receive its share of revenues from production.
Compl. 9 29. If Atlas chooses the first option, Atlas will receive its share of revenues from
production without deduction. If Atlas chooses the second option, it can avoid its capital
contribution and instead pay the statutory risk penalty from its share of the revenues. Thus, these
alleged “injuries” are simply the cost reimbursements and risk charges explicitly authorized by
New Mexico law for oil and gas development. See NMSA 1978, § 70-2-17 (mandating payment
from production of well costs, not to exceed 200% of the non-consenting owner’s pro rata share,
for any owner who elects not to pay his proportionate share in advance); see also Viking Petroleum,
Inc. v. Oil Conservation Comm’n of the State, 1983-NMSC-091, q 21, 100 N.M. 451 (“[T]he
amount of costs to be reimbursed to the operator, and the percentage risk charge to be assessed, if
any, are determinations to be made by the Commission on a case-to-case basis and upon the
particular facts in each case.”). Regardless of whether Atlas chooses to participate or pay a risk
charge, Atlas stands to benefit. Thus, there is no harm to Atlas at all — much less irreparable harm.

Finally, even if Atlas can somehow demonstrate that (1) someone else, and not Centennial,
is the rightful owner of the State Leases, and (2) that Centennial’s operation of the State Leases
will result in economic harm to Atlas, then Atlas’s harm is purely economic. And, an economic
loss such as this is compensable by monetary damages and does not constitute irreparable harm.

See Orion Tech. Res., LLC v. Los Alamos Nat’l Sec., LLC, 2012-NMCA-097, 9 31, 287 P.3d 967
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(“An irreparable injury for which there is no adequate remedy at law is one ‘which cannot be
compensated or for which compensation cannot be measured by any certain pecuniary
standard.’”); see also Crowe & Dunlevy, P.C. v. Stidham, 640 F.3d 1140, 1157 (10th Cir. 2011)
(“economic loss is usually insufficient to constitute irreparable harm”). Accordingly, the Court
should deny Atlas’s motion and allow this matter to proceed before the NMOCD.

II. Atlas has not established a substantial likelihood of prevailing on the merits.

As the party seeking a preliminary injunction, Atlas bears the burden of demonstrating a
substantial likelihood that it will prevail on the merits. LaBalbo, 1993-NMCA-010, § 11; Nat’l
Trust for Historic Preservation v. City of Albuquerque, 1994-NMCA-057, 9 18, 117 N.M. 590
(“movant for injunction bears burden of persuasion”). Where the movant cannot make this
showing, preliminary-injunctive relief is not available. See, e.g., Nat’l Trust for Historic
Preservation, 1994-NMCA-057, 4 30 (denial of preliminary injunction affirmed where plaintiffs
“had not presented sufficient persuasive evidence to establish a substantial likelihood that they
would prevail on the merits”). Here, Atlas’s four claims — count A for breach of contract, count B
for slander of title, count C for quiet title, and count D for declaratory judgment — fail as a matter
of law, and therefore Atlas is not entitled to entry of a preliminary injunction.

A. The JOA Does Not Prevent Centennial from Acquiring the State Leases.

As a threshold issue, each of Atlas’s claims is premised upon its argument that, pursuant
to the JOA, Atlas must consent to the transfer of the State Leases to Centennial. As set forth below,
Atlas’s construction of the JOA’s assignability clause is contrary to the agreement’s plain terms

and would operate as an unreasonable restraint on alienation. Moreover, three of the State Leases
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are not subject to the JOA at all. Accordingly, Atlas has failed to demonstrate a substantial
likelihood of success on the merits.

1. The “Assignability” provision applies only to the transfer of the JOA itself
and not the State Leases.

When a contract is unambiguous, a court should “interpret the meaning of the document
and the intent of the parties according to the clear language of the document.” Espinosa v. United
of Omaha Life Ins. Co., 2006 NMCA 75, 9 26, 139 N.M. 691. The purpose of this JOA, like any
other, to is allocate the risks and revenues resulting from the exploration and production of oil and
gas from leases committed to the JOA. The unambiguous language of the assignability provision,
found at Article VIII(G) of the JOA, indicates that written consent is required only to assign the

contractual rights under the JOA, as it states: “No party may assign its rights hereunder, or any

portion thereof, without the written consent of the other parties.” Compl., Ex. A, JOA at 12

(emphasis added). There is no requirement of written consent to convey title to lands, oil and gas
leasehold interests, or other oil and gas interests within the area subject to the JOA. This
interpretation that the assignability clause is limited to assignment of contractual rights (and not
title) is confirmed by the language of Article XV (Other Provisions), which begins “[i]n connection
with Article VIII(G) (“Assignability”) of this Operating Agreement...” and refers to assignment
of the parties’ “partnership interest” in the contract area. Once again, the plain language of the
assignability provision limits its effect to assignment of the parties’ contractual rights under the
JOA.

Yet, even if the Court looks beyond the four corners of the contract, see Mark V, Inc. v.
Mellekas, 1993-NMSC-001, q 11, 114 N.M. 778, extrinsic evidence bolsters the conclusion that
the assignability clause applies only to the assignment of contractual rights under the JOA. The

JOA is based upon the 1977 AAPL Form 610 Model Form Operating Agreement. However, the

Y7 AM
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original parties removed the standard Article VIII(G) from the 1977 form and replaced it with the
language at-issue in this case. Article VIII(G) in the 1977 AAPL Form 610 Model Form Operating
Agreement is titled “Preferential Right to Purchase” and provides:

Should any party desire to sell all or any part of its interests under this agreement,
or its rights and interests in the Contract Area, it shall promptly give written notice
to the other parties, with full information concerning its proposed sale, which shall
include the name and address of the prospective purchaser (who must be ready,
willing and able to purchase), the purchase price, and all other terms of the offer.
The other parties shall then have an optional prior right, for a period of ten (10)
days after receipt of the notice, to purchase on the same terms and conditions the
interest which the other party proposes to sell; and, if this optional right is exercised,
the purchasing parties shall share the purchased interest in the proportions that the
interest of each bears to the total interest of all purchasing parties.

See 47 Rocky Mt. Min. L. Inst. 13-1, § 1306 Appendix (2001), filed as Exhibit 4 (quoting language
of Preferential Right to Purchase Provisions in different versions of model form JOA) (emphasis
added). The decision to remove the “Preferential Right to Purchase” provision and, thus,
intentionally exclude reference to the sale or assignment of “rights and interests in the Contract
Area,” is significant. It evinces an intent by the parties to remove an constraint on alienation of the
leases subject to the JOA and instead provide the parties with a consent right applicable only to
the assignment of the JOA itself. For these reasons, Atlas’s interpretation of Article VIII(G) of
the JOA as requiring written consent to assign leasehold interests within the subject area is
unreasonable and incorrect.

1i. Atlas’ interpretation of the JOA would result in an unreasonable restraint on
alienation.

New Mexico has adopted the common-law rule that unreasonable restraints on alienation
are not enforceable. See Gartley v. Ricketts, 1988-NMSC-067, 9 6, 107 N.M. 451 (citing State ex
rel. Bingaman v. Valley Sav. & Loan, 1981-NMSC-108, 97 N.M. 8). When considering if a

restraint on alienation is enforceable, New Mexico courts consider six factors, including whether:
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(1) the one imposing the restraint has some interest in land which he is seeking to protect
by the enforcement of the restraint; (2) the restraint is limited in duration; (3) the
enforcement of the restraint accomplishes a worthwhile purpose; (4) the type of
conveyances prohibited are ones not likely to be employed to any substantial degree by the
one restrained; (5) the number of persons to whom alienation is prohibited is small; [and]
(6) the one upon whom the restraint is imposed is a charity.
Gartley, 1988-NMSC-067, 9 6. As to the first factor, Atlas has not identified a real property interest
that it seeks to protect. As discussed above, its interest is purely economic. Second, Atlas’s alleged
right of restraint could continue in perpetuity as its term is concurrent with the term of the JOA.
The JOA has been in existence since 1979, and will continue until as long as the wells subject to
it provisions are producing. Compl. Ex. A, Article XIII (Term of Agreement). Third, Atlas has not
identified a worthwhile purpose for this restraint on alienation. Fourth and Fifth, while transfer of
the State Leases might affect only relatively small number of people, these types of transactions
are routine and common in the oil and gas industry and should not be precluded. Sixth, none of the
parties is a charity.
Accordingly, even if the Court agrees with Atlas’s interpretation of the assignability clause

of the JOA, it should nevertheless find that it is an unreasonable restraint on alienation.

1ii. Three of the State Leases are not subject to the JOA at all.

Centennial has a right to pool because it owns an interest in each of the proposed horizontal
spacing units separate and apart from the leases committed to the JOA. NMSA 1978, 70-2-17. In
Case No. 22252, Centennial owns an interest in Section 18 by virtue of leases VC-0049 and VC-
0076, which are not committed to the JOA. In Case No. 22253, in addition to owning an interest
in Section 18, Centennial also owns an interest in Section 7 by lease VB-244, which is similarly
not committed to the JOA. These ownership interests allow Centennial to pool, regardless of the
outcome in this case. NMSA 1978, § 70-2-17. For this additional reason, Centennial should be

allowed to proceed with its pooling applications before the NMOCD.

Y7 AM
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B. If Centennial is not a party to the JOA, then Atlas’s claim for breach of contract fails.

Under New Mexico law, “[t]he elements of a breach-of-contract action are the existence of
a contract, breach of the contract, causation, and damages.” Abreu v. N.M. Children, Youth &
Families Dep’t, 797 F. Supp. 2d 1199, 1247 (D.N.M. 2011) (citing Camino Real Mobile Home
Park P’ship v. Wolfe, 1995-NMSC-013, 9 18, 119 N.M. 436). It is axiomatic that a defendant must
be a party to a contract before it can be held liable for a breach of the contract. See Ibe v. Jones,
836 F.3d 515, 524 (5th Cir. 2016); A&V 425 LLC Contr. Co. v. RFD 55th St. LLC, 830 N.Y.S.2d
637, 643 (S.Ct. NY 2007) (“As a general rule, in order for someone to be liable for a breach of
contract, that person must be a party to the contract.””). Atlas’s contract claim necessarily fails
because the foundation of this lawsuit is Atlas’s insistence that Centennial is not a rightful party
to the JOA. If Centennial is not a party to the JOA, as Atlas claims, then Centennial cannot have
breached the Assignability provision (Article VIII(G)) or any other provision of the JOA, as a
matter of law. Because Atlas cannot show a substantial likelihood of success on the merits of its
contract claim, injunctive relief must be denied.

C. Atlas’s claim for slander of title fails because Atlas does not claim interest in the
Property.

In New Mexico, “[t]he tort of slander of title occurs when one who, without the privilege

to do so, wilfully records or publishes matter which is untrue and disparaging to another’s property

rights in land, as would lead a reasonable man to foresee that the conduct of a third purchaser
might be determined thereby.” Den-Gar Enters. v. Romero, 1980-NMCA-021, 9 16, 94 N.M. 425
(emphasis added). Malice is an essential element of slander of title. /d. Further, because “the gist
of the action is recovery of special damages for the loss sustained by reason of the speaking and
publication of slander concerning the plaintiffs’ title to property,” special damages must be pleaded

and proven at trial. Jemez Prop., Inc. v. Lucero, 1979-NMCA-162, 4 18, 94 N.M. 181.

10
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Atlas cannot prevail on its slander of title claim for at least three reasons. First, and perhaps
most importantly, Atlas cannot recover on its slander of title claim for the simple reason that
Centennial has not reported or otherwise published false statements about Atlas’s title to property.
The allegations in the Complaint confirm this as Atlas concedes that it “does not dispute its
attributed ownership percentage in the Property,” Compl. § 9, meaning that it does not dispute the
ownership interest that Centennial attributes to Atlas in the filings before the NMOCD. By this
admission, Atlas pleads itself out of a slander of title claim by acknowledging that Centennial’s
statements about Atlas’s property interests are true and accurate.

Second, there is no evidence that Centennial acted with the requisite malice to prevail on a
claim for slander of title. As supposed evidence of Centennial’s wrongful state of mind, Atlas
alleges that approximately six weeks ago, on October 15, 2021, “Plaintiff delivered formal
correspondence to Defendant...specifically delineating both the failure of Defendant to obtain
Plaintiff’s consent and the purposeful avoidance of Plaintiff’s exception to prior related notices.”
Compl. § 11. Atlas purports to attach such correspondence as Exhibit B to the Complaint, but no
such correspondence is attached thereto. Further, the applications for pooling in Case Nos. 22252
and 22253—which form the basis of Atlas’s slander of title claim—were filed with the NMOCD on

October 1, 2021, two weeks before Atlas’s October 15, 2021 correspondence. Further, as will be

explained above, Centennial has a good faith belief that it owns the mineral interests that are the
subject of the pooling cases pending before the NMOCD.

Third and finally, the slander of title claim fails because Atlas has not sustained special

damages as a result of Centennial’s actions. In the Complaint, Atlas alleges that it will suffer
damages if the pooling cases are allowed to proceed and the NMOCD ultimately enters pooling

orders, by “not being paid any royalties due from Plaintiff’s ownership in the Property until

11
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Defendant’s costs of operations are paid thrice,” Compl. § 14 (emphasis in original), and “by
Plaintiff in having to quiet title to the Property,” Compl. q 21. As to the claimed damages about
royalties and risk-charge assessments, these damages are speculative and have not yet been
incurred by Atlas as the NMOCD has not issued any pooling orders. Further, the costs associated
with quieting title are similarly improper because, as will be explained below, Atlas does not have
standing to quiet title Centennial’s property interests. For the foregoing reasons, Atlas’s slander of
title claim fails, and entry of a preliminary injunction is not warranted.

D. Atlas’s claim for quiet title fails.

Quiet title actions in New Mexico are governed by Article 6 of Chapter 42 of the New
Mexico Statutes Annotated. In particular, Section 42-6-1 addresses by and against whom actions
for quiet title may be brought and provides, in relevant part, as follow:

An action to determine and quiet the title of real property may be brought by anyone
having or claiming an interest therein, or by the holder of any mortgage, mortgage
deed, trust deed or any other written instrument which may operate as a mortgage,
in an action brought to foreclose the said mortgage, mortgage deed, trust deed or
such other written instrument, whether in or out of possession of the same, against
any person or persons, claiming title thereto, or parcel or portion thereof, or lien
thereon, whether such lien be a mortgage or otherwise.

(Emphasis added). Although a party need not be in possession of property to maintain a quiet title
action, it must claim an interest in the property. See Currier v. Gonzales, 1967-NMSC-259, 4 6,
78 N.M. 541 (“Quiet title actions may be brought by anyone, in or out of possession, claiming an
interest in real property.”); Sec. Inv. & Dev. Co. v. Capital City Bank, 1917-NMSC-018, 9 5, 22
N.M. 469 (quiet title action by lien holder dismissed “because its right and interest in the premises
was based upon a judgment lien which does not constitute title; nor is such claim within the
purview of the statute™); see also NMSA 1978, § 42-6-2 (“The plaintiff must file his complaint in

the district court...averring that he is credibly informed and believes that the defendant makes
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some claim adverse to the estate of the plaintiff, and praying for the establishment of the plaintiff’s
estate against such adverse claims...”).

Therefore, as a matter of New Mexico law, Atlas lacks standing to bring a claim for quiet
title because it does not allege an interest in the mineral estate that Centennial claims. As pleaded
in the Complaint, “Plaintiff does not dispute its attributed ownership percentage in the Property,”
but “rather, Plaintiff disputes that Defendant ever lawfully acquired ownership of any portion of
the Property in the first place.” Compl. § 9. Quiet title is not a vehicle for third parties to challenge
title to property to which it does not claim an ownership interest. See generally, NMSA 1978, §§
42-6-1 through 42-6-17. Therefore, as a matter of New Mexico law, Atlas cannot maintain a claim
for quiet title, and Atlas’s request for injunctive relief must be denied.

E. Atlas’s claim for declaratory relief fails.

The New Mexico Declaratory Judgment Act creates “a cause of action in cases of actual
controversy to declare rights, status, and other legal relations.” Gallegos v. Nev. Gen. Insur. Co.,
2011-NMCA-004, 9 9, 149 N.M. 364. Even assuming that there is an actual controversy between
the parties as to title in the mineral interests claimed by Centennial, Atlas is not likely to prevail
on its claim for declaratory relief, which is fatal to its motion for preliminary injunction. Atlas is
asking the Court to declare, among other things, that Centennial “has not succeeded to an
ownership interest within any portion of the Property,” Compl. § 27, because Centennial (or its
predecessor-in-interest) failed to obtain Atlas’s written consent in accordance with the
assignability provision of the JOA. As discussed above, Atlas’s declaratory judgment claim fails

because written consent was not a requirement to convey mineral interests subject to the JOA.
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I11. Atlas has not established the threatened injury outweighs any damage the
injunction might cause Centennial.

Not only has Atlas failed to demonstrate an irreparable injury, but it has not demonstrated
that this injury outweighs any damage the injunction might cause Centennial. Centennial has
expended considerable time and resources to develop this acreage, including arranging to
commence drilling in March 2022. This timing is critical because State Leases VC-0049 and VC-
0076 are otherwise set to expire April 1, 2022. Affidavit of Gavin Smith, § 13, Ex. 3. To meet this
timeline, however, it is imperative that Case Nos. 22252 and 22253 go to hearing before the
NMOCD on December 2, 2021. Atlas may appeal any pooling orders issued by the NMOCD to
the Oil Conservation Commission for a de novo hearing. NMSA 1978, § 70-2-13. To account for
this additional administrative process, these pooling cases must heard as soon as possible if drilling
is to commence in March 2022. As reflected on the Authorization for Expenditures, attached as
Exhibit C4 to both pooling cases, Exs. 1 and 2, millions of dollars are being expended by
Centennial to develop this acreage. As such, the damage to Centennial if a preliminary injunction
is entered and the pooling cases are not permitted to go to hearing on December 2 significantly
outweighs an injury to Atlas. Accordingly, a preliminary injunction is not appropriate.

IV. Atlas has not established issuance of the injunction will not be adverse to the
public’s interest.

It is the public policy of the State of New Mexico, as articulated in the New Mexico Oil
and Gas Act, NMSA 1978, §§ 70-2-1 through 70-2-13, “to prevent waste prohibited by this act
and to protect correlative rights.” NMSA 1978, § 70-2-11. One way that the NMOCD
accomplishes this is by pooling mineral interests in proposed spacing units. NMSA 1978, § 70-2-
17 (pooling); see also NMAC 19.15.16.15 (Horizontal Wells). Specifically, Section 70-2-17(C)

provides:
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When two or more separately owned tracts of land are embraced within a spacing
or proration unit, or where there are owners of royalty interests or undivided
interests in oil and gas minerals which are separately owned or any combination
thereof, embraced within such spacing or proration unit, the owner or owners
thereof may validly pool their interests and develop their lands as a unit. Where,
however, such owner or owners have not agreed to pool their interests, and where
one such separate owner, or owners, who has the right to drill has drilled or
proposes to drill a well on said unit to a common source of supply, the division, to
avoid the drilling of unnecessary wells or to protect correlative rights, or to prevent
waste, shall pool all or any part of such lands or interests or both in the spacing or
proration unit as a unit.

(Emphasis added). The purpose of this section of the Oil and Gas Act, which expressly authorizes
the NMOCD to pool mineral interests between parties that cannot reach agreement, is to avoid this
very situation, whereby an interest owner such as Atlas arbitrarily attempts to prevent reasonable
oil and gas development. Therefore, contrary to Atlas’s assertion, the preliminary injunction
requested by Atlas is contrary to the Oil and Gas Action and, therefore, adverse to the public’s
interest. The motion for preliminary injunction should be denied.

CONCLUSION

Wherefore, for the foregoing reasons, Centennial respectfully requests the Court to deny

Atlas’s Motion for Temporary Restraining Order and Preliminary Injunction.
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parties and counsel listed on the Court’s Case Service Contacts to be served by electronic means.

By: /s/ Julia Broggi
Julia Broggi

17807385_v2
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EXAMINER HEARING NOVEMBER 04, 2021

CASE NO. 22252

GORDITA 6 STATE CoMm #601 H-#603H WELLS

LEA CoOUNTY, NEW MEXICO

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

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.
CASE NO. 22252

TABLE OF CONTENTS

e Centennial Exhibit A: Compulsory Pooling Application Checklist

e Centennial Exhibit B: Application of Centennial Production Company for Compulsory
Pooling

e Centennial Exhibit C: Affidavit of Gavin Smith, Landman

Centennial Exhibit C-1: Draft C-102

Centennial Exhibit C-2: Land Tract Map

Centennial Exhibit C-3: Working Interest Ownership
Centennial Exhibit C-4: Sample Well Proposal Letter with AFE
Centennial Exhibit C-5: Chronology of Contacts

O O O O O

e Centennial Exhibit D: Affidavit of Isabel Harper, Geologist

Centennial Exhibit D-1: Locator Map

Centennial Exhibit D-2: Subsea structure map
Centennial Exhibit D-3: Cross-section map
Centennial Exhibit D-4: Stratigraphic cross-section

O O O O

e Centennial Exhibit E: Notice Affidavit

e Centennial Exhibit F: Affidavit of Publication
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COMPULSORY POOLING APPLICA TION CHECKLIST (pdf)

ALL INFORMATION IN THE APPLICATION MUST BE SUPPORTED BY SIGNED AFFIDAVITS

Case No. 22252

APPLICANT'S RESPONSE

Date: November 4, 2021

Applicant

Centennial Resource Production LLC

Designated Operator & OGRID (affiliation if applicable)

Centennial Resource Production LLC (OGRID 372165)

Applicant's Counsel:

Holland & Hart LLP

Case Title:

APPLICATION OF CENTENNIAL RESOURCE
PRODUCTION, LLC FOR COMPULSORY POOLING, LEA
COUNTY, NEW MEXICO

Entries of Appearance/Intervenors:

N/A

Well Family Gordita 6 State Com wells
Formation/Pool

Formation Name(s) or Vertical Extent: Bone Spring

Primary Product (Oil or Gas): il

Pooling this vertical extent: Bone Spring

Pool Name and Pool Code:

Ojo Chiso; Bone Spring Pool (Pool Code 96553)

Well Location Setback Rules:

Statewide oil

Spacing Unit Size:

619.28-acres, more or less

Spacing Unit

Type (Horizontal/Vertical)

Horizontal

Size (Acres)

619.28-acres, more or less

Building Blocks:

40-acre

Orientation:

Standup

DeSCFIptIOﬂZ TRS/County BEFORE THE OIL CONSERVATION DIVISION

Santa Fe, New Mexico
Exhibit No. A

Hearing Date: November 04, 2021
Case No. 22252

Submitted by: Centennial Resource Production, LLC

W/2 of Sections 7 and 18, Township 22 South, Range
35 East, NMPM, Lea County, New Mexico

Standard Horizontal Well Spacing Unit (Y/N), If No, describe Yes
Other Situations

Depth Severance: Y/N. If yes, description No
Proximity Tracts: If yes, description Yes

Released to Imaging: 11/30/2021 7:13:57 AM
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Proximity Defining Well: if yes, description EXH l Bl ieAhe completed interval for the Gordita 6 State

Com #602H well will remain within 330 feet of the
quarter-quarter line separating the W/2 W/2 from the
E/2 W/2 of Sections 7 and 18, to allow inclusion of this
acreage into a standard horizontal well spacing unit.

Applicant's Ownership in Each Tract Yes

Well(s)
Name & API (if assigned), surface and bottom hole location,
footages, completion target, orientation, completion status

(standard or non-standard)
Well #1 Gordita 6 State Com #601H well, API No. 30-025-49034
SHL:275 FSL and 1320 FWL (Unit N) of Section 6, Township 22
South, Range 35 East, NMPM.

BHL:100 FSL and 598 FWL (Lot 4) of Section 18, Township 22
South, Range 35 East, NMPM.

Completion Target: Bone Spring
Well Orientation: Standup
Completion Location expected to be: standard

Well #2 Gordita 6 State Com #602H well, API No. 30-025-49035
SHL:275 FSL and 1350 FWL (Unit N) of Section 6, Township 22
South, Range 35 East, NMPM.

BHL:100 FSL and 1526 FWL (Lot N) of Section 18, Township 22
South, Range 35 East, NMPM.

Completion Target: Bone Spring
Well Orientation: Standup
Completion Location expected to be: proximity tract

Well #3 Gordita 6 State Com #603H well, AP No. 30-025-49036
SHL:275 FSL and 1380 FWL (Unit N) of Section 6, Township 22
South, Range 35 East, NMPM.

BHL:100 FSL and 2456 FWL (Lot N) of Section 18, Township 22
South, Range 35 East, NMPM.

Completion Target: Bone Spring
Well Orientation: Standup
Completion Location expected to be: NSL-Order NSL-8211

Horizontal Well First and Last Take Points Exhibit C-1

Released to Imaging: 11/30/2021 7:13:57 AM
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Completion Target (Formation, TVD and MD) EXH l Bl ExlAjt C-4, Exhibit D-4

Page 90 0f 210

AFE Capex and Operating Costs

Drilling Supervision/Month $

$8,500 (drilling) & $850 (producing)/month

Production Supervision/Month $ Exhibit C, C-4
Justification for Supervision Costs Exhibit C, C-4
Requested Risk Charge Exhibit C, C-4
Notice of Hearing

Proposed Notice of Hearing Exhibit B
Proof of Mailed Notice of Hearing (20 days before hearing) Exhibit E
Proof of Published Notice of Hearing (10 days before hearing) Exhibit F
Ownership Determination

Land Ownership Schematic of the Spacing Unit Exhibit C-2
Tract List (including lease numbers and owners) Exhibit C-3

Pooled Parties (including ownership type)

Exhibit C-3, Exhibit E

Unlocatable Parties to be Pooled

N/A

Ownership Depth Severance (including percentage above & beloy

N/A

Joinder

Sample Copy of Proposal Letter

Exhibit C-4

List of Interest Owners (ie Exhibit A of JOA)

Exhibit C-3, Exhibit E

Chronology of Contact with Non-Joined Working Interests Exhibit C-5
Overhead Rates In Proposal Letter Exhibit C-4
Cost Estimate to Drill and Complete Exhibit C-5
Cost Estimate to Equip Well Exhibit C-5
Cost Estimate for Production Facilities Exhibit C-5
Geology

Summary (including special considerations) Exhibit D
Spacing Unit Schematic Exhibit D-1
Gunbarrel/Lateral Trajectory Schematic N/A

Well Orientation (with rationale) Exhibit D-1

Target Formation

Exhibit D-2, D-3, D-4

HSU Cross Section Exhibit D-4
Depth Severance Discussion N/A
Forms, Figures and Tables

C-102 Exhibit C-1
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Summary of Interests, Unit Recapitulation (Tracts)EXI-I I BI Exlﬁit C-3

General Location Map (including basin) Exhibit D-1
Well Bore Location Map Exhibit D-1
Structure Contour Map - Subsea Depth Exhibit D-2
Cross Section Location Map (including wells) Exhibit D-3, D-4
Cross Section (including Landing Zone) Exhibit D-3, D-4
Additional Information

Special Provisions/Stipulations N/A

CERTIFICATION: | hereby certify that the information provided in this checklist is complete and accurate.

Printed Name (Attorney or Party Representative): Kaitlyn A. Luck

Signed Name (Attorney or Party Representative):

Date: 2-Nov-21
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EXHIBIT A

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

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22252

APPLICATION

Centennial Resource Production, LLC (“Centennial” or “Applicant”) (OGRID No.
372165), through its undersigned attorneys, hereby files this application with the Oil
Conservation Division pursuant to the provisions of NMSA 1978, § 70-2-17, for an order
pooling all uncommitted interests in the Bone Spring formation underlying a standard
640-acre, more or less, horizontal spacing unit comprised of the W/2 of Sections 7 and
18, Township 22 South, Range 35 East, NMPM, Lea County, New Mexico. In support of
its application, Centennial states:

1. Applicant is a working interest owner in the proposed horizontal spacing unit and
has the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced spacing unit to the following
proposed initial wells:

a. (1) the Gordita 6 State Com #601H well(API No. 30-025-49034), to be
horizontally drilled from a surface location in the SE/4 SW/4 (Unit N) of
Section 6, to a bottom hole location in the SW/4 SW/4 (Lot 4) of Section

18; and
BEFORE THE OIL CONSERVATION DIVISION

Santa Fe, New Mexico
Exhibit No. B
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22252
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b. (2) the Gordita 6 State Com #602H well (API No. 30-025-49035), and (3)
the Gordita 6 State Com #603H well (API No. 30-025-49036), both are
to be horizontally drilled from a surface location in the SE/4 SW/4 (Unit N)
of Section 6, to a bottom hole location in the SE/4 SW/4 (Unit N) of Section
18.

3. The completed interval for the proposed Gordita 6 State Com #602H well will
remain within 330 feet of the quarter-quarter line separating the W/2 W/2 from the E/2 W/2 of
Sections 7 and 18, to allow inclusion of this acreage into a standard horizontal well spacing unit.

4. Applicant has sought and been unable to obtain voluntary agreement for the
development of these lands from all the working interest owners in the subject spacing unit.

5. The pooling of interests will avoid the drilling of unnecessary wells, will prevent
waste, and will protect correlative rights.

6. In order to permit Applicant to obtain its just and fair share of the oil and gas
underlying the subject lands, all uncommitted interests in this horizontal spacing unit should be
pooled, and Applicant should be designated the operator of the proposed horizontal wells and
spacing unit.

WHEREFORE, Applicant requests that this application be set for hearing before
an Examiner of the Oil Conservation Division on November 4, 2021, and, after notice
and hearing as required by law, the Division enter an order:

A. Pooling all uncommitted interests in the horizontal spacing unit and

approving the initial wells thereon;

B. Designating Applicant as operator of the horizontal spacing unit and the

horizontal wells to be drilled thereon;
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C. Authorizing Applicant to recover its costs of drilling, equipping, and

completing the wells;

D. Approving the actual operating charges and costs of supervision while

drilling and after completion, together with a provision adjusting the rates

pursuant to the COPAS accounting procedures; and

E. Imposing a 200% charge for the risk assumed by Applicant in drilling and

completing the wells against any working interest owner who does not

voluntarily participate in the drilling of the wells.

Released to Imaging: 11/30/2021 7:13:57/AM

Respectfully submitted,

HOLLAND & HART LLP

'Michael H. Feldewert

Adam G. Rankin

Julia Broggi

Kaitlyn A. Luck

Post Office Box 2208

Santa Fe, New Mexico 87504-2208
(505) 988-4421

(505) 983-6043 Facsimile
mhfeldewert@hollandhart.com
agrankin@hollandhart.com
jbroggi@hollandhart.com
kaluck@hollandhart.com

ATTORNEYS FOR
CENTENNIAL RESOURCE PRODUCTION, LLC
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EXHIBIT A

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

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.
CASE NO. 22252

AFFIDAVIT OF GAVIN SMITH
IN SUPPORT OF CASE NO. 22252

Gavin Smith, of lawful age and being first duly sworn, declares as follows:

1. My name is Gavin Smith. I work for Centennial Resource Production, LLC
(“Centennial”) as a Senior Landman.

2. I have previously testified before the New Mexico Oil Conservation Division as an
expert witness in petroleum land matters. My credentials in petroleum land matters have been
accepted by the Division and made a matter of record.

3. I'am familiar with the application filed by Centennial in this case, and I am familiar
with the status of the lands in the subject area.

4, None of the uncommitted parties in this case has indicated opposition to this
pooling case proceeding by affidavits, and therefore I do not expect any opposition at the hearing.

5. In this case, Centennial seeks an order pooling all uncommitted interests in the
Bone Spring formation underlying a standard 640-acre, more or less, horizontal spacing unit
comprised of the W/2 of Sections 7 and 18, Township 22 South, Range 35 East, NMPM, Lea
County, New Mexico.

6. Centennial seeks to dedicate this spacing unit to the proposed initial wells:
BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22252
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(1) the Gordita 6 State Com #601H well (API No. 30-025-49034), to be horizontally
drilled from a surface location in the SE/4 SW/4 (Unit N) of Section 6, to a bottom hole
location in the SW/4 SW/4 (Lot 4) of Section 18; and

(2) the Gordita 6 State Com #602H well (API No. 30-025-49035), and (3) the Gordita 6

State Com #603H well (API No. 30-025-49036), both are to be horizontally drilled from

a surface location in the SE/4 SW/4 (Unit N) of Section 6, to a bottom hole location in the

SE/4 SW/4 (Unit N) of Section 18.

7. Centennial Exhibit C-1 is the Form C-102 for the proposed initial well for this
horizontal spacing unit that reflects that the well is located in the Ojo Chiso; Bone Spring Pool
(Pool Code 96553).

8. The completed interval for the Gordita 6 State Com #602H well will
remain within 330 feet of the quarter-quarter line separating the W/2 W/2 from the E/2
W/2 of Sections 7 and 18, to allow inclusion of this acreage into a standard horizontal
well spacing unit.

9. There are no depth severances in the Bone Spring formation in the proposed spacing
unit.

10.  Centennial Exhibit C-2 contains a plat outlining the unit being pooled and
identifies the tracts of land comprising the proposed spacing unit.

11.  Centennial Exhibit C-3 identifies the working interests in each tract, and their
interest in the horizontal spacing unit. There are no unleased mineral interest owners. I have
highlighted on this exhibit the parties that Centennial seeks to pool.

12.  Centennial sent well proposal letters, together with corresponding AFEs, to the

working interest owners. The costs reflected in the AFE are consistent with what other operators
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have incurred for drilling similar horizontal wells in the area. A copy of the well proposal letters,
along with the AFE, are included with my affidavit as Centennial Exhibit C-4.

13.  Centennial seeks approval of overhead and administrative costs at $8,500/month
while drilling and $850/month while producing. These costs are consistent with what Centennial
and other operators are charging in this area for these types of wells. Centennial respectfully
requests that these administrative and overhead costs be incorporated into any order entered by the
Division in this case.

14.  Centennial has been able to locate contact information for all parties it seeks to pool
and has undertaken good faith efforts to reach an agreement with the uncommitted interest owners.
Centennial Exhibit C-5 contains a chronology of the contacts with the working interest owners
that Centennial seeks to pool in this case.

15.  If Centennial reaches an agreement with any of the proposed pool parties before the
Division enters any order, I will let the Division know that Centennial is no longer seeking to pool
that party.

16. I provided the law firm of Holland & Hart LLP a list of names and addresses for
the uncommitted interest owners shown on Centennial Exhibit C-3. In compiling these addresses,
Centennial conducted a diligent search of all public records in the county where the proposed wells
are located and of phone directories, including computer searches. All parties were locatable.

17.  Centennial Exhibits C-1 through C-5 were either prepared by me or compiled
under my direction and supervision.

FURTHER AFFIANT SAYETH NOT.

Released to Imaging: 11/30/2021 7:13:57 AM



Received by OCD: 11/29/2021 6:14:13 PM Page 98 0of 210

EXHIBIT A

e Jr

GAVIN SMITH

STATE OF COLORADO )

)

COUNTY OF __\)EA\NeX )
SUBSCRIBED and SWORN to before me this _‘2-Nd day of NWIJ[] \oty

2021 by Gavin Smith.
W [ //\/B’

NOTARY PUBLIC

My Commission Expires:

Qdmper 1 209

Franoes M. ivers
NOTARY PUBLIC
STATE OF COLORADO
NOTARY ID 20214039707
MY COMMISSION EXPIRES  October 07, 2028
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District I

1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161 Fax: (575) 393-0720
District 11

811 S. First St., Artesia, NM 88210

Phone: (575) 748-1283 Fax: (575) 748-9720
District 111

1000 Rio Brazos Road, Aztec, NM 87410
Phone: (505) 334-6178 Fax: (505) 334-6170
District IV

1220 S. St. Francis Dr., Santa Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

EXH I B I T A Submitted by: CentEex:ri\?ai: Igl:s;oculrce Production, LLC

State of New Mexico
Energy, Minerals & Natural Resources Department
OIL CONSERVATION DIVISION
1220 South St. Francis Dr.
Santa Fe, NM 87505

WELL LOCATION AND ACREAGE DEDICATION PLAT

Hearing Date: November 04, 2021
Case No. 22252

[] AMENDED REPORT

Form C-102

Revised August 1, 2011
Submit one copy to appropriate
District Office

T API Number

2Pool Code

3 Pool Name

4 Property Code 5 Property Name 6 Well Number
GORDITA 6 STATE COM 601H
7 OGRID No. 8 Operator Name 9 Elevation
CENTENNIAL RESOURCE PRODUCTION, LLC 3627.0'
»Surface Location
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
N 6 228 35E 275 SOUTH 1320 WEST LEA
1 Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
4 18 228 35E 100 SOUTH 598 WEST LEA
12 Dedicated Acres 13 Joint or Infill 14 Consolidation Code 15 Order No.
619.28

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the division.

