
 

 

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, ¶¶ 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, 

¶ 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, ¶¶ 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. 

 

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, I 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 

 
 

mailto:jcochran@kmd.law


STATE OF NEW MEXICO 
COUNTY OF LEA 
FIFTH JUDICIAL DISTRICT COURT 

ATLAS OBO ENERGY LP, 
Plaintiff, 

V. 

CENTENNIAL RESOURCE PRODUCTION, LLC, 
Defendant. 

FILED 
5th JUDICIAL DISTRICT COURT 

Lea County 
11/10/2021 9:10 AM 

NELDA CUELLAR 
CLERK OF THE COURT 

Cory Hagedoorn 

No. D-506-CV-2021-00991 

Case assigned to Shoobridge, William G. W. 

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

Plaintiff Atlas OBO Energy LP ("Plaintiff' or "Atlas") files this Plaintiffls 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 irreparably 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 "Properry"). 

Defendant also claims an alleged 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 
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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. In 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. 

III 
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. 

IV 
BACKGROUND 

7. In two (2) separate matters initiated by Defendant with the OCD (specifically, 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. 
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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, Article 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 Plaintiffs 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 
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rights notice received from Legacy regarding the sale of the wellbores to SBI, but Legacy promptly 

ignored this exception. Id. 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 

from Plaintiffls 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 Properry before the 

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

suffered by Plaintiff. 

v 
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 to 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 
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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. ChespoYt, 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 

Properry to unlawfully benefit thereby. 

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

is no exception to the requirement to procure the written consent stated within the JOA. As such, 
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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 "[i]n 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. In consideration 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 
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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 Properry 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 Plaintiffls 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 Properry. 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. As Plaintiff 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 Cmty. Pres. Comm'n v. Mineta, 373 F.3d 1078, 1083-84 (lOth 

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 
REOUEST FOR RELIEF 

42. Plaintiff Atlas OBO Energy LP respectfully request that this Court issue 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 
j cochran@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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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. CochYan 
Joshua D. Cochran 
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' A.A.P.L, 610 - MODr.'L F RM OPERATING AGREEMENT - 1977 

OPERATING AGREEMENT ; 

kGREEMENT,- entered into by and between AMOCO PRODUCTION COMPANY 

, hereinafter deslgnated and 
as "Operator", and the signatory party or parties olher lhati Operator, sometimes hereinafter 
individually herein aa "Non-Operator", and collectively af !'Non-Operators", 

• ~ 
WITNESSETH: 

EAS, lhe parlies to this agreement are owners of oil and gas Ieases and/or oil and gas in- 
he land identified ln Exhibit •'A", and lhe parties hereto have reached an agreement to explore 
p these leases and/or oil and gas intereats for the production of oll and gas to the extent and 
'ler provided: 

THEREFORE, it is agreed as follows: 

ARTICLE 1. 
DEFINITIONS 

d in this agreement, the following words and lerms shali !have the meanings here asoribed 

term "oil and gas" shall mcan oil, gas, casinghead gas, gas; condensate, and all other liquid 
hydrocarbons and other marketable substances produced' therewith, unless an intent to 

iclusiveness of tttls lerm is specifically stated. 
terms "oil and gas lease", "lease" and "leasehold" ehall ': mean the oil and gas leaees cov- 

t of land lying within the Contract Area wliich are owned by' the parties to this agreement. 
term "oil and gas interests" shell mean unleased., fee and mineral Interests in tracts of 
witltln the Contract Area which are owned by parties to' ttiis agreement. 
term "Contract Area" shall mean all of the lands, oil and.'gae Ieasehold Interesls and oil 1 

tcrests ]ntended to be developed and operated for oil and QaB purposes under this agreerttent. 
, oil and gas leasehold interests and oil and gas interests ai•e',desaribed in Exhibit "A". 

term "dt•illing unit" shall mean the area fixed for the drllling of one well by order or rule 
te or federal body havitig authority. If a di•illing unit is not fixed by any such rule or order, 
unit shall be the drilling unit as established hy the pallerti of drilling In the Contract Area 
I by ey.press agreement of lhe Drilling Parties. i 

term "dril)site" shall mean lhe oil and gas lease or interest an which a proposed well ls to 

~ terms "Drilling -Party". and "Consenting Party" shall mean a party who agrees to foin In 
s share of the cost of any operation conducted under the jprovisions of this agreement. 
: terms "Non-Drilling Parly" and "Non-Consenting Party"? shall mean a party who elects 
licipate in a proposed operation. 

the conlext otherwise clearl indicates, words used In the i l plural, the y S~'ngular include the 
udes the singular, and the neuter gender Includes the m33culine and the felninine. 

ARTICLE 11. t 
ExIIIOITS i -. 

)llowing exhlbits, as indicated below and attached hereto, ! a~re inaorporated in and made e 

Ilit

 

"A", shall include the following Information:  
Identification of lands subject to agreement, 
Restrictions, if any, as to deplhs or fornietions, 
Percentages or fractional interests of parties to this agreer~ent, 
Oil and gas leases anti/or oil attd gas interests subicct to i41~(s agreement, 
Addresses of parties for nolice purposes.  
ibit "B", Form of Lease. ; 
ibit "C", Accounting Procedure. ; 
iibit "D", Insurance. i 
ibit "E", Gas Balancing Agreement, i 
ibit "F", Non-Discrimination and Certification of Non-Segr,egated Fac[li 

nibit "G",Tax Partnership Recognition 
y provision of any exhibit, except Exhibit "E", is inconaist'ent with an3 
ly of thia agreement, the provislons in the body of this agrcement ehall 

i 
, 
~ 

-1-
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i 
~ 

ARTiCLE llf. 
INTERESTS OF PARTIES ~ 

A. OIl ajid Gas Iateresh: 

If anl,  party owns an unleaeed oil and gas intereet in tlte Contract Area, 
during t e term of this agreeizient and for the purposes thereof that interest 
shall be treated, and the owner ehall receive royalty on production, as 
prescriloed in Exhibit "B" hereof. Such party ehall be subject to all the 
proviei ne of thie agreement relating to leeseee to the extent that it owns 
the lese e interest. 
H. lnlere t of Partles in Cosls and Produetloo: 

Exhib t"A" lists all of the parties and thelr respective percentege or fractlonal lnterests under thls 
agreement Unlesa changed by other provisions, a11 costs and liab(llties Incurred in operatlons under 
this agree ent shall be borne and peid, and all equipment and m®terial acquired In operations on the 
Contract joea shall be owned by the parties as their interests are shown in Exhibit "A". All produc- 
lion of oil and gas from the Contract Area, aubject to lhe payment of lessor's royalties orieialr-wwiii•+Ya 

, shall also be owned by the parties !n the same manner during the term 
hereof; pr vided, however, this shall not be deemed an assignment or cross-assignment of interests cov-

 

ered her by. 

ARTICLE IV. 
TITLEt3 

,n 

Examinqtiont ; 

examination shall be made on the drilisile of any proposed well prlor (o commencement of 
)erations or, If the Drilling Parties so request, title examination shall be'made on the• leases 
I and gas interests included, or planned to be Included, in the drilling unit around such wel1. 
on will include the ownership of the working interest, minerals, royalty, overriding royalty 
iction payments under the applicable leases. At the time alwell Is proposed, each party can- 
leases and or oi1 and gas interests to the drillsite, or to be included in such drilling unit, shall 
i Operator a11 abstracts (including Federal l.ease Status Reports), title opinions, title papers 
ive material in Its possession free of charge. All such information nol in the possession of or 
ilable to Operator by the parties, bul necessary for lhe exrirnination of title, shall be obtained 
tor. Operator shall cause title to be examined by attorneys!on ita staff or by outside attorneys. 
all title opinions shall be furnished to each party hereto. iThe c:ost incurred by Operator in 

program shall be borne as follows: 

i of abstracts, fees paid outside attorneys, and costs inLurred by 
r in prQ.curing curative materials to satisfy requirement;,of the 
ig attoxrtey (including brokers' per diem and ekpenses. cot;ts of repro-

 

~ etc..,_but excluding costs of services rendered by Operqtor's personnel) 
e charged t';o the joint account, but no such charge shall be made for 
s of Opl;rator's own attorneys in examination of title. Except as pro- 
ereinabgve with regard to the drillsite of a proposed we1l, each party 
e resplihsible for, and shall hear the cost of; all title examinations 
ay be nccessary (i.e., division order and shut-in gas roya.lty opinions, 
n connettion with any interest in.the Contract Area which such party 
Jected:to this agreement. j .. '~. 

party ah;ill be responatble fur securing curative matter and pooling amendments or agreements 
in connection with leases or oil and gas interests contributed by sueh party. 7he Operator shall be 
ile for the preparatiun and recording of Pooling DeslgnaUbns or Deolaralions as well as the 
of hearings before Governmental Agencles for the securine of spaoing or poollng ordell!. This 
prevent any party from appearing on ita own behalf at any such hearing. W 

i 
vell shall be drilled on the Contract Area until after (1) the title to the drillsite or d unit 
examined ac above provided, and (Z) the lille has been approved by the exantlning att ey or 
been accepted by all of lhe parties who are to participate in the drilling of the welL k'1 

i J 

of Tltle: ! al  „ -'`'~':r. 'a 
• ~ ~1~ ~s~\ 

'allure of Title; Should any oll and gsa interest or lease,ior interesl therein, , s ugh 
d title, which loss rnults in a reduction of interest from that ahown an Exhibit ~'~ic ~ ee- 
evertheless, shall continue in force as ta all remaintng oil and Qas leases an ~.• „~. 
The party whose oil and gas lease or intetest is affected i by the title fail s..aball..bas►r• t:lu~.l 
-e losa and It shali not be entitled to recover trom Operator or'the other partieSafly.il~litproenL-
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1 or operat ng costs which it may have theretofore paid, but there shell be no monetary llability on ita 

Z part to tt e ather parlies herelo far drilling, development, operating or other similar costs by reason of 

3 such tille (ailure; and 
4 (b) There shall be no retrbective adjustment of eupenses incurred or revenues recelved from the 
8 operation of the Interest which has been lost, but the interests of thejparties shall be revised on an aare• 
6 age basis, as of the time il is determined finally that title failure hai: occurred,,so that the interest of 
7 the party wltose lease or interest is affected by the title failure will thereafter be reduced in the Conlraot 
8 Area by I he amount of the interest lost; and : 
9 (c) I r the proportionate inlerest of the other parties herelo in any producing well theretofore drilled 

10 on the C ntract Area is increased by reason of the title failure, the party whose title has failed ahall 
il receive th proceeds attributable to the increase in such interests (less costs and burdens attributable 

12 thereto) lintil it has been reimbursed for unrecovered costs paid by it in connection with such well; 
13 and 

14 (d) Should any person not a party to this agreement, who is detet•mined to be the owner of any in- 
1S terest ln the title which has failed, pay in any manner any part of the cost of operation, development, 
18 or equipnient, such amount shall be paid to the party or parties who bore ttte costs which are so refund- 
17 ed; and 

18 (e) Any liability to account to a lhird party for prior production of oil and gas which arises by 
18 reason of title* failure shall be borne by the party or parties in the saroe proportions in which they ehared 
20 . in such p lor production; and 
21 (f) D o cliarge shall be made to the joint account for legal expeiises, fees or salarles, in connection 
22 with the defense of the interest claimed by any party hereto, it being the intention of the 'partter 
23 hereto thi t each shall defend title lo its inlerest and bear all expenses lri connection therewith. 
24 

23 2. L ss by Non-Paymetit or Erroneous Payment of Amount Due:i If, through mistake or ovejsight, 
26 any renl I, shut-in well payrnent, ntinitnum royalty or royalty payment, Is not paid or is erronl:ously 
27 paid, and as a result a lease or Interest therein lerminates, there shal) be no monetary liabilily againet 
28 the party who failed to make such paymenl. Unless the party wlto falled to make the required payment 
20 secures a new lease covering lhe sarne interest within ninely (90) doys from the discovery of the fail- 
30 ure to m ke proper payrnent, which acquisition wi11 not be subject lo Article VIII.B., the Inleresta of 
31 the partie shall be revised on an acreage basis, effeclive as of tlie da'te of termination of the le5se in- 
32 volved, aiid the party wlto failed to make proper payment will no longer be credited with an interest in 
33 the Contr ct Area on account of ownerstiip of ttie lease or interest whicit has terminated. In the event 
34 the party who failed to make the required payment sT:all no{ have been fully reimbursed, at the time of 
35 lhe loss,f om the proceeds of tlte sale of wl and gas attributable to the Inst interest, calculated on ■n 

36 acreage b sis, for the development and operating costs therelofore pald on account of such interest; lt 
37 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its shure ol the 
38 cost 4f iLny dry hole previously drilled or wells previously abandoned) from so much of the following 
39 as is nece sary to effecl rei►nbursement: 
40 (a) froceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost 
41 interest, cn an acreage basis, up to the amount of unrecovered costs; 1 
42 • (b) F roceeds, less operating expenses, thereafter accrued attributable to the lost interest'on an 
43 acreage b sis, of that portion of oil and gas tttereafter produced and marketed (excluding production 

• 44 from any wells thereafter drilleci) wliicli, in the absence uf stich lease termination, would be atlri6table 
45 to the los interest on an acreagc basis, up lo the amount of unrecovered costs, the proceeds of said 

46 portion of the oll and gas to be contributed by ttte other parties in ;proportion to their respeciive in- 
47 terests; e d 

48 (c) ny monles, up to the' amount of unrecovered costs, that maq be paid by any party who is, or 
49 becomes, he owner of the interest lost, for lhe prlvilege of participnting in the Contract Area or be- 
50 coming a party to this agreeme(1t. 
51 

52 3. Offier Losses: All losses incurred, othcr than those set forthi in Articles IV.B.I. and fV.B.2. 
53 above, sh 11 not be considered fa:lure of title but sha11 be joint losses and shall be borne by all parties 
54 in propor ion to their interests.'•.`Phere shall be no readjustment of inlerests in lhe remaining porllon of 
55 the Contr ict Area. i 
50  
57 ARTICLE V. ~ F; 
58 OPERATOR  I 
59 ~ 

60 A. DESI NATION AND RE.SPONSILiIL1TiES OF OYERATOR:  
61  
82 AMOCO PRODUCTION COMPANY sha te the 

63 Operator f the Contract Area, and shall comiduct and direct and have full control of a11 operttons on 

84 lhe Contr icL Area as permitted and required by, attd within ti►e limits of, this agreement.,'il-_ L con- 

65 duct atl s ich operations in a good and workmanlike manner, but it shall have no liabil}ty( qs bpilrator 

e6 to the ott er parties for losses austained or liabilities incurred, except! such as may r~41J Tra•ri,gron 
`  87 negligenc or willful misconduct. i ti•~r  ~~„ 

68 i nrJ~ ^a
 

70  
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1 B. Resig ■lion or liemoval of Operaldr and Selecllon of Succeseor: 

2 
3 l. Re I nation or Removal of Operator: Operator may resign at'any lime by giving written notice 

4 thereof to Non-Operators. If Operator terminates its legal exietence, no longer owns an interest ln the 

5 Contract rea, or is no longer capable of serving as Operator, It shall' cease lo be Operator without any 
8 action by on-Operalor, except the selection of a successor. Operator,' may be removed if it faile or 
7 refuses lo carry out Its duties hereundrr, or becomes insolvent, bankrupl, or is placed in receivership, 

8 by the af irmalive vote of two ('L) or more Non-Operators owning a majorily inlerest based on owner- 
9 sliip as sh wn on Exhibit "A", und nuL un the number of parlies remalning after excluding the voting 

10 interest u Operator. Such resignation or remuval shall not become effective until 7:00 o'clock A.M. 
11 on the fir t day of the calendar month following the expiration of nincty (00) days afler the givina of 

12 notice oL i esignation by Operator or action by lhe Nan-Operatori to remove Operalor, unless a successor 
13 Operator ias been selected and assumes tlte dulies of Operator at an eiirlier date. Operator, after effect- 
14 ive date ct resignation or removal, shall be bound by the terms ttereoL as a Non-Operator. A change of 
15 a corpora e name or struclure of Operator or transfer of Operator'a 'interest to any eingle subsidiary, 
18 parent or successor corporation shall not be tlte basis for removal of bperator. 
17 
18 2. S leclion of Successor O erator: Upon the resignation or removal of Operator, a suecesaor Op- 
IB erator sh 11 be selected by the Parlies. The successor Operalor shall be selecled from the parties owning 
20 an intere t in the Contraet Area at the time such successor Operator is selected. If ithe Operator lhat 
21 is removei falls to vote or votes only to succeed itself, the succescor !Operator ehall be selected by the 

22 affirmati e vote of two (2).or more parties owning a majority inteiest based on ownerehip as shown 
23 on Exhibil "A", and not on the nutnber of •parties remaining after excluding the voting interest of the 
24 Operator that was removed. ~• 
26 a i 
28 C. Empl yees: 
27 y 
28 The riumber of employees used by O~erator in conducling operalions hereunder, their selection, 
29 and lhe tiours of lab and the compensation for set•viccs performed, i ahall be determined by Operator, 
30' and all s clt. employees shall be the• employees oL Operatur. ; 
31 
32 D. Drili ng Contracts: ! 
33 
34 All •  ells drilled on the Contract Area sha11 be drilled on a compelitive contract basis at the usual 
35 rates prc ailing in the area. If it so desires, Operator rttay employ its own tools and equipment in the 
36 drilling of wells, but its charges therefor shall not exceed the prevaiting rates in the area and the rate 
37 of such' harges shall be agreed upun by the parties ln writing before drilling operations are com- 
38 menced, 3nd such work shall be peeformed by Operator under the same lerms and conditions as are 
39 customarV and usual In the area in contracts of independent contractors who are doing work of a sim- 
40 ilar nal re. 
41 3 
42 t  ARTICI.E Vl. 
43 DIt11.LING AND DEVELOPMENT 
44 n. 

45 A. Inili l Well:  
46  
47 On cr before the 15th day of December , 1979 ,1Operator shall commence the drill- 
48 ing of a we)1 for oil and gas at the following location: j 

49 on the SE/4 of S~ction 7, Tawnship 22 South, 
50 . Range 35 East, l,~~l County, IJew Mexico 
sl  
52 ' i 
53 and sha 1 thcreafter continue lhe drilling vaf the wel) with due diligence lo 

sa Contract Depth, ~s defined hereinaft'er in . 
55 Article XV of this agreement, 
58 ; 
57  
58 unless g anite or other practically impenetrable substancc or condition in the hole, which rltnderc 

59 further rilling lmpractiaal, is encountered al a lesser depth, or unless al( parties agree to eumnl ete or 

80 abandon the well at a lesser deptit, . 

61 ~. • 
82 Ope etor shall make reasonable tests oL all formations eticountered during drilling whiche in-

 

83 dication of containing oil and gas ht quantities oufficicnt to lesl, unless this agreernent eltoll b~ tmf.ted 

84 In its a plication to a specific Lormntion or Lurmatione, in which event Operator ohail ;l~`teq d lo 

65 test onl the lormetion or formations to wliich thle agreement may apply.  

68 i .'r+. ' 

87 If, n Operator's judgment, the well will not pt•oduce oil or gas in paying quanlities,'and'tt 'shea 

aB to plug and abandon the well as a ciry hole, it nhall first secure the consenl of ait
+
.-t  

09 plug and abandon sarne as provided in Article V1.E.1• hereof. ~ 1• 

70 i I •.. . 
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1 B. Subae uent Operallona: ; 
2 
3 1. Pr osed O erations: Should any party hereto desire lo drill any well on the Contraet Area 
4 other than the we11 provided for in Arlicle VI.A., or to rework, deepen or plug back a dry hole drilled 
5 at the )oi l expense of all parlies or a well jointty owned by all the partiea and not then producing 
8 in paying quanlities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
7 other parl es writien notice of the proposed operation, specifying the work to be performed, the loca- 
8 tion, proF ased depth, obJective . forfnution aud the eslirnated cost of ahe operation. The parties receiv- 
9 ing such i notice shall have thirty (30) days after receipt of the riotice within which to notify lhe 

10 partiee wi hing to do the work wheitier• they elcct to participate In LHe cost of the proposed operation. 
11 If a driili g rig is on lacntion, notice ot proposal to rework, plug bock or drill deeper may be given 
12 by teleph ne and the response period shall bc limited to forty-eight,(48) hours, exclusive of Saturday, 
13 Sunday o legal holidays. Failure of a party receiving such nolice to reply within the period abovo fixed 
14 shall cons itute an election by that party not to participate ln the cost of the proposed operation. Any 
15 notice or response given by telephone shall be promptly confirmed in;writing. 
18 
17 2. O erations by Less than AII Parties: If any party receiving'such notice as provided in Artiele 
lg VI.B.1. ot V1.E.l. elects not to participate in lhe proposed operation; then, In order to be entitled to 
19 lhe benet ts of this article, the party or partics giving lhe nolice and auch other parties as shall elect 
20 to partici ate in the operation sha11, within sixty (80) days after the expiration of the notice period of 
21 thirty (3 ) days (or as promptly as possible after ttre expiration of ;the forty-eight (48) hour period 
22 where th drilling rig is on location, as the case may be) actually 'commence work on the proposed 
23 operation and complele it with due diligence. Operator sha11 perform all work for the account of the 
24 Consentir g Parties; provided, however, if no drllling rig or other equipment is on location, and lf Op- 
25 erator is a Non-Cunsenting Party, ttie Consenting Parties sthall either: (a) request Operator to perform 
28 the work required by suctr proposed opera►ion far the account of the Consenting Parlies, or (b) desig• 
27 nale one (1) of the Conscnting Partiea as Opurator ip perform such work. Consenting Partles, when 
20 conducLiiig operations on the Corttract Area pursutlnt lo this Article VI.B.2., shall comply with all terms 
29 ond cont itions of this agreement. i 
30 
31 If 1 ss lhan all parties approve any proposed operation, the proposing party, immediately after the 
32 expirati n of the applicable noticc period, shall advise lhe Consenting Parties of (a) the total interest 
33 of the p rties approving such oparntion, and (b) ils recommendatioti ns to whether the Consenting Par-

 

34 ties shoikid proceed wittt the operation as prolrosed. Each Cunsenting Party, within forty-eight (48) 
'35 hours ( xciusive of Saturday, Sunday or legal holidays) after reccipt of such notice, stlall advise the 
38 proposing party of its desire to (a) limit participation to such party's interest as shown on Exhiblt "A", 
37 or (b)' arry its proportiunate part of Non-Consenting Parties' intcrest. The proposing party, at its 
38 election, may withdraw such proposal if there is insufficient parlicipation, and shall promptly notify 
39 all parll s of such decision. 
40 

• 41 The entire cosl and risk of conducting such operations shall be~ borne by the Consenting Parties in 
42 the proliorLions they have elected to bear sarne under the terms of the preceding paragraph. Consenting 

43 Parties shall kecp the lcaseliold esletes invulved in such operations free and clear of all liens and 
44 encumb onces of every kind crealed by or arising lrorit the operatiotts of the Consenting 1'arties. If such 
45 an o tion results in a dry, ]tole, the Consenting Parlies shall plug' and abandon the well at their sole 
46 cost, ri

per
 k and expense. If any well drilled, reworkgd, deepened or plugged back under the provisions 

47 of this rlicle results In a producer of oil and; or gas in paying quantities, the Consenting Pnrlies shall 
48 comple e and eqllip the viell to produce at their sole cost and riek; and the well shall then be turned 
40 over lo Operator and shall be operated by il at the ex~+ense and'for lhe account of lhe Consenting Parties. 
50 Upon c mmencemenl of operations tor tlte drilling, refiorking, deepening or plugging back of any such 
51 well b Consenting Parties irl accordance wilh Ihe prov'sions of this Article, eaclt Non-Consenting Party 
52 shall deemed to have relinquished to Consenting karties, and ttre Conaenting Partiea sltall own and 
53 be enti led to receive, in proportion to tlteir respccti'vc interests, a11 of such Non-Consenting Party's 
54 interes in the well and share of Nro(hrclion therefroru until the procceds of the ®a1e of such share, 
55 calcula ed at the well, or market value thereof if sucl. sliare is not sold (after deducting production 
58 taxes, oyalty, overriding royalty and other interests existing on the effective date hereof, payable out of 
57 or me sured by the production from such well accruing wlth respect to such interest until It ~verta) 

58 ahall qual the total of the following: ! ~ 
59  
80 (a) 100% of each sttclt Non-c:onsenting Parly's share of the; cost of any newly acquired., llface 

81 equiprient beyond the wellhead connections (tncluding, but not ~limited to, stock tanks, se ator:, 

82 treate s, pumping equlpment and piping), plus 100% of each such Non-Consenting Party's sha, ! t the 

83 cost o operation of the well commencing with first production and continuing until each su on- 

84 Conse iting Party's relinquished interest shall revert to it under other provisions of this Art)Cloi: (Ueing 

05 agreet, lhat each Non-Consenting Parly's share of such cnsts and e4ulpment will be tha ?' e~e t~1  hich 

88 woul have been chargeable to each Non-Consenting Party had Il!participated ln the vv~eY,tJ` be-

 

07 ginn g of the operation; and ~4,.,~;;;.,•,~sy 

.:...~,.~ ~.•: 
ee () 300 96 of that portion of the costs altd exlxnses of driililig reworking, deep~,pj,pa„Q~„p~UflB~(1rI, 

70 back, testing and completing, after deducting any cash contributidns received under AFliq.Wt!YW11Sa+2and 
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I 300 gk, of that portion ol the cost of newly acquired equipment in the well (to and including the well-

 

2 head onnections), which would have been chargeable to such Non-Consenting Party if it had partici- 
3 pated therein. 

