S ;-[-.-'_APPLICATION OF NEARBURG EXPLORATION COMPANY, DT
- 'SRO2 LLC AND SRO3 LLC FOR AN ACCOUNTINGAND
'/ .7 LIMITATION ON RECOVERY OF WELLS COSTS, AND

" I/’ FOR'CANCELLATION OF APPLICATION FOR PERMIT
S oTo DRILL, EDDY COUNTY s NEW. MEXICO. R

s _-'_-';‘APPLICATION OF COG OPERATING LLC
-7 FOR'ANON-STANDARD SPACING AND- B S

‘.77 PRORATION,UNIT AND COMPULSORY POOLING, S
A EDDY COUNTY NEW MEXICO o | B

(‘ 'l

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

‘PPLICATION OF COG OPERATING LLC

"OR A NON-STANDARD SPACING AND St
sPRORATION UNIT AND. COMPULSORY POOLING [

o _-:{EDDY COUNTY NEW MEXICO.

S CASE1‘1015482(den0v(,)

COG’s PRE HEARING STATEMENT AND COPIES OF EXHIBITS

COG Operatmg, LLC (“COG”) submlts thlS Pre Hearmg Statement along w1th cop1es of
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COG’S STATEMENT OF THE CASE

Background and the Rellef Sought under the Flled Appllcatlons A :

: -COG is the‘ operatorof record for the follow1ng» honzontal}wells'located':in Townsh1p26 o

South Range 28 East, NMPM in Eddy County, New Mex1co

... e The SRO State 16H (API No 30 015 38071) ded1cated to the W/2 W/2 of Sectlon 20 ' -; oo

 drilled by COG on March 4, 201 l (“the 16H well”);

. SRO State Com Well No 043H (API No 30 015 41 141) ded1cated to the W/2 W/2
o r,of Sectlons 17 and 20 drllled by COG on August 8,2014 (“the 43H Well”) and

e SRO State Com Well No. 044H (API No. 30-015-41142) dedicated to the E/2 W/2 of;r' R

B Sectlons 17 and 20 (“the 44H Well”) drllled by COG on October 10 2014

| 'i:Unlt Agreement for the Development and Operat1on of the SRO State Exploratory Unlt dated R

b VSe.e.‘COG Exs 7 9 The surface hole locatlons for the 43H and 44H wells are located on. theVW/2 B
: B \.:;of Sectlon 17 a. state lease (V- 7470) in wh1ch Yates Petroleum Corporatlon is the lessee of:‘." SR
i record The 16H well and the bottom hole locatlons for the 43H and the 44H wells are located 1n"' R
:_:..‘the W/2 of Sectlon 20, a state lease (V 7450) in wh1ch Nearburg Exploratlon Company is: the ; :
S 'j_»‘_“_lessee of record At the time the 16H well was drilled and the 43H and 44H wells were'.-'._f.i_.":_"._ '

L _.l_.;,perm1tted the lands in Sectlons 17 and 20 were. part of a Voluntary un1t establlshed under that._ ST

May 8th 2009 See COG Ex. 5. The SRO Unit term1nated effectlve March 1, 2014 but the Un1t '




Co f';";f Operat1ng Agreement rema1ns 1n effect for the contract area wh1ch includes the W/2 of Sectlons C R

B 17 and 20 See COG Ex 4 at p 16 Art1cle XIII pp 22 and 29

On November 24 2015 Nearburg Explorat1on Company, SR02 LLC and SRO3 LLC_"‘}' ;'. =

» 7,:;(collect1vely “NEX”) ﬁled a Complalnt in Santa Fe County State D1str1ct Court requestlng,_f : .,

v j'famong other rellef that the Court declare NEX 1s not sub_|ect to the Operat1ng Agreement” that'r—' f. R
B 11sts the W/2 of Sectron 20 as part of the contract area and to declare that no other voluntary,"r_'._-'ij R

o ,-"j'i'iagreement authorlzes COG to operate on the acreage in the W/2 of Sect1on 20 See COG Exh1b1t o B :

6 At the same. t1me NEX ﬁled 1ts Appllcatlon w1th the D1v1s1on under Case No 1544l= 5

. rr;",’rgseekmg the follow1ng rel1ef

A To declare COG “d1d not have the r1ght to drrll” the 43H and 44H wells (Appl1cat1onf:;i,"rji_j' hn S

o j - at paragraph A)

e ’VB To determ1ne COG v1olated D1v1s1on rules when 1t ﬁled the C- lOls and C 102s for"

= __the 43H and 44H wells (Appl1cat1on at paragraph B)

L ..C. To declare that “COG is requ1red fo account and payt o NEX the amount to wh1ch 1t is S

o 7ent1tled in the absence of pooling and that COG is prohibited from recovering well Costs S
. "or expenses. from the t1me of ﬁrst product1on” for the 43H and 44H wells (Appl1cat1on at oo

s paragraph C)

:'—';;‘D To cancel the dr1111ng perm1t for the SRO State Com 069H well (App11cat10n at_"' e

| :ff:paragraph D) and

: E To prov1de appropnate rel1et” regardlng the 16H well that may 1nclude de51gnatmg _-:

Lo -};_‘i::,Nearburg Producmg Company as operator of the well” (Appllcatlon at paragraph E)

' The Agreements repudlated by NEX mclude (a) the Operatmg Agreement that hsts the W/2 of Sect1on 20 as part_f_-’_.-' ] o
S _'v:'of the contract-area and under which the 16H, the 43H and the 44H wells have been drllled (see COG Ex 4:at’ Pgs. - oo
22 and 29), _(b) ‘the “Ratlﬁcatlon And Jomder Of Unit- Agreement And Unit' Operatmg Agreement” executed by R

B ) :'Nearburg as’a workmg mterest owner in June of 2009 and approved by the State Land Officé:in, July- of 2009 (see- D

S 2); () the agreement to extend a Term Assignment providing Nearburg with an overriding’ royalty interest, - - _i- _.i
S ;;rather than.a’ workmg interest; in the contract area after termination of the: SRO Umt (see COG Exs 1, 10; l9A), and';.‘- SIS
) the Commumtlzatlon Agreements srgned by NEX on May 20, 2015, stating in bolded: type that COG ds;the - o000 o

C {' ;'Operator Of the Spac"lg and proratlon UmtS dedlcated to the 43H and 44H wells w1th an effect]ve date pnor to the'- S oo
R dnllmg ofthese wells (see COG Exs 18 l8A 26 27) SO S : o




S S W1th the exceptlon of the rel1ef sought under paragraphs B and D above these requests m1rror .

e _;: - _.-'ﬁfthe rel1ef sought under the Compla1nt NEX contemporaneously ﬁled 1n the F1rst Jud1c1al D1str1ctf‘f S o

B In response to NEX s repud1at1on of any agreement authonzmg COG to operate o the N

-'.:'-_"f-W/2 of Sectlon 20 COG ﬁled appl1cat1ons to pool NEX’s 1nterests in the spac1ng and proratlon:_fr_fr

o : un1ts dedlcated to the 43H and 44H wells Case No 15481 contams the poolmg apphcat1on for‘,_,."_::'i e o

e . _-':;the acreage ded1cated to the 43H well whlle Case No 15482 contalns the pool1ng appl1catlon forf'n' ;'. |

e _-'1-'-v..'-'v-acreage dedlcated to the 44H well

- :_';_The Dlsmlssals and Resolutlon Under DlVlSlOl’l Order R-14187

R of COG as operator of the 16H well produc1ng from the Nearburg s lease and suggested no other: B '

o appropr1ate rel1ef ” accord1ngly the rel1ef sought under Paragraph E of NEX’s Appl1cat1on has- B S

*‘_.u"_.been d1sm1ssed See Order R 14187 at p 9 1[1] (49) (51) W1th respect ‘to; the accountmg?-’rj'“f:, o

:jsought under Paragraph C of NEX’s Appllcatlon the D1v1s1on properly determ1ned 1t lacked

e f:authonty to order an accountmg except pursuant to the exerclse of 1ts compulsory pool1ng power SRR

' See R 141 87 at p 8 1]1[ (40) (41) W1th respect to the rema1n1ng requests for re11ef under NEX s:._ : o ._ | :

b _-""v-"jAppl1cat1on the D1v151on correctly concluded that Comm1s51on precedent l1m1ted Jurlsd1ct1on to o

'..-'._-';':.:I_.whether COG “(a) [had] a good fa1th bel1ef that 1t had perm1sswn to dnll the proposed well (b)j" o -

At the May 4 2016 hear1ng, NEX 1nformed the D1v1s1on that 1t no longer sought removalfv_ _ 7_ o _

= ;from a person whom the operator 1n good fa1th bel1eves owns a valld subs1st1ng work1ng 1nterest-' S .

- .:. 2 See Complamt ﬁled 'in Nearburg Exploratton Company L L C SR02 LLC and SR03 LLC v COG Operatzng;"r— o

: not subject to the Operatmg Agreement” govemmg the subject area)

R CV-2015- 0254 at. page 11.(Count 1, trespass. alleging no nght to drill); page- l3 at | 65 (Count Two seekmg--p_- T
S any accountmg w1thout «credit: for ‘any ‘costs .of - development or. productlon) page’ 14 (Count Four seekmg an.
untmg) page 14 atq 77 (seeking a declarat1on COG “wasno. longer ent1tled to dnll the Wells” and at‘NEX is - o



Jin the dn11s1te » See Order R 14187 at p s, 1](25) 01t1ng Order R 11700 B at pe. - s, 1]27 and 1[28 SRR

(Tmbr/Sharp cases)

The D1v1s1on then rev1ewed the facts presented at the May 2016 hearmg and found thej' - -

| followmg

o _(27) The ev1dence 1nd1cates that COG did have the requ1s1te good fa1th be11ef that 1t'ff' S
R . was- the duly authonzed operator of the W/2 of Sect1on 20 on. the dates when lt,'..f‘:" R
" commenced drilling the 43H-Well and the 44H Well. ‘COG could, in good faith, have. o
"1’ ‘" believed, and apparently did believe, that the SLO-prescnbed form of Ratlﬁcatron ofthe -
s Unit Agreement executed by Nearburg [COG Exh1b1t 3] was effect1ve to rat1fy the Un1t ST

B ",-,"",frjOperatmg Agreement

7 _»(28) COG could also have apparently belleved based on ema11 correspondence S R )
"that ‘Nearburg, ‘who- owned the underlylng t1t1e had: authonzed it-to:“mov[e] forward on: SRR
e the assumptlon that it was:intended to. keep the [Term] assignment effect1ve” [COG"'T»;'_ - .

