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STATEMENT OF THE CASE

This is a Commission Called Hearing to enable Roland Oil Company (“Roland”) to
demonstrate its good faith claim to operate the North Charlotte Field Unit (03220) Lease, Well Nos.
H004R, H007P, S002H, S003H, S004H and S005H, Charlotte, North Field, Atascosa County,
Texas.  A hearing was held on this docket on May 3, 2006.  Roland appeared at the hearing
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represented by counsel and presented evidence.  The Field Operations section of the Commission
appeared and presented evidence on H-15 Mechanical Integrity Test procedures and practice. 

BACKGROUND

The North Charlotte Field Unit (03220) Lease consists of 31 wells.  It is a unitized field of
over 1024 acres and was acquired by Roland in 1994.  

In early 2005, Roland requested an extension of time to complete required H-15 testing.
Keith Barton, from the Commission’s Field Operations Department, requested that the District
Office inspect the lease and provide a lease history relevant to whether the H-15 extension should
be granted.   Due to the number of wells, inspection were conducted on two separate days, February
2 and February 3, 2005.  The inspections showed: Wells S002H, S003H, S004H and S005H lacked
proper signage; Wells S002H and S004H had tubing open to atmosphere; and Wells S002H, S003H,
S004H and S005H were inactive.  They were not equipped with pumpjacks or flowlines.  These
wells were over 25 years old and required H-15 testing.  Well No. S002H was drilled March 28,
1954; Well No. S003H was drilled October 21, 1957; Well No. S004H was drilled May 4, 1954 and
Well No. S005H was drilled May 14, 1954.  In addition, two injection wells on the lease, Well Nos.
H004R and H007P,  required H-5 testing.   

The District Office also determined that the H-15 tests had been due since 1994.  Denial of
Roland’s requested H-15 extensions was recommended and the lease was severed on February 22,
2005 due to the H-15 and H-5 violations.

Despite the severance issued on February 22, 2005, Commission records show that the North
Charlotte Field Unit (03220) Lease continued to produce against severance in March and April of
2005.  No production was reported in May of 2005.  There was no further production on the lease
until the lease severance was lifted over a year later in August of 2006 upon successful completion
of the last H-15 test required on the four inactive producing wells - S002H, S003H, S004H and
S005H. There were 15 consecutive months of no production on the lease.  

By memo dated August 16, 2006, Tim Poe, Manager of the P-5 Department, noted that Bob
Hindes, a mineral owner in the North Charlotte Unit (03220) Lease, had asserted that the lease was
no longer valid due to cessation of production for a period in excess of 90 days.  Mr. Poe requested
that the Office of General Counsel determine whether Roland had a good faith claim to operate the
lease.  By letter dated August 24, 2006, the office of General Counsel requested that Roland provide
evidence of its good faith claim to operate the subject lease.

On September 13, 2006, Roland responded and stated that force majeure provisions in the
leases and unit agreement excused Roland for the period of non-production and that the lease
remained valid.  The force majeure event that Roland relied on was the Commission’s severance of
the lease due to the delinquent H-15 tests.   By memo dated September 19, 2006, the Office of
General Counsel rejected Roland’s argument based on a line of cases indicating that force majeure
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does not apply when the alleged force majeure event is one that was within the control of the party
asserting force majeure. 

 AUTHORITY

Statewide Rule 14(b)(3) [16 Tex. Admin. Code §3.14] requires that the operator of any well
more than 25 years old that becomes inactive and subject to the provisions of this subsection or the
operator of any well for which a plugging extension is sought under the terms of subparagraph (A)
of paragraph (2) of this subsection shall plug the well or successfully conduct a fluid level or
hydraulic pressure test establishing that the well does not pose a potential threat of harm to natural
resources, including surface and subsurface water, oil and gas. 

Statewide Rule 14(a)(1)(D) [16 Tex. Admin. Code §3.14] defines “Good Faith Claim” as “A
factually supported claim based on a recognized legal theory to a continuing possessory right in the
mineral estate, such as evidence of a currently valid oil and gas lease or a recorded deed conveying
a fee interest in the mineral estate.”

