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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DISTRICT OF TEXAS
HOUSTON DIVISION

8
In re: 8§ Chapter 11
8
GAVILAN RESOURCES, LLC, 8 Case No. 20-32656 (DRJ)
8
Debtors.! § (Joint Administration Requested)
8

DECLARATION OF DAVID E. ROBERTS, JR. IN SUPPORT OF THE
DEBTORS’ CHAPTER 11 PETITIONS AND FIRST DAY RELIEF

|, David E. Roberts, Jr., pursuant to section 1@#€tle 28 of the United States
Code, hereby declare that the following is trueh® best of my knowledge, information, and
belief:

1. lamthe Chief Executive Officer of Gavilan ResascLLCand its debtor
affiliates in the above-captioned chapter 11 casssdebtors and debtors in possession
(collectively, the Debtors’ or “Gavilan”).

2. | have over 36 years of experience in the oil aasl igdustry. As Chief
Executive Officer and member of the Board, | anpoesible for the overall success and
strategic direction of the company. Before join@agvilan, | served as Chief Executive Officer,
President and Director at Penn West Petroleumor Ruoi that, | served as Chief Operating
Officer and Executive Vice President of Marathorl. Oi have served in various senior
leadership roles at BG and Texaco. | am a distafigal alumnus and Petroleum Engineering

graduate from the University of Alabama.

! The Debtors in these chapter 11 cases, alongthdthast four digits of each Debtor’s federal telgritification
number, as applicable, are: Gavilan Resources, (8888); Gavilan Resources HoldCo, LLC (6425); Gavi
Resources Holdings, LLC (4496); and Gavilan Resssrglanagement Services, LLC (3961). The Debtors’
mailing address is 920 Memorial City Way, Suite @48ouston, Texas 77024.



Case 20-32656 Document 13 Filed in TXSB on 05/16/20 Page 2 of 52

3.  On the date hereof (th€é&tition Dat€’), the Debtors commenced in this
Court voluntary cases (th€hapter 11 Casey under chapter 11 of title 11 of the United State
Code (the Bankruptcy Code”). In my capacity as Chief Executive Officer, Ima
knowledgeable about, and familiar with, the Debtday-to-day operations, books and records,
and businesses and financial affairs as well asitbemstances leading to the commencement
of these Chapter 11 Cases. | submit this dectardthis ‘Declaration”) in support of the
Debtors’ voluntary petitions for relief and the noois and applications that the Debtors filed
with this Court, including the “first-day” pleadisdiled concurrently herewith (thé-irst Day
Pleadings). | am authorized to submit this Declarationtmehalf of the Debtors.

4.  Except as otherwise indicated, the facts set forttinis Declaration are
based upon my personal knowledge, my review oVasiedocuments, information provided to
me by employees of the Debtors, my opinion baseshupy experience, knowledge, and
information concerning the Debtors’ operations amancial condition, or my discussions with
Gavilan’s restructuring and other advisors — Weotshal & Manges LLP {Veil”), Vinson &
Elkins LLP ("V&E "), Lazard, Feres & Co. LLC (‘Lazard”), and Huron Consulting Services
LLC (“Huron”) (collectively, the ‘Advisors”). If called upon to testify, | would testify
competently to the facts set forth in this Declarat

5.  This Declaration is organized into three sectio&&ction | provides an
overview of the Debtors, the Debtors’ businessthedcevents leading to the commencement of
the Chapter 11 Cases. Section Il provides backgrounformation on the Debtors’
organizational and capital structure. Sectiosliinmarizes the relief requested in, and the legal

and factual bases supporting, the First Day Plegmsdin
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Overview
A. Debtors’ Background and Business

6. Formed in early 2017 by funds managed by Blackstemergy Partners
L.P. (“Blackston€), Gavilan is a private company in the businesaagjfuiring, developing, and
producing oil and natural gas assets in the Eaglé $hale play in south Texas. In March 2017,
Gavilan Resources, LLC Resource), along with non-Debtors SN EF UnSub LRJ{ISub”)
and SN EF Maverick, LLC (together with Sanchez Bge&orporation, Sanche?) ?, purchased
certain assets in the Eagle Ford shale, knownea€dimanche assets (tl@dmanche Assety,
for approximately $2.3 billion from Anadarko Petoin (‘Anadarko”). Gavilan owns
approximately 77,000 net acres of oil and gas leadenterests. Gavilan paid Anadarko 50%
of the purchase price, roughly $1.13 billion, aedwred 50% of all of Anadarko’s interest in
the Comanche Assets. UnSub paid Anadarko $744omilor the other 50% of Anadarko’s
proved developed producingRDP’) assets, and 20% of Anadarko’s proved developsd n
producing (PDNP’) assets and proved undevelope®{D”) assets. SN Maverick paid
Anadarko $394 million for the remaining 30% of Aaskb’s PDNP and PUD assets.

7.  Gavilan, Sanchez, and UnSub, either as part ofttaesaction with
Anadarko or immediately thereafter, became partg ttumber of agreements related to the
operations and management of the Comanche Asgétst, Gavilan, Sanchez, and UnSub
became party to various joint operating agreem¢hi®As’) — under which JOAs the
Comanche Assets are pooled for operating purposesf the date hereof, Sanchez continues

wrongfully to operate the Comanche Assets unded@ws.

2 Sanchez and certain of its affiliates are debimysessession in their own chapter 11 casese Sanchez Energy
Corporation Case No. 19-34508 (Ml) (Bankr. S.D. Tex.)
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8.  Second, Gavilan, Sanchez, and UnSub entered idtona Development
Agreement (the JDA”) on March 1, 2017 to govern the management aretatjpns of the
Comanche Assets. The heavily negotiated JDA &3 thhe numerous JOAs and sets a unique
framework to jointly manage and operate the Comanéissets through a six-member
“Operating Committee,” “Budgets and Work Plans,'daa right, by either Gavilan or SN
Maverick, to divide operatorship after two yearsr“éiny reason.” The JDA also provides for
the appointment of an Operator to implement theganms considered and approved by the
Operating Committee. Sanchez was appointed amitie@d Operator under the JDA, and its
status as such is subject to pending litigatiothen Operatorship Dispute (defined below).
Under the JDA, Sanchez sends to Gavilan a monggital call for payment, in advance, of the
fees, expenses, and capital costs expected taleed and/or paid by Sanchez in the following
month with respect to operations on the Comancleetds Sanchez has moved to reject the
JDA in its bankruptcy proceeding.

9. Third, Gavilan, Sanchez, and UnSub entered into eve@pment
Agreement with Anadarko under which Gavilan, Saaclad UnSub collectively agreed to
complete and equip sixty (60) gross wells per Yearfive (5) years commencing in March
2017.

10. Fourth, Gavilan and Sanchez each entered into yaghaegreements with
Springfield Pipeline LLC (Springfield”) — UnSub’s production is covered by Sanchez’s
gathering agreement. Oil, natural gas, and nagaslliquids (collectively, theProduction”)
produced with respect to Gavilan’s working inteseate gathered in-field by Springfield
pursuant to two separate gathering agreements foogas and natural gas liquidNGLs"),

and one for oil.
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11. Lastly, Sanchez picks up from the Springfield gatige system and
markets Gavilan’s Production through three separaiketing agreements, one each for oil,
natural gas, and NGLs. At the end of the procgaschez remits to Gavilan Gavilan’s share of
revenues net of severance taxes. Sanchez haw@lsal to reject the marketing agreements in
its bankruptcy.

B. Events Leading to the Commencement of these Chapt&fi Cases

12. The precipitous decline in oil prices from the camalol effect of the
COVID-19 pandemic and the flooding of oil markeysvmarring international producers forced
Gavilan into these chapter 11 proceedings. Sinedall of 2018, however, Gavilan has been
entangled in, first, an increasingly unworkablatiehship with Sanchez brought on by, among
other things, Sanchez’s own financial difficultisecond, arbitration (and litigation) stemming
from Sanchez’s defaults under the JDA (thH@pératorship Disput€’); and, ultimately,
Sanchez’s own chapter 11 cases filed in August 2019

13. Gavilan enters these chapter 11 proceedings wiptaa to market its
business and assets while continuing its purswipefatorship of the Comanche Assets via the
Operatorship Dispute.

/. Operatorship Dispute

14. As referenced above, Gavilan, Sanchez, and UnQupeaties to the JDA.
Sanchez was in Default, for two independent regsonder the JDA for months — before
Sanchez filed its own chapter 11 cases. Sanclgmtéd the Defaults, forcing Gavilan to
confirm the Defaults through a contractually maedaarbitration process. Gavilan started
arbitration proceedings in February 2019 beforggdususan SoussaBdvilan Resources, LLC

v. SN EF Maverick, LLC, et.aNo. 01-19-0000-5228, American Arbitration Assaicn).
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15. Following the commencement of Sanchez’s chapterpidceedings,
Gavilan sought relief from the automatic stay tatowe the arbitration. Respectful of the stay
and the breathing room it affords debtors, Gawlaited for progress to be made on Sanchez’s
own restructuring before prosecuting its motioriiftostay. In December 2019 and January
2020, as the continued uncertainty weighed on @adlown business, Gavilan agreed with
Sanchez to move the arbitration proceedings to I®are chapter 11 cases so that the
Operatorship Dispute could finally be resoledrial on the Operatorship Dispute commenced
on March 9, 2020 but was adjourned at the Coutttgysestion so the parties could continue
negotiations. After multiple delays due to circtiamees of Sanchez’s chapter 11 cases, trial is
set to continue on May 22 and 26, 2020.

16. On April 30, 2020, the Bankruptcy Court confirméx tchapter 11 plan
proposed by Sanchez in its chapter 11 cases. diated, Sanchez has moved to reject the JDA
and assume the JOAs in connection with its plaofganization. Sanchez’s plan has not yet
become effective and it is unclear when Sanchdais will go effective.

17. The right to operatorship of the Comanche Asseas/sluable asset of the
Debtors’ estates and Gavilan intends to vigoropsisue those rights as part of its own sales
and restructuring efforts. In fact, the timingtbis filing was made sufficiently in advance of
the continued hearings on the Operatorship Dispaoit@s not to jeopardize the trial dates and to
protect Gavilan from any potential efforts by Saxlio further delay the resolution of this

matter.

3 Seeln re Sanchez Energy Corporation, et. al., Stigalatand Agreed Order Consensually Resolving Gatdlan
Motion to Modify Automatic Stagase No. 19-34508 (M) (Bankr. S.D. Tex. Jan.Z020) [ECF No. 885]. The
Operatorship Dispute is styled &avilan Resources, LLC v. SN EF Maverick, LLC,akt. Adv. Proc. No.
20-03021.
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. Gavilan’s Prepetition Lender Negotiations

18. As further described below, Gavilan has two trascbf secured debt —
an RBL and a second lien term loan. One of Gadl8econd Lien Lenders is also the largest
DIP lender and prepetition first lien lender to &ar. Gavilan has been in discussions with its
lenders throughout the prepetition period and conuaé discussions with its RBL lenders in
March 2020 regarding potential defaults under tB& Rredit agreement. Gavilan, certain of
the RBL lenders, and secured hedge counterpamieseel into a forbearance agreement on
March 31, 2020 and a subsequent forbearance onlM2§20.