4 

5 as production attributable to any Non - Consenting Party's relinquished interest upon euch Party'e 
8 electi n, shall be sold to Its purcttaser, if available, under the terms of its existing gas salet con- . 
7 tract. Such Non - Consenting Party shall direct its purchaser to remit lhe proceeds receivable from 
8 such ale direct to the Consenting Parties until the amounts provided for in this Article are recov- 
3 ered ront lhe Non - Consenting I'arty's relinquished interest, If such Non - Consenting Party has not 

10 conlr cted for sale of ils gas at the titne such gas is available for delivery, or has not made the elec-

 

11 tion a provided above, the Consenting Parties shall own and be entitled to receive and sell such Non- 
12 Conse ting Party's share of gas as hereinabove pruvided during tlte recoupment period. 
13 

14 D ring the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
]5 of pro uction, or the proceeds therefrum, Consenting Parties ahall be responsible for the payment of 
16 all pr duction, severance, gathering and other taxes, and all royalty, overriding royalty and other 
17 burde applicable to Non-Consenting Party's share of production. 
la 

19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 
20 be per itted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all suc equipment shall remain unc•hanged; and upon abandonment of a well after such reworking, 
22 pluggi g back or deeper drilling, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party rec:eiving its proportionale part in kind or in value, less cost of 
24 salvage 

25 

26 Wi hin sixty (60) days after the completion of any operation under this Article, the party con- 
27 ducting thc operations fur the Cun:enting Parties shall furnistt each Non-Consenting Party with an in- 
28 ventory'of the equipment in and connected to the well, and an itemized statement of the cost of drilling, 
29 deepeni g, plugging back, testing, completing, and equipping the well for pt•oduction; or, at its option, 
30 the ope ating party, in lieu of an itemizecl statement of such costs of operation, may submit a detailed 
31 stateme t of monthly billings. Each rrtornth thcreafter, during the time the Consenting Parties are being 
32 reimbur ed as provided above, the Party conducting the operations for the Consenting Parties shall furn- 
33 ish the Non-Consenting Parties with an itetnized statement of all costs and liabtlities incurred in the 
34 operatio of the well, together with a statemant of the quantity of oil and gas produced from it and the 
35 emount f proceeds realized from the sale of the well's workitig ittterest production during the preceding 
36 month. In determining tthe quantity of oil and gas produced during any. month, Consenting Parties 
37 shall us industry accepted methods such as, but not limited to, metering or periodic well tests. Any 
38 amount calized from the sale or other dispositiun of equiprnent newly acquired in connection with any 
39 such op ration which would have been owned by a Non-Consenting Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in deter ining when the inlerest of such Non-Consenting Party shall revert to it as above provided; 
42 and if th re is a credit balance, it shall I;e paid to such Non-Consenting party. 
43 

44 1f e d when the Conscnting Parlies recuver from a Non-Cotisenting Party's relinquished interest 
45 the amo nts provided for above, the relinquislted interests of such' Non-Consenting Party shall auto-

 

46 matically revert to it, and, from and after such reversion, such Non=Consenting Party shall own the same 
47 interest i such well, the material and eqttipment in or pertaining" thereto, and the production there- 
49 from as uch Non-Consenting Party u•ould have been entitled to hed it participated in the drilling, 
49 reworkin , deepening or plugging back of said well. Thereafter, such No.n-Consenting Party shall be 
50 charged ith and shall pay its propurtiunate part ot the furiher costs of ttte operatian of said well in 
51 accordan e with the ternis of ttiis agreemcnt and the Accounting;'Procedure, attached hereto. 
52  
53 Notw thstanding the provisions of this Article VI.D.2., it is agreed that without the mutual consent 
54 of all pa ies, no wells shall be cornpleted in or produced from a'source of supply from which a well 
55 located e ewhere on the Contract Area is producing, uulesa such well conforms to the then-existing 
56 well spac ng pattern for such source of supply. " 
57 ~ 

5a The rovisions of lhis Article shall have no application whatsoever to the drilling of thQ dnttfal 
59 well desc ibed in Article VI.A. except (a) when Option 2, Article VIi.D.l., has been selected~r (b) 
60 to the re orking, deepening and plugging back of such initial well, if such well is or thereaft ~ shall 
61 prove to e a dry hole or non-commercral well, after having been drilled to tlte depth specified ir~Artiele 

62 VI.A. h'j 

83 ......ti~lj ~. 
64 C. itight to Trrke Productiort ln Kind: A;- 
65  

~ 
68 Each arty shall have the righl to take in kind or separately dispose of its propo~tktAale~r,)lare ot 

67 all oil and gas produced from the Contract Area, exclusive of production which may bo~. usod '' de- 

68 velopment and producing operations and in preparing and treating oil for mark 
disp 

ti ' rwd a 

69 production unavoidably lost. Ariy extra expenditure incurred In the taking in kind~or.s~aral~3:o.-.I 

70 sitlon by a y party of its ptvportionate share of the production shall be borae by ~ucti=part~'_tllny---J 
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. j 

1 party taking its share of production in kind shall be required to pay for only Its proportionale shate 

2 of such part f Operator's surface facilities which it uses. The provision for taking production 
in kind is recognized as each,,pariner's right to. determine the market for a propor-
tionate sh re of the sales. Incotne Irom sucll i'riarkets stlall be recognized by the 
partnersh'p and allocated respectively to the partner wh'o designated the market. 

3 
4 Each par y sliall execule such division orders and contracts as may be necessary for the sale of its 
5 interest in pr duction from the Contract i.t•ca, and, except as provided in Article VII.H., shall be entitled 
6 lo receive pa ment direcl from the purchaser thereof for ils sltare of all! productLon. 
7 
8 In the e ent any parly shall fail to make lhe arrangements necessaryi  to take In kind or separalely 
U dispose of its proportionate share of tha uil und gus produced from the Contiract Area, Operator shall have 

10 the righl, su ject to the revocation at will hy the party owning it, but noi the obligation, to purchase such 
11 oil and gas or se11 it to others at any time and from time to time, for ihe account of the non-taking 
12 party al the best price obtainable in the area for such production. Anyjsuch purchase or sale by Op- 

13 erator shall be subject always to the right of the owner of the production to exercise at any lime its 
14 right to take in kind, or separately dispose of, its share of all oil and gds not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share!of oil and gas shall be only for 
16 such reasona le periods of time as are consistent with the minimum neieds of the industry under the 
17 particular ci cumstances, bul in no event for a period in excess of one '(1) year.. Notwithstand►ng the 
18 foregoing, O erator shall not make a sale, including one into interslate !commerce, of any olher party's 
19 sliare nf gas pt•uduction without first givtng such otl,er party lhirty (30) days notice of such intended 
20 sale. ; 

C~
1 

2 In the vent one or more parlies' separate disposition of its share of' the gas causes split-stream de-
r 3 liveries to parate pipelines and or deliveries which on a d day ay-to- basis for any reason are not 

~4 exactly equ Ll to a party's respective proportionate share of total gas'sales to be allocated to il, the 
1!5 balancing o accounting between the respective accounts of the parties shall be (n accordance with 

- 26 any Gas Bi lancing Agreement between the parliee hereto, whether such Agreeinent is attached as 
'r27 Exhibit "E" or is a separate Agreemenl. s 

v2o D. Accest to Contract Area and informalion: ; . ~ 
30 

31 
Each pi ty shall have access to the Contract Area et a11 reasonabla!times, st 1ts sole riik t:o 32 inspect or bserve operations, and sha11 have accets at reasonable tlmes to tnfonration pertaintng 

77 to the deve opnent or operatioa thereof, including Operator's books and;records relating thereto.• 
34 Operator, u on request, sha1.1 furnish eich of the other parties with eoples of all formt or reports 
3S filed with overnmental agencies, datly drtlltng r•eports, we11 logs, digitally recorded and eom-

posited mg ed library tapes. tank tables daily gauge and run tic►ets and reports of stock on  hand 
36 at the fii•st of each month. and sha11 rake aveilable semples of any eores or euttings taken from any 
37 well drill d on the Contract Area. The cost of gathering end furnishing information to lion-Operator, 
~g other than that specified above, shall be ehorged to the Nan-Operator th®t requests the lnformetion. 

" '39 
r 40 i 

41 E. Aband nment of'Wells: ~ t: 
""a2 i 
1e•43 1. Ab nrlonment  of Dr: lioles: Except for any well drilled pursnant to AatlCle VI.fS.2., any well 
'r 44 whieh has been drilled under the terms of this ogreentent end Is proposed to be eompleted as a dry hole 
'f.145 shall not le plugged and abandoned w•Illtout tlte consent of all parlies. Should Operalor, after dlligent 
`f46 effort, be i noble to contact any party, ur'should any pnrty fall to reply within forty-eight (48) hours 
47 (exclusive f Saturday, Sunday or legal holidays) after receipt of notlbe of the proposal to plug and 

Yrc48 abandon s ch well, such parly shall be deemed to have consenled to the proposed abandonment. A11 
49 such wells shall be plugged and :rbandoned in accordance wilh applicable regulations and at the cost, 

ceh0 risk and e pense of the parties wtio participaled in the cost of drilling of such weil. Any party wlto ob- 
"' 51 jects to the plugging and abandoninb such well sttall have the righl to; take oveoathe well and conducl 

4 `52 further op ralions in search of oil and/or gas subject tn the pruvisioits of Article VI.II. 
tr- 53 - 
c154 2. donment of Wells  tllat ho%.e Produce : Except for any well whieh has been drilled or re- 
~ 55 worked pt rsuant to Article VI.F3.2. hereof for which the Consenting Parties have not been fully reim- 

56 btrrsed as therein provided, any well which .  itas been completed as a producer sha11 not be plugged and 
57 abaiidonee without the consent of all parties. If all parties consent to such abandonment, lhe well shall 
59 be plugge I and abandoned in accordance with applicable regulations knd at the cost, risk and ¢icpense 
59 of all the parties hereto. If, within tl.irty (30) days af'ter rpeelpt of notice of the proposed abandonment 

60 of such w ll, all parties do not agree to the abandonment of any well; those wishing to continue.~its up- 

Ol eration sh ill tender to each of the oliter parties its proportionate share of the value of the well's tialvable 

62 material g nd equipment, delermined in accordance with the provisions bf Exhibit "C", less tlie estiniated 

63 cost of sa vaging and the estitnated cost of plugging and abandoning. Each, abandoning part~-ishall 

64 assign to the non-aUandanirtg parties, wilhout warranty, express or icitplied, as to title or as ln'.guantity, 

65 quatity, o fitness for use of tlte ecquipmcnt and material, all ol its interest in the well atul.rulatetl eduip- 

66 ment, tog !ther with its interesl irt Il,c! lcasehold estate as to, but only as to, the Interval or;intervpls of the 

07 furmalion or formations lhcn open t(i productlon. If lhe interest of ttie abandoning parly, i's or.includes 

08 an oil ant gas interest, such party sttall exeaute and deliver lo lhe non-abar,doning pa.EWdr_Ipal•lies,ar)._ 

69 oil and g is'Iease, limited to the ir.ti:rval or inlervals of the formation or'formations then open .to produc- : 

70 tion, for a term or une year and sc; lung thtveafter as oil and/or gas is prbduced from lhe;  intgrval iir•  inlnr-

 

~ 
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I vaL ot llie for~itation or torauUona otivvered thereby, nreh lease to be on fbe form atLehed u 1Lxhibit 

The aaai anta or lessb ao lirdled shall ancompass tJte "drlWng ttrtit" npon whioh the wall 1L 
! louted. The yments by, and the usigrtmenta or leases to,.fh4 ausilrnees sliall be in a ratio based upon 
4 tt~e relationsLl of thalr srspective percentaaes of particlpadoa;ln tha f.ontract Area to the at[reBate ot 
6 the percenta of partidpition in tbe Contract Area of all aui=nees. Th4re sha21 be no readjustmanl 
A of interest fn e rsaulnln4 porUon of lhe Contraet Ar~sa. 

•7 

a Thereatter abandonin6 parties shaU have no further rerponslbWty, liabllity, or latarext in the op- 
/ aration of or roductlon 6•om the well ln the lnterval or lntervals then oisen other than the royalUea 

10 retained in any lease made under the terms of this Article. Upon request, !Operator shall eonUnue to 
11 operate the'au =ned well for the accourit of the nori-sbandonini partks at jthe rates and ehartes con- 
13 t.emplated by aBreesnenl, plus any addiliorial axtl and tharaes wblch` nuy ar(ae as the result of 
13 the aeparate o nership ot the asuigned well. 

1l 

16 AitTICt.E Yii. 
16 LXPENDiTURES AA1D l.1AHILiTY OF IrAIITiES 
17 

la A. U:blllty d lasilaa: 
lO 

!0 7he 11 biltties of the parties sha11 be several, notiJoint or collective. 
21 The prilir entence nott+ithstanding, Operator shell be lieble for a11 debts 
!3 incurred 1 developing and operating the Contract Area; provided that, 1f 
sa Operator.s tSsfies an lndebtedness. it shall be entitled;to a contribution 
24 from eat~h n-Operator 1n proportion to such Mon-Operato'r's interest. determined 
!s in accofEa ce with other provisions of this agreement, in the action qiving 
26 rise to.th indebtedness. 
17 S. 1Jena~lpn Payment Defanits: 
16 r 

29 Each,I!lo -Operator arants to Operator a lien upon Its A savol Cas 1pi W Amal  and a 
30 security lAte est in ils share of oii and/or ¢as when extracted and Its Inlerest In all equipment, to secure 
71 payment 11f i share of expense, together with interest thereon at the rate provided (n ihe AccounUnQ 
32 Procedure at ached hereto es Exhibit "C". To the extent that Operator h'as a security Interest under the 
33 Uniform Co mercial Code of t1ie State, Operator shall be entitled to exerciee the riehts and remedies 
34 of e secured party under the Code. The brinQiny of a suit and the obta'inina ot judQment by Operator 
35 for the secu ed Indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or se urity interest as iecurity for the payment thereof. ln addition, upon default by any Non- 
37 Operator In e payment of its shsre of expense, Operstor sha11 have t~e riQht, without prejudice to 
EB other righta or remedies, to eollect from the purchaser the procesds from' tha sale of such Non-Operator's 
39 share of ot1 nd!or Qas until the amount owed by such Non-Operator, ptus inlerest has been paid. Each 
40 purchaser s all be entitled to rely upon Operator's written statement concernine the amount of any de- 
41 fault. Oper tor grants a l►ke Iien and security interest lo the Non-Operston to secure payment of Op-

 

42 .erator's pro rtionale share of expense. i 

43  
44 if any arty falls or !s unable to pay ltt share of expense within si:ty (60) days after rendition of 
43 a staterslent therefor by Operator, the non-defaultina partles, Includinp Operator, shail, upon request by 
4e Operstoa p y the unpaid amount In the proportlon that the interest of each such party bears to the in- 
47 terest of~all such parties. lEach party so paying !ts ahare of the unpaid arinount sha11, to obtain reimburse- 
46 menl th,tr f, be subroaated to lhe security riBhta descrlbed (n the toreBoin` paraeraph. 

49 ! 

80. C. Paynie ts and AccounlloQ: 
5] . 

62 Exeept as herein otherwise specifically provided, Operalor shall prornptly pay and discharQe expenses 
63 lncurred•  the development and operalion of the Conlract Area pursdant lo this aereement and sha11 
b4 charQe esc of the parlies hereto wilh their respective proportionate shares upon the expense basis pro- 
6S vided ln e AccountinQ Proeedure allached liereto as Exl►ibit •'C". Operstor shall keep an accurate 
66 record.w' e ioint account hereunder, showine expenses fncurted and eharQes and credita made and 
37 received. ! ~ 

66 t 
69 Opera or, at {ts election, sha11 have Ute riQht frorn time to lime to demand and receive frcm the 
6o other part ea payment In advance of theit respecllve ehares of the eslimated amount of the expgtue to 
al be lneurre jn aperations hereunder duriny the nexl succeedine monlh, ivhlch ri@ht tnay be exercifd only 
02 by submi sion lo each such party of an ltemlzed stalement ot such estimated expense, topet t wilh 
fl3 an lnvoi for lls share thereof. • Each auch statement and (nvoice for~ the payment fn advance~f• eati- 
64 mated ex nse shall lx wbmitted on or before the 201h day of the next precediria mont ~~~~{{{~arty .•.. 
66 shall pay to Operator its proporUottiate ahare ot wclt rstimale withiri tifteen (16) day -!~ ( t̀ui3t es- 
66 Umate an lnvolce ls.recelved. U any parly falls to pay Its share of iald estimate wllh ura 1a tiniqt  the i 
e7 arnourit ue shall bear interest as provided in Exhibll "C'• tsntil pald. Psoper adju nt~ 1 be 
a6 made mo thly between advanees and acivai expense to the end thati each party shall  
89 proporllo ale abare of actual expeases incur•red, and uo:mora.  
70 I i r.:.n w..... ~r.... u.. 

-e- ~ 



• ' , 
~• A.A.P.L. FOILM 610 - MOLLII

~
'~ F,~ORb! OPERATING AGREE - 1977 

1 D. Llmit tlon of _Expendilures: 
2 
3' 1, D ill or Dee en: Without lhe consent of a11 partles, no wellithall lae drilled or deepened, ex- 
4, cept any Lvell drilled or deepened pursuant lo the provisions ol Article V1,B.2. of this Agreement, it being 
S und;rstDol that the consent to lhe drilling or deepening shall include: 

8 
7 ❑ O tion No, 1: A11 necessary expenditures for the drilling or deepening, tesling, completing and 
g equipping of the well, including necessary tankage and; 'or surface facilities, 
9 

10 ti n No. 2: AII necessary expendilures for the drilling or deepeiting and testing of the well. When 
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im- 
12 mediate n lice to the Non-Operal'ors who have the righl lo participate iti the completlon costs. The parties 
13 receiving such notice shall have forly-eight (48) hours (exclusive of, Saturday. Sunday and legal holi- 
14 days) in vhich to elecl to participate in the setling pf casing and the completion attempl. Such election, 
15 when maile, shall include consent to all necessary expenditures for lhe' completing and equipping of sueh 
16 well, inc uding necessary tankage andjor surface facilities. Failure of any party receiving such notice 
17 to reply within the period above lixed shall constitute an election by thal pariy not lo participale in 
16 the cost cif lhe completion altempl. ]f one or more, but less than all ot the parlies, elect to sel pipe and 
19 lo attempt a complelion, the provisions of Article VI.B.2. hereof (the ;phrase "reworking, deepening or 
20 plugging back" as contained In Article V1.B.2. shall be deemed lo include "completing") shall apply to 
21 the oper tions thereafter conducted by less than all parties. 