VExh1b1t 10, at page 2] In view of the continued exchange of emails: ev1denc1ng-"
- -.on"the part of both partles to ‘renew the ‘term’ ass1gnment and the absence.

' ;'.;eV1dence of bad faith, the D1v1s1on concludes that COG believed, in good fa1th that ‘1t had . » '_ _
H perm1s510n to deve]op thls property assumlng Nearburg would remain a roya]ty owner- RN ‘

B ““only.

o :f;_:Order R 141 87 at p 6 As a result of these ﬁndlngs the D1v1s1on found no v1olatlon of D1v1s1on_‘f'_5r' . ;'7 ; .

 nes when coG drilled the 431 and 44H wells nor when coo perm1tted the 69H well Id.at R

o 34:51](33) and 1[(47)

The D1v1s1on also demed COG’s poollng appllcatlons for the spacmg and proratlon unlts'r.f:' : o

o fi-’-';dedlcated to the 43H and 44H wells on the grounds that 1t “does not have Junsdlctron to construe : S
o ;{;contacts or determme thelr va11d1ty 7 Order R 141 87 at p 10 1[(59) Wh1]e the Dmsmn cenamly_:_,f:,{_ir_fr
o ,f:i'laCkS aUthOUty t0 determme the partles nghts under contacts, that lack of authomy is not a.‘ N

- _’fiproper bas1s for denylng poohng Indeed the D1v1s1on rout1nely pools acreage Sllb_]CCt tof P SN

B ;'f_contract or. t1tle dlsputes w1th the norma] caveat that “[t]he operator of the well and the Umt shall:i," : o o

R notlfy the D1v1s1on in wntmg of the subsequent voluntary agreement of partles sub_|ect to the‘ R

o 3 :'_'_compulsory poolmg prov1s1ons of th1s order ” See eg Order R-14145 at p 5 11(17) In thls A

B _. : 3 COG permltted the 69H well (API No. 30 Ol 5-43093) on May 5 201 5 Thls well has not been dnlled S




' :' case there is no debate that COG has authorlty to operate on the W/2 of Sectlon 17 Where the R

C surface holes for the 43H and 44H wells are located Further NEX has never objected to S

'V_COG S operatlon of the 16H well located on. the W/2 of Sectlon 20 and- further noted at the. RRE.

_D1v1s1on hear1ng 1t was not seeklng to remove COG as the operator of that well completed in the-"-' Ceresvon

| same pool as the 43H and 44H wells If was not untll July of 2015 almost a year aﬁer the 43H C o

B r_greement and no longer des1red to extend the Term Ass1gnment prov1d1ng NEX w1th an:»'

B an "44H wells ‘were drllled that NEX ﬁrst 1nformed COG that 1t repudlated the Operatlng“fir:::

s ""Ijiovemdlng royalty 1nterest 1n the contract area. See COG Exs 24 and 30 Now that NEX has:._: . ._ .

N '.,fii-_:formallzed 1ts pos1t10n by ﬁllng 1ts Complalnt 1n d1str1ct court and 1ts Appllcatlon w1th"’ he; e SR

| ";_h':D1V1s1on — over two years after these wells were permltted --a poohng order must 1ssue that o ST

‘ = ;conforms w1th the Commun1tlzatlon Agreements s1gned by NEX and approved by the State Landi Sad R

o .._F-':_'_Ofﬁce See ‘COG Exs. 26 and 27 Indeed Sectlons 70 2- 17(C) and 70- 2 18(A) of the Oll and; B S

ct,' ‘when read together egulr an operator to obtaln poollng orders on Just: and_f-'

i :jr_eas'»onable »:\terms ,that are effectlve :.from' ﬁrst productlon for spacmg and proratlon un1t e

N leffect;un_til‘a V,O,_ll_lritary agreement is'reached or conﬁrmed SR

WITNESS . ESTIMATED TIME EXHIBITS
NameandExpertlse SR I

Ryan Owen ..30..f.rlli'1_1utésl...h SLs T Appr0x1mately8 :
;.P‘?_tr.o_l‘?um_Landman'r , LR

| Ag e ent whrch 1t and the other Yates Entities subscnbed to usmg the ¢ same Ratxﬁcatxon form as that ekecuted by
Nearburg i’ 2009 See COG Ex. 4atp.'19; Ex. 2 at p 4 '

ted to wells that have been “dnlled” 'once an owner takes the pos1t10n 1t 1s no longer'r.'rf

s"ub'ject to_a v_olu_ntar_.y: agreement -comblng the- acr'eagef' ~ That pooling order thenjrema_lns 1n S - o