19. Gavilan had further discussions regarding its djmema and potential
paths forward with the RBL and negotiated the cossal use of cash collateral in support of
these Chapter 11 CaseSee, infra, Section I11.D.

Il. Corporate and Capital Structure
A. Corporate Structure

20. Gavilan is a privately owned company with no puplicaded equity or
debt. An organizational chart reflecting Gavilanisnership is attached heretoEghibit A.
Gavilan Resources Holdings, LLOHbIdings”) is a Debtor and the direct, or indirect, majgrit
owner of each other Debtor. Holdings is majorityped by Gavilan Resources Intermediate
Aggregator LLC, a non-debtor, which, in turn, iglinrectly majority-owned by funds managed
by Blackstone. SN Comanche Manager, LLC, a sulnsidbf Sanchez, holds a small profits
interest in Debtor Gavilan Resources HoldCo, LLCertain of Gavilan’'s employees also own

profits interests in Holdings.
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B. Directors and Officers
21. The board of managers of Holdings (th&o&ard”), consists of eight (8)
members:

Mr. Angelo Acconcia
Mr. DJ (Jan) Baker
Mr. Neal Goldman
Mr. Al Hirshberg

Mr. John Lee

Mr. David Roberts
Mr. John Schopp
Mr. Mark Zhu

22. Messrs. Baker and Goldman were appointed as Spbuapendent
Managers of Holdings’ Board in December 2019.
23. The board of managers of Gavilan Resources HoldCGg, consists of
three (3) members:
Mr. Angelo Acconcia
Mr. John Lee
Mr. Mark Zhu
24. The sole member of Resources is Gavilan Resouroé&Cld, LLC and
the sole member of Gavilan Resources Managemenic8grLLC is Holdings. Resources and
GRMS are member managed and have no separate board.

25. The Debtors have the same senior management teasisitng of the

following individuals:

Name Position
David Roberts Chief Executive Officer
Joseph Ketzner Chief Operating Officer
Jeffrey Mobley Chief Financial Officer

26. The Debtors currently lease corporate office spat#ouston, Texas.



Case 20-32656 Document 13 Filed in TXSB on 05/16/20 Page 9 of 52

C. Debtors’ Capital Structure

27. The Debtors enter chapter 11 with approximately 2$58illion in
outstanding prepetition secured debt.

/. RBL Credit Agreement

28. As of the Petition Date, pursuant to that certaiadi Agreement, dated
as of March 1, 2017 (as amended, modified, restatedended and restated, and/or
supplemented from time to time, thRBL Credit Agreement”), by andbetween Resources,
as borrower, the lenders from time to time pé#ngreto (the RBL Lenders”), JPMorgan Chase
Bank, N.A., as administrative agearid as collateral agent (in such capacities, dolg, the
“RBL Agent”), and the lending institutions from time to tirparties as lenders thereto (the
“RBL Lenders” and, together with the RBAgent, the Prepetition RBL Secured Partie$),
the Borrower was indebted and liable to the PrapetRBL Secured Parties in the approximate
aggregate principal amount of $102 million, plugaid interest, fees, expenses, costs, and all
other obligations payable under the RBL Documentdldctively, the Prepetition RBL
Obligations”). Obligations under the RBL Credit Agreement are sty a first priority lien
on substantially all of the Debtors’ assets, intlgdhe Debtors’ working interests in its oil and
gas properties.

1. Second Lien Credit Agreement

29. As of the Petition Date, pursuant to that certaiadi Agreement, dated
as of March 1, 2017 (as amended, modified, restatedended and restated, and/or
supplemented from time to time, th&8econd Lien Credit Agreement), by and between
Resources, as borrower, the lenders from time rtee tpartythereto (the Second Lien
Lenders’), Wilmington Trust, N.A., as administrative agdim such capacities, collectively,

the “Second Lien Agent), and the lending institutions from time to tirparties as lenders
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thereto (the Second Lien Lendersand, together with the Second Lidgent, the Prepetition
Second Lien Secured Parti¢sand, together with the Prepetition RBL SecuredtiPs, the
“Prepetition Secured Partie¥), the Borrower was indebted and liable to thepetition Second
Lien Secured Parties in the aggregate principaluamnof $450 million, plus unpaid interest
(before and after the Petition Date), fees, expefisefore and after the Petition Date), costs,
and all other obligations payable under the Secbmh Documents (collectively, the
“Prepetition Second Lien Obligation8). Obligations under the Second Lien Credit
Agreement are secured by a second priority liersustantially all of the Debtors’ assets,
including the Debtors’ working interests in its aild gas properties.

/1. Intercreditor Agreement

30. The relative contractual rights of the RBL Lendens,the one hand, and
the Second Lien Lenders, on the other hand, areerged by that certain Intercreditor
Agreement, dated as of March 1, 2017 (as may ben@adk restated, amended and restated,
supplemented, or otherwise modified from time toetj the fntercreditor Agreement”). The
Intercreditor Agreement controls the rights andigsttions of holders of the Debtors’
obligations outstanding under the RBL Credit Agreatmand the Second Lien Credit
Agreement with respect to, among other things,rpyi@f security over collateral, matters of
debtor-in-possession financing, the use of cadateoal, and adequate protection.

[l The First Day Pleadings

31. The First Day Pleadings seek relief to allow thétoes to meet necessary
obligations and fulfill their duties as debtorspiassession. | am familiar with the contents of
each First Day Pleading and believe that the rebefht in each First Day Pleading is necessary
to enable the Debtors to operate in chapter 11 mitiimal disruption or loss of productivity

and value, constitutes a critical element in adhga successful reorganization of the Debtors,

10
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and best serves the Debtors’ estates and credbesests. The facts set forth in each First Day
Pleading are incorporated herein by reference.it@med terms used but not otherwise defined
in this section of this Declaration shall have theanings ascribed to them in the relevant First
Day Pleadings. Below is an overview of each offthist Day Pleadings.

A. Joint Administration Motion

32. Pursuant to theEmergency Motion of Debtors Pursuant to Fed. R.
Bankr. P. 1015(b) and Local Rule 1015-1 for Orderebting Joint Administration of Chapter
11 Casesfiled concurrently herewith, the Debtors requestrye of an order directing
consolidation of these chapter 11 cases for proeégurposes only. There are fdbebtors,
and | have been informed that there are more ftifigrcfeditors and other parties in interest in
these cases. | believe that joint administratibthese cases would save the Debtors and their
estates substantial time and expense becauseld veyoove the need to prepare, replicate, file,
and serve duplicative notices, applications, matiand orders. Further, | believe that joint
administration would relieve the Court of enteridgplicative orders and maintaining
duplicative files and dockets. The United Statess@iee for Region 7 (theJ:S. Truste€) and
other parties in interest would similarly benefdrh joint administration of these cases, sparing
them the time and effort of reviewing duplicatiMegdings and papers.

33. I believe that joint administration would not adsely affect any creditors’
rights because the Debtors’ motion requests omyathministrative consolidation of these cases
for procedural purposes. It does not seek subgtanbnsolidation of the Debtors’ estates.
Accordingly, | believe that joint administration thfese chapter 11 cases is in the best interests

of the Debtors, their estates, and all other pamtienterest and should be granted in all respects

11
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B. Creditor List Motion

34. Pursuant to th&emergency Motion of Debtors Pursuant to 11 U.S.C.
8 107(c)(1)(A) and Fed. R. Bankr. P. 1007(a)(1) d4dyl and for an Order (I) Authorizing
Debtors to File a Consolidated Creditor Matrix arad Consolidated List of 30 Largest
Unsecured Creditors; and (Il) Approving Form and mhe&r of Notifying Creditors of
Commencement of Chapter 11 Cases and Other Infaimatnd (I1l) Granting Related Relief
(“the Creditor List Motion "), the Debtors request entry of an order (i) auitiog Debtors to
file a consolidated creditor matrix (th€d6nsolidated Creditor Matrix”) and a consolidated
list of the Debtors’ 30 largest unsecured credifthrs “Consolidated Top 30 Creditors List);

(i) approving the form and manner of notifying diters of the commencement of the chapter
11 cases and other information; and (iii) grantieigted relief.

35. | understand that, although a list of creditorassally filed on a debtor-
by-debtor basis, in a complex chapter 11 bankrupé&sg involving more than one debtor, the
debtors may file a Consolidated Creditor Matrix duexe the preparation of separate lists of
creditors for each Debtor would be unduly expensiiee consuming, and administratively
burdensome. The Debtors request authority tafsergle Consolidated Creditor Matrix for all
Debtors.

36. Because a large number of potential creditors naase ltlaims against
multiple Debtors, the Debtors request authoritfileoa single, consolidated list of the top 30
unsecured creditors for all Debtors collectivelyjhe Consolidated Top 30 Creditors List will
help alleviate undue administrative burdens, c@std,the possibility of duplicative service.

37. | believe that serving a single Notice of Commeneenh{as defined in the
Creditor List Motion) on the Consolidated CrediMdatrix will preserve judicial resources and

prevent creditor confusion. Additionally, givenethocation of the Debtors’ operations in

12
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Houston, Texas, | believe that publishing a noticthe Houston Chroniclaés the most practical
method by which to notify creditors and other ftin interest who do not receive the Notice
of Commencement by mail of these chapter 11 cases.

C. Cash Management Motion

38. Pursuant to th&emergency Motion of Debtors Pursuant to 11 U.S.C.
88 105(a), 345(b), 363(b), 363(c), 364(a) and 5p3¢d Fed. R. Bankr. P. 6003 and 6004 for
Interim and Final Orders (I) Authorizing Debtors () Continue Existing Cash Management
System, (B) Honor Certain Related Obligations, (@@ntinue Intercompany Transactions,
(D) Maintain Existing Bank Accounts and Businese#s) and (E) Continue Using Corporate
Credit Cards; and (Il) Granting Related Rel{ghe ‘Cash Management Motiori), the Debtors
request (i) authority to (a) continue operatingrtbgisting cash management system (tbash
Management Systerf), as described in the Cash Management Motiorudhog through the
continued maintenance of existing bank accounts‘@lank Accounts’) at the existing banks
(the ‘Banks’) consistent with the Debtors’ prepetition praes¢ (b) honor certain prepetition
obligations related to the Cash Management Systemprovide postpetition intercompany
claims with administrative expense priority, (d)imain existing bank accounts and business
forms, and (e) continue using corporate creditsaadd (ii) related relief.

39. The Debtors support their business operations hpgushe Cash
Management System to collect, concentrate, andudisbfunds generated by the sale of
hydrocarbons attributable to Debtors’ non-operatvayking interests in certain oil and gas
leases. The Cash Management System enables ther®db efficiently (i) fund their
operations and pay their financial obligations) (nonitor and forecast their cash needs,
(i) track the collection and disbursement of fapndand (iv) maintain control over the

administration of their Bank Accounts.