22 
23 2. li tvork or, lu~Bark_ 1A'ithoul the consenl of all parties, no ivell shall be reworked or plugged 
24 bock exc pt x well reworked or plubged back pursuant lo the provisions of Article VI.B.2. of thls agree- 
25 ment, it eing unqXrstood that the cansenl lo the reworking or plugging back of a well shall include 
26 consent W all necl;ssar;• expenditures in conducling such operations ;and eompleting anri equipping of 
27 said wel , includiffig necessary tankage and,or surfuce facilities. 
28 ,t 
29 3. O her O erations: Operator shall not underlake any single projecl reasonably es i cl to require 
3l) an expen iture in excess of Twenty Fi ye Thousand Dollars (s ~~.ate000, 00 ) 

31• except ln connection wilh a well, lhe drilling, reworking, deepet-ing, completing..recompleting, or plug- 
32 ging back of which has been previously authorized by or pursuanl ;to this agreement: prot•ided, how- 
33 ever, tha , in case of explosion, fire, flood or olher sudden entergency; whether of the same or ditferent 
34 nature, Operator may take such sleps and incur such expenses as in'ils opinion are required to deal w[th 
35 thc emer gency to safeguard life and property but'Operator, as promplly as possible. shall report lhe emer- 
36 gency tc the olher parties. If Operator prepares •'Aulhorily for, Expendilures" for its own use, 
37 Operator, upon requesl, shall furnish co ies ot ils "Aulhority for Ei:penditures" for y t tg project 
38 costing i excess of Twenty_  Fi v_e l rhousand Dollars (S ~~r0~b.~0 ) 

39 
40 E. Roy Ities, Overriding Royalties and Other I'ayments: ; 
41 
42 Each party sha11 pay or delivec, or cause to be paid or delivere'd, all royalties to the extent of 
43 he USU 1 1 8Ch f'O al t~ ^ due on its share of production and shall hold the other parties free 
44 from any liabilitx t therefor. If lhc inlerest of any parly in any oil and gas lease covercd t,y this agree- 
45 menl is subject I,VI any royalty, overriding royalty, production payment, or other charge over and above 
46 the afor said royally, such parly shall assurne and alune bear all such obligations and shall accounl 
47 for or c use to bc accotmled for, such inlerest lo the owners lhereof. 
48 W Lm i 
49 No party shall ever be responsible, on any price basis higher lha'n lhe price received by such party, 
50 to any oLhor parly's lessor or royalty owner; and if any such olher parly's lessor or royally owner should 
51 demand and receive settlements on a Itigher price basis, the parly contributing such lease shall bear the 
52 royally urden inspfar as such highr.r price is concerned, 

53 tt i 

54 F. Ren als, Shul-in \Vell Paymcnts and iilinlmucn Itoyallles: ; 
55 
56 Ren als, shu%lin well paymenls and minitnum royalties which may be required under the terms of 
57 any leas shall bc paid by tite parly or partics who subjec•ted such lease lo this agrcement at its or their 
5R expense In the event two ur mure perties own and have contributi•d interests in lhe sarne lease to lhis 
59 agrcerne tt, such parties moy designate one of such parties to rnake said payments for and on behalf of all 
60 such pa lies. Any pat ty tnay requrst, and shall be eniilled to rer.eive, proper evidence of all such pay- 
61 ments, n the event of failure to make proper pay mernt of any renlal, shul-in well payment or minitnurn 
62 royalty hrough niistake or oversight wtcere suclt payment is requlied lo continua the lease In force, 
63 uny loss which resulls ftom such non-l+aymenl shall be borne in accordance with the provisions of Arlicle 
64 IV.B.2.  
65  

66 Op rator shall nolify Non-Operator of the attticipaled complelibn of a shul-in gas wcllt.oi t}te'ahut- 
67 ting in iir relurn to produclion of a{:roducing gas wel1, at leasl five!(5) days (excluding'Soturday', Sun- 

6g day and holidays), or al the earliest opportunity permilled by circumstances, prior to laking such action,_ 
69 but ass mes no liability for failure to do so. In the event of faitiure by Operator,to so notify Non-., 

70 Operato , the loss of any lease contributed tiereto by Non-Operator [or tailure to makg_tirnely,payrrlent;_ 
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t well payment ahall be borne jointly by the parties hereto under the provislons of Article 

i 
i 

with the first calendar year after the effective date hereof, Operator shall render for ad 
ion all property subject to this ag~eemenl which by law should be rendered for such 
shall pay all such taxes assess~~d thereon before they becorne delinquent. Prior to the ren-
ach Non-Operalor shall furnish Operalor infor'mation as to!burdens (to include, but not be 
alties, overriding royallies and production paymenls) on leases and oil and gas interests con-
ch Non-Operalor. If the assessed valuation of any leasehold estate is reduced by reason of its 
to outstanding excess royalties, overriding royalties or production payments, the reduction in 
xos resulting therefrom st:all inure to the benefit of the owner or owners of such leasehold 
ierator shall adjust the charge to such owner or owners so , as to reflect the benefit ot such 
ierator shall bill ulher parties for their proporlionate share 'of all tax payments in the man-

ner prov t in Exhibit "C". 

If Oper tor considers any tax ass.essment lmproper, Operator may, at its discretion, proteat withln 
the time ani manner prescribed by law, and prosecule the prolest to a final determination, unlets all 
parties agrc to abandon lhe protcst prior to final determination. Durini the pendency of administrative 
or judiciai proceedings, Operator may elecl to pay, under protest, all'such taxes and any lnterest and 
penalty. en any such protesled assessmetit shall have been finally Aetermined, Operator shall pay 
the tax for he joint account, together with any interest and penalty accrued, and the total cost shall then 
be assessed gainst the partles, arid be paid by them, as provided in Exhibit "C". 

•K 

Each p rty shall pay or cause to be paid all production, severance,; gathering end other taxes im- 
posed upon or with respect to the production or handling of such party's share of oll and/or gas pro-

 

duced unde the terms of this agreement. 

i 
H. Insura ce: 

At all imes while operations are conducted hereunder, Operator shall comply with the Workmen's 
Compensati n Law of the Slate where the operations are being conducted; provided, however, that Op- 
erator may be a self-insurer for liability under said cumlxmsation lowa tn which event the only charge 
that shall le made to the joint account shall be an amounl equivalent to the premium which would have 
been paid iad such insurance been obtairted. Operator shall also cari•y or provide lnsurance for the 

benefit of' he joinl accounl of the parties os oullined in Exhibit "D", attached to and made a parl hercof. 
Operator si all require all contractors en6aged in work on or for lhe Contract Area to comply wittt the 
Workmen's Cornpensation Law of the Stale where Ihe operations are being conducted and to mainlain 
such other iiisurance as Operator may recluire. 

i 
In the event Automobile Putilic Liability Insurance is specified in said Exhib►l "D", or suUsequently 

receives tl e approval of the parties, no direct charge sliall be made by Operator for premiums paid for 
such lnsur nce for Operator's fully owned automotive equipment. 

, AItTICLE Vlll. 
ACQUISITIO?7, 61:1lNTENANCE OR TRANSBEIt OF 1NTEREST 

A. Surre dcr of Lcases: 

~ 
The 1 ases covered by this agreemcnt, insofar as they embrace aoreage in the Contract Area, shall 

not be suirendered in whole or;1T part unless a11 parties consent tl:ereto. 
.. ~ 

Iiowe er, should any party desire to surrender its intet•est in any lease or in any portion thereof, and 
other part es do nol agree or consenl thereto, the party desiring to surrander shall assign, without express 
or iniplied warr•anty of title, all of its interest in such lease, or porlion thereof, and any well, material and 
equipmen which may be locate<I thereun and any rights in production' thereafter secured, to the parties 
not desiri ig to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing'pi rly shall execute and deliver to the party ur parties.not desiring to surrender an oil and gas 
lease covi ring such oil and gas interest for a term of one year and so;long thereafter as oil and/or gas 

is produci d from the land covered thereby, such lease to be on lhe form attached hereto as Exhibit "B". 
Upon suc i assignment, tlie assigning party shall be relieved from all obligations thereafter accruing, 
but not t iereloicre accrued, with respect to tlte acreage assigned and ~tbe operation of any well thereon, 
and the ssigning party •shall have no further intet•est in the lease assigned and its equipment and pro- 
duclion o her than the royallies retained In any lease rnade under the terrns of this Article. The parties 

assignee ihall pay to ttic party assignur the reasonable salvage value;of the lalter's interest in any wells 

ond equl menl on the assigned acrenge. The value of all malerial 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 la in favor of more lhari one party, the assigned interest shall 
; 
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1 be shared b the parties assignee in the proportions that the inlerest of'cach bears to the interest of all 

2 parties assig ee. i 

3 
4 Any as ignment or surrender made under this provision shall not rekluce or change the assignor's or 
5 surrenderin parties' interest, ae it was immediately before the assigntnent, in the balance of the Contract 
e Area; and t e acreage assigned or surrendered, and subsequent operations thereon, ahall nol thereatter 

7 be subject ~o the terms and provisions of thls agreement. 
B ; 
9 H. 6enew I or Extension of I,eases: 

10 
11 If any arty secures a renewal of any o11 and gas lease subject to this Agreement, all other parties 
12 shall be n tified promptly, and shall have the right for a period of thirty (30) days following receipt 
13 of such no ice in wltich to elect to participate in the owttership of the renewal lease, Insotar as such 
14 lease affec e. lands within the Contract Area, by paying to the party who acquired it their severai proper 
15 proportion te shares of the acquisition cost aliocated to that part of such lease wllhin the Contrael Area, 
16 which shal be in proportion to tlte interests held at thet time by the parties In the Contract Area. 
17 
18 If som , but less than all, of the partiea elect to participate in the purchase of a renewal lease, it 
19 shall bc o ned by the parties who eiect to parlicipate therein, in a ratio based upon the relalionship of 
20 their resp ctive percentage of participation in the Contrect Area to lhe aggregale of tlie percentages 
21 ot particip tion in the Conlract Area of all parties participiiting in the; purchase ot such renewal lease. 
22 Any rene al lease in wltich less than all parlies elect to participate shtill not be subject to this agreement. 
23  
24 Each arly who participates in the purchase of a renewal lease shall be given an assignment of its 
25 proportio ate lnterest therein by l)te acquiring party. 
26 
27 The rovisions of this Arlicle shall apply to renewal leases whether they are for the entire interest 
20 covered b lhe expiring Iease or cover only q.portlon of ils area or an ihterest therein. Any renewal lease 
20 taken bef re the expit.,tion of its predecessor lease, or taken or contracted for wlthln six (6) months after 
30 lhe expit• tion of the existing lease slioll be gubjeet to this provision; but any lease taken ur contracted 
31 fur mot•e than six (6) months ufter the expit•ation of an existing lea'se shall not be deemetl a renewal 
32 lease and shall nut be subj'ect to li:e provisions of t)tis agreement. 
33 i 
34 The rovisions In this Arlicle shall apply also and in like manner lo extensions ot oil and gas 
35 leases. 
36 i 
37 C. Acre ge or Cash Contributions: i 

38 
30 Whi e this agreemenl is in force, if any party contracts for a contribution of cesh toward the drilling 
40 of a wel or any oliter operation on itte Coritract Area, such contribution shall be paid lo the party who 
41 conducte the drilling or other operation ana shall be applied by it against the cost of such drilling or 
42 other op ratiun. if the cantribution be in llie form of acreage, lhe party to whom the contribution is 
43 made sh 11 promptly tender on assignmenlcof the acreage, without ;warranty of title, to tlte Drilling 
44 Perties 'n the proportions said Drilling Partres shared lhe cost of drilling the well. If all parties hereto 
45 are Dril ing Partics and accept sucit tendeE; such acreage shall becorhe a part of the Contract Area and 
48 be guve ned by the provisions of this agruement. If less than all parties hereto are Drilling Parties and 
47 accept s ch tender, such acreage shall nottibecome a part of the Contract Area. Each party shall prompt- 
4a ly notif all olher parties of all acrcege or tnoney cottlributions it rriay obtain in aupport ot any well or 
49 any ot er operation on the Controct Area. ' 
50 
51 If ny party contracts for any conslderalion relaling to dispositio'n of such. party's share of substances 
52 produc d hereunder, suctt consideration shall not be deemed a contribution as contemplated ln this 
53 Article III.C. I) 
54 ' ~) 
55 D. Su sequen((y Created lnteresl: 
56 
37 N twithstanding the provisions. of Article V11f.E. and VIII.G., {f any party hereto shall, suh4equenl 
58 to exe ution of this agreement, crente an overt•iding royalty, production payment, or nel proceeda'inter- 

r,r • 
59 est, w Ich such interests are hereinafter referred lo ae "subsequently; created lnterest", such subsaquently 
80 create interest shall be 6pecifically made subject to all of the ternie and provisions of this agreesient, as 
61 follow : } 
62  
63 1. If non-consent operations are conduoled pursuant to -any provision of this egreemeqt,];#rid the 

64 party conducting such operations becomes entitled to receive the production attributab~e , thS.i~terest 
65 out of which the subscquerltly created interest Is derived, suclt patty shaU receive sam .ifr~'t~t¢ plear 

66 of su h subsequently created lnterest. Ttte party creating aame stiall bear and pay all s~talisuljMt.)~cntly 

67 . create interests and sholl indemnity and hold the otFter parties hcreto free and harinless'frOlri • ;,pnd 

8a a11 Ii bility resulting therefrom.  r. 
~.......,:: 

esa 
~:,•.~,..... • • 
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1 2. If the 

i 

owner of the interest from which the subsequently crealed interest is derived (1) falls to 

 

2 pay, when due, its.share of expenses chargeable hereunder, or (2) eleets to abandon a well under pro- 

 

3 visions of Article VI.E, hereof, or (3) elects to aurrender a lease under provisions of Article VIII.A. 

 

4 hereof, the subsequently crealed interest sha11 be chargeable wlth the pro rata portlon of all expenses 

 

5 hereunder in the same manner as if such interest were.a working inlerest. For purposes of collecting 

 

8 such char eable expenses, llte party or partles who receive assignmehts as a result of (2) or (3) above 

 

7 shall have the right to enforce all provisions of Article Vll.Ft, hereof !against such subsequently created 

 

8 interest. ; 

 

9 

 

~ 

 

]0 E. Malnl enance of Uniform Interesl: 

 

11 

   

12 For t e purpose of maintaining uniformily of ownership in the; ol) and gas leasehold interests 

 

13 covered by this agreement, and notwilhstanding any other provisioni to the contrary, no party shall 

 

14 sell, encurriber, transfer or make other disposition of its interest in tlte leases embraced within the Con- 

 

15 tract Area and in wells, equipmenl and production unless such disposilion covers either: 

 

18 

   

17 1. the entire interest of the party in all leases and equipment and; production; or 

 

18 

   

19 2, an equal undivlded inlerest In all leases and equipment and production In the Contract Area, 

 

20 

   

21 Every such sale, encumbrance, tratisfer or other disposilion made;by any party shall be made ex- 

 

22 pressly su ject to this agreement, anci shall be made without prejudice lo the right of the other parties. 

 

23 

   

24 If, at ny time the interest of any party is divided among and owned by four or more co-owners, 

 

25 Operator, at its discretion, may require .such co-owners to appoint a :  single trustee or agent wilh fuil 
y 26 aulhority to receive notices, approve expendittlres, receive billings for!and approve and pay such party's 

 

27 share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 

 

28 party's ln erests witllin the scope of lhe operullons erntraced in this agreement; however, all such 

 

29 co-owners shali have the righl lo entc•r into and executnt'a11 contracts;or agreements for the disposition 

 

30 of their r spective shares of ttte oil and gas produced from the Contracl Area and they shall have the 

 

31 righl to r ceive, separately, piiyment of tlre sale proceeds hereof. 
, 32 

   

33 F. Waiver of Rigltl to Parlilion: ; 

 

34 

 

i 

 

35 If per titted by the laws of the stnte or states in whicli the property covered hereby is located, each 

 

38 party her to owning an undivided interest in the Contract Area waives any and all rights lt may have 

 

37 lo partition and have set asicle lo it in severalty its undivided inlerest therein, 

 

38 

   

39 G. Assi nability: 
. 40 

   

41 No p rly may aasign its rights hereunder, or any portion thereof, without 
` 42 the writ en consent of the other parties; provided, however, such conaent 

.~~ 44 shall no be necessary in those cases where any party~ wishes to mortgage 
t 45 its inte ests, or to dispoae of its intereste •by merget, reorganization, 
: 48 consolitation, or sale of all or substantially all of its;aesets to a subsidiary 

 

47 or pare t company or to a aubeidiary of a parent company, or to any company 
= 48 in whict, one party owns a majority of the e'lack. 

 

49 

 

~ 
vL' 

  

SO  

   

51  
w•. 52 

 

~r•:. i 
:j • 53 

 

; 

!-r{ 54 

 

ARTICLE '& :. 
4;i 55 

 

INTERNAL REVENUE tVtQDE ELECTION 
W 58

 

 

•'t. 

 

57 

   

58 

 

he parties hereto recognize that titis agreement cr.eates a partner- 

 

S9 ship for tax purposes. Such parties' election to be cla.eeified as a partner-

  

80
l e ship for tax purposes is more fully eet out in Exhibit'!G" ("Tax Partner-

  

e2 sliip Re ognition") attached hereto, and reference is h`ereby rnade to 

 

e3 saic Ex ibit G for all purposea of this t_~perating Agreement. 

 

64 

 

, 

 

05 

 

i 

     

67 

   

ee 

 

~ 

 

a9 

 

- 
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. ARTICLE X. 
CLAIMS AND LAWSU[TS . i 

pendilure di 
Is 5,000. 
required fo, 
furiher han 
pense of h 
of the parti 
arising fron 
Operator b; 
be treated i 

may settle any single damage claim or suit arising from;operetions bereunder [t the ex- 
!s not exceed Eiv.g-ThLQiZS_dpd Dollars 
10 ) and if the payment is.in complete settlement ot such claim or suit. It the amount 
settlement exceetis the above amount, the parties hereto tihall asstune and take over the 
ling of the claim or suit, unless such authority is delegated to Operator. All costs and ex- 
ndling, settling, or otherwise discharging such claim or suit shall be at the joint expense 
s. It a claim is made against any party or If any party is !sued on account of any matter 
operations hereunder over w hich such individual has no control because ot the rights given 
this agreement, the party shall immedietely notify Operoior, and the claim or suil shall 
any olher claim or suit involving operations hereunder. 

ARTICLE Xl. ~ 
FORCE D1A]EURE 

It any party is rendered unable, wholly or in part, by force majeure to carry out ils obligations 
under this greemenl, other than lhe obligalion to make money paymelits, that party shall give to all 
other parti s prompt '•ritten nolice ot the force majettre wlth reasonat1y full particulars concerntng it; 
thereupo[i, the obligations of the parly giving lhe notice, so far as they'rare affected by lhe force tnajeure, .. 
shall be su pended during, httt no,longer liian, the continuance of lhe torce majeure. The affected party 
shall use 11 reasonable diligence' to remove the force majeure situation as quickly as practicable. , 

~ 
The r quirement lhat nny force majeure shall be remedled with ell reasonable dispatch shall not 

requlre th settlement of strikes, lockottls, or other labor difficulty by the party involved, contrary to its 
wishes; ho all such difficulties shall be handled shall be entirely wlthin the discretion of the_ party 
concerned, 

i 
; 

The t rm "force majeure", as here employed, ahall mean an act of God, strike, lockout, or other 
indualrial disturbance, acl of the public enemy, war, blockade, ptlblic riot, lightning, tire, storm, flood, 
explosion; governmental artion, governmental delay, restraint or inaclion, unavailabillty of equipmcttt, 
and any ther cause, whellier of the kind specifically enumerated BDove or otherwise, which Is not 
reasonabl withln the control of the pnrty claiming suspension. 

• ' 7~ 

ARTICLE XII, h 
; NOTICES t 

`•' • ' t'r. 
'All otices authorixed or required between the parties, and reLquired by any ot the provisions ot 

thia cagre ment, unless otherwise specifically provided, shall be 'givfil in writing by United States mail 
or ;F{(esle n Union telegram, postage or charges prepaid, or by , telel~:pe, and addressed to the party to 
whom th notice Is given at the addresses ltsted oti Exhibit "A". Tlle ariginating notice given under any 
projrision hereof shall be deemed given only when received by ltie pariy to whum such notice is dlrected, 
anir ihe ime for such party to give any' nolice in respunse thereto sliall run from the date the originat- 
ing notic is received. The second or any responsive nolice shall b€ deemed given when deposited in 
thtliUnit d States mall or with the Western Union Telegraph Cumpap~r, with postage or chargea prepald, 
or when sent by teletype. Each pal•ty shall have the right to chanqKits address at any lime, and trom 
time to Iime, by giving wrillen notice hereof to all otller partles. i 

ARTICLE XIII. 
TERM OF AGREEMENT ~ -r 

. i 

Thii agreement ahall remain in fu11 force and effect as to the oll and gas leases and!or o[I an' ~ns ln-

 

tere::s ubjected hereto for the period of time selected below; provided, however, no party he * shall 
ever be construed• as ha se ving any right, title or interest in or to any lea, or oil and ges•;Z~s{.~t con- 

tribute by any other party beyond the term of lhis agreernent.  

~' (c•~-{..! a~j 
❑ 0 lon No, 1: So long as aity of the o[l and gas leaaes subject to ;lhis agreement rentilllr~'or~wrr, con- 

tinued n torce as to any parl of ttie Contract Area, whether by proifuction, extension re ~r-~ 

wise, d/or so long as osi pnd/or gns productlon continues froln any lease or oll an ~,g~s'interest. ~ 

~ ..«.•..........,,~.,",..•,y^.~ 
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D. 2: In lhe event the well described in Article VI.A., or any subsequent well driAed 
wision of this agreement, results in produclion of oll and/oi` gas in paying quantittes, this 
11 continue in force so long as any such we11 or welli produce, or are capable of produc- 
an additional period of 90 days from cessation of all production; provided, howaver, 

ie expiration of such additional period, one or more of the;parties hereto are enQaged in 
working a well or we11s hereunder, this agreement shall continue in force until such op- 
been completed and 1f praduction results theretrom, thla : agreement ahall continue ln 

ded hereln. In itic event thc well detcribed in Article VI.A., or any subsequent well 
ider, results in a dry hole, and no other well is producina, or capable of producing oil 
rom the Contract Area, lhis agreement shall terminate unless drliling or reworking opers-

 

nenced within 90 days from the date of abandonment of sald walL 

It is agreed, however, that the termination of this agreement shall. not relleve any party hereto irom 
any liability jwhich has accrued or attached prior to the date of such termination. 

ARTICLE XIV. 
COAIPLIANCE N'ITH LAVI'S AND REGLR.ATIONS 

A. Laws, Regulations and Orders: 

This ag eement shall be subject to the concervation laws of the itate in whlch the committed 
■creage is 1 cated, to the valid rules, regulations, and orders qf any duly constltuled rpgulatory body of 
said state; a d to all'other applicable federal, state, and 1oca1 laws, ordinances, r►iles,' regulations, and 
orders. 

B. Governi g Law: 

The ess ntial validity of this agreement and all matters pertaining ~,thereto, tncluding, but not lim- 
ited to, mal ers of pc ~ormance, non-performance; breach, remedles, procedures, rights, duties and in- 
terpretation or construction, shall be.governed and delermined bj the law of the state in which the 

Contracl Ar a is Iocated. If the Conlract Area is in two or more states, the 1aw of the state where moct 
of the land n the Contract Area is located shall govern. 

ARTICf.E 7KV. 
OTl1ER PROV1S10NS 

A. 7 ermination Under Section 708(b)(1)(B): , 

In eonnection with Arti•cle VIII(G) ("Assignability") of this Operating 
Agreem nt, the parties agree that if any one of them ri►akes a sale or 
assigmm nt of'its partnership interest in the Contract Area, such sale or' 
assigmm nt will be structured so as not to cause a tertnination under Section 
708(b)(1 (B) o£ the Internal Revenue Code of 1954. If a Sectioa 7OB(b)(1)(E) 
termina ion ie:'caused, the terminating partner evill indemnify the non- 
termina ing partner(s) and save it (them) harmless from any increase in 
taxes, i teredt and panalties or decrease in credits caused by.the termina-
tion of t e pa'z'tnership. The indemnification, if any,. ;shall be computed on 
a cash ow basis taking into conaideration tlhe liability for tax on any 
indemni ication proceeds received by the non-terminating partner(a). 