PROCEDURAL MATTERS

Pursuant to the 1nstructrons from the Comm1ss1on the part1es have engaged in efforts to"z"' S

S .":tfagree upon a Statement of Und1sputed Facts to shorten the hearmg t1me necessary to presentﬂ_-f:’ Y

SRR f_{'-these consol1dated matters on de novo appeal The efforts to date are. contalned on Attachment A' o o

e ,:'hereto wh1ch 1dent1ﬁes the accepted facts in: normal type and redlmes the rema1n1ng areas of'-_f EEREE

e »"',_;:_»L'-"'jdlsagreement as to certam proposed facts COG wrll demonstrate at the hearmg that the redlmed :

L 5':."'-';'-'.'-..proposed facts are l1kew1se fully supported by the EXhlbltS ﬁled w1th the Comm1sslon :

Respectfully submltted

HOLLAND & HART LLP

Mlchael H. Feldewert
- } s JordanL Kessler o
- Post Ofﬁce Box 2208 .
Lo Santa Fe, New Mex1co 87504 2208
- (505) 988-4421 - :
- (505)983- 6043 Facs1m1le ,
S mfeldewert@hollandhart com
c Jlkessler@hollandhart com

ATTORNEY FOR COG OPERATlNG LLC B




CERTIFICATE OF SERVICE

I hereby certlfy that on February 21 2017 I served a copy of the foregorng document tof S

o _-""_.the followmg counsel of record v1a electron1c ma11

. IScottHall
.. Sharon T: Shaheen
S ;‘Montgomery & Andrews P A il
. PostOffice Box 2307 =~ i ooio0
S _--f-'Santa Fe, New Mex1co 87504 2307_-'_- Lo
-ff;ﬂf;(505)982 3873 ' o
7 (505):982-4289. Fac81m11e
s hall@montand com -

s '.’%:.sshaheen montand com -

. u"_";Davrd H Harper R
T4 Aimee'M: Fumess sl
'.7 i+ Sally L:Dahlstrom -

-+ 7. Haynes ‘& Boone; LLP

S 75-2323 Victory Avenue, Su1te 700

' ' Dallas Texas, 75219 K
T (214)651:5000.

:651- _5940 Facsrmrle o

_'idaVld-h__rDer@havnesboone com .
-0 dimee. furnéss@haynesboone.com - -
IR .'-jsallv dahlstrom@havnesboone com’_ R

o Scotty Halloman e S
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- Box 2508 = '
" Hobbs, New Mexrco 88241
- {(575) 393-0505

» :rsholloman@hobbsnmlaw com - -

M1chael H.: Feldewert
Jordan L. Kessler



STATEMENT OF UNDISPUTED F ACTS F OR COMMISSION PROCEEDING

S | COG is the operator of record for the follow1ng honzontal wells in- TOWI’lShlp 26 o o

South Range 28 East NMPM in Eddy County, New Mexlco f .

The SRO State 16H (API.No. 30-015- 38071) dedicated fo the Wi W/2 off’; TSI

Sectlon 20 drrlled by COG on March 4, 20ll (“the l6H well”) U

~SRO State Com Well No. 043H (API No. 30-015-41141) dedicated to.the W/2{f PR
W2 of Sectlons 17 and 20 drrlled by COG on. August 8, 2014 (“the 43H_,} R

L ,Well”) and

o 0 ;SRO State Com Well No O44H (API No 30 015 41 142) ded1cated to the E/2
W2 of Sect1ons l7 and 20 (“the 44H Well”) drrlled by COG on October lO
o ,'2014 '

ST L 2ﬁ The surface hole: locatlons for the 43H and 44H wells are located on the W/2 of R
R ,Sect1on 17 a state lease (V 7470) in wh1ch Yates Petroleum Corporat1on is the lessee of record

Sl o ,.;_[3';’-' The 16H well and the bottom hole locatlons for the H3H and the 44H wells are. T -
o located in the W/2 of Section 20, a state lease (V 7450) in which Nearburg Exploratlon Company REE -

B :»' ‘»'f‘f'(“Nearburg ) is the lessee of record.

SR i 4 When the 16H wells was drrlled but before the 43H and 44H wells were: drrlled
- '}the lands in Sectlons 17 and 20 were partofa voluntary unit established under that Unit - '

L {,-Agr' ement for the Development and Operat1on of the SRO State Exploratory Un1t dated May 8th o '7 ;
"_»';_";"2009 COGEx.5. S - PRI

RS 5. The SRO State Exploratory Un1t became effectlve on June 29 2009 COG Ex 5

S 6 COG is the ‘successor operator 10 Marbob Energy Corporat1on (“Marbob”) the o
S ;-’,_::named operator under an Operatmg Agreement for the SRO State Exploratory Un1t dated May 8 t e
. _"'_2009 S , By R