ROLAND’S EVIDENCE

 Roland bases its “good faith claim” on the language of the habendum clause of the Unit
Agreement and argues that it governs the relationship of the parties in this case.  Roland presented
two very similar Unit Agreements, one signed by working interest owners and the other signed by
royalty interest owners, and represented that the Unit Agreements controlled over the underlying
lease agreements.  The Unit Agreement remains valid so long as there is production in paying
quantities or continuous operations, as stated in paragraph 18.1 of the Unit Agreement entered into
by the working interest owners:  

18.1 Term.  The term of this agreement shall be for the time that Unitized
Substances are produced in paying quantities and as long thereafter as Unit
Operations are conducted without a cessation of more than ninety (90)
consecutive days, unless sooner terminated by Working Interest Owners in
the manner provided herein. [Unit Agreement, North Charlotte Field Unit,
Atascosa County, Texas, dated April 30, 1962]

A similar agreement with the identical language in paragraph 18.1 is found in a second copy
of the Unit Agreement, entered into by the royalty interest owners on August 15, 1962.  

Roland argues that the appropriate test for determining the continued viability of the Unit
Agreement is set out in Clifton v. Koontz, 325 S.W.2d 684 (Tex. 1959).   The Clifton court held that
“...the standard by which paying quantities is determined is whether or not under all the relevant
circumstances a reasonably prudent operator would, for the purpose of making a profit and not
merely for speculation, continue to operate a well in the manner in which the well in question was
operated.” Id., 691.  Although there was no production on the North Charlotte Unit  for a period of
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12, 13 or 14 months, counsel for Roland contended that the lease was capable of producing in paying
quantities pursuant to the test in Clifton because the revenue from the production of oil over an
extended period of time far exceeded the cost of operating the lease.  Mr. Ortiz testified that the unit
had produced a monthly profit of roughly $10,000 in 2004.  

Roland argues there were continuous operations on the subject lease as defined by the unit
agreement.  The continuous operations relied on by Roland were the ongoing attempts to conduct
the required H-15 tests on inactive producing Well Nos. S002H, S003H, S004H and S005H.  Roland
also relies on its efforts to conduct required H-5 tests on injection Well Nos. H004R and H007P. 
Cris Ortiz, Sole Proprietor of Roland Oil Company, testified that there was never a period in excess
of 90 days in which he was not working on the lease or preparing the wells for testing.  In order to
prepare the wells for H-15 and H-5 testing, Roland was obligated to remove rods, tubing and
downhole pumps from the inactive producing wells and set a packer in each well.   Well No. S005H
was successfully H-15 tested on May 6, 2005.  Well No. S004H was successfully H-15 tested on
August 4, 2005.  Well No. S003H was successfully H-15 tested on August 24, 2005.  Well No.
H007P failed two H-5 tests but passed the third in February, 2006.  Well No. H004R was
successfully H-5 tested in May, 2006.  Lastly, Well No. S002H was successfully H-15 tested on
August 9, 2006.  Production on the lease resumed in August, 2006.

Roland also asserts that it was barred from entry onto its lease and access to its wells because
in May of 2006, a landowner named Mr. Weir plowed under all the lease roads on the Haskins lease
(one of four base leases comprising the North Charlotte Field Unit).  Roland viewed this as a
repudiation of its lease after which it was no longer obligated to perform under the terms of the
leases or Unit Agreement.  At the time the roads were plowed under, Roland had only one more well
to test, but the plowed field made it difficult to access the remaining well with heavy equipment. 

Counsel for Roland cross-examined Mark McMillan, a Commission employee from Field
Operations who was responsible for maintaining H-15 records.  Roland ascertained that it is standard
for the Commission to require mechanical integrity testing for a well which has failed a fluid level
test.  Once a failed fluid level test is received, a letter is automatically generated notifying the
operator that it has 30 days in which to plug the well, perform a successful H-15 test or bring the
well back into active status by production.  Upon request, Mr. McMillan is authorized to grant a
further extension of 30 days.  Any subsequent request for an extension is referred to the engineers
in Field Operations who review the operator’s efforts and determine if another extension is
warranted.