B. Rnterpr.etation's Of Regulations of Govermental Regulatory Agencies: 

on-Operators agree to indenmify and hold Operator harmless from anyand 
all loss s, damages, injuries, claims and causes of action arising out of, in- 
cident t or re'sulting directly or indirectly from Operator's interpretation 
or application of rules, rulings, regulations or orders of the Department f 
Energy or predecessor agencies (or other govermental regulatory agencies) .o the 
extent perator's interpretation or application of such rules, rulings, 
regulations or orders were made in good faith. Non-Operators further agr :to 
reimbur e Operator for their proportionate share of any amounts Operator 
be required to refund, rebate or pay as a result of an;incorrect interpre ion 
or a. 1 cation of the above noted rules, rulings~ regulations or orders, 

l togetne with the Non-Operators' proportionate part of;interest and pena s 
owing b Operator as a result o'F such incorrect interpretation or ap ~'i~t. n 
of such rules, rulings, regulations or orders.  

~ •.~ . , _., .,• • 
14. . 1M1 r,.:l. N.•  a,1. I,:.WYf 
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C. Additional Definitions: 

(1) "Productive Well": This term sliall mean'an oil and/or gas well 
capa le of producing oil and/or gas in cammercial quantities from sands 
or irtervals in tfie Contract Area, which is either :productive, or has 
been cornpleted as a slwt-in gas well. ; 

(2) "Successful Well": This term siiall ruean any well drilled on 
the ontract Area under ttie terms of this Operating Agreement which is 
comp eted as a Procluctive Well. 

(3) "Successful Well Rights": This tenn shall mean all rights and 
inte est in and to a Successful Well, the leasehold estate and operating 
righ s with respect thereto, all production from ttie bore of such well, 
all quipment therein dnd thereon or used in connection therewith, and 
the iroration unit now o►• hereafter assigned to such Successful Well 
inso ar only as it applies to the productive sands;or intervals in the 
Cont act Area in vrhich such Successful Well is completed. 

~ 
(4) "Payout": This term, used in connection with a Successful 
Well sliall mean that time when the cumulative proceeds from the sale of 
the il and gas produced and saved from the Successful Well, after 
subs racting from such proceeds the following items: 

~ 
(a) Landowner's royalty (as set out in i:he leases contributed 

to ttie Contract Area by the parties;hereto) and any and 
all other royalties, overriding royalties, and other 
paymOnts out of, or with respect to;production with which 
the Contract Area is burdened with or is subject to on the 
date Iiereof; and 

(b) All serverance and gross production;taxes which are 
applicable thereto, 

is e ual to the cost previously incurred in drillirig, testing, 
comp eting, equipping and operating the said Successful Well. The said 
cost sliall be determined in accordance with the Accounting Procedure. 
atta hed hereto as Exhibit "C". 

(5) "Working Interest": This term shall mean the right to explore 
for nd-produce oil, gas and other minerals. When~used in connection 
witti a mineral lease, it means the leasehold or operating interest under 
such lease; i.e., it is the entire mineral interest covered by said lease 
(all the mineral rights the lessor had before the lease was executed) 
subj ct to the term5 of the lease. Under a lease covering all (8/8) of 
the minerals in a t•ract of land providing for a 1/0 Lessor's royalty, the 
owner of the working interest bears all (8/8) of ttie cost of operations 
and is entitled to 7./8 of 8/8 of all production from said land (the other 
1/8 of 8/8 being Le.ssor's share of the production). 

(6) "Successful Well lJnit Acreage". This terni, used in connection 
with a Successful Well, shall mean the Contract Area insofar (and only 
insofar) as it covers ttie Successful Well Rights for said well. 

(7) "Earned Depth": This term shall mean that subsurface depth 
whi h is 100 feet below the depth to which the Successful Well is 
drilled. 

(8) "Deeper Earned Depth": This term shall only tie applicable if 
the first Successful Well is not drilled to Objective Depth and the 
Optional Deeper Well is drilled as provided in theisecond paragrapli uf 

sub rticle D below, in which case it shall mean that subsurface depth 
whi h is 100 feet below tlre depth to wliich the Optional Deeper Well was 
drilled. 

(9) "Objective Depth"t This tern shall mean'either a subsurface 
dep h which is 13,500 feet below the surface of the earth, or a 
sub urface depth at whicl7 ttre geological formation;known as the "Morrow" 

for ation has been adequately tested (in the opinion of Operator), 
whi~hever,is the lesser• depth. 

~ 



(10) "Contract Depth": This term, used in connection with a test 
well on the Contract Area, shall mean tlie Objective Depth, or such lesser 
depth at which tt►e well has been completed as a Production Well. 

D. The Gulf-Arnoco farmout: 

(1) The lease described on Exhibit "A-1" under the heading "Leases 
Contributed by Gulf Oil Corporation" is referred to hereinafter as tlie 
"Gul Lease". Wh~n~ dn i f a wel l drj l led on the ConJ:riir+- nrp-~dPr .Lhe 
provisions hereof I►as been cum 1 ts a Productiye Well which qualifies 
as t e first u sfirT'Well, hnoco Production ompany n►oco ) shall 
have the rtg o a'7itt~11 owr► an un, .~ e_ one a o a T—" 
in e es o u 11- Ca oratiu °Gulf" in and to TTie- '•~__ ~~"e . 

P~ - .... 
.. _._tL. 

ir --as—it-cavers EFie_.r..iyhts *^ ~arnpl~ nanrh, and in addition, Ai;~oco 
5hal have the rigiit to and shal l own,Cal_L.r_lght,) 1< d interesE of 

1 i t a i_ thp Sirrrwytfu_J ~lel l Llni t/`rreayP fnri caid wel l; pl'ovtded', 
howe er, that the latter inttrest shall be subject!to an overrriding 
royalty to be owned by Gulf (called the "Gulf Overr'iding Royalty") equal 
to 1 16 of 36.5490a of E3 !3 of the net amount realized from the sale of 
all i and gas pr•oduced frurn the Successful Well Rights for said well. 
Gulf shall have an option at payout of the said Successful Well, to 
conv rt its said Gulf Overriding Royalty insofar as it covers the said 
Succ assful. Well Unit Acreiitje (fur said well) to 1f1:2745Y of the,Working I/ 
Inte est in the said Successful Well Unit Acreage. Operator shall notify 
Gulf in arriting when Payout has occurred, and Gulf;shall have 30 days 
afte its receipt of sdid notice to nutify Operator in writing that it 
has 6lected to exercise its option to convert its said overriding royalty 
inte'Irest in tfie said Successful Well Itights to a Working Interest 
therein. If Gulf fails to so notify Operator within said period, it will 
be nclusively presumed that Gulf has elected to retain its said 
ove riding royalty in the Successful Well Unit Acreage rather than 
con ~ert it to a Working Interest. !f Gulf elects to so convert, such 
conversion shall be effective as of Payout. If Gulf fails to so convert 
its said overriding royalty as provided hereinabove; then Gulf shall 
ret in its said overriding royalty in tfie production from the said 
Successful Well and Successful Well Unit Acreage and shall riot have any 
Nor ing lnterest therein. At.-tlae-rxquestnf-Arnoca;l'iulf_sha~l~x~~ute_ 
aP e-i~tC4rlr:nts.-sa~~sfactur~in_fan~.So llmrlca. Py? Pnein"f 
recard Amoco's '.eCest in the GWlf I ea~and in the Successful 41gL1_U.[tit 
A r age. 

(2) If the first Successful IJell is not drilled to Objective Oepth, 
and within 30 days after termination of actual drilling on the said first 
Suc essful Well actual drilling'is commenced on another well on the 
Con ract Area which said ►rell is subsequently drilled to Objective Depth 
in diligent manner, then said well shall be called the "Optional Ueeper 
Well", and Amoco shall t►ave the right to and shall!.oarn, an undivided one 
hal (1/2) of all rigl►t, title and interest of Gulf in and to the Gulf 
Lea e insofar as it cuvers tl►e ricf►ts from Earned llepth down to a 
sub urface depth (called "DeePer ~arned Depth") ►ihich is 100 feet below 
the depth to which the ONtional Deeper Well was drilled. Gulf shall 
exe ute appropriate instruuaents, satisfactory in form to Amoco, to 
evi ence this additional interest of record. !n addition, if the 
Opt onal Deeper Uell is completed as a Successful Well, all of the 
pro isions set out hereinabove witll regard to the Successful Well unit 
Acreage for the first Sucr.essful Well sliall likewise be•applicable to the 
Suc~essful Well Unit Acreage for the Optional Deeper Well. (i.e., llmoco 
sha11 own all interest of Gulf ther•ein, subject tojthe Gulf Overriding 
Royilty convertable tu a Working Interest at Payout). Gulf and Amoco 
sha 1 execute appropriate instrun►ents to evidence these interests of 
rec rd. 

This instrument may be executed in any numbr of counterparts, 
edcl of which shall be considered an original for all purposes. 

~~. 
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Executed and effective as of the 9th day of; Octobor, 1979. 

OPERATOR: 
; 

AMOCO PRODUCTIOIN COMPANY  

Dy. ~ 
I ts Att n~e~ i-An. ct ~ 

NON-OPERATORS: 

NORTHERN NATURAL GAS COMPANY 

By  

GULF OIL CORPO ION 

By 

THE STA7E OF TEXAS ~ 

COUNTY 

The 

OF HARRIS a 

foregoing instrument was acknqwlg~ before;me this day of 
19 79 , by ~ crmfnr~rs 

act on behalf of AM R UU I II C-G-MPTIJY. as Attorney-in- 

 

P7y Com,ission 

~ 

Expires:  
SHI::LEYn.BAR^!SS Not •y Pub ic; in for and 

Notary PuC;ic i,, li,,,,;, county. TQris lidrris County; Texas 
rAy commi sion Cxf,ima  

TIIE ST TE OF  

COUNTY OF  ~ 

T e foregoing instrument wras acknowle ged before:me t~is ~ day, 
~t of . 

t4G of . 
r. cc - I  19 ,~'rJ, by (~ ~ 7• F:~Fit. :, C: C~ ~4Q.t~-,ce.•~~Z.1t t= 
HERIJ IIATSJRAL CAS COPIPANY, 'on, 

 

a corpora 
on beh lf of said corporation. 

~ 

 

11y Crni.ission'Expires: 'C~.  

 

7-~•'V-.fl- Nutary Public;in and fcW 

T.eiis-✓ 

 

i 

THE ST TE OF ~ 

COUNTY OF ~ 

7 
of 
of ~IIL 
of sai 

f'y 

e foregoing instrunent was dcknowledged before;me this day 
, 14 _, by + , 

—71TC L~6R~TTUN, a_ corporat on, on behalf 
corporation. 

iission Expires: 
Notary Public;in and for 

RS/cw 
449/I 
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EXHIBIT A ; 

Attach d to and made a part of Operating Agreement d'ated October B. 1979, 
betwee Amoco Production Company, as Operator, and Northern Natural Gas 
Compan~r and Gulf 011 Corporation, as Non-Operators. 

Contralct Area . 

The C ntract Area subject to this Operating Agreemen't shall consist of 
the oih and gas rights from the surface to the earth down to Earned 
Depthl(if the Optional Deeper Well is not drilled) or•Deeper Earned Depth 
(if tFje Optional Deeper Well is drilled) in and unde7r the following 
descr bed land in Lea County, New Nexico: 

~he South haTf (S/2) and Northwest Quarter (NW%4) of Section 7; 
and 

11 of Sections 18 and 19; 
J,~11 in Township 22 South, Range 35 East, Lea County, New Mexico. 

The l~ases contributed to the Contract Area by the parties hereto are 
liste on Exhibit "A-1" attached hereto and made a part hereof, each 
party hereto contributing to the Contract Area the leases.described 
in sa$d Exhibit A-1 under said party's name, insofar (and only insofar) 
as sa'd leases cover the Contract Area. This Operating Agreement covers 
all i terests owned by the parties in the Contract Area, whether said 
inter sts are unleased mineral interests or leaschold interests, including 
such 'nterests which may be dcquired during the term of this Operating 
Agree,ent. 

~ 

NAIIES, ADDRESSES, AND INTERESTS OF THE PARTIES 

The n me, address and interest in the Contract Area`.of each party to 
this agreer,ient is set out hereinbelow: 

Addrelsses of Parties to Aoreement: 

Amoc Production Company ~ 
P. 0. Box 3092 
HPus on, Texas 77001 

Atter)tioii: htr. P. L. Sams 

Nort~wI ern tlatural Gas 
403 Wall Towers West 
Midl,nd, Texas 79701 

Atte~tion: Mr. Frank Estep  

Gulf Oil Corporation ~ 
P. 0 Box 1150 ~ 
Midl nd, Texas 79101 

Atte tion: Mr. R. E. Griffith 

Inte,rests to Parties to Aqreement: ' 

(a) Until the first Successful Well has been;completed, the entire 
cos , expense and r.isk oF tl~e drilling, completingj equipping, producing. 
plu ging and abanduning of each and every well on the Contract Ar•ea, and 
any other operations provided for under the provis i ons•hereof, shall be 
bor e and shared, sub3ect to the terms liereof, as follows: 

~ ~ 
Amoco Production Company 63.592% , 
Northern Natural Gas Company 36.408%  

Total ' 100.000i 

. ~ 

; j_OOnR5 
I . ' 



(b) If the first Successful Well is not drilled to Objective Depth, 
and he Optional Deeper Well is drilled as provided hereinabove, all 
cost and expenses of drilling said well, and all oroductlon therefrom 
untiI  Payout, shall be owned and shared, subject to the terms hereof, as 
follpws: . 

Amoco Production Company ; 63.592% 
Northern Natural Gas Company 36.408% 

Total 1 0~. OuX 

(c) After the first Successful Well is completed, as to all of the 
Cont act Area except the Successful We11.Unit Acreage for the first 
Succ ssful Well, and (if the Optional Deeper Well is Drilled) except for 
the ost of drilling ttie Optional Ueeper Well and (if the said Optional 
Deep r Well is a Successful Well) except as to the'Successful Well Unit 
Acre ge for such Optional Deeper Well, al:l costs and expenses of 
deve opment and operation, all wells and equipment,thereon, and all 
prod ction therefrom, shall be shared and owned, sub,)ect to the te rnis 
here f, as follows: 

Amoco Production Company 45.316% 
Northern Natural Gas Company -E1ir0" 36.408% 
Gulf Oil Corporation . oti,,,•Y-t" I 18.2765% 

T o ta 1 T66:6b6,d—

 

(d) As to the Successful Well Unit Acreage for the first Succes$ful 
Hell after completion of said well, all cpsts and expenses of development 
and peration, all wells and equipment thei•eon, and all production 
ther from, shall be shared and owned, subject to the te ms Iiereof, as 
foll ws: i 

(i) Until Payout: 

Amoco Production Company 
Nor.thern Natural Gas Company 

Total 

63.592X*
 

36.408% v< = ss •isc.~ .. 

100.000%. 

* This Working lnterest is subject toithe Gulf Overriding 
Royalty whicli shall be paid entirely out of this interest: 

I 

(ii) After Payout, if Gulf Oil Exploration and Production 
exercised its option to convert its;overriding royalty to 
a Working lnterest: 

z 7/8sG 

Amoco Production Company 45.316A Y'i" - '~~' ib~ 
Northern Natural Gas Cornpany i 36.408a  
Gulf Oil Corporation 18.276% --~ /S.zvyS V"` 

Total i l~:b l0 
/9 

(iii) After Payout, if Gulf 011 Exploration and Production l l 
Company did not exercise its option ;to convert its 
o•verriding royalty to a Working Inte'rest: 

Same as under (i) above. 

As to the Successful Well Unit Acreage for the Optional Deeper 
(if said well is drilled and is completed as aiSuccessful Well) all 
and -expenses of development and operation, all wells and equipment 

!on, and all production therefrom, shall be sha~red and owned, subject 
e terms hereof, exact'ly as is provided hereinabove under (d) with 
-d to the Successful Well- Unit Acreage for the first Successful Well. 

-2-
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EXHIBIT "A-1" 
; 

Leases Contributed by The Parties: 

A. Upases Contributed by Amoco Production Com an : 

 

essor: State of New Mexico  

  

ease Serial No.: L-6377 ,2y 

 

essce: M. M. F1err.itt 

  

ssue Date of Lease: 7-1-71 

  

xpiration Date: 7-1-B1 

  

escription: Lost 1. 2, 3, and 4, and the E/2 N/2, 

  

and the SE/4, of Section 7, T-22-S, 

  

R-35-E 

  

cres Committed: 466.40 

    

U V 

B. eases Contributed by florthern Natural Gas ,rp Q ✓.5 
, 1 

  

essor: State of New Mexico 

  

ease Serial Flo.: LG-3975 

  

essee: tlorthern Natural Gas 

  

ssue,Date of Lease: 1-1-77 l. 

 

xpiration Date:. 1-1-87 ; 

 

escription: Section 18, T-22-S, R-35-E 

 

kcres iGor.!nitted: 630,60 

    

i 
C. eases Contributed by Gulf Oil Corporation  

    

J  J G  !~ ~ essor: State of New hlexico ~ 

 

ease Serial No.: LG-1642 ; 
/ essee: 

ssue Date of Lease: 
Gulf  
6-1-74 

 

~ xpiration. Date: 6-1-84 

  

escription: Section 19, T-22-S, R=35-E 

 

cres Comritted: 

. 

633.16 

; 

PLS/c 

  

; 
448/0 

   

I ' 

a. ` 

. 

~ 

~ • ~ 

i 
~ 

~ 
~ . , 
, 

' 
i 
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EXHIHIT "H" 

(Attached to and made a part of Operating Agreement) 

UNLEASED OIL AND GAS INTERESTS 

If it develope that any interest owned and contributed by a party 
hereto is an unleased interest in the oii and gas righte, then such unleaoed 
interest eha 1 be treated for all purposes of thie agreemerit ae if it were a 
term (for tha term of thie Operating Agreement) oil and gas lease covering such 
unleased int~rest on a form providing for the usual and cuAtomary one-eighth 
royalty and•Lontaining the usual and cuetomary "leseer intereat clause". Thie 
agreement sh 11 in no way affect the right of the owner of;any such unleaeed 
intere6t to eceive an amount or share of production equivalent to the royalty 
which would e payable if such unleaeed intereSt were eubject to an oil and gas 
leaee as pro ided in the preceding sentence. Where any• provieion of thie agree- 
ment shall o erate to require an aseignment from any party:contributing an 
unleaeed min ral intereat, such provision ehall be construed (insofar as such 
unleased min ral intereet is concerned) as requiring inatead the execution and 
delivery by uch party of an,oil and gae leaee, for a primary term of one year 
from the dat of its delive,r,y and so long thereafter or as;oil or gae is produced, 
which leaee 6hall reserve unto the Leesor a one-eighth royalty and contain tha 
usual "leaee~ intereat clause". 

[ 

N 
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EXHIBIT " C  
~ 

Attached to and tnade a part of ..0peratiflg..Agr.aetseat..hettreaa..laoeo 
Prnduc ticn..COrr.}.a.ny.. a nd..lJor. Lber.a.,Natural...Gaa..Compauy..aad__ 
Qt11f...0i1..Expllsatiotl.. and . Production..Compaar. ...:.................._.....__ 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

~ 
1. GENERAL PROVISIONS 

y shall mean the real and personal properly subject lo the agreement to whieh this Accounting 
tlached, 

~
tons" shall mean all operations necessary or proper for the development, operatlon, protection and 
f lhe Joint Properly. : 

4t" shall mean the account showing lhe charges paid and credits received In the conduct of the Jolnl 
d which are to be shared by the Parties. 

1a11 mean the party designated to conduct the Joint Operatioris. 

,rs" stlall mean lhe porties to lhis lagreement other than the Operator. 

II mcan Operalor and Non-Operalors. 

Supervisors" shall mran lhose employees whuse primary funclion in Jolnt Operatiuns is the direct 
f other omployees and/or contraCt labor directly employed on the Joint Property in a field operat- 

~ 

ripioyies" shall mean those r-mploY~ees having special and specific engineering, geological or olher 
ikills, anrl whusc prlmnry lunctiun In Joint Operations is the ihandling of specific operatinR condi- 
blt•m.r tnr lhe bcnefit of lhc Jolnl l'roperty.   

pcnbl-s" ,hall monn fr:rvel und uther reasonable reimbursable expenses or Operotor's employees. 

iall mcun personal pruperly, eyuipment or supplies acquired or; held for use on the Joint Property. 

Mutl•ri:rl" shall mr.art htaterial wtlich at the tine is so classifieci in the Material Classification Manual 
Illy rr-cumrnended hy the Cnuncll uf 1'etroleum Accuuntanls Socicties of North America. 

d Illllings 

II bill Nun-Operalurs un or hrfnre the last day of each month for their proportionate ehare of the 
t fur lhe precedintt muntll. 9uclr bills will be accompaniod by statements whlch identify lhe author- 
dilure, lease or facillLy, and all charges and credits, summarized by appropriate classifications of in- 
I expen.,e except that ttems uf Controllable Material and unusual charges and credils shall be sep- 
died and fully doscrihed in detail. 

]. Advances r. d Paymrnls by Non-Operators 

Unless othe ise pruvided for in the aprel-mcnl, the Operalor may require the Non-Operalors lo advance their 
shore of est muted cnsh outlay for lhe .ucrreding tnonth's operatton. Operator shall adjusl eaeh monthiy billing 
lu rcflccl a vattrrti rri•eivr-d frurn itle Nun-[lficrators. ! 

F:acli Non-OJ perntor shall pay its proportioh ofjall bills within fifteen (15)i days after receipl. )t payment is not 
maclo wlthi/r such tume, lhe unpaid balance apa11 bear interest monthly al~ the rale of lwelve percent (12%) per 
unnum or t i• muxmuun contract rGlr: pvrtnillad by the applicuble usury !laws In the stale In whieh the Jolnt 
I'raperly is luc•rted, whichever is lhe Iess(-r, plus attorney's fees, cuurt costs, and other costs in connection wllh 
lhr cullecti n of unpald amuunts. ! 

4. Adjuslment 

1'aymcnt u any such bills sllall nul prejuJicc lhe righl af :rny Non-Operator to protesL or question the correct- 
ucss thercot; pinvillcd, itowever, all bills an~ l stalemerrts rendered to Non-Operalors by Operator during any 
ralcndar yefar shall cnnclusivcly be plosume lo be true and correct aftdr lwenty-four (24) monlhs following 
tho end of ny such calendnr year, unless wit~jin the said lwenty-four (24) month period a Non-Operator takes 
wrltten exc~ptiun tlioleto and makcs claim on Gperalor for adjustmunl. Nu!adjustment favorable lo Operator shall 
be nwde ul less it is mlule wilhin lhe same pn:seribed period. The provisiuns of lhis parograph shall not prevenl 
adjustmont; resulting frorn a physical inventery of Cantrullablo Mulerial ias provided fur in Section Y. 

S. Audits ~ 

A. Nuu-OpEralur, upuu noLice in writln{; tu l)perutor ond all uther Nen-Operulors, shull have the right to audil Ope- 
rulor's aecoiunls :uld recurtts relatmg lu lhe Jotnl Accourtit for any calendar year within the twenty-fuur (24) month 
periud folldwing lhe end of such calendar year; provided, however, the nuking of an audit shall not extend the 
time for the taking of writtcn exceptiun tu and lhe adjustmenta of accowits as provided for In Paragraph 4 ot lhit 
Section 1. Wltiere Ihere are two or mcn'1• Nnn-Opc:ralors, the Nun-Operators shall nake every reasonable effort to 
conduct ioinl or sirrtultancous audits in u manner which will result in a tninimum ot inconvenicnce to the Opera- 
tor. Operalor shall bear no purtion of tlle Non-Operalot•s' audil cost incurred under lhis paragraph unless agreed 

to by lhe fSperalor. 