13
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40. The Cash Management System is comprised of fourk Bsttounts
maintained by JPMorgan Chase Bank, N.AR(‘Morgan”).

41. The Debtors’ cash receipts consist of revenues thensale of oil, natural
gas, and natural gas liquids. The Debtors’ reseguiter the Cash Management System via
check, wire transfer, and automated clearinghoUs€Kl ") transfers.

42. The Debtors’ collections are generally depositéothe operating account
(Account No. XXXXXX4095) (the Resources Accouri?), which is maintained by JP Morgan
in the name of Resources and functions as a cemeatepository of cash in the Cash
Management System. In the past, the Debtors atsived cash from hedging settlements and
draws on their RBL Facility, which were also depediinto the Resources Account. The
Resources Account holds cash until it is neededliflsursement, at which point the Debtors
either (i) make such disbursements directly from Resources Account or (ii) transfer cash
from the Resources Account to the Management Adcdas defined below) and make
disbursements from there. As of the Petition DHte,Resources Account had an aggregate
cash balance of approximately $31,453,711.50.

43. | understand that the majority of payments mademfrthe Cash
Management System are made directly from the Ressukccount, including, but not limited
to: (i) payments pursuant to Resources’ obligationder the Joint Development Agreement
associated with the Comanche Assets; (ii) paymemtier a gathering agreement for in-field
gathering of production from Resources’ oil and @ses; (i) payments on account of the
Debtors’ funded indebtedness, such as principalirtedest payments and administrative fees;
(iv) payment of professional fees; and (v) paymdntdhe Management Account (defined

below) for payment of certain administrative expensiescribed below.

14
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44. The Debtors maintain a separate account for disbuwgats (Account No.
XXXXXX1625) (the “Management Account) related to, among other things (i) employee
obligations, (ii) insurance expenses, (iii) thirdrty vendor and contractor expenses, (iv) taxes
and regulatory fees, and (vi) the Debtors’ offieade. The Management Account is held by
Debtor Gavilan Resources Management Services, LIGRMS”). The most significant
disbursement from the Management Account is irsfeation of the Debtors’ obligations to
their employees. With respect to such obligati@RMS wires or transfers funds via ACH to
a third-party payroll processor, Automatic Datadessing, Inc. (ADP”), and ADP remits those
funds to the Debtors’ employees via direct depoHite Debtors also pay various other expenses
directly from the Management Account including pa&yns on account of the Corporate Credit
Card Program (as defined below). Transfers froemRBsources Account to the Management
Account are typically made monthly, in one lump spayment. As of the Petition Date, the
Management Account had an aggregate cash balai$&y ©f258.29.

45. The third account that the Debtors maintain iscd® account that rarely,
if ever, receives funds from, or disburses fundsatty of the other Bank Accounts (Account
No. XXXXXX2347) (the “idle Account”). The Idle Account is maintained by JP Morgan in
the name of Gavilan Resources HoldCo, LLC. AdefRetition Date, the Idle Account had an
aggregate cash balance of $100.079.00.

46. | understand that, in the ordinary course of busBN&RMS and Resources
maintain a business relationship whereby GMRS pes/iemployees, insurance, and office
space, among other things, and Resources makeslymndatnp sum payments to fund GRMS.
This relationship generates intercompany receigldad payables (thelntercompany

Claims”) resulting from such intercompany transactiofieg (intercompany Transactions').

15
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The Intercompany Claims are generally tracked omea basis through the Debtors’
intercompany accounts. Although some balancegedtelay an Intercompany Transaction
between one Debtor and another Debtor are casédsestich as the payments made to GRMS
for the provided services, other Intercompany Céare netted out.

47. The Debtors’ disbursement methods and resultingeréompany
Transactions and Intercompany Claims are efficamt well established. | believe that any
disruption of this system at this time would unresaeily distract the Debtors and their
management team from other pending matters criticilese chapter 11 cases.

48. The Debtors also provide certain employees witlesgto corporate credit
cards issued by JP Morgan (tleofrporate Credit Cards,” and the Debtors’ program relating
to such cards, theCorporate Credit Card Program™). There are two cash secured Corporate
Credit Cards, which are utilized by the Debtors’ [Hoyees to pay for expenses or supplies,
including cellular telephone service, incurred ehdlf of the Debtors in the ordinary course of
business. The Corporate Credit Cards are alsofos¢chvel-related expenses associated with
the Debtors’ business. The Debtors pay all costgrred from the use of the Corporate Credit
Cards directly to JP Morgan. The Credit Card Paoghas a credit limit of $7,500.

49. Resources maintains a separate money market desaodnt (Account
No. XXXXXX1029) (the ‘Credit Card Cash Collateral Account’) to secure payment on the
Corporate Credit Cards. The Bank has first pyolién on all cash in the Credit Card Cash
Collateral Account to secure the Debtors’ obligasion respect of its Corporate Credit Cards.
To the extent the Debtors fail to pay any obligasiainder the Corporate Credit Cards as and
when due, the Bank may exercise remedies agamsiash in the Credit Card Cash Collateral

Account in respect of such unpaid obligations uporess than five (5) business days’ prior

16
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notice to the Court and the Debtors, including bitcff. As of the Petition Date, the Credit
Card Cash Collateral Account has an aggregateladahce of $7,875.00.

50. In addition, in the ordinary course of business, Debtors incur and pay,
honor, or allow to be deducted from the appropidek Accounts, certain service charges and
other related fees, costs, and expenses chargatiebidanks. The Debtors pay between
approximately $1,000 and $2,000 per month on adanfuBank Fees. As of the Petition Date,
the Debtors estimate they owe approximately $1j0@Mpaid Bank Fees.

51. In the ordinary course of business, the Debtors aseariety of
correspondence and business forms, including chieotlectively, the Business Forms). |
believe that the Debtors’ requested relief to car#iusing their Business Forms substantially
in the forms used immediately prior to the Petitidate is critical to minimizing the expense to
the Debtors’ estates associated with developindgpamdirchasing entirely new forms, the delay
in conducting business prior to obtaining such ®mrand the resulting confusion caused for
suppliers and other vendors.

52. | believe any disruption to the Cash Managementte®yswould
significantly interfere with the Debtors’ busineaad impede a successful reorganization.
Accordingly, on behalf of the Debtors, | respedyfisubmit that the relief requested in the Cash
Management Motion is in the best interests of thbtDrs’ estates and all parties in interest and
should be granted.

D. Cash Collateral Motion

53. Pursuant to the Emergency Motion of Debtors Pursuant to
11 U.S.C. 88 105, 361, 362, 363, 503, and 507 adl R. Bankr. P. 2002, 4001, 6004, and
9014 (1) Authorizing Debtors to Use Cash Collater@ll) Granting Adequate Protection to

Prepetition Secured Parties; (l11) Scheduling A&irlearing; and (IV) Granting Related Relief

17



Case 20-32656 Document 13 Filed in TXSB on 05/16/20 Page 18 of 52

(the “Cash Collateral Motion”), filed concurrently herewith, the Debtors seakrg of an
interim order (the fthterim Cash Collateral Order”) providing, among other things:

a. authority for the Debtors to use Cash Collateral gach term is defined in section
363(a) of the Bankruptcy Code) of the Prepetiti@eBed Parties in accordance with
the terms and conditions set forth in the Interindé;

b. granting superpriority claims and the grant of awdtically perfected liens, security
interests, and other adequate protection to theididtrative Agent with respect to its
interests in the Adequate Protection Collateral;

c. modification of the automatic stay of section 362 the Bankruptcy Code
(the “Automatic Stay”) to the extent provided in the Cash Collateraltido;

d. a waiver of any applicable stay (including undenBaptcy Rule 6004) with respect
to the effectiveness and enforceability of the rinteOrder and providing for the
immediate effectiveness of the Interim Order; and

e. scheduling a final hearing (th&ihal Hearing”) within thirty (30) days of the Petition
Date and approving notice with respect thereto éooedance with Bankruptcy
Rules 4001(b) and (d).

54. The Debtors commenced these chapter 11 casesdaataa sale process
for their assets. The Debtors require accesgtidity and Cash Collateral to fund the ongoing
sale process and to maximize value for the Debtsséts. Substantially all of the Debtors’
total cash on hand as of the Petition Date, appratély $32 million, is subject to the liens of
the Prepetition Secured Parties and thus congtit@t@sh Collateral. The Debtors have
determined that this existing cash, together wiishcgenerated from operations, will be
sufficient to enable the Debtors to continue payapgrating expenses and to fund the sales
process.

55. It is my belief that, without a prompt grant of haotity to use their cash
according to these terms, the Debtors will be umablsatisfy trade payables, implement the

sales process to maximize the value of their assetsadminister these chapter 11 cases, which

would cause immediate and irreparable harm todhes\of the Debtors’ estates to the detriment
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of all stakeholders. Conversely, inmediate acte§zash Collateral will permit the Debtors to
continue to operate as a going concern. Accordingé use of Cash Collateral in accordance
with the terms of the Interim Order is essentiallt® Debtors’ ability to minimize disruptions
and maximize value for their estates and partiest@rest through the sales process.

56. The Debtors have agreed to use Cash Collateratdordance with the
Budget (subject to any Permitted Variances). Theldggt includes all reasonable and
foreseeable expenses to be incurred by the Delatiotise applicable period, and is designed to
provide the Debtors with adequate liquidity ovectsperiod.

57. To protect the Prepetition Secured Parties fromidution in Value of
their interests in the Prepetition Collateral dgrihe chapter 11 cases, the Debtors have agreed
to provide adequate protection to the Administeatigents, including in the form of (i)
Adequate Protection Liens and Adequate ProtectiamtsS (in each case, solely to the extent
of any diminution in value of the Prepetition Ctdleal), (i) payment of all reasonable fees,
costs, and expenses, including reasonable attdrfesgs and out-of-pocket expenses and
reasonable financial advisors’ fees and out-of-pb@kpenses (limited to one counsel to the
RBL Administrative Agent, one financial advisorttte RBL Administrative Agent, and one
local counsel to the RBL Administrative Agent),tbé Administrative Agent, (iii) payment of
interest and other fees to the RBL AdministrativgeAt in accordance with the terms of the
RBL Credit Agreement; and (iv) and certain repatobligations to the Administrative Agents
set forth in the Interim Order. | believe that lsierms are reasonable in light of the fact that,
through the use of cash, there will almost ceryaoal Diminution in Value, and the only way to
provide the Prepetition Secured Parties adequategtion is through the Adequate Protection

Obligations and Adequate Protection Liens. Morepolbelieve that the RBL Administrative
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Agent and RBL Lenders would only consent to thetDed) use of Cash Collateral if the Interim
Cash Collateral Order included the Adequate Prioecbligations.

