
SandRidge Permian Trust
Form 10-K
March 16, 2016
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)

x  ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2015

OR

o  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from            to            

Commission File Number: 001-35274

Edgar Filing: SandRidge Permian Trust - Form 10-K

1



SANDRIDGE PERMIAN TRUST
(Exact name of registrant as specified in its charter)

Delaware 45-6276683
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

The Bank of New York Mellon
Trust Company, N.A., Trustee

919 Congress Avenue, Suite 500
Austin, Texas 78701

(Address of principal executive offices) (Zip Code)

(512) 236-6531

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Units of Beneficial Interest New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes o  No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.  Yes o  No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
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to such filing requirements for the past 90 days.  Yes x  No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).  Yes o  No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer o Accelerated filer x

Non-accelerated filer   o (Do not check if smaller reporting company) Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes o  No x

The aggregate market value of Common Units of Beneficial Interest of the Trust held by non-affiliates on June 30, 2015 (the last business day of
its most recently completed second quarter) was approximately $294.5 million based on the closing price as quoted on the New York Stock
Exchange.  As of March 8, 2016, 52,500,000 Common Units of Beneficial Interest in SandRidge Permian Trust were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE: None
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All references to �we,� �us,� �our,� or the �Trust� refer to SandRidge Permian Trust. References to �SandRidge� refer to SandRidge Energy, Inc., and
where the context requires, its subsidiaries. The royalty interests conveyed by SandRidge from its interests in certain properties in the Permian
Basin in Andrews County, Texas and held by the Trust are referred to as the �Royalty Interests.� This report includes terms commonly used in the
oil and natural gas industry, which are defined in the Glossary of Oil and Natural Gas Terms beginning on page 20.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes �forward-looking statements� about the Trust, SandRidge and other matters discussed herein that are
subject to risks and uncertainties within the meaning of Section 27A of the Securities Act of 1933, as amended, (the �Securities Act�), and
Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�). All statements other than statements of
historical fact included in this document, including, without limitation, statements under �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� in Item 7 and �Risk Factors� in Item 1A and elsewhere herein
regarding the proved oil, natural gas and NGL reserves associated with the properties underlying the Royalty Interests,
the Trust�s or SandRidge�s future financial position, business strategy, project costs and plans and objectives for future
operations, information regarding costs and information regarding production and reserve growth, are forward-looking
statements. Actual outcomes and results may differ materially from those projected. Forward-looking statements are
generally accompanied by words such as �estimate,� �target,� �project,� �predict,� �believe,� �expect,� �anticipate,� �potential,� �could,�
�may,� �foresee,� �plan,� �goal,� �should,� �intend� or other words that convey the uncertainty of future events or outcomes. We
have based these forward-looking statements on our current expectations and assumptions about future events. These
statements are based on certain assumptions made by us in light of our experience and our perception of historical
trends, current conditions and expected future developments as well as other factors we believe are appropriate under
the circumstances. The actual results or developments anticipated may not be realized or, even if substantially
realized, they may not have the expected consequences to or effects on SandRidge�s business or the Trust�s results.
Such statements are not guarantees of future performance and actual results or developments may differ materially
from those projected in such forward-looking statements. The Trust undertakes no obligation to publicly update or
revise any forward-looking statements. Whether actual results and developments will conform to expectations and
predictions is subject to a number of risks and uncertainties, including the risk factors discussed in Item 1A of this
report.

Edgar Filing: SandRidge Permian Trust - Form 10-K

5



Table of Contents

PART I

Item 1. Business

General

SandRidge Permian Trust is a statutory trust formed under the Delaware Statutory Trust Act pursuant to a trust agreement by and among
SandRidge, as Trustor, The Bank of New York Mellon Trust Company, N.A., as Trustee (the �Trustee�), and The Corporation Trust Company, as
Delaware Trustee (the �Delaware Trustee�). The Trust�s affairs are administered by the Trustee, which maintains its offices at 919 Congress
Avenue, Austin, Texas 78701. The Trust does not have any employees.

Copies of reports filed by the Trust under the Exchange Act are made available as soon as reasonably practicable after such materials are filed
with or furnished to the Securities and Exchange Commission (�SEC�). Certain information concerning the Trust and Trust units as well as a link
to the Trust�s filings with the SEC may be obtained at the following website location: www.businesswire.com/cnn/per.htm. Any materials filed
with the SEC may be read and copied at the SEC�s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549 or accessed via the
SEC�s website at www.sec.gov. The Trust will also provide electronic or paper copies of its filings free of charge upon request to the Trustee.

Formation and Structure. The Trust holds Royalty Interests in specified oil and natural gas properties in the Permian Basin
located in Andrews County, Texas (the �Underlying Properties�). The Royalty Interests were conveyed by SandRidge to
the Trust concurrent with the initial public offering of the Trust�s common units in August 2011. As consideration for
conveyance of the Royalty Interests, the Trust remitted the proceeds of the offering, along with 4,875,000 Trust
common units and 13,125,000 Trust subordinated units, to certain wholly owned subsidiaries of SandRidge. At
December 31, 2015 SandRidge owned 13,125,000 Trust subordinated units, or 25% of all Trust units.