®. Approval Uy Non-Operators 

Wherc anlapprovol or other agreement uf thc Parli¢s or Non-Operators;is expressly required under other sec-

lions of thts Accounting Procetlure and if Ihe agreement lu which this Actounting Procedure is attached contains 

no conlra y proviSluns in reg+u'd thereto, Operator shull nothfy al1 Non-O;perators of tha Operular's proposnl, and 

the agreetient or approval of a tnajurily in iutcrest of the Non-Operatori shall be controlling on al1 Nun-Opera- 

tors. 
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II. DIRECT CHARGES 

Operatnt• shall cha ge the Joint Account wilh lhe following ilemf: 

1. Renlals and R yallies 

I.case renlals 4nd royalties paid by Operator for Ihe Joint Operations. 

2. 4abor 

A. (I) Solarici and wages of Operalor's field employees directly employed on the Joint Property in the conduct 
of Joi t Operattons. 

(2) Solarie or D1XsldXMoaYSupervisors in the'lield. belotd Diatrict S.uperinterident. 
(J) Solarici and wages of Technical Employees directly employed on lhe Joint Properly If such chargea are 

exclud d from the Overhead rates. 

D. Operalor's cost of holiday, vacalion, sickness and disability benefils and olher customary allowances paid to 
employces hn.e salaries and wages are chargeable to the Joinl Account;under Paragraph 2A of lhis  Section 
11. Such c sts under this Paragraph 211 may be charged on a'•when and 'as paid basis" or by "percentage as- 
sessmenl" on the amount of salaries and wages chargeable lo the Joint Account under Paragraph 2A of thls 
Seclion ll. If percentage assesstrienl is used, the rsle shall be based on lhe Operator's cost experience, 

C. Expendttu rs ot• contributions made pursuant to assessments imposed by governmenlal authority which are 
applicable lo Operator's cosls chargeable to the Joint Account under Paragraphs 2A and 2D of this See- 
tion Il. 

D. Personal Expenses of those employees whose salaries and wages are chargeab)e to lhe Joinl Account under 
Paragraph I2A of this Section Il, 

2. Employee Re eflls 

Operator's cu renl costs of established plarts for employees' group life fnsui•ance, hospitalizalion, pension, re. 
s` lirentent, stocl purchase, lhrift, bonus, and other benefil platts of a Iike ndlure, applicable lo Operator'a labor 
1 cost rhargeab o to the Joint Account urtder Ilaragrapits 2A a'hd 20 of this Sectlon II shall be Operator's aetual 
e cost. nol to ex eed lwenly per cent (20:5). e' 
lr  
i• 4. Mslerial •tn 
r Material purc asod or furnished by Operator for use on the J

'
pinl Property as provided under Section IV. Only 

ruch Malerial shall be purchased for or lransferred to the Joinl Property as `may be required for immedfate use 
and is r•casnt ably pt•aclical and consislent wtlli effictent aA economical operations. The accumulation of sur- 
pht. slucks shell be avutded. 

S. Transportsllo i ~ 

Truhsportatio t uf omployees and hlaterial neccssary for lhe Joint Operations bul subJect to lhe folluwing limila- 
lions: 

A. I( Materi: 1 is moved lo the Joinl Properly from the Operetor's warchousc or other properties, no charge shall 
he made lh lite Joint Accuunl fur a dislance grealer lhan the dislance from the nearest reliable supply store, 
i-crognizec barge terminal, or railway recciving polnl whel•e Iike material is normally available, unless agreed 
to by lhc lartics. 

D. Il surplus Maleriol is moved to Oprralor's warehouse or other storage poinl, no charge shall be made to the 
Joint Acc unt for a distance greater than the dislance lo the nearest reliable supply store, recognized barge 
lerminul, r 1'allway recetvmg pontt unit•ss aKreed lo by Ihe Parties. No charge shall be made to the Joinl Ae- 
cotmt foi nnvintt.M•rlertal lo othcr proprrttes belonking lo Operator, unless agreed to by lhe Parlies. 

C. !tt lhe ap flication ttf SubparuGraphs A and D above, lltere sha11 be no eqlializallon of aclual gross lrucking cost 
of $200 ot Icss excluding accessorial charges. 

6.Services t 

The cost of r ntract servicrs, equipment and ulililies providea by oulside sburces, except services excluded by 
Ilat•upraph 0 if Seclion 11 and f'ai•itt;raph 1. ii of Section III, a1'he cosl of professional consultant servicee and con- 
lracl services or torhntcul pertinnnt-1 dirrcliv en{:a{;ed on lhe STofnl Property If such eharges are exriuded from •lhe 
tivethcad ra e.. The cust of pruressionul runaultant servicoe-br contract services of teehnlcal personnel not di- 
rcclly enKati d on Ihe Joinl Propet'ly shall nol be charged tu Ihe Joint Aecounl un)ess previously agreed to by 
lhe I'arties, ; 

7. Equipment a id Facilitics F'urnisltcd by Operalor „r 

A. Operalor shall ch:u•ge Ihe Joint Acruunt fur use of Operator owned equipmenl and facilities at rales com- 
mensurat - wilh cnsls of owncrship and uperallon. Such rJtes shall includ'e cosls of mainlenance, repairs, other 
oporatioq expensr, insur•rnre, taxes, depreciation, and intitl'est on investnienl nol lo exceed eighl per cent (g%) 
per unnu n. Sucll rates shall nul uxceed average cummercial rules currerilly prevailing in the immediate area 
uf the Jo nt Nreperty, f t 

11.. In tieu if charges in Purakraph 7A ahove, Operalor ma'y elect lo use avarage commercial rates prevalling In 
the immi diute area uf lhe Juint Ptuperly Irss 20%, For atutumulivic equipment, Operalor may elecl to use rates 
publishee hy iho Pcu•uleum M1lolor Trunspurt Associalion. 

i 
a. Dnmages an I Lusses to Jofnl I'roperty 

AII costs or uxpenses nr-cessary far ihe ropau• or replacement of Joint Properly made necessary 6ecattse of dom- 
atics or Inss s lncw red by flre, flaud, stunn, lhefl, accidenl, ur other cnuse, Nxcepl lhose resulting from Operator's 
l:russ ncglit; mco ur willful misconducl. Operulor sha11 furnish Non-Operalor wrillen notice of damages or lorses 
incurred as ~oen as praclicable afler a rrpurl thetcor has been received by Operator, 

9, l.cgel Expe

~
.,

ilgI: idli

 

F:xPrnscor , inveslignlinll and sollling liligalion or claims, discharging of liens, payment of judgrnenls
and amnun puid feu• svltlameul uf cloinu incurred In or restdting frotn,  operalions under lhe agrcemenl or 
nece.sary tb prolet•l ur recover lhe Joint Prcaperly, excepl lhat no charge for services of Operator's legal slatf 

or feis or v tPouse ur uulside alturneys shull be madc unloss previously agreed lo by lhe Parties. All other legal 
t•xixnsc is tJ.onsiderecl to be covercd by thc uverhend pruvisiuns of Section llt unless olherwise agreed to by lhe 
l'arties, exc pt as provided in Seclion 1, 1'aragraph S, i 

i 
—2— 

~ 

-_.. __. . __._ .. . _..---•--. - . • ---------~ --- . 



~—..~ 
%~ !  

v' 

Is. 'i1mM 

All iaaes of ev ey kind and nature aayeued or levied upon or ln eonneaUon irilh tbe Jolnt Property, the opera- 
tion lher+of, or tJre productbn tLerefrom, and wWch taxes havti bmA pald by U►e Operator for the benefit oi the 
Partia. 

Il. Laatnassee ' 
Nef piemluma imid iLr Insurance repuired to be carrled for the Jolnt Operations for the protection of lhe Par- 
tles. In the evdnt Joii:t Operations are eonducted in a state in which Operstor may act as self-imurer lor Worls- 
men'a Compensalion and/or Lnployers Llability under Ihe respeclive state'i laws, Operator taay, at ila electton, 
Include ahe riokl under its self-insuranoe program and in IAat event, Operator tiDal) inelude a eharge at Operator's 
coat not lo ex 

I
 manual rates. 

iL 016 [ ar :peedilWrae ; 

Any other eap~nditure not covered or dealt Mith in the foretoing provisions !of lhis Section 11, or in Seetlon Ill, 
and which la inl ; red by the Operator in the necessary and proper conduct of !he Jo)nt Operations, 

Iil. O VITSBEAD 

L Overiseid - Dr
I
llling aed Prodocing Operatlaos ; 

). As comperts~ation for administrative, supervision, office rorvJces and warefiousing costs, Operator shall ehsrge 
drllling ano producing operauons on either: ! 

(_) iFixed lLle Basis, Paragrsph IA, or 
( ) IPercentage $asis, Paragraph IB. ' 

Unleu otheFwise agreed to by lhe Parties, such charge shall be in lieu of cosls and expenses of a11 offices 
and ularies~or wages plut applicable burdens and expenses of all perionqel, except lhose directly chargeable 
under Para raph 2A. Section 11. The cosl and expense of services from outside sources in conneelion with 
mat(prs ol laxaliun, trafftc, accounting or msllers belore or involving gdver'nmentsl epencies shall be eonsidered 
as included lin the Ovrrhead rales provided for In the above selecled Parir₹raph of lhts Seclion I11 unleu sueh 
cost and ex¢ense are agreed to by the Parlies as a direcl charge to the Joint Accounl. 

t{. The selarleii, wagrs and Personal Expenses of Technical Employeel and/or the cost of profeuional eoneultant 
servlces anti conlract services of technical personnel directly employed on'the Joint Property shall () aM1! 
not ( X) be covered by the Overhead rales. 

A. Overhead - Fixed Rate Baais 

(1) Operatior shall charge the Joint Aecount st the following rates per well:per month: 
Drili ~ ng Well Rale ~ ai 500 
Prod cinj We)1 Rale ti—$- 3-50 

(1) Applic lion of Overhead - Fixed Rate Basis sltall be as follows: 

(a) Dr'lling Well Rale 

[) Charges for onshore drilling wells sha11 begin on lhe date ttie well is spudded and terminale on 
the date the drilltna or complelion rig Is released, whichevei is later, except that no charQe shall 
br made during suspension of drilling operatlons for flfteen (1S) or more consecuttve days. 

L2 Charges for of)shore drilling welle shall begin on lhe dale wlien drilling or tompletion equipment 
arrives on location ■ nd terminate on the date the drilling or completion equlpment moves off loca- 
lion or ng is released, whichever occurs first, except that no charge shall be mede during suspen- 
sion of dr111ing operations for lifteen (IS) or more conseculive days 

` [3 Charges for wells undergoing any lype of workover or recomplelion for a period of five (S) eon- 
~ secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 

lhe period from date woikover operalions, with rig, cornmenec through date of rig rclease, except 
Ihat no charge shall be made dunng suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Pi oducing We11 Rates  

;-• [1) An aclive well either produced or (njocted inlo for any portion of lhe month shall be considered 
P. as o one-well charge lor the enlire monlh. , I 

[2 Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considcred as a oue-well charge providing eacti completion is considered a separale 

r, well by the Qoverning regulalory ■uthority. ,'. i 

[] An inaclive gas we11 shut In because of overproduclion or faUure of purchaser to take the produe- 
lion shall be considered as a one-well eharge providing the gai well Is directly connecled to a per. 
manent sales outlet. 

[] A onc-wetl chargc may he made for the monlh in which plugging and abandonment operalions 
are cotnpleled on any well. 

[] Afl other inactive wells (ineludinQ but not limiled lo Inactiye we11s covered by unit allowable, 
lease allowabie, lransferred allowable, etc.) sha11 not quality; for an overhead charge. 

(3) The Jell r•oles ahall be adjusted as of lhe firsl day of Apri1 each year following the effective date of the 
sgree enl lo which this Accounling Procedure fs sltached. The adjustment shall be computed by multl-

 

plyin the rate currently in use by lhe percentage Increase or decrease in the avei'age weekly earnings of' 

Crud Petroleum and Gas Production Workers for the lasl calendar; year compared lo the calendar year 
prece ing as shown by lhe index of average weckly earnings of Crude Petroleum and Gas Fields Produe- 
llon Workers ■s pubtished by the Uniled States Department o► Labor, Bureau of Labor Statistics, or the 
equlvblent Canadian Index as published by Statistics Canada, al applicable. The adjusled rates shall be 

the r tee currenlly )n uae, plus or rninus the compuled adjustment. ; 
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B. Overhead - P 

(1) Operator 

(a) Devet pmeut 

pruv

[i n 

~ Percent of the cost nf Devclopiiieht of the Joint Property exclusive of eata 
undcr Paragraph 0 nf Section lI and all salvage eredits. 

(b) Operg ! 

Percent ( 'k ) of lhe cos( of Operaliitg the Joint Property exclusive of costs provided 
underagraplts 1 and 9 of Section 11•  all salvuge credits, the value:of 1t►jecled substances purchased 
for sdary recovery and all taxes and assessments whtch are levied,• assessed and paid upon the rrLLn- 
eral rest in and to lhe Joint f'ruperty. 

(2) Applicalif Overheud - Percenlage Ilasis shaU be as follows: 
For lhe nse ol delerrnining charges on a percentage basis undor Pnr`agraph 1B ot this Seclion (iI, de-
velupmonall include all custs in connectton wilh drilling, redrilling, tleepening or any remedial opera-
tiohs on or a1) wells invnlvurg the use uf drillrng crew and equipmehlt a1so, prellminary expendittues 
necesyorypreparatian for drdling and expenditures incurred in abanrloning when the well is not corn- 
pleted asroducer, and orrginal cost of construction oc rnstullalion of fixed aeseta, the expansion of Iixed 
assets anny other project clearly discernible as a fixed assel, except' Major Constructlon as del ned io 
Paragrapfi 2 uf this Section Ill. All other cosls shall be cdnsidered as Operating. 

2. Overhead - Ma)o Constructiott 

To compensate perator for overhead cosls tncurred in lhe conslructton and iristallation of fixed assets, the ex- 
pansron of fixed asscls, and any olher projecl ctearly discernible as a fixed asset' required for the development and 
opt•ration of the ornt Property, Operator shall either negotiate a rute prior lo the beginning of construction, or shall 
ctrarge the Joinl Accaunt for Overhend based un lhe fullowing rates for any Major Construction projecl io exceu 
of i _25eD>Z0.__..—_: 
A. _ ry „, -.'/ of total costs if such costs are more Ihan =~ r.00lZ but less than T. 1OOi000 ; plus 
B. 3... 'io of luta) costs in excess of ;_1~j~ but ; less'(han ;1,000,000; pltll 

C. ~. _'if of tqtal cnsls in excess of =1,000,000, S. 

Tolal cost shall ntuan (he gross cost of any one projecl. For lhe.purpose of this paragraph, the component parts 
rrr a single proj L sltall nol be'trented saparately and lhe cosl of drilling and viorkover wells shal) be excluded. 

3. Amendment of Ralesi 

The Overhead 4alvs pr•ovided (or in this Section III may be amended from timei  lo time ortly by mutual agreement 
belweeri the 1' rrtres herelo if•  in pr•rclica, lhe rales are found lo be insuffieicint or exce/s)ve. 

IV. PRICIN . OF JOINT ACCOIIN'r 111ATERIAL PUItCItASES, TRANSFERS AND DISPOSITIONS 

Olx-ralnr is respon. ibh• fur Jornl Aeenunt Maternrl und shall make proper and tim'ely charges and credits for all ma- 
terrat rnovements ffectrng tlre Joinl Property. Operator shall provide all Materiul for use on lhe Joint Property; how- 
ever, at Operatur's optron, such Material may bc supplied by the Non-Operator. Operalor shall make turnely disposition 
of idle and or surp us Material, such disposal betng made either through sale lo Operator or Non-Operator, division in 
krnd, or sale to ou siders. Operalor may Purchase, but sha11 be under: no ubligatioq lo purchase, interest ol Non-Opera-
lors in surplus cNr{drtion A or B Mal'erral. The disposal of surplus Controllable Material'not purchased by the Opera-

 

tor sltall be agreedl lu by the Parties. i 

1. Purchases 

Material purc asedVtall be charged at lhe price paid by Operatar arter deduction of al) discounts received. ln case 
of Material fokind lo be defective or t•eturned lo vendor for any'other reason; credit shall be passed lo the Joint 
At•cuunlhc ad1 ~lmenl has been t'ecerved by the Operator• 

Z, Transfars

w

 an Dispositions 
i 

Material futr ished'to lhe Julnl Pruperly dnd Malerial transferred from the iJoint Propdrty or dlaposed ol by the 
Operalor, urtl es o5lrorwise agrced to by lhe 1'arties, sliall be priced on lhe 1u11owina bnahs exclustve of caith dis- 
counts:  

A. New Mat rral (Condition A) ' i 
( 1) Tubu ar qublls, except line pipr•. shull be priced at lhe current new'price In effect on date of_movement on ~ 

niaxi num'carluad ot• harge Ioad wt•rghl basis, regardless of quantily~lransfe'rred, equalized lo the lowett 
publi•hed nrice f.o.b. ro,lway recaavinil puint ur reco6nized barge' terminal nearest the Juinl Property 
wher sucli Maleria) is nurmolly avatlnble. 

I;t 
(2) Linc Pipc it, 

(a) overiient uf Icss than 30•000 puunels shall be priced al the current new,rprice, in effect at date of 
iuverrttnt, as listed by a relt:rble supply store nearest lhe Joint,Property where such Malerial is nor-
ially 'ovailable. 

(b) um veenl o1 30.000 poun r m ds oore shall be priced under provisions of lubular goods pi•icing In Para-
~; 

Mal
raph 2A (1) of lhis Section 1 V. 

(3) Oth4r urial shnil be pricvd at tJre eurrent new pricc, in effec( al t{ateof movement, as listed by a rellable 
suplily store ur r.o.b. railw•ry reco,vrng puinl nearest lh'e Joint Property wirere such Malerial Is normally 

B. Good U ed hluterial (Condilion B) ; 

Maleria in sound and serviccab)e cundilion and suitable fur reuse withoul reconditioning: 

(1) Maieriol rtloved to lhe Joint Property 

(a)I 

ro 
Al seventy-rive percent (75 :; ) uf current now price, as delermined by Paragraplt 2A of lhis Soclion IV. 

(2) M lerial muvi•d fnr the Jurnt l'ruperly i 

(a~ At sovunty-fivc perccnt (75!: ) o1 current new price, ns dcicrmined by Paragraph 2A uf this Seclion IV, 
I if Material was ariginally ch:u•bed to the Juinl Accuunl as new Material, or 

~ 

~ _ 4 _ 

age Basis 

charge lhe Joint Accuunt at the following rates: 



. I 

- --- . ----.---  COPRS- 
al sixly-five percenl (65rir•) of currenl new price, as detertnined by Paragraph 2A of lhla Section 
IV, if Material was originally charged to lhe Joint Account ®s good Used Material at seventy-five per- 
cenl (7556) of current new price. 

of recondilioning, lf any, sh:dl be absorbed by the lransterrinQ property. 

ted Malerial (Condition C and D) 

dilinn C 

eriol wlticlr is not in soun(1 and serviceable condilion and not suilable for its original function until 
r recondrtioning shall be prtced al frfly percenl (501,;.) of current new price as delermined by Pars- 
)h 2A of this Seclmn IV. Tlre cost of recanditianing shnll be charged lo the receiving property, pro- 
4 Conditian C value plus cost of reconditioning docs nut exceed Condition B value. 

tlilion D 

other hlalerial, including junk, shall be priced at a value commensurale with ils use or al prevailing 
es. hfaterial no longer suitable for rts original purpose but u'sable for some olher purpose, shall be 
ed on a basis comparable with that of ilems normally used fur such other purpose. Operator may dls- 
r of Condition D Material under prnceduree normally utilized 'by the Operator wllhout prior approval 
.r,... _n..e........ . , 

(b 

The cc 

~ C. Other I 

(I)'Cc 

Mi 
afl 
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AI 
pr 
pr 
po 
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D. Obsole Material 

Maleri I which is serviceable and usable for ita original funclion but:condition and/or value of such Malerial 
is not ebuivalent to lhat.which would justify a price as provided above may be epecially priced as agreed to by 
the Partiea. Such price sliould result in the Joint Account being charged with. the value of lhe service ren- 
dered dy suclt Malcrial. 

£. llrlcing Cuiiditions 

(1)Lo ding and unloading costs may be charged to the Joinl Account al the'rate of fifteen cenls (154) per 
hurlidred weigtrl on all ; tubular goods tnuvements, In lieu of loadirig and unloading custs sustained, when 
act al hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Seclion II. 

(2)Mo~erial involving eruFtion cusls sltall be charged at applicable pereenlage of the current knocked-down 
ari e of new Materlal. 

3. Premlum rices 

Whenever alerial is nol readily obtatnahle at publislred or Irated priccs because of nalionol ernergencies, alrlkes 
or other ur usual causes over whrch thc Operator has no control, the Operator may charge lhe Joint Account for lhe 
ri-yuired IV atvnal al lire Operatur's uctual cust incurred in pruviding such' Malerial, in making it suilable for use, 
and in mu inl; it lo tlte Joint f'ruperly; provided nalice in writing is furnished lo Non-Operators of th'e proposed 
charge pri r lo hrlhnti Non-Operators for such htaterlal. £ach Nun-Operatoi shall have the righl, by so e(ecting and 
nolifying perator wrthin len days afler receiving nolice froin Operator, to furnish in kind all or Part of his share 
of auch blulcriul suitable for use and acceptable 1u Operator. , 

4. Warranty f Mrlerlel Furnished by Opernt'or 

Operalories not warrant lhe hiaterial furnislted. In case of dereclive Material, credit shall not be passed to the 
Joinl Accont unUl adjustment has been received by Operalor frorn lhe manufaclurers-or their agents. 

l V. INVENTORIES ; 

The Operator Jhall maintain detailed records of Controllable Mater)al. : 
i 

1. Periodlo I 
I
venlories, Nolice ind Representallon 

At reasonalble intervals, Inventories shall be laken by Operator of Ihe ;  Joint Account Conlrollable Material. 
WrNten no tce uf inlention lo Uke inventury shall be given by Operatur at 9east thirly (30) dsrys before any inven-
lor y is to't~cgin so Ihat Non-Oprruturs lnay be represented when any inventory Is taken. Fullure ef Non-Operatore 
to be reprented al an invenloLy shull brnd Non-Operators lo occept the invenlory laken by Operator. 

2. Reconclllal on and Adjuslmani of Inventarles 

Re•conciliot on of u pltysical inifnlory witlt ttte Juinl Account shall be made, and a list of overages and shortages 
shall 6e fu •ni,ha•d to the Non-Oprrators wrthrn six months following the iaking of thci  inventory. Invenlory ad- 
justments hall.bt• made by Ortrator wrtlt lhe Joint Accuunt for overages and shorteges, but Operalor shall be 
ttcld accou ilaiile anly for shnrtages duu tu lack nf rcasunable diligence. 