7 - On’ June. 26 2009 at the request of Marbob, Nearburg executed a form o

o :'Z‘promulgated by the State Land Office entitled “Ratification And Joinder Of Un1t Agreement And S k

e o _;'Umt Operatrng Agreement” (herelnaﬁer the “Ratlﬂcatlon”) NEX Ex. 10

ATTACHMENT
A Sy




] 512 The Nearburg Masb
o : as the SRO Unrt remamed 1n effect See COG Ex 1

'b s | JrO—8 Mafbeb—s On Ju1y 13 2009 Marbob subm1tted a letter to the State Land Ofﬁce B
o {that represented the followmg Lo - N | s

“Chesapeake and Nearburg have both subscr1bed to the Unit Operatlng
.. Agreement and will pay their proportlonate share of the expenses :
R assoc1ated w1th dr1111ng the SRO State Umt #lH well ” I

COGEx 2atp 2

R 4-1—9 By letter dated July 22 2009 the State Land Ofﬁce recogn1zed that 1t Treceived ther o
S subsequent Jomder ratlﬁcatlons from Chesapeake Exploratlon LP and Nearburg Exploratlon. S
S ;Company committing - their interests to ‘the" SRO' State Exploratory Unit Agreement.” The -

- _Comm1ss1oner further stated “In accordance w1th Art1cle 22 of the unrt agreement the S

Exploratlon LP and Nearburg Exploratlon Company to the SRO State Exploratory Un1t‘_ R N
S Agreement Tracts Nos. 23, 25 and 26 will be comm1tted to.this unit agreement effectlve August' ;o
' ?‘1 2009 > COG Ex 2 Nearburg was not cop1ed on the July 22 2009 letter coel S

o {. | | -12-10 Art1cle 22 of the SRO State Un1t Agreement states

L for the allocatron of costs of explorat1on development and operatlon

B COG Ex 5 at1] 22 ' L _f v_ RRNE SRR

| | -l4—11 On August 24 2009 Nearburg executed a “Term Ass1gnment 'conveylng ltSV,'-;'V
SIS work1ng interest in the W/2 of Sectlon 20 to. Marbob and retammg for Nearburg an overr1d1ng.' R
’ *r'rroyalty 1nterest effectlve Julyl 2009 See COG Ex 1 o SR : S

| 4—6—13 In October 2010 COG succeeded Marbob as the Operator under the Operatlng . .: »
'?--_'Agreement = . IR o : :

| | | 4—7—14 In 2012 COG dr111ed and completed the 16H Well on the Nearburg lease ln they E
"'_'W/2W/20fSect1on20 L R - : R

Pag.e"’2‘» |

o _SUBSEQUENT JOINDER: Any oil of gas interest in lands within the unit,.may
‘- ‘be committed hereto by the owner or-owners of such rights.....and if such owner 1sff [
~ . also a working interest owner; by’ subscr1b1ng to the operating: agreement prov1d1ng S

» Term Ass1gnment prov1des that 1t cont1nues in force so long_-"_ R




| 48—15 Before its exp1ratlon the Marbeb Term Ass1gnment conta1ned report1ng and SR
not1ﬁcatlon requlrements for the Unit Operator to: prov1de to Nearburg with respect to all wells' o
dr111ed on the Subject. Interests or on lands covered by the Unit. Agreement (“Well Informat1on S

Requlrements ) 1nc1ud1ng

R ;"Ex 1.

l

| | 24-18 The M&rbeb Term ASSlgnment States “The Subject Interests and Ass1gnor s
T _-',_-."..";reserved ovemdmg royalty interest shall, during the term of this Assignment and not thereafter, -~
" “be’subject to. the terms and provisions of that certain Unit Agreement for the Development and R
S Operatlon of the SRO Un1t Area Eddy County, New Mex1co ” COG Ex. 1 page 2 - o

; :Copy of the drllllng and completron procedures 48 hours pnor to the’r S
.' .‘commencement of operation. o
; _Copy of - survey plats perm1t to drlll and other regulatory forms and letters R
- filed with any ‘governmental agenc1es , S
- ‘One: (1) copy each -of all title- op1n10ns govemmental ocD: exariner and
' _commrss1on hear1ng orders and curat1ve instruments cover1ng the spac1ng un1t , _
.-';'Nearburg should receive- 24- hour notice of the follow1ng events spuddlng, R
* wireline loggmg, open | hole test1ng, cor1ng, or plugging of the we11 ' R
- _Pnor to any operat1on Operator shall furnish to Nearburg, a well/completlon', SR
:'prognos1s spec1fy1ng in': reasonable detail the ‘procedure of work ‘for ‘the- - -~~~ .
- - -proposed operation.- Such prognos1s shall be sent to. Nearburg not later than 48 ST