16 — — — — — — 58945'46"W — 7501.94" (Megs.) — — — —,— —
‘ 5161.24° (¢ 67_'\9) 2640.70° T21S
A y
Re—Est. by Single T22S
LOT 4 LOT 3 LOT 2 LOT 1 Froportion Method
2 3883 42.54 42.45 4235 | 3 ® = SURFACE HOLE LOCATION
* 0 Q
N g Acres Acres Acres Acres a{Q % o = PENETRATION PO|NT/
“E.\‘ ;‘!‘tq FIRST TAKE POINT
SH 2
S ﬁ S S O = LAST TAKE POINT/
2‘& LOT 5 < S BOTTOM HOLE LOCATION
36.56
Acres A = SECTION CORNER LOCATED
A 6 — A /\ = SECTION CORNER
RE—ESTABLISHED.
~| Lote ~ (Not Set on Ground.)
5 12
s 8| 3889 N
Ng| Acres N % NOTE:
N ‘\" 'a N ) Distances referenced on plat to
8 Q LOT 7 N & section lines are perpendicular.
8 : g o e Basis of Bearings is a Transverse
3 % < % Mercator Projection with a Central
N N Meridian of W103°53'00" (NAD 83)
SHL
598" | ? S589°47°49"W — 5176.17° (Meas.)
o
> - PP/FTP &
P LOT 1 8
N $ |36.95 T LINE TABLE
SRS IAcres = ~\.
N u&‘ T N ] LINE | DIRECTION | LENGTH
N, ~ )
%‘g 9 E'lLOT 2 §§ L1 | se221'47°w | 814.04'
N S | 37.08 N
g % | Acres
A -2 | 7 A
BE
i Y El%%i” o NAD 83 (SURFACE HOLE LOCATION)
IR A &l y 238 LATITUDE = 32°24'51.24" (32.414235°)
3| e ;3 LONGITUDE = 103°24'38.64" (103.410733°)
Sy - 2 ©s, STATE PLANE NAD 83 (N.M. EAST)
N N B SO Y. 515658.62° X: 826044.73'
SIS lLOT . SR UTM, NAD 83 (ZONE 13)
© Q - T ;
S |37.35 8 Y. 11769863.76' X: 213071818
| Acres NAD 83 (PP/FTP)
A A CATITUDE = 32°24'47 54" (32.413206°)
58946°59"W S8945°03"W LONGITUDE = 103°24'47.07" (103.413074°)
2556.61° (Meas.) 2639.80° (Meas.) STATE PLANE NAD 83 (N.M. EAST)
~ ILoT 1 ~ Y- 515278.03' X: 82532527
[9] 9]
238 37.48 23 UTV, NAD 83 (ZONE 13)
3 Acres NN Y 11769483.75' X; 213000120
b3 ‘g T N ,‘,\1) NAD 83 (L. TP/BHL)
S | NS LATITUDE = 32°23'05.00" (32.384723°)
¥ LOT 2 23
23 b LONGITUDE = 103°24'47.36" (103.413154°)
N | 37.61 N STATE PLANE NAD 83 (N.M. EAST)
|A°res Y 504915.49' X: 825389.74'
A 7 8 A UTM, NAD 83 (ZONE 13)
| Y. 11750123.12' X; 2130130.28"
LOT 3
~ | n
o 37.73 [4]
23 | Acres ‘i §
N N
) i Q
3% LOT 4 83
Sh 37.86 SN = =
& Acres 83 S S
& = > &
=2 Sl L p—
58942°23"W 589°'39'10"W
R|R 5 257238 (Meas.) 2639.14° (Meas.) SCALE
34135 2 DRAWN BY: R.J. 03-01-21
ElE REV: 4 D.J.S. 05-19-21 (WELL BORE CHANGES)

"OPERATOR
CERTIFICATION

I hereby certify that the information contained
herein is true and complete to the best of my
knowledge and belief, and that this
organization either owns a working interest or
unleased mineral interest in the land including
the proposed bottom hole location or has a
right to drill this well at this location pursuant
to a contract with an owner of such a mineral
or working interest, or to a voluntary pooling
agreement or a compulsory pooling order
heretofore entered by the division.

Signature Date

Printed Name

E-mail Address

"SURVEYOR
CERTIFICATION

I hereby certify that the well location shown
on this plat was plotted from field notes of
actual surveys made by me or under my
supervision, and that the same is true and
correct to the best of my belief:

February 26, 2021

Date of Survey
Signature and Seal of Professional Surveyor:

Certificate Number:
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District I

1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161 Fax: (575) 393-0720
District 1T

811 S. First St., Artesia, NM 88210

Phone: (575) 748-1283 Fax: (575) 748-9720
District 111

1000 Rio Brazos Road, Aztec, NM 87410
Phone: (505) 334-6178 Fax: (505) 334-6170
District IV

1220 S. St. Francis Dr., Santa Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462

EXHIBIT A

State of New Mexico

Energy, Minerals & Natural Resources Department
OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

WELL LOCATION AND ACREAGE DEDICATION PLAT

Form C-102

Revised August 1, 2011
Submit one copy to appropriate
District Office

[] AMENDED REPORT

T API Number

2Pool Code

3 Pool Name

4 Property Code 5 Property Name 6 Well Number
GORDITA 6 STATE COM 602H
7 OGRID No. 8 Operator Name 9 Elevation
CENTENNIAL RESOURCE PRODUCTION, LLC 3626.6'
»Surface Location
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
N 6 228 35E 275 SOUTH 1350 WEST LEA
1 Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
N 18 228 35E 100 SOUTH 1526 WEST LEA
12 Dedicated Acres 13 Joint or Infill 14 Consolidation Code 15 Order No.
619.28

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the division.

S89°45°46"W — 7801.94° (Mec/:.\s‘.)

T21S

‘ 5161.24° 2640.70°
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A
“R.\‘ ‘gh FIRST TAKE POINT
B 2
S ﬁ S S O = LAST TAKE POINT/
Eg LOT 5 < S BOTTOM HOLE LOCATION
36.56
Acres A = SECTION CORNER LOCATED
A 6 — A /\ = SECTION CORNER
RE—ESTABLISHED.
~| Lote 3 (Not Set on Ground.)
s 8| 3669 2 8
Ng| Acres N % NOTE:
N ‘\" 'a N ) Distances referenced on plat to
8 Q LOT 7 N & section lines are perpendicular.
8 : 36.81 0 g o e Basis of Bearings is a Transverse
3 % Acres R_ < % Mercator Projection with a Central
N ] N Meridian of W103°53'00" (NAD 83)
SHL £F
‘ 1350 Lt ‘
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1526 t PP/FTP| 5176.17" (Meas.)
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~. l .
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"OPERATOR
CERTIFICATION

I hereby certify that the information contained
herein is true and complete to the best of my
knowledge and belief, and that this
organization either owns a working interest or
unleased mineral interest in the land including
the proposed bottom hole location or has a
right to drill this well at this location pursuant
to a contract with an owner of such a mineral
or working interest, or to a voluntary pooling
agreement or a compulsory pooling order
heretofore entered by the division.

Signature Date

Printed Name

E-mail Address

"*SURVEYOR
CERTIFICATION
I hereby certify that the well location shown
on this plat was plotted from field notes of
actual surveys made by me or under my
supervision, and that the same is true and
correct to the best of my belief:

February 26, 2021

Date of Survey
Signature and Seal of Professional Surveyor:

Certificate Number:

11/30/

ed to Imaging:
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District I

1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161 Fax: (575) 393-0720
District 1T

811 S. First St., Artesia, NM 88210

Phone: (575) 748-1283 Fax: (575) 748-9720
District 111

1000 Rio Brazos Road, Aztec, NM 87410
Phone: (505) 334-6178 Fax: (505) 334-6170
District IV

1220 S. St. Francis Dr., Santa Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462

EXHIBIT A

State of New Mexico
Energy, Minerals & Natural Resources Department
OIL CONSERVATION DIVISION
1220 South St. Francis Dr.
Santa Fe, NM 87505

WELL LOCATION AND ACREAGE DEDICATION PLAT

Form C-102

Revised August 1, 2011
Submit one copy to appropriate
District Office

[] AMENDED REPORT

T API Number

2Pool Code

3 Pool Name

4 Property Code 5 Property Name 6 Well Number
GORDITA 6 STATE COM 603H
7 OGRID No. 8 Operator Name 9 Elevation
CENTENNIAL RESOURCE PRODUCTION, LLC 3626.4'
»Surface Location
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
N 6 228 35E 275 SOUTH 1380 WEST LEA
1 Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
N 18 228 35E 100 SOUTH 2456 WEST LEA
12 Dedicated Acres 13 Joint or Infill 14 Consolidation Code 15 Order No.
619.28

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the division.
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"OPERATOR
CERTIFICATION

I hereby certify that the information contained
herein is true and complete to the best of my
knowledge and belief, and that this
organization either owns a working interest or
unleased mineral interest in the land including
the proposed bottom hole location or has a
right to drill this well at this location pursuant
to a contract with an owner of such a mineral
or working interest, or to a voluntary pooling
agreement or a compulsory pooling order
heretofore entered by the division.

Signature Date

Printed Name

E-mail Address

"SURVEYOR
CERTIFICATION

I hereby certify that the well location shown
on this plat was plotted from field notes of
actual surveys made by me or under my
supervision, and that the same is true and
correct to the best of my belief:

February 26, 2021

Date of Survey
Signature and Seal of Professional Surveyor:

Certificate Number:

11/30/
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Ownership Map
Township 22 South, Range 35 East, Lea County, New Mexico
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: I Gordita 18 State Com #601H
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: : BEFORE THE OIL CONSERVATION DIVISION
| Santa Fe, New Mexico
| I Exhibit No. C2
l bubmitted by: Centennial Resource Production, LLC
l | Hearing Date: November 04, 2021
: : Case No. 22252
_______ 1
Lot 4 - 18
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EXHIR A

Gordita 18 State Com
Ownership Schedule

Name

|Address

|Interest Type |Working Interest

Owners to be Pooled

2850 N. Harwood Street, 19th
Elk Range Royalties, LP Floor ORRI N/A
303 W. Wall St., Ste. 1800
Legacy Reserves Operating, LP Midland, TX 79701 ORRI N/A
45 Rockefeller Plaza, Ste. 2410
Grewal (Royaly), LLC New York, NY 10111 ORRI N/A
P.O. Box 470698
Pegasus Resources, LLC Ft. Worth, TX 76147 ORRI N/A
P.O. Box 470857
McMullen Minerals, LLC Ft. Worth, TX 76147 ORRI N/A
10432 E. Palo Brea Drive
Leo K. Birkby Scottsdale, AZ 85262 ORRI N/A
310 Pleasant Drive
Deets D. Justice Austin, TX 78746 ORRI N/A
15603 Kuykendahl, Ste. 200
YMC Royalty Company, LP Houston, TX 77090 ORRI N/A
1900 St. James Place, Suite 800
Atlas OBO Energy, LP Houston, TX 77056 ORRI N/A
746 Palmer Avenue
David J. Darling Glenwood Springs, CO 81601 ORRI N/A
16602 Palm Royal Drive, Apt
Amy Darling Wood #1519 ORRI N/A
221 S. Lomita Avenue
Laurance Howard Merritt Ojai, CA 93023 ORRI N/A
15 Cypress Point
Elodie Brown Wimberely, TX 78676 ORRI N/A
3138 Quail Valley East Drive
Pecas Management, LP Missouri City, TX 77489 ORRI N/A
2017 Quail Hollow Run
Karen Johnston Carlsbad, NM 88220 ORRI N/A
‘The Board of Regents of the Univeristy ot
Texas System for the use and benefit of
The University of Texas M.D. Anderson P.O. Box 551
Caner Center Midland, TX 79702 ORRI N/A
8440 Walnut Hill Lane, Ste. 800
Presbyterian Healthcare Foundation Dallas, TX 75231 ORRI N/A
8440 Walnut Hill Lane, Ste. 800
Presbyterian Village North Foundation Dallas, TX 75231 ORRI N/A
1536 Cole Blvd, Ste. 225
Doil Oil & Gas Corporation Golden, CO 80401 Working Interest Pending Title
1900 St. James Place, Suite 800 Working Interest
Atlas OBO Energy, LP Houston, TX 77056 0.04983206
Total: 0.04983206
ADD ORRI
Owners NOT being Pooled
1001 17th St., Suite 1800
Centennial Resource Production, LLC Denver, CO 80202 Working Interest 0.95016794
Total: 0.95016794
Total Working Interest: 1.00000000

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C3

Submitted by: Centennial Resource Production, LLC

Hearing Date: November 04, 2021
Case No. 22252
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EXHIBIT A

c
CENTENNIAL

September 8, 2021

RE:  Gordita 6 State Com #601H
SHL: 275° FSL Sec. 6 & 1320’ FWL Sec. 6 T22S R35E
BHL: 100’ FSL Sec. 18 & 598’ FWL Sec. 18 T22S R35E
Lea County, New Mexico

To Whom it May Concern:

Centennial Resource Production, LLC (“CRP”) proposes to drill and complete the Gordita 6 State Com
#601H as a horizontal well to test the Bone Spring Formation at a TVD of 10,900 feet. The W/2 of the
Section 7, Township 22 South, Range 35 East and the W/2 of Section 18, Township 22 South, Range 35
East, Lea County, New Mexico will be dedicated to the well as the proration unit being a total of 619.28
acres. Please see the enclosed AFE in the amount of $8,165,101.00

Upon your response we will send a Joint Operating Agreement (“JOA”) with an effective date of September
1, 2021. The JOA contains a proposed overhead rate of $8,000 per month for drilling and $800 per month
for producing and provides for a 100%/300%/300% non-consent penalty.

In the space provided below, please indicate your election and return one original copy of this letter along
with an original copy of the enclosed AFE or email me a copy at gavin.smith@cdevinc.com. Should you
have any questions, please call me at (720) 499-1474.

Best Regards QXZ
Gavin Smith, CPL
Senior Landman
BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C4
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22252
Centennial Resource Production, LLC | 1001 Seventeenth Street, Suite 1800, Denver. Colorado 80202
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EXHIBIT A

C
S

THE UNDERSIGNED HEREBY ELECTS TO PARTICIPATE IN THE CAPTIONED GORDITA 6
STATE COM #601H WELLBORE AND TO WAIVE THE NEED FOR A COMPLETION ELECTION.

AGREED TO and ACCEPTED this day of , 2021,

Owner Name:

Signature:

By:

Title:

THE UNDERSIGNED HEREBY ELECTS NOT TO PARTICIPATE IN THE CAPTIONED GORDITA
6 STATE COM #601H WELLBORE, AND TO GO NONCONSENT.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

Centennial Resource Production, LLC | 1001 Seventeenth Street, Suite 1800, Denver, Colorado 80202
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Original

CENTENNIAL

AFE Number
Drilling Total ($)

401840

$3,076,311

Completion Total ($) $3,489,587

Facilities Total ($) $891,833
Authorization for Expenditure Flowback Total (§) 707,370
AFE Total ($) $8,165,101

AFE Description

Property Name Well: Gordita 6 State Com 601H State New Mexico

AFE Type Drill and Complete

Operator Centennial Resource Production, LLC Field Delaware Basin - NM

Scheduled Spud Date Dec 14, 2021 Estimated TVD (ft)

Target Zone TBSG SAND Estimated MD (ft)

Non Operator Approval

Company

Approved By

Title

Date

Cost Estimate

Account Description Total ($) Account Description Total ($)
8015.1000  IDC - PERMITS,LICENSES ETC $15,000.00 80151100  IDC - STAKING & SURVEYING $15,000.00
8015.1200  IDC - LEGAL, TITLE SERVICES $13,000.00 80151300  IDC - SURFACE DAMAGE / ROW $15,000.00
8015.1400  IDC - ROAD, LOCATIONS, PITS $70,000.00 80151500  IDC - RIG MOB / TRUCKING $60,000.00
8015.1600  IDC - RIG MOB / STANDBY RATE $30,000.00 80151700  IDC - DAYWORK CONTRACT $336,000.00
8015.1800  IDC - FOOTAGE CONTRACT $.00 80151900  IDC - DIRECTNL DRILL & SURVEY $300,000.00
80152000  IDC - CONDUCTOR HOLE & SERVICE $27,500.00 80152100  IDC - WIRELINE SVCS CASED&OPEN $.00
8015.2200  IDC - BITS, TOOLS, STABILIZERS $70,000.00 80152300  IDC - FUEL / POWER $80,500.00
8015.2400  IDC - RIG WATER $17,000.00 80152500  IDC - MUD/CHEMICALS/ACIDIZING $165,000.00
8015.2600  IDC - MUD LOGGING $.00 80152700  IDC - INSPECTION, TESTING & REPAIR $55,000.00
8015.2800  IDC - CORE ANALYSIS $.00 80152900  IDC - OPEN/CASED HOLE LOGGING $.00
8015.3000  IDC - CEMENT SERV/FLOAT EQUIP $195,000.00 80153100  IDC - CASING CREW & TOOLS $65,000.00
8015.3200  IDC - CONTRACT LABOR/ROUSTABOUT $20,000.00 80153400  IDC - MATERIALS & SUPPLIES $5,000.00
8015.3500  IDC - TRUCKING/VACUUM/ TRANSP $18,000.00 8015.3600  IDC - SOLIDS CONTROL/ CLOSED LOOP SYSTEM $44,000.00
80153700  IDC - DISPOSAL $105,000.00 80153800  IDC - WELLHEAD PREPARE/REPAIR $30,500.00
8015.3900  IDC - FISHING TOOLS & SERVICES $.00 80154100  (DC - RENTAL EQUIPMENT $45,000.00
80154200  IDC - MANCAMP $47,000.00 80154300  IDC - WELLSITE SUPERVISION $99,000.00
80154400  IDC - SUPERVISION/ENGINEERING $.00 80154600  IDC - SAFETY / ENVIRONMENTAL $12,400.00
80154800  [DC - OVERHEAD $.00 80155000  IDC - WELL CONTROL INSURANCE $11,790.00
80155200  IDC - CONTINGENCY $130,961.40 8015.1310  IDC - PERMANENT EASEMENT $12,000.00
80151950  IDC-LOST IN HOLE $.00 80152150  IDC-DRILL BIT $84,000.00
80152350  IDC - FUEL/MUD $100,000.00
Account Description Total (§) Account Description Total ($)
8020.1000  TDC - CASING - CONDUCTOR $.00 8020.1100  TDC - CASING - SURFACE $68,796.88
8020.1200  TDC - CASING - INTERMEDIATE - 1 $151,937.50 8020.1300  TDC - CASING - INTERMEDIATE 2 $.00
8020.1400  TDC - CASING - PRODUCTION $436,050.00 8020.1500  TDC - WELLHEAD EQUIPMENT $65,875.00
8020.1700  TDC - PACKER/DOWNHOLE TOOLS $60,000.00 8020.1800  TDC - CONTINGENCY $.00
Account Description Total (§) A D ipti Total ($)
8025.1000  ICC - STAKING & SURVEYING $.00 80251100  ICC - ROAD, LOCATIONS, PITS | $10,500.00

Page 1 of 3
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8025.1200 ICC - COMPLETION RIG $.00 8025.1400 ICC - WIRELINE OPEN/CASED HOLE $20,000.00
8025.1500 ICC - FUEL / POWER $278,407.00 8025.1600 ICC - COILED TUBING $101,000.00
8025.1700 ICC - CEMENTING & SERVICES $.00 8025.1800 ICC - WATER DISPOSAL/VACUUM TRUCK $17,955.00
8025.1900 ICC - INSPECTION & TESTING $.00 8025.2000 ICC - TRUCKING $13,125.00
8026.2200 ICC - ELECTRIC LOGGING / PERFORATING $272,533.00 8025.2300 ICC - COMPLETION FLUIDS $10,000.00
8025.2400 ICC - CASING CREW AND TOOLS $.00 8025.2500 ICC - WELL STIMULATION/FRACTUR $1,830,482.00
8025.2600 ICC - CONTRACT LABOR/ROUSTABOUT $15,000.00 8025.3000 ICC - WATER HANDLING $150,298.00
8025.3100 ICC - WELLHEAD/FRACTREE REPAIR $40,000.00 8025.3200 ICC - FISHING TOOLS & SERVICES $.00
8025.3300 ICC - COMMUNICATIONS $.00 8025.3400 ICC - RENTAL EQUIPMENT $272,000.00
8025.3500 ICC - WELLSITE SUPERVISION $59,400.00 8025.3600 ICC - SUPERVISION/ENGINEERING $5,000.00
8025.3700 ICC - SAFETY / ENVIRONMENTAL $15,000.00 8025.3800 ICC - OVERHEAD $10,000.00
8025.4000 ICC - WELL CONTROL INSURANCE $.00 8025.4200 ICC - CONTINGENCY $.00
80265.3050 ICC - SOURCE WATER $321,637.00 8025.4400 ICC - COMPANY LABOR $.00
Account Description Total ($) Account Description Total ($)
8030.1000 TCC - CASING - PRODUCTION $.00 8030.1600 TCC - PROD LINER & EQUIPMENT $.00
8030.1700 TCC - PACKER/DOWNHOLE TOOLS $.00 8030.2000 TCC - WELLHEAD EQUIPMENT $47,250.00
Account Description Total (§) Account Description Total ($)
8035.1400 FAC - ROAD LOCATIONS PITS $20,000.00 8035.1600 FAC - TRANSPORTATION TRUCKING $10,000.00
8035.2200 FAC - CONTRACT LABOR / ROUSTAB $61,667.00 8035.2400 FAC - SUPERVISION $16,000.00
8035.2700 FAC - P-LINE F-LINE LINEPIPE $.00 8035.2900 FAC - TANK BATTERY $113,833.00
8035.3000 FAC - HEATER TREATER/SEPERATOR $52,000.00 8035.3200 FAC - VALVES FITTINGS & PIPE $187,500.00
8035.3300 FAC - CIRCULATING TRNSFER PUMP $9,667.00 8035.3400 FAC - METER & LACT $82,500.00
8035.3600 FAC - ELECTRICAL $13,333.00 8035.3700 FAC - COMM TELEMETRY & AUTOMAT $45,000.00
8035.3800 FAC - FLARE/COMBUSTER $21,667.00 8035.4500 FAC - CONTINGENCY $42,468.00
8035.1300 FAC - SURFACE DAMAGE / ROW $.00 8035.1500 FAC - MATERIALS & SUPPLIES $5,000.00
8035.1700 FAC - RENTAL EQUIPMENT $15,000.00 8035.1800 FAC - FUEL / POWER $.00
8035.1900 FAC - WATER DISPOSAL / SWD $.00 8035.2000 FAC - WASTE DISPOSAL $.00
8035.2100 FAC - INSPECTION & TESTING $.00 8035.2300 FAC - FRAC TANK RENTAL $.00
8035.2500 FAC - CONSULTING SERVICES $.00 8035.2600 FAC - INJECTION PUMP $.00
8035.3100 FAC - DEHYDRATOR EQUIPMENT $.00 8035.3500 FAC - COMPRESSOR $6,667.00
8035.4000 FAC - SAFETY / ENVIRONMENTAL $5,000.00 8035.4100 FAC - OVERHEAD $.00
8035.4300 FAC - INSURANCE $.00 8035.1310 FAC - PEMANENT EASEMENT $.00
8035.4400 FAC - COMPANY LABOR $.00
Account Description Total ($) Account Description Total ($)
8036.1000 PLN - PERMITS LICENSES ETC $.00 8036.1100 PLN - STAKING & SURVEYING $.00
8036.1200 PLN - LEGAL TITLE SERVICES $.00 8036.1300 PLN - SURFACE DAMAGE / ROW $.00
8036.1310 PLN - PEMANENT EASEMENT $6,465.00 8036.1400 PLN - ROAD LOCATIONS PITS $.00
8036.1500 PLN - MATERIALS & SUPPLIES $.00 8036.1600 PLN - TRANSPORTATION TRUCKING $.00
8036.1700 PLN - RENTAL EQUIPMENT $.00 8036.1900 PLN - WATER DISPOSAL / SWD $.00
8036.2000 PLN - WASTE DISPOSAL $.00 8036.2100 PLN - INSPECTION & TESTING $.00
8036.2200 PLN - CONTRACT LABOR $.00 8036.2300 PLN - FRAC TANK RENTAL $.00
8036.2400 PLN - SUPERVISION $.00 8036.2500 PLN - CONSULTING SERVICES $.00
8036.2700 PLN - PIPELINE $165,440.00 8036.2800 PLN - FLOWLINE $.00
8036.2900 PLN - TANK BATTERY $.00 8036.3000 PLN - SEPARATOR / SCRUBBER $.00
8036.3100 PLN - TREATING EQUIPMENT $.00 8036.3200 PLN - VALVES FITTINGS & PIPE $.00
8036.3300 PLN - PUMP $.00 8036.3400 PLN - METER $.00
8036.3500 PLN - COMPRESSOR $.00 8036.3600 PLN - ELECTRICAL SUPPLIES $.00
8036.3610 PLN - POWER DISTRIBUTION MATERIAL $6,313.00 8036.3620 PLN - POWER DISTRIBUTION LABOR $6,313.00
8036.3700 PLN - AUTOMATION $.00 8036.4000 PLN - SAFETY / ENVIRONMENTAL $.00
8036.4300 PLN - INSURANCE $.00 8036.4400 PLN - COMPANY LABOR $.00
8036.4500 PLN - CONTINGENCY $.00
Account Description Total (§) Account Description Total ($)
8040.1100 IFC - ROADS LOCATIONS / PITS $.00 8040.1200 IFC - COMPLETION RIG $9,200.00
8040.1400 IFC - WIRELINE OPEN/CASED HOLE $5,500.00 8040.1500 IFC - FUEL / POWER $.00
8040.1600 IFC - COILED TUBING $.00 8040.1700 IFC - CEMENTING & SERVICES $.00
8040.1899 IFC - FRAC WATER RECOVERY $227,470.28 8040.1900 IFC - INSPECTION & TESTING $.00
8040.2000 IFC - TRUCKING/VACUUM/TRANSP $20,000.00 8040.2200 IFC - ELECTRIC LOGGING/PERFORATING $.00
8040.2300 IFC - COMPLETION FLUID $.00 8040.2400 IFC - CASING CREW AND TOOLS $.00
8040.2600 IFC - CONTRACT LABOR/ROUSTABOUT $.00 8040.2800 IFC - MATERIAL & SUPPLIES $150,000.00
8040.2900 IFC - WELL TESTING / FLOWBACK $.00 8040.3100 IFC - WELLHEAD/FRAC TREE REPAIR $.00
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8040.3200 IFC - FISHING TOOLS & SERVICES $70,000.00 8040.3400 IFC - RENTAL EQUIPMENT $3,600.00
8040.3500 IFC - WELLSITE SUPERVISION $5,000.00 8040.3700 IFC - SAFETY / ENVIRONMENTAL $.00
8040.4200 IFC - CONTINGENCY $.00 8040.4400 {FC - COMPANY LABOR $.00
8040.4500 IFC - SWABBING $.00 8040.2500 IFC - WELL STIMULATION/FRACTURE $5,000.00
A Descripti Total ($) A t Descripti Total ($)
8045.1100 TFC - TUBING $65,000.00 8045.1200 TFC - SUCKER RODS & ACCESSORY $.00
8045.1300 TFC - DOWNHOLE ARTIFICIAL LIFT EQPT $25,000.00 8045.1500 TFC - SUBSURFACE PUMPS $.00
8045.1600 TFC - PROD LINER & EQUIPMENT $.00 8045.1700 TFC - PACKER/DOWNHOLE TOOLS $8,500.00
8045.1900 TFC - PUMPING UNITS /SURFACE LIFT EQUIPMENT $.00 8045.2000 TFC - WELLHEAD EQUIPMENT $18,100.00
8045.2500 TFC - VALVES / CONNECTIONS / FITINGS $40,000.00 8045.3100 TFC - MEASURMENT EQUIPMENT $15,000.00
8045.3200 TFC - COMM, TELEMETRY & AUTOMATION $.00 8045.3400 TFC - CONTRACTOR LABOR INSTALL $40,000.00
8045.3500 TFC - CONTINGENCY $.00 8045.4400 TFC - COMPANY LABOR $.00
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EXHIBIT A

c
CENTENNIAL

September 8, 2021

RE:  Gordita 6 State Com #602H
SHL: 275° FSL Sec. 6 & 1350° FWL Sec. 6 T22S R35E
BHL: 100’ FSL Sec. 18 & 1526’ FWL Sec. 18 T22S R35E
Lea County, New Mexico

To Whom it May Concern:

Centennial Resource Production, LLC (“CRP”) proposes to drill and complete the Gordita 6 State Com
#602H as a horizontal well to test the Bone Spring Formation at a TVD of 10,900 feet. The W/2 of the
Section 7, Township 22 South, Range 35 East and the W/2 of Section 18, Township 22 South, Range 35
East, Lea County, New Mexico will be dedicated to the well as the proration unit being a total of 619.28
acres. Please see the enclosed AFE in the amount of $8,165,101.00

Upon your response we will send a Joint Operating Agreement (“JOA”) with an effective date of September
1, 2021. The JOA contains a proposed overhead rate of $8,000 per month for drilling and $800 per month
for producing and provides for a 100%/300%/300% non-consent penalty.

In the space provided below, please indicate your election and return one original copy of this letter along

with an original copy of the enclosed AFE or email me a copy at gavin.smith@cdevinc.com. Should you
have any questions, please call me at (720) 499-1474.

Best Regards
Gavin Smith, CPL
Senior Landman

Centennial Resource Production, LLC | 1001 Seventeenth Street, Suite 1800, Denver, Colorado 80202
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c
AN b

THE UNDERSIGNED HEREBY ELECTS TO PARTICIPATE IN THE CAPTIONED GORDITA 6
STATE COM #602H WELLBORE AND TO WAIVE THE NEED FOR A COMPLETION ELECTION.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

THE UNDERSIGNED HEREBY ELECTS NOT TO PARTICIPATE IN THE CAPTIONED GORDITA
6 STATE COM #602H WELLBORE, AND TO GO NONCONSENT.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

Centennial Resource Production, LLC | 1001 Seventeenth Street, Suite 1800, Denver, Colorado 80202
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AFE Description
Property Name
AFE Type

AFE Number
Drilling Total ($)
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401841 Original

$3,076,311

Completion Total ($) $3,489,587

Facilities Total ($) $891,833
H H H Fl tal 707,370
Authorization for Expenditure owback Total (§)  $
AFE Total ($) $8,165,101
Well: Gordita 6 State Com 602H State New Mexico
Drill and Complete
Centennial Resource Production, LLC Field Delaware Basin - NM

Operator

Estimated TVD (ft)

Scheduled Spud Date Dec 29, 2021
Target Zone TBSG SAND
Non Operator Approval

Company

Approved By

Title

Date

Cost Estimate

Estimated MD (ft)