Roland’s expert witness offered his opinion that there was merit in Roland’s Force Majeure
defense which was offered before the hearing and that the defense should be pursued.  However,
Roland did not present any new evidence on this issue.
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EXAMINERS’ OPINION
 

The oil proration schedule indicates the subject lease (#03220) was severed on February 22,
2005, apparently due to an H-15 violation on Well No. S002H.  A Production Data Query shows
zero production from May, 2005 through July, 2006, a period of 15 months.  Production was
restored in August, September and October of 2006, but was again shut down in November, 2006.

I. Force Majeure

In response to an earlier Commission request to Roland that it demonstrate a good faith claim
to operate the North Charlotte Unit, Roland replied on September 13, 2006, that its good faith claim
to operate was based on the “Force Majeure” clause in its leases and Unit Agreement.  Roland
offered an example of the Force Majeure clause contained in one of its leases (the Richmond lease):

Should Lessee be prevented from complying with any express or implied covenant of this lease, from
conducting drilling or reworking operations thereon or from producing oil or gas therefrom by reason of scarcity
of or inability to obtain or use equipment, or material or by operation of force majeure, and Federal or state law
or any order, rule or regulation of governmental authority, then while so prevented, Lessee’s obligation to
comply with such covenant shall be suspended, and Lessee shall be liable in damages for failure to comply
therewith; and this lease shall be extended while and so long as Lessee is prevented by any such cause from
conducting drilling or reworking operations or from producing oil or gas from the leased premises; and the time
while Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary
notwithstanding.

The Unit Agreement for the North Charlotte Unit contains a similar “Force Majeure” clause
in Article 16.1:

All obligations imposed by this agreement.....shall be suspended while compliance is prevented, in
whole or part, by strike, fire, war, civil disturbancce, act of God; by federal, state, or municipal laws; by any rule
regulation, or order of a governmental agency.......

Roland cited Frost National Bank v. Matthews, 713 S.W.2d 365, 368 (Tex Civ. App. -
Texarkana, 1986, writ ref’d, n.r.e.), as authority for the proposition that “...cessation of production
when wells are shut in under orders of the Railroad Commission clearly comes within the language
of the leases’s force majeure provision.  Under that provision, the lease shall be extended while and
so long as the lessee is prevented by the order of a governmental authority from producing gas from
the lease premises, anything in the lease to the contrary notwithstanding.  The lease should not have
terminated under the force majeure clause..”.  Thus, under the ruling in the Matthews case, Roland
argues that its lease remains in force and effect due to the protection offered by the Force Majeure
clause in its leases and unit agreement.  

The Matthews case is inapplicable to Roland’s fact situation. The leading cases on the
application of the Force Majeure clause to RRC orders are Hydrocarbon Management, Inc. v.
Tracker, 861 S.W.2d 427, (Tex. App.-Amarillo, 1933, rehearing overruled) and Atkinson Gas Co.
v. Albrecht, 878 S.W.2d 236, (Tex. App.-Corpus Christi, 1994, writ denied).  “The purpose of a
force majeure clause is to excuse the lessee from non-performance of lease obligations when the
non-performance is caused by circumstances beyond the control of the lessee, Hemingway, §7.11,
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at 387, or when non-performance is caused by an event which is unforeseeable at the time the parties
entered the contract.”  Hydrocarbon Management at 435-436, citing Valero Transmission v. Mitchell
Energy, 743 S.W.2d 658,663 (Tex. App.-Houston [1st Dist.] 1987, no writ.)  “Inasmuch as force
majeure as an excuse for non-performance is an affirmative defense, appellants bore the burden of
proof to establish that defense.”  Hydrocarbon Management at 436 citing Kodiak 1981 Drill. V.
Delhi Gas Pipeline, 736 S.W.2d 715, 723 (Tex. App.-San Antonio, 1987, writ ref’d n.r.e..).   As
relevant here, the Hydrocarbon Management court stated, “...failure to comply with the RRC’s
requirement, which resulted in the shut-in order from the RRC, was an event within the reasonable
control of appellants.  That being the case, the order would not be an event of force majeure,
sufficient to maintain the leases.”  Hydrocarbon Management, at 436-437.  A similar result is
reached in Atkinson, which stated “...the force majeure clause of an oil and gas lease of the present
nature is not triggered when the Texas Railroad Commission orders a well shut-in due to the lessee’s
failure to comply with its regulations, at least when compliance with the regulation is within the
reasonable control of the lessee.”  Atkinson at 241.