3. Special In entories  
i 

Spccinl In ,enlnries may be taken wFicnever there Is any sale or change uf interest In the Juinl Properly. 11 sha11 
bc lhe dul~ o( the patty scllinti  lu nolity ull other Parlirs as yuickly as poisible after Ihe transfer of Interest takes 
place. In s ch casex, both the seller and the parchaser shall be governed by, such inventory. 

1. I3xpense o I  Conducling Periodlc Inveniories 

The expenie af conducling perindic lnvenlorics shall nol be charged to lhe Joint Account unless av,rcttd to by the 
Parties. 

I 

i 
i 

' 

i 

... . . .. .. ..._. ..._.. _......- .. - .. . . ..... ._.... _.. _.. .... ... . . ._ _. . -__. _. ......__..._~....___.~ 
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Oper4tor shall carry far the benefit and pi^otection of the 

partiei hereto, Morkmen's Compensation and Employers'Liability insurance 

with 1 mits of $500,000 for each occurrence in accordance with state, 

provin ial. and federal laws including Longshoremen''s and Harbor liorkers' 

Compen ation Act and as extended to Outer Lontinental Shelf Operations 
i 

and et er wAritime laws. as applicable. If under the laws of the juris-

'dictlai in which operations are conducted Operator i!s authorized to be 

a self-insurer as to workmnn's compensation or emplayers' liability, 

Opera r ar,ay elect to be a self-insurer under such laws and in such 

event Operator shall charge to the Joint account, 1n lieu of any premi-

ums f~r such insurance. a prQmium equivalent limited to amounts deter- 

mined by applying manual insurance rates to the payroll. 

r  

The Operator shall not be required to carry any other insurance 

for t ejoint account. The liability, if any, of the parties hereto in 

damag s for claiats growing out of personal injury to or death of third 

persois or injury or destruction of property of third parties resulting 

from the operation and development of the premises covered hereby shall 

be bo-ne by the parties hereto in the proportions of their respective 

interbsts in the production therefrom; and each party individually may 

•,: 
acqui e such insurance as it,deems proper to protect itself against such 

claia . Operator shall require all third party contractors performing 

work In or on the premises cuFered hereby to carry such insurance and in 

such mounts-as Operator shal~ deem necessary. 

A. 

i 

1UO(1M:i 
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EXHIBIT "E" 
(Consisting of 2 Pages) 

GAS STORAGE A14D BALANCING AGREEMENT 

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

The p lrties to the Operat'ing Agreement to which this agreement 
is at~ached are the owners of certain gas rights underlying the 

° Unit 4rea covered by such agreement, and the,ownership of each 
party is set forth in Exhibit "A" to said Operating Agreement.. 

The tdrms of the Operating Agreement provide~each such party with 
the r3;ght to take its share of gas produced from the Unit Area 
and mirket the same. In the event any such 'Party is not at any 
time aking or marketing its share of such gas or has contracted 
to se 1 its share thereof to a purchaser which does not at any 
time hile said agreement is in effect take the full share of 
gas attributable to the interest of such contraeting party, then 
this agreement shall automatically become effective. 

Durini the period or periods when,any party has no market for - 
its stiare of gas produccd from anyy.proration:or spacing unit 
withirk the Unit Area, or its purchaser does not take its full 
share of gas produced from suclt proration or;spacing unit men-
tionecl above, the othei parties shall be entitled to produce each 
montli~one hundred percent of the allowable gas production assigned 
to su h proration or spacing unit by the State regulatory body 
liavinj jurisdiction and shall be entitled to'take and deliver to 
its o their purchaser or purchasers all of 'such gas production. 
A11 t e parties shall share in and own the lYquid hydrocarbons 
recov red from such gas by lease equipment i'n accordance with 
their respective interests and subject to th'e Operating Agreement 
to wh ch this agreement is attached, but tlie-party or parties 
takini sucli gas .shall own all of tihe gas del'ivered to its or 
their purchaser or purchasers. 

on a umulative basis, each such Earty not taking or marketing 
its f 11 share of the gas .produced shall be :credited with gas 
in st rage equal to its full share of the gas produced under this 
agreenent, less its sliare of gasaused in lea'se operations, vented 
or lo t, and less that portion suctt party took or delivered to its 
purch ser., rhe operaLor under sad-d Operating Agreement will 
estab ish and maintain currently (a gas account to show the gas 
balan e which exists between all the parties' and will furnish 
each ~f these parties a monthly statement sli'owing the total 
quant'ty of gas produced, the amcxunt used in: lease operations, 
vente~ or lost, the total quantih.y of liquid hydrocarbons re-
cover d therefrom, and the monthly and cumulative over and under 
accou6t of each party. ; 

At an. and all times while gas is being produced from the Unit 
Area, each party will make settlernent• with the respective royalty 
owne s to whom said par.ty is accountable, jtist as if each party 
wereltaking or deliveriny to a purchaser its' share, and its share 
only, of such gas production.exclusive of gas used in lease 
oper tions, vented or lost. Eac1i party agrees to indemnify and 
hold~each and every other party harmless from any and all claims 
for oyalty payments asserted by royalty owriers to whom each 
indeiAnifying party is accountable. The term "royalty owner" 
sliall include owiiers of royalty, overriding:royalties, production 
paymants and similar interests. 

I 

100f1K5 
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Page i 
Exhib t E 
(GAS TORAGE AND BALANCING AGREEMEIiI) ' 

~ 

After~written notice to the operator, each party at;any time may begin 
takin or delivering to its purchaser its full share of the gas produced 
from ~ proration or spacing unit under which it has'sgas in storage, less 
such arty's.share of gas used in operations, vented or lost. In 
addit on to such share, each party, including the Operator, until it has 
recov red its gas in storage and balanced the gas account as to 1ts 
inter st, shall be entitled to take or deliver to iEs purchaser a share 
of ga5 determined by multiplying fifty percent (50%) of the interest in 
the c~rrent gas production of the party or parties without gas in storage 
by a raction, the numerator of which is the interest in the proration or 
spacing unit of such party with gas in storage and the denominator of 
whichlis the total percentage interest in such proration or spacing unit 
of all~ parties with gas in storage currently taking;or delivering to a 

• purch ser. 

Each arty producing and taking or delivering gas to its purchaser shall 
pay a~ny and all production taxes due on such gas. 

Nuthing herein contained shall be construed as denying any party the 
right, fron time to time, to produce and take or deliver to its purchaser 
its ull share of the allowable gas production to meet the deliverability 
tests required by its purchaser. 

In t e event production of gas from a proration or spacing unit is 
perm nently dicontinued befor•e the gas account is balanced, settlement 
will'be nade between the underproduced and overproduced parties. In 
maki g such settlement, the underproduced party or parties will be paid a 
sum f money by the overproduced party or parties attributable to the 
over~roduction which said overproduced party received, less applicable 
taxe theretofore paid, at the applicable price def;ined below for the 
late~t delivery of a volume of gas equal to that for which settlement is 
made For gas sold in interstate commerce, the pri`ce basis shall be the 
rate collected. from time to time, which is not sub j ect to possible 
refur~d, as provided by the Federal Energy Regulatory Commission or any 
sucedssor agency pursuant to final order or settlement applicable to the 
gas iold from such well, plus any additional collec'ted amount which is 
not rYltimately required by said Commission to tie refunded, such 
addi ional collected amount to be accounted for at'such time as final 
dete~mination is'made with respect thereto.  

Notw thstanding the provisions of the last preceding paragraph, it is 
expr ssly agreed that any underpruduced party hereunder shall have the 
optibnal.right, wit.h respect t'o each proration unit separately, to 
receYve a cash settlement bringing such underproduCed party's gas account 
intoibalance at any time .prior to the permanent discontlnuance of gas 
production, by first giving each overproduced party ninety (90) days 
writ;ten notice of demand for cash settlement. If such option is so 
exertised, settlenent shall be made (as of 7:00 u'clock A.M. on the lst 
day bf the calendar month following the date of such written demands) 
withiI n ninety (90) days following the actual receipt of such written 
demands by the overproduced parties, in the same-manner provided in the 
lastlpreceding paragraph hereof. The optional right provided for in this 
paralgraph can only be exercised one (1) time by any particular 
undelrproduced party on the same proratiori unit; and each underproduced 
party agrees that it will not exercise such option; unless it is of the 
opin,ion 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 
pror;ation unit. 

Notl~ing herein contained sliall change or affect the obligations of each 
party to bear and pay its pruportionate share of all costs, expenses, and 
liabilities as provided in the Operationg Agreement. 



,•L_w"~ ~ 

• 

7his igreement shall constitute a separate agreement as to each proration 

or sp cing unit within the Contract Area and shall become effective in 
accor~ance with its terms and shall remain in force ,and effect as long as 
the 0 erating Agreenent to which it is attached remeins 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 

"pror tion unit" or "spacing unit" is meant the area or portion of the 
Contrict Area fixed for the drilling of one well by:applicable ,field 
rules or in the absence thereof, with statewide rules and regulations of 
the S ate regulatory body having jurisdiction. 

PLS/cit 
448/0 -5 

3 



~ `•1•r xy  
- v 

• ', ER/112(K) 
5/21 79 

EXHIBIT G 

TAX PROYISIONS 

Tax Partnershiu Recoanition (Fedpral 

The PARTIES recognize that this AGREEMENT creates a partnership for 
Un1 ed States income tax purposes. Therefore, the'PARTIES recognize 
that they are subject to the partnership provisions of subchapter K 
of chapter 1 of subtitle A of the Internal Revenue Code of 1954 and 
her-tby agree not to clect pursuant to section 761(4), Internal Revenue 
Codo of 1954, to be excluded from the application;of the provisions of 
sub hapter K of chapter 1 of subtitle A of the Code. OPERATOR shall 
fild with the appropriate offlce of the Internal Revenue Service a 
Par nership Income Tax Return covering the operati;ons under thls 
AGR EMENT. OPERATOR shall furnish to the other PARTIES for their 
appfoval a copy of each proposed income tax return at least two weeks 
pri r to the date the return is filed. 

Tax Partnership Reco ng ition State . The PARTIES;recognize that this 
AGR EMENT may be sub)ect to state income tax statutes. OPERATOR shall 
fili 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 
nc me tax returns '(and for financial accounting purposes under this 
AGR EMENT): 

(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 intangible drilling;and development costs 
incurred in the drill.ing of both productive and nonproductive wells 
and the preparation of wells for production bf 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 i6respect of all eligible 
property under this AGREEMENT subject to dep:reciation 1n accordance 
with the Asset Depreciation Range System. Allowances for depre- 
ciation will be computed using the maximum accelerated tax depre- 
ciation method and the shortest life permiss'ible. 

i 
OP RATOR•agrees to consult with the other PARTIES prior to making any 
ot er elections required.by this AGREEMENT. : 

Ta:t Allocation. The PARTIES agree that items of~income, gain, loss, 

r EEMENT): 

on or credit shall be allocated as follows for all partnership 
tax returns (and for financial accounting';purposes under this 

! 

(a Deductible exploration costs, intangible drilling 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 lnterest com- 
prising the properties under this AGREEMENT~shall be allocated to 
the PARTiES 1n accordance with their respective contributions to 
the property. ~ 

() Depreciation, gains and losses from sales, and abandonment deduc- 
tions in respect to capitalized tanglble equipment shall be allocated 

:Lou(:s.~ 
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o the PARTIES in tFie ratlo of their respective. contributions to 
he adjusted basis (as defined by the Internal!Revenue Code of 
954) of such equipment, 

roperty investments under this AGREEMENT quali,fying for investment 
redit under section 38, Internal Revenue Code:of 1954. shall be llocated to the PARTIES 1n accordance with their respective' 
ontributions to the ad,lusted basis oP such property. 

he depletion allowance shall be computed separately by the PARTIES. 
ach PARTY shall be allocated in accordance with its contribution 
o such basis, its proportlonate share of the adjusted basis of 
ach oil and gas property under thls AGREEMENT,: 

ny recapture treated as an increase in tax, decrease in credlts, 
r increase in ordinary income, by reason of sections 47, 1245, 
250, or 1254 of the Internal. Revenue Code of 1954, shall be 
llocated ot the PARTIES in the amounts in which such recaptured 
tems were previously allocated to them, 

11 other deductions and credits shall be allocated to the PARTIES 
;ho ha~e furnished the funds for and have been charged with the 
xpenditure or loss giving rise to such deductlon or credit and all ncome shall be allocated to the PARTY who receives or is credited 
lith such income under other provislons of th1s;AGREEMENT. 

~ . 

. i 

(d) 

(e) 

{f) 

(9) 
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~%,~LLGACY 
Legary Resecves LP • 303 West WaIl, Ste.1800 • Midlaad,'I% 79701 • Ph: (432) 689-5200 • www.legarylp.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 CO as Operator, and NORTHERN 
NATURAL GAS COMPANY et aI as Non Operator. 

Lease Reference: STATE GC - LEA COUNTY, NEW MEXICO 

To whom it may concern: 

Legacy Reserves (jperating LP.("Legacy") has executed a Purchase and Sale Agreenient {"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"), including Legacy's right, title and interest in the Lease described above (the "Subject 
Property") 

Pursuant to the J,OA, Legacy hereby requests your written 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 contaci Best regards, 

LEGACY RESERVES OPERATING LP 

Z41  I~ 
Clay Roberts 
Land Manager, Permian Business Unit 

[Consent on Following Page. 

Page i of 3 
CONSENT TO ASSIGN REQUEST 



,~,~ LEGACY 
C' ! , I 

L.egary Reserves LP • 303 West Wai), Ste. 1800 • Midlaed, TX 79701 • Ph: (432) G89-5200 • www.lel;arylp.com 

CONSENT TO ASSIGN 

Lease/Wetl: State GC 
County, State: Lea County, New Mexico 
Operator: Amaco Production Co 
Non-Operatort 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 relurn one (1) origina( to the undersfgned in the enclosed self-addressed envelope.] 

Page 1 of 3 
PREFEREtJ71AL RIGHT TO PURCHASE ELECTION 



r. s 

a 
Legacy Reserves LP • 303 West Wall, Ste. 1800 • Midlancl, TX 79701 • Ph: (432) G89-5200 • 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 terrns and conditions set forth in the 
PSA. 

[Plecue fnitlal 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 rnitial one.] 

Signature: 

Title/Self: 

Date: 

[Please return one (l) origi►eal to the undersigned ln the enclosed self-addressed envelope-] 

PREFERENT[AL RIGHT TO PURCHASE ELECT[ON 
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CENTENNIAL 
nEsuua;c CHv:tO.tlgri ➢ ckt 

6avin Smith, RPL 
tandman 
Centennlal Resource Productlon, !CC 
1001 Seventeenth Street, Suite 1800 
Denver, Colorado 80202 
Main: 720-441-5515 
Direct: 720-499-1474 
6ovin.smith@cdevinc.com 

leff!/erly, CPL 
Vice President ojtand 

OneEnergy Partners, LLC 
2929 Allen Parkway, Suite 200 

Houston, rexas 77019 
Maln: 713-714-6485 
Direct: 214-683-3464 

jilerly@oneenergypartners.com 

tYiarch 28, 2017 DELIVERED VIA CERTIFIED MAIL 

TO: Workit:g Iriter•est I'arties of the State CC Joirrt Operatflpg tigreentent 

Re: Cltaaage of Operator & Coriseitt to Assigrr 
Township 22 Sotitli, Range 35 East, N.11J:P.M 
Section 7: S/2, NW/4 
Lea Coituatty, Ne►v Me.zico 

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 Iands 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 $'h, 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 Centenniat be approved as Operator of the State GC JOA effeetive 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 
lanuary 18, 2017 
Page 12 

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

Respectfully, 

OneEtrer,gy Part®sers, LLC 

M*49 
Jeff Lierly 
Vice President of Land 

CeaBteiairial Resotirce Proilitctiots, LLC 

/ 

Gavin Smith 
Landman 

I/We liereby 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: 

; 

Title: 

Date: 



Change of operator 
January 18, 2017 
Page 13 

Working Interest Owners: 

Company Name Certifced IViail No. 

EOG Resources, Inc. 9590-9402-2686-6351-6033-54 
5509 Champions Dr. 
Midland, Texas 79706 
Attn: Dustin Bynum 

Atlas OBOI Energy, LP 9590-9402-2686-6351-6033-47 
15603 Kuykendahl, Suite 200 
Houston, TX 77,090 



STATE OF NEW MEXICO 
COUNTY OF LEA 
FIFTH JUDICIAL DISTRICT COURT 

ATLAS OBO ENERGY LP, 
Plaintiff, 

V. 

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 of the Plaintiff's relevant mineral properry 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 properry, 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, warehousemen, 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 



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 Plaintiffls 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 Enj oined 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 _.m. 

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 
j cochran@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 MEXICO 
COUNTY OF LEA 
FIFTH JUDICIAL DISTRICT COURT 

ATLAS OBO ENERGY LP, 

Plaintiff, 

v. 

CENTENNIAL RESOURCE PRODUCTION, 
LLC, 

Defendant. 

           No. D-506-CV-2021-00991 

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 21, 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 

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

FILED 
5th JUDICIAL DISTRICT COURT

Lea County
11/29/2021 1:39 PM

NELDA CUELLAR
CLERK OF THE COURT

Sandy Long

EXHIBIT A
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“State Leases”). Centennial owns 100% of the mineral interests in Section 18. See Affidavit of 

Gavin Smith, Senior Landman with Centennial, ¶¶ 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 

EXHIBIT A



3 
 

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. Id.  

I. 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, ¶ 34, 111 N.M. 478, abrogated on other grounds by Agua Fria Save the Open Space 

Ass’n v. Rowe, 2011-NMCA-054, ¶ 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, ¶19, 

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. ¶ 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, ¶ 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, ¶ 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, ¶ 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, ¶ 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 

EXHIBIT A



7 
 

are not subject to the JOA at all. Accordingly, Atlas has failed to demonstrate a substantial 

likelihood of success on the merits. 

i. 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, ¶ 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, ¶ 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 
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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.  

ii.   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, ¶ 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, ¶ 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.  

iii.  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. 
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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, ¶ 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, ¶ 16, 94 N.M. 425 

(emphasis added). Malice is an essential element of slander of title. Id. 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, ¶ 18, 94 N.M. 181.  
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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 
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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. ¶ 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, ¶ 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, ¶ 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, 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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III. 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.   

EXHIBIT A



16 
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 COMPULSORY POOLING APPLICATION 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): Oil

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

Description: TRS/County 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

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Exhibit No. A
Submitted by: Centennial Resource Production, LLC

Hearing Date: November 04, 2021
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Proximity Defining Well: if yes, description Yes, 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. 

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 SecƟon 6, Township 22 
South, Range 35 East, NMPM.

 BHL:100 FSL and 598 FWL (Lot 4) of SecƟon 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 SecƟon 6, Township 22 

South, Range 35 East, NMPM.
 BHL:100 FSL and 1526 FWL (Lot N) of SecƟon 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 , API No. 30-025-49036 
SHL: 275 FSL and 1380 FWL (Unit N) of SecƟon 6, Township 22 
South, Range 35 East, NMPM.
BHL: 100 FSL and 2456 FWL (Lot N) of SecƟon 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

EXHIBIT A



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

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 & below)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
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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

Special Provisions/Stipulations N/A

CERTIFICATION: I 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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 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. _____ 

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

22252

BEFORE THE OIL CONSERVATION DIVISION
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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;

EXHIBIT A



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.

Respectfully submitted, 

HOLLAND & HART LLP 

By:_____________________________ 
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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Form C-102
Revised August 1, 2011

Submit one copy to appropriate
District Office

AMENDED REPORT

State of New Mexico
Energy, Minerals & Natural Resources Department

OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

District I
1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161  Fax: (575) 393-0720
District II
811 S. First St., Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720
District III
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

WELL LOCATION AND ACREAGE DEDICATION PLAT

Surface Location

Bottom Hole Location If Different From Surface

16

12 13 14 15

11

10

987

4

1

5

3

6

Signature and Seal of Professional Surveyor:
Date of Survey

Certificate Number:

E-mail Address

Printed Name

Signature Date

API  Number Pool Name

Well Number

Elevation

Property Name

Operator Name

Property Code

OGRID No.

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code 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.

17 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.

2 Pool Code

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

18 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.

601HGORDITA 6 STATE COM

CENTENNIAL RESOURCE PRODUCTION, LLC 3627.0'

LEAWEST1320SOUTH27535E22S6N

619.28

February 26, 2021

NOTE:
· Distances referenced on plat to

section lines are perpendicular.
· Basis of Bearings is a Transverse

Mercator Projection with a Central
Meridian of W103°53'00" (NAD 83)

S C A L E
DRAWN BY: R.J. 03-01-21

REV: 4  D.J.S.  05-19-21 (WELL BORE CHANGES)

20
00

'

10
00

'

0' 20
00

'

NAD 83 (LTP/BHL)
LATITUDE = 32°23'05.00" (32.384723°)
LONGITUDE = 103°24'47.36" (103.413154°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 504915.49'  X: 825389.74'
UTM, NAD 83 (ZONE 13)
Y: 11759123.12'  X: 2130130.28'

NAD 83 (PP/FTP)
LATITUDE = 32°24'47.54" (32.413206°)
LONGITUDE = 103°24'47.07" (103.413074°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515278.03'  X: 825325.27'
UTM, NAD 83 (ZONE 13)
Y: 11769483.75'  X: 2130001.20'

NAD 83 (SURFACE HOLE LOCATION)
LATITUDE = 32°24'51.24" (32.414235°)
LONGITUDE = 103°24'38.64" (103.410733°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515658.62'  X: 826044.73'
UTM, NAD 83 (ZONE 13)
Y: 11769868.76'  X: 2130718.18'

23782

LEAWEST598SOUTH10035E22S184
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Form C-102
Revised August 1, 2011

Submit one copy to appropriate
District Office

AMENDED REPORT

State of New Mexico
Energy, Minerals & Natural Resources Department

OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

District I
1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161  Fax: (575) 393-0720
District II
811 S. First St., Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720
District III
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

WELL LOCATION AND ACREAGE DEDICATION PLAT

Surface Location

Bottom Hole Location If Different From Surface

16

12 13 14 15

11

10

987

4

1

5

3

6

Signature and Seal of Professional Surveyor:
Date of Survey

Certificate Number:

E-mail Address

Printed Name

Signature Date

API  Number Pool Name

Well Number

Elevation

Property Name

Operator Name

Property Code

OGRID No.

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code 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.

17 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.

2 Pool Code

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

18 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.