IR _"hours pnor to commencement of any such operatlon SR S

o ;'f‘coo Ex 1 Term Ass1gnment Exh1b1t A
o I : '1'9'16 In February 2013 COG ﬁled and the D1v1s10n approved dr1111ng perm1ts for the'j'," :
B 43H and 44H wells on the Yates and the-Nearburg leases in.the W/2 of Sections 17 and 20. COG' SRR
E ;leﬂ the consol1datlon code on the dr1111ng perm1ts blank for both wells COG Ex 8 and 9 S

| | %17 0n March 1 2014 the SRO Un1t term1nated w1th the voluntary agreement Of';: S
. -%-COG the other work1ng 1nterest owners the State Land Ofﬁce and Nearburg COG Ex 11 NEX'f = :: S

g i 22—19 Pursuant to Amcle XIII the SRO Un1t Operat1ng Agreement remamed in effect fef

: ’:- { fthe—een&aet—area desplte term1nat10n Of the SRO Ul’llt

e [ o 2—3—20 On March 6, 2014 ﬁve days aﬂer the voluntary term1natlon of the Unit and the‘f' '

o ."._.‘Marbob Term Ass1gnment COG filed: new C- 102 Well Location and Acreage Ded1cat10n Plats;", R

SRR pursuant to-the conditions of approval on a previously filed Form C-103 that changed the' well
. names for the 043H and 044H wells. 'COG left the consolidation code. blank for both- wells and: -

o 's1gned the cert1f1cat1on on-the. C-102 Well Locatlon and Acreage Ded1catlon Plats that 1t had the-, - ._ '.

R §:r1ght to drlll on the lands where the wells were located COG Ex. 8 and 9.

B R 24—21 In late March 2014 COG 1nformed Nearburg of 1ts op1n10n that w1th respect to ST

S tNearburg s state lease in the W/2 of Sectlon 20

o Pages




o That the Operat1ng Agreement rema1ned in-effect. and that the contract area'r-‘i;' R

“can be drrlled at’ w1ll subJect to the J OA already in place and

B o '_‘“I believe that the most press1ng issue’ is. that the term ass1gnment from‘?-'_ S
" Nearburg to Marbob is-effective unt1l the SRO Unit is d1ssolved S0’ techmcally":f‘_ .

* it-has expired. However we are mov1ng “forward on the. assumpt1on that it was"-"

©intended to keep the ass1gnment and the ORR effect1ve until all the wells in (or o
o ‘formerly in) the: un1t are plugged s0 we will need to paper that up. However if IR
~ that assumption is iricorrect: please let ‘me know since it will a_ffect the work the ST

E ;t1tle lawyer is do1ng on the updated op1n1ons for. the wells

COG Ex 10 at pages 2-3.-

25—22 In June of 2014 Nearburg sent an 1nvo1ce to COG for payment of the annual lease' SR

rental for the Nearburg State Lease VO 7450

92-6—23 On July 9 2014 COG prov1ded Nearburg w1th a proposed commun1t1zat1on o
agreement for the prev1ously perm1tted 43H well: COG Ex 12, S

2—7——24 On August 2 2014 COG spud the 43H well

28—25 ‘The 43H well was completed on February 25 201 5 and began produc1ng on March" _' )
1 2015 . . , o N

B 3027, An October 8, 2014, title opinion for the SRO State Unit cOm 38H 39H and 40H
A wells 1n Sect1on 34 T 25 S R-28 E states: S o , S

- Because -the: SRO - State Exploratory Umt was voluntar11y termmated[ Ll SR

~effective March 1,.2014, it appears -that the: primary term’ of the Term" '
- Assignment is now exp1red and the 1nterests ass1gned thereunder in all' of
the Subject Lands except Tracts 7-and 8, which comprise the | spac1ng uwnit. oo
; for the SRO State Unit Com #11H Well, have reverted back to Nearburg ERR
ERE Explorat1on Company, | L L. C We have reported t1tle accordmgly L

COG prov1ded Nearburg w1th the October 8 2014 T1tle Op1n1on on Januarv 27 2015 NEX Ex :
24 . S A R

3—1—28 On October lO 2014 COG spud the. 44H well

3—2—29 The 44H well was completed on March 4 2015 and began produc1ng on March 5
2015 S S , ,

SO 29—26 Nearburg d1d not execute or retum a commun1t1zat1on agreement for the 43H well o
R pnor to COG. drrll1ng Or: completmg the well IR S R



N | - 33—30 Nearburg d1d not execute or return a commumtlzatlon agreement for the 44H well’ ;‘ R

. :.' ;prror to’ COG drrlllng or complet1ng the well.

SR & 34—31 COG dld not prov1de ‘any of the Well. Informatlon Requlrements attached to thefr_’fr
. ;Marbeb—Tenn Ass1gnment to Nearburg before dr1111ng the’43H and 44H wells. Spec1ﬁcally, 'COG : A
* - .did'not provide a “copy of survey plats, perm1t todrill; and other regulatory forms and letters ﬁled' R

{w1th any govemmental agenc1es ” COG Ex l Term Ass1gnment Exh1b1t “A

Sl esaan On October 15 2014 Nearburg and coo met to discuss the M&rbeb Term 7
: ‘vf‘-Ass1gnment - B I
: | | 36—33 On November 3,72014, Nearburg sent COG an ema11 stat1ng the follow1ng w1th_-' B