Roland’s lease was severed as a result of its failure to timely perform required H-15 and H-5
testing, a measure within Roland’s reasonable control.  The first required test became delinquent in
1994.  An order to severe the lease was issued in February, 2005, but the lease was not tested and
brought into compliance until August 9, 2006.

The case relied upon by Roland, Matthews, is distinguishable from Hydrocarbon
Management and Atkinson.  In the Matthews case, Frost National Bank acquired the working
interest in a lease through foreclosure on December 7, 1982.  On December 29, 1982, the wells were
ordered shut-in pursuant to written orders of the Texas Railroad Commission “...which were issued
because the previous operator had been producing gas without an assigned allowable from the
Railroad Commission.”  Matthews at 368 (emphasis added).  Clearly, the Matthews court found that
the actions of the previous operator were not within the reasonable control of the new operator, Frost
National Bank, and thus gave force and effect to the Force Majeure clause to protect Frost’s interest.

The fact situation presented by Roland Oil is similar to the fact situation in both Hydrocarbon
Management and Atkinson, in that prevention of the severance of the subject lease by the Railroad
Commission was reasonably within the control of the lessee, Roland Oil. Therefore, the Force
Majeure provision of the lease was not triggered. 

II.        Production in Paying Quantities 

Roland relies on Clifton v. Koontz, 325 S.W.2d 684 (Tex. 1959), for the proposition that
production in paying quantities can occur even when the lease is operated at a loss.  However, the
Clifton case is about a lease on which production did not cease.  In the Clifton case, there was a
period of time, from June, 1955 through September, 1956 during which total lease expenses
outweighed total lease income by $216.16.  The Clifton court determined that “...the standard by
which paying quantities is determined is whether or not under all the relevant circumstances a
reasonably prudent operator would, for the purpose of making a profit and not merely for
speculation, continue to operate a well in the manner in which the well in question was operated.”
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Clifton at 691.

The standard in Clifton is not the standard that applies in this case.  In the present case, it is
unquestioned that production did cease.  In fact, there was a period of 15 months, from May, 2005
through July, 2006 during which there was no production.   In Bachler v. Rosenthal, 798 S.W.2d
646, 649 (Tex. App. - Austin, 1990, writ denied), the court cited the proposition in Clifton that
“After cessation of production in paying quantities, the lessee has 60 days of “grace” in which to
save his leasehold, however, if production never ceased, as is the case here,  the 60-day clause is not
definitive of the period over which the trier of facts must determine whether a lease is producing in
paying quantities.” Clifton, at 690.  The Bachler court went on to state “We read  the emphasized
portion of the above quotation to mean “if physical production never completely ceased,” then the
60-day period is not definitive.  The logical corollary to this interpretation is that if physical
production does completely cease, the 60-day period is definitive and drilling and reworking
operations must commence within that time.”  Bachler, at 649.

The Bachler court agreed with the court in Clifton that the variability in production of many
wells would make it difficult for an operator to determine if a slight dip in production heralded the
onset of a lack of profitability for a particular well.  But then the Bachler court stated, 

“A total physical cessation of production, on the other hand, would in most cases
convey a much less ambiguous message: either a well is in need of reworking or
repair, or it has permanently drained the reservoir.  In either case, it is more
reasonable in such circumstances to expect the operator to take immediate action or
suffer termination of the lease.”  Bachler, at 650.

The Bachler court ultimately concluded that, in the circumstances of its own case, in which
production completely ceased, “...the reasonably prudent operator test in Clifton and Skelly Oil is
not applicable.” (Bachler, at 650).  The conclusion that the test in Clifton was not applicable when
a complete cessation of production occurred was reached in another case.  “The question in [Clifton
v. Koontz] was whether production in paying quantities had ceased.  In our case the question is
whether all production had ceased for 90 days.... We do not think the holding in Clifton v. Koontz
has application here.” Wainwright v. Wainwright, 359 S.W.2d 628 (Tex. Civ. App. - Ft. Worth
1962, writ ref’d, n.r.e.). 