602HGORDITA 6 STATE COM

CENTENNIAL RESOURCE PRODUCTION, LLC 3626.6'

LEAWEST1350SOUTH27535E22S6N

619.28

February 26, 2021

NOTE:
· Distances referenced on plat to

section lines are perpendicular.
· Basis of Bearings is a Transverse

Mercator Projection with a Central
Meridian of W103°53'00" (NAD 83)

S C A L E

20
00

'

10
00

'

0' 20
00

'

NAD 83 (LTP/BHL)
LATITUDE = 32°23'05.01" (32.384725°)
LONGITUDE = 103°24'36.54" (103.410149°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 504924.14'  X: 826317.56'
UTM, NAD 83 (ZONE 13)
Y: 11759137.55'  X: 2131057.91'

NAD 83 (PP/FTP)
LATITUDE = 32°24'47.53" (32.413204°)
LONGITUDE = 103°24'36.24" (103.410068°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515285.23'  X: 826253.10'
UTM, NAD 83 (ZONE 13)
Y: 11769496.73'  X: 2130928.85'

NAD 83 (SURFACE HOLE LOCATION)
LATITUDE = 32°24'51.24" (32.414234°)
LONGITUDE = 103°24'38.29" (103.410635°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515658.77'  X: 826074.73'
UTM, NAD 83 (ZONE 13)
Y: 11769869.10'  X: 2130748.17'

LEAWEST1526SOUTH10035E22S18N

23782

DRAWN BY: R.J. 03-01-21
REV: 3  D.J.S.  05-19-21 (WELL BORE CHANGES)
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Form C-102
Revised August 1, 2011

Submit one copy to appropriate
District Office

AMENDED REPORT

State of New Mexico
Energy, Minerals & Natural Resources Department

OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

District I
1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161  Fax: (575) 393-0720
District II
811 S. First St., Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720
District III
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

WELL LOCATION AND ACREAGE DEDICATION PLAT

Surface Location

Bottom Hole Location If Different From Surface

16

12 13 14 15

11

10

987

4

1

5

3

6

Signature and Seal of Professional Surveyor:
Date of Survey

Certificate Number:

E-mail Address

Printed Name

Signature Date

API  Number Pool Name

Well Number

Elevation

Property Name

Operator Name

Property Code

OGRID No.

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code 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.

17 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.

2 Pool Code

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

18 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.

603HGORDITA 6 STATE COM

CENTENNIAL RESOURCE PRODUCTION, LLC 3626.4'

LEAWEST1380SOUTH27535E22S6N

February 26, 2021

NOTE:
· Distances referenced on plat to

section lines are perpendicular.
· Basis of Bearings is a Transverse

Mercator Projection with a Central
Meridian of W103°53'00" (NAD 83)

NAD 83 (LTP/BHL)
LATITUDE = 32°23'05.02" (32.384727°)
LONGITUDE = 103°24'25.69" (103.407137°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 504932.82'  X: 827247.38'
UTM, NAD 83 (ZONE 13)
Y: 11759152.02'  X: 2131987.54'

NAD 83 (PP/FTP)
LATITUDE = 32°24'47.52" (32.413201°)
LONGITUDE = 103°24'25.62" (103.407117°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515292.29'  X: 827163.74'
UTM, NAD 83 (ZONE 13)
Y: 11769509.47'  X: 2131839.31'

NAD 83 (SURFACE HOLE LOCATION)
LATITUDE = 32°24'51.24" (32.414234°)
LONGITUDE = 103°24'37.94" (103.410538°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515658.92'  X: 826104.72'
UTM, NAD 83 (ZONE 13)
Y: 11769869.44'  X: 2130778.16'

LEAWEST2456SOUTH10035E22S18N

619.28

S C A L E

20
00

'

10
00

'

0' 20
00

' 23782

DRAWN BY: R.J. 03-01-21
REV: 4  D.J.S.  05-19-21 (WELL BORE CHANGES)
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Exhibit C-2

Ownership Map

Township 22 South, Range 35 East, Lea County, New Mexico

Lot 1

L0-6377

Lot 2

Lot 3

Lot 4 7

Lot 1

VC-491

Lot 2

Lot 3

VC-762

Lot 4 18

Bone Spring 
Spacing Unit

Gordita 18 State Com #601H

Gordita 18 State Com #602H

Gordita 18 State Com #603H

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Exhibit No. C2
Submitted by: Centennial Resource Production, LLC

Hearing Date:  November 04, 2021
Case No. 22252
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Exhibit C-3

Gordita 18 State Com

Ownership Schedule

Name Address Interest Type Working Interest

Elk Range Royalties, LP

2850 N. Harwood Street, 19th 

Floor ORRI N/A

Legacy Reserves Operating, LP

303 W. Wall St., Ste. 1800

Midland, TX 79701 ORRI N/A

Grewal (Royaly), LLC

45 Rockefeller Plaza, Ste. 2410

New York, NY 10111 ORRI N/A

Pegasus Resources, LLC

P.O. Box 470698

Ft. Worth, TX 76147 ORRI N/A

McMullen Minerals, LLC

P.O. Box 470857

Ft. Worth, TX 76147 ORRI N/A

Leo K. Birkby

10432 E. Palo Brea Drive

Scottsdale, AZ 85262 ORRI N/A

Deets D. Justice

310 Pleasant Drive

Austin, TX 78746 ORRI N/A

YMC Royalty Company, LP

15603 Kuykendahl, Ste. 200

Houston, TX 77090 ORRI N/A

Atlas OBO Energy, LP

1900 St. James Place, Suite 800

Houston, TX 77056 ORRI N/A

David J. Darling

746 Palmer Avenue

Glenwood Springs, CO 81601 ORRI N/A

Amy Darling Wood

16602 Palm Royal Drive, Apt 

#1519 ORRI N/A

Laurance Howard Merritt

221 S. Lomita Avenue

Ojai, CA 93023 ORRI N/A

Elodie Brown

15 Cypress Point

Wimberely, TX 78676 ORRI N/A

Pecas Management, LP

3138 Quail Valley East Drive

Missouri City, TX 77489 ORRI N/A

Karen Johnston

2017 Quail Hollow Run

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 

Caner Center

P.O. Box 551

Midland, TX 79702 ORRI N/A

Presbyterian Healthcare Foundation

8440 Walnut Hill Lane, Ste. 800

Dallas, TX 75231 ORRI N/A

Presbyterian Village North Foundation

8440 Walnut Hill Lane, Ste. 800

Dallas, TX 75231 ORRI N/A

Doil Oil & Gas Corporation

1536 Cole Blvd, Ste. 225

Golden, CO 80401 Working Interest Pending Title

Atlas OBO Energy, LP

1900 St. James Place, Suite 800

Houston, TX 77056
Working Interest

0.04983206

Total: 0.04983206

ADD ORRI

Centennial Resource Production, LLC

1001 17th St., Suite 1800

Denver, CO 80202 Working  Interest 0.95016794

Total: 0.95016794

Total Working Interest: 1.00000000

Owners to be Pooled

Owners NOT being Pooled

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Exhibit No. C3
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Hearing Date:  November 04, 2021
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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 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
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A A’
TWP: 22S – Range 35E- Sec.7

DATUM

Lateral 
Interval 
#601H-
603H 

Devon Energy Production
30025336930000

Extex operating CO
030025265590000

Chesapeake Operating Inc.
30025366880000

TBSG Sand TBSG Sand

WFMP

TD= 11,897.00 TD= 13,510.00 TD= 12,030.00

WFMP

TWP: 22S – Range 35E- Sec. 7 TWP: 22S – Range 35E- Sec. 18
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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 

Alaska 
Colorado 
Idaho 

Montana 
Nevada 
New Mexico 

Utah 
Washington, D.C. 
Wyoming 

 

Kaitlyn A. Luck 
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, 

Kaitlyn A. Luck 
ATTORNEY FOR CENTENNIAL RESOURCE
PRODUCTION, LLC 
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Centennial_Gordita 601H-603H - 
Case No. 22252 postal delivery report

TrackingNo ToName DeliveryAddress City State Zip USPS_Status

9414811898765850504696 Doil Oil & Gas Corporation 1536 Cole Blvd Ste 225 Lakewood CO 80401-3413

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.

9414811898765850504108 Grewal Royaly, LLC 45 Rockefeller Plz Ste 2410 New York NY 10111-2493
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.

9414811898765850504191 Pegasus Resources, LLC PO Box 470698 Fort Worth TX 76147-0698
Your item was delivered at 9:29 am on October 18, 2021 in FORT WORTH, TX 
76147.

9414811898765850504146 McMullen Minerals, LLC PO Box 470857 Fort Worth TX 76147-0857
Your item was delivered at 9:27 am on October 18, 2021 in FORT WORTH, TX 
76147.

9414811898765850504184 McMullen Minerals, LLC 2821 W 7th St Ste 515 Fort Worth TX 76107-8912
Your item was delivered to an individual at the address at 1:09 pm on October 
18, 2021 in FORT WORTH, TX 76107.

9414811898765850504139 Leo K. Birkby 10432 E Palo Brea Dr Scottsdale AZ 85262-3332
Your item was delivered to an individual at the address at 1:01 pm on October 
19, 2021 in SCOTTSDALE, AZ 85262.

9414811898765850504313 Deets D. Justice 310 Pleasant Dr Austin TX 78746-5519
Your item was delivered to an individual at the address at 4:26 pm on October 
19, 2021 in AUSTIN, TX 78746.

9414811898765850504351 YMC Royalty Company, LP 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
Your item was delivered to an individual at the address at 11:20 am on October 
19, 2021 in HOUSTON, TX 77090.

9414811898765850504306 Atlas OBO Energy 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
Your item was delivered to an individual at the address at 11:20 am on October 
19, 2021 in HOUSTON, TX 77090.

9414811898765850504399 David J. Darling1 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.

9414811898765850504344 Amy Darling Wood 16602 Palm Royal Dr Apt 1519 Tampa FL 33647-2686
Your item was delivered to an individual at the address at 9:14 am on October 
22, 2021 in LUTZ, FL 33559.

9414811898765850504641 Doil Oil & Gas Corporation 12045 Tavel Cir Dallas TX 75230-2233
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.

9414811898765850504382 Amy Darling Wood 5255 Shoreline Cir Sanford FL 32771-7167
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.

9414811898765850504337 Laurance Howard Merritt 221 S Lomita Ave Ojai CA 93023-2216
Your item has been delivered to an agent for final delivery in OJAI, CA 93023 on 
October 18, 2021 at 12:25 pm.

9414811898765850504375 Elodie Brown 15 Cypress Pt Wimberley TX 78676-9414
Your item was delivered to an individual at the address at 2:47 pm on October 
21, 2021 in DALLAS, TX 75208.

9414811898765850504016 Elodie Brown 3231 W Shandon Ave Midland TX 79705-6248
Your item departed our USPS facility in ALBUQUERQUE, NM 87101 on October 
27, 2021 at 6:36 pm. The item is currently in transit to the destination.

9414811898765850504054 Pecas Management, LP 3138 Quail Valley East Dr Missouri City TX 77489-6088
Your item was delivered to an individual at the address at 2:55 pm on October 
21, 2021 in MISSOURI CITY, TX 77489.

9414811898765850504023 Karen Johnston 2017 Quail Hollow Run Carlsbad NM 88220-4181
Your package will arrive later than expected, but is still on its way. It is currently 
in transit to the next facility.

9414811898765850504009 Karen Johnston 2504 N Crown Cir Carlsbad NM 88220-8808
Your package will arrive later than expected, but is still on its way. It is currently 
in transit to the next facility.

9414811898765850504047

System For The Use And Benefit 
Of The Board of Regents for the 
Univeristy of Texas University 
Of Texas M.D. Anderson Caner 
Center PO Box 551 Midland TX 79702-0551

Your item was picked up at a postal facility at 11:39 am on October 21, 2021 in 
MIDLAND, TX 79701.

9414811898765850504085
Presbyterian Healthcare 
Foundation 8440 Walnut Hill Ln Ste 800 Dallas TX 75231-3825

Your item was delivered to an individual at the address at 5:52 pm on October 
18, 2021 in DALLAS, TX 75231.
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Centennial_Gordita 601H-603H - 
Case No. 22252 postal delivery report

9414811898765850504030
Presbyterian Village North 
Foundation 8560 Anderson Creek Cir Dallas TX 75243-1375

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.

9414811898765850504689 Pioneer Exploration, LLC 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
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.

9414811898765850504634
Pioneer Exploration, LLC / Atlas 
Operating 3501 Allen Pkwy Houston TX 77019-1809

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.

9414811898765850504672 Saba Energy, Inc. 2112 Hurd Dr Irving TX 75038-4332

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.

9414811898765850504115 Saba Energy, Inc. 4500 W Illinois Ave Ste 213 Midland TX 79703-5485
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.

9414811898765850504153 Saba Energy, Inc. 1603 E 19th St Ste 202 Edmond OK 73013-6625
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.

9414811898765850504160 Legacy Reserves Operating, LP 303 W Wall St Ste 1800 Midland TX 79701-5106
Your item has been delivered to an agent for final delivery in MIDLAND, TX 79705 
on October 25, 2021 at 11:15 am.

9414811898765850504122 Legacy Reserves Operating, LP 15 Smith Rd Ste 3000 Midland TX 79705-5461
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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STATE OF NEW MEXICO 
COUNTY OF LEA 
FIFTH JUDICIAL DISTRICT COURT 

ATLAS OBO ENERGY LP, 

Plaintiff, 

v. 

CENTENNIAL RESOURCE PRODUCTION, 
LLC, 

Defendant. 

No. D-506-CV-2021-00991 

 

 
 
 

 
EXHIBITS 2 - 4 

 
to Defendant Centennial Resource Production, LLC’s 

Response in Opposition to Plaintiff’s Motion for 
Temporary Restraining Order 

and Preliminary Injunction 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

FILED 
5th JUDICIAL DISTRICT COURT

Lea County
11/29/2021 1:43 PM

NELDA CUELLAR
CLERK OF THE COURT

Sandy Long

EXHIBIT A



2 
 

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 
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 COMPULSORY POOLING APPLICATION CHECKLIST (pdf)
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): Oil

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 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

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Exhibit No. A
Submitted by: Centennial Resource Production, LLC
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Proximity Defining Well: if yes, description 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

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 SecƟon 7, Township 22 
South, Range 35 East, NMPM.

 BHL:100 FSL and 1640 FEL (Unit O) of SecƟon 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 SecƟon 7, Township 22 

South, Range 35 East, NMPM.
 BHL:100 FSL and 640 FEL (Unit P) of SecƟon 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

Requested Risk Charge Exhibit C, C-4
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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 & below)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

Special Provisions/Stipulations N/A
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CERTIFICATION: I 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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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. _____ 

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

22253
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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; 

EXHIBIT A



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 

By:_____________________________ 
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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Form C-102
Revised August 1, 2011

Submit one copy to appropriate
District Office

AMENDED REPORT

State of New Mexico
Energy, Minerals & Natural Resources Department

OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

District I
1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161  Fax: (575) 393-0720
District II
811 S. First St., Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720
District III
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

WELL LOCATION AND ACREAGE DEDICATION PLAT
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Bottom Hole Location If Different From Surface
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Signature and Seal of Professional Surveyor:
Date of Survey

Certificate Number:

E-mail Address

Printed Name

Signature Date

API  Number Pool Name

Well Number

Elevation

Property Name

Operator Name

Property Code

OGRID No.

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code 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.

17 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.

2 Pool Code

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

18 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.

S C A L E

601HTOSTADA 7 STATE COM

CENTENNIAL RESOURCE PRODUCTION, LLC 3616.7'

LEAEAST1420NORTH21035E22S7B

August 24, 2021

DRAWN BY: C.D. 09-01-21
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NOTE:
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section lines are perpendicular.
· Basis of Bearings is a Transverse

Mercator Projection with a Central
Meridian of W103°53'00" (NAD 83)
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LEAEAST1640SOUTH10035E22S18O

NAD 83 (LTP/BHL)
LATITUDE = 32°23'05.03" (32.384731°)
LONGITUDE = 103°24'12.69" (103.403525°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 504944.15'  X: 828362.38'
UTM, NAD 83 (ZONE 13)
Y: 11759170.31'  X: 2133102.30'

NAD 83 (PP/FTP)
LATITUDE = 32°24'47.51" (32.413198°)
LONGITUDE = 103°24'12.80" (103.403555°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515300.81'  X: 828263.17'
UTM, NAD 83 (ZONE 13)
Y: 11769524.85'  X: 2132938.52'

NAD 83 (SURFACE HOLE LOCATION)
LATITUDE = 32°24'46.42" (32.412896°)
LONGITUDE = 103°24'10.23" (103.402841°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515192.54'  X: 828484.27'
UTM, NAD 83 (ZONE 13)
Y: 11769417.97'  X: 2133160.27'
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Form C-102
Revised August 1, 2011

Submit one copy to appropriate
District Office

AMENDED REPORT

State of New Mexico
Energy, Minerals & Natural Resources Department

OIL CONSERVATION DIVISION
1220 South St. Francis Dr.

Santa Fe, NM 87505

District I
1625 N. French Dr., Hobbs, NM 88240
Phone: (575) 393-6161  Fax: (575) 393-0720
District II
811 S. First St., Artesia, NM 88210
Phone: (575) 748-1283 Fax: (575) 748-9720
District III
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

WELL LOCATION AND ACREAGE DEDICATION PLAT

Surface Location

Bottom Hole Location If Different From Surface

16
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987
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6

Signature and Seal of Professional Surveyor:
Date of Survey

Certificate Number:

E-mail Address

Printed Name

Signature Date

API  Number Pool Name

Well Number

Elevation

Property Name

Operator Name

Property Code

OGRID No.

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

Dedicated Acres Joint or Infill Consolidation Code 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.

17 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.

2 Pool Code

UL or lot no. Section Township Range Lot Idn Feet from the North/South line Feet from the East/West line County

18 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.

S C A L E

602HTOSTADA 7 STATE COM

CENTENNIAL RESOURCE PRODUCTION, LLC 3616.8'

LEAEAST1390NORTH21035E22S7B

August 24, 2021

DRAWN BY: C.D. 09-01-21
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section lines are perpendicular.
· Basis of Bearings is a Transverse

Mercator Projection with a Central
Meridian of W103°53'00" (NAD 83)
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NAD 83 (LTP/BHL)
LATITUDE = 32°23'05.05" (32.384735°)
LONGITUDE = 103°24'01.03" (103.400286°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 504954.42'  X: 829362.17'
UTM, NAD 83 (ZONE 13)
Y: 11759186.81'  X: 2134101.89'

NAD 83 (PP/FTP)
LATITUDE = 32°24'47.50" (32.413196°)
LONGITUDE = 103°24'01.13" (103.400315°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515308.57'  X: 829262.99'
UTM, NAD 83 (ZONE 13)
Y: 11769538.84'  X: 2133938.15'

NAD 83 (SURFACE HOLE LOCATION)
LATITUDE = 32°24'46.42" (32.412896°)
LONGITUDE = 103°24'09.88" (103.402744°)
STATE PLANE NAD 83 (N.M. EAST)
Y: 515192.77'  X: 828514.26'
UTM, NAD 83 (ZONE 13)
Y: 11769418.39'  X: 2133190.26'

EXHIBIT A



Exhibit C-2

Ownership Map

Township 22 South, Range 35 East, Lea County, New Mexico

Lot 1

VB-244

Lot 2

Lot 3

L0-6377

Lot 4 7

Lot 1

VC-491

Lot 2

Lot 3

VC-762

Lot 4 18

Bone Spring 
Spacing Unit

Tostada 18 State Com #601H

Tostada 18 State Com #602H
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Exhibit C-3

Tostada 18 State Com

Ownership Schedule

Name Address Interest Type Working Interest

Elk Range Royalties, LP

2850 N. Harwood Street, 19th 

Floor ORRI N/A

Legacy Reserves Operating, LP

303 W. Wall St., Ste. 1800

Midland, TX 79701 ORRI N/A

Grewal (Royaly), LLC

45 Rockefeller Plaza, Ste. 2410

New York, NY 10111 ORRI N/A

Pegasus Resources, LLC

P.O. Box 470698

Ft. Worth, TX 76147 ORRI N/A

McMullen Minerals, LLC

P.O. Box 470857

Ft. Worth, TX 76147 ORRI N/A

Leo K. Birkby

10432 E. Palo Brea Drive

Scottsdale, AZ 85262 ORRI N/A

Deets D. Justice

310 Pleasant Drive

Austin, TX 78746 ORRI N/A

YMC Royalty Company, LP

15603 Kuykendahl, Ste. 200

Houston, TX 77090 ORRI N/A

Atlas OBO Energy, LP

1900 St. James Place, Suite 800

Houston, TX 77056 ORRI N/A

David J. Darling

746 Palmer Avenue

Glenwood Springs, CO 81601 ORRI N/A

Amy Darling Wood

16602 Palm Royal Drive, Apt 

#1519 ORRI N/A

Laurance Howard Merritt

221 S. Lomita Avenue

Ojai, CA 93023 ORRI N/A

Elodie Brown

15 Cypress Point

Wimberely, TX 78676 ORRI N/A

Pecas Management, LP

3138 Quail Valley East Drive

Missouri City, TX 77489 ORRI N/A

Karen Johnston

2017 Quail Hollow Run

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 

Caner Center

P.O. Box 551

Midland, TX 79702 ORRI N/A

Presbyterian Healthcare Foundation

8440 Walnut Hill Lane, Ste. 800

Dallas, TX 75231 ORRI N/A

Presbyterian Village North Foundation

8440 Walnut Hill Lane, Ste. 800

Dallas, TX 75231 ORRI N/A

Doil Oil & Gas Corporation

1536 Cole Blvd, Ste. 225

Golden, CO 80401
Working Interest

Pending Title

Atlas OBO Energy, LP

1900 St. James Place, Suite 800

Houston, TX 77056
Working Interest

0.02500000

MRC Permian Company

5400 LBJ Freeway, Suite 1500

Dallas, TX 75240
Working Interest

0.09375000

Total: 0.11875000

ADD ORRI

Centennial Resource Production, LLC

1001 17th St., Suite 1800

Denver, CO 80202 Working  Interest 0.88125000

Total: 0.88125000

Total Working Interest: 1.00000000

Owners to be Pooled

Owners NOT being Pooled
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Exhibit C-5

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
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A A’
TWP: 22S – Range 35E- Sec.7

DATUM

Lateral 
Interval 
#601H-
603H 

Devon Energy Production
30025336930000

Extex operating CO
030025265590000

Chesapeake Operating Inc.
30025366880000

TBSG Sand TBSG Sand

WFMP

TD= 11,897.00 TD= 13,510.00 TD= 12,030.00

WFMP

TWP: 22S – Range 35E- Sec. 7 TWP: 22S – Range 35E- Sec. 18
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Kaitlyn A. Luck 
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, 
 

 
Kaitlyn A. Luck 
ATTORNEY FOR CENTENNIAL RESOURCE 
PRODUCTION, LLC 
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Centennial_Tostada 601-602
 Case No. 22253 Postal Delivery Report

TrackingNo ToName DeliveryAddress City State Zip USPS_Status

9414811898765850138549 Doil Oil & Gas Corporation 1536 Cole Blvd Ste 225 Lakewood CO 80401-3413

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.

9414811898765850137245 Grewal Royaly, LLC 45 Rockefeller Plz Ste 2410 New York NY 10111-2493
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.

9414811898765850137283 Pegasus Resources, LLC PO Box 470698 Ft Worth TX 76147-0698
Your item was delivered at 9:29 am on October 18, 2021 in FORT WORTH, 
TX 76147.