Account Description Total (§) Account Description Total ($)
8015.1000 IDC - PERMITS,LICENSES,ETC $15,000.00 8015.1100 IDC - STAKING & SURVEYING $15,000.00
8015.1200 IDC - LEGAL, TITLE SERVICES $13,000.00 8015.1300 IDC - SURFACE DAMAGE / ROW $15,000.00
8015.1400 IDC - ROAD, LOCATIONS, PITS $70,000.00 8015.1500 IDC - RIG MOB / TRUCKING $60,000.00
8015.1600 IDC - RIG MOB / STANDBY RATE $30,000.00 8015.1700 IDC - DAYWORK CONTRACT $336,000.00
8015.1800 IDC - FOOTAGE CONTRACT $.00 8015.1900 IDC - DIRECTNL DRILL & SURVEY $300,000.00
8015.2000 IDC - CONDUCTOR HOLE & SERVICE $27,500.00 8015.2100 IDC - WIRELINE SVCS CASED&OPEN $.00
8015.2200 1DC - BITS, TOOLS, STABILIZERS $70,000.00 8015.2300 IDC - FUEL / POWER $80,500.00
8015.2400 IDC - RIG WATER $17,000.00 8015.2500 IDC - MUD/CHEMICALS/ACIDIZING $165,000.00
8015.2600 IDC - MUD LOGGING $.00 8015.2700 IDC - INSPECTION, TESTING & REPAIR $55,000.00
8015.2800 IDC - CORE ANALYSIS $.00 8015.2900 IDC - OPEN/CASED HOLE LOGGING $.00
8015.3000 IDC - CEMENT SERV/FLOAT EQUIP $195,000.00 8015.3100 IDC - CASING CREW & TOOLS $65,000.00
8015.3200 IDC - CONTRACT LABOR/ROUSTABOUT $20,000.00 8015.3400 IDC - MATERIALS & SUPPLIES $5,000.00
8015.3500 IDC - TRUCKING/VACUUM/ TRANSP $18,000.00 8015.3600 IDC - SOLIDS CONTROU CLOSED LOOP SYSTEM $44,000.00
8015.3700 1DC - DISPOSAL $105,000.00 8015.3800 IDC - WELLHEAD PREPARE/REPAIR $30,500.00
8015.3900 IDC - FISHING TOOLS & SERVICES $.00 8015.4100 IDC - RENTAL EQUIPMENT $45,000.00
8015.4200 IDC - MANCAMP $47,000.00 8015.4300 IDC - WELLSITE SUPERVISION $99,000.00
8015.4400 IDC - SUPERVISION/ENGINEERING $.00 8015.4600 IDC - SAFETY / ENVIRONMENTAL $12,400.00
8015.4800 IDC - OVERHEAD $.00 8015.5000 IDC - WELL CONTROL INSURANCE $11,780.00
8015.5200 IDC - CONTINGENCY $130,961.40 8015.1310 IDC - PERMANENT EASEMENT $12,000.00
8015.1950 IDC - LOST IN HOLE $.00 8015.2150 IDC - DRILL BIT $84,000.00
8015.2350 IDC - FUEL/MUD $100,000.00
Account Description Total ($) A t D iption Total ($)
8020.1000 TDC - CASING - CONDUCTOR $.00 8020.1100 TOC - CASING - SURFACE $68,796.88
8020.1200 TDC - CASING - INTERMEDIATE - 1 $151,937.50 8020.1300 TDC - CASING - INTERMEDIATE 2 $.00
8020.1400 TDC - CASING - PRODUCTION $436,050.00 8020.1500 TDC - WELLHEAD EQUIPMENT $65,875.00
8020.1700 TDC - PACKER/DOWNHOLE TOOLS $60,000.00 8020.1800 TDC - CONTINGENCY $.00
Account Description Total ($) Account Description Total ($)
8025.1000 ICC - STAKING & SURVEYING $.00 8025.1100 ICC - ROAD, LOCATIONS, PITS | $10,500.00
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8025.1200 ICC - COMPLETION RIG $.00 8025.1400 ICC - WIRELINE OPEN/CASED HOLE $20,000.00
8025.1500 ICC - FUEL / POWER $278,407.00 8025.1600 ICC - COILED TUBING $101,000.00
8025.1700 ICC - CEMENTING & SERVICES $.00 8025.1800 ICC - WATER DISPOSAL/VACUUM TRUCK $17,955.00
8025.1900 ICC - INSPECTION & TESTING $.00 8025.2000 ICC - TRUCKING $13,125.00
8025.2200 ICC - ELECTRIC LOGGING / PERFORATING $272,533.00 8025.2300 ICC - COMPLETION FLUIDS $10,000.00
8025.2400 ICC - CASING CREW AND TOOLS $.00 8025.2500 ICC - WELL STIMULATION/FRACTUR $1,830,482.00
8025.2600 {CC - CONTRACT LABOR/ROUSTABOUT $15,000.00 8025.3000 ICC - WATER HANDLING $150,298.00
8025.3100 ICC - WELLHEAD/FRACTREE REPAIR $40,000.00 8025.3200 ICC - FISHING TOOLS & SERVICES $.00
8025.3300 ICC - COMMUNICATIONS $.00 8025.3400 ICC - RENTAL EQUIPMENT $272,000.00
8025.3500 ICC - WELLSITE SUPERVISION $59,400.00 8025.3600 ICC - SUPERVISION/ENGINEERING $5,000.00
8025.3700 ICC - SAFETY / ENVIRONMENTAL $15,000.00 8025.3800 ICC - OVERHEAD $10,000.00
8025.4000 ICC - WELL CONTROL INSURANCE $.00 8025.4200 ICC - CONTINGENCY $.00
8025.3050 ICC - SOURCE WATER $321,637.00 8025.4400 ICC - COMPANY LABOR $.00
Account Description Total (§) Account Description Total ($)
8030.1000 TCC - CASING - PRODUCTION $.00 8030.1600 TCC - PROD LINER & EQUIPMENT $.00
8030.1700 TCC - PACKER/DOWNHOLE TOOLS $.00 8030.2000 TCC - WELLHEAD EQUIPMENT $47,250.00
Account Description Total (§) Account Description Total ($)
8035.1400 FAC - ROAD LOCATIONS PITS $20,000.00 8035.1600 FAC - TRANSPORTATION TRUCKING $10,000.00
8035.2200 FAC - CONTRACT LABOR / ROUSTAB $61,667.00 8035.2400 FAC - SUPERVISION $16,000.00
8035.2700 FAC - P-LINE F-LINE LINEPIPE $.00 8035.2900 FAC - TANK BATTERY $113,833.00
8035.3000 FAC - HEATER TREATER/SEPERATOR $52,000.00 8035.3200 FAC - VALVES FITTINGS & PIPE $187,500.00
8035.3300 FAC - CIRCULATING TRNSFER PUMP $9,667.00 8035.3400 FAC - METER & LACT $82,500.00
8035.3600 FAC - ELECTRICAL $13,333.00 8035.3700 FAC - COMM TELEMETRY & AUTOMAT $45,000.00
8035.3800 FAC - FLARE/COMBUSTER $21,667.00 8035.4500 FAC - CONTINGENCY $42,468.00
8035.1300 FAC - SURFACE DAMAGE / ROW $.00 8035.1500 FAC - MATERIALS & SUPPLIES $5,000.00
8035.1700 FAC - RENTAL EQUIPMENT $15,000.00 8035.1800 FAC - FUEL / POWER $.00
8035.1900 FAC - WATER DISPOSAL / SWD $.00 8035.2000 FAC - WASTE DISPOSAL $.00
8035.2100 FAC - INSPECTION & TESTING $.00 8035.2300 FAC - FRAC TANK RENTAL $.00
8035.2500 FAC - CONSULTING SERVICES $.00 8035.2600 FAC - INJECTION PUMP $.00
8035.3100 FAC - DEHYDRATOR EQUIPMENT $.00 8035.3500 FAC - COMPRESSOR $6,667.00
8035.4000 FAC - SAFETY / ENVIRONMENTAL $5,000.00 8035.4100 FAC - OVERHEAD $.00
8035.4300 FAC - INSURANCE $.00 8035.1310 FAC - PEMANENT EASEMENT $.00
8035.4400 FAC - COMPANY LABOR $.00
Account Description Total ($) Account Description Total ($)
8036.1000 PLN - PERMITS LICENSES ETC $.00 8036.1100 PLN - STAKING & SURVEYING $.00
8036.1200 PLN - LEGAL TITLE SERVICES $.00 8036.1300 PLN - SURFACE DAMAGE / ROW $.00
8036.1310 PLN - PEMANENT EASEMENT $6,465.00 8036.1400 PLN - ROAD LOCATIONS PITS $.00
8036.1500 PLN - MATERIALS & SUPPLIES $.00 8036.1600 PLN - TRANSPORTATION TRUCKING $.00
8036.1700 PLN - RENTAL EQUIPMENT $.00 8036.1900 PLN - WATER DISPOSAL / SWD $.00
8036.2000 PLN - WASTE DISPOSAL $.00 8036.2100 PLN - INSPECTION & TESTING $.00
8036.2200 PLN - CONTRACT LABOR $.00 8036.2300 PLN - FRAC TANK RENTAL $.00
8036.2400 PLN - SUPERVISION $.00 8036.2500 PLN - CONSULTING SERVICES $.00
8036.2700 PLN - PIPELINE $165,440.00 8036.2800 PLN - FLOWLINE $.00
8036.2900 PLN - TANK BATTERY $.00 8036.3000 PLN - SEPARATOR / SCRUBBER $.00
8036.3100 PLN - TREATING EQUIPMENT $.00 8036.3200 PLN - VALVES FITTINGS & PIPE $.00
8036.3300 PLN - PUMP $.00 8036.3400 PLN - METER $.00
8036.3500 PLN - COMPRESSOR $.00 8036.3600 PLN - ELECTRICAL SUPPLIES $.00
8036.3610 PLN - POWER DISTRIBUTION MATERIAL $6,313.00 8036.3620 PLN - POWER DISTRIBUTION LABOR $6,313.00
8036.3700 PLN - AUTOMATION $.00 8036.4000 PLN - SAFETY / ENVIRONMENTAL $.00
8036.4300 PLN - INSURANCE $.00 8036.4400 PLN - COMPANY LABOR $.00
8036.4500 PLN - CONTINGENCY $.00
Account Description Total (§) Account Description Total ($)
8040.1100 IFC - ROADS LOCATIONS / PITS $.00 8040.1200 IFC - COMPLETION RIG $9,200.00
8040.1400 IFC - WIRELINE OPEN/CASED HOLE $5,500.00 8040.1500 IFC - FUEL/ POWER $.00
8040.1600 IFC - COILED TUBING $.00 8040.1700 IFC - CEMENTING & SERVICES $.00
8040.1899 IFC - FRAC WATER RECOVERY $227,470.28 8040.1900 IFC - INSPECTION & TESTING $.00
8040.2000 IFC - TRUCKING/VACUUM/TRANSP $20,000.00 8040.2200 IFC - ELECTRIC LOGGING/PERFORATING $.00
8040.2300 IFC - COMPLETION FLUID $.00 8040.2400 IFC - CASING CREW AND TOOLS $.00
8040.2600 IFC - CONTRACT LABOR/ROUSTABOUT $.00 8040.2800 IFC - MATERIAL & SUPPLIES $150,000.00
8040.2900 IFC - WELL TESTING / FLOWBACK $.00 8040.3100 IFC - WELLHEAD/FRAC TREE REPAIR $.00
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8040.3200 IFC - FISHING TOOLS & SERVICES $70,000.00 8040.3400 IFC - RENTAL EQUIPMENT $3,600.00
8040.3500 IFC - WELLSITE SUPERVISION $5,000.00 8040.3700 IFC - SAFETY / ENVIRONMENTAL $.00
8040.4200 IFC - CONTINGENCY $.00 8040.4400 IFC - COMPANY LABOR $.00
8040.4500 IFC - SWABBING $.00 8040.2500 IFC - WELL STIMULATION/FRACTURE $5,000.00
Account Description Total ($) Account Description Total ($)
8045.1100 TFC - TUBING $65,000.00 8045.1200 TFC - SUCKER RODS & ACCESSORY $.00
8045.1300 TFC - DOWNHOLE ARTIFICIAL LIFT EQPT $25,000.00 8045.1500 TFC - SUBSURFACE PUMPS $.00
8045.1600 TFC - PROD LINER & EQUIPMENT $.00 8045.1700 TFC - PACKER/DOWNHOLE TOOLS $8,500.00
8045.1900 TFC - PUMPING UNITS /SURFACE LIFT EQUIPMENT $.00 8045.2000 TFC - WELLHEAD EQUIPMENT $18,100.00
8045.2500 TFC - VALVES / CONNECTIONS / FITINGS $40,000.00 8045.3100 TFC - MEASURMENT EQUIPMENT $15,000.00
8045.3200 TFC - COMM, TELEMETRY & AUTOMATION $.00 8045.3400 TFC - CONTRACTOR LABOR INSTALL $40,000.00
8045.3500 TFC - CONTINGENCY $.00 8045.4400 TFC - COMPANY LABOR $.00
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C
CENTENNIAL

September 8, 2021

RE:  Gordita 6 State Com #603H
SHL: 275” FSL Sec. 6 & 1380’ FWL Sec. 6 T22S R35E
BHL: 100’ FSL Sec. 18 & 2456’ FWL Sec. 18 T22S R35E
Lea County, New Mexico

To Whom it May Concern:

Centennial Resource Production, LLC (“CRP”) proposes to drill and complete the Gordita 6 State Com
#603H as a horizontal well to test the Bone Spring Formation at a TVD of 10,900 feet. The W/2 of the
Section 7, Township 22 South, Range 35 East and the W/2 of Section 18, Township 22 South, Range 35
East, Lea County, New Mexico will be dedicated to the well as the proration unit being a total of 619.28
acres. Please see the enclosed AFE in the amount of $8,165,101.00

Upon your response we will send a Joint Operating Agreement (“JOA”) with an effective date of September
1, 2021. The JOA contains a proposed overhead rate of $8,000 per month for drilling and $800 per month
for producing and provides for a 100%/300%/300% non-consent penalty.

In the space provided below, please indicate your election and return one original copy of this letter along
with an original copy of the enclosed AFE or email me a copy at gavin.smith@cdevinc.com. Should you
have any questions, please call me at (720) 499-1474.

Best Regards
Gavin Smith, CPL
Senior Landman

Centennial Resource Production, LLC | 1001 Seventeenth Street, Suite 1800, Denver, Colorado 80202
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THE UNDERSIGNED HEREBY ELECTS TO PARTICIPATE IN THE CAPTIONED GORDITA 6
STATE COM #603H WELLBORE AND TO WAIVE THE NEED FOR A COMPLETION ELECTION.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

THE UNDERSIGNED HEREBY ELECTS NOT TO PARTICIPATE IN THE CAPTIONED GORDITA
6 STATE COM #603H WELLBORE, AND TO GO NONCONSENT.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

Centennial Resource Production. LLC | 1001 Seventeenth Street, Suite 1800, Denver, Colorado 80202

Released to Imaging: 11/30/2021 7:13:57 AM



Received by OCD: 11/29/2021 6:14:13 PM

CENTENNIAL

EXHIBIT A

Authorization for Expenditure

AFE Number 401842
Drilling Total ($) $3,076,311
Completion Total ($) $3,489,587
Facilities Total (§)  $891,833
Flowback Total ($) $707,370
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Original

AFE Total ($) $8,165,101

AFE Description

Property Name Well: Gordita 6 State Com 603H State New Mexico

AFE Type Drill and Complete

Operator Centennial Resource Production, LLC Field Delaware Basin - NM

Scheduled Spud Date Jan 13, 2022 Estimated TVD (ft)

Target Zone TBSG SAND Estimated MD (ft)

Non Operator Approval

Company

Approved By

Title

Date

Cost Estimate
Account Description Total (§) A D iption Total ($)
8015.1000 IDC - PERMITS LICENSES,ETC $15,000.00 8015.1100 IDC - STAKING & SURVEYING $15,000.00
8015.1200  1DC - LEGAL, TITLE SERVICES $13,000.00 8015.1300 IDC - SURFACE DAMAGE / ROW $15,000.00
8015.1400  IDC - ROAD, LOCATIONS, PITS $70,000.00 8015.1500 IDC - RIG MOB / TRUCKING $60,000.00
8015.1600  IDC - RIG MOB / STANDBY RATE $30,000.00 8015.1700 IDC - DAYWORK CONTRACT $336,000.00
8015.1800  IDC - FOOTAGE CONTRACT $.00 8015.1900 IDC - DIRECTNL DRILL & SURVEY $300,000.00
80152000  IDC - CONDUCTOR HOLE & SERVICE $27,500.00 8015.2100 IDC - WIRELINE SVCS CASED&OPEN $.00
8015.2200  IDC - BITS, TOOLS, STABILIZERS $70,000.00 8015.2300 IDC - FUEL / POWER $80,500.00
8015.2400  IDC - RIG WATER $17,000.00 8015.2500 IDC - MUD/CHEMICALS/ACIDIZING $165,000.00
80152600  IDC - MUD LOGGING $.00 8015.2700 IDC - INSPECTION, TESTING & REPAIR $55,000.00
8015.2800  IDC - CORE ANALYSIS $.00 8015.2900 IDC - OPEN/CASED HOLE LOGGING $.00
8015.3000  IDC - CEMENT SERV/FLOAT EQUIP $195,000.00 8015.3100 IDC - CASING CREW & TOOLS $65,000.00
8015.3200  IDC - CONTRACT LABOR/ROUSTABOUT $20,000.00 8015.3400 IDC - MATERIALS & SUPPLIES $5,000.00
8015.3500  IDC - TRUCKING/VACUUM/ TRANSP $18,000.00 8015.3600 IDC - SOLIDS CONTROL/ CLOSED LOOP SYSTEM $44,000.00
8015.3700  IDC - DISPOSAL $105,000.00 8015.3800 IDC - WELLHEAD PREPARE/REPAIR $30,500.00
80153900  IDC - FISHING TOOLS & SERVICES $.00 8015.4100 IDC - RENTAL EQUIPMENT $45,000.00
80154200  IDC - MANCAMP $47,000.00 80154300  IDC - WELLSITE SUPERVISION $99,000.00
8015.4400 IDC - SUPERVISION/ENGINEERING $.00 80154600  IDC - SAFETY / ENVIRONMENTAL $12,400.00
8015.4800 IDC - OVERHEAD $.00 8015.5000  IDC - WELL CONTROL INSURANCE $11,790.00
8015.5200 IDC - CONTINGENCY $130,961.40 80151310  IDC - PERMANENT EASEMENT $12,000.00
8015.1950 IDC - LOST IN HOLE $.00 80152150  IDC-DRILLBIT $84,000.00
8015.2350  IDC - FUEL/MUD $100,000.00
Account Description Total ($§) A Descripti Total ($)
8020.1000  TDC - CASING - CONDUCTOR $.00 8020.1100  TDC - CASING - SURFACE $68,796.88
8020.1200  TDC - CASING - INTERMEDIATE - 1 $151,937.50 8020.1300  TDC - CASING - INTERMEDIATE 2 $.00
8020.1400  TDC - CASING - PRODUCTION $436,050.00 8020.1500  TDC - WELLHEAD EQUIPMENT $65,875.00
8020.1700  TDC - PACKER/DOWNHOLE TOOLS $60,000.00 8020.1800  TDC - CONTINGENCY $.00
Account Description Total () A t Descripti Total ($)
8025.1000  ICC - STAKING & SURVEYING $.00 8025.1100 ICC - ROAD, LOCATIONS, PITS ] $10,500.00
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8025.1200 ICC - COMPLETION RIG $.00 8025.1400 ICC - WIRELINE OPEN/CASED HOLE $20,000.00
8025.1500 ICC - FUEL / POWER $278,407.00 8025.1600 ICC - COILED TUBING $101,000.00
8025.1700 ICC - CEMENTING & SERVICES $.00 8025.1800 ICC - WATER DISPOSALNVACUUM TRUCK $17,955.00
8025.1900 ICC - INSPECTION & TESTING $.00 8025.2000 ICC - TRUCKING $13,125.00
8025.2200 ICC - ELECTRIC LOGGING / PERFORATING $272,533.00 8025.2300 ICC - COMPLETION FLUIDS $10,000.00
8025.2400 ICC - CASING CREW AND TOOLS $.00 8025.2500 ICC - WELL STIMULATION/FRACTUR $1,830,482.00
8025.2600 ICC - CONTRACT LABOR/ROUSTABOUT $15,000.00 8025.3000 ICC - WATER HANDLING $150,298.00
8025.3100 ICC - WELLHEAD/FRACTREE REPAIR $40,000.00 8025.3200 ICC - FISHING TOOLS & SERVICES $.00
8025.3300 ICC - COMMUNICATIONS $.00 8025.3400 ICC - RENTAL EQUIPMENT $272,000.00
8025.3500 ICC - WELLSITE SUPERVISION $59,400.00 8025.3600 ICC - SUPERVISION/ENGINEERING $5,000.00
8025.3700 ICC - SAFETY / ENVIRONMENTAL $15,000.00 8025.3800 ICC - OVERHEAD $10,000.00
8025.4000 ICC - WELL CONTROL INSURANCE $.00 8025.4200 ICC - CONTINGENCY $.00
8025.3050 ICC - SOURCE WATER $321,637.00 8025.4400 ICC - COMPANY LABOR $.00
Account Description Total ($) A t Descripti Total ($)
8030.1000 TCC - CASING - PRODUCTION $.00 8030.1600 TCC - PROD LINER & EQUIPMENT $.00
8030.1700 TCC - PACKER/DOWNHOLE TOOLS $.00 8030.2000 TCC - WELLHEAD EQUIPMENT $47,250.00
Account Description Total ($§) A t D ipti Total (§)
8035.1400 FAC - ROAD LOCATIONS PITS $20,000.00 8035.1600 FAC - TRANSPORTATION TRUCKING $10,000.00
8035.2200 FAC - CONTRACT LABOR / ROUSTAB $61,667.00 8035.2400 FAC - SUPERVISION $16,000.00
8035.2700 FAC - P-LINE F-LINE LINEPIPE $.00 8035.2900 FAC - TANK BATTERY $113,833.00
8035.3000 FAC - HEATER TREATER/SEPERATOR $52,000.00 8035.3200 FAC - VALVES FITTINGS & PIPE $187,500.00
8035.3300 FAC - CIRCULATING TRNSFER PUMP $9,667.00 8035.3400 FAC - METER & LACT $82,500.00
8035.3600 FAC - ELECTRICAL $13,333.00 8035.3700 FAC - COMM TELEMETRY & AUTOMAT $45,000.00
8035.3800 FAC - FLARE/COMBUSTER $21,667.00 8035.4500 FAC - CONTINGENCY $42,468.00
8035.1300 FAC - SURFACE DAMAGE / ROW $.00 8035.1500 FAC - MATERIALS & SUPPLIES $5,000.00
8035.1700 FAC - RENTAL EQUIPMENT $15,000.00 8035.1800 FAC - FUEL / POWER $.00
8035.1900 FAC - WATER DISPOSAL / SWD $.00 8035.2000 FAC - WASTE DISPOSAL $.00
8035.2100 FAC - INSPECTION & TESTING $.00 8035.2300 FAC - FRAC TANK RENTAL $.00
8035.2500 FAC - CONSULTING SERVICES $.00 8035.2600 FAC - INJECTION PUMP $.00
8035.3100 FAC - DEHYDRATOR EQUIPMENT $.00 8035.3500 FAC - COMPRESSOR $6,667.00
8035.4000 FAC - SAFETY / ENVIRONMENTAL $5,000.00 8035.4100 FAC - OVERHEAD $.00
8035.4300 FAC - INSURANCE $.00 8035.1310 FAC - PEMANENT EASEMENT $.00
8035.4400 FAC - COMPANY LABOR $.00
A it D« p Total ($) Account Description Total ($)
8036.1000 PLN - PERMITS LICENSES ETC $.00 8036.1100 PLN - STAKING & SURVEYING $.00
8036.1200 PLN - LEGAL TITLE SERVICES $.00 8036.1300 PLN - SURFACE DAMAGE / ROW $.00
8036.1310 PLN - PEMANENT EASEMENT $6,465.00 8036.1400 PLN - ROAD LOCATIONS PITS $.00
8036.1500 PLN - MATERIALS & SUPPLIES $.00 8036.1600 PLN - TRANSPORTATION TRUCKING $.00
8036.1700 PLN - RENTAL EQUIPMENT $.00 8036.1900 PLN - WATER DISPOSAL / SWD $.00
8036.2000 PLN - WASTE DISPOSAL $.00 8036.2100 PLN - INSPECTION & TESTING $.00
8036.2200 PLN - CONTRACT LABOR $.00 8036.2300 PLN - FRAC TANK RENTAL $.00
8036.2400 PLN - SUPERVISION $.00 8036.2500 PLN - CONSULTING SERVICES $.00
8036.2700 PLN - PIPELINE $165,440.00 8036.2800 PLN - FLOWLINE $.00
8036.2900 PLN - TANK BATTERY $.00 8036.3000 PLN - SEPARATOR / SCRUBBER $.00
8036.3100 PLN - TREATING EQUIPMENT $.00 8036.3200 PLN - VALVES FITTINGS & PIPE $.00
8036.3300 PLN - PUMP $.00 8036.3400 PLN - METER $.00
8036.3500 PLN - COMPRESSOR $.00 8036.3600 PLN - ELECTRICAL SUPPLIES $.00
8036.3610 PLN - POWER DISTRIBUTION MATERIAL $6,313.00 8036.3620 PLN - POWER DISTRIBUTION LABOR $6,313.00
8036.3700 PLN - AUTOMATION $.00 8036.4000 PLN - SAFETY / ENVIRONMENTAL $.00
8036.4300 PLN - INSURANCE $.00 8036.4400 PLN - COMPANY LABOR $.00
8036.4500 PLN - CONTINGENCY $.00
Account Description Total (§) Account Description Total ($)
8040.1100 IFC - ROADS LOCATIONS / PITS $.00 8040.1200 {FC - COMPLETION RIG $9,200.00
8040.1400 IFC - WIRELINE OPEN/CASED HOLE $5,500.00 8040.1500 IFC - FUEL / POWER $.00
8040.1600 IFC - COILED TUBING $.00 8040.1700 IFC - CEMENTING & SERVICES $.00
8040.1899 IFC - FRAC WATER RECOVERY $227,470.28 8040.1900 IFC - INSPECTION & TESTING $.00
8040.2000 IFC - TRUCKING/VACUUM/TRANSP $20,000.00 8040.2200 IFC - ELECTRIC LOGGING/PERFORATING $.00
8040.2300 IFC - COMPLETION FLUID $.00 8040.2400 IFC - CASING CREW AND TOOLS $.00
8040.2600 IFC - CONTRACT LABOR/ROUSTABOUT $.00 8040.2800 IFC - MATERIAL & SUPPLIES $150,000.00
8040.2900 IFC - WELL TESTING / FLOWBACK $.00 8040.3100 IFC - WELLHEAD/FRAC TREE REPAIR $.00
Page 2 of 3
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8040.3200 IFC - FISHING TOOLS & SERVICES $70,000.00 8040.3400 IFC - RENTAL EQUIPMENT $3,600.00
8040.3500 IFC - WELLSITE SUPERVISION $5,000.00 8040.3700 IFC - SAFETY / ENVIRONMENTAL $.00
8040.4200 IFC - CONTINGENCY $.00 8040.4400 IFC - COMPANY LABOR $.00
8040.4500 IFC - SWABBING $.00 8040.2500 IFC - WELL STIMULATION/FRACTURE $56,000.00
A D¢ ipti Total ($) Account Description Total ($)
8045.1100 TFC - TUBING $65,000.00 8045.1200 TFC - SUCKER RODS & ACCESSORY $.00
8045.1300 TFC - DOWNHOLE ARTIFICIAL LIFT EQPT $25,000.00 8045.1500 TFC - SUBSURFACE PUMPS $.00
8045.1600 TFC - PROD LINER & EQUIPMENT $.00 8045.1700 TFC - PACKER/DOWNHOLE TOOLS $8,500.00
8045.1900 TFC - PUMPING UNITS /SURFACE LIFT EQUIPMENT $.00 8045.2000 TFC - WELLHEAD EQUIPMENT $18,100.00
8045.2500 TFC - VALVES / CONNECTIONS / FITINGS $40,000.00 8045.3100 TFC - MEASURMENT EQUIPMENT $15,000.00
8045.3200 TFC - COMM, TELEMETRY & AUTOMATION $.00 8045.3400 TFC - CONTRACTOR LABOR INSTALL $40,000.00
8045.3500 TFC - CONTINGENCY $.00 8045.4400 TFC - COMPANY LABOR $.00
Page 3 of 3
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Exhibit C-5

Date

Action

September 8, 2021

Sent initial well proposals for Gordita 18 State Com #601H-#603H

September 10, 2021

Attempted to contact remaining principle owners of Doil Qil & Gas Corp.

September 29, 2021

Contacted by Tony James at Atlas OBO Energy, LP and answered various questions
about planned development

October 5, 2021

Filed for compulsory pooling hearing

October 7, 2021

Sent Atlas OBO Energy, LP an Operating Agreement to review

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C5
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22252
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.
CASE NO. 22252

AFFIDAVIT OF ISABEL HARPER
IN SUPPORT OF CASE NO. 22252

Isabel harper, of lawful age and being first duly sworn, declares as follows:

1. My name is Isabel Harper. I work for Centennial Resource Production, LLC
(“Centennial”) as a Geologist.

2. I have previously testified before the New Mexico Oil Conservation Division as an
expert witness in petroleum geology. My credentials as a petroleum geologist have been accepted
by the Division and made a matter of record.

3. I am familiar with the application filed by Centennial in this case, and I have
conducted a geologic study of the lands in the subject area.

4. Centennial is targeting the Third Bone Spring interval, within the Bone Spring
formation, with the proposed Gordita 6 State Com #601H well, Gordita 6 State Com #602H
well, and Gordita 6 State Com #603H well.

5. Centennial Exhibit D-1 are two project locator maps, reflecting the proposed
spacing unit in Sections 7 and 18 in relation to the surrounding area. This map shows the proposed
Third Bone Spring wells, depicted by dashed lines and the offsetting Third Bone Spring Sand
producing wells.

6. Centennial Exhibit D-2 is a subsea structure map that I prepared for the Base of

the Bone Spring formation and that is representative of the targeted intervals. The structure map

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. D
Submitted by: Centennial Resource Production, LLC

Hearing Date: November 04, 2021
Released to Imaging: 11/30/2021 7:13:57 AM Case No. 22252
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shows that the formation is gently dipping to the Southwest in this area. I do not observe any
faulting, pinchouts, or other geologic impediments to developing the targeted interval with
horizontal wells in this area.

7. Centennial Exhibit D-3 overlays a cross-section line in blue consisting of three
wells penetrating the Bone Spring formation that I used to construct a stratigraphic cross-section
from A to A’. I consider these wells to be representative of the geology in the area.

8. Centennial Exhibit D-4 is a cross section using the representative wells depicted
on Exhibit D-3. Each well in the cross-section contains gamma ray, resistivity, and porosity logs.
The proposed targeted interval in the Bone Spring formations is labeled on the exhibit. The cross-
section demonstrates that the targeted interval extends across the proposed spacing unit.

9. In my opinion, the stand-up orientation of the proposed wells is the preferred
orientation for horizontal well development in this area and is appropriate to efficiently and
effectively develop the subject acreage.

10.  Based on my geologic study, the Bone Spring formation underlying the subject area
is suitable for development by horizontal wells, and the acreage comprising the proposed spacing
units will contribute more-or-less equally to the production from the wellbores.

11.  Inmy opinion, the granting of Centennial application in this case will be in the best
interest of conservation, the prevention of waste, and protection of correlative rights.

12.  Centennial Exhibits D-1 through D-4 were either prepared by me or compiled
under my direction and supervision.

FURTHER AFFIANT SAYETH NOT.

Released to Imaging: 11/30/2021 7:13:57 AM
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Isab

STATE OF COLORADO )
)
COUNTY OF __\RN\vey’ )

SUBSCRIBED and SWORN to before me this _‘LnS  day of [N ovexn\pex”

2021 by Isabel Harper. j

NOTARY PUBLIC

My Commission Expires:

OChneer 1, 252D

Frances M. Ivers
NOTARY PUBLIC
STATE OF COLORADO

NOTARY ID 20214039707
MY COMMISSION EXPIRES ~ October 07,2028
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22252
AFFIDAVIT

STATE OF NEW MEXICO )
COUNTY OF SANTA FE ; >

Kaitlyn A. Luck, attorney in fact and authorized representative of Centennial Resource
Production, LLC, the Applicant herein, being first duly sworn, upon oath, states that the above-
referenced Application has been provided under the notice letters and proof of receipts attached

A

hereto.

Kaitlyn A. Luck

SUBSCRIBED AND SWORN to before me this 2nd day of November, 2021 by Kaitlyn

Notafy Publi o
My Commission Expires: ° — /
Noy. 12, 263> 28

A. Luck.

OFFICIAL SEAL

Carla Garcia
< NOTARY PUBLIC - STATE OF NEW MEXICO

My Con;;n-ission Expires: M Ve { Z ] Q\O’R' 5

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. E
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22252
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Kaitlyn A. Luck

HOLLAND &HART I l Associate
Phone (505) 988-4421
kaluck@hollandhart.com

October 15, 2021

VIA CERTIFIED MAIL
CERTIFIED RECEIPT REQUESTED

TO: ALL INTEREST OWNERS SUBJECT TO POOLING PROCEEDINGS

Re: Application of Centennial Resource Production, LLC for Compulsory
Pooling, Lea County, New Mexico.
Gordita 6 State Com #601H-603H well

Ladies & Gentlemen:

This letter is to advise you that Centennial Resource Production, LLC, has filed the
enclosed application with the New Mexico Oil Conservation Division.

During the COVID-19 Public Health Emergency, state buildings are closed to the
public and hearings will be conducted remotely. The hearing will be conducted on
November 4, 2021 beginning at 8:15 a.m., until it is concluded. To participate in the
electronic hearing, see the instructions posted on the OCD Hearings website:
https://www.emnrd.nm.gov/ocd/hearing-info/.

You are not required to attend this hearing, but as an owner of an interest that may be
affected by this application, you may appear and present testimony. Failure to appear at
that time and become a party of record will preclude you from challenging the matter at
a later date. Parties appearing in cases are required by Division Rule 19.15.4.13.B to file
a Pre-hearing Statement four business days in advance of a scheduled hearing. This
statement must be filed online or in person at the Division’s Santa Fe office and should
include: the names of the parties and their attorneys; a concise statement of the case; the
names of all witnesses the party will call to testify at the hearing; the approximate time
the party will need to present its case; and identification of any procedural matters that
are to be resolved prior to the hearing.

If you have any questions about this matter, please contact Gavin Smith, at (720) 499-
1474, or Gavin.Smith@cdevinc.com.
Sincerely,

. y x i
ar &Y }Q'l—f ol
W '-'llri:. ! 'UML/{'
Kaitlyn A. Luck

ATTORNEY FOR CENTENNIAL RESOURCE
ProODUCTION, LLC

T 505.988.4421 F 505.983.6043

110 North Guadalupe, Suite 1, Santa Fe, NM 87501-1849
Mail to: P.O. Box 2208, Santa Fe, NM 87504-2208
www.hollandhart.com

Utah
Washington, D.C.
Wyoming

Alaska Montana

Colorado Nevada

Idaho

New Mexico
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EXHIBIT-A

Case No. 22252 postal delivery report

TrackingNo ToName DeliveryAddress City State Zip USPS_Status

We attempted to deliver your package at 11:38 am on October 18, 2021 in

GOLDEN, CO 80401 but could not access the delivery location. We will redeliver
9414811898765850504696 Doil Oil & Gas Corporation 1536 Cole Blvd Ste 225 Lakewood CO  80401-3413 on the next business day.

Your item was delivered to the front desk, reception area, or mail room at 1:47
9414811898765850504108 Grewal Royaly, LLC 45 Rockefeller Plz Ste 2410 New York NY 10111-2493 |pm on October 25, 2021 in NEW YORK, NY 10111.

Your item was delivered at 9:29 am on October 18, 2021 in FORT WORTH, TX
9414811898765850504191 Pegasus Resources, LLC PO Box 470698 Fort Worth X 76147-0698 76147.

Your item was delivered at 9:27 am on October 18, 2021 in FORT WORTH, TX
9414811898765850504146 McMullen Minerals, LLC PO Box 470857 Fort Worth X 76147-0857 76147.

Your item was delivered to an individual at the address at 1:09 pm on October
9414811898765850504184 McMullen Minerals, LLC 2821 W 7th St Ste 515 Fort Worth X 76107-8912 |18, 2021 in FORT WORTH, TX 76107.

Your item was delivered to an individual at the address at 1:01 pm on October
9414811898765850504139 Leo K. Birkby 10432 E Palo Brea Dr Scottsdale AZ 85262-3332 19, 2021 in SCOTTSDALE, AZ 85262.

Your item was delivered to an individual at the address at 4:26 pm on October
9414811898765850504313 Deets D. Justice 310 Pleasant Dr Austin X 78746-5519 |19, 2021 in AUSTIN, TX 78746.

Your item was delivered to an individual at the address at 11:20 am on October
9414811898765850504351 YMC Royalty Company, LP 15603 Kuykendahl Rd Ste 200 Houston X 77090-3655 19, 2021 in HOUSTON, TX 77090.

Your item was delivered to an individual at the address at 11:20 am on October
9414811898765850504306 Atlas OBO Energy 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655 19, 2021 in HOUSTON, TX 77090.

9414811898765850504399

David J. Darlingl

746 Palmer Ave

Glenwood Springs

CO  81601-3541

Your item was delivered to an individual at the address at 4:11 pm on October
18, 2021 in GLENWOOD SPRINGS, CO 81601.
Your item was delivered to an individual at the address at 9:14 am on October

9414811898765850504344 Amy Darling Wood 16602 Palm Royal Dr Apt 1519  Tampa FL 33647-2686 22,2021 in LUTZ, FL 33559.
Your item was delivered to the front desk, reception area, or mail room at 6:09
9414811898765850504641 Doil Oil & Gas Corporation 12045 Tavel Cir Dallas TX 75230-2233 |pm on October 18, 2021 in DALLAS, TX 75230.
Your item was returned to the sender on October 27, 2021 at 4:00 pm in SANTA
9414811898765850504382 'Amy Darling Wood 5255 Shoreline Cir Sanford FL 32771-7167 FE, NM 87501 because the addressee moved and left no forwarding address.
Your item has been delivered to an agent for final delivery in OJAI, CA 93023 on
9414811898765850504337 Laurance Howard Merritt 221 S Lomita Ave Ojai CA 93023-2216 October 18, 2021 at 12:25 pm.
Your item was delivered to an individual at the address at 2:47 pm on October
9414811898765850504375 Elodie Brown 15 Cypress Pt Wimberley X 78676-9414 21,2021 in DALLAS, TX 75208.
Your item departed our USPS facility in ALBUQUERQUE, NM 87101 on October
9414811898765850504016 Elodie Brown 3231 W Shandon Ave Midland TX 79705-6248 |27, 2021 at 6:36 pm. The item is currently in transit to the destination.
Your item was delivered to an individual at the address at 2:55 pm on October
9414811898765850504054 Pecas Management, LP 3138 Quail Valley East Dr Missouri City TX 77489-6088 (21, 2021 in MISSOURI CITY, TX 77489.
Your package will arrive later than expected, but is still on its way. It is currently
9414811898765850504023 Karen Johnston 2017 Quail Hollow Run Carlsbad NM 88220-4181 |in transit to the next facility.
Your package will arrive later than expected, but is still on its way. It is currently
9414811898765850504009 Karen Johnston 2504 N Crown Cir Carlsbad NM 88220-8808 |in transit to the next facility.
System For The Use And Benefit
Of The Board of Regents for the
Univeristy of Texas University
Of Texas M.D. Anderson Caner Your item was picked up at a postal facility at 11:39 am on October 21, 2021 in
9414811898765850504047 Center PO Box 551 Midland TX 79702-0551 'MIDLAND, TX 79701.
Presbyterian Healthcare Your item was delivered to an individual at the address at 5:52 pm on October
9414811898765850504085 Foundation 8440 Walnut Hill Ln Ste 800 Dallas X 75231-3825 18, 2021 in DALLAS, TX 75231.