Interestingly, counsel for Roland and Roland’s expert witness seemed at cross purposes
during the presentation of their case.  Counsel for Roland emphasized the “production in paying
quantities” test of Clifton (perhaps to echo the “produced in paying quantities”requirement of
paragraph 18.1 of the Unit Agreement) and elicited testimony from Mr. Ortiz that the lease had been
profitable in 2004 and would be profitable when production resumed. However, Roland’s own
expert witness, Attorney Skipper Lay, repeatedly denied that the “production in paying
quantities”test applied to the period when no production was reported.  Mr. Lay stated:

A.        “The production in paying quantities as a legal standard applies when there
is production.  It does not apply when there is zero production.  Obviously
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you can’t have production in paying quantities, and I think the courts have
so said.  But, in my judgment, as long thereafter as unit operations are
conducted, then would be operations in lieu of production in paying
quantities........ I believe that production in paying quantities has occurred
during the time that production has occurred from the unit area of the North
Charlotte Unit by Roland Oil Company.” [Transcript, p. 118, lines 12-25 and
p. 119, line 1]

In this testimony, Mr. Lay is stating that the Clifton test does not apply to the severance
period, a time during which there was no production.  He then states his belief that after production
ceases, if Unit Operations were conducted, they would be considered operations in lieu of
production in paying quantities.  The latter part of the statement merely confirms that the production
from the North Charlotte Unit, prior to the severance, was production in paying quantities.

In later testimony, counsel for Roland returned to the concept of production in paying
quantities during the severance period but was again corrected by witness Lay:

Q. (Akins) Now, obviously the lease was not making any profit during this 14
or 15-month severance period?

A. (Lay) Well, it’s not even under the framework of production in paying
quantities during that time. [Transcript, p. 124, lines 22-25] 

In answer to a question by Examiner Trevino concerning the meaning of the statement that
the term of the Unit Agreement shall be for the time that the unitized substances are produced in
paying quantities, witness Lay responded:

A.        “.....the production was the production and the non-production was the non-
production.  There is no argument about that.  Zero production means that.
So that is not production in paying quantities when there is zero production.”
[Transcript, p. 130, lines 3-7]

It is an undisputed fact that there was no production of hydrocarbons from May, 2005 until
August, 2006.  Accordingly, there was no “production in paying quantities” for a period in excess
of 90 days.

III.       Continuous Operations

Paragraph 18.1 of the Unit Agreement that Roland relies on states that “The term of this
agreement shall be for the time that Unitized Substances are produced in paying quantities and as
long thereafter as Unit Operations are conducted without a cessation of more than ninety (90)
consecutive days.”  (Emphasis added).  Unit Operations are defined in paragraph 1.15 of the Unit
Agreement as

 “...all operations conducted by Working Interest Owners or Unit Operator pursuant
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to this agreement and the Unit Operating Agreement for or on account of the
development and operation of the unitized formation for the production of Unitized
Substances.”  

Unitized Substances are defined in paragraph 1.3 of the Unit Agreement as “...all oil, gas,
gaseous substances......and all associated and constituent liquid or liquefiable hydrocarbons within
or produced from the Unitized Formation.”  To paraphrase, Unit Operations are those operations
conducted for and on account of the development of the unitized formation for the production of oil
and gas.  Clearly, paragraph 18.1 contemplates Unit Operations as production or attempts to achieve
production conducted without a cessation of more than 90 days. 