9414811898765850137238 McMullen Minerals, LLC PO Box 470857 Ft Worth TX 76147-0857
Your item was delivered at 9:28 am on October 18, 2021 in FORT WORTH, 
TX 76147.

9414811898765850137276 McMullen Minerals, LLC 2821 W 7th St Ste 515 Ft Worth TX 76107-8912
Your item was delivered to an individual at the address at 1:09 pm on 
October 18, 2021 in FORT WORTH, TX 76107.

9414811898765850137818 Leo K. Birkby 10432 E Palo Brea Dr Scottsdale AZ 85262-3332
Your item was delivered to an individual at the address at 1:01 pm on 
October 19, 2021 in SCOTTSDALE, AZ 85262.

9414811898765850137856 Deets D. Justice 310 Pleasant Dr Austin TX 78746-5519
Your item was delivered to an individual at the address at 4:26 pm on 
October 19, 2021 in AUSTIN, TX 78746.

9414811898765850137863 YMC Royalty Company, LP 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
Your item was delivered to an individual at the address at 11:20 am on 
October 19, 2021 in HOUSTON, TX 77090.

9414811898765850137801 Atlas OBO Energy 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
Your item was delivered to an individual at the address at 11:20 am on 
October 19, 2021 in HOUSTON, TX 77090.

9414811898765850137849 SBI West Texas I, LLC 6702 Broadway St Galveston TX 77554-8906
Your package will arrive later than expected, but is still on its way. It is 
currently in transit to the next facility.

9414811898765850137832 MRC Permian Company 5400 Lbj Fwy Ste 1500 Dallas TX 75240-1017
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.

9414811898765850138587 Doil Oil & Gas Corporation 12045 Tavel Cir Dallas TX 75230-2233
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.

9414811898765850138532 Pioneer Exploration, LLC 15603 Kuykendahl Rd Ste 200 Houston TX 77090-3655
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.

9414811898765850137214
Pioneer Exploration, LLC / Atlas 
Operating 3501 Allen Pkwy Houston TX 77019-1809

Your package will arrive later than expected, but is still on its way. It is 
currently in transit to the next facility.

9414811898765850137252 Saba Energy, Inc. 2112 Hurd Dr Irving TX 75038-4332

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.

9414811898765850137269 Saba Energy, Inc. 4500 W Illinois Ave Ste 213 Midland TX 79703-5485

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.

9414811898765850137221 Saba Energy, Inc. 1603 E 19th St Ste 202 Edmond OK 73013-6625

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.

9414811898765850137207 Legacy Reserves Operating, LP 303 W Wall St Ste 1800 Midland TX 79701-5106
Your package will arrive later than expected, but is still on its way. It is 
currently in transit to the next facility.

9414811898765850137290 Legacy Reserves Operating, LP 15 Smith Rd Ste 3000 Midland TX 79705-5461
Your item has been delivered to an agent for final delivery in MIDLAND, TX 
79705 on October 18, 2021 at 11:05 am.
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Exhibit C-2
Ownership Map

Township 22 South, Range 35 East, Lea County, New Mexico

Lot 1

L0-6377

Lot 2

Lot 3

CDEV - 90%
Atlas - 10%

Lot 4 7

Lot 1

VC-0049

Lot 2

CDEV 100%

Lot 3

VC-0076

Lot 4

CDEV 100%

18

Bone Spring 
Spacing Unit

Gordita 18 State Com #601H

Gordita 18 State Com #602H

Gordita 18 State Com #603H
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Exhibit C-2
Ownership Map

Township 22 South, Range 35 East, Lea County, New Mexico

Lot 1

VB-244

CDEV 62.5%

Lot 2

Lot 3

L0-6377

CDEV 90%
Atlas 10%

Lot 4 7

Lot 1

VC-0049

CDEV 100%

Lot 2

Lot 3

VC-0076

CDEV 100%

Lot 4 18

Bone Spring 
Spacing Unit

Tostada 18 State Com #601H

Tostada 18 State Com #602H
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JULIA 5691 BROGGI

47 Rocky Mt. Min. L. Inst. 13-1 2001

Rocky Mountain Mineral Law Foundation Annual and Special Institutes  >  Annual Institutes  >  (2001) 
Volume 47  >  Chapter 13 (A.A.P.L. FORM 610 MODEL FORM OPERATING AGREEMENT: SELECTED 
PROVISIONS IMPACTING ONSHORE PRODUCING PROPERTY TRANSFERS)

A.A.P.L. FORM 610 MODEL FORM OPERATING AGREEMENT: SELECTED 
PROVISIONS IMPACTING ONSHORE PRODUCING PROPERTY TRANSFERS

Timothy W. Dowdy1

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 imponderables 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.2 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 oil 
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 properties is 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 consequences triggered under 

1 Partner, Thompson & Knight L.L.P., Dallas, Texas.

2 John R. Reeves, "Significant Cases Governing the Onshore Operating Agreement," 49th Inst. on Oil & Gas L. & Tax'n 2-1, § 2.02 at 2-4 
(Sw. L. Fdn. 1998).
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certain provisions of the JOA. Therefore, in every transaction involving the transfer or other 
disposition of properties, all 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-4 While not as 
prevalent as they once were, preferential rights to purchase are still common in the oil and gas 
industry.5 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.7 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 

3 Howard R. Williams & Charles J. Meyers, Manual of Oil and Gas Terms 832 (11th ed. 2000).

4 Ryan 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).

5 Terry I. Cross, "The Ties That Bind: Preemptive Rights and Restraints on Alienation That Commonly Burden Oil and Gas Properties," 5 
Tex. Wesleyan L. Rev. 193, 194 (1999).

6 Section 18 of the 1956 JOA; Art. VIII.G. of the 1977 JOA; Art. VIII.F. of the 1982 JOA; Art. VIII.F. of the 1989 JOA.

7 James 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", St. B. Sec. Rep., Oil, 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 Rights in 
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 S.W.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.
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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 is to permit a party to the JOA to exclude undesirable participants.9 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.10 
Most of the attacks have come in the areas of the statute of frauds, restraint on alienation, and the rule 
against perpetuities-11 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.12 
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.14 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-15 Preferential rights are not unreasonable restraints on alienation when 
they may be exercised at a fixed price offered by a third party.16 Finally, the preferential right to 
purchase generally has been held not to violate the rule against perpetuities-17 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 Language in 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,18 the selling 

9 Id.

10 Kutzschbach, supra note 7, at 7-3.

11 Id. at 7-4; Reasoner, supra note 7, at 58; Tew, supra note 4, at 7-34.

12 Kutzschbach, 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).

14 Id.

15 Restatement of the Law of Property, § 413 (1944); Perritt Co. v. Mitchell, 663 S.W.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 S.W.2d 522, 526 (Tex. 1982); Perritt Co. v. Mitchell, 663 S.W.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]   Transfers and 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 
all 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 a majority of the stock.19

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, this is not all that was 
modified. The phrase "or a sale 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 majority of the 
stock."20 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 all of its assets- Regrettably, this 
revision was apparently a typographical or reproduction error.21 The phrase "or a sale 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 slight 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 all or substantially 
all of its Oil and Gas assets to any party, and (4) transfer of its interests to the same affiliates specified 
in all of the previous forms. The 1989 form clarified that transfers to a mortgagee in lieu of or 
pursuant to foreclosure are exclusions. It also permitted sales to third parties so long as it was a sale of 
all or substantially all of its Oil and Gas assets. Finally, it clarified that if a company has more than 
one line of business, a sale of just its Oil and Gas assets still would be excluded if the quantity test was 
met. 

18 In the 1956 JOA, the "agreement" is called the "contract" and the "Contract Area" is called the "Unit Area," but otherwise the relevant 
language is identical.

19 Section 18 of the 1956 JOA.

20 Article VIII.G. of the 1977 JOA; Article VIII.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 Is Not) a "Sale"?

An interesting issue involves the types of transactions covered by the provision. The preferential right 
is triggered 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.22 A transfer for cash of a fee or mineral interest or the leasing of a fee or mineral interest 
would also be a "sale" contemplated by the preferential right provision-23 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, constitute a "sale" under the preferential right provision.24

[i]   Transfers Held to Be "Sales"

There is little authority as to what constitutes a "sale" under the preferential right provision. However, 
there are a few cases. For example, a lease of a mineral interest for a cash consideration has been held 
to be a "sale" for preferential right purposes.25 Additionally, a transfer to a friend for full value is a 
"sale-"26

[ii]   Transfers Held 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.27 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-28 Transfer of a working interest in 
consideration of an agreement to drill has been held to be an exchange and not a "sale."29 Transfer of 
property to a family corporation is not a "sale" for preferential right purposes-30 Transfer without 

22 Cherokee Water Co. v. Forderhause, 641 S.W.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).

23 Id. at 525 ("Used alone, `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 `sale' 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 Desires to Sell," 70 A.L.R. 3d 203 (1976).

25 Cherokee Water Co. v. Forderhause, 641 S.W.2d 522, 525 (Tex. 1982).

26 Perritt Co. v. Mitchell, 663 S.W.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 Id.; 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.

28 Draper v. Gochman, 400 S.W.2d 545 (Tex. 1966); Cross, supra note 5, at 198-99; Conine, supra note 7, at 1318. Since the right 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.

29 Panuco Oil Leases, Inc. v. Conroe Drilling Co., 202 F. Supp. 108 (S.D. 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 his fiduciary obligations to that corporation is deemed not to be a "sale."31 A transfer 
to a co-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 a tax free exchange under section 351 of the Internal 
Revenue Code) is not a transfer to an "outside party" and, therefore, not a "sale."33

[iii]   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.34

In a fairly recent case dealing with whether a preferential right was triggered by a two-step transaction 
(a transfer of properties to a subsidiary followed by a sale of the subsidiary's stock to a third 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-35 The Tenneco court stated that "[s]ound corporate 
jurisprudence requires that courts narrowly construe rights of first refusal...."36 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.37 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.39 The term "transfer" is even broader than the term "sale"- 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 Oil Co. v. Christmann, 656 P.2d 538 (Wyo. 1982).

32 Wilson v. Grey, 560 S.W.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 S.W.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 Energy, Inc., 887 S.W.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 a transfer of property resulting from an arms-length transaction between willing parties entailing a cash consideration 
before the pre-emptive right is effective." Id.).

35 Tenneco Inc. v. Enterprise Products Co., 925 S.W.2d 640 (Tex. 1996).

36 Id. at 646.

37 Section 18 of the 1956 JOA; Article VIII.G. of the 1977 JOA; Article VIII.F. of the 1982 JOA; Article VIII.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 sales 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 
professionals 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 preferential rights do apply 
to package sales.40 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,41 and (2) the seller should not be able to defeat the preferential right simply by selling the 
affected property with other properties-42 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, all 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.43 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-44 Another question 

39 The 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.

40 Ollie 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 S.W.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 (Colo. Ct. App. 1977).

41 Anderson v. Armour & Co., 473 P.2d 84 (Kan. 1970); Riley v. Campeau Home (Texas), Inc., 808 S.W.2d 184, 189 (Tex. Ct. App.-Houston 
1991, writ dism'd by agr.).

42 Ollie 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 several 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.45 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.46

[v]   Sale of 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.47 However, a common 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 still 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 
nonetheless 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]   Is the 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 its interests 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 allocating the purchase price among 
the properties in such a way 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 allocations 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 price is allocated among the properties in 
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 price is a fair allocation.

47 Tenneco Inc. v. Enterprise Products Co., 925 S.W.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,48 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-49 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]   Does the JOA Language Provide the Answer?

The provision is triggered by a sale of "all or any part of its interests under this agreement, or its rights 
and interests in the Contract Area."50 The term "Contract Area" is defined in the 1977 JOA as "all 
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'."51 The term "oil and gas leasehold" is defined to mean 
oil and gas leases.52 The term "oil and gas interests" is defined to mean unleased fee and mineral 
interests-53 The term "interests" in the preferential right provision is broad enough to include non-
operating interests. However, an argument can be made that the language "lands, oil and gas leasehold 
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 developed and operated.54

[b]   Are the Purposes Served?

The issue of whether the purposes of the preferential 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.55 Their analysis, however, is inconclusive- The 
first purpose of being able to acquire additional interests is clearly served, while the second purpose of 
excluding financially weak parties or competing philosophies is 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.

49 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 comparable recitals.

50 The 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.

51 Article I.D., 1977 JOA.

52 Article I.B., 1977 JOA.

53 Article I.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.56 If non-
operating interests were not subject to the preferential 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 sale 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 Oil 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. 58 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).59 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.60 More than 20 years later, Westland and 
the overriding royalty owner both proposed to sell their respective interests to a third party purchaser, 
IMCO Oil 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.61

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.62 While this case offers little guidance, it is clearly 

56 Kutzschbach, supra note 7, at 7-16.

57 Id.

58 911 S.W.2d 916 (Tex. Ct. App.-Fort Worth 1995).

59 It 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 IMCO, 911 S.W.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]   Transfers of 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.63 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.64 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 also an issue whether the preferential right holder can meet the same terms and conditions 
requirement.

[5]   Avoiding the Preferential Right?

As discussed above, the preferential right to purchase provision does not apply to a transfer that is not 
a "sale" within the meaning of the preferential right provision. Additionally, it does not apply to 
transfers that are specifically excluded from application of the preferential right provision. 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]   The Texas Two Step

[i]   The Two-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 Id. 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 this is 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 Oil Co. v. Christmann, 656 P.2d 538, 544 (Wyo. 1982).

64 Panuco Oil Leases, Inc. v. Conroe Drilling Co., 202 F. Supp. 108 (S.D. 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 a sale to a 
subsidiary if it is a sale 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."65

[ii]   Tenneco Inc. v. Enterprise Products Co.

In Tenneco Inc. v. Enterprise Products Co.,66 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 a transfer 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.67 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 really a sale of an 
Ownership Interest.

The preferential right holders relied on a Texas Court of Appeals case, Galveston Terminals, Inc. v. 
Tenneco Oil Co.,68 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.69 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 

65 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.

66 925 S.W.2d 640 (Tex. 1996).

67 There was actually a third transfer-a second sale of the stock to another Enron entity (another non-sale), but this transfer is not necessary for 
the analysis.

68 Galveston Terminals, Inc. v. Tenneco Oil Co., 904 S.W.2d 787 (Tex. Civ. App.-Houston 1995), set aside without reference to the merits, 
922 S.W.2d 549 (Tex. 1996).

69 Enterprise Products, 925 S.W.2d at 646.
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provisions."70 The court also emphasized that the parties could have included change of control 
restrictions in the preferential right, but had failed to do so. Therefore, the preferential right holder 
should not be heard to complain when a change of control occurred.71 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]   The Louisiana 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.72 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 (Apache) 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 Fina's rights under the JOAs.73 The court 
stated that the record contained overwhelming evidence that Amoco had a legitimate business purpose 
as its 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 preferential 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. 

70 Id.

71 Id.

72 Fina 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 this issue).
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[c]   The Wyoming 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.73.1 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., a first 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 preferential 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 really 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 preferential 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."73.2 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]   Observations and Suggestions

Preferential 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 

73.1 25 P.3d 1064 (Wyo. 2001).

73.2 Id. 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.

§ 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.74 This provision, like the preferential 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 all 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?

Several 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.75 
Kutzschbach states that administrative efficiency is probably the only justifiable basis-76 Other 
purposes also have been given for the existence of the clause: (1) maintaining a balance of the risks 
and benefits among the parties,77 (2) avoiding the requirement of different notices and responses with 
respect to each well,78 (3) protecting the non-consent clause,79 (4) eliminating the necessity of separate 
metering and tankage,80 (5) avoiding special problems with respect to voting procedures,81 (6) 
avoiding severe complication in the maintaining of gas imbalances accounts necessary for split-stream 
sales,82 (7) avoiding special problems in determining the proportions and rights of preferential right 
holders,83 and (8) devaluing the operator's lien rights-84

74 1956 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.

78 Id. at 1327.

79 Cross, supra note 5, at 213-14; Conine, supra note 7, at 1328.

80 Cross, supra note 5, at 215.

81 Id. 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.85 A disabling restraint is an attempt by an 
otherwise effective conveyance or contract to cause a later conveyance to be void-86 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.87 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-88

Generally, disabling restraints are invalid.89 Promissory restraints and forfeiture restraints may be 
valid if: (1) the restraint is qualified so as to permit alienation to some though not all 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-90 These rules apply not only to indefeasible estates, but 
also to defeasible estates.91 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.92

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).

86 Id.

87 Id.

88 Id.

89 Id. § 405.

90 Id. § 406.

91 Id. § 407.

92 Kutzschbach, 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, Chalk Hill 
argued that the MUI provision was a suitably limited promissory restraint. The court did not decide the issue directly, but concluded that 
while a disabling 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.93

[3]   Specific Language in 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.   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 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.94 A nonuniform transfer of an overriding royalty, production 
payment, net profits interest, and the like also may violate the provision-95 The language in the 
provision probably is broad enough to also 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.96 The 1989 JOA corrects this omission by specifically including these interests in the 
provision- Some commentators have pointed out an uncertainty in the JOAs prior to the 1989 JOA 
regarding the language excluding application of the provision for transfers of "an equal undivided 
interest."97 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 §§ 404, 2385 (1944).

94 Conine, supra note 7, at 1326.

95 Cross, supra note 5, at 213.

96 Conine, supra note 7, at 1326.

97 Id. ("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 
area in 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 a lack of uniformity of the assignor's interest").
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waived.98 When the provision is violated, such violations, if noticed, are typically tolerated-99 
Whatever the objectives of the MUI provision, it is not very workable.100

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 simply a matter of additional expense, providing that the party creating the additional 
expense is responsible for such additional expense is a far 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 
special problems with notices, responses, voting procedures, preferential 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.102

Admittedly, sometimes the reason for creating a non-uniform interest is the avoidance of the non-
consent penalty-103 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.104 Sometimes this is accomplished by assigning or farming out the entire 
Contract Area and reserving a wellbore 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 

98 Hardwick, supra note 7, at 6-4; Cross, supra note 5, at 213; Kutzschbach, supra note 7, at 7-33.

99 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).

101 Id. at 10.

102 For example, see the third paragraph of the Maintenance of Uniform Interest provision, Article VIII. 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 alienation, 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.105 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-106 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 
a procedure for selecting a new Operator. 

[2]   Specific Language in 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."107 If a new Operator is not selected within the 60-day period, the transferee of the present 
Operator automatically becomes the Operator-108

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-

105 The 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 & Gas L. & 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 Id.
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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.109

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.110

[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.111 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.112 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]   Cases Interpreting the 1956 JOA Language

109 The 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).

110 Tammy J. Owen, "Selected Legal 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.

112 Kutzschbach, supra note 7, at 7-40; J. Colbert Peurifoy, "Acquisition and Financing Techniques-Panel Discussion: Other Legal 
Considerations," 20th Inst. on Oil & Gas L. & Tax'n 282, 296 (Sw. L. Fdn. 1969).

113 Tenneco Inc. v. Enterprise Products Co., 925 S.W.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.114 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 ballot 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.115 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 simply clarifies that only the present Operator is not entitled 
to vote.116 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.117 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 majority 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

114 16 P.3d 465 (Okla. Civ. App. 2000).

115 Id. at 467.

116 Id.

117 See Oxley v. General Atlantic Resources, Inc., 936 P.2d 943 (Okla. 1997).

118 Id. at 946.
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In 1977, the change of operator provisions were revised substantially.119 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-120 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.121

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. First, 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, regardless of the number of 
other parties, that one party could block selection of a new Operator. Third, if the voting ends in a tie, 
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.123 The JOA is silent as to the procedure if the voting ends in a tie 
or if a new 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.124 It 

119 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.

122 Talbot, 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); Talbot, supra note 109, at 2.
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also clarifies that the Operator shall be selected by the "Parties"125 and from parties owning an interest 
in the Contract Area at the time the successor Operator is selected-126 Because the selection is not 
triggered until after title is no longer vested in the Operator, the purchaser is a party at such time 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.127 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 also 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."129 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.130 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.131 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.

125 The 1977 JOA uses the term "Parties" in this provision, but Parties is not defined in the JOA.

126 Article V.B.2 of the 1977 JOA.

127 Hill v. Heritage Resources, Inc., 964 S.W.2d 89 (Tex. Ct. App.-El Paso 1997).

128 Talbot, supra note 109, at 6.

129 Article V.B.1 of the 1977 JOA.

130 Id.

131 See Article VIII.G. of the 1977 JOA.

132 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 potential 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 all or part of the Contract Area.

[3]   Are Operator's Rights 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.133 The 
court reasoned that contract rights are assignable unless the contract relies on the personal trust, 
confidence, skill, character, or credit of the parties-134 The court found intent by the parties that the 
JOA be assignable by pointing to language in the 1982 JOA (which language incidentally exists in 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.135 
Because it found that the Operator's rights and obligations under the JOA are not so unique in the oil 
and gas industry as to involve a degree of personal 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 Oil Co. v. Gore,137 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.138 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).

134 See id. at *7.

135 See id.

136 See id. at *8.

137 437 F. Supp. 737 (E.D. Okla. 1977).
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preferential purchase rights could be assigned, not the rights to operate. Preferential 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. 139 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's interest.

Finally, the court in Santa Fe relied on Somont Oil Co. v. Nutter.140 In Somont, an unleased mineral 
owner and a lessee entered into a "supplemental agreement to operate the mineral interests" of the 
unleased mineral owner-141 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 as to prohibit assignment. This 
case did not contain change of operator provisions and did not deal with this issue at all.

These three cases clearly stand for the proposition that operations under the JOA are not so unique 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 a sale of all of the Operator's interest.

The case specifically 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 

138 See id. at 739.

139 890 S.W.2d 931 (Tex. Ct. App.-El Paso 1994, no writ).

140 743 P.2d 1016 (Mont. 1987).

141 Id. at 1017.
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gets to vote. To ignore this provision and find that the Operator's rights are assignable to the purchaser 
when the Operator sells all 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.142 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]   Observations and 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 majority 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.143 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 also include other 
noncorporate successors such as partnerships, limited liability companies, etc- Finally, 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   Appendix144

142 964 S.W.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 Ass'n 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 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 
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 a majority of the stock.

[b]   1977 Version

Article VIII. G. 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 
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 any one party owns a majority of the stock.

[c]   1982 Version

Article VIII. 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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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 any one party owns a majority of the stock. 

[d]   1989 Version

Article VIII. F. Preferential Right to Purchase (Optional - Must check box to make effective)

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 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 legal 
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 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 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 its interests to a 
subsidiary or parent company or to a subsidiary of a parent company, or to any company in which 
such party owns a majority 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 
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 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, all such 
co-owners shall enter into and execute all 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 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. 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 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, at 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.

[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 its interest 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 all 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, at 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 VIII. 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 Interests, wells, equipment and 
production; or

2. an equal undivided percent of the party's present interest in all 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 shall 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 all 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, at 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.

[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 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. 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 material failure or 
inability to perform its obligations under this agreement.

Subject to Article VII.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 majority 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 reject 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 all actions shall 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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