02/6Z/11 DO 4q paa122ay

4

Nd EIVI°9 1

ZI 23vg

0I1Z fo 6



LSIEI:L IZ0Z/0E/I T Su1svuly 0] pasnajay

nyv

9414811898765850504030

9414811898765850504689

9414811898765850504634

9414811898765850504672

9414811898765850504115

9414811898765850504153

9414811898765850504160

9414811898765850504122

Presbyterian Village North
Foundation

Pioneer Exploration, LLC

Pioneer Exploration, LLC / Atlas

Operating

Saba Energy, Inc.

Saba Energy, Inc.

Saba Energy, Inc.

Legacy Reserves Operating, LP

Legacy Reserves Operating, LP

8560 Anderson Creek Cir

15603 Kuykendahl Rd Ste 200

3501 Allen Pkwy

2112 Hurd Dr

4500 W lllinois Ave Ste 213

1603 E 19th St Ste 202

303 W Wall St Ste 1800

15 Smith Rd Ste 3000

Dallas

Houston

Houston

Irving

Midland

Edmond

Midland

Midland

X

X

X

X

X

OK

X

X

EXHIBIT-A

Case No. 22252 postal delivery report

75243-1375

77090-3655

77019-1809

75038-4332

79703-5485

73013-6625

79701-5106

79705-5461

Your item was delivered to the front desk, reception area, or mail room at 4:02
pm on October 18, 2021 in DALLAS, TX 75243.

Your item was delivered to the front desk, reception area, or mail room at 3:42
pm on October 21, 2021 in HOUSTON, TX 77056.

Your item was returned to the sender on October 27, 2021 at 4:00 pm in SANTA
FE, NM 87501 because the addressee moved and left no forwarding address.
Your item departed our COPPELL TX DISTRIBUTION CENTER destination facility
on October 28, 2021 at 8:52 am. The item is currently in transit to the
destination.

Your item was returned to the sender on October 27, 2021 at 4:00 pm in SANTA
FE, NM 87501 because the addressee moved and left no forwarding address.

Your item was returned to the sender on October 27, 2021 at 4:00 pm in SANTA
FE, NM 87501 because the addressee moved and left no forwarding address.
Your item has been delivered to an agent for final delivery in MIDLAND, TX 79705
on October 25, 2021 at 11:15 am.

Your item has been delivered to an agent for final delivery in MIDLAND, TX 79705
on October 21, 2021 at 12:06 pm.
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Affidavit of Publication

STATE OF NEW MEXICO LEGAL NOTICE

COUNTY OF LEA October 22, 2021

STATE OF NEW MEXICO ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT OIL
CONSERVATION DIVISION SANTA FE, NEW MEXICO

The State of New Mexico, Energy Minerals and Natural Resources Department, Oil Conservation Division

d i (“Division”) hereby gives notice that the Division will hold public hearings before a hearing examiner on the
|, Daniel Russell, Publisher Of.the Hobbs following case. Dun%g the COVID-19 Public Health Emergency, state buildings are closed to the public and
News-Sun, a newspaper published at Divigiont hdearfngs will be o?_lnducted riﬁgntely. Jhe péxblic_lljﬁarin for gme foli%win% cggg1wigge!elelctronitcaa?g_

. conducted remotely. The hearing will be conducted on Thursday, November 4, , beginning at 8:
Hobbs, New Mexico, solemnly swear that a.m. To participate !{n the electronic hearing, see the instructions posted befow. The docket may be viewed at

the clipping attached hereto was published https://www.emnrd.nm.gov/ocd/hearing-info/ or obtained from Marlene Salvidrez, at
. L . Marlene.Salvidrez@state.nm.us. Documents filed in the case may be viewed at
in the regular and entire issue of said htit_lp:}foegdaimage.3mnrd.st?%e.nm.usif;rggging:‘(l'}aseFiIeCriwria.aspx. If you are an fmdiﬂ]duau wgh a disability

who needs a reader, amplifier, qualified sign language interpreter, or other form of auxiliary aid or service to - .
neWSpaP er, and .not a supplement thereof attend or participate in a hearing, contact Marlene Salvidrez at Marlene.Salvidrez@state.nm.us, or the New
for a period of 1 issue(s). Mexico Relay Network at 1-800-659-1779, no later than October 24, 2021. :

Persons may view and participate in the hearings through the following link:

https://nmemnrd.webex.com/nmemnrd/onstage/g.php?MTID=e12bd776b32e14edi7deee3425ea99347

Beginning with the issue dated Event number: 2437 665 1056
October 22, 2021 Event password: JYvi8wjp55w

and ending with the issue dated Join by video: 24976651056 @nmemnrd.webex.com
October 22, 2021. Numeric Password: 256526

You can also dial 173.243.2.68 and enter your meeting number

Join by audio: 1-844-992-4726 United States Toll Free
Access code: 2497 665 1056

STATE OF NEW MEXICO TO:
All named parties and persons
having any right, title, interest
or claim in the following case

and notice to the public.

(NOTE: All land descriptions herein refer to the New Mexico Principal Meridian whether or not so stated.)

To: All overriding royalty interest owners and pooled parties, including: Doil Oll & Gas Corporation;

Pioneer Exploration, LLC; Pioneer Exploration, LLC / Atlas Operating; Saba Energy, Inc.; Legac

Reserves Operating, LP; Grewal (Royalty), LLC; Pegasus Resources, LLC; McMullen Minerals, LLC;
Leo K. Blrkbg, his heirs and devisees; Deets D, Justice, his or her heirs and devisees; YMC Royality
Company, LP; Atlas OBO Energy; David J. Darling, his heirs and devisees; Amy Darling Wood, her

. heirs and devsiees; Laurance Howard Merritt, his heirs and devisees; Elodie Brown, her heirs and
Publisher devsiees; Pecas Management, LP; Karen Johnston, her heirs and devsiees; The Board of Regents of -
the Univeristy of Texas Srstern for the use and benefit of The University of Texas M.D. Anderson
Cancer Center; Presbyterian Healthcare Foundation; and Presbyterian Village North Foundation. -~

Sworn and subscribed to before me this I . Ao iication of Conterinlal R eradledtn L LT : any

ase No. : Application of Centennial Resource Production, or compulsory pooling, Lea

22nd day of October 2021. County, New Mexico. Applicant in the above-styled cause seeks an order pooling all uncomm?tled interests’
in the Bone Sgring formation underlying & standard 640-acre, more or less, horizontal spacing unit comprised

of the W/2 of Sections 7 and 18, Township 22 South, Range 35 East, NMPM, Lea County, New Mexico, Said

harizontal spacing unit is to be* dedicated to the proposed wells: (1) the Gordita 6 State Com #601H well, to

e . be horizontally drilled from a surface location in the SE/4 SW/4 (Unit N) of Section 6, to a bottom hole

/{ m ) location in the SW/4 SW/4 (Lot 4) of Section 18; and (2) the Gordita 6 State Com #602H well, and (3) the
b = 7 Gordita 6 State Com #603H well, both: are to be horizontally drilled from a surface location in the SE/4
Circulation Clevk / SWi/4 (Unit N) of Section 6, to a bottom hole location in the SE/4 SW/4 (Unit N) of Section 18. The completed
interval of the proposed Gordita 6 State Com #602H well will remain within 330 feet of the quarter-quarter:
line separating the W/2 W/2 from the E/2 W/2 of Sections 7 and 18, to allow inclusion of this acreage into &'

standard horizontal well spacing unit. Als® to be considered will be the cost of drilling and completing the-

My commission expires wells and the allocation of the cost thereof, the actual operating costs and charges for supervision, the

October 29, 2022 designation of applicant as operator of the: wells, and a 200% charge for risk involved in drilling said wells.
Said area is located approximately 14 miles west of Eunice, New Mexico.
#36953 =

OFFICIAL SEAL
Amity E. Hipp
; NOTARY I_’U'BL[ - STATE OF NEW MEXICO
o Commin gL 029 |2 2 67100754 00259775

This neV\{spaper is duly qualified tg publlsh HOLLAND & HART LLC BEFORE THE OIL CONSERVATION DIVISION

legal notices or advertisements within the PO BOX 2208 Santa Fe, New Mexico

meaning of Section 3, Chapter 167, Laws of SANTA FE, NM 87504-2208 Exhibit No. F

1937 and payment of fees for said Submitted by: Centennial Resource Production, LLC

Hearing Date: November 04, 2021
Case No. 22252

Released to Imaging: 11/30/2021 7:13:57 AM




EXHIBIT A

FILED
5th JUDICIAL DISTRICT COURT
Lea County

STATE OF NEW MEXICO 11/29/2021 1:43 PM
COUNTY OF LEA NELDA CUELLAR

FIFTH JUDICIAL DISTRICT COURT CLERK OF THE COURT
Sandy Long

ATLAS OBO ENERGY LP,

Plaintiff,
No. D-506-CV-2021-00991
V.

CENTENNIAL RESOURCE PRODUCTION,
LLC,

Defendant.

EXHIBITS 2 - 4

to Defendant Centennial Resource Production, LLC’s
Response in Opposition to Plaintiff’s Motion for
Temporary Restraining Order
and Preliminary Injunction
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Respectfully submitted,
HOLLAND & HART LLP

By: /s/ Julia Broggi

Adam G. Rankin

Julia Broggi
110 North Guadalupe, Suite 1
Santa Fe, New Mexico 87501
Tel: 505.988.4421
jbroggi@hollandhart.com
agrankin@hollandhart.com

-and —
HOLLAND & HART LLP

/s/ Elizabeth H. Titus

Elizabeth H. Titus (admitted pro hac vice)
State Bar of Colorado No. 38070

State Bar of North Dakota No. 08243
P.O. Box 8749

555 17th Street, Suite 3200

Denver, Colorado 80201-8749 / 80202
Tel: 303.295.8438

Fax: 303.223.3426
ehtitus@hollandhart.com

ATTORNEYS FOR DEFENDANT CENTENNIAL
RESOURCE PRODUCTION, LLC

CERTIFICATE OF SERVICE

I hereby certify that on November 29, 2021, I caused a true and correct copy of the
foregoing to be filed and served electronically via Odyssey File and Serve, which caused all
parties and counsel listed on the Court’s Case Service Contacts to be served by electronic means.

By: /s/ Julia Broggi
Julia Broggi

17800049 v1
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.
CASE NO. 22253

TABLE OF CONTENTS

e Centennial Exhibit A: Compulsory Pooling Application Checklist

e Centennial Exhibit B: Application of Centennial Production Company for Compulsory
Pooling

e Centennial Exhibit C: Affidavit of Gavin Smith, Landman

Centennial Exhibit C-1: Draft C-102

Centennial Exhibit C-2: Land Tract Map

Centennial Exhibit C-3: Working Interest Ownership
Centennial Exhibit C-4: Sample Well Proposal Letter with AFE
Centennial Exhibit C-5: Chronology of Contacts

O O O O O

e Centennial Exhibit D: Affidavit of Isabel Harper, Geologist

Centennial Exhibit D-1: Locator Map

Centennial Exhibit D-2: Subsea structure map
Centennial Exhibit D-3: Cross-section map
Centennial Exhibit D-4: Stratigraphic cross-section

O O O O

e Centennial Exhibit E: Notice Affidavit

e Centennial Exhibit F: Affidavit of Publication

Y7 AM
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COMPULSORY POOLING APPLICA TION CHECKLIST (pdf)
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ALL INFORMATION IN THE APPLICATION MUST BE SUPPORTED BY SIGNED AFFIDAVITS

Case No. 22253

APPLICANT'S RESPONSE

Date: November 4, 2021

Applicant

Centennial Resource Production LLC

Designated Operator & OGRID (affiliation if applicable)

Centennial Resource Production LLC (OGRID 372165)

Applicant's Counsel:

Holland & Hart LLP

Case Title:

APPLICATION OF CENTENNIAL RESOURCE
PRODUCTION, LLC FOR COMPULSORY POOLING, LEA
COUNTY, NEW MEXICO

Entries of Appearance/Intervenors:

N/A

Well Family

Tostada 7 State Com wells

Formation/Pool

Formation Name(s) or Vertical Extent: Bone Spring
Primary Product (Oil or Gas): il
Pooling this vertical extent: Bone Spring

Pool Name and Pool Code:

(Red Hills; Bone Spring, North Pool (Pool Code 96434)

Well Location Setback Rules: Statewide oil
Spacing Unit Size: 240-acres
Spacing Unit

Type (Horizontal/Vertical) Horizontal
Size (Acres) 240-acres
Building Blocks: 40-acre
Orientation: Standup

Description: TRS/County

W/2 E/2 of Section 22, and the W/2 NE/4 of Section
27, Township 24 South, Range 34 East, NMPM, Lea
County, New Mexico

Standard Horizontal Well Spacing Unit (Y/N), If No, describe Yes
Other Situations
Depth Severance: Y/N. If yes, description No

Proximity Tracts: If yes, description

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. A
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253

Released to Imaging: 11/30/2021 7:13:57 AM
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Yes, Tostada 7 State Com #601H well will remain
within 330 feet of the quarter-quarter line separating
the W/2 E/2 from the E/2 E/2 of Sections 7 and 18, to
allow inclusion of this acreage into a standard
horizontal well spacing unit
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Proximity Defining Well: if yes, description EXH l Bl ieA’ostada 7 State Com #601H well will remain

within 330 feet of the quarter-quarter line separating
the W/2 E/2 from the E/2 E/2 of Sections 7 and 18, to
allow inclusion of this acreage into a standard
horizontal well spacing unit

Applicant's Ownership in Each Tract Yes

Well(s)
Name & API (if assigned), surface and bottom hole location,
footages, completion target, orientation, completion status

(standard or non-standard)
Well #1 Tostada 7 State Com 601H well, API No. 30-025-pending
SHL:210 FNL and 1420 FEL (Unit B) of Section 7, Township 22
South, Range 35 East, NMPM.

BHL:100 FSL and 1640 FEL (Unit O) of Section 18, Township 22
South, Range 35 East, NMPM.

Completion Target: Bone Spring
Well Orientation: Standup
Completion Location expected to be: standard

Well #2 Tostada 7 State Com 602H well, API No. 30-025-pending
SHL:210 FNL and 1390 FEL (Unit B) of Section 7, Township 22
South, Range 35 East, NMPM.

BHL:100 FSL and 640 FEL (Unit P) of Section 18, Township 22
South, Range 35 East, NMPM.

Completion Target: Bone Spring
Well Orientation: Standup
Completion Location expected to be: proximity tract well

Horizontal Well First and Last Take Points Exhibit C-1

Completion Target (Formation, TVD and MD) Exhibit C-4, Exhibit D-4

AFE Capex and Operating Costs

Drilling Supervision/Month $ $8,500 (drilling) & $850 (producing)/month
Production Supervision/Month $ Exhibit C, C-4
Justification for Supervision Costs Exhibit C, C-4

RRéapseditedRigdanzh drikb30/2021 7:13:57 AM Exhibit C, C-4
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EXHIBIT A

Page 138 0f 210

Proposed Notice of Hearing Exhibit B
Proof of Mailed Notice of Hearing (20 days before hearing) Exhibit E
Proof of Published Notice of Hearing (10 days before hearing) Exhibit F
Ownership Determination

Land Ownership Schematic of the Spacing Unit Exhibit C-2
Tract List (including lease numbers and owners) Exhibit C-3

Pooled Parties (including ownership type)

Exhibit C-3, Exhibit E

Unlocatable Parties to be Pooled

N/A

Ownership Depth Severance (including percentage above & beloy

N/A

Joinder

Sample Copy of Proposal Letter

Exhibit C-4

List of Interest Owners (ie Exhibit A of JOA)

Exhibit C-3, Exhibit E

Chronology of Contact with Non-Joined Working Interests Exhibit C-5
Overhead Rates In Proposal Letter Exhibit C-4
Cost Estimate to Drill and Complete Exhibit C-5
Cost Estimate to Equip Well Exhibit C-5
Cost Estimate for Production Facilities Exhibit C-5
Geology

Summary (including special considerations) Exhibit D
Spacing Unit Schematic Exhibit D-1
Gunbarrel/Lateral Trajectory Schematic N/A

Well Orientation (with rationale) Exhibit D-1

Target Formation

Exhibit D-2, D-3, D-4

HSU Cross Section Exhibit D-4
Depth Severance Discussion N/A
Forms, Figures and Tables

C-102 Exhibit C-1
Tracts Exhibit C-2
Summary of Interests, Unit Recapitulation (Tracts) Exhibit C-3
General Location Map (including basin) Exhibit D-1
Well Bore Location Map Exhibit D-1
Structure Contour Map - Subsea Depth Exhibit D-2

Cross Section Location Map (including wells)

Exhibit D-3, D-4

Cross Section (including Landing Zone)

Exhibit D-3, D-4

Additional Information

naria ] [PORG P POUY £ o TP PR RPN
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CERTIFICATION: | hereby certify that the information provided in this checklist is complete and accurate.

Printed Name (Attorney or Party Representative): Kaitlyn A. Luck

Signed Name (Attorney or Party Representative):
Date: 2-Nov-21

Released to Imaging: 11/30/2021 7:13:57 AM
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. _22253

APPLICATION

Centennial Resource Production, LLC (“Centennial” or “Applicant”) (OGRID No.
372165), through its undersigned attorneys, hereby files this application with the Oil
Conservation Division pursuant to the provisions of NMSA 1978, § 70-2-17, for an order
pooling all uncommitted interests in the Bone Spring formation underlying a standard
640-acre, more or less, horizontal spacing unit comprised of the E/2 of Sections 7 and 18,
Township 22 South, Range 35 East, NMPM, Lea County, New Mexico. In support of its
application, Centennial states:

1. Applicant is a working interest owner in the proposed horizontal spacing unit and
has the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced spacing unit to the following
proposed initial wells:

a. (1) the Tostada 7 State Com #601H well, to be horizontally drilled from a
surface location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom hole

location in the SW/4 SE/4 (Unit O) of Section 18; and

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. B
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253

Released to Imaging: 11/30/20217:13:57/AM
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b. (2) the Tostada 7 State Com #602H well, to be horizontally drilled from a
surface location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom hole
location in the SE/4 SE/4 (Unit P) of Section 18.

3. The completed interval for the proposed Tostada 7 State Com #601H well will
remain within 330 feet of the quarter-quarter line separating the W/2 E/2 from the E/2 E/2 of
Sections 7 and 18, to allow inclusion of this acreage into a standard horizontal well spacing unit.

4. Applicant has sought and been unable to obtain voluntary agreement for the
development of these lands from all the working interest owners in the subject spacing unit.

5. The pooling of interests will avoid the drilling of unnecessary wells, will prevent
waste, and will protect correlative rights.

6. In order to permit Applicant to obtain its just and fair share of the oil and gas
underlying the subject lands, all uncommitted interests in this horizontal spacing unit should be
pooled, and Applicant should be designated the operator of the proposed horizontal wells and
spacing unit.

WHEREFORE, Applicant requests that this application be set for hearing before
an Examiner of the Oil Conservation Division on November 4, 2021, and, after notice
and hearing as required by law, the Division enter an order:

A. Pooling all uncommitted interests in the horizontal spacing unit and

approving the initial wells thereon;

B. Designating Applicant as operator of the horizontal spacing unit and the

horizontal wells to be drilled thereon;

C. Authorizing Applicant to recover its costs of drilling, equipping, and

completing the wells;

Released to Imaging: 11/30/20217:13:57/AM
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D. Approving the actual operating charges and costs of supervision while
drilling and after completion, together with a provision adjusting the rates
pursuant to the COPAS accounting procedures; and

E. Imposing a 200% charge for the risk assumed by Applicant in drilling and
completing the wells against any working interest owner who does not
voluntarily participate in the drilling of the wells.

Respectfully submitted,

HOLLAND & HART LLP

/i i |
b AT — g
By: | Tr{?g- K 'UMLA ______
Michael H. Feldewert
Adam G. Rankin
Julia Broggi
Kaitlyn A. Luck
Post Office Box 2208
Santa Fe, New Mexico 87504-2208
(505) 988-4421
(505) 983-6043 Facsimile
mhfeldewert@hollandhart.com
agrankin@hollandhart.com
jbroggi@hollandhart.com
kaluck@hollandhart.com

ATTORNEYS FOR
CENTENNIAL RESOURCE PRODUCTION, LLC

Released to Imaging: 11/30720217:13:57/AM
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22253

AFFIDAVIT OF GAVIN SMITH
IN SUPPORT OF CASE NO. 22253

Gavin Smith, of lawful age and being first duly sworn, declares as follows:

1. My name is Gavin Smith. I work for Centennial Resource Production, LLC
(“Centennial”) as a Senior Landman.

2. I have previously testified before the New Mexico Oil Conservation Division as an
expert witness in petroleum land matters. My credentials in petroleum land matters have been
accepted by the Division and made a matter of record.

3. I am familiar with the application filed by Centennial in this case, and I am familiar
with the status of the lands in the subject area.

4, None of the uncommitted parties in this case has indicated opposition to this
pooling case proceeding by affidavits, and therefore I do not expect any opposition at the hearing.

5. In this case, Centennial seeks an order pooling all uncommitted interests in the
Bone Spring formation underlying a standard 640-acre, more or less, horizontal spacing unit
comprised of the E/2 of Sections 7 and 18, Township 22 South, Range 35 East, NMPM, Lea
County, New Mexico.

6. Centennial seeks to dedicate this spacing unit to the proposed initial wells:

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253
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(1) the Tostada 7 State Com #601H well, to be horizontally drilled from a
surface location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom hole
location in the SW/4 SE/4 (Unit O) of Section 18; and

(2) the Tostada 7 State Com #602H well, to be horizontally drilled from a surface

location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom hole location in the

SE/4 SE/4 (Unit P) of Section 18.

7. Centennial Exhibit C-1 is the Form C-102 for the proposed initial well for this
horizontal spacing unit that reflects that the well is located in the Ojo Chiso; Bone Spring Pool
(Pool Code 96553 ).

8. The completed interval for the Tostada 7 State Com #601H well will
remain within 330 feet of the quarter-quarter line separating the W/2 E/2 from the E/2
E/2 of Sections 7 and 18, to allow inclusion of this acreage into a standard horizontal
well spacing unit.

9. There are no depth severances in the Bone Spring formation in the proposed spacing
unit.

10.  Centennial Exhibit C-2 contains a plat outlining the unit being pooled and
identifies the tracts of land comprising the proposed spacing unit.

11.  Centennial Exhibit C-3 identifies the working interests in each tract, and their
interest in the horizontal spacing unit. There are no unleased mineral interest owners. I have
highlighted on this exhibit the parties that Centennial seeks to pool.

12.  Centennial sent well proposal letters, together with corresponding AFEs, to the

working interest owners. The costs reflected in the AFE are consistent with what other operators

Released to Imaging: 11/30/2021 7:13:57 AM
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have incurred for drilling similar horizontal wells in the area. A copy of the well proposal letters,
along with the AFE, are included with my affidavit as Centennial Exhibit C-4.

13.  Centennial seeks approval of overhead and administrative costs at $8,500/month
while drilling and $850/month while producing. These costs are consistent with what Centennial
and other operators are charging in this area for these types of wells. Centennial respectfully
requests that these administrative and overhead costs be incorporated into any order entered by the
Division in this case.

14.  Centennial has been able to locate contact information for all parties it seeks to pool
and has undertaken good faith efforts to reach an agreement with the uncommitted interest owners.
Centennial Exhibit C-5 contains a chronology of the contacts with the working interest owners
that Centennial seeks to pool in this case.

15.  If Centennial reaches an agreement with any of the proposed pool parties before the
Division enters any order, I will let the Division know that Centennial is no longer seeking to pool
that party.

16. I provided the law firm of Holland & Hart LLP a list of names and addresses for
the uncommitted interest owners shown on Centennial Exhibit C-3. In compiling these addresses,
Centennial conducted a diligent search of all public records in the county where the proposed wells
are located and of phone directories, including computer searches. All parties were locatable.

17.  Centennial Exhibits C-1 through C-5 were either prepared by me or compiled
under my direction and supervision.

FURTHER AFFIANT SAYETH NOT.

Released to Imaging: 11/30/2021 7:13:57 AM
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e S

GAVIN SMITH

STATE OF COLORADO )

)
COUNTY OF i)fmggx )

SUBSCRIBED and SWORN to before me this /L(\ day of NM e Y

2021 by Gavin Smith.
/\/m M

NOTARY PUBLIC

My Commission Expires:

Whvoex 1, 2929

Frances M. ivers
NOTARY PUBLIC
STATE OF COLORADO

NOTARY (D 20214039707
MY COMMISSION EXPIRES  Oclober 07, 2028
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BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

EXH I B I T A Submitted by: CentEe:)limlrlliil;iltIg(s);)l(l:l}ce Production, LLC

District I : Hearing Date: November 04, 2021 Form C-102
1625 N. French Dr., Hobbs, NM 88240 State Of New MeXlCO Case No. 22253 Revised August 1, 2011
Phone: (575) 393-6161 Fax: (575) 393-0720 1 . >
Phone: (> 67 Energy, Minerals & Natural Resources Department Submit one copy to appropriate
811 S. First St., Artesia, NM 88210 District Office
Phone: (575) 748-1283 Fax: (575) 748-9720 OIL CONSERVATION DIVISION
District 111 1
1000 Rio Brazos Road, Aztec, NM 87410 1220 South St. Francis Dr. [] AMENDED REPORT
Phone: (505) 334-6178 Fax: (505) 334-6170
Phone: (00 Santa Fe, NM 87505
1220 S. St. Francis Dr., Santa Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462
WELL LOCATION AND ACREAGE DEDICATION PLAT
T API Number 2Pool Code 3 Pool Name
4 Property Code 5 Property Name 6 Well Number
TOSTADA 7 STATE COM 601H
7 OGRID No. 8 Operator Name 9 Elevation
CENTENNIAL RESOURCE PRODUCTION, LLC 3616.7'
»Surface Location
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
B 7 228 35E 210 NORTH 1420 EAST LEA
1 Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
(6] 18 228 35E 100 SOUTH 1640 EAST LEA
12 Dedicated Acres 13 Joint or Infill 14 Consolidation Code 15 Order No.
No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the division.
16 R R "OPERATOR
- CERTIFICATION
34 35 40" =} I hereby certify that the information contained
569 4,74‘9 w T ‘:9 herein is true and complete to the best of my
E ALE 5176.17 (Mea‘s‘) * N knowledge and belief, and that this
5 organization either owns a working interest or
PP/FTP HL 1640 unleased mineral interest in the land including
~ :Ii_gtgtl) ~ the proposed bottom hole location or has a
4] . f a right to drill this well at this location pursuant
? 8 Acres | L2| 1420 ? ﬂux Ll N E TABLE to a contract with an owner of such a mineral
g E \ ; E or working interest, or to a voluntary pooling
N- JH agreement or a compulsory pooling order
S & i g 5 LINE | DIRECTION | LENGTH heretofore entered by the division.
IS 144" f
PN Lot 2 <X L1 S89°39'10°W | 2639.14
&| 37.08 8
N . N
Acres | L2 N63°40'05"W | 246.23’ Signature Date
Lot 3 o Q NOTE: Printed Name
’0\5 33'22 gl P—‘ ’a . Distances referenced on plat to
W g Acres ‘—l - ‘E g section lines are perpendicular.
Q % 18 = % e Basis of Bearings is a Transverse E-mail Address
‘Q . :7)* o “0 R Mercator Projection with a Central
g N © ™ g a Meridian of W103°53'00" (NAD 83)
S¥| Lot 4 gl S
8| 3735 i € 8 @® = SURFACE HOLE LOCATION
Acres 5
§||..‘: & = PENETRATION POINT/
= FIRST TAKE POINT
‘ S589°46°59"W 58945°03"W O =
2556.61° (Meas.) 2639.80° (Meas.) = LAST TAKE POlNT/
=~ I | ~ BOTTOM HOLE LOCATION
N | 2§ A= SECTION CORNER LOCATED
Q| Acres | N N
O % O
55 | 38 3 3 5
g S Lot 2 =¥ S S - S
a 37.61 l a N — =] Q
A 7 8 | A SCALE
DRAWN BY: C.D. 09-01-21
of 3 | 3
? 5 Acres | ni §
N | DN
8% | £3
S3| Lots4 | SN
&| 3788 8
18
Acres LTP /B H L 1640 SURVEYOR
A CERTIFICATION
gl 2, I hereby certify that the well location shown
589 42, e + H on this plat was plotted from field notes of
2572.38 (Meas') '8 actual surveys made by me or under my
- supervision, and that the same is true and
correct to the best of my belief:
August 24, 2021
Date of Survey
Signature and Seal of Professional Surveyor:
NAD 83 (SURFACE HOLE LOCATION) NAD 83 (PP/FTP) NAD 83 (LTP/BHL)
LATITUDE = 32°24'46.42" (32.412896°) LATITUDE = 32°24'47.51" (32.413198°) LATITUDE = 32°23'05.03" (32.384731°)
LONGITUDE = 103°24'10.23" (103.402841°) LONGITUDE = 103°24'12.80" (103.403555°) LONGITUDE = 103°24'12.69" (103.403525°)
STATE PLANE NAD 83 (N.M. EAST) STATE PLANE NAD 83 (N.M. EAST) STATE PLANE NAD 83 (N.M. EAST)
Y:515192.54" X: 828484.27' Y:515300.81' X: 828263.17' Y:504944.15' X: 828362.38'
UTM, NAD 83 (ZONE 13) UTM, NAD 83 (ZONE 13) UTM, NAD 83 (ZONE 13)
Y: 11769417.97' X:2133160.27' Y: 11769524.85" X: 2132938.52' Y: 11759170.31' X:2133102.30'
Certificate Number:

21 7:13:57 AM
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District I

1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161 Fax: (575) 393-0720
District 11

811 S. First St., Artesia, NM 88210

Phone: (575) 748-1283 Fax: (575) 748-9720
District 111

1000 Rio Brazos Road, Aztec, NM 87410
Phone: (505) 334-6178 Fax: (505) 334-6170
District IV

1220 S. St. Francis Dr., Santa Fe, NM 87505
Phone: (505) 476-3460 Fax: (505) 476-3462

EXHIBIT A

State of New Mexico
Energy, Minerals & Natural Resources Department
OIL CONSERVATION DIVISION
1220 South St. Francis Dr.
Santa Fe, NM 87505

WELL LOCATION AND ACREAGE DEDICATION PLAT

Form C-102

Revised August 1, 2011
Submit one copy to appropriate
District Office

[] AMENDED REPORT

T API Number

2Pool Code

3 Pool Name

4 Property Code 5 Property Name 6 Well Number
TOSTADA 7 STATE COM 602H
7 OGRID No. 8 Operator Name 9 Elevation
CENTENNIAL RESOURCE PRODUCTION, LLC 3616.8'
»Surface Location
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
B 7 228 35E 210 NORTH 1390 EAST LEA
1 Bottom Hole Location If Different From Surface
UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County
P 18 228 35E 100 SOUTH 640 EAST LEA
12 Dedicated Acres 13 Joint or Infill 14 Consolidation Code 15 Order No.

No allowable will be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the division.

34|35 3
58947°49"W 8§ S PP/FTP
E A FE 5176.17' (Meas.) i i/
Lot 1 SHL# 2 | 640
o
} ~
@] 3695 1390° g LINE TABLE
2 3| Acres | 2 §
M A3
N E | T LINE | DIRECTION | LENGTH
Nig ! SR - ;
Sy | 3 L1 | S89°39"10"W | 2639.14
SF| Lot2 N
&| 37.08 | 8 L2 | N8127°00"E | 757.74’
Acres
Lot 3 rs TN NOTE:
’0\5 37.22 8' [ ’a e Distances referenced on plat to
VRS Acres ‘_l ° ‘E 3 section lines are perpendicular.
Q § I+ ~ % e Basis of Bearings is a Transverse
° ‘\" —27)* '0_. —Jo- Mercator Projection with a Central
g ‘,Q g { S a Meridian of W103°53'00" (NAD 83)
S§| Lot 4 Ble S8
8| 3735 "€ 8 @® = SURFACE HOLE LOCATION
Acres I
§|5 & = PENETRATION POINT/
A — ——— A FIRST TAKE POINT
58946 59°W 5894503 W _
2556.61° (Meas.) 2639.80° (Meas.) O = LAST TAKE POlNT/
~ | ~ BOTTOM HOLE LOCATION
28 5 L 2§ A = SECTION CORNER LOCATED
S| Acres | Q I
O % 1 [+ }\l
SR | S 3 > >
S§| tot2 8% 8 = . S
a 37.61 l a N — = Q
A 7 8 | A SCALE
DRAWN BY: C.D. 09-01-21
e | 3
X 3| Acres | 28
& 83
N o ~
83 o83
S3| Lots4 | SN
&l 3786 S
Acres LTP/BHLY g4
|
A 589°42'23"W u

2572.38" (Meas.)

NAD 83 (SURFACE HOLE LOCATION)

100" =

NAD 83 (PP/F1P)

NAD 83 (LTP/BHL)

LATITUDE = 32°24'46.42" (32.412896°)
LONGITUDE = 103°24'09.88" (103.402744°)

LATITUDE = 32°24'47.50" (32.413196°)
LONGITUDE = 103°24'01.13" (103.400315°)

LATITUDE = 32°23'05.05" (32.384735°)
LONGITUDE = 103°24'01.03" (103.400286°)

STATE PLANE NAD 83 (N.M. EAST)

STATE PLANE NAD 83 (N.M. EAST)

STATE PLANE NAD 83 (N.M. EAST)

Y:515192.77" X: 828514.26'

Y: 515308.57" X: 829262.99'

Y:504954.42' X: 829362.17'

UTM, NAD 83 (ZONE 13)

UTM, NAD 83 (ZONE 13)

UTM, NAD 83 (ZONE 13)

Y:11769418.39' X: 2133190.26'

Y: 11769538.84' X: 2133938.15'

Y: 11759186.81' X:2134101.89'

"OPERATOR
CERTIFICATION

I hereby certify that the information contained
herein is true and complete to the best of my
knowledge and belief, and that this
organization either owns a working interest or
unleased mineral interest in the land including
the proposed bottom hole location or has a
right to drill this well at this location pursuant
to a contract with an owner of such a mineral
or working interest, or to a voluntary pooling
agreement or a compulsory pooling order
heretofore entered by the division.