Texas caselaw on the definition of “operations” is sparse.  This fact was cited in Utley v.
Marathon Oil Co., 31 S.W.3d 274, 278 (Tex. App. - Waco, 2000), which noted that the court below
had instructed the jury “...that operations means actual work being done in a good faith endeavor
to cause a well to produce oil and/or gas in paying quantities.”  Other than that, the court could only
refer to three cases which attempted to define the term “reworking operations”.   All had in common
the concept that “reworking operations” were actual work or operations done in good faith to cause
a well or wells to produce oil or gas in paying quantities (see Phillips Petroleum Co. v. Rudd, 226
S.W.2d 464, 466 (Tex. Civ. App. - Texarkana 1949, no writ); Rogers v. Osborn, 261 S.W.2d 311,
313-314 (Tex.1953) and Cox v. Stowers, 786 S.W.2d 102, 105 (Tex. App. - Amarillo 1990, no writ).

The operations that Roland engaged in were confined to those acts necessary to pass the
required H-15 and H-5 tests for its wells.  The wells were inactive non-producers before the required
tests and were inactive non-producers after the tests.  As such, they did not contribute to the
development of the unitized formation for the production of Unitized Substances (oil and gas).

Roland has based its demonstration of a good faith claim to operate the North Charlotte Unit
on paragraph 18.1 of the Unit Agreement.  It attempted to support its good faith claim in two ways.
First, Roland argued that under the standard in Clifton, production in paying quantities occurred
during the period of severance.  As discussed above, the Clifton test does not apply when there is
complete cessation of production and is not a recognized legal theory to a continuing possessory
right in the mineral estate.  Roland has failed to demonstrate a good faith claim under its first
argument.  Second, Roland argues that the work done to comply with required H-15 and H-5 testing
constituted Unit Operations without a cessation of more than 90 days.  Compliance with
Commission H-15 and H-5 testing requirements in reaction to severance does not constitute Unit
Operations “...for or on account of the development and operation of the unitized formation for the
production of Unitized Substances.”  Roland offers no caselaw or legal theory to support its second
assertion, that work done to complete required H-15 and H-5 testing constitutes operations sufficient
to maintain a valid lease or unit agreement.  The wells Roland conducted H-15 and H-5 testing on
were inactive at the time of the severance and remained inactive at the time the severance was lifted.
 Roland failed to demonstrate a good faith claim under its second argument. 
     

Roland argues that the plowing-up of lease roads constitutes a repudiation of its lease,
excusing its failure to produce.  Even granting that repudiation is a defense, Roland’s evidence is



Oil and Gas Docket No. 01-0249297 Page 10

that the repudiation occurred in May, 2006, 11 months after production had ceased.  Eleven months
is well past the 90 days allowed under paragraph 18.1 of the Unit Agreement.  The repudiation
defense, even if recognized, comes too late in time to help Roland.  Additionally, this particular
May, 2006 act of repudiation is subject to doubt, as the landowner subsequently rebuilt the roads and
allowed Roland to use them to access Well No. S002H for mechanical integrity testing.

Roland had a number of years (some wells were delinquent in 1994) in which to correct the
H-15 and H-5 violations before the severance occurred, and, even after severance, could have
conducted the required testing in a timely manner before 90 consecutive days of non-production
occurred.  

The Commission’s authority in this area is limited to a determination of whether or not
Roland has presented “A factually supported claim based on a recognized legal theory to a
continuing possessory right in the mineral estate, such as evidence of a currently valid oil and gas
lease or a recorded deed conveying a fee interest in the mineral estate.”  Statewide Rule 14(a)(1)(D)
[16 Tex. Admin. Code §3.14]  Roland has not met its burden.  None of the arguments advance by
Roland rise to the level of a “factually supported claim based on a recognized legal theory.” 

The subject lease was not produced for 15 months (11 months if the repudiation claim is
recognized) and Roland Oil has not provided a good faith claim that the underlying leases continue
in effect.  As no good faith claim of the right to continue to operate the subject lease (03220) has
been shown, the Statewide Rule 14(b)(2) extensions for the wells on the lease should be cancelled.
 

Based on the record in this docket, the examiner recommends adoption of the following
Findings of Fact and Conclusions of Law:

FINDINGS OF FACT

1. Roland Oil Company (“Roland”) (Operator No. 726696) was given at least 10 days notice
of this proceeding by certified mail, addressed to its most recent Form P-5 (Organization
Report) address.  Roland appeared through its Sole Proprietor, Cris Ortiz, Attorney Jeff
Akins and Attorney/Expert Witness Skipper Lay, and presented evidence at the hearing. 