58. | believe the arrangements for the consensual fis€ash Collateral
authorized under the Interim Cash Collateral Ordgresent a flexible, interim solution to the
Debtors’ near-term liquidity needs. | believe tlia¢ agreement with the Prepetition RBL
Secured Parties was negotiated and struck in gattddnd at arm’s length and preserves the
status quo while providing the Debtors with suéi liquidity to fund their business and to
conduct the sale process. | further believetti@mtise of Cash Collateral on the terms set forth
in the Interim Cash Collateral Order is unquestiynshe Debtors’ best postpetition financing
option available and should be approved by the Cour

59. Moreover, in consenting to the use of Cash Cobdténe Prepetition RBL
Secured Parties have agreed to subordinate theuAtidProtection Liens and the Adequate
Protection Claims to certain fees and expenses Qaese-Out”), including (i) all fees required
to be paid to the Clerk of the Court and to thag@fbf the United States Trustee under section
1930(a) of title 28 of the United States Code pitisrest at the statutory rate (without regard to
the notice set forth in (iii) below); (ii) all reasable fees and expenses up to $50,000 incurred
by a trustee under section 726(b) of the Bankrugtoyge); (iii)) to the extent allowed at any
time, whether by interim order, procedural orderptherwise, all Allowed Professional Fees
incurred by the Professionals and (iv) Allowed Bssional Fees of Professionals in an
aggregate amount not to exceed $2,000,000 incuafted the first business day following
delivery by the RBL Administrative Agent of the @arOut Trigger Notice, to the extent
allowed at any time, whether by interim order, maduwral order, or otherwise. Without the

Carve Out, the Debtors’ estates and other pari@gerest may be deprived of possible rights
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and powers because all of the Debtors’ assets wariklibject to prior security interests. The
Carve Out also protects against the possibilityadrninistrative insolvency by ensuring that
assets remain available for the payment of statudod professional fees. My understanding
based on discussions with counsel is that the Gartds similar to other similar arrangements
made for professional fees that have been foube teasonable and necessary to ensure that a
debtor’s estate and any statutory committee camrretssistance from counsel. Therefore, |
believe that the Carve-Out is fair and reasonable.

60. In addition, the Interim Cash Collateral Order pdes for a modification
of the automatic stay to permit the Debtors anchesicthe Prepetition Secured Parties to
perform the transactions and actions contemplatgeeonitted by the Interim Cash Collateral
Order. | believe that such provisions are a reallenexercise of the Debtors’ business
judgment, are appropriate under the present ciramoss, and, accordingly, should be
approved.

61. It is my belief that an orderly transition into gher 11 is critical to
preserve the value and the viability of the Debtbusiness operations. Any delay in granting
the relief requested in the Cash Collateral Motiounld hinder the Debtors’ business operations,
cause immediate, irreparable harm to the Debtatsites, and thereby threaten the Debtors’
ability to reorganize successfully.

62. Accordingly, | believe that the relief requestedtie Cash Collateral
Motion is in the best interests of the Debtorsjrthstates, and all other parties in interest and
should be granted in all respects.

E. Wages Motion

63. Pursuant to the Emergency Motion of Debtors Pursuanll U.S.C.

88 105(a), 363(b), and 507 and Fed. R. Bankr. P36ihd 6004 for Final Order (I) Authorizing
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Debtors to (A) Pay Prepetition Wages, Salaries, Byge Benefits, and Other Compensation
and (B) Maintain Employee Benefit Programs; and @fanting Related Religthe “Wages
Motion”), the Debtors request authority to, in their salscretion: (a) pay Employee
Obligations (as defined is the Wages Motion), exlaéxpenses, and fees and costs incident to
the foregoing, including amounts owed to third-pagérvice providers, administrators, and
taxing authorities, and (b) maintain, continue tmdr, and pay amounts with respect to the
Debtors’ business practices, programs, and polioketheir employees as such were in effect
as of the Petition Date and as such may be modifieslipplemented from time to time in the
ordinary course of business. The Debtors furtleguest that the Court authorize financial
institutions to receive, process, honor, and phglacks presented for payment and to honor
all funds transfer requests related to such ohtigat

64. As described more fully in the Wages Motion, congaion of the
Debtors’ 24 employees (each, damiploye€) is critical to the Debtors’ continued chapter 11
process. All of the Debtors’ Employees are locatedexas and are employed by Debtor
Gavilan Resources Management Services, LLC. Thpldymes perform a wide variety of
critical services for the Debtors, including managat, engineering, geological and
geophysical assessment, accounting, finance, mgaplanning and business development,
safety training, logistics, tax and governmentaipbance, legal and administration. The
Employees’ skills and knowledge of the Debtors’ ibass operations are essential to the
continued operation of the Debtors’ businessesbelleve that without the Employees’
continued, uninterrupted services, a successfyttend 1 process for the Debtors will not be

possible.
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65. The Employees are crucial to the Debtors’ busiressdelieve that any
delay in paying or failure to pay prepetition Empde Obligations could irreparably impair the
morale of the Debtors’ workforce at the time whbeitt dedication, confidence, retention, and
cooperation are essential to the stability of tledtdrs’ business. Failure to pay the Employee
Obligations could also inflict a significant finaathardship on the Employees’ families. The
Debtors cannot risk such a substantial disruptionthieir business operations, and it is
inequitable to put Employees at risk of such hapdsh

66. | believe that payment of the Employee Obligationthe ordinary course
of business would enable the Debtors to focus onpéeting a successful chapter 11 process,
which would benefit all parties in interest. Rewizing how essential their Employees are to
their continued operations, the Debtors have beeactive in taking steps to ensure current
Employees remain at the Company.

67. In the ordinary course of business, the Debtorsriand pay obligations
relating to salaries. The Debtors pay all of tlkgmployees on a semi-monthly schedule, for a
total of 24 payments per year. Rather than patyieg employees directly, the Debtors transfer
funds sufficient to cover Employees’ salaries taoknatic Data Processing, IncADP”) and,
in turn, ADP pays all of the of the Employees thenpensation that they are owed. On average,
the Debtors pay approximately $418,210 per montAR® on account of Employees’ gross
pay. As of the Petition Date, the Debtors areentrwith respect to payments of Employee
salaries.

68. In the ordinary course of business, the Debtoralyarse certain of their
Employees for reasonable and customary expenseseadcin the scope of their employment

(collectively, ‘Reimbursable Expense$ and the related obligations of the Debtors, the
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“Reimbursement Obligations). Reimbursable Expenses include reasonable acdssary
travel expenses, including the costs of transportatmeals, and lodging, incurred by
Employees in the course of their employment with ebtors. Employees pay for the
Reimbursable Expenses directly and submit suchreipges to the Debtors for reimbursement
in accordance with the Debtors’ expense reimbursépalicies.

69. Although there are not currently any Reimbursablpdises outstanding,
| believe that payment of prepetition Reimbursdbipenses (as defined in the Wages Motion)
is necessary because any other treatment of Engdoyeuld be highly inequitable and risk
alienation of the Debtors’ workforce. Employeesowtave incurred Reimbursable Expenses
should not be forced personally to bear the cegte@ally because those Employees incurred
those expenses for the Debtors’ benefit, in thesmof their employment by the Debtors, and
with the understanding that they would be reimbdifee doing so.

70. In addition to the Deductions, certain laws reqtiie Debtors to withhold
amounts from the Employees’ gross pay relateddertd, state, and local income taxes, Social
Security and Medicare taxes for remittance to gher@priate federal, state, or local taxing
authority (collectively, theWithholdings Taxes’), which the Debtors must match, from their
own funds, amounts for Social Security and Meditcares and pay, based on a percentage of
gross payroll, additional amounts for federal atatesunemployment insurance (collectively
with the Withholding Taxes, thePayroll Taxes). | believe that disbursement of the
Deductions and payment of the Payroll Taxes woatdgnejudice other creditors because | have
been informed by counsel that such obligations igglyegive rise to priority claims under

section 507(a) of the Bankruptcy Code.
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71. The Debtors’ current average liabilities each mdatiWithholding Taxes
and Employer Payroll Taxes total approximately $8@,and $8,029, respectively. The Debtors
estimate that, as of the Petition Date, they holthkélding Taxes in the approximate amount
of $44,677 on Employees’ behalf and owe Employsr&bTaxes in the approximate amount
of $4,104, for an aggregate amount of $48,781 yrd¥araxes.

72. The Debtors maintain a severance program for iimétEmployees, who
work at least 30 hours per week (tHeligible Employees), in which the Debtors provide
Eligible Employees with lump-sum severance paymeptn termination (such practice, the
“Severance Prograrh and the related payment obligations, ttg&eVerance Obligationy.
The Severance Program is available in the evemvoluntary termination due to a reduction
in workforce/downsizing, change in company directior job elimination. The Severance
Program does not apply to terminations for causeverance Obligations are calculated using
base pay and duration of employment, plus two @tims COBRA insurance. Pursuant to the
Severance Program, the Debtors“dalgible Employees up to two weeks of base payefeh
completed year of service working for the Debtavgh a minimum of four weeks and a
maximum of fifty-two weeks. The Debtors do not éaany Eligible Employees currently
entitled to more than ten (10) weeks of severameeof the Petition Date, the Debtors do not
owe any amounts on account of accrued prepetitwmeiance Obligations.

73. As described in the Wages Motion, the Debtors s fto third-party
administrators and servicers of Employee Compemsai®bligations and the Employee Benefit

Plans. Third-party administrators assist the Debtaith, among other things, servicing the

4 Payment of Severance Obligations is continggran the Employee’s execution of a release agneeme
satisfactory to the Debtors.
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Health and Welfare Benefits (as defined in the Vgalytion) and also assist with payroll
processing, tax computation, payment preparatiagrgll transfer administration, and various
administrative services in connection with Employ@kligations. | believe that continued
payment to third-party administrators is necessang without the continued service of these
administrators, the Debtors will be unable to ammti honoring their obligations to Employees
in an efficient and cost-effective manner.

74. To efficiently manage the processing and paymentth&f various
obligations described above (thBdyroll Maintenance Fee9, the Debtors rely on ADP to
provide payroll processing, tax computation, paymeneparation, payroll transfer
administration, and various administrative servicEBach payroll period, 24 to 48 hours before
payroll is due, the Debtors make an automated iolgdouse (ACH”) transfer to ADP in an
amount necessary to satisfy the Debtors’ payrdigabions. ADP then processes direct deposit
transfers to the Employees on the payroll datee Sérvices that ADP provides are critical to
the smooth functioning of the Debtors’ payroll ®mt ADP is responsible for ensuring that
() Employees are paid on time, (ii) appropriateluigtions are made, (iii) payroll reporting is
accurate, and (iv) appropriate amounts are rentitiéae applicable taxing authorities and other
payees. The Debtors pay ADP approximately $3,5477 mponth for the aforementioned
services, plus a one-time yearly fee of approxitge8800. As of the Petition Date, the Debtors
owe ADP approximately $3,000 on account of prejetiPayroll Maintenance Fees.