'- ]respect to the Marbob Term Ass1gnment

e “We are, however agreeable to your changes to the Term A551gmnent ot' ‘the'f.f. o
. .- Oil and Gas Lease: covering’ the 'W/2 of Section 20-26S-28E. 1 assume thls'w1ll-'j ST
: ['_.'actuallybe an Amendment or Correct1on to Term Ass1gnment of O1l and Gas; S

e V-Lease

e ;“Also we: would stlll llke to see COG s calculatlons on a well by well baSIS for S A |
. our ORRI in the wells 1ncluded on the lands subject to the SRO Operatmgf S

H"-:,'V-'Agreement -
_, coo Ex 15

A551gnment ”. COG Ex 16

» 38—35 On November 25 2014 Nearburg responds to the Corrected Term Ass1 gnment
5 w1th ‘a senes of ema1ls stat1ng : , R ,

. “The way I read the Correct1on Term Ass1 gnment Nearburg would own an’

| 37—34 On November 18 2014 COG prov1ded Nearburg w1th a “Correctlon Term .' C i S

_;overrrdmg royalty as allocated under the JOA ... Please confirm how COG plans to"'-' . - o
7 allocate per the JOA and not pay. based on the interest set out there1n We are’ not S S R
L :'trymg to compllcate matters, but feel we need to: st1pulate exactly what we own orf-.' STl

B _Ir_w1ll own, aﬂer executlng the Corr Term Asgmt ” COG Ex 17

o ::o' - .“Let S touch base aﬂer the turkey s been put away and see 1f we can reach some
sort of agreement that su1ts both s1des ” NEX Ex 23 IR

: l 39—36 On March 9 and March 12 2015 COG ﬁled “As Drllled” C- 102 Well Locat1on SN

- andlAcreag’ D_ed1cat1on Plat for.the 43H and the 44H wells. COG- leﬂ the consolldatlon codes
nd-signed the certification that “this organization either owns a worklng 1nterest or-

drlll th1s well at th1s locatlon > NEX Exs 4 6

g “unleased mineral interest in the land including the proposed bottom hole locatlon or. has a nght to ,-: . S




40—37 On Aprrl 22 2015 COG in advance of a planned meetlng, prov1ded Nearburg w1thfifi,-" &

' {communltlzat1on agreements for the spac1ng un1ts ded1cated to the 43H and 44H wells and an -

| agenda for the meetlng COG Ex 18

44—38 On the momrng of Aprll 24 2015 COG and Nearburg met to d1scuss COG’

- ;: proposed communitization agreements; an. amendment to the Term Ass1gnment and data on the : -
R /SRO Unit wells, including the 43H and 44H wells. COG Ex. 19. Immedrately followrng that S
e meet1ng, Nearburg sent the follow1ng documents v1a ema1l to COG : S o

A spreadsheet of the SRO Un1t wells show1ng the “NEX ORRI” and 1dent1fy1ng

- wells for wh1ch Nearburg was m1ssrng well 1nformat10n

o “Our most updated Well Informat1on Requ1rements to replace the statemen o '
: fattached to theMafbebTerm Assrgnment COG Ex 19. SR 7, EE ', e

SR E S ';.'42%&.‘.‘Nearburg again requested well 1nformat1on on the SRO Un1t Wells on. May 5 A
SRR ;ﬁ2015 “particularly the 43H and 44H wells COG de11vered 1nformat10n related to the 43H and, R
o f44H wells on May6 2015 COG Ex 20 N R S L

R : 44—41 On May 20, 2015, Nearburg, as the lessee of record for the W/2 of Sect1on 17
lexe uted two. Communitization Agreements for the- spac1ng units ded1cated to the 43H and the

A 7344H wells See COG Exhibits 26 and 27.

| ;‘45—42 On May 28,2015, Nearburg sent COG a letter stat1ng

»-'_. X “The Term Assrgnment has. exp1red by its own- terms and has not been ’:

0G’s
. authority to drill the Wells ut1llzlng the - acreage. covered by the Lease Loosni
o Nearburg is not aware of any Operatmg Agreement related to the Wells or any co

- extended. We would request that you inform us as to the source of the’

43—40 On May 14 2015 COG forwarded Nearburg an ema1l from the State: Land Ofﬁce Y
: it “thréatens to expire the leases involved with the well and charge the. operator double the -
o '?value f o1l/ /gas removed from the well” 1f the proper communitization agreements were not ﬁled AR

| NEX Ex 56 - I




' :other arrangement wh1ch would grant COG the r1ght to drill the Wells w1th the'- _:

7 'acreage covered by the Lease

- e 'In an effort to comply w1th the SLO’s request Nearburg would cons1der;’f
e - ‘executing the commun1t1zat1on agreements “however,’ Nearburg expl1c1tly_;..; S
- stated that the agreements should ‘be limited to the “2nd Bone Sprmg 1nterval' R
- and that “any execution of the Agreements would not extend or ratify the Term -~~~
S }Assrgnment and Nearburg would ‘not waive any- nghts held by it as owner and o
- 7 holder of the Lease. Nearburg would ‘consider executing ‘the:: Agreementsf Sl
R meerely to comply w1th the State of New. Mex1co Land. Ofﬁce requ1rements but
o _Nearburg would spec1f1cally reserve all r1ghts relat1ng to th1s 51tuat1on ” NEX'_? R