Signature Date

Printed Name

E-mail Address

"*SURVEYOR
CERTIFICATION
I hereby certify that the well location shown
on this plat was plotted from field notes of
actual surveys made by me or under my
supervision, and that the same is true and
correct to the best of my belief:

August 24, 2021

Date of Survey
Signature and Seal of Professional Surveyor:

Certificate Number:

21 7:13:57 AM
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EXHIBIT A
Exhibit C-2
Ownership Map
Township 22 South, Range 35 East, Lea County, New Mexico

I |
I |
Tostada 18 State Com #601H VB-244 : |
— | |
Lot 1 \' |
! |
I |
I |
Tostada 18 State Com #602H M\JI\ |
rl\ |
| \
I |
Lot 2 | {
I |
I |
Bone Spring | [
Spacing Unit L0-6377 : |
|
I |
Lot 3 : |
' .
I |
I |
I |
I |
I |
I |
Lot 4 I | 7
1
I |
I |
I |
VC-491 | I
I |
I |
Lot 1 ! l
! I
I |
I |
I |
I |
I |
I |
Lot 2 | |
I |
I |
I |
I |
VC-762 | |
I |
I |
Lot 3 | | .9Chw9 ¢19 hL[ /hb{ow=1¢Lhb 5l+{Lhb
f T {IyiiI-C3I bSg aSEi02
| I L9EKolib2o/m
{B:0Y'1iiSR 68Y /SyiSyyilt wSa2d0S
| I ) ti2Ra0l2yL [[/
I | 1SHy3 5145 b20SY 0SI nnl HHw
| | /1S b29 HHHpO
| I
—_ - =
Lot 4 - 18
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EXHIR A

Tostada 18 State Com
Ownership Schedule
Name |Address lInterest Type |Working Interest
Owners to be Pooled
2850 N. Harwood Street, 19th
Elk Range Royalties, LP Floor ORRI N/A
303 W. Wall St., Ste. 1800
Legacy Reserves Operating, LP Midland, TX 79701 ORRI N/A
45 Rockefeller Plaza, Ste. 2410
Grewal (Royaly), LLC New York, NY 10111 ORRI N/A
P.O. Box 470698
Pegasus Resources, LLC Ft. Worth, TX 76147 ORRI N/A
P.O. Box 470857
McMullen Minerals, LLC Ft. Worth, TX 76147 ORRI N/A
10432 E. Palo Brea Drive
Leo K. Birkby Scottsdale, AZ 85262 ORRI N/A
310 Pleasant Drive
Deets D. Justice Austin, TX 78746 ORRI N/A
15603 Kuykendahl, Ste. 200
YMC Royalty Company, LP Houston, TX 77090 ORRI N/A
1900 St. James Place, Suite 800
Atlas OBO Energy, LP Houston, TX 77056 ORRI N/A
746 Palmer Avenue
David J. Darling Glenwood Springs, CO 81601 ORRI N/A
16602 Palm Royal Drive, Apt
Amy Darling Wood #1519 ORRI N/A
221 S. Lomita Avenue
Laurance Howard Merritt Ojai, CA 93023 ORRI N/A
15 Cypress Point
Elodie Brown Wimberely, TX 78676 ORRI N/A
3138 Quail Valley East Drive
Pecas Management, LP Missouri City, TX 77489 ORRI N/A
2017 Quail Hollow Run
Karen Johnston Carlsbad, NM 88220 ORRI N/A
‘The Board of Regents of the Univeristy of
Texas System for the use and benefit of
The University of Texas M.D. Anderson |P.O. Box 551
Caner Center Midland, TX 79702 ORRI N/A
8440 Walnut Hill Lane, Ste. 800
Presbyterian Healthcare Foundation ~ |Dallas, TX 75231 ORRI N/A
8440 Walnut Hill Lane, Ste. 800
Presbyterian Village North Foundation |Dallas, TX 75231 ORRI N/A
o _ 1536 Cole Blvd, Ste. 225 Working Interest _ _
Doil Oil & Gas Corporation Golden, CO 80401 Pending Title
1900 St. James Place, Suite 800 Working Interest
Atlas OBO Energy, LP Houston, TX 77056 0.02500000
_ 5400 LBJ Freeway, Suite 1500 Working Interest
MRC Permian Company Dallas, TX 75240 0.09375000
Total: 0.11875000
ADD ORRI
Owners NOT being Pooled
1001 17th St., Suite 1800
Centennial Resource Production, LLC Denver, CO 80202 Working Interest 0.88125000
Total: 0.88125000
Total Working Interest: 1.00000000

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Exhibit No. C3

Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021

Case No. 22253
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EXHIBIT A

CENTENNIAL

September 7, 2021

RE: Tostada 7 State Com #601H
SHL: 210’ FNL Sec. 7 & 1420’ FEL Sec. 7 T22S R35E
BHL: 100’ FSL Sec. 18 & 1640’ FEL Sec. 18 T22S R35E
Lea County, New Mexico

To Whom it May Concern:

Centennial Resource Production, LLC (“CRP”) proposes to drill and complete the Tostada 7 State Com
#601H as a horizontal well to test the Bone Spring Formation at a TVD of 10,900 feet. The E/2 of Section
7, Township 22 South, Range 35 East and the E/2 of Section 18, Township 22 South, Range 35 East, Lea
County, New Mexico will be dedicated to the well as the proration unit being a total of 640.00 acres. Please
see the enclosed AFE in the amount of $8,726,301.00

Upon your response we will send a Joint Operating Agreement (“JOA”) with an effective date of September
1, 2021. The JOA contains a proposed overhead rate of $8,000 per month for drilling and $800 per month
for producing and provides for a 100%/300%/300% non-consent penalty.

In the space provided below, please indicate your election and return one original copy of this letter along
with an original copy of the enclosed AFE or email me a copy at gavin.smith@cdevinc.com. Should you
have any questions, please call me at (720) 499-1474.

Best Regards

Gavin Smith, CPL
Senior Landman

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C4
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253
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EXHIBIT A
CENTENNIAL

THE UNDERSIGNED HEREBY ELECTS TO PARTICIPATE IN THE CAPTIONED TOSTADA 7
STATE COM #601H WELLBORE AND TO WAIVE THE NEED FOR A COMPLETION ELECTION.

AGREED TO and ACCEPTED this day of ,2021.

Owner Name:

Signature:

By:

Title:

THE UNDERSIGNED HEREBY ELECTS NOT TO PARTICIPATE IN THE CAPTIONED TOSTADA
7 STATE COM #601H WELLBORE, AND TO GO NONCONSENT.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:
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AFE Description

Property Name

AFE Type

Operator

Scheduled Spud Date

EXHIBIT A

Page 153 of 210

@ AFE Number 401843 Original
CENTENN I AL Drilling Total ($) $3,154,283
Completion Total ($) $3,441,467
Facilities Total ($) $1,422,381
H H H Flowb: 708,170
Authorization for Expenditure owback Total (8) 3
AFE Total ($) $8,726,301
Well: Tostada 7 State Com 601H State New Mexico
Drilt and Complete
Centennial Resource Production, LLC Field Delaware Basin - NM
Dec 14, 2021 Estimated TVD (ft)
TBSG SAND

Target Zone

Non Operator Approval

Company

Approved By

Title

Date

Cost Estimate

Estimated MD (ft)

Account Description Total (§) Account Description Total ($)
8015.1000 IDC - PERMITS,LICENSES,ETC $15,000.00 8015.1100 IDC - STAKING & SURVEYING $15,000.00
8015.1200 IDC - LEGAL, TITLE SERVICES $13,000.00 8015.1300 IDC - SURFACE DAMAGE / ROW $15,000.00
8015.1400 IDC - ROAD, LOCATIONS, PITS $105,000.00 8015.1500 IDC - RIG MOB / TRUCKING $90,000.00
8015.1600 IDC - RIG MOB / STANDBY RATE $45,000.00 8015.1700 IDC - DAYWORK CONTRACT $336,000.00
8015.1800 IDC - FOOTAGE CONTRACT $.00 8015.1900 IDC - DIRECTNL DRILL & SURVEY $300,000.00
8015.2000 IDC - CONDUCTOR HOLE & SERVICE $27,500.00 8015.2100 IDC - WIRELINE SVCS CASED&OPEN $.00
8015.2200 IDC - BITS, TOOLS, STABILIZERS $70,000.00 8015.2300 IDC - FUEL / POWER $80,500.00
8015.2400 IDC - RIG WATER $17,000.00 8015.2500 IDC - MUD/CHEMICALS/ACIDIZING $165,000.00
8015.2600 IDC - MUD LOGGING $.00 8015.2700 IDC - INSPECTION, TESTING & REPAIR $55,000.00
8015.2800 IDC - CORE ANALYSIS $.00 8015.2900 IDC - OPEN/CASED HOLE LOGGING $.00
8015.3000 IDC - CEMENT SERV/FLOAT EQUIP $195,000.00 8015.3100 IDC - CASING CREW & TOOLS $65,000.00
8015.3200 IDC - CONTRACT LABOR/ROUSTABOUT $20,000.00 8015.3400 IDC - MATERIALS & SUPPLIES $5,000.00
8015.3500 IDC - TRUCKINGNACUUM/ TRANSP $18,000.00 8015.3600 IDC - SOLIDS CONTROL/ CLOSED LOOP SYSTEM $44,000.00
8015.3700 IDC - DISPOSAL $105,000.00 8015.3800 IDC - WELLHEAD PREPARE/REPAIR $30,500.00
8015.3900 IDC - FISHING TOOLS & SERVICES $.00 8015.4100 IDC - RENTAL EQUIPMENT $45,000.00
8015.4200 IDC - MANCAMP $47,000.00 8015.4300 IDC - WELLSITE SUPERVISION $99,000.00
8015.4400 IDC - SUPERVISION/ENGINEERING $.00 8015.4600 IDC - SAFETY / ENVIRONMENTAL $12,400.00
8015.4800 IDC - OVERHEAD $.00 8015.5000 IDC - WELL CONTROL INSURANCE $11,781.25
8015.5200 IDC - CONTINGENCY $130,960.88 8015.1310 IDC - PERMANENT EASEMENT $12,000.00
8015.1950 IDC - LOST IN HOLE $.00 8015.2150 IDC - DRILL BIT $84,000.00
8015.2350 IDC - FUELUMUD $100,000.00
Account Description Total (§) Account Description Total ($)
8020.1000 TDC - CASING - CONDUCTOR $.00 8020.1100 TDC - CASING - SURFACE $68,796.88
8020.1200 TDC - CASING - INTERMEDIATE - 1 $151,937.50 8020.1300 TDC - CASING - INTERMEDIATE 2 $.00
8020.1400 TDC - CASING - PRODUCTION $434,031.25 8020.1500 TDC - WELLHEAD EQUIPMENT $65,875.00
8020.1700 TDC - PACKER/DOWNHOLE TOOLS $60,000.00 8020.1800 TDC - CONTINGENCY $.00
Account Description Total ($) Account Description Total ($)
8025.1000 ICC - STAKING & SURVEYING $.00 8025.1100 ICC - ROAD, LOCATIONS, PITS I $10,500.00
Page 1 of 3
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EXHIBIT A

Page 154 of 210

8025.1200 ICC - COMPLETION RIG $.00 8025.1400 ICC - WIRELINE OPEN/CASED HOLE $20,000.00
8025.1500 ICC - FUEL/ POWER $280,740.00 8025.1600 ICC - COILED TUBING $101,000.00
8025.1700 ICC - CEMENTING & SERVICES $.00 8025.1800 ICC - WATER DISPOSAL/VACUUM TRUCK $15,435.00
8025.1900 ICC - INSPECTION & TESTING $.00 8025.2000 ICC - TRUCKING $13,125.00
8025.2200 ICC - ELECTRIC LOGGING / PERFORATING $279,100.00 8025.2300 ICC - COMPLETION FLUIDS $10,000.00
8025.2400 ICC - CASING CREW AND TOOLS $.00 8025.2500 ICC - WELL STIMULATION/FRACTUR $1,830,482.00
8025.2600 ICC - CONTRACT LABOR/ROUSTABOUT $15,000.00 8025.3000 ICC - WATER HANDLING $150,298.00
8025.3100 ICC - WELLHEAD/FRACTREE REPAIR $40,000.00 8025.3200 ICC - FISHING TOOLS & SERVICES $.00
8025.3300 ICC - COMMUNICATIONS $.00 8025.3400 ICC - RENTAL EQUIPMENT $204,000.00
8025.3500 ICC - WELLSITE SUPERVISION $72,900.00 8025.3600 ICC - SUPERVISION/ENGINEERING $5,000.00
8025.3700 ICC - SAFETY / ENVIRONMENTAL $15,000.00 8025.3800 ICC - OVERHEAD $10,000.00
8025.4000 ICC - WELL CONTROL INSURANCE $.00 8025.4200 ICC - CONTINGENCY $.00
8025.3050 ICC - SOURCE WATER $321,637.00 8025.4400 ICC - COMPANY LABOR $.00
Account Description Total ($) A D ip Total ($)
8030.1000 TCC - CASING - PRODUCTION $.00 8030.1600 TCC - PROD LINER & EQUIPMENT $.00
8030.1700 TCC - PACKER/DOWNHOLE TOOLS $.00 8030.2000 TCC - WELLHEAD EQUIPMENT $47,250.00
Account Description Total ($) Account Description Total ($)
8035.1400 FAC - ROAD LOCATIONS PITS $.00 8035.1600 FAC - TRANSPORTATION TRUCKING $10,000.00
8035.2200 FAC - CONTRACT LABOR / ROUSTAB $177,500.00 8035.2400 FAC - SUPERVISION $16,000.00
8035.2700 FAC - P-LINE F-LINE LINEPIPE $.00 8035.2900 FAC - TANK BATTERY $174,900.00
8035.3000 FAC - HEATER TREATER/SEPERATOR $115,000.00 8035.3200 FAC - VALVES FITTINGS & PIPE $152,000.00
8035.3300 FAC - CIRCULATING TRNSFER PUMP $21,750.00 8035.3400 FAC - METER & LACT $136,250.00
8035.3600 FAC - ELECTRICAL $75,000.00 8035.3700 FAC - COMM TELEMETRY & AUTOMAT $55,000.00
8035.3800 FAC - FLARE/COMBUSTER $37,500.00 8035.4500 FAC - CONTINGENCY $67,732.43
8035.1300 FAC - SURFACE DAMAGE / ROW $.00 8035.1500 FAC - MATERIALS & SUPPLIES $.00
8035.1700 FAC - RENTAL EQUIPMENT $26,950.00 8035.1800 FAC - FUEL / POWER " $.00
8035.1900 FAC - WATER DISPOSAL / SWD $.00 8035.2000 FAC - WASTE DISPOSAL $.00
8035.2100 FAC - INSPECTION & TESTING $.00 8035.2300 FAC - FRAC TANK RENTAL $.00
8035.2500 FAC - CONSULTING SERVICES $.00 8035.2600 FAC - INJECTION PUMP $.00
8035.3100 FAC - DEHYDRATOR EQUIPMENT $.00 8035.3500 FAC - COMPRESSOR $.00
8035.4000 FAC - SAFETY / ENVIRONMENTAL $2,500.00 8035.4100 FAC - OVERHEAD $.00
8035.4300 FAC - INSURANCE $.00 8035.1310 FAC - PEMANENT EASEMENT $.00
8035.4400 FAC - COMPANY LABOR $.00
Account Description Total ($) Account Description Total ($)
8036.1000 PLN - PERMITS LICENSES ETC $.00 8036.1100 PLN - STAKING & SURVEYING $.00
8036.1200 PLN - LEGAL TITLE SERVICES $.00 8036.1300 PLN - SURFACE DAMAGE / ROW $.00
8036.1310 PLN - PEMANENT EASEMENT $24,000.00 8036.1400 PLN - ROAD LOCATIONS PITS $.00
8036.1500 PLN - MATERIALS & SUPPLIES $.00 8036.1600 PLN - TRANSPORTATION TRUCKING $.00
8036.1700 PLN - RENTAL EQUIPMENT $.00 8036.1900 PLN - WATER DISPOSAL / SWD $.00
8036.2000 PLN - WASTE DISPOSAL $.00 8036.2100 PLN - INSPECTION & TESTING $.00
8036.2200 PLN - CONTRACT LABOR $.00 8036.2300 PLN - FRAC TANK RENTAL $.00
8036.2400 PLN - SUPERVISION $.00 8036.2500 PLN - CONSULTING SERVICES $.00
8036.2700 PLN - PIPELINE $313,632.00 8036.2800 PLN - FLOWLINE $.00
8036.2900 PLN - TANK BATTERY $.00 8036.3000 PLN - SEPARATOR / SCRUBBER $.00
8036.3100 PLN - TREATING EQUIPMENT $.00 8036.3200 PLN - VALVES FITTINGS & PIPE $.00
8036.3300 PLN - PUMP $.00 8036.3400 PLN - METER $.00 -
8036.3500 PLN - COMPRESSOR $.00 8036.3600 PLN - ELECTRICAL SUPPLIES $.00
8036.3610 PLN - POWER DISTRIBUTION MATERIAL $8,333.33 8036.3620 PLN - POWER DISTRIBUTION LABOR $8,333.33
8036.3700 PLN - AUTOMATION $.00 8036.4000 PLN - SAFETY / ENVIRONMENTAL $.00
8036.4300 PLN - INSURANCE $.00 8036.4400 PLN - COMPANY LABOR $.00
8036.4500 PLN - CONTINGENCY $.00
Account Description Total ($) Account Description Total (8)
8040.1100 IFC - ROADS LOCATIONS / PITS $.00 8040.1200 IFC - COMPLETION RIG $9,200.00
8040.1400 IFC - WIRELINE OPEN/CASED HOLE $5,500.00 8040.1500 IFC - FUEL / POWER $.00
8040.1600 IFC - COILED TUBING $.00 8040.1700 IFC - CEMENTING & SERVICES $.00
8040.1899 IFC - FRAC WATER RECOVERY $227,470.28 8040.1900 IFC - INSPECTION & TESTING $.00
8040.2000 IFC - TRUCKING/VACUUM/TRANSP $20,000.00 8040.2200 IFC - ELECTRIC LOGGING/PERFORATING $.00
8040.2300 IFC - COMPLETION FLUID $.00 8040.2400 IFC - CASING CREW AND TOOLS $.00
8040.2600 IFC - CONTRACT LABOR/ROUSTABOUT $.00 8040.2800 IFC - MATERIAL & SUPPLIES $150,000.00
8040.2900 IFC - WELL TESTING / FLOWBACK $.00 8040.3100 IFC - WELLHEAD/FRAC TREE REPAIR $.00
Page 2 of 3
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8040.3200 {FC - FISHING TOOLS & SERVICES $70,000.00 8040.3400 IFC - RENTAL EQUIPMENT $3,600.00
8040.3500 IFC - WELLSITE SUPERVISION $5,000.00 8040.3700 IFC - SAFETY / ENVIRONMENTAL $.00
8040.4200 IFC - CONTINGENCY $.00 8040.4400 IFC - COMPANY LABOR $.00
8040.4500 IFC - SWABBING $.00 8040.2500 IFC - WELL STIMULATION/FRACTURE $5,000.00
Account Description Total ($) Account Description Total ($)
8045.1100 TFC - TUBING $65,000.00 8045.1200 TFC - SUCKER RODS & ACCESSORY $.00
8045.1300 TFC - DOWNHOLE ARTIFICIAL LIFT EQPT $25,000.00 8045.1500 TFC - SUBSURFACE PUMPS $.00
8045.1600 TFC - PROD LINER & EQUIPMENT $.00 8045.1700 TFC - PACKER/DOWNHOLE TOOLS $8,500.00
8045.1900 TFC - PUMPING UNITS /SURFACE LIFT EQUIPMENT $.00 8045.2000 TFC - WELLHEAD EQUIPMENT $18,900.00
8045.2500 TFC - VALVES / CONNECTIONS / FITINGS $40,000.00 8045.3100 TFC - MEASURMENT EQUIPMENT $15,000.00
8045.3200 TFC - COMM, TELEMETRY & AUTOMATION $.00 8045.3400 TFC - CONTRACTOR LABOR INSTALL $40,000.00
8045.3500 TFC - CONTINGENCY $.00 8045.4400 TFC - COMPANY LABOR $.00

Page 3 of 3

Released to Imaging: 11/30/2021 7:13:57 AM



Received by OCD: 11/29/2021 6:14:13 PM Page 156 of 210

EXHIBIT A

CENTENNIAL

September 7, 2021

RE: Tostada 7 State Com #602H
SHL: 210’ FNL Sec. 7 & 1390’ FEL Sec. 7 T22S R35E
BHL: 100’ FSL Sec. 18 & 640’ FEL Sec. 18 T22S R35E
Lea County, New Mexico

To Whom it May Concern:

Centennial Resource Production, LLC (“CRP”) proposes to drill and complete the Tostada 7 State Com
#602H as a horizontal well to test the Bone Spring Formation at a TVD of 10,900 feet. The E/2 of Section
7, Township 22 South, Range 35 East and the E/2 of Section 18, Township 22 South, Range 35 East, Lea
County, New Mexico will be dedicated to the well as the proration unit being a total of 640.00 acres. Please
see the enclosed AFE in the amount of $8,726,301.00

Upon your response we will send a Joint Operating Agreement (“JOA”) with an effective date of September
1, 2021. The JOA contains a proposed overhead rate of $8,000 per month for drilling and $800 per month
for producing and provides for a 100%/300%/300% non-consent penalty.

In the space provided below, please indicate your election and return one original copy of this letter along
with an original copy of the enclosed AFE or email me a copy at gavin.smith@cdevinc.com. Should you
have any questions, please call me at (720) 499-1474.

Best Regards

7

Gavin Smith, CPL
Senior Landman
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THE UNDERSIGNED HEREBY ELECTS TO PARTICIPATE IN THE CAPTIONED TOSTADA 7
STATE COM #602H WELLBORE AND TO WAIVE THE NEED FOR A COMPLETION ELECTION.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

THE UNDERSIGNED HEREBY ELECTS NOT TO PARTICIPATE IN THE CAPTIONED TOSTADA
7 STATE COM #602H WELLBORE, AND TO GO NONCONSENT.

AGREED TO and ACCEPTED this day of , 2021.

Owner Name:

Signature:

By:

Title:

Released to Imaging: 11/30/2021 7:13:57 AM



Received by OCD: 11/29/2021 6:14:13 PM

EXHIBIT A

Page 158 of 210

@ AFE Number 401844 Original
4
CENTEN Nl AL Drilling Total ($) $3,154,283
Completion Total ($) $3,441,467
Facilities Total ($) $1,422,381
Authorization for Expenditure Flowback Total (§) _$708.170
AFE Total ($) $8,726,301
AFE Description
Property Name Well: Tostada 7 State Com 602H State New Mexico
AFE Type Drill and Complete
Operator Centennial Resource Production, LLC Field Delaware Basin - NM
Scheduled Spud Date Dec 29, 2021 Estimated TVD (ft)
Target Zone TBSG SAND Estimated MD (ft)
Non Operator Approval
Company
Approved By
Title
Date
Cost Estimate
Account Description Total (§) Account Description Total ($)
8015.1000 IDC - PERMITS,LICENSES,ETC $15,000.00 8015.1100 IDC - STAKING & SURVEYING $15,000.00
8015.1200 IDC - LEGAL, TITLE SERVICES $13,000.00 8015.1300 IDC - SURFACE DAMAGE / ROW $15,000.00
8015.1400 IDC - ROAD, LOCATIONS, PITS $105,000.00 8015.1500 IDC - RIG MOB / TRUCKING $90,000.00
8015.1600 IDC - RIG MOB / STANDBY RATE $45,000.00 8015.1700 IDC - DAYWORK CONTRACT $336,000.00
8015.1800 IDC - FOOTAGE CONTRACT $.00 8015.1900 IDC - DIRECTNL DRILL & SURVEY $300,000.00
8015.2000 IDC - CONDUCTOR HOLE & SERVICE $27,500.00 8015.2100 IDC - WIRELINE SVCS CASED&OPEN $.00
8015.2200 IDC - BITS, TOOLS, STABILIZERS $70,000.00 8015.2300 IDC - FUEL / POWER $80,500.00
8015.2400 IDC - RIG WATER $17,000.00 8015.2500 IDC - MUD/CHEMICALS/ACIDIZING $165,000.00
8015.2600 IDC - MUD LOGGING $.00 8015.2700 IDC - INSPECTION, TESTING & REPAIR $55,000.00
8015.2800 IDC - CORE ANALYSIS $.00 8015.2900 IDC - OPEN/CASED HOLE LOGGING $.00
8015.3000 IDC - CEMENT SERV/FLOAT EQUIP $195,000.00 8015.3100 IDC - CASING CREW & TOOLS $65,000.00
8015.3200 IDC - CONTRACT LABOR/ROUSTABOUT $20,000.00 8015.3400 IDC - MATERIALS & SUPPLIES $5,000.00
8015.3500 IDC - TRUCKING/VACUUM/ TRANSP $18,000.00 8015.3600 IDC - SOLIDS CONTROL/ CLOSED LOOP SYSTEM $44,000.00
8015.3700 IDC - DISPOSAL $105,000.00 8015.3800 IDC - WELLHEAD PREPARE/REPAIR $30,500.00
8015.3900 IDC - FISHING TOOLS & SERVICES $.00 8015.4100 IDC - RENTAL EQUIPMENT $45,000.00
80154200  IDC - MANCAMP $47,000.00 8015.4300 IDC - WELLSITE SUPERVISION $99,000.00
80154400  IDC - SUPERVISION/ENGINEERING $.00 8015.4600 IDC - SAFETY / ENVIRONMENTAL $12,400.00
8015.4800  IDC - OVERHEAD $.00 8015.5000 IDC - WELL CONTROL INSURANCE $11,781.25
8015.5200  IDC - CONTINGENCY $130,960.88 8015.1310 IDC - PERMANENT EASEMENT $12,000.00
8015.1950  IDC - LOST IN HOLE $.00 8015.2150 IDC - DRILL BIT $84,000.00
8015.2350  IDC - FUEL/MUD $100,000.00
A t D ipti Total ($) Account Description Total ($)
8020.1000  TDC - CASING - CONDUCTOR $00 8020.1100  TDC - CASING - SURFACE $68,796.88
8020.1200  TDC - CASING - INTERMEDIATE - 1 $151,937.50 8020.1300  TDC - CASING - INTERMEDIATE 2 $.00
8020.1400  TDC - CASING - PRODUCTION $434,031.25 8020.1500  TDC - WELLHEAD EQUIPMENT $65,875.00
8020.1700  TDC - PACKER/DOWNHOLE TOOLS $60,000.00 8020.1800  TDC - CONTINGENCY $.00
Account Description Total ($) Account Description Total ($)
8025.1000  ICC - STAKING & SURVEYING $.00 8025.1100 ICC - ROAD, LOCATIONS, PITS l $10,500.00
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8025.1200 ICC - COMPLETION RIG $.00 8025.1400 ICC - WIRELINE OPEN/CASED HOLE $20,000.00
8025.1500 ICC - FUEL / POWER $280,740.00 8025.1600 ICC - COILED TUBING $101,000.00
8025.1700 ICC - CEMENTING & SERVICES $.00 8025.1800 ICC - WATER DISPOSAL/NVACUUM TRUCK $15,435.00
8025.1900 ICC - INSPECTION & TESTING $.00 8025.2000 ICC - TRUCKING $13,125.00
8025.2200 ICC - ELECTRIC LOGGING / PERFORATING $279,100.00 8025.2300 ICC - COMPLETION FLUIDS $10,000.00
8025.2400 ICC - CASING CREW AND TOOLS $.00 8025.2500 ICC - WELL STIMULATION/FRACTUR $1,830,482.00
8025.2600 ICC - CONTRACT LABOR/ROUSTABOUT $15,000.00 8025.3000 ICC - WATER HANDLING $150,298.00
8025.3100 ICC - WELLHEAD/FRACTREE REPAIR $40,000.00 8025.3200 ICC - FISHING TOOLS & SERVICES $.00
8025.3300 ICC - COMMUNICATIONS $.00 8025.3400 ICC - RENTAL EQUIPMENT $204,000.00
8025.3500 ICC - WELLSITE SUPERVISION $72,900.00 8025.3600 ICC - SUPERVISION/ENGINEERING $5,000.00
8025.3700 ICC - SAFETY / ENVIRONMENTAL $15,000.00 8025.3800 ICC - OVERHEAD $10,000.00
8025.4000 ICC - WELL CONTROL INSURANCE $.00 8025.4200 ICC - CONTINGENCY $.00
8025.3050 ICC - SOURCE WATER $321,637.00 8025.4400 ICC - COMPANY LABOR $.00
Account Description Total (§) Account Description Total ($)
8030.1000 TCC - CASING - PRODUCTION $.00 8030.1600 TCC - PROD LINER & EQUIPMENT $.00
8030.1700 TCC - PACKER/DOWNHOLE TOOLS $.00 8030.2000 TCC - WELLHEAD EQUIPMENT $47,250.00
Account Description Total (§) Account Description Total ($)
8035.1400 FAC - ROAD LOCATIONS PITS $.00 8035.1600 FAC - TRANSPORTATION TRUCKING $10,000.00
8035.2200 FAC - CONTRACT LABOR / ROUSTAB $177,500.00 8035.2400 FAC - SUPERVISION $16,000.00
8035.2700 FAC - P-LINE F-LINE LINEPIPE $.00 8035.2900 FAC - TANK BATTERY $174,900.00
8035.3000 FAC - HEATER TREATER/SEPERATOR $115,000.00 8035.3200 FAC - VALVES FITTINGS & PIPE $152,000.00
8035.3300 FAC - CIRCULATING TRNSFER PUMP $21,750.00 8035.3400 FAC - METER & LACT $136,250.00
8035.3600 FAC - ELECTRICAL $75,000.00 8035.3700 FAC - COMM TELEMETRY & AUTOMAT $55,000.00
8035.3800 FAC - FLARE/COMBUSTER $37,500.00 8035.4500 FAC - CONTINGENCY $67,732.43
8035.1300 FAC - SURFACE DAMAGE / ROW $.00 8035.1500 FAC - MATERIALS & SUPPLIES $.00
8035.1700 FAC - RENTAL EQUIPMENT $26,950.00 8035.1800 FAC - FUEL / POWER $.00
8035.1900 FAC - WATER DISPOSAL / SWD $.00 8035.2000 FAC - WASTE DISPOSAL $.00
8035.2100 FAC - INSPECTION & TESTING $.00 8035.2300 FAC - FRAC TANK RENTAL $.00
8035.2500 FAC - CONSULTING SERVICES $.00 8035.2600 FAC - INJECTION PUMP $.00
8035.3100 FAC - DEHYDRATOR EQUIPMENT $.00 8035.3500 FAC - COMPRESSOR $.00
8035.4000 FAC - SAFETY / ENVIRONMENTAL $2,500.00 8035.4100 FAC - OVERHEAD $.00
8035.4300 FAC - INSURANCE $.00 8035.1310 FAC - PEMANENT EASEMENT $.00
8035.4400 FAC - COMPANY LABOR $.00
Account Description Total ($) Account Description Total ($)
8036.1000 PLN - PERMITS LICENSES ETC $.00 8036.1100 PLN - STAKING & SURVEYING $.00
8036.1200 PLN - LEGAL TITLE SERVICES $.00 8036.1300 PLN - SURFACE DAMAGE / ROW $.00
8036.1310 PLN - PEMANENT EASEMENT $24,000.00 8036.1400 PLN - ROAD LOCATIONS PITS $.00
8036.1500 PLN - MATERIALS & SUPPLIES $.00 8036.1600 PLN - TRANSPORTATION TRUCKING $.00
8036.1700 PLN - RENTAL EQUIPMENT $.00 8036.1900 PLN - WATER DISPOSAL / SWD $.00
8036.2000 PLN - WASTE DISPOSAL $.00 8036.2100 PLN - INSPECTION & TESTING $.00
8036.2200 PLN - CONTRACT LABOR $.00 8036.2300 PLN - FRAC TANK RENTAL $.00
8036.2400 PLN - SUPERVISION $.00 8036.2500 PLN - CONSULTING SERVICES $.00
8036.2700 PLN - PIPELINE $313,632.00 8036.2800 PLN - FLOWLINE $.00
8036.2900 PLN - TANK BATTERY $.00 8036.3000 PLN - SEPARATOR / SCRUBBER $.00
8036.3100 PLN - TREATING EQUIPMENT $.00 8036.3200 PLN - VALVES FITTINGS & PIPE $.00
8036.3300 PLN - PUMP $.00 8036.3400 PLN - METER $.00
8036.3500 PLN - COMPRESSOR $.00 8036.3600 PLN - ELECTRICAL SUPPLIES $.00
8036.3610 PLN - POWER DISTRIBUTION MATERIAL $8,333.33  8036.3620 PLN - POWER DISTRIBUTION LABOR $8,333.33
8036.3700 PLN - AUTOMATION $.00 8036.4000 PLN - SAFETY / ENVIRONMENTAL $.00
8036.4300 PLN - INSURANCE $.00 8036.4400 PLN - COMPANY LABOR $.00
8036.4500 PLN - CONTINGENCY $.00
Account Description Total (§) Account Description Total ($)
8040.1100 IFC - ROADS LOCATIONS / PITS $.00 8040.1200 IFC - COMPLETION RIG $9,200.00
8040.1400 IFC - WIRELINE OPEN/CASED HOLE $5,500.00 8040.1500 IFC - FUEL / POWER $.00
8040.1600 IFC - COILED TUBING $.00 8040.1700 IFC - CEMENTING & SERVICES $.00
8040.1899 IFC - FRAC WATER RECOVERY $227,470.28 8040.1900 IFC - INSPECTION & TESTING $.00
8040.2000 IFC - TRUCKING/VACUUM/TRANSP $20,000.00 8040.2200 IFC - ELECTRIC LOGGING/PERFORATING $.00
8040.2300 IFC - COMPLETION FLUID $.00 8040.2400 IFC - CASING CREW AND TOOLS $.00
8040.2600 IFC - CONTRACT LABOR/ROUSTABOUT $.00 8040.2800 IFC - MATERIAL & SUPPLIES $150,000.00
8040.2900 IFC - WELL TESTING / FLOWBACK $.00 8040.3100 IFC - WELLHEAD/FRAC TREE REPAIR $.00
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8040.3200 IFC - FISHING TOOLS & SERVICES $70,000.00 8040.3400 IFC - RENTAL EQUIPMENT $3,600.00
8040.3500 IFC - WELLSITE SUPERVISION $5,000.00 8040.3700 IFC - SAFETY / ENVIRONMENTAL $.00
8040.4200 IFC - CONTINGENCY $.00 8040.4400 IFC - COMPANY LABOR $.00
8040.4500 IFC - SWABBING $.00 8040.2500 IFC - WELL STIMULATION/FRACTURE $5,000.00
Account Description Total ($) Account Description Total ($)
8045.1100 TFC - TUBING $65,000.00 8045.1200 TFC - SUCKER RODS & ACCESSORY $.00
8045.1300 TFC - DOWNHOLE ARTIFICIAL LIFT EQPT $25,000.00 8045.1500 TFC - SUBSURFACE PUMPS $.00
8045.1600 TFC - PROD LINER & EQUIPMENT $.00 8045.1700 TFC - PACKER/DOWNHOLE TOOLS $8,500.00
8045.1900 TFC - PUMPING UNITS /SURFACE LIFT EQUIPMENT $.00 8045.2000 TFC - WELLHEAD EQUIPMENT $18,900.00
8045.2500 TFC - VALVES / CONNECTIONS / FITINGS $40,000.00 8045.3100 TFC - MEASURMENT EQUIPMENT $15,000.00
8045.3200 TFC - COMM, TELEMETRY & AUTOMATION $.00 8045.3400 TFC - CONTRACTOR LABOR INSTALL $40,000.00
8045.3500 TFC - CONTINGENCY $.00 8045.4400 TFC - COMPANY LABOR $.00
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Date

Action

September 7, 2021

Discussed planned development with MRC Permian

September 8, 2021

Sent initial well proposals for Tostada 18 State Com #601H-#602H

September 10, 2021

Attempted to contact remaining principle owners of Doil Oil & Gas Corp.

September 29, 2021

Contacted by Tony James at Atlas OBO Energy, LP and answered various questions
about planned development

October 5, 2021

Filed for compulsory pooling hearing

October 7, 2021

Sent Atlas OBO Energy, LP an Operating Agreement to review

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. C5
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22253

AFFIDAVIT OF ISABEL HARPER
IN SUPPORT OF CASE NO. 22253

Isabel Harper, of lawful age and being first duly sworn, declares as follows:

1. My name is Isabel Harper. I work for Centennial Resource Production, LLC
(“Centennial”) as a Geologist.

2. I have previously testified before the New Mexico Oil Conservation Division as an
expert witness in petroleum geology. My credentials as a petroleum geologist have been accepted
by the Division and made a matter of record.

3. I am familiar with the application filed by Centennial in this case, and I have
conducted a geologic study of the lands in the subject area.

4. Centennial is targeting the Third Bone Spring interval, within the Bone Spring
formation, with the proposed Tostada 7 State Com #601H well, and Tostada 7 State Com #602H
well.

5. Centennial Exhibit D-1 are two project locator maps, reflecting the proposed
spacing unit in Sections 7 and 18 in relation to the surrounding area. This map shows the proposed
Third Bone Spring wells, depicted by dashed lines and the offseting Third Bone Spring Sand

producing wells.