75. In the ordinary course of business, the Debtors make various benefit
plans available to their Employees. These beipddits fall within the following categories:
(i) paid time off, including vacation and otherdegtogether, theEmployee Leave Benefity;

(i) medical, prescription drug, dental, and visibenefits (Medical Benefits’); (iii) life
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insurance, accidental death and dismemberm@&m&D ") insurance, supplemental insurance,
short-term disability, and long-term disability ledits (the Insurance Benefits and, together
with the Medical Benefits, theHealth and Welfare Benefits); and (iv) 401(k) plan benefits
(the ‘Retirement Benefits) (each of (i)-(iv), an Employee Benefit and the plans related
thereto, the Employee Benefit Plany. Although the Debtors maintain some Employee
Benefit Plans themselves, certain other EmployeeeftePlans are maintained by third parties.

76. The Employee Leave Benefits are administered by Debtors.
Employees accrue paid time off and related benfefit§) vacation, (ii) payment in lieu of leave,
and (iii) other paid time off, as described below:

77. Vacation Leave. Eligible Employees are eligible gaid vacation leave.

Eligible Employees receive between 20 and 30 vacatays per year, based on their years of
prior work experience (with a “day” of time off egfing eight hours). Vacation leave is awarded
on the first scheduled workday of the new calen@arf and accrues each pay period, though
Eligible Employees are permitted to take up to (tB®) days of vacation time in advance of
accrual each year, as long as the applicable Hidimployee receives approval from a
supervisor.Eligible Employees can carry over up to ten (1@g¢@n days to a subsequent year.

78. Other Paid Time Off. Eligible Employees are eligilor various other

types of paid time off, including (i) paid sick ieg for up to 40 hours per year, (ii) paid holiday
leave on each of the 13 annual holidays observeatieéipebtors, (i) paid bereavement leave

for up to five (5) days, (iv) paid caregiver leaveup to five (5) days, and (v) paid maternity

Each new Employee receives a pro-rated allotrobraication leave for the remainder of the calengsr,
based upon his or her date of hire.

Full-Time Employees who have completed at le&s{63 consecutive months of employment with thébfoes
as of December 31st of the previous year will atsteive two (2) floating holidays per calendar yealew
Employees will receive one (1) floating holiday,l@sg as the Employee is hired prior to June 30th.
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leave for up to six (6) weeKsAll Employees are eligible for (i) paid jury dukgave for up to
one month per year and (ii) military leave congisteith the requirements of the Uniformed
Services Employment and Reemployment Rights Act384. As of the Petition Date, no
Employees are receiving paid time off, other thamaccordance with the programs described
above.

79. Payment In Lieu of Leave. The Debtors do not mievior payments in

lieu of leave, except in the case of vacation leawel, in that case, only upon (i) voluntary
resignation by an Eligible Employee and if the iblig Employee provides the Debtors with a
minimum of two weeks’ written notiéeor (i) involuntary termination of an Eligible Ergyee
for reasons other than for cause. Under thesarostances, the Debtors will pay the Eligible
Employee for up to a maximum of ten (10) days @faed and unused vacation, including any
accruals that occur during the Eligible Employeeésnaining two weeks of employment,
pursuant to the normal accrual calculation.

80. Only amounts relating to Vacation Leave are payaplen termination.
As of the Petition Date, Employees have accruedoaqpately $193,019.23 on account of
Vacation Leave, which represents the total amotilBhagployee Leave Benefits that are accrued.
The Debtors do not currently owe any amounts onwaacof Employee Leave Benefits.

81. The Debtors offer the following Health and Welf&@enefits to Eligible
Employees: (i) Medical and Prescription Drug Pl&m, Dental Plan, (iii) Vision Plan,

(iv) Health Savings Account,

To be eligible for paid maternity leave, the Eaygle must qualify for pregnancy-related benefitdeurthe
Short-Term Disability Plan (defined below). Thedpkeave will be comprised of income received frime
Short-term Disability Plan (paid at 60% of basasgland up to 96 hours of paid leave directly fiibi@ Debtors,
depending on the Employee’s length of employmedtaaiculated at the Employee’s regular rate of pay.

For the purpose of meeting the two-week notigairement, Employees may not count any paid or idrpae
off.
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82. Medical and Prescription Drug Plan. The DebtorgerofEligible

Employees medical care and prescription drug cge(dne Medical and Prescription Drug
Plan”) through BlueCross BlueShield of TexaBCBS").° As of the Petition Date, the Debtors
estimate that the Medical and Prescription DrugnPleas approximately 24 program
participants, including under the Consolidated (musi Budget Reconciliation Act
("“COBRA"). The Medical and Prescription Drug Plan is yuihsured. The Debtors pay
approximately $45,825 in premiums per month, whitdhpayable on the last day of the month
for the following month. The Debtors pay 100% @irticipating Employees’ premiums to
BCBS. As of the Petition Date, the Debtors areantrwith respect to payments on account of
the Medical and Prescription Drug Plan.

83. Dental Plan. The Debtors offer Eligible Employelesital coverage (the
“Dental Plan’) through Ameritas Life Insurance CorpAfheritas”). As of the Petition Date,
the Debtors estimate that the Dental Plan has appately 24 program participants. The
Dental Plan is fully insured. The Debtors pay apgpnately $2,259 in premiums per month,
which are payable in the last week of the monthtlf@ following month. The Debtors pay
100% of participating Employees’ premiums to Anesit As of the Petition Date, the Debtors
are current with respect to payments on accoutiteoDental Plan.

84. \Vision Plan. The Debtors offer Eligible Employegsion coverage (the
“Vision Plan”) through Vision Services Plan\(SP’). As of the Petition Date, the Debtors

estimate that the Vision Plan has approximatelp&yram participants. The Vision Plan is

The Debtors offer their Employees two Medical @rdscription Drug Plan options through BCBS: I(ig¢ t
“Traditional Plan” and (ii) the “High Deductible ldi#h Plan” (BCBS HDHP”) with the option to enroll in the
Health Savings AccountISA”) Program. Under the Traditional Plan, the netadeductibles for Employees
and family care are $1,250 and $3,750, respectivelyder the HDHP, the network deductibles for Evgpes
and family care are $3,000 and $9,000, respectively
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fully insured. The Debtors pay approximately $&8premiums per month, which are payable
in the first week of the month for the current nianfThe Debtors pay 100% of participating
Employees’ premiums to VSP. As of the Petitiond)@ihe Debtors are current with respect to
payments on account of the Vision Plan.

85. Health Savings Accounts. The Debtors provide tpgoa for Eligible

Employees to use their pre-tax compensation tofpayjualified health, dental, and vision
expenses through a health savings account HIBA\“Program”) administered by HSA Bank.
Only employees enrolled in the BCBS HDHP Medicad &nescription Drug Plan are eligible
to participate in the HSA Program. Under the HSAdPam, participating Employees may
contribute up to a maximum of $3,550 per year foployee-only coverage and up to $7,100
per year for family health coverage, subject tatamons under applicable law. Participating
Employees aged 55 years or older may contributeadditional $1,000 as a ‘catch-up’
contribution. Under the HSA Program, a participgtEmployee’s pre-tax contributions are
withheld from the Employee’s paycheck on a semidingnbasis by ADP. The Debtors
coordinate with ADP to have such withheld amourdaagmitted to HSA Bank and HSA Bank
deposits the withheld amounts into the Employeesbants established at HSA Bank.

86. The Debtors pay HSA Bank $25 per month on accofiatiministrative
fees. As of the Petition Date, the Debtors esenhat the amounts for administrative costs
owed to HSA Bank under the HSA Program total appnaiely $25.

87. Furthermore, under the HSA Program, the Debtors¢ritne $1,750 per
plan, per year, to participating Employee-only agds and $4,000 per plan, per year, to

participating Employee family accourts The Debtors pay these amounts as a lump sum on or

10 These amounts are prorated based on the@feteoliment.
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around July 15th of each year following the July start of the benefits plan year. As of the
Petition Date, the Debtors owe approximately $4Q,26employer contributions to the HSA
Program on or around July 1, 2020.

88. The Debtors offer the following Insurance Benefiograms through
Lincoln Financial and FOCUS 10 LIFE, Inc.:

89. Basic Life and AD&D Insurance Plans. The Debtawvule all Eligible

Employees with basic life and AD&D insurance coger@dBasic Life and AD&D Insurance
Plans’), which is fully insured by Lincoln Financial. e Basic Life and AD&D Insurance
Plans provide coverage equal to two times an emeplgyannual base pay rounded up to the
nearest $1,000 (up to a maximum of $320,000). Dabtors pay approximately $2,737 in
premiums per month, which are payable on the &ifshe month for the current month. The
Debtors pay 100% of participating Employees’ premsu As of the Petition Date, the Debtors
are current with respect to payments on accouttteoBasic Life and AD&D Insurance Plans.

90. |Individual Life Insurance Plan. The Debtors pravithdividual life

insurance policies (thdridividual Life Insurance Plan”) to a subset of Eligible Employees.
The Individual Life Insurance Plan is underwritteyn Ameritas and administered by FOCUS
10 LIFE, Inc. The Debtors pay approximately $3,888remiums per month, which are payable
in the first week of the month for the current mionfThe Debtors pay 100% of participating
Employees’ premiums. As of the Petition Date Dlebtors are current with respect to payments

on account of the Individual Life Insurance Plan.

91. Supplemental Insurance Plans. Eligible Employessedect to purchase
insurance coverage for their spouses and/or childag well as purchase additional insurance

coverage for themselves (collectively, tieupplemental Insurance Plang, at their own
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expense. The Supplemental Insurance Plans incdddéional life and AD&D coverage
provided by Lincoln Financial. Each month, the @b pay Lincoln Financial, in advance, for
amounts owed on account of the Supplemental InsarBtans. Then, the Employee premiums
for the Supplemental Insurance Plans are dedustedgrogram participants’ payroll each pay
period.

92. The Debtors pay approximately $292 per month in Byge deductions
to Lincoln Financial in connection with the Supptamal Insurance Plans. As of the Petition
Date, the Debtors estimate that they are curretit véspect to amounts owed to Lincoln
Financial on account of the Supplemental Insurdtiaas.

93. Long-Term Disability Plan. The Debtors provide Eligible Employees

with long-term disability coverage (th&dng-Term Disability Plan”), which is fully insured

by Lincoln Financial. The Long-Term Disability Rlgrovides coverage up to 60% of a
participating Employee’s monthly income (with a rimam benefit of $10,000 per month). The
Debtors pay approximately $1,245 in premiums pentimovhich are payable on the first of the
month for the current month. The Debtors pay 1@@%articipating Employees’ premiums.
As of the Petition Date, the Debtors are curretl wespect to amounts owed on account of the
Long-Term Disability Plan.

94. Short-Term Disability Plan. The Debtors provideEigible Employees

with short-term disability coverage (th8Hort-Term Disability Plan”), which is fully insured

by Lincoln Financial. The Short-Term Disabilitya®l provides coverage up to 60% of a
participating Employee’s weekly salary (with a nranim benefit of $2,300 per week) for up to
13 weeks. The Debtors pay approximately $838 é@mjums per month, which are payable on

the first of the month for the current month. Adlwe Petition Date, the Debtors are current

32



Case 20-32656 Document 13 Filed in TXSB on 05/16/20 Page 33 of 52

with respect to amounts owed to Lincoln Financialazcount of the Short-Term Disability
Plan.