. ‘Ex. 14

46—43 On June 2 2015 COG forwarded rev1sed

s commun1t1zat1on agreements that' 11m1ted the commumt1zed interval- to the “2nd Bone Spr1ng e

o _i;_.;and Randy Howard

e mterval” as s’ requested by Nearburg NEX i

mers in-the Wells.” " Under this letter agreement COG expressly recogmzed ‘that “N ;

- 7-_:.7?:éxecut10n' and dellvery of the “enclosed Agreements does not. extend or ratify’ the Term.ﬂ ' ., -
o --__-Ass1gnment and ‘Nearburg does not waive any rights held by it as owner: and holder of the Lease.' TooE

el N and that Nearburg speclﬁcally reserves all i ghts relatmg to th1s s1tuat10n ? NEX Ex 15

i o f_-_';’the “2nd Bone Spnnz 1nterval »=NEX Ex 49 and > O

41 June 2, 2015 ema11 between Aaron Myers'_'_,-' -

o 47—44 By a letter agreement dated June 10 2015 Nearburg prov1ded COG w1th the N
ex ,uted ‘Communitization- Agreements for ﬁllng w1th the" State Land Office, requested speclﬁc S
S well 1nformat1on 0 “to further evaluate our work1ng interest in the Wells” and requested that 1t be/’-f S
PR _fprov1ded ‘going forward” expense ‘and revenue’ 1nformat10n prov1ded to other - workm

49—46 On July 2 2015 the State Land Offlce approved the communltlzatlon agreements:v_f BRI

e j-ﬁled by COG and they were recorded 1n Eddy County COG Exs 26 and 27

59—47 By letter dated July 14 2015 Nearburg 1nformed COG that w1th the term1nat10n of S

Vfrfif';{the SRO Unit; COG’s contractual obligation to pay Nearburg an ovemdmg royalty 1nterest in: thef:' R
: f’f_*‘_SRO wells termmated but that Nearburg had continued to receive. payments from COG Nearburg' o
. enclosed a’check to- reimburse COG for ‘the- overpayments it received after ‘the - SRO Unit =~

S _:' ;termmated and requested that no future payments of these ovemdes be sent to Nearburg COG" ;" o
EX 24 - S : SR o : :

5—1—48 From 2009 through July of 2015, the partles to the Operatmg Agreement'a":" o

L ;'}"dlstrlbuted income and pa1d expenses for the contract area on the basis that the workmg interestin: R

_ _'V;'jf-r.;the Nearburg lease covering the: W/2- of Section 20- was comm1tted to the Operatmg Agreement - S
s and that Nearburg held an ovemdmg royalty 1nterest o : , : :



52—49 On July 20 2015 Nearburg 1nforms COG by ema1l that. “[t]he July 13 offer of ' ; _,"_-:

_' _-COG to extend the Term: Assignment is not acceptable” and that by virtue of drilling: the 43H and_':'-ﬁ SO
T 44H wells COG has “commltted m1neral trespass and converted Nearburg hydrocarbons 5 S ool

o 53—50 On August 17 2015 NEX sent a letter to COG revok1ng D1v1s1on Orders for SROf" o
I Un1t wells cred1t1ng an overr1d1ng royalty 1nterest to Nearburg » ool

s :";;Dlstnct Court" sestingam

B CEx3L

E ‘_iland subm1tted subst1tute pages to the State Land Ofﬁce o-correet:

54—51 On November 24, 2015 Nearburg ﬁled a Compla1nt 1n Santa Fe County State'i_.':;' - k

" 'the part1es mtended to l1m1t the agreements to the “2nd Bone Spnng 1nterva1”:.'_- S

s 5—7—53 The 43H and 44H wells are completed in the Second Bone Spnng mterval of the .
S Hay Hollow Bone Spnng Pool (30215) an o1l pool subJect to the D1v1s1on 'S statew1de rules .

58—54 The -acreage ded1cated to the 43H and 44H wells cons1sts of elght (8) adJacent:j S

: _-:’_r'quarter-quarter sectlons for each well

B 59—55 No structural or geologlc 1mped1ments ex1st for the Second Bone Sprmg 1nterva1 m"-'.; S S
. j}_’the subJect area and the ded1cated acreage is su1table for development by honzontal wells COG‘;’ S S

.- .-’60-56 The Second Bone Sprlng 1nterva1 is cont1nuous across Sect1ons 17 and 20 and all

*f »i;quarte’r-quarter sections - w1th1n the ded1cated non- standard spacmg and prorat1on un1ts are“ o
I ';iproduct1ve COG Ex 32 o S . R

6—1—57 The E/2 of Sect1ons 17 and 20 have llkew1se been developed ‘with two m1le |

o ."L.standup honzontal wells completed in the Second Bone Spnng 1nterval of the Hay Hollow Bone L -
o ;'fSprlng Pool IR = R - :