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. D
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253
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6. Centennial Exhibit D-2 is a subsea structure map that I prepared for the Base of
the Bone Spring formation and that is representative of the targeted intervals. The structure map
shows that the formation is gently dipping to the Southwest in this area. I do not observe any
faulting, pinchouts, or other geologic impediments to developing the targeted interval with
horizontal wells in this area.

7. Centennial Exhibit D-3 overlays a cross-section line in blue consisting of three
wells penetrating the Bone Spring formation that I used to construct a stratigraphic cross-section
from A to A’. I consider these wells to be representative of the geology in the area.

8. Centennial Exhibit D-4 is a cross section using the representative wells depicted
on Exhibit D-3. Each well in the cross-section contains gamma ray, resistivity, and porosity logs.
The proposed targeted interval in the Bone Spring formations is labeled on the exhibit. The cross-
section demonstrates that the targeted interval extends across the proposed spacing unit.

9. In my opinion, the stand-up orientation of the proposed wells is the preferred
orientation for horizontal well development in this area and is appropriate to efficiently and
effectively develop the subject acreage.

10.  Based on my geologic study, the Bone Spring formation underlying the subject area
is suitable for development by horizontal wells, and the acreage comprising the proposed spacing
units will contribute more-or-less equally to the production from the wellbores.

11.  Inmy opinion, the granting of Centennial application in this case will be in the best
interest of conservation, the prevention of waste, and protection of correlative rights.

12.  Centennial Exhibits D-1 through D-4 were either prepared by me or compiled
under my direction and supervision.

FURTHER AFFIANT SAYETH NOT.
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LU

IsafLeLHﬁrpirv

STATE OF COLORADO )
)
COUNTY OF Xl&\{\\re\r )

SUBSCRIBED and SWORN to before me this L"’b day of MO\(‘CW\W
2021 by Isabel Harper.

Frances M. ivers
NOTARY PUBLIC W
STATE OF COLORADO =

NOTARY ID 20214039707 NOTARY PUBLIC
MY COMMISSION EXPIRES ~ October 07, 2025

My Commission Expires:

DA Ger T, 7019
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

APPLICATION OF CENTENNIAL
RESOURCE PRODUCTION, LLC FOR
COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

CASE NO. 22253
AFFIDAVIT

STATE OF NEW MEXICO )
) ss.
COUNTY OF SANTAFE )
Kaitlyn A. Luck, attorney in fact and authorized representative of Centennial Resource

Production, LLC, the Applicant herein, being first duly sworn, upon oath, states that the above-

referenced Application has been provided under the notice letters and proof of receipts attached

hereto.
. n S
'Tﬁ‘ _fp Uwi/{
Kaitlyn A. Luck
SUBSCRIBED AND SWORN to before me this 2nd day of November, 2021 by Kaitlyn
A. Luck.

Notary Pubhié /

OFFICIAL SEAL

Carla Garcia
NOTARY PUBLIC - STATE OF NEW MEXICO

My Commission Expires: £A/¢ Ndv ' 2 510 9‘ %

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Exhibit No. E
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253

My Commission Expires:

Nav. (2,022
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EXHIBIT A

Kaitlyn A. Luck

HOLLAND &HART I l Associate
Phone (505) 988-4421
kaluck@hollandhart.com

October 15, 2021

VIA CERTIFIED MAIL
CERTIFIED RECEIPT REQUESTED

TO: ALL INTEREST OWNERS SUBJECT TO POOLING PROCEEDINGS

Re: Application of Centennial Resource Production, LLC for Compulsory
Pooling, Lea County, New Mexico.
Tostada 7 State Com #601H-602H well

Ladies & Gentlemen:

This letter is to advise you that Centennial Resource Production, LLC, has filed the
enclosed application with the New Mexico Oil Conservation Division.

During the COVID-19 Public Health Emergency, state buildings are closed to the
public and hearings will be conducted remotely. The hearing will be conducted on
November 4, 2021 beginning at 8:15 a.m., until it is concluded. To participate in the
electronic hearing, see the instructions posted on the OCD Hearings website:
https://www.emnrd.nm.gov/ocd/hearing-info/.

You are not required to attend this hearing, but as an owner of an interest that may be
affected by this application, you may appear and present testimony. Failure to appear at
that time and become a party of record will preclude you from challenging the matter at
a later date. Parties appearing in cases are required by Division Rule 19.15.4.13.B to file
a Pre-hearing Statement four business days in advance of a scheduled hearing. This
statement must be filed online or in person at the Division’s Santa Fe office and should
include: the names of the parties and their attorneys; a concise statement of the case; the
names of all witnesses the party will call to testify at the hearing; the approximate time
the party will need to present its case; and identification of any procedural matters that
are to be resolved prior to the hearing.

If you have any questions about this matter, please contact Gavin Smith, at (720) 499-
1474, or Gavin.Smith@cdevinc.com.
Sincerely,

. y x i
ar &Y }Q'l—f ol
W '-'llri:. ! 'UML/{'
Kaitlyn A. Luck

ATTORNEY FOR CENTENNIAL RESOURCE
ProODUCTION, LLC

T 505.988.4421 F 505.983.6043

110 North Guadalupe, Suite 1, Santa Fe, NM 87501-1849
Mail to: P.O. Box 2208, Santa Fe, NM 87504-2208
www.hollandhart.com

Utah
Washington, D.C.
Wyoming

Alaska Montana

Colorado Nevada

Idaho

New Mexico
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TrackingNo

9414811898765850138549

9414811898765850137245

9414811898765850137283

9414811898765850137238

9414811898765850137276

9414811898765850137818

9414811898765850137856

9414811898765850137863

9414811898765850137801

9414811898765850137849

9414811898765850137832

9414811898765850138587

9414811898765850138532

9414811898765850137214

9414811898765850137252

9414811898765850137269

9414811898765850137221

9414811898765850137207

9414811898765850137290

ToName

Doil Oil & Gas Corporation
Grewal Royaly, LLC
Pegasus Resources, LLC
McMullen Minerals, LLC
McMullen Minerals, LLC
Leo K. Birkby

Deets D. Justice

YMC Royalty Company, LP
Atlas OBO Energy

SBI West Texas |, LLC

MRC Permian Company
Doil Oil & Gas Corporation
Pioneer Exploration, LLC

Pioneer Exploration, LLC / Atlas
Operating

Saba Energy, Inc.

Saba Energy, Inc.

Saba Energy, Inc.
Legacy Reserves Operating, LP

Legacy Reserves Operating, LP

EXHIBIT: A

Case No. 22253 Postal Delivery Report

DeliveryAddress

1536 Cole Blvd Ste 225

45 Rockefeller Plz Ste 2410

PO Box 470698

PO Box 470857

2821 W 7th St Ste 515

10432 E Palo Brea Dr

310 Pleasant Dr

15603 Kuykendahl Rd Ste 200

15603 Kuykendahl Rd Ste 200

6702 Broadway St
5400 Lbj Fwy Ste 1500

12045 Tavel Cir

15603 Kuykendahl Rd Ste 200

3501 Allen Pkwy

2112 Hurd Dr

4500 W lllinois Ave Ste 213

1603 E 19th St Ste 202
303 W Wall St Ste 1800

15 Smith Rd Ste 3000

City

Lakewood

New York

Ft Worth

Ft Worth

Ft Worth

Scottsdale

Austin

Houston

Houston

Galveston

Dallas

Dallas

Houston

Houston

Irving

Midland

Edmond

Midland

Midland

State Zip

CO 80401-3413
NY  |10111-2493
X 76147-0698
X 76147-0857
X 76107-8912
AZ  85262-3332
TX 78746-5519
X 77090-3655
X 77090-3655
X 77554-8906
X 75240-1017
X 75230-2233
X 77090-3655
X 77019-1809
X 75038-4332
X 79703-5485
OK  73013-6625
X 79701-5106
X 79705-5461

USPS_Status

We attempted to deliver your package at 11:38 am on October 18, 2021 in
GOLDEN, CO 80401 but could not access the delivery location. We will
redeliver on the next business day.

Your item was delivered to the front desk, reception area, or mail room at
1:47 pm on October 25, 2021 in NEW YORK, NY 10111.

Your item was delivered at 9:29 am on October 18, 2021 in FORT WORTH,
TX 76147.

Your item was delivered at 9:28 am on October 18, 2021 in FORT WORTH,
TX 76147.

Your item was delivered to an individual at the address at 1:09 pm on
October 18, 2021 in FORT WORTH, TX 76107.

Your item was delivered to an individual at the address at 1:01 pm on
October 19, 2021 in SCOTTSDALE, AZ 85262.

Your item was delivered to an individual at the address at 4:26 pm on
October 19, 2021 in AUSTIN, TX 78746.

Your item was delivered to an individual at the address at 11:20 am on
October 19, 2021 in HOUSTON, TX 77090.

Your item was delivered to an individual at the address at 11:20 am on
October 19, 2021 in HOUSTON, TX 77090.

Your package will arrive later than expected, but is still on its way. It is
currently in transit to the next facility.

Your item was delivered to the front desk, reception area, or mail room at
11:07 am on October 18, 2021 in DALLAS, TX 75240.

Your item was delivered to the front desk, reception area, or mail room at
6:09 pm on October 18, 2021 in DALLAS, TX 75230.

Your item was delivered to the front desk, reception area, or mail room at
3:42 pm on October 21, 2021 in HOUSTON, TX 77056.

Your package will arrive later than expected, but is still on its way. It is
currently in transit to the next facility.

Your item departed our COPPELL TX DISTRIBUTION CENTER destination
facility on October 28, 2021 at 8:52 am. The item is currently in transit to
the destination.

Your item was returned to the sender on October 27, 2021 at 4:00 pm in
SANTA FE, NM 87501 because the addressee moved and left no forwarding
address.

Your item was returned to the sender on October 27, 2021 at 4:00 pm in
SANTA FE, NM 87501 because the addressee moved and left no forwarding
address.

Your package will arrive later than expected, but is still on its way. It is
currently in transit to the next facility.

Your item has been delivered to an agent for final delivery in MIDLAND, TX
79705 on October 18, 2021 at 11:05 am.

[T :AD0 49 paaraday

20c/62/

NWd €I:7I°9 1
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Affidavit of Publication

STATE OF NEW MEXICO
COUNTY OF LEA

I, Daniel Russell, Publisher of the Hobbs
News-Sun, a newspaper published at
Hobbs, New Mexico, solemnly swear that
the clipping attached hereto was published
in the regular and entire issue of said
newspaper, and not a supplement thereof
for a period of 1 issue(s).

Beginning with the issue dated
October 21, 2021

and ending with the issue dated
October 21, 2021.

Publisher

Sworn and subscribed to before me this
21st day of October 2021.

My commission expires
October 29, 2022

Page 172 of 210

EXHIBIT A

LEGAL NOTICE
October 21, 2021 o

STATE OF NEW MEXICO ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT OIL - -
' CONSERVATION DIVISION SANTA FE, NEW MEXICO oo

The State of New Mexico, Energy Minerals and Natural Resources Department, Oil Conservation Division
(*Division®) hereby gives notice that the Division will hold public hearings before a hearing examiner on the
following case. During the COVID-19 Public Health Emergency, state buildings are closed to the public and
Division hearings will be conducted remotely. The public hearing for the following case will be electronic and
conducted remotely. The hearing will be conducted on Thurs ay, November 4, 2021, beginning at 8:15
a.m. To participate in the electronic hearing, see the instructions posted below. The docket may be viewed at
https://www,emnrd.nm.gov/ocd/hearing-info/ or obtained from Marlene Salvidrez, al
Marlene.Salvidrez@state.nm.us. Documents filed in the case may be viewed at
http:Hocdimage.emnrd.state.nm‘usﬁmaginngaseFireCriteriaAaspx. If you are an individual with a disability
who needs a reader, amplifier, qualified sign language interpreter, or other farm of auxiliary aid or service to
attend or participate in a hearing, contact Marlene Salvidrez at Marlene.Salvidrez@state.nm.us, or the New
Mexico Relay Network at 1-800-659-1779, no later than October 24, 2021. i

Persons may view and participate in the hearings through the following link:

https://nmemnrd.webex.com/nmemnrd/onstage/g.php ?MTID=e12bd776b32e1 4edf7deee3425ea99347
Event number; 2497 685 1056 ;
Event password: JYvi8wjp55w

Join by video: 24976651056 @nmemnrd.webex.com
Numeric Password: 256526
You can also dial 173.243.2.68 and enter your meeting number

Join by audio: 1-844-992-4726 United States Toll Free
Access code: 2497 665 1056 :

STATE OF NEW MEXICO TO:
All named parties and persons
having any right, title, interest
or claim in the following case

and notice to the public.

(NOTE: All land descriptions herein refer to the New Mexico Principal Meridian whether or not so stated.) -

To: All overriding royalty interest owners and pooled parties, including: Doil Oil & Gas Corporation;
Pioneer Exploration, LLC; Pioneer Exploration, LLC / Atlas Operating; Saba Energy, Inc.; Lega
Reserves Operating, LP; Grewal (Royalty), LLC: Pegasus Resources, LLC; McMullen Minerals, LL 4
Leo K. Blrkbg, his heirs and devisees; Deets D. Justice, his or her heirs and devisees; YMC Royalty
Company, LP; Atias OBO Energy; SBI West Texas I, LLC; and MRC Permian Company,

Case No. 22253: Application of Centennial Resource Production, LLC for compulsory pooling, Lea
countg, New Mexico. Applicant in the above-styled cause seeks an order ooling all uncommitted interests
in the Bone Spring formation underlying a standard 640-acre, more or less, horizontal spacing unit comprised
of the E/2 of Sections 7 and 18, Township 22 South, Range 35 East, NMPM, Lea County, New Mexico. Said
horizontal spacfndg unit is to be dedicated to the proposed wells: (1) the Tostada 7 State Com #601H well, to
be horizontally drilled from a surface location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom Holg
location in the SW/4 SE/4 (Unit O) of Section 18; and (2) the Tostada 7 State Com #602H well, to-be
horizontally drilled from a surface location in the NW/4 NE/4 (Unit B) of Section 7, to a bottom hole location in
the SE/4 SE/4 (Unit P) of Seetion 18. The completed interval of the proposed Tostada 7 State Com #801H
well will remain within 330 feet of the quarter-quarter line se arating the W/2 E/2 from the E/2 E/2 of
Sections 7 and 18, to allow inclusion of this acreage into a standard horizontal well spacing unit. Also to be
considered will be the cost of drilling and completing the wells and the allocation of the cost thereaf, the
actual operating costs and charges for supervision, the designation of applicant as operator of the wells, and
a 200% charge for risk involved in drilling said wells. Said area is located approximately 14 miles west of
Eggios% New Mexico.

#369!

OFFICIAL SEAL
Amity E. Hipp

NOTARY PUBLIC - STA

Ay Commission Expines:

OF NEW MEXICO

(012922

67100754 002597563

BEFORE THE OIL CONSERVATION DIVISION

This newspaper is duly qualified to publish
legal notices or advertisements within the

meaning of Section 3, Chapter 167, Laws of

1937 and payment of fees for said
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Santa Fe, New Mexico
Exhibit No. F
Submitted by: Centennial Resource Production, LLC
Hearing Date: November 04, 2021
Case No. 22253

HOLLAND & HART LLC
PO BOX 2208
SANTA FE, NM 87504-2208
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EXHIBIT A
EXHIBIT 3

STATE OF NEW MEXICO
COUNTY OF LEA
FIFTH JUDICIAL DISTRICT COURT

ATLAS OBO ENERGY LP,
Plaintiff,

No. D-506-CV-2021-00991
v.

CENTENNIAL RESOURCE PRODUCTION,
LLC,

Defendant.

AFFIDAVIT OF GAVIN SMITH
IN SUPPORT OF
CENTENNIAL RESOURCE PRODUCTION, LLC’S REPSONSE BRIEF

Gavin Smith, of lawful age and being first duly sworn, declares as follows:

1. My name is Gavin Smith, and I am a Senior Landman at Centennial Resource
Production, LLC (“Centennial”).

2. In my capacity as a landman, I have been involved in the development plan of
the Bone Spring formation underlying Sections 7 and 18, Township 22 South, Range 35 East,
NMPM in Lea County, New Mexico.

3. Because Centennial was unable to reach agreement with all interest owners in the
proposed spacing units, I worked with the Holland & Hart law firm to file compulsory pooling
applications in Case Nos. 22252 and 22253.

4. In Case No. 22252, Centennial is seeking to pool all uncommitted interests in
the Bone Spring formation underlying a standard 640-acre, more or less, horizontal spacing unit
comprised of the W/2 of Sections 7 and 18, and dedicating this spacing unit to the proposed

Gordita 6 State Com wells.

Released to Imaging: 11/30/2021 7:13:57 AM
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EXHIBIT A

5. In Case No. 22253, Centennial is seeking to pool all uncommitted interests in the
Bone Spring formation underlying a standard 640-acre, more or less, horizontal spacing unit
comprised of the E/2 of Sections 7 and 18, and dedicating this spacing unit to the proposed
Tostada 7 State Com wells.

6. Centennial derives its mineral interest in the N/2 of Section 18 from State Lease
VC-0049 and its mineral interest in the S/2 of Section 18 from State Lease CV-0076.

7. Centennial owns 100% of the working interest in Section 18.

8. Centennial derives its interest in the NW/4 and the S/2 of Section 7 from State
Lease L-6377. In this area, Centennial owns 90% of the working interest, and Atlas OBO
Energy LP (“Atlas”) owns the remaining 10% of the working interest.

9. Centennial derives its mineral interest in the NE/4 of Section 7 from State Lease
VB-244. 1t owns more than 60% of the working interest in this area.

10.  Atlas owns no working interest in either the NE/4 of Section 7 or any portion of
Section 18.

11.  Ihave prepared an ownership map for the W/2 of Sections 7 and 18 (Case No.
22252), showing the corresponding leases and ownership interests. This map is attached hereto
as Exhibit 3-A.

12.  Thave prepared an ownership map for the E/2 of Sections 7 and 18 (Case No.
22253) showing the corresponding leases and ownership interests. This map is attached hereto
as Exhibit 3-B.

13.  Centennial has made arrangements for a rig to be on location and to commence

drilling of the Gordita 6 State Com wells and the Tostado 7 State Com well in March 2022 in

Released to Imaging: 11/30/2021 7:13:57 AM
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EXHIBIT A

order to perpetuate State Lease VC-0049 and State Lease VC-0076 which expire on April 1,

2022.

Edoes St

GAVIN SMITH

STATE OF COLORADO )
)
COUNTY OF Denver )

H
SUBSCRIBED and SWORN to before me this 14 day of November 2021 by Gavin

NOTARY PUBLIC

My Commission Expires: (/- /L-49%§

CARL J MESSINA Ill
NOTARY PUBLIC - STATE OF COLORADO

NOTARY 1D 20174047486
MY COMMISSION EXPIRES NOV 16, 2025
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EXHIBIT A8-A
Exhibit C-2

Ownership Map
Township 22 South, Range 35 East, Lea County, New Mexico

Gordita 18 State Com #603H
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Exhibit C-2
Ownership Map
Township 22 South, Range 35 East, Lea County, New Mexico
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EXHIBIT A
EXHIBIT 4

47 Rocky Mt. Min. L. Inst. 13-1 2001

Rocky Mountain Mineral Law Foundation Annual and Special I nstitutes > Annual Ingtitutes > (2001)
Volume 47 > Chapter 13 (A.A.P.L. FORM 610 MODEL FORM OPERATING AGREEMENT: SELECTED
PROVISIONS IMPACTING ONSHORE PRODUCING PROPERTY TRANSFERS)

A.AP.L.FORM 610 MODEL FORM OPERATING AGREEMENT: SELECTED
PROVISIONS IMPACTING ONSHORE PRODUCING PROPERTY TRANSFERS

Timothy W. Dowdy*
Thompson & Knight L-L.P.
Dallas, Texas

§13.01 Introduction

"[T]he essential facts of this case are largely undisputed and relatively uncomplicated. These facts,
however, are enveloped within the mass and maze of a record typical of oil and gas cases, and
groaning further from the Byzantine nature of joint operating agreements. Not surprisingly, the author
has spent many months wandering in strange and mostly wrong valleys searching for the answers to
the imponder ables presented in this case.”

Judge David Wellington Chew, Court of Appeals of Texas, Eighth District, El Paso, from his opinion
in Hill v. Heritage Resources, Inc.

The joint development and operation of oil and gas properties are complex undertakings. As
evidenced by Judge Chew's lament above, agreements attempting to define the relationship of parties
to such undertakings can be equally complex. In the early days of the industry, no standard form
operating agreement existed that was widely accepted and used.? In the early 1950s, the American
Association of Petroleum Landmen (now known as the American Association of Professional
Landmen) (in either case, A-A.P.L.) spearheaded a cooperative effort by a number of industry
professionals to produce such a standard form. In 1956, the A.A.P.L. published its first version. Since
that time, the A.A.P.L. has produced four different versions of the Form 610 Model Form Operating
Agreement (the 1956 form with major revisions in 1977, 1982, and 1989) which the oil and gas
industry has used extensively in connection with the joint development and operation of onshore ail
and gas properties (the Form 610 Model Form Operating Agreement generally shall be called the
"JOA" in this chapter and each particular version shall be called the "1956 JOA", the 1977 JOA," the
"1982 JOA," and the "1989 JOA," respectively).

The transfer of propertiesis a fundamental aspect of the oil and gas industry. A substantial number of
these properties are jointly owned and are covered by one of the four versions of the JOA. Transfers
or other dispositions of properties can result in significant and negative conseguences triggered under

1Partner, Thompson & Knight L.L.P., Dallas, Texas.

2John R. Reeves, "Significant Cases Governing the Onshore Operating Agreement,” 49th Inst. on Oil & Gas L. & Taxn 2-1, § 2.02 at 2-4
(Sw. L. Fdn. 1998).

JULIA 5691 BROGGI
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47 Rocky Mt. Min. L. Inst. 13-1 2001

certain provisions of the JOA. Therefore, in every transaction involving the transfer or other
disposition of properties, al applicable JOAs must be reviewed to determine the impact of the JOA
provisions. Among these provisions are (1) the preferential right to purchase, (2) the maintenance of
uniform interest, and (3) the change of operator. This paper shall focus on the evolution of these three
provisions in the various versions of the JOA and on certain issues regarding their interpretation,
enforceability, and application in the context of property transfers. The various versions of these
provisions are set forth in the Appendix in section 13.06.

§13.02 Preferential Right to Purchase

A preferential right to purchase in the oil and gas context has been defined as a "right reserved to
parties...to buy any part of a committed working interest which a party proposes to sell; before the sale
by the latter may be made, he must offer to sell the same interest to the other parties on the same terms
at which the proposed sale is to be made".3 The nature of this right is characterized as a conditional
option, a right that matures into an option upon the occurrence of a triggering event-* While not as
prevalent as they once were, preferentia rights to purchase are still common in the oil and gas
industry.® Each version of the JOA contains a preferential right to purchase provision-6

In analyzing and interpreting the JOA, very little case law exists. However, there are cases on
preferential rights from other industries and a substantial body of literature applying these cases in an
oil and gas context.” These articles are excellent and rather than duplicate their efforts, the reader is
generally referred to these articles for additional authority and analysis-

[1] Purpose of the Preferential Right Provision

The JOA itself is silent as to the purpose of the preferential right provision. However, two purposes
generally have been attributed to this provision. The first purpose is the assurance that the preferential
right holder has an opportunity to acquire additional interests in the Contract Area if another party to
the JOA wishes to sell.8 The preferential right holder may have put substantial amounts of money and

3Howard R. Williams & Charles J. Meyers, Manual of Oil and Gas Terms 832 (11th ed. 2000).

4Ryan M. Tew, "Rights of First Refusal: The 'Options That Are Not Options, But May Become Options,” 10 E. Min. L. Inst. 7-1, 7-4 (1989).

5Terry I. Cross, "The Ties That Bind: Preemptive Rights and Restraints on Alienation That Commonly Burden Qil and Gas Properties,” 5
Tex. Wesleyan L. Rev. 193, 194 (1999).

6 Section 18 of the 1956 JOA; Art. VI11.G. of the 1977 JOA; Art. VI11.F. of the 1982 JOA; Art. VI11.F. of the 1989 JOA.

7James C.T. Hardwick, "Something Old, Something New-Current Issues Under the Joint Operating Agreement,” 51st Inst. on Oil & Gas L.
& Tax'n 6-1 (Sw. L. Fdn. 2000); Arnold J. Johnson, "The Preferential Right to Purchase in the Texas Oil Patch”, S. B. Sec. Rep., Qil, Gas &
Min. L. 4 (Mar. 2000); Cross, supra note 5; J. R. Cooney & L.P. Ausherman, "Preferential Purchase Rights in Mineral Agreements,” 37
Rocky Mt. Min. L. Inst. 9-1 (1991); Tew, supra note 4; Gary B. Conine, "Property Provisions of the Operating Agreement-Interpretation,
Validity and Enforceability,” 19 Tex. Tech. L. Rev. 1263 (1988); George F. Kutzschbach, "Operating Agreement Considerations in
Acquisitions of Producing Properties," 36th Inst. on Oil & Gas L. & Tax'n 7-1 (Sw. L. Fdn. 1985); Harlan Abright, "Preferential Right
Provisions and Their Applicability to Oil and Gas Instruments," 32 Sw. L.J. 803 (1978); Harry M. Reasoner, "Preferential Purchase Rightsin
Oil and Gas Instruments,” 46 Tex. L. Rev. 57 (1968); John S. Sellingsloh, "Preferential Purchase Rights," 11 Rocky Mt. Min. L. Inst. 35
(1965).

8 Questa Energy Corp. v. Vantage Point Energy, Inc., 887 SW.2d 217, 222 (Tex. Ct. App.-Amarillo 1994, writ denied); Cross, supra note 5, at
194; Conine, supra note 7, at 1317; Kutzschbach, supra note 7, at 7-16; Abright, supra note 7, at 815; Sellingsloh, supra note 7, at 36.

JULIA 5691 BROGGI
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effort into the development of the properties and assumed substantial risk, and would like the
opportunity to increase its investment- If another party desires to sell, the preferential right holder is
given priority over a prospective purchaser who has not so invested.

The second purpose isto permit a party to the JOA to exclude undesirable participants.® If a party who
may not be able to meet its financial obligations or who may have competing operating or engineering
philosophies is a prospective purchaser, the preferential right holder can exclude such undesirable
party from any involvement in the Contract Area by purchasing the interest itself-

[2] Enforceability of the Preferential Right Provision

Preferential rights generally have been recognized as valid, but have been attacked on various fronts.°
Most of the attacks have come in the areas of the statute of frauds, restraint on alienation, and the rule
against perpetuities-! One argument made with respect to the statute of frauds is that the terms of the
provision, particularly price, are not sufficiently specific to meet the requirements of the statute.?
However, courts have held that if a mode or method of ascertaining such terms exists, then the statute
of frauds is satisfied-13 A provision that requires exercise upon the same terms as a bona fide third
party offer is a sufficient mode or method to ascertain such terms.* Pursuant to the Restatement of
Property, preferential rights are not restraints on alienation if they are reasonable and do not violate
the rule against perpetuities-1> Preferential rights are not unreasonable restraints on alienation when
they may be exercised at a fixed price offered by a third party.’® Finaly, the preferential right to
purchase generally has been held not to violate the rule against perpetuities-’ While some attacks on
preferential rights in other contexts have succeeded, such successes are rare. In cases where the
challenges have succeeded, they generally were based on flaws or omissions in the language of the
particular provisions, which flaws and omissions are not present in the preferential right to purchase
provision of the JOA.

[3] Specific Languagein the JOA

The language of the preferential right provision has not changed substantially in the 45 years since the
printing of the first version of the JOA. In all of the JOAS, if a party should desire to sell all or any
part of its interests under the agreement, or its rights and interests in the Contract Area,*® the selling

91d.
10K utzschbach, supra note 7, at 7-3.
11d. at 7-4; Reasoner, supra note 7, at 58; Tew, supra note 4, at 7-34.

12 K utzschbach, supra note 7, at 7-4.

13 Annotation, "Requisite Definiteness of Price to be Paid in Event of Exercise of Option for Purchase of Property,” 2 A.L.R. 3d 701 (1965).

41d.

15 Restatement of the Law of Property, § 413 (1944); Perritt Co. v. Mitchell, 663 SW.2d 696 (Tex. Ct. App.-Fort Worth 1983).

16 Sellingsloh, supra note 7, at 43, and authorities cited therein.

17 Cherokee Water Co. v. Forderhause, 641 SW.2d 522, 526 (Tex. 1982); Perritt Co. v. Mitchell, 663 SW.2d 696, 698-99 (Tex. Ct. App.-Fort
Worth 1983); Cooney & Ausherman, supra note 7, at 9-15.
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party gives written notice to the other parties of such sale (and the terms and conditions thereof), then
the other parties have ten days in which to purchase the interest being sold on the same terms and
conditions as being offered to the third party-

[a] Transfersand Transactions Explicitly Excluded from the Preferential Right Provision

There are certain transfers or transactions specifically excluded from application of the preferential
right provision. Each version of the preferential right provision generally has excluded the same types
of transfers and transactions, although there have been some important variations. The 1956 version
reads in relevant part as follows:

However, there shall be no preferential right to purchase in those cases where any party wishes to
mortgage its interests, or to dispose of its interests by merger, reorganization, consolidation, or sale of
al its assets, or a sae or transfer of its interests to a subsidiary or parent company, or subsidiary of a
parent company, or to any company in which any one party owns a majority of the stock.1®

The exclusions can be grouped into four categories: (1) mortgage of interests, (2) disposition by
merger, reorganization, or consolidation, (3) sale of all its assets to any third party, and (4) sale or
transfer to specified affiliates-

The 1977 JOA contains essentially the same exclusion except the phrase "sale of all its assets' was
modified to read "sale of all or substantially all of its assets." Unfortunately, thisis not all that was
modified. The phrase "or asale or transfer of its interests’ was deleted, resulting in a phrase that reads
in relevant part: "sale of all or substantially all of its assets to a subsidiary or parent company, or
subsidiary of a parent company, or to any company in which any one party owns a mgjority of the
stock."?? The revision eliminated the exclusion for sales of all assets to a third party and limited the
exclusion for sales to certain affiliates to sales of all or substantially al of its assets- Regrettably, this
revision was apparently atypographical or reproduction error.?! The phrase "or asale or transfer of its
interest” was inadvertently left out. The reason for the omission is not as important as the result; the
scope of the exclusion clause is significantly reduced. Note also that this provision was not revised in
1982, therefore the exclusion clause and the error were carried forward into the 1982 JOA form.

The 1989 JOA corrected this omission. With some dlight additions, it has restored the four categories:
(1) mortgage of its interests, or transfer to mortgagee in lieu of or pursuant to foreclosure, (2)
disposition of its interests by merger, reorganization, or consolidation, (3) sale of al or substantially
al of its Oil and Gas assets to any party, and (4) transfer of its interests to the same affiliates specified
in al of the previous forms. The 1989 form clarified that transfers to a mortgagee in lieu of or
pursuant to foreclosure are exclusions. It a'so permitted sales to third parties so long as it was a sale of
al or substantially all of its Oil and Gas assets. Findly, it clarified that if a company has more than
one line of business, asale of just its Oil and Gas assets still would be excluded if the quantity test was
met.

18|n the 1956 JOA, the "agreement" is called the "contract" and the "Contract Area" is caled the "Unit Area," but otherwise the relevant
languageisidentical.

19 Section 18 of the 1956 JOA.

D Article VI .G. of the 1977 JOA; Article VII1I.F. of the 1982 JOA.

21 Derman, Joint Operating Agreement: Working Manual 37 (Monograph Series No. 2, Nat. Res. L. Sec. of the ABA); Hardwick, supra note
7, at 6-49.
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[b] What Is(Or IsNot) a" Sale" ?

An interesting issue involves the types of transactions covered by the provision. The preferential right
istriggered by a"sale," but the JOA does not define the term "sale." An assignment of an oil and gas
lease or leases by a working interest owner for cash is clearly a "sale" within the meaning of the
provision.?2 A transfer for cash of afee or minera interest or the leasing of a fee or mineral interest
would also be a "sale" contemplated by the preferential right provision->® These kinds of transactions
are easily recognized as "sales' and are precisely the kinds of transactions intended to be covered by
the right. The more difficult issue is whether other kinds of transfers of property, including those for
non-cash consideration, congtitute a"sale" under the preferential right provision.

[i] TransfersHeld to Be" Sales’

Thereislittle authority as to what constitutes a "sale" under the preferential right provision. However,
there are afew cases. For example, a lease of amineral interest for a cash consideration has been held
to be a "sale" for preferential right purposes.?® Additionally, a transfer to a friend for full value is a
"sale-"%6

[ii] TransfersHeld Not to Be" Sales’

Again, as with those holding certain transfers to be "sales," the cases holding certain transfers are "not
sales' are not abundant. Some cases have held that donative transfers, such as inter vivos gifts,
testamentary dispositions, and intestate succession, are not considered sales.?’ Involuntary transfers
such as descent or public sales by administrators, condemnations, and judicial sales (including
foreclosure sales, estate sales, and partition sales) are also not sales-2 Transfer of aworking interest in
consideration of an agreement to drill has been held to be an exchange and not a "sale."?° Transfer of
property to a family corporation is not a "sale" for preferential right purposes-3° Transfer without

22 Cherokee Water Co. v. Forderhause, 641 SW.2d 522, 525 (Tex. 1982) (defining the term "sale" when used in a property context as a
conveyance of an estate for money or money's worth).

2|d. at 525 ("Used aone, "sale' does not qualify the duration or quantity of the property interest conveyed, and a purchase of a fee simple,
determinable fee, fee subject to a condition subsequent, or life estate would each be considered a “sal€' of those interests.” Id.).

24 See Annotation, "Landlord and Tenant: What Amounts to “Sale' of Property for Purposes of Provision Giving Tenant Right of First Refusal
if Landlord Desiresto Sell," 70 A.L.R. 3d 203 (1976).

25 Cherokee Water Co. v. Forderhause, 641 SW.2d 522, 525 (Tex. 1982).

% Perritt Co. v. Mitchell, 663 SW.2d 696, 698 (Tex. Ct. App.-Fort Worth 1983) (petitioner tried to argue that a sale to a friend was not an
arm's-length transaction).

27|d.; Cross, supra note 5, at 196, and authorities cited therein; Cooney & Ausherman, supra note 7, at 9-16, and authorities cited therein.
Also, donative transfers are not sales because there is no value given in connection with the transfer of property.

2 Draper v. Gochman, 400 SW.2d 545 (Tex. 1966); Cross, supra note 5, at 198-99; Conine, supra note 7, at 1318. Since theright is triggered
only when the selling party has a"desire to sell," the preferential right should apply only to voluntary transfers. The 1989 JOA confirmed this
intention by specifically adding transfers to a mortgagee in lieu of or pursuant to foreclosure among those transfers expressly excluded.

2 Panuco Oil Leases, Inc. v. Conroe Drilling Co., 202 F. Supp. 108 (SD. Tex. 1961); but cf. Anderson v. Armour & Co., 473 P.2d 84, 89
(Kan. 1970).
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consideration by an individual to a corporation of which he was president and chief financial officer in
order to carry out hisfiduciary obligations to that corporation is deemed not to be a"sale."3! A transfer
to aco-tenant is not a"sale-"32 A transfer of working interests to a third party in exchange for cash and
the majority stock of that third party (as a part of atax free exchange under section 351 of the Internal
Revenue Code) is not atransfer to an "outside party" and, therefore, not a"sale."33

[1ii]] How Should the Provision Be Construed?