95. The Debtors also provide retirement benefits tarthenployees. The
Debtors maintain a defined contribution plan foe thenefit of all Employeés meeting the
requirements of sections 401(a) and 401(k) of therhal Revenue Code (th&01(k) Savings
Plan”). Each Employee participant in the 401(k) Plaayntontribute (subject to limitations
under applicable law) up to 90% of the Employedgitde earnings, in any combination of pre-
tax and Roth contributiond. The 401(k) Savings Plan is managed by ADP Retrer8ervices.
As of the Petition Date, 24 Employees have accbalances in the 401(k) Savings PariThe
401(k) Savings Plan is primarily funded with withdiags from Employee salaries, which are
withheld on a per payroll basis by ADP WorkforceN&ayroll from employee gross wages,
each time a contributing Employee’s payroll is mesed. ADP transfers these funds directly
to ADP Retirement Services for further deposit he Employees’ accounts. Each month,
approximately $12,727 is withheld from participgtiBmployees’ paychecks on account of the
401(k) Savings Plan (th&01(k) Savings Plan Withholding¥).

96. The Debtors currently have a matching program amsto which they
match up to 6% of participating Employees’ 401(kyvi&gs Plan contributions on a dollar-for-
dollar basis (not to exceed the lesser of the maleRevenue Service contribution limits and

$56,000). Contributions by the Debtor under thecimag program are typically paid by the

11 Subject to the following limitation: employees shibe at least 18 years of age and have completechbnths
of service as an Employee to be eligible for thétbes’ 401(k) plan.

12 The annual contribution limit for 2020 is $19,500individuals under fifty years of age, and $Z8) for those
aged fifty and older.

13 In addition, former Employees who maintain aisight balance in the 401(k) Savings Plan areledttb retain
their account. As of the Petition Date, the Debtuelieve that 3 former Employees and qualifiedefieraries
have 401(k) Savings Plan Accounts.
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Debtors to ADP Retirement Services, per payrollhd@rs after payroll is paid. The Debtors
estimate that they pay approximately $8,750 pertmdm matching contributions under the
401(k) Savings Plan and approximately $4,375 pgrgia As of the Petition Date, the Debtors
estimate that they are current with respect to antsoawed to ADP Retirement Services on
account of contributions to the 401(k) Savings Plan

97. In connection with the 401(k) Savings Plan, the tOeb pay ADP
Retirement Services a monthly fee of approxima$el8 for administrative recordkeeping and
third party fiduciary services. As of the PetitiDate, the Debtors owe a total of approximately
$548 to ADP Retirement Services on account of $ees.

98. Similarly, the Debtors pay Merrill Lynch for fidueny advisory, education,
and plan services, in connection with the 401(k)ir8gs Plan. The Debtors estimate that they
pay approximately $1,455 per quarter to Merrill tElnfor such services. As of the Petition
Date, the Debtors estimate that they are curretht rgspect to amounts owed to Merill Lynch
for the aforementioned services.

99. The Debtors do not seek to alter their compensaseverance, vacation,
or other benefit policies at this time. The Motisrintended only to permit the Debtors, in their
discretion, to (i) make payments consistent withDiebtors’ existing policies to the extent that,
without the benefit of an order approving this Mati such payments may be inconsistent with
the relevant provisions of the Bankruptcy Code, @ndonor their practices, programs, and
policies with respect to their Employees, as sualstices programs, and policies were in effect
as of the Petition Date.

100. | believe that no Employees are currently owed @tigpn amounts

exceeding the $13,650 cap imposed by section 5@j(aj the Bankruptcy Code and that,
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accordingly, the Debtors are not seeking religbdy prepetition Employee Obligations to any
individual Employee in excess of such cap. | &sbeve that the total amount sought to be
paid by the Wages Motion is modest compared tontagnitude of the Debtors’ overall
business. Accordingly, | believe the relief reqadsn the Wages Motion is necessary to avoid
immediate and irreparable harm and is in the estasts of the Debtors, their estates, and alll
parties in interest.

F. Extension of Time to File Schedules, Statements, @rlList of Equity Security
Holders

101. Pursuant to th&amergency Motion of Debtors Pursuant 1@ U.S.C.
88 521 and Fed. R. Bankr. P. 1007(a)(3), 1007(a}l 9006 For An Order Extending Time to
File Schedules and Statements and List of Equityurg Holders,the Debtors request an
extension of the deadlines by which the Debtorstries(i) schedules of assets and liabilities,
(i) schedules of current income and current exgares, (iii) statements of financial affairs
(collectively, the Schedules and Statementy and (iv) a list of equity security holders,
through and including July 14, 2020, for a total6@f days from the Petition Date, without
prejudice to the Debtors’ ability to request additil extensions for cause shown.

102. To prepare their Schedules and Statements anof lesjuity holders, the
Debtors will have to compile information from bogkecords, and documents relating to a
substantial number of parties, claims, assetscanttacts for each Debtor entity. Collection of
the necessary information will require a significerpenditure of time and effort on the part of
the Debtors and the Debtors’ employees. This mbas been made more difficult given the
ongoing pandemic. Many of the Debtors’ employeaesaxorking remotely, which has hindered
their ability to access and compile the materiasessary to prepare the Debtors’ Schedules

and Statements and list of equity holders.
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103. Furthermore, in the days leading up to the Petilbate, the Debtors’
primary focus has been preparing for these chaltectases. Focusing the attention of key
personnel on critical operational and chapter Ipl@nce issues during the early days of these
chapter 11 cases will faciltate the Debtors’ smodtansition into chapter 11, thereby
maximizing value for their estates, their credifasd other parties in interest. Although the
Debtors have commenced the task of gathering toenmation necessary for preparing and
finalizing the Schedules and Statements and ligqoity holders, the Debtors’ resources are
strained and limited. Given the amount of workalved in completing the Schedules and
Statements and list of equity holders, and the aeilsian the Debtors and their professionals to
maintain business operations in the current enment and while working remotely, the
Debtors anticipate that they will require 60 daysf the Petition Date to complete and file the
Schedules and Statements and list of equity halders

G. Insurance Motion

104. Pursuant to thélotion of Debtors Pursuant to 11 U.S.C. 8§88 105(jl a
363(b) and Fed. R. Bankr. P. 6003, and 6004 fore®rd) Authorizing Debtors to Continue
Insurance Policies and Pay All Obligations With pexst Thereto; and (Il) Granting Related
Relief(the ‘Insurance Motion”) the Debtors request authority to (a) continuela Insurance
Policies (as defined below) in accordance withapplicable insurance policies and to perform
with respect thereto in the ordinary course of bess; (b) pay any prepetition obligations arising
under the Insurance Programs; and (i) relatedfreli

105. Inthe ordinary course of business, the Debtorsitaan approximately six
insurance programs (collectively, thesurance Policie$), including (i) coverage of workers’
compensation and employer’s liability (th&6rker's Compensation Progrant); (ii) coverage

for liabilities relating to, among other things,ngeal commercial claims, property damage,
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pollution, collision and other auto claims, and estlproperty-related and general liabilities
(collectively, the General Liability and Property Insurance Programs”); (iii) coverage for
claims by employees arising from or related togate discrimination, wrongful termination,
harassment, and other defined employment-relatésl against the Debtors, and claims of
mismanagement of the Debtors’ employee benefit splésollectively, the Employment
Practices and Fiduciary Liability Programs”); (iv) coverage of the Debtors’ vehicles (the
“Automobile Program”); (v) five insurance policies covering liabiliseof directors and officers
for alleged wrongful acts that cannot be indemdibg the Company, and covering the Company
where it has indemnified the Debtors’ directors affiicers for liability arising from alleged
wrongful acts (the D&O Insurance Programs’); and (vi) umbrella and excess coverage (the
“Umbrella Program”). The Debtors incur certain obligations to pagmiums and other
obligations related thereto, including, but notiled to, any broker or advisor fees, taxes, other
fees, and deductibles, through several insuranceis(each, anltisurance Carrier”).

106. Worker's Compensation Program. The Debtors maintla Worker’'s

Compensation Program with a policy provided by E&taks Casualty & Surety Company of
America (‘Travelers”), which also provides coverage for employer ligypiarising from
Workers’ Compensation Claims. The Workers’ Compé&ina Program covers liability up to $1
million or the applicable statutory limit. Purstida the Workers’” Compensation Program, for
the current coverage period ending April 1, 20B&,Debtors have paid the full premium amount
of $8,800. As of the Petition Date, the Debtoss ot aware of any outstanding premiums or
prepetition amounts owed under the Workers’ Comgigars Program. The Debtors anticipate

that premium adjustments as a result of an ongaurtit may become due after the first 21 days
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of these chapter 11 cases. The Debtors seek telgdy any such premium adjustments up to
$25,000 that become due during these chapter £k.cas

107. General Liability and Property Insurance Prograirise Debtors maintain

the General Liability and Property Insurance Progrdahrough policies with Travelers. The
General Liability and Property Insurance Programeec liabilities up to $2 million for general
liability claims and up to $3,528,000 for propeitgurance claims. For the property insurance
programs only, the Debtors must pay a per occueréleciuctible of $1,000. Pursuant to the
General Liability and Property Insurance Prograimsthe current coverage period ending April
1, 2021, the Debtors paid the full aggregate premamount of $15,300. As of the Petition Date,
the Debtors are not aware of any outstanding pneiar prepetition amounts owed under the
General Liability and Property Insurance Programs.

108. Employment Practices and Fiduciary Liability Pragsa The Debtors

maintain the Employment Practices and Fiduciarybllity Programs through policies with
lllinois National Insurance Companyilfinois National”) and cover liabilities up to $1 million
for employment practices claims and up to $500f000iduciary liability claims. The Debtors
are responsible for a $25,000 retention prior &bulisement under the employment practices
liability program. There is no retention for disbements under the fiduciary liability program.
The premiums owed under the Employment Practice Raddciary Liability Programs are
included in the premiums for the D&O Insurance Pangs (as defined below). As of the Petition
Date, the Debtors are not aware of any outstangimgpetition amounts owed under the
Employment Practices and Fiduciary Liability Pragsa

109. Automobile Program. The Debtors maintain the Auibile Program

through a policy with Travelers and covers liapilipp to $1 million. Pursuant to the Automobile
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Program, for the current coverage period endinglApR021, the Debtors paid the full premium
amount of $590. As of the Petition Date, the Debte not aware of any outstanding premiums
or prepetition amounts owed under the AutomobitegPam.