2. The initial Form P-5 Organization Report for Roland was filed on October 9, 1987.  Roland
acquired the North Charlotte Unit (03220) Lease in 1994 and is currently the Commission-
recognized P-4 operator of the unit/lease.

3. In 2005, Roland’s North Charlotte Unit (03220) Lease had delinquent H-15 and H-5 tests
due dating from 1994.

4. On February 22, 2005, the Commission severed the North Charlotte Unit (03220) Lease due
to delinquent H-15 and H-5 tests on six wells: H004R, H007P, S002H, S003H, S004H and
S005H.  Wells H004R and H007P were inactive injection wells.  Wells S002H, S003H,
S004H and S005H were inactive production wells.
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5. The North Charlotte Unit (03220) Lease was produced against severance in March and April
of 2005.  There was no production from the North Charlotte Unit Lease from May, 2005
through July, 2006. 

6. There are “Force Majeure” clauses in both the leases and Unit Agreement for the North
Charlotte Unit (03220) lease.

7. Force majeure applies as a defense against lease termination when the force majeure event
relied on is beyond the reasonable control of the operator.  Roland cites the Commission
order severing the North Charlotte Unit Lease as a “Force Majeure” event.

8. It was within the reasonable control of Roland  to stay current on Commission required H-15
and H-5 testing. 

9. Under Paragraph 18.1 of Roland’s Unit Agreement on the North Charlotte Field Unit
(03220) Lease, after expiration of the primary term, the term of the Unit Agreement is
extended for so long as production in paying quantities occurs.

10. Production on the North Charlotte Field Unit (03220) lease ceased from May, 2005 through
July, 2006, a period of 15 consecutive months.  

11. Under Paragraph 18.1 of Roland’s Unit Agreement on the North Charlotte Field Unit
(03220) Lease, after expiration of the primary term, the term of the lease is extended for so
long as Unit Operations are conducted without a cessation of more than ninety (90)
consecutive days.

12. Unit Operations are defined in paragraph 1.15 of the Unit Agreement as “...all operations
conducted by Working Interest Owners or Unit Operator pursuant to this agreement and the
Unit Operating Agreement for or on account of the development and operation of the
unitized formation for the production of Unitized Substances.”

13. Unitized Substances are defined in paragraph 1.3 of the Unit Agreement as “...all oil, gas,
gaseous substances......and all associated and constituent liquid or liquefiable hydrocarbons
within or produced from the Unitized Formation.”

14. Operations means actual work being done in a good faith endeavor to cause a well to
produce oil and/or gas in paying quantities.

15. The relevant lease operations that Roland engaged in during the severance period between
May, 2005 and August, 2006, were confined to those acts necessary to pass Commission
required H-15 and H-5 testing.  The wells were inactive before the testing and inactive after
the testing.  They did not contribute to the development of the unitized formation for the
production of oil and/or gas.
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CONCLUSIONS OF LAW

1. Proper notice of hearing was timely issued to the appropriate persons entitled to notice.

2. All things necessary to the Commission attaining jurisdiction have occurred.

3. Roland did not produce any hydrocarbons, or conduct Unit Operations, or otherwise act to
maintain the leases or the North Charlotte Field Unit (03220) Lease for a period in excess
of 90 days between May, 2005 and August, 2006.

4. A severance due to the operator’s failure to comply with standard testing requirements in
Commission Statewide Rules is not an extreme circumstance beyond the control of the
operator.

5. Roland Oil Company did not demonstrate a “good faith claim” to operate the North
Charlotte Field Unit (03220) Lease.  

6. Of the 31 wells on the North Charlotte Field Unit (03220) lease, any with Statewide Rule
14(b)(2) extensions should have those extensions cancelled.  

RECOMMENDATION

The examiner recommends that the above findings of fact and conclusions of law be adopted
and that the Statewide Rule 14(b)(2) extensions for any of the 31 wells with such extensions on the
North Charlotte Field Unit (03220) Lease be cancelled. 

Respectfully submitted,

Marshall Enquist
Hearings Examiner
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