From the few cases cited above, the following general observations are made: (1) when the transfer
involves a voluntary, arm's-length transfer for cash consideration, the transfer was held to be a "sale,"
and (2) when the transfer involved either (a) an involuntary transfer, (b) a non-arm's-length transfer, or
(c) no consideration or a non-cash consideration, the transfer was held to be not a"sale." Based on the
results of the cases cited above, a strict definition of the term "sale" appears to apply.3*

In afairly recent case dealing with whether a preferential right was triggered by a two-step transaction
(atransfer of properties to asubsidiary followed by a sale of the subsidiary's stock to athird party), the
Texas Supreme Court strongly disapproved of a lower court's reasoning that, under similar facts, the
intent and purpose of the parties was dispositive-*> The Tenneco court stated that "[s]ound corporate
jurisprudence requires that courts narrowly construe rights of first refusal...."3 In this case, the Texas
Supreme Court clearly expressed its dislike for restrictive provisions like the preferential right to
purchase provision- Whether the court will narrowly construe the preferential right provision in a non-
stock transaction remains to be seen.

However, the types of transfers and transactions specifically excluded from application of the
provision could imply a broader interpretation.3” For example, mortgages, mergers, reorganizations,
and consolidations are not sales in the strictest sense, and their exclusion is unnecessary if the narrow
interpretation is intended-38 Additionally, the 1956 JOA and the 1989 JOA exclude "transfers' to
certain affiliates.®® The term "transfer”" is even broader than the term "sal€’- Again, if the parties

30 Kroehnke v. Zimmerman, 467 P.2d 265 (Colo. 1970) (transfer was solely for the convenience of family members in managing the property
and was not a sale).

31 Rainbow Qil Co. v. Christmann, 656 P.2d 538 (\Wyo. 1982).

32\\jilson v. Grey, 560 SW.2d 561 (Ky. 1978) (transfer to co-lessor is not a sale under preferential right provision); Baker v. McCarthy, 443
A.2d 138 (N.H. 1982) (sale to co-tenant did not trigger the preferential right); Texas Co. v. Graf, 221 SW.2d 865 (Tex. Civ. App.-Fort Worth
1949) (transfer to co-tenant not a sale under the preferential right).

33 Questa Energy Corp. v. Vantage Point Enerqy, Inc., 887 SW.2d 217 (Tex. Ct. App.-Amarillo 1994, writ denied).

34 Conine, supra note 7, at 1318 (Professor Conine comes to this same conclusion: "Though by no means universally accepted, it appears that
most courts will require atransfer of property resulting from an arms-length transaction between willing parties entailing a cash consideration
before the pre-emptive right is effective.” 1d.).

35 Tenneco Inc. v. Enterprise Products Co., 925 SW.2d 640 (Tex. 1996).

36|d. at 646.

37 Section 18 of the 1956 JOA; Article VIII.G. of the 1977 JOA,; Article V111 .F. of the 1982 JOA,; Article VI11.F. of the 1989 JOA.

38 Cross, supra note 5, at 196.
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intend the narrow sense, there is no need to exclude transfers to affiliates, exclusion of saes to
affiliates would have been sufficient. While the foregoing argument may have some appeal when
grasping for guidance, nothing in the preferential right provision is conclusive as to whether a strict or
more expansive interpretation of the term "sale" should apply.

While the courts who have addressed the issue of what constitutes a "sale" generally have taken a
narrower view, it is not yet an established principle. There continues to be uncertainty about what
constitutes a"sale." The failure to define this term has created unnecessary confusion. All too often, in
connection with transactions that most would agree should not trigger the provision, lawyers and other
professional s agonize over whether the right is inadvertently triggered.

[iv] Package Sales

An extremely important issue, particularly given that multiple property sales are so common in the
industry today, is whether a so-called "package sale€" or "multi-property sale" is covered by the
preferential right to purchase provision. While there is little authority in the oil and gas context, the
overwhelming majority of the cases dealing with this issue have held that preferentia rights do apply
to package sales.*? The courts generally have upheld application of the preferential right on two bases:
(1) the language of the preferential right did not express an intent to prohibit application to package
sales,*! and (2) the seller should not be able to defeat the preferential right smply by selling the
affected property with other properties-*2 Although the intent to cover package sales is not explicit in
the JOA, a review of the exclusion language may show such intent by implication. The provision
specifically permits sales to certain affiliated companies, and in some versions, sales of all or
substantially all of the party's assets to a third party. These are multi-property sales. Therefore, since
the provision contemplates and permits certain multi-property sales, al other multi-property sales
trigger the right.

However, since the term "sale" is not defined and this issue has not been specifically addressed in the
JOA context by the courts, its application is still questioned.** Some argue that the preferential right
provision in connection with a package sale violates the Statute of Frauds if the third party offer does
not provide a means of ascertaining the "price" applicable to the burdened parcel-** Another question

3The 1977 JOA and 1982 JOA exclude only "sales' to certain affiliates. These versions had "gremlins in the press' that inadvertently
omitted the reference to, and reduced the scope of, certain transfers. See Hardwick, supra note 7, at 6-48.

40Qllie v. Rainbolt, 669 P.2d 275, 281 (Okla. 1983); Anderson v. Armour & Co., 473 P.2d 84 (Kan. 1970); Riley v. Campeau Home (Texas),
Inc., 808 SW.2d 184 (Tex. Ct. App.-Houston 1991, writ dism'd by agr.); Thomas & Son Transfer Line, Inc. v. Kenyon, Inc., 574 P.2d 107,
112 (Coalo. Ct. App. 1977).

41 Anderson v. Armour & Co., 473 P.2d 84 (Kan. 1970); Riley v. Campeau Home (Texas), Inc., 808 SW.2d 184, 189 (Tex. Ct. App.-Houston
1991, writ dism'd by agr.).

42Qllie v. Rainbolt, 669 P.2d 275, 281 (Okla. 1983); Thomas & Son Transfer Line, Inc. v. Kenyon, Inc., 574 P.2d 107, 112 (Colo. Ct. App.
1977).

43 Cross, supra note 5, at 199 (after 42 years [now 45] since the first AAPL form, 3 revisions, and thousands of committee man-hours, "the
AAPL form does not acknowledge that package sales occur by expressly stating either that the preferential right does or does not apply to
such sales nor by addressing any of the other issues that arise in multi-property sales'); Sellingsloh, supra note 7, at 50 (with respect to
"package sales' we "have to guess at the proper answer, but the courts have made this question easier by turning it into a multiple choice
question. The courts have provided us with severa possible answers from which to choose.").
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Is whether the preferential right holder can meet the "same terms and conditions" requirement in a
package sale.* The right holder must purchase on the same terms and conditions offered by a third
party- Purchasing only the property subject to the preferential right in a multi-property transaction is
not purchasing on the same terms and conditions. The most common and most practical solution is to
allocate the total purchase price among the various properties in the package and treat each property
subject to a preferential right as a separate single property sale with the price being the price allocated
to that particular property.*®

[v] Saleof Stock

An important and frequent transaction in the oil and gas industry is the stock sale. It is a well
established principle that a sale of stock does not constitute a "sale" under the preferential right
provision.*” However, acommon result of a stock sale is the change of control over properties subject
to a JOA- For example, if Company A owns oil and gas properties subject to a JOA and Company B
purchases a controlling interest in the stock of Company A, then, notwithstanding the fact that
Company A till exists and is the owner of the properties, Company B has effective control over
Company A and its properties. While not directly owning the properties, Company B could
nonethel ess impose changes in the operating and engineering philosophies of Company A.

One of the espoused purposes of the preferential right was to exclude participants whose operating and
engineering philosophies were opposed to those of the current parties. But a party who has opposing
philosophies may become a participant through a change of control since the preferential right to
purchase is triggered by a sale of assets, not by a change of control. The drafters must not have
intended a change of control to trigger the preferential right provision since such a provision could
easily be added.

[4] Isthe Sale of Non-Operating Interests Covered by the Preferential Right?

To this point, most of the analysis has focused on the interpretation of the term "sale" to determine
which transfers or transactions are covered. Another important clause necessary for the right to be
triggered is"all or any part of itsinterests in the Contract Area" May this clause further limit the types
of transactions that are subject to application of the preferential right?

The preferential right to purchase provision is triggered by a party's "desire to sell all or any part of its
interests in the Contract Area." The JOA is an agreement between working interest owners and other

44 Cooney & Ausherman, supra note 7, at 9-20; Abright, supra note 7, at 807; Reasoner, supra note 7, at 60.

45 Cross, supra note 5, at 205.

46 Sometimes a purchaser may wish to discourage the holders of preferential rights from exercising by alocating the purchase price among
the properties in such away that the properties subject to the preferential right have a disproportionate amount of the purchase price allocated.
But see Dorchester Hugoton, Ltd. v. Dorchester Master Limited P'ship, 898 P.2d 1311 (Okla. Ct. App. 1993) (a seller who knowingly permits
the proposed buyer to adjust the purchase price alocations applicable to the encumbered properties with the goal of discouraging the exercise
of the preferential purchase right may face liability to the preferential rights holder). If the purchase priceis allocated among the propertiesin
a package sale by the buyer, the seller may want to get a representation from the buyer in the purchase and sale agreement that the buyer's
allocation of the purchase priceis afair allocation.

47 Tenneco Inc. v. Enterprise Products Co., 925 SW.2d 640 (Tex. 1996); Capital Parks, Inc. v. Southeastern Adver. & Sales Sys. Inc., 30 F.3d
627 (5th Cir. 1994); Gamble v. Cornell Oil Co., 154 F. Supp. 581 (W.D. Okla. 1957), aff'd, 260 F.2d 860 (10th Cir. 1958); Cross, supra note
5, at 209; Johnson, supra note 7, at 11; Hardwick, supra note 7, at 6-34.
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parties who own operating interests,*® and its sole function is to define the rights and obligations of
parties who desire to jointly develop and operate certain oil and gas properties*® Clearly, the
provision applies if the "interests’ sold are working interests and unleased fee and mineral interests,
but does it apply to the sale of nonoperating interests such as royalties, overriding royalties, net profits
interests, and production payments? Unfortunately, as with other important issues in this provision, the
answer is not entirely clear.

[a] Doesthe JOA Language Providethe Answer?

The provision istriggered by asale of "all or any part of its interests under this agreement, or itsrights
and interests in the Contract Area."> The term "Contract Ared" is defined in the 1977 JOA as "al
lands, oil and gas leasehold interests and oil and gas interests intended to be developed and operated
for oil and gas purposes under this agreement- The lands, oil and gas leasehold interests and the oil
and gas interests are described in Exhibit "A'."5! The term "oil and gas leasehold" is defined to mean
oil and gas leases.>? The term "oil and gas interests" is defined to mean unleased fee and mineral
interests->3 The term "interests" in the preferentia right provision is broad enough to include non-
operating interests. However, an argument can be made that the language "lands, oil and gas |easehold
interests and oil and gas interests intended to be developed and operated” in the definition of the
Contract Area excludes the application of the provision to non-operating interests because non-
operating interests by definition are not intended to be devel oped and operated.>*

[b] ArethePurposes Served?

The issue of whether the purposes of the preferentia right provision are served by including non-
operating interests has been addressed by some commentators who, receiving no guidance in the
agreement or from reported cases, resorted to analysis.®® Their analysis, however, isinconclusive- The
first purpose of being able to acquire additional interestsis clearly served, while the second purpose of
excluding financially weak parties or competing philosophiesis not. The latter purpose applies only to
parties with an operating interest. However, another commentator, also analyzing the purposes,

48 The JOA also covers unleased fee and mineral interests which include operating interests. Operating interests have been defined as “the
mineral interest minus the royalty interest. An interest in oil and gas that is burdened with the cost of development and operation of the
property." Williams & Meyers, supra note 3, at 746.

“The recital at the beginning of the 1956 JOA states: "the parties to this agreement are owners of oil and gas leases covering and, if so
indicated, unleased mineral interests in the tracts of land described in Exhibit "A’, and all parties have reached an agreement to explore and
develop these leases and interests for oil and gas to the extent and as hereinafter provided." The 1977 JOA, 1982 JOA, and the 1989 JOA
have comparabl e recitals.

0The 1977 JOA, 1982 JOA, and 1989 JOA use the term Contract Area. The 1956 JOA uses the term Unit Area, but the definition is
virtually identical.

S Articlel.D., 1977 JOA.
52 Article1.B., 1977 JOA.
S3Articlel.C., 1977 JOA.
54 Kutzschbach, supra note 7, at 7-16.

55 Abright, supra note 7, at 815; Sellingsloh, supra note 7, at 48.
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suggested that while the latter purpose was not directly served, it might be indirectly served.>® If non-
operating interests were not subject to the preferentia right provision, a party might use a two-step
conveyance to circumvent it. For example, a party could convey a substantial overriding royalty to a
third party purchaser and then follow with a sae of the working interest (which now has an
unattractively reduced net revenue interest) to that same purchaser. Although the sale of the working
interest would trigger the right, the other parties to the JOA would not want to purchase such a
burdened interest. Therefore, the purchaser would end up with the same interest owned by the seller
prior to either of the two conveyances. Based on this analysis, one might conclude that non-operating
interests should be subject to the preferential right.57

[c] IMCO Qil and Gas Co. v. Mitchell Energy Corp.

One fairly recent reported case addresses the issue of whether a non-operating interest is subject to the
preferential purchase right: IMCO Oil and Gas Co. v. Mitchell Energy Corp. % The case involved
certain disputes in connection with a failed sales transaction- One of the issues was whether an
overriding royalty was subject to the preferential right to purchase provision contained in an operating
agreement dated March 6, 1972 (the 1972 Operating Agreement).>® Westland Oil Development
Corporation (Westland), a working interest owner whose interest was subject to the 1972 Operating
Agreement, conveyed an overriding royalty to an employee.®® More than 20 years later, Westland and
the overriding royalty owner both proposed to sell their respective interests to a third party purchaser,
IMCO Qil and Gas Company (IMCO)- Westland sent notice of the pending sale to Mitchell Energy
Corporation (Mitchell), the preferential right holder. Mitchell exercised its preferential right and
acquired the interests. The existence of a prior operating agreement covering the same lands led IMCO
to question the effectiveness of the 1972 Operating Agreement and Mitchell's preferential right. IMCO
sued Mitchell for tortious interference with contract and sought specific performance. The court
concluded that since the overriding royalty was created by Westland, a party to the operating
agreement, the overriding royalty interest was subject to the preferential right provision.®!

Unfortunately, this case did not analyze whether non-operating interests were "interests' covered by
the language of the operating agreement in question. It simply assumed that they were covered and, in
order for the preferential right to apply, it only needed to establish that the overriding royalty was
subject to the operating agreement. The court relied on some undisclosed terms in the operating
agreement stating that overriding royalties created out of a working interest subject to such operating
agreement were also subject to the agreement.®> While this case offers little guidance, it is clearly

56 K utzschbach, supra note 7, at 7-16.

58911 SW.2d 916 (Tex. Ct. App.-Fort Worth 1995).

591t is not clear from the opinion whether the 1972 Operating Agreement was a 1956 JOA. If it is a model form JOA, it must be a 1956
version since it was executed in 1972 and the next version of the JOA did not appear until 1977. The language in the preferential right
provision was neither quoted nor discussed. The only language quoted from the 1972 Operating Agreement was some language at the very
beginning of the agreement which set forth the date of execution and the names of the parties. This quoted language is identical to the
language at the beginning of the 1956 JOA. However, see note 62 infra.

60 Apparently no one complained that this transfer triggered the preferential right.

61|MCO, 911 SW.2d at 921.
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authority for the proposition that sales of non-operating interests do trigger the preferential right- It
also stands for the proposition that non-operating interests created prior to execution of the JOA
would not be subject to the preferential right provision.

[d] Transfersof Non-Operating Interests That May Not Be Sales

Even if non-operating interests are generally covered, many common transactions involving the
transfer of non-operating interests may not be "sales" and, therefore, are not subject to the preferential
right. A transfer of an overriding royalty to the owner's children for little or no consideration is a gift
and not a sale.®® Some common non-operating interest transfers include transfers of overriding
royalties to employees or employee pools as bonuses or additional compensation, and transfers of
overriding royalties to consultants (such as geologists, engineers, landmen, and attorneys) for services
in connection with a particular property or properties- As stated previously, a transfer of a working
interest in consideration of an agreement to drill is an exchange and not a sale that triggers the
preferential right.4 Under Panuco, a transfer of a non-operating interest in consideration of an
agreement to provide employment or consulting services would not trigger the preferential right. Even
if these transfers of non-operating interests were sales, given the personal nature of the consideration,
there is aso an issue whether the preferentia right holder can meet the same terms and conditions
requirement.

[5] Avoidingthe Preferential Right?

As discussed above, the preferential right to purchase provision does not apply to atransfer that is not
a "sale" within the meaning of the preferential right provision. Additionaly, it does not apply to
transfers that are specifically excluded from application of the preferential right provison. The
number of transfers in a particular transaction is not a basis for triggering the preferential right.
Therefore, the preferential right does not apply to a transaction consisting of multiple transfers, so
long as each of the transfers is either a non-sale or specifically excluded from the application of the
provision. These multiple transfers occur frequently in the oil and gas industry for legitimate business
purposes. However, multiple transfer transactions can be used as a device to circumvent the
preferential right provision.

[a] TheTexas Two Step

[[] TheTwo-Step Transaction

One multiple transfer transaction has been scrutinized as an attempt to defeat the preferential right to
purchase. Preferential right holders complain that this transaction is simply a disguised sale designed
to avoid triggering the preferential right. Under this two-step approach, the seller transfers oil and gas
properties to a subsidiary (often newly-formed) and then sells the stock of such subsidiary to a third
party. The preferential right provision does not apply to this transaction because it consists of a

62]1d. Such terms are not readily apparent in the 1956 JOA. One commentator presumed that the court referred to a "subsequently created
interest" provision. See Cross, supra note 5, at 198. If thisis so, then the 1972 Operating Agreement could not have been a 1956 JOA because
subsequently created interest provisions did not appear in the JOAs until the 1977 version.

63 Rainbow Qil Co. v. Christmann, 656 P.2d 538, 544 (Wyo. 1982).

64 Panuco Oil Leases, Inc. v. Conroe Drilling Co., 202 F. Supp. 108 (SD. Tex. 1961).
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transfer to a subsidiary, an excluded transfer, and of a transfer of stock to a third party, a non-sale.
Note that the 1956 and 1989 versions of the JOA permit a sale of the burdened interest to a subsidiary
without triggering the preferential right. However, the 1977 and 1982 versions only permit asale to a
subsidiary if itisasale of "all or substantially all of its assets.” To make this approach work under the
1977 and 1982 forms, unless it really is the sale of all or substantially all of the assets of the seller
(which typically it is not), one would have to characterize the creation and transfer of the burdened
property to a new subsidiary as a reorganization, which is specifically excluded from preferential right
application, or characterize it as not a"sale."®

[ii] Tenneco Inc. v. Enterprise Products Co.

In Tenneco Inc. v. Enterprise Products Co.,% the Texas Supreme Court addressed the issue of whether
a multiple transfer transaction triggers a preferential right to purchase provision- In this case, the
parties were owners of a natural gas fractionation plant. The plant was subject to a Restated Operating
Agreement that contained a right of first refusal. Just like the provision in the JOA, the right was
triggered by a"sale" and atransfer to a subsidiary was excluded from the application of the provision.
In the first step of the transaction, Tenneco Oil Company conveyed its Ownership Interest in the
natural gas fractionation plant to its newly-formed and wholly-owned subsidiary, Tenneco Natural
Gas Liquids-a transfer specifically excluded from the application of the provision. In the second step,
Tenneco Oil Company sold its stock in the subsidiary to Enron Gas Processing Company, a
non-sale.f” Tenneco and Enron began negotiations on an asset sale, but somewhere in the process it
became a stock sale. Enterprise Products Co., Texaco, Meridian, and Union Pacific, the preferential
right holders, argued that regardless how the transaction was structured, it was redly a sale of an
Ownership Interest.

The preferential right holders relied on a Texas Court of Appeals case, Galveston Terminals, Inc. v.
Tenneco Qil Co.,% which had been decided just the year before and had reviewed a similar two-step
transaction- The court in Galveston Terminals, after placing emphasis on the need to view the
transfers as a single transaction to determine the intent and purpose of the parties, found that the two-
step transaction was actually an asset sale subject to the preferential right provision.

However, the Texas Supreme Court in Enterprise Products expressly disapproved the reasoning in
Galveston Terminals and held that the two-step transaction did not trigger the preferential right.® In
support of its holding the court stated: "Sound corporate jurisprudence requires that courts narrowly
construe rights of first refusal-...Viewing several separate transactions as a single transaction to invoke
the right of first refusal compromises the law's unfavorable estimation of such restrictive

85 Fina Oil & Chemical Co. v. Amoco Prod. Co., 673 So. 2d 668, 675 (La. Ct. App. 1996) writ denied, 679 So. 2d 1353 (La. 1996)
("[r]eorganizations can be accomplished by spin offs of subsidiaries"); Hardwick, supra note 7, at 6-49.

66925 SW.2d 640 (Tex. 1996).

67 There was actually athird transfer-a second sale of the stock to another Enron entity (another non-sal€), but this transfer is not necessary for
the analysis.

68 Galveston Terminals, Inc. v. Tenneco Oil Co., 904 SW.2d 787 (Tex. Civ. App.-Houston 1995), set aside without reference to the merits,
922 SW.2d 549 (Tex. 1996).

69 Enterprise Products, 925 SW.2d at 646.
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provisions."™® The court aso emphasized that the parties could have included change of control
restrictions in the preferentia right, but had failed to do so. Therefore, the preferential right holder
should not be heard to complain when a change of control occurred.” In Texas, therefore, it appears
that the preferential right provision shall be narrowly construed, and if the parties have failed to
include a change of control provision, a transaction may be structured as a two-step transaction and
the preferential right avoided, regardless of the intent and purpose of the parties-

[b] TheLouisiana Crawfish: Fina Oil and Chemical Co. v. Amoco Production Co.

The State of Louisiana also has addressed the issue of application of preferential rights in connection
with multiple transfer transactions.”? In this case, Amoco Production Company (Amoco) owned a 50%
interest in, and operated, three fields located in Louisiana-Charenton, Lake Boeuf, and Lake
Boudreaux- Amoco's interests in these three fields were each subject to joint operating agreements that
contained preferential right provisions. In step one, Amoco transferred its interest in the leases in these
three fields, along with other property, to a subsidiary, MW Petroleum Corporation (MW), which had
been created as part of a restructuring plan to divest non-core assets of Amoco. In step two, Amoco
sold all of its stock in MW to Apache Corporation (A pache) about nine months later.

Fina Oil and Chemical Company (Fina), which owned the other 50% interest in the three fields and
who was the preferential right holder under the JOAS, claimed that the transaction triggered its
preferential right and sued Amoco, MW, and Apache to enforce it. First, the court analyzed the step
one transfer from Amoco to its subsidiary MW and determined that, since it was a spin-off of assets
from one corporation to a new corporation, it was a reorganization exempted from the preferential
right provision. Next, it held that the step two transfer, the sale of stock, did not trigger the provision.
However, the court stated that it needed to answer another question: should MW as a corporate entity
be disregarded and the sale treated as a prohibited sale of assets? While the court went through the
analysis with respect to piercing the corporate veil and alter ego, the real question it was trying to
answer was whether MW was created merely to circumvent Finas rights under the JOAs.” The court
stated that the record contained overwhelming evidence that Amoco had a legitimate business purpose
asits goal in creating MW- The goal (as stated by Amoco executives and its investment banker) was
one of reorganization, not circumvention of the preferential rights. The reorganization had as its goal
to maximize the economic benefits of the non-core assets through a spin-off to a new subsidiary. MW
was created before Apache was on the scene, and Amoco marketed MW, not the individual leases.
Apache never submitted an offer for the lease interests, but only for the stock of MW. Thus, the court
concluded that the corporate entity of the subsidiary should not be disregarded.

It appears that in Louisiana a two-step transaction probably will not trigger the preferentia right.
However, Louisiana appears willing to give weight to the intent and purpose of the parties. Having
some legitimate business purpose (other than circumventing the preferential right provision) in
creating the new subsidiary would be sufficient to avoid triggering the preferential right.

o1d.

ld.

72Fina Oil & Chemical Co. v. Amoco Prod. Co., 673 So. 2d 668 (La. Ct. App. 1996), writ denied, 679 So. 2d 1353 (La. 1996).

73 See Pennmark Resources Co. v. Okla. Corp. Comm'n, 6 P.3d 1076 (Okla. Civ. App. 2000) (for insight on how the State of Oklahoma might
deal with thisissue).
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[c] TheWyoming Tetons: Williams Gas Processing-Wamsutter Co. v. Union Pacific Resources
Co.

The Wyoming Supreme Court also has addressed this issue in the very recent case, Williams Gas
Processing-Wamsutter Co. v. Union Pacific Resources Co.”3* In this case, Union Pacific Resources
Company (UPRC) transferred its interest in a certain gas plant and associated gas gathering system
(the Echo System), along with other assets, in a two-step transaction. In step one, UPRC transferred its
interests in the System to a newly-formed second tier subsidiary, Fuels Acquisition Company (FAC),
which had been created pursuant to the terms of a merger agreement between UPRC and the buyer,
Duke Energy Field Services (Duke). In step two, UPRC sold all of its stock in Union Pacific Fuels,
Inc., afirst tier subsidiary of UPRC and the parent of FAC, to Duke.

The Echo System was subject to two Construction, Ownership and Operation Agreements, one for the
gas plant and one for the gathering system, which contained identical preferential right provisions.
These preferentia right provisions are very similar to the provision found in the JOAs. Each of the
provisions was triggered by a"sale" and contained exceptions for transfers to an affiliate and transfers
by merger. Williams was a co-owner in the Echo System and complained that the transfer of the Echo
System was redly a sale, and had been structured as a two-step transaction to circumvent its
preferential rights. The district court found that the transaction was a merger and not a sale triggering
the preferential right provision. However, the Wyoming Supreme Court reversed the district court's
decision and held that, for purposes of the preferentia right provision, the transaction was a "sale.”
Relying on prior Wyoming case law, the court refused to construe the preferential right provision
narrowly in the context of stock transfers because UPRC's position rested upon a "highly tortured and
technical reading of the contract terms."732 The court stated that while it found the Tenneco Inc. v.
Enterprise Products Co. and Fina Oil and Chemical Co. v. Amoco Production Co. cases instructive, it
could not erase the rights Williams had bargained for and received when UPRC sold certain assets
packaged in the form of an affiliate.

[6] Observationsand Suggestions

Preferentia rights are controversial and are frequently deleted from the JOA. One of the problems that
adds to the controversy surrounding the provision is that, if interpreted broadly, the provision may
inadvertently apply to transactions that are not intended to be covered. It creates enormous
transactions costs, and careful consideration should be given before including the provision in a JOA.
Even when not deleted, there are so many exceptions to its application that it may not be a very
effective provision.

One issue that a draftsman must clarify is the definition of "sale." It must be determined if a narrow or
broad interpretation is desired. Other issues to address are: (1) whether the provision applies to non-
operating interests (if not excluded altogether, the draftsman may consider limiting the quantum of
non-operating interest that can be conveyed without triggering the provision and/or creating specific
exceptions for transfers to employees, consultants, and as part of financing transactions); (2) whether a
change-of-control provision should be included to guard against the Texas Two Step; and (3) whether
package sales should be specifically included or excluded from the application of the provision. As a

73125 P.3d 1064 (Wyo. 2001).

7321d. at 1072.
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drafting reminder, do not stray too far from the current format of the provision so that enforceability
will not become an issue.

8§ 13.03 Maintenance of Uniform Interest

Another provision that needs to be considered in connection with producing property transfers is the
Maintenance of Uniform Interest (MUI) provision.”* This provision, like the preferentia right to
purchase provision, is a restraint on alienation- The MUI provision restricts transfers of non-uniform
interests within the Contract Area. Non-uniform interests can be created in a variety of ways. A
transfer of deep rights, shallow rights, or an individual formation subject to a JOA with no depth
limitations creates a non-uniform interest. So would an assignment or reservation of al or part of a
particular drilling and spacing or proration unit, drill site, or wellbore within a multiwell unit.

[1] Purpose of the MUI Provision

The MUI provision in the 1956 JOA, the 1977 JOA, and the 1982 JOA states that its purpose is
"maintaining uniformity of ownership in the oil and gas leasehold interests covered by this
agreement.” The 1989 JOA expands the stated purpose to maintaining uniformity not only in the
ownership of leasehold interests, but also in the ownership of unleased mineral fee interests, wells,
equipment, and production. The most obvious next question is what is so important about maintaining
uniform ownership?

Severa commentators state that preventing undue expense and administrative burden on the operator
having to deal with multiple variations of ownership is the primary function of the MUI provision.”
Kutzschbach states that administrative efficiency is probably the only justifiable basis-’® Other
purposes also have been given for the existence of the clause: (1) maintaining a balance of the risks
and benefits among the parties,”” (2) avoiding the requirement of different notices and responses with
respect to each well,”® (3) protecting the non-consent clause,” (4) eliminating the necessity of separate
metering and tankage® (5) avoiding special problems with respect to voting procedures® (6)
avoiding severe complication in the maintaining of gas imbalances accounts necessary for split-stream
sales,? (7) avoiding special problems in determining the proportions and rights of preferential right
holders,83 and (8) devaluing the operator's lien rights-84

741956 JOA, Section 20 (Maintenance of Unit Ownership); 1977 JOA, Art. VIII.E.; 1982 JOA, Art. VIII. D.; and 1989 JOA, Art. VIII. D.
75 Cross, supra note 5, at 213; Conine, supra note 7, at 1327; Kutzschbach, supra note 7, at 7-27.

76 Kutzschbach, supra note 7, at 7-27.

77 Conine, supra note 7, at 1329.

8|d. at 1327.

7 Cross, supra note 5, at 213-14; Conine, supra note 7, at 1328.

80 Cross, supra note 5, at 215.

8l|d. at 214.

82 Conine, supra note 7, at 1327.

83 Cross, supra note 5, at 214.
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[2] Enforceability of the MUI Provision

The MUI provision is a restraint on alienation and, therefore, its enforceability can be challenged.
Pursuant to the Restatement of Property there are three kinds of restraints on alienation: a disabling
restraint, a promissory restraint, and a forfeiture restraint.25 A disabling restraint is an attempt by an
otherwise effective conveyance or contract to cause a later conveyance to be void-8 A promissory
restraint is an attempt by an otherwise effective conveyance or contract to cause a later conveyance to
impose contractual liability on the later grantor for breach of an agreement not to convey.8” A
forfeiture restraint is an attempt by an otherwise effective conveyance or contract to cause a later
conveyance to terminate or subject to termination all or a part of the property interest conveyed-8

Generadly, disabling restraints are invalid.2? Promissory restraints and forfeiture restraints may be
valid if: (1) therestraint is qualified so as to permit alienation to some though not al possible alienees,
(2) the restraint is reasonable under the circumstances, and (3) if the restraint is a forfeiture restraint,
the rule against perpetuities is not violated-*° These rules apply not only to indefeasible estates, but
also to defeasible estates.! The MUI provision by its own terms does not purport to void any transfer
made in violation thereof or to cause a forfeiture of the interest conveyed- Therefore, the provision is
most likely a promissory restraint.%

Pursuant to the Restatement of Property, the MUI provision would be valid as a promissory restraint
if: (1) the restraint is qualified so as to permit alienation to some though not all possible alienees, and
(2) the restraint is reasonable under the circumstances. Because not all transfers are prohibited in the
MUI provision, the first test is most likely met. Therefore, the provision is enforceable if it is
reasonable.

Even if it is enforceable, there may not be a satisfactory remedy for its violation. The comments to
section 404 of the Restatement of Property discuss the remedy for violation of a valid promissory
restraint:

[T]he effect of making a conveyance in violation of the [promissory] restraint is that the person so
making such conveyance is subject either to damages, or, in a proper case, to equitable relief by way

84 Cross, supra note 5, at 214; Conine, supra note 7, at 1328.
85 Restatement of the Law of Property, § 404 (1944).

861d.

871d.

8|d.

89d. § 405.

0|d. § 406.

91d. § 407.

92 K utzschbach, supra note 7, at 7-29; Hardwick, supra note 7, at 6-7. There currently are no reported appellate decisions dealing directly
with the MUI provision. One unreported case out of Oklahoma, Chalk Hill Gas, Inc. v. Texaco Producing Inc., No. 78,545 (Okla. Ct. App.,
Feb. 17, 1993), reviewed a trial court's holding that a MUI provision was a disabling restraint and unenforceable. On appeal, Chak Hill
argued that the MUI provision was a suitably limited promissory restraint. The court did not decide the issue directly, but concluded that
while adisabling restraint was invalid, a suitably limited promissory or forfeiture restraint could be valid.
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of specific performance or an injunction, or some combination of these types of relief....Sometimes the
only available remedy may be one for damages, and that even may be only a remedy for nominal
damages. If this is true, of course, the promissory restraint does not operate as a significant
impediment to the alienation of the property.®

[3] Specific Languagein the JOA

The relevant language in all four versions of the JOA is substantially the same and generally reads as
follows (see the complete provisions in the Appendix at section 13.06):

no party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced
within the Contract Area and in wells, equipment and production unless such disposition covers either:

1. theentireinterest of the party in all leases and equipment and production; or

2. an equal undivided interest in all leases and equipment and production in the Contract Area.

The MUI provision applies to a much broader range of transfers than the preferential right provision.
The MUI provision embraces not only sales, but also gifts, exchanges, mortgages, and any other
encumbrance, transfer, or disposition.®* A nonuniform transfer of an overriding royalty, production
payment, net profits interest, and the like also may violate the provision-* The language in the
provision probably is broad enough to aso apply to involuntary transfers as well as voluntary ones.

The 1956 JOA, the 1977 JOA, and the 1982 JOA do not refer specifically to unleased mineral
interests. Therefore, there is a question about whether the provision in these forms covers these
interests.®® The 1989 JOA corrects this omission by specifically including these interests in the
provision- Some commentators have pointed out an uncertainty in the JOASs prior to the 1989 JOA
regarding the language excluding application of the provision for transfers of "an equal undivided
interest."9” The 1989 JOA fixes this concern by revising the language to read: "an equal undivided
percent of the party's present interest...."

[4] Observations and Suggestions

Notwithstanding that various commentators have identified possible justifications for the MUI
provision, most of these same commentators have strongly criticized the provision as ineffective. The
MUI provision is often deleted from the JOA. If not deleted, it is frequently violated, ignored, or

93 Restatement of the Law of Property 88 404, 2385 (1944).
% Conine, supra note 7, at 1326.

9 Cross, supra note 5, at 213.

9% Conine, supra note 7, at 1326.

971d. ("it may refer to the conveyance of an equal fractional share of one's interest in each of his leases, or to an assignment of the same
fractional interest in each lease. In the latter instance, the conveyance of an undivided one-half interest in each of two leases within the unit
areain which the assignee [sic] initially owned a one-half and a three-quarters interest, respectively, may comply with the literal requirements
of the provision by granting the assignee a uniform interest but result in alack of uniformity of the assignor'sinterest").
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waived.?® When the provision is violated, such violations, if noticed, are typically tolerated-*°
Whatever the objectives of the MUI provision, it is not very workable.1®

Perhaps the primary reason the provision is so often violated and ignored is that the problems it is
designed to avoid simply are not that great- When the clause first appeared in the 1956 JOA, there
may have been a legitimate concern about the administrative burden of manually accounting for these
interests. However, with today's computers and accounting software, such concerns seem nominal at
best. If it is ssimply a matter of additional expense, providing that the party creating the additional
expense is responsible for such additional expenseisafar less restrictive and workable solution than a
requirement to maintain uniform ownership. One commentator suggested a provision to replace the
MUI that addresses the additional expense of separate metering: "In the event any party hereto creates
a necessity for separate measurement facilities by virtue of any encumbrance or conveyance, the
assignee shall alone bear the costs of acquisition, operation, maintenance and repair of such
facility."101 This suggested provision could easily be expanded to require the assignee of a non-
uniform interest to pay for any additional costs incurred by the operator resulting from the transfer of
such non-uniform interest, not just those associated with separate measurement. With respect to
specia problems with notices, responses, voting procedures, preferentia right procedures, a trustee or
agent might be appointed to represent the interests derived through the party who created the non-
uniform interest, similar to comparable provisions that already exist in the JOA.10?