110. D&O Insurance Programs. The Debtors maintain iimgeirance policies,

each as a layer of coverage, that provide the Deltith insurance for their directors and officers
for liabilities arising from alleged wrongful adfsat cannot be indemnified by the Company, and
for the Company where it has indemnified the Dedtdirectors and officers for liability arising
from alleged wrongful acts (thd>&O Insurance Programs’). The Debtors incur premiums
under the D&O Insurance Programs based upon fietesrestablished and billed by the
applicable Insurance Carriers, in addition to vasideductibles. The first four layers of the D&O
Insurance Programs each provide for Side A (noesmufiable claims), Side B (corporate
reimbursement for indemnifiable claims), and Sidgeterprise liability claims) coverage. The
first layer of D&O Insurance Programs covers lidpiup to $10 million. The Debtors are
responsible for a $250,000 retention prior to disbment of Side B or Side C claim coverage,
but are not responsible for any retention priordisbursement of Side A claim coverage.
The second, third, and fourth layers each provideah additional $10 million of coverage in
excess of the coverage in the layer proceedirgrita total of $40 million coverage. The fifth
layer provides solely for an additional $5 milliohSide A, non-indemnifiable claim coverage
in excess of the previous layers. The Debtorsnateresponsible for any retention prior to
disbursement under the second, third, fourth, fdr fayers of coverage. The D&O Insurance
Programs include an automatic pre-paid conversiogixyear run-off upon certain change-in-
control events, as defined in the polices, for kaylities that arise from alleged wrongful acts

alleged to have occurred prior to a change-in-cdrgvent. Pursuant to the D&O Insurance
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Programs, for the current coverage period endingl 2p, 2021, the Debtors paid an aggregate
premium of approximately $3 million. As of the Bienh Date, the Debtors are not aware of any
outstanding premiums or prepetition amounts oweattuthe D&O Insurance Programs.

111. Umbrella Program. The Umbrella Program is provided Travelers

covers liabilities up to $5 million in excess oktloverage provided by the general liability
program, the employment practices program and thterAobile Program. In the limited event

the Umbrella Program becomes the first layer ofecage, the Debtors are responsible for a
$10,000 deductible. Pursuant to the Umbrella Ruogifor the current coverage period ending
April 1, 2021, the Debtors paid the full premiumamt of $5,000. As of the Petition Date, the
Debtors are not aware of any outstanding premiumprepetition amounts owed under the
Umbrella Program.

112. The Debtors utilize Marsh & McLennan CompanieBidfsh”) as their
insurance agent and broker to assist with the pemsent and negotiation of certain Insurance
Programs and, in most circumstances, to remit prenpayments to the Insurance Carriers on
behalf of the Debtors for the current policy pesodn exchange for its services, the Debtors pay
Marsh certain fees (thdfoker's Fees) that are paid on a commission basis by the busce
Carriers, with such commissions being earned upoaption of the applicable policy term. As
of the Petition Date, the Debtors do not belies they have any outstanding obligations owed
to Marsh for Broker’s Fees.

113. | believe the Insurance Programs are essentidlet®ebtors’ operations,
as the Debtors would be exposed to significantliighif the Insurance Programs were allowed
to lapse or terminate, which exposure could detntalyy impact the Debtors’ ability to

reorganize successfully. | also understand thaesof the Insurance Programs are required by
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certain regulations, laws, and contracts that gottee Debtors’ commercial activities, and that
the U.S. Trustee’'s operating guidelines require nbeaance of certain of the Insurance
Programs. It is similarly critical that the Delgdnave the authority to supplement, amend,
extend, renew, or replace their Insurance Prograsneeeded, in their business judgement.
Based on the foregoing, | believe that the rekgfuested in the Insurance Motion is in the best
interests of the Debtors, their estates, and aligsain interest and should be approved.

H. Utilities Motion

114. Pursuant to th&amergency Motion of Debtors Pursuant to 11 U.S.C.
88 105(a) and 366 and Fed. R. Bankr. P. 6003 ara4@0r an Order (I) Approving Debtors’
Proposed Form of Adequate Assurance of PaymenttiiayUCompanies, (II) Establishing
Procedures for Resolving Objections by Utility Camigs, , (111) Prohibiting Utility Companies
From Altering, Refusing, or Discontinuing Serviand (IV) Granting Related Reljefiled
concurrently herewith (theUtilities Motion ), the Debtors request (i) approval of the Deltors
proposed form of adequate assurance of paymehettltility Companies (as defined herein),
(i) establishment of procedures for resolving chins by the Utility Companies relating to the
adequacy of the proposed adequate assuranceyr@hjbition of the Utility Companies from
altering, refusing, or discontinuing service tod@criminating against, the Debtors on account
of the commencement of these chapter 11 cases tstanding prepetition invoices, and
(iv) related relief.

115. As more fully described in the Utilities Motion, ehDebtors obtain
telecommunications, information technology servies®l other utility services (collectively, the
“Utility Services”) from a number of utility companies (collectivelpe ‘Utility Companies”).
| believe that uninterrupted Utility Services assential to the Debtors’ ongoing operations and

the success of these chapter 11 cases. Shouldtdiby Company alter, refuse, or discontinue
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service, even briefly, the Debtors’ business opamatcould be severely disrupted. | believe that
any such disruption would jeopardize the Debtoldity to manage their reorganization efforts.
As a result, it is essential that the Utility Sees continue uninterrupted during the chapter 11
cases.

116. | believe that there are no material defaults gnificant arrearages with
respect to the undisputed invoices for prepetititifity Services. Based on a monthly average
for the twelve months prior to the Petition Dates Debtors estimate that their aggregate cost of
Utility Services for the next 30 days will be apyiroately $3,280.

117. | believe and am advised that the Debtors intengdp postpetition
obligations owed to the Utility Companies in a tijnmanner and will have sufficient funds to
do so. To provide the Utility Companies with adaiguassurance pursuant to section 366 of the
Bankruptcy Code, the Debtors propose to deposdit taan amount equal to two weeks’ cost of
Utility Services (the Adequate Assurance Deposi), calculated using the 12-month average
historical average for such payments prior to tegtiBn Date, into a newly created, segregated
account for the benefit of the Utility Companidse(tUtility Deposit Account”). The Adequate
Assurance Deposit will be placed into the Utilityefsit Account within 20 days after the
Petition Date. The Adequate Assurance Deposithsilheld by the Debtors in the Utility Deposit
Account for the benefit of the Utility Companies thie Utility Services List during the pendency
of these chapter 11 cases. The Debtors may ddgugidequate Assurance Deposit if the Debtors
terminate any of the Utility Services provided byality Company, make other arrangements
with certain Utility Companies for adequate assoeanf payment, determine that an entity listed
on the Utility Services List is not a utility compaas defined by section 366 of the Bankruptcy

Code, or supplement the Utility Services List tolude additional Utility Companies. Based on
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the foregoing, the Debtors estimate that the totaunt of the Adequate Assurance Deposit will
be approximately $1,640. No liens will encumber fidequate Assurance Deposit or the Utility
Deposit Account.

118. | believe and am advised that the Adequate Assar&rocedures are
necessary to the success of the Debtors’ chapteadds because if such procedures are not
approved, the Debtors could be forced to addressemus requests by Utility Companies for
adequate assurance in a disorganized manner dinengritical first weeks of the chapter 11
cases. Discontinuation of Utility Service couldrdipt operations and jeopardize the Debtors’
reorganization efforts and, ultimately, the valuketlbe Debtors’ estates and stakeholders’
recoveries.

119. Based on the foregoing, | believe that the rekefuested in the Utilities
Motion would ensure the continuation of the Debtbrsinesses at this critical juncture as the
Debtors transition into chapter 11. Furthermoteelleve that the relief requested provides the
Utility Companies with a fair and orderly proceddoe determining requests for additional
adequate assurance. Accordingly, | believe thatrdtief requested in the Utilities Motion
should be granted in all respects.

l. Claims Agent Retention Application

120. Pursuant to th&mergency Application of Debtors Pursuant to 28.0.S
8 156(c), 11 U.S.C. 88 105(a), 327, and 503(b),. RedBankr. P. 2002(f), 2014(a), and 2016,
and Bankruptcy Local Rule 2014-1 Authorizing Appaent of Epiq Corporate Restructuring,
LLC as Claims, Noticing, and Solicitation Agétie ‘Claims Agent Retention Applicatiori’),
the Debtors request entry of an order appointing) Ejorporate Restructuring, LLCEpiq”)
as the claims, noticing, and solicitation agei@l&ims and Noticing Agent) for the Debtors

in their chapter 11 cases, effective as of thetiBetDate.
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121. As more fully described in the Claims Agent RetemtApplication, the
Claims and Noticing Agent will provide the follovgrservices:

a. Assisting the Debtors with the preparation astridution of all required
notices in these chapter 11 cases including: ticamf the commencement of the cases and the
initial meeting of creditors under section 341(&)he Bankruptcy Code, (ii) notice of any claims
bar dates, to the extent ordered by the Cour},{otices of transfers of claims, (iv) notices of
objections to claims and objections to transferslaimns, (v) notice of any hearings or combined
hearing on chapter 11 plan(s) and disclosure s&t&B) filed in these chapter 11 cases, including
under Bankruptcy Rule 3017(d), (vi) notice of thieetive date of the chapter 11 plan, and (vii)
all other notices, orders, pleadings, publicatiar] other documents as the Debtors may deem
necessary or appropriate for an orderly administnaif these cases;

b. Maintaining (i) a list of all potential credirequity holders, and other
parties in interest and (ii) a “core” mailing lisbnsisting of all parties described in Bankruptcy
Rule 2002 and those parties that have filed a eatfcappearance pursuant to Bankruptcy Rule
9010;

C. Assisting the Debtors with the preparation @ thebtors’ Schedules of
Assets and Liabilities (“Schedules”) and Statemenftsinancial Affairs (“SOFAS”) (as needed);

d. Maintaining a post office box or address for thapose of receiving
correspondence, proofs of claim, ballots, and netdirmail and processing all mail received;

e. For all notices, motions, orders or other plegslior documents served,
preparing and filing or causing to be filed wittet@lerk an affidavit or certificate of service no
more frequently than every seven days that incldlesther a copy of each notice served for the
proceeding seven days or the docket number(s)ida@) of the pleading(s) served during such
period, (ii) a list of persons to whom it was mdi{é alphabetical order) with their addresses, (ii
the manner of service, and (iv) the date served,

f. Receiving and processing all proofs of claimeiged, including those
received by the Clerk, check said processing foucy, and maintaining any original proofs of
claim received in a secure area; if a proof ofrules filed with the Clerk, Epig will cause any such
proof of claim to be copied into an official claimegister (the “Claims Register”);

g. Providing an electronic interface for filing pife of claim;

h. If a claims bar date is established, maintairtimg Claims Register fully
accessible via Epig’s website, which register simalude all claims filed either with the Clerk or
otherwise with Epiqg, and specifying therein thédaing information for each claim docketed: (i)
any claim number assigned, (ii) the date recei@iithe name and address of the claimant and
agent, if applicable, who filed the claim, (iv) thddress for payment, if different from the notice
address; (v) the amount asserted, (vi) the assetéadification(s) of the claim (e.g., secured,
unsecured, priority, etc.), and (vii) any disp@sitof the claim;
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I Recording all transfers of claims and providg antices of such transfers
as required by Bankruptcy Rule 3001(e);