Admittedly, sometimes the reason for creating a non-uniform interest is the avoidance of the non-
consent penalty-1% If a new well is proposed within the Contract Area (whether related to increased
density drilling or otherwise), a party who cannot or chooses not to participate in the drilling of such
well can obtain current value for that portion of its interest by assigning or farming out the relevant
part of the Contract Area.’* Sometimes this is accomplished by assigning or farming out the entire
Contract Area and reserving awellbore interest or small tracts associated with producing wells- If this
concern is important to a party, a provision specifically dealing with this issue would be more
effective.

This is not to say that the MUI provision is to be taken lightly. Parties can and have enforced the
provision. However, the provision in its current form has proven generally ineffective. A party, when
drafting a new JOA, may be better served by (1) determining which objectives, if any, purportedly

% Hardwick, supra note 7, at 6-4; Cross, supra note 5, at 213; Kutzschbach, supra note 7, at 7-33.
9 Cross, supra note 5, at 213.

100 Robert C. Bledsoe, "Ten Unworkable Aspects of the Model Form Operating Agreement and Suggestions,” Advanced Oil, Gas & Mineral
Law Course ch. 16(State Bar of Tex., Sept. 2000).

101d. at 10.

102 For example, see the third paragraph of the Maintenance of Uniform Interest provision, Article VI11. D. of the 1989 JOA, in which the
Operator may require, in cases where a party's interest is divided among four or more co-owners, the appointment of a single trustee or agent
with full authority to represent the co-owners with respect to notices, approval of expenditures, receipt of billings, and approval and payment
of joint expenses, and to deal generally with and bind the co-owners within the scope of the operations embraced in the operating agreement.

103 Hardwick, supra note 7, at 6-4.
104 Bruce R. Rooker, "Acquiring Interest in an Area Covered by a Joint Operating Agreement,” The Landman 64 (July/Aug. 1988).
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served by the MUI provision are most important, (2) deleting the MUI provision, and (3) replacing it
with provisions that specifically address these pre-determined objectives.

§13.04 Change of Operator

Other provisions, while not restraints on aienation, that could have a significant impact on the value
of the transaction to a purchaser who desires to operate the acquired properties are the "change of
operator" provisions.1® Purchasers commonly, but mistakenly, believe that if they are purchasing the
rights and interests of the Operator, they automatically get to operate the acquired properties-19% Even
if the seller-Operator owns a majority of the interest covered by the JOA, there is no guarantee under
the 1977 JOA, the 1982 JOA, and the 1989 JOA that the purchaser will succeed the seller as Operator.

[1] Purpose of the Change of Operator Provisions

At the time the JOA is executed, a party is named as the Operator. That party shall continue as
Operator under the JOA until and unless particular events or circumstances occur. For example, a
change in the Operator becomes necessary if the present Operator resigns or is removed. There also
must be a change of Operator if the Operator sells its entire interest in the Contract Area to a non-
affiliated third party. The purpose of the change of operator provisions is to describe the events and
circumstances under which the present Operator shall no longer continue as Operator, and to establish
aprocedure for selecting a new Operator.

[2] Specific Languagein the JOA
[a] 1956 JOA

Like the other provisions discussed in this paper, change of operator provisions have existed since the
1956 version, although the form and substance have changed over time. The 1956 JOA provides in
relevant part: "Should a sale be made by Operator of its rights and interests, the other parties have a
right within sixty (60) days after the date of the sale, by majority of vote in interest, to select a new
Operator."197 If a new Operator is not selected within the 60-day period, the transferee of the present
Operator automatically becomes the Operator-1%

Under the terms of this provision, a purchaser of the Operator's rights and interests would become
Operator only if (1) the Purchaser is selected by majority vote in interest within the 60-day selection
period, or (2) no new Operator is selected during such selection period. The selection procedure only
requires a majority vote in interest, therefore a single party with the majority interest controls selection
of the new Operator. If the present Operator's interest is a majority interest, then the purchaser could
select itself as Operator. However, if the purchaser buys a majority interest from one or more Non-

105The term "change of operator” provisions as used herein shall mean sections 19 and 21 of the 1956 JOA,; Articles V.B.1 and V.B.2 of the
1977 JOA and 1982 JOA; and Articles V.B.1, V.B.2, and V.B.3 of the 1989 JOA. The 1956 JOA provides for the selection of a new
Operator in the event of a sale by the present Operator of its rights and interests and in the event the present Operator resigns.

106 Robert C. Bledsoe, "Ten Most Common Defects That Impede Closings and What to Do," 43d Inst. on Oil & GasL. & Tax'n 2-1, § 2.06 at
2-17 (Sw. L. Fdn. 1992).

107 Article 19, " Selection of New Operator,” of the 1956 JOA.

108]d.
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Operators, the purchaser could not assume operations because the provision applies only to the sale of
the Operator's rights and interests. In this case, the purchaser could only become Operator if the
present Operator subsequently sold its rights and interests (thus triggering the opportunity to select a
new Operator by majority vote), if the present Operator resigned, or if the Operator is removed.19

The purchaser could also become Operator if it is buying the present Operator's interest and the
present Operator only owns 50% of the interest- Since a new Operator must be selected by a majority
vote, a purchaser with a 50% interest can effectively block the selection of a new Operator. Once the
60-day selection period expires, the purchaser of the present Operator automatically assumes the
duties and acts as the Operator under the express terms of the provision. This is a particularly
important element of this provision when there are only two parties to the JOA, each owning a 50%
interest. Even though a purchaser may assure itself of selection as the new Operator in certain
circumstances, the right to continue as Operator is not absolute.'1°

[i] Change of Operator Provision in 1956 JOA Triggered by " Sale"

Like the preferential right to purchase provision, the change of operator provision in the 1956 JOA
applies only to a "sale" by the Operator. It is not clear if the cases dealing with the issue of whether
certain transfers are "sales," previously discussed in the preferential right context, are equally
applicable here!'! This provision is not a restraint on alienation and may not be as narrowly
construed- Beginning with the 1977 JOA, the change of operator provision applies when the Operator
no longer owns an interest in the Contract Area, clearly a much broader concept than a"sale.”

Perhaps a more significant difference from the preferential right provision is that there are no express
exceptions for sales to affiliates or, to the extent they might be considered a sale, for dispositions by
merger, reorganization, or consolidation. Therefore, with respect to properties covered by a 1956 JOA
in which the Operator owns less than a 50% interest, an Operator who, for various tax, corporate
restructuring, or other reasons, disposes of properties to an affiliate or as part of a merger,
reorganization, or consolidation may inadvertently lose its right to operate.!*? If the disposition is
accomplished by a stock sale rather than an asset sale, the provision does not apply since these
dispositions are not sales-113

[ii] CaseslInterpreting the 1956 JOA L anguage

109The 1956 JOA does not provide a contractual right to remove the Operator. Judicial removal is most likely available, but would be
difficult and expensive. See Fabene W. Talbot, "Removal of Operator Under the JOA," Advanced Oil, Gas & Mineral Law Course (State Bar
of Tex., Sept. 1996).

10 Tammy J. Owen, "Selected Lega Issues Concerning the Transfer of Operatorship of Oil and Gas Properties,” 14 E. Min. L. Inst. 24-1, §
24.02[2] (1993).

111 See supra notes 22 through 33 and accompanying text.

12K utzschbach, supra note 7, at 7-40; J. Colbert Peurifoy, "Acquisition and Financing Techniques-Panel Discussion: Other Legal
Considerations," 20th Inst. on Oil & GasL. & Tax'n 282, 296 (Sw. L. Fdn. 1969).

113 Tenneco Inc. v. Enterprise Products Co., 925 SW.2d 640 (Tex. 1996); Capital Parks, Inc. v. Southeastern Adver. & Sales Sys. Inc., 30
F.3d 627 (5th Cir. 1994); Gamble v. Cornell Oil Co., 154 F. Supp. 581 (W.D. Okla. 1957), aff'd, 260 F.2d 860 (10th Cir. 1958).
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A few issues with respect to the language in section 19 of the 1956 JOA have been addressed by the
courts, including (1) whether the phrase "other parties’ includes the assignee of the present Operator,
and (2) whether a vote to select a new Operator can be unilaterally changed by a party prior to the
expiration of the selection period.

Duncan Oil Properties, Inc. v. Vastar Resources, Inc. Under the 1956 JOA, when the Operator sells
its interest, the "other parties’ have the right to select a new Operator. Do the "other parties’ include
the purchaser of the Operator's rights and interests? This issue was addressed specifically in Duncan
Oil Properties, Inc. v. Vastar Resources, Inc.1'* In this case Vastar purchased Unocal's 39-34895%
interest in the Ellis Unit. The unit was covered by a 1956 JOA. After the sale by Unocal to Vastar,
both Vastar and Duncan, who held a combined 30.35467% interest in the unit, each held an election
for a successor operator. Vastar's balot included Vastar as a party and Duncan's ballot did not. Under
the Vastar ballot, Vastar had the majority vote and under the Duncan ballot, Duncan had the majority.
The Oklahoma Court of Appeals held that the equitable and logical construction of the phrase "other
parties” includes the assignee of the present Operator's interest.!'> Because the present Operator might
technically be a party during the selection period (due to its duty to continue operations for as long as
120 days after its divestiture), the phrase ssimply clarifies that only the present Operator is not entitled
to vote.11® The assignee is a party to the JOA during the selection process and should be included in
the vote for a successor-

Oxley v. General Atlantic Resources, Inc. Other litigation regarding the 1956 JOA language involved
whether the selection of a new Operator is binding once the parties vote within the 60-day period, or
whether a party may change its vote any time prior to the expiration of the 60-day period.''’ General
Atlantic Resources, Inc- (GARI) purchased the rights and interests of the Operator in the Hooks Unit
which was subject to a 1956 JOA. GARI sent notice of the sale to the non-operators along with ballots
and a request that it be selected as the new Operator. A few days later, Oxley, one of the non-
operators, sent a letter requesting that Oxley be selected. Another non-operator, Eberly, first voted for
GARI, then still within the 60-day selection period, changed its vote to Oxley. Eberly's interest was
sufficient to first give the majority to GARI, and then after it changed its vote, to give the mgjority to
Oxley. GARI, asserting that Eberly could not change its vote, would not give up operations. The
litigation ensued. The court found that the agreement was ambiguous with respect to this issue and
required construction. GARI argued that it must be construed according to custom and usage in the oil
and gas industry. Secondly, GARI contended that Eberly was estopped from changing its vote because
GARI detrimentally relied upon it. The case was remanded with instructions that, inter alia, if the
evidence shows that it is the custom and usage that vote changes are not permitted, then the JOA
should be so interpreted.118

[b] 1977 JOA

11416 P.3d 465 (Okla. Civ. App. 2000).

151d. at 467.

116 Id.

117 See Oxley v. General Atlantic Resources, Inc., 936 P.2d 943 (Okla. 1997).

118|d. at 946.
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In 1977, the change of operator provisions were revised substantially.*'® Under the new scheme, if the
Operator terminates its legal existence, no longer owns an interest in the Contract Area, or is no longer
capable of serving as Operator, it shall cease to be Operator without any action by Non-Operator,
except the selection of a successor-12° The selection procedures are found in a separate provision and
state in relevant part:

Upon the resignation or removal of Operator, a successor Operator shall be selected by the Parties.
The successor Operator shall be selected from the parties owning an interest in the Contract Area at
the time such successor Operator is selected. If the Operator that is removed fails to vote or votes only
to succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more
parties owning a majority interest based on ownership as shown on Exhibit "A," and not on the
number of parties remaining after excluding the voting interest of the Operator that was removed.1

This provision, however, literally applies only upon the resignation or removal of the Operator and not
when Operator ceases to be Operator- Additionally, the voting procedure involves only instances
where the Operator that is removed fails to vote or votes only to succeed itself. Notwithstanding the
foregoing, it is the only procedure for selection of a new Operator and by implication must apply to
cessations as well.122 Therefore, under the terms of the 1977 JOA in the context of a producing
property sale, if the Operator assigns all of its interest in the Contract Area to a purchaser, the
Operator will cease to be Operator since it no longer owns an interest therein. Presumably, the parties
to the JOA then must select a successor Operator by the affirmative vote of two or more parties who
have a majority interest.

Additionally, the 1977 JOA dropped the concept from the 1956 JOA that if no new Operator is
selected, then the purchaser of the Operator shall be the new Operator. This omission creates several
potential voting issues. Firgt, if there are only two parties to the JOA, the voting must be unanimous.
In other words, one party, regardless of how small its interest, could block the selection of the
successor Operator. Second, if one party has at least 50% of the interest, regardliess of the number of
other parties, that one party could block selection of a new Operator. Third, if the voting endsin atie,
whether between two or more prospective Operators, then the selection process is thwarted. Some
commentators have stated that since the provision makes the cessation of the Operator's rights
contingent on the action of the parties to select a successor, inaction by the parties on the selection of a
successor may waive this provision.’22 The JOA is silent as to the procedure if the voting endsin atie
or if anew Operator is not selected pursuant to the procedure-

The 1977 JOA also changed the triggering event from a sale of the Operator's rights and interests to
the Operator no longer owning an interest in the Contract Area. This new concept is much broader and
includes any kind of transfer or disposition, not just a sale. It also is a more objective standard.1?* It

19 Articles V.B.1 and V.B.2 of the 1977 JOA; Talbot, supra note 109, at 2.
120 Article V.B.1 of the 1977 JOA.
121 Article V.B.2 of the 1977 JOA.

12Tabot, supra note 109, at 5. However, it may be argued that since the contract does not specifically address voting in the cessation
context, common law principles would apply.

123 Robert C. Bledsoe, "Current Problems Between Operators and Non-Operators in Operating Agreements,” 40th Inst. on Oil & Gas L. &
Tax'n 8-1, § 8.02 at 8-4 (1989); Tabot, supra note 109, at 2.
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also clarifies that the Operator shall be selected by the "Parties'!?> and from parties owning an interest
in the Contract Area at the time the successor Operator is selected-1%6 Because the selection is not
triggered until after titleis no longer vested in the Operator, the purchaser isaparty at suchtime and is
entitled to vote. The provision only requires owning an interest in the Contract Area and a record title
interest has been held to be sufficient to meet this requirement.?’ In the case of overlapping JOAS, a
party might still own an interest in the Contract Area, but not own an interest covered by that
particular JOA-128

The provision aso creates an exception that reads as follows: "A change of a corporate name or
structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor
corporation shall not be the basis for removal of Operator."1?® The language of the exception explicitly
states that these changes and transfers cannot be the basis for removal of the Operator- However, the
subject matter of the exception is totally unrelated to the basis for removal. Under the 1977 JOA, an
Operator may be removed only if it fails or refuses to carry out its duties, or becomes insolvent, or
bankrupt or is placed in receivership.t° The exception more appropriately applies to instances where
Operator no longer owns an interest in the Contract Area. A name change, a change in structure, and a
transfer of all of Operator's interest to an affiliate are all events that could be construed to leave the
Operator without an interest. However, the exception language clearly contemplates that these types of
changes and transfers should not trigger the selection of a new Operator. This is generally consistent
with the exception in the preferential right to purchase provision that permits similar events without
triggering that provision.’3! The exception further limits the transfer to a single entity- The language
also permits transfers to successor corporations. However, it is not clear whether this would include
successor partnerships, limited liability companies, or other business entities that are not corporations.

[c] 1982 JOA and 1989 JOA

While the change of operator provisions of the 1982 JOA and the 1989 JOA are substantially similar
to the 1977 JOA, there are some important differences. The revised language reads in relevant part: "If
Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or
is no longer capable of serving as Operator, Operator shall be deemed to have resigned without any
action by NonOperators, except the selection of a successor."132

124 Talbot, supra note 109, at 2.
125The 1977 JOA uses the term "Parties" in this provision, but Partiesis not defined in the JOA.

126 Article V.B.2 of the 1977 JOA.

127 Hill v. Heritage Resources, Inc., 964 SW.2d 89 (Tex. Ct. App.-El Paso 1997).

128 Talbot, supra note 109, at 6.
12 Article V.B.1 of the 1977 JOA.

130]d.

131 See Article VIIL.G. of the 1977 JOA.

12 Article V.B.1 of the 1982 JOA.
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The 1982 JOA revisions (and as carried forward in the 1989 JOA) clarify some of the concerns raised
above regarding the 1977 JOA- First, the outcome of no longer owning an interest is a deemed
resignation, not cessation of operatorship. This, coupled with the added references to resignation in the
selection of successor operator provision, confirms that the provision and the voting procedure apply
to resignations (deemed or otherwise), not just removals. Second, the potentia gap in the voting
procedure is now closed; an affirmative vote of two (2) or more parties owning a majority interest is
required to select a successor operator, not just required in situations where the Operator does not vote
or only votes to succeed itself. Third, with respect to the ownership requirement, the 1982 JOA and
1989 JOA confirm that the ownership interest must be with respect to that particular JOA, not in a
different JOA covering al or part of the Contract Area.

[3] AreOperator'sRights Assignable?: Santa Fe Energy Operating Partners, L.P. v. Universal
Resources Corp.

At least one unpublished opinion raises an interesting issue whether an Operator may assign its rights
to operate to a purchaser notwithstanding the change of operator provisions in the 1982 JOA.'* The
court reasoned that contract rights are assignable unless the contract relies on the persona trust,
confidence, skill, character, or credit of the parties-*3* The court found intent by the parties that the
JOA be assignable by pointing to language in the 1982 JOA (which language incidentally existsin all
four versions of the JOA) stating that the agreement is binding upon and shall inure to the benefit of
the parties and their respective heirs, devisees, legal representatives, successors, and assigns.'®
Because it found that the Operator's rights and obligations under the JOA are not so unique in the ail
and gas industry as to involve a degree of persona trust and confidence sufficient to meet the
exception, the court held, as a matter of law, that the Operator's rights to operate were assignable to its
purchaser-136

The non-operator had argued that the resignation and removal clause in Article V.B.1 of the JOA
superceded and negated the assignment clause. Without analysis, the court dismissed the non-
operator's argument by invoking a canon of construction that it must seek an interpretation that does
not render any provision of the contract meaningless.

The court cited three cases as support for its conclusion that the rights to operate were freely
assignable. In the case of Producers Qil Co. v. Gore,'3" the defendant non-operator argued that the
operating agreements in question imposed personal nondelegable duties upon the operator, rendering
them unassignable- The court found that the parties intended the agreements to be assignable since it
contained language making the agreement binding on successors and assigns, and since the duties to
be performed were not sufficiently personal.’3® However, in this case, at issue was whether the

133 See Santa Fe Energy Operating Partners, L.P. v. Universal Resources Corp., No. 07-95-0342-CV, 1996 Tex. App. LEXIS 3540 (Tex. Ct.
App.-Amarillo Aug. 14, 1996) (unpublished opinion).

¥ Seeid. at *7.
1B Seeid.

16 Seeid. at *8.

137437 F. Supp. 737 (E.D. Okla. 1977).
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preferential purchase rights could be assigned, not the rights to operate. Preferentia rights are not
rights unique to the Operator under the JOA, nor are there provisions specifically negating the right to
assign preferential rights.

A second case is Purvis Oil Corp. v. Hillin. 3 In Purvis, the facts involved a party that acted as
"suboperator” or contract operator to an Operator who was in bankruptcy- It was anticipated that the
suboperator would acquire the Operator's interest, but this never occurred. At one point the Operator
petitioned the court to permit assignment to the suboperator of its rights to receive and disburse
proceeds from oil and gas sales. The suboperator was subsequently elected Operator prior to the time
that it owned an interest in the Contract Area. Later it obtained an interest in the Contract Area from
parties other than the Operator. The issue in the case was whether the suboperator had been properly
selected as Operator at the time it did not own an interest in the Contract Area, not whether the
operating rights were assignable. The Operator did assign to the suboperator, with the bankruptcy
court's permission, certain rights to receive oil and gas proceeds. However, this was in its capacity as
suboperator under a suboperating agreement with the Operator, not in its capacity as purchaser of the
Operator'sinterest.

Finaly, the court in Santa Fe relied on Somont Qil Co. v. Nutter.20 In Somont, an unleased mineral
owner and a lessee entered into a "supplemental agreement to operate the mineral interests’ of the
unleased mineral owner-14! This six-page supplemental agreement was not a JOA and did not contain
a prohibition on assignment. The lessee eventually assigned its leasehold interest and the supplemental
agreement to Somont. The unleased mineral owner, after having disputes with the new lessee, filed
suit claiming, among other things, that the supplemental agreement was personal in nature and
unassignable. The court acknowledged that the principle of free assignability of contracts did not
include contracts that are personal in nature, but found that the duties imposed on the lessee as
operator of the properties were not so unique in the oil and gas industry asto prohibit assignment. This
case did not contain change of operator provisions and did not deal with thisissue at all.

These three cases clearly stand for the proposition that operations under the JOA are not so unigue in
the oil and gas industry as to involve a degree of personal trust and confidence sufficient to meet the
exception, and that the Operator's rights to operate are generally assignable. However, the Santa Fe
court erroneously concluded that the assignment clause is not superceded by the change of operator
provisions in the context of asale of all of the Operator's interest.

The case specificaly cites the language of Article V.B.1 of the 1982 JOA which states that if the
Operator no longer owns an interest in the Contract Area, it shall be deemed to resign without any
action by Non-Operators, except the selection of a successor. When an Operator assigns all of its
interest in the Contract Area, as did the Operator in the case at hand, the Operator is deemed to have
resigned and no longer has rights of operation to assign. As discussed above, there are voting
procedures set forth to select a new Operator in this circumstance and the purchaser of the Operator

138Seeid. at 739.

139890 SW.2d 931 (Tex. Ct. App.-El Paso 1994, no writ).

140743 P.2d 1016 (Mont. 1987).

1411d. at 1017.
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getsto vote. To ignore this provision and find that the Operator's rights are assignabl e to the purchaser
when the Operator sells al of its interests in the Contract Area is contrary to the court's stated
objective: to give effect to all provisions so none will be rendered meaningless.

These cases are particularly interesting and meaningful, however, in the context of an assignment by
the Operator of less than all of its interest in the Contract Area. In that event, the change of operator
provisions are not triggered and, under the authority of these cases, the Operator could assign its rights
of operation to its purchaser. Coupled with the conclusion in Hill v. Heritage Resources, Inc.1#? that a
record title interest is sufficient to satisfy the requirement that the Operator own an interest in the
Contract Area, a purchaser hypothetically could become the Operator and avoid triggering the change
of operator provisions by having the Operator assign all of its interest in the Contract Area to the
purchaser except a 1% record title interest, and assign its rights of operation- Of course, the interplay
of these provisions and other provisions in the JOA, particularly the preferential right to purchase,
would need to be examined.

[4] Observationsand Suggestions

Like the other provisions discussed herein, there are still some unresolved issues. One very important
issue that should be addressed is the voting procedure for selecting a successor operator in the event
no party receives the affirmative vote of two or more parties having a maority of the interest. For
selecting a successor operator in situations where the Operator no longer owns an interests, in the
event a selection is not made following the procedures, then the 1956 JOA concept can be revived to
automatically permit the purchaser of the Operator's interest to become the new Operator.1*3 The
exception language regarding a transfer of Operator's interest to any single subsidiary, parent
corporation, or successor corporation should be modified, if desired, to aso include other
noncorporate successors such as partnerships, limited liability companies, etc- Findly, if the parties
intend that the rights to operate are not to be assignable, then clear language evidencing that intent
should be added to the JOA.

§13.05 Conclusion

The Joint Operating Agreement is a principal document to the oil and gas industry and has served it
well. However, it is surprising how poorly some of the provisions are written. While no one can
anticipate every gap or ambiguity in drafting a contract provision, the JOA still does not address a
number of fundamental issues, particularly with respect to transfers of properties. The JOA is a very
complex instrument and may always have a Byzantine nature. But perhaps, by addressing some of the
issues raised herein, the number of strange and wrong valleys and imponderables may be somewhat
reduced.

§13.06 Appendix*

142964 SW.2d 89 (Tex. Ct. App.-El Paso 1997).

143 Any revisions to the voting procedures also must address failures to select a new Operator in the event of a resignation or removal of the
Operator. However, that topic is outside the scope of this paper.

144 The provisions published here are taken from the 1956, 1977, 1982, and 1989 versions of the A.A.P.L. Form 610 Model Form Operating
Agreement and are reprinted here with the permission of the American Assn of Professional Landmen (A.A.P.L.).
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[1] Preferential Right to Purchase Provisions

[a] 1956 Version
18. Preferential Right to Purchase

Should any party desire to sell all or any part of its interests under this contract, or its rights and
interests in the Unit Area, it shall promptly give written notice to the other parties, with full
information concerning its proposed sale, which shall include the name and address of the prospective
purchaser (who must be ready, willing and able to purchase), the purchase price, and al other terms of
the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms and conditions the interest which the other party
proposes to sell; and, if this optional right is exercised, the purchasing parties shall share the purchased
interest in the proportions that the interest of each bears to the total interest of all purchasing parties.
However, there shall be no preferential right to purchase in those cases where any party wishes to
mortgage its interests, or to dispose of its interests by merger, reorganization, consolidation, or sale of
all of its assets, or a sale or transfer of its interests to a subsidiary or parent company, or subsidiary of
a parent company, or to any company in which any one party owns amgjority of the stock.

[b] 1977 Version

Article VI11. G. Preferential Right to Purchase

Should any party desire to sell al or any part of its interests under this agreement, or its rights and
interests in the Contract Area, it shall promptly give written notice to the other parties, with full
information concerning its proposed sale, which shall include the name and address of the prospective
purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms of
the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms and conditions the interest which the other party
proposes to sell; and, if this optional right is exercised, the purchasing parties shall share the purchased
interest in the proportions that the interest of each bears to the total interest of all purchasing parties.
However, there shall be no preferential right to purchase in those cases where any party wishes to
mortgage its interests, or to dispose of its interests by merger, reorganization, consolidation, or sale of
al or substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
company, or to any company in which any one party owns a majority of the stock.

[c] 1982 Version

Article VII1. F. Preferential Right to Purchase

Should any party desire to sell all or any part of its interests under this agreement, or its rights and
interests in the Contract Area, it shall promptly give written notice to the other parties, with full
information concerning its proposed sale, which shall include the name and address of the prospective
purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms of
the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms and conditions the interest which the other party
proposes to sell; and, if this optional right is exercised, the purchasing parties shall share the purchased
interest in the proportions that the interest of each bears to the total interest of all purchasing parties.
However, there shall be no preferential right to purchase in those cases where any party wishes to
mortgage its interests, or to dispose of its interests by merger, reorganization, consolidation, or sale of
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al or substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
company, or to any company in which any one party owns a majority of the stock.

[d] 1989 Version

Article VI11. F. Preferential Right to Purchase (Optional - Must check box to make effective)

Should any party desire to sell al or any part of its interests under this agreement, or its rights and
interests in the Contract Area, it shall promptly give written notice to the other parties, with full
information concerning its proposed disposition, which shall include the name and address of the
prospective transferee (who must be ready, willing and able to purchase), the purchase price, a lega
description sufficient to identify the property, and all other terms of the offer. The other parties shall
then have an optional prior right, for a period of ten (10) days after the notice is delivered, to purchase
for the stated consideration on the same terms and conditions the interest which the other party
proposes to sell; and, if this optional right is exercised, the purchasing parties shall share the purchased
interest in the proportions that the interest of each bears to the total interest of al purchasing parties.
However, there shall be no preferential right to purchase in those cases where any party wishes to
mortgage its interests, or to transfer its interests to its mortgagee in lieu of or pursuant to foreclosure
of a mortgage of its interests, or to dispose of its interests by merger, reorganization, consolidation, or
by sale of all or substantially all of its Oil and Gas assets to any party, or by transfer of itsintereststo a
subsidiary or parent company or to a subsidiary of a parent company, or to any company in which
such party owns amajority of the stock.

[2] Maintenance of Uniform Interest Provisions

[a] 1956 Version
20. Maintenance of Unit Ownership

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered
by this contract, and notwithstanding any other provisions to the contrary, no party shall sell,
encumber, transfer or make other disposition of its interest in the leases embraced within the Unit
Areaand in wells, equipment and production unless such disposition covers either:

(1) the entire interest of the party in all leases and equipment and production; or
(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time the interest of any party is divided among and owned by four or more co-owners,
Operator may, at its discretion, require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such
party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners
of such party's interest within the scope of the operations embraced in this contract; however, al such
co-owners shall enter into and execute al contracts or agreements for the disposition of their
respective shares of the oil and gas produced from the Unit Area and they shall have the right to
receive, separately, payment of the sale proceeds thereof.

[b] 1977 Version
Article VIII. E. Maintenance of Uniform Interest
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For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered
by this agreement, and notwithstanding any other provisions to the contrary, no party shal sell,
encumber, transfer or make other disposition of its interest in the leases embraced within the Contract
Areaand in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in al leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If, a any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such
party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners
of such party's interest within the scope of the operations embraced in this agreement; however, al
such co-owners shall have the right to enter into and execute all contracts or agreements for the
disposition of their respective shares of the oil and gas produced from the Contract Area and they shall
have the right to receive, separately, payment of the sale proceeds hereof.

[c] 1982 Version

Article VIII. D. Maintenance of Uniform Interest

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered
by this agreement, no party shall sell, encumber, transfer or make other disposition of itsinterest in the
leases embraced within the Contract Area and in wells, equipment and production unless such
disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in al leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement and shall be made without prejudice to the right of the other parties.

If, a any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such
party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners
of such party's interest within the scope of the operations embraced in this agreement; however, all
such co-owners shall have the right to enter into and execute all contracts or agreements for the
disposition of their respective shares of the oil and gas produced from the Contract Area and they shall
have the right to receive, separately, payment of the sale proceeds hereof.

[d] 1989 Version

Article VI11. D. Assignment, Maintenance of Uniform Interest

For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas
Leases, Oil and Gas Interests, wells, equipment and production interests covered by this agreement no
party shall sell, encumber, transfer or make other disposition of its interest in the Oil and Gas Leases
and Oil and Gas Interests embraced within the Contract Area or in wells, equipment and production
unless such disposition covers either:
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1. the entire interest of the party in all Oil and Gas Leases, Oil and Gas I nterests, wells, equipment and
production; or

2. an equal undivided percent of the party's present interest in al Oil and Gas Leases, Oil and Gas
Interests, wells, equipment and production in the Contract Area.

Every sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement and shall be made without prejudice to the right of the other parties, and any
transferee of an ownership interest in any Oil and Gas Lease or Interest shall be deemed a party to this
agreement as to the interest conveyed from and after the effective date of the transfer of ownership;
provided, however, that the other parties shal not be required to recognize any such sale,
encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they
have received a copy of the instrument of transfer or other satisfacory evidence thereof in writing from
the transferor or transferee. No assignment or other disposition of interest by a party shall relieve such
party of obligations previously incurred by such party hereunder with respect to the interest
transferred, including without limitation the obligation of a party to pay al costs attributable to an
operation conducted hereunder in which such party has agreed to participate prior to making such
assignment, and the lien and security interest granted by Article VII.B. shall continue to burden the
interest transferred to secure payment of any such obligations.

If, a any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such
party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners
of such party's interest within the scope of the operations embraced in this agreement; however, al
such co-owners shall have the right to enter into and execute all contracts or agreements for the
disposition of their respective shares of the Oil and Gas produced from the Contract Area and they
shall have the right to receive, separately, payment of the sale proceeds hereof.

[3] Change of Operator Provisions

[a] 1956 Version
19. Selection of New Operator

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority of vote in interest, to select a new
Operator. If a new Operator is not so selected, the transferee of the present Operator shall assume the
duties of and act as Operator. In either case, the retiring Operator shall continue to serve as Operator,
and discharge its duties in that capacity under this agreement, until its successor Operator is selected
and begins to function, but the present Operator shall not be obligated to continue the performance of
its duties for more than 120 days after the sale of its rights and interests has been completed.

[b] 1977 Version
Article V.B. Resignation or Removal of Operator and Selection of Successor

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Area, or isno longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
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refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on
ownership as shown on Exhibit "A", and not on the number of parties remaining after excluding the
voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock
A.M. on the first day of the calendar month following the expiration of ninety (90) days after the
giving of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless
a successor Operator has been selected and assumes the duties of Operator at an earlier date. Operator,
after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A
change of a corporate name or structure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator
shall be selected by the Parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Area at the time such successor Operator is selected. If the Operator that is
removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on
Exhibit "A", and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

[c] 1982 Version
Article V.B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest
hereunder in the Contract Area, or is no longer capable of serving as Operator, Operator shall be
deemed to have resigned without any action by Non-Operators, except the selection of a successor.
Operator may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent,
bankrupt or is placed in receivership, by the affirmative vote of two (2) or more Non-Operators
owning a majority interest based on ownership as shown on Exhibit "A" remaining after excluding the
voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock
A.M. on the first day of the calendar month following the expiration of ninety (90) days after the
giving of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless
a successor Operator has been selected and assumes the duties of Operator at an earlier date. Operator,
after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A
change of a corporate name or structure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator
shall be selected by the parties. The successor Operator shall be selected from the parties owning an
interest in the Contract Area at the time such successor Operator is selected. The successor Operator
shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based on
ownership as shown on Exhibit "A"; provided however, if an Operator which has been removed fails
to vote or votes only to succeed itself, the successor Operator shall be selected by the affirmative vote
of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A"
remaining after excluding the voting interest of the Operator that was removed.

[d] 1989 Version
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Article V.B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest
hereunder in the Contract Area, or is no longer capable of serving as Operator, Operator shall be
deemed to have resigned without any action by Non-Operators, except the selection of a successor.
Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a
majority interest based on ownership as shown on Exhibit "A" remaining after excluding the voting
interest of Operator, such vote shall not be deemed effective until a written notice has been delivered
to the Operator by a Non-Operator detailing the alleged default and Operator has failed to cure the
default within thirty (30) days from its receipt of the notice or, if the default concerns an operation
then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof,
"good cause”" shall mean not only gross negligence or willful misconduct, but also the material breach
of or inability to meet the standards of operation contained in Article V.A. or materia failure or
inability to perform its obligations under this agreement.

Subject to Article VI1.D.1., such resignation or removal shall not become effective until 7:00 o'clock
A.M. on the first day of the calendar month following the expiration of ninety (90) days after the
giving of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless
a successor Operator has been selected and assumes the duties of Operator at an earlier date. Operator,
after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A
change of a corporate name or structure of Operator or transfer of Operator's interest to any single
subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision
of this agreement, a successor Operator shall be selected by the parties. The successor Operator shall
be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or
more parties owning a majority interest based on ownership as shown on Exhibit "A"; provided
however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes
only to succeed itself, the successor Operator shall be selected by the affirmative vote of the party or
parties owning a maority interest based on ownership as shown on Exhibit "A" remaining after
excluding the voting interest of the Operator that was removed or resigned. The former Operator shall
promptly deliver to the successor Operator all records and data relating to the operations conducted by
the former Operator to the extent such records and data are not already in the possession of the
successor operator. Any cost of obtaining or copying the former Operator's records and data shall be
charged to the joint account.

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall
be deemed to have resigned without any action by Non-Operators, except the selection of a successor.
If a petition for relief under the federal bankruptcy laws is filed by or against Operator, and the
removal of Operator is prevented by the federal bankruptcy court, all Non-Operators and Operator
shall comprise an interim operating committee to serve until Operator has elected to reject or assume
this agreement pursuant to the Bankruptcy Code, and an election to regject this agreement by the
Operator as a debtor in possession, or by a trustee in bankruptcy, shall be deemed a resignation as
Operator without any action by Non-Operators, except the selection of a successor. During the period
of time the operating committee controls operations, all actions shall require the approval of two (2) or
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more parties owning a majority interest based on ownership as shown on Exhibit "A." In the event
there are only two (2) parties to this agreement, during the period of time the operating committee
controls operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy
court shall be selected as a member of the operating committee, and al actions shal require the
approval of two (2) members of the operating committee without regard for their interest in the
Contract Area based on Exhibit "A."
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