J- Implementing necessary security measures torertee completeness and
integrity of the Claims Register and the safekegpihany original claims;

K. Monitoring the Court’s docket for all notices appearance, address
changes, and claims-related pleadings and orders dnd make necessary notations on and/or
changes to the Claims Register and any serviceadinig lists, including to identify and eliminate
duplicative names and addresses from such lists;

l. Assisting in the dissemination of informationtte public and responding
to requests for administrative information regagdihe cases, as directed by the Debtors and/or
the Court, including through the use of a case welasd/or call center;

m. Complying with all applicable federal, state,mmpal, and local statutes,
ordinances, rules, regulations, orders, and o#gprirements;

n. If these chapter 11 cases are converted to casks chapter 7 of the
Bankruptcy Code, contacting the Clerk’s office witthree days of notice to Epiq of entry of the
order converting the cases;

0. Within seven days of notice to Epiq of entryasf order closing these
chapter 11 cases, providing to the Court the fugasion of the Claims Register as of the date
immediately before the close of these chapter $¢s;a

p. At the close of these chapter 11 cases, (i) fgpx@nd transporting all
original documents, in proper format, as providgdh®e Clerk’s office, to (A) the Philadelphia
Federal Records Center, 14700 Townsend Road, Blplad, PA 19154 or (B) any other location
requested by the Clerk’s office; and (ii) dockebapleted SF-135 Form indicating the accession
and location numbers of the archived claims;

o] Assisting with solicitation, balloting, and tdétion of votes in connection
with any chapter 11 plan proposed, and in conneatibh such services, processing requests for
documents from any parties in interest;

r. Preparing the certification of votes of any pyeed chapter 11 plan
submitted in connection with these chapter 11 casascordance with any solicitation order to
be issued by the Court and testifying in supporuxth certification;

S. Attending related hearings, as may be requdsieithe Debtors or their
counsel;

t. Managing any distribution pursuant to any conéd plan prior to the
effective date of such plan; and
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u. Providing such other processing solicitation,llob@ag, and other
administrative services described in the Engagerigreaement that may be requested from time
to time by the Debtors, the Court or the Clerk’Scet

122. The appointment of Epiq as the Claims and Notidggnt will provide
the most effective and efficient means of providihgt notice, as well as soliciting and
tabulating votes on the proposed plan of reorgéinizathereby relieving the Debtors of the
administrative burden associated with all of theseessary tasks. In addition, by appointing
Epig as the Claims and Noticing Agent in these tdrapl cases, the distribution of notices will
be expedited, and the Office of the Clerk of thenlBaptcy Court will be relieved of the
administrative burden of noticing. Accordingly, believe the Claims Agent Retention
Application should be granted in all respects.

J. Automatic Stay Motion

123. Pursuant to th&mergency Motion of Debtors to Lift the Autom&tay
Solely to the Extent Necessary to Proceed witlSdnalan Adversary Proceedintp the extent
the automatic stay applies to the proceed®@vilan Resources, LLC, v. SN EF Maverick, LLC,
et al., Adv. Proc. No. 20-0302the “Gavilan Adversary Proceeding), the Debtors seek relief
from the automatic stay for the limited purposeatftinuing the Gavilan Adversary Proceeding.
As explained above, in the Gavilan Adversary Prdogg Gavilan asserts that due to SN
Maverick’s Defaults* under the JDA, SN Maverick lost its right to seagethe Operator of the
Comanche Assets, and operatorship under the JD&fenraed to Gavilan immediately upon the

occurrence of SN Maverick's Default.

4 The term Default” shall have the meaning ascribed to it in the JOAe JDA defines “Default” as the “failure
by [any] party . . . to remedy, within thirty (3@ays of receipt of a Default Notice from any otRarty, the
material non-performance or material non-complianith a material provision of [the JDA].” JDA Anré,
at A-4.
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124. As explained previously, Gavilan maintains that8averick has been in
Default under the JDA for two reasons. First, Sldvistick materially breached the JDA by
failing to adhere to the Operating Committee’s 281L8lget and Work Plan by unilaterally and
significantly deviating from well completion plafe at least 20 wells over a period of several
months. Second, after the parties were unablgreeaon a Subsequent Budget and Work Plan
(as defined in the JDA), SN Maverick materially dxbed the JDA by refusing to honor
Gavilan’s contractual right, pursuant to the JDAelkect to divide operatorship. The JDA allows
either party to elect to divide operatorship “folyaeason.” JDA § 3.8(€5.

125. The JDA provides, “[e]ffective immediately upon” Befault by SN
Maverick, “the operatorship of the applicable [Caowilae] Assets . . . and the right to serve as,
or to designate, the operator of such Assets uheespplicable Operating Agreement(s) shall,
subject to the terms of such Operating Agreemenbgs)ransferred to [Gavilan] . . . .” JDA
8 3.8(f). The parties further emphasized the imatedhature of the transfer of operatorship:
“[flor the avoidance of doubt and notwithstandingthing in this Agreement to the contrary,
the transfer of operatorship and the rights rel#@ttedeto described in this section 3.8(f) shall be
triggered automatically upon the occurrence of aer@tor Default Even . . 1d.

126. SN Maverick refuses to acknowledge the occurrerfceitber Default
(which occurred on February 16, 2019 and June @ %vith respect to the default for deviating

from the 2018 Budget and Work Plan and for failinglivide operatorship, respectively).

15 In the event that either party elects to caudiziaion of operatorship, the rights to operatqosbfi the wellpads
“shall be divided between [Gavilan] and [Sanchezlaogeographic Wellpad-by-Wellpad basis approxinggati
an alternating, checkerboard pattern (or such ofiaétern as may be mutually agreed by [Sanchez] and
[Gavilan].” JDA 83.8(e)(i).

16 Gavilan sent SN Maverick Notices on January Da9for the deviations from the 2018 Budget andk\Ran)
and May 22, 2019 (for the failure to divide opersip).
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127. In February 2019, pursuant to section 7.12(c) & @A, Gavilan
commenced arbitration proceedings against SN Mekietiefore Judge Susan SousSan.
Following the commencement of Sanchez’s chaptgradeedings, Gavilan sought relief from
the automatic stay in the Sanchez cases to cortfiieuarbitrationt®

128. Respectful of the stay and the breathing roomfard$ debtors, Gavilan
waited for progress to be made on Sanchez’s ovruaesring before prosecuting its motion to
lift stay. In December 2019 and January 2020, hesdontinued uncertainty weighed on
Gavilan’s own business, Gavilan agreed with San¢benove the arbitration proceedings to
Sanchez’s chapter 11 cases so that the Operatd@#&ppte could finally be resolved by the
bankruptcy court? Through a joint stipulation and order, the Caammenced the Gavilan
Adversary Proceeding.

129. When the Gavilan Adversary Proceeding was initiat€avilan and
Sanchez had already obtained substantial discovakgn depositions and disclosed expert
reports during the arbitration process. The sulbsapleadings from the arbitration were filed
in the Gavilan Adversary Proceediffy. Similarly, the parties’ disclosures and document
productions were deemed to have been served anditleps deemed to have been taken in the

Gavilan Adversary Proceeding.

17 Gavilan Resources, LLC v. SN EF Maverick, LLC, ket BHo. 01-19-0000-5228, American Arbitration
Association.

18 See In re Sanchez Energy Corporation, et. al., @a®Resources, LLC’s Motion for Relief From thedkoditic
Stay to Allow Completion of Arbitratip@ase No. 19-34508 (MI) (Bankr. S.D. Aug. 23, 20 BCF No. 222].

19 See In re Sanchez Energy Corporation, et. al. ugtiipn and Agreed Order Consensually Resolvingilaa\s
Motion to Modify Automatic Stagase No. 19-34508 (MI) (Bankr. S.D. Tex. Jan.2020) [ECF No. 885].

20 SeeGavilan Resources, LLC, v. SN EF Maverick, LLGlgtAdv. Proc. No. 20-03021 (Bankr. S.D. Tex. Jan.
27, 2020) [ECF No. 1].
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130. Trial on the Gavilan Adversary Proceeding commermeiMarch 9, 2020.
The trial was adjourned after one day of testimatythe Court’s suggestion, so the parties
could continue negotiations, but no resolution I@sn reached to date. After multiple delays
due to circumstances of Sanchez’s chapter 11 dhsesial is set to continue on May 22, 2020.
The parties anticipate eleven or fewer hours dimesy to conclude the trial.

131. The Debtors enter these chapter 11 proceedingsavptéin to market their
business and assets through a sale processS#he Procesy. The right to operatorship of
the Comanche Assets is a valuable asset of theBgbstates and | understand that the Debtors
intend to vigorously pursue those rights as patheir own sales and restructuring efforts.

132. | believe the outcome of the Operatorship Disputkimpact the value of
the Debtors’ assets. If the Debtors are successhbitaining operatorship, the structure of the
Debtors’ business will change.

133. Moreover, operatorship rights are typically accardgpremium over non-
operating, working interests. Consequently, thecaess of the Debtors’ marketing and sale
process and any value obtained by the Debtors dsopdéhe Sale Process may depend on
resolving the Operatorship Dispute.

134. Additionally, irrespective of how the dispute igimlately resolved, |
believe that the overhang of the litigation on Brebtors may dissuade bidders from bidding on
the Debtors’ assets. In Sanchez’s chapter 11 c&msxhez submitted evidence that the
pendency of the Operatorship Dispute negativelgcddfd Sanchez’s ability to obtain bids for

financing from other potential financing partfés Specifically, one reason potential financing

21 See In re Sanchez Energy Corporation, etGdse No. 19-34508 (M) (Bankr. S.D. Tex. Aug. 1219) [ECF
No. 26-3].
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counterparties declined to participate in debtompossession financing was the “potential
complications and uncertainties related to [Sanshezganizational and capital structure . . .
including a pending operatorship dispute between N&Verick and Gavilan Resources,
LLC.”?2 This possibility further complicates any attenyyt potential bidders to value the
Debtors’ assets.

135. | believe that a final decision on the Operatordbigpute is essential to
develop an accurate understanding and valuatidimeoDebtors’ assets for purposes of the sale
process, and ultimately, the Debtors’ reorganiratiptions.

Conclusion

Pursuant to 28 U.S.C. § 1746, | declare under peoéperjury that the foregoing
is true and correct.

Dated: May 15, 2020
Houston, Texas
/sl David E. Roberts, Jr.
Name: David E. Roberts, Jr.
Title: Chief Executive Officer

2 d.
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Certificate of Service

| hereby certify that on March 15, 2020, a true eodect copy of the foregoing document was
served by the Electronic Case Filing System for Winted States Bankruptcy Court for the
Southern District of Texas, and will be servedetsfarth in the Affidavit of Service to be filed
by the Debtors’ proposed claims, noticing, andcialiion agent.

/s/ Alfredo R. Pérez
Alfredo R. Pérez
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