The Royalty Interests entitle the Trust to receive 80% of the proceeds (after deducting post-production costs and any applicable taxes) from the
sale of oil, natural gas and natural gas liquids (�NGL�) production attributable to SandRidge�s net revenue interest in 517 oil and natural gas wells
developed as of April 1, 2011, including 21 wells awaiting completion at that time (the �Initial Wells�) and 70% of the proceeds (after deducting
post-production costs and any applicable taxes) from the sale of oil, natural gas and NGL production attributable to SandRidge�s net revenue
interest in 888 development wells drilled (the �Trust Development Wells�) within an area of mutual interest (�AMI�). Pursuant to a development
agreement entered into between the Trust and SandRidge, SandRidge was obligated to drill, or cause to be drilled, the Trust Development Wells
by March 31, 2016. SandRidge fulfilled this obligation in November 2014.

Under the terms of conveyances pursuant to which the Royalty Interests were granted to the Trust, SandRidge is obligated to act as a reasonably
prudent operator under the same or similar circumstances as it would if it were acting with respect to its own properties, disregarding the
existence of the Royalty Interests as burdens affecting such properties. The conveyances generally permit SandRidge to sell all or any part of its
interest in the Underlying Properties, if the Underlying Properties are sold subject to and burdened by the Royalty Interests.
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The Trust is passive in nature and neither the Trust nor the Trustee has any control over, or responsibility for, any operating or capital costs
related to the Underlying Properties. The business and affairs of the Trust are administered by the Trustee. However, the
Trustee has no authority over or responsibility for, and no involvement with, any aspect of the oil and natural gas
operations or other activities on the Underlying Properties. The trust agreement generally limits the Trust�s business
activities to owning the Royalty Interests and entering into derivative contracts on a limited basis and activities
reasonably related thereto, including activities required or permitted by the terms of the conveyances related to the
Royalty Interests.

The Trust will dissolve and begin to liquidate on March 31, 2031 (the �Termination Date�) and will soon thereafter wind up its affairs and
terminate. At the Termination Date, 50% of the Royalty Interests will revert automatically to SandRidge. The remaining 50% of the Royalty
Interests will be sold at that time, and the net proceeds of the sale, as well as any remaining Trust cash reserves, will be
distributed to the unitholders on a pro rata basis. SandRidge has a right of first refusal to purchase the Royalty
Interests retained by the Trust at the Termination Date. The Trust will not dissolve until the Termination Date unless
any of the following occurs: (a) the Trust sells all of the Royalty Interests; (b) cash available for distribution for any
four consecutive quarters, on a cumulative basis, is less than $5.0 million; (c) Trust unitholders approve an earlier
dissolution of the Trust; or (d) the Trust is judicially dissolved. In the case of any of the foregoing, the Trustee would
then sell all of the Trust�s assets, either by private sale or public auction, and distribute the net proceeds of the sale to
the Trust unitholders after payment, or reasonable provision for payment, of all Trust liabilities.

The Trust is highly dependent on its Trustor, SandRidge, for multiple services, including the operation of the Trust development wells,
remittance of net proceeds from the sale of associated production to the Trust, administrative services such as accounting, tax preparation,
bookkeeping and informational services performed on behalf of the Trust. The ability to operate the

1

Edgar Filing: SandRidge Permian Trust - Form 10-K

7



Table of Contents

properties depends on the Trustor�s future financial condition and economic performance, access to capital, and other factors, many of which are
out of the control of the Trustor.  The Trustor has identified uncertainties that raise substantial doubt about its ability to continue as a going
concern.  In the event of bankruptcy of our Trustor, other working interest owners in Trust wells may seek to replace the Trustor as operator of
such wells, and this could result in reduced production of reserves and decreased distributions to Trust unitholders.  Currently, our Trustor has
been de-listed from the New York Stock Exchange and is considering strategic alternatives.

Income Tax Considerations. The Trust is treated as a partnership for federal and applicable state income tax purposes. Trust
unitholders are treated as partners in that partnership. For United States (�U.S.�) federal income tax purposes, a
partnership is not a taxable entity and incurs no U.S. federal income tax liability. With respect to state taxation, a
partnership is typically treated in the same manner as it is for U.S. federal income tax purposes. Each partner is
required to take into account his or her share of items of income, gain, loss, deduction and credit of the partnership in
computing his or her federal income tax liability, regardless of whether cash distributions are made to him or her by
the partnership. Distributions by a partnership to a partner are generally not taxable to the partner (but instead reduce
tax basis but not below zero) unless the amount of cash distributed to such partner is in excess of the partner�s adjusted
tax basis in his or her partnership interest. The Trust�s activities result in the Trust having nexus in Texas and,
therefore, make it subject to Texas franchise tax. The Trust is required to pay Texas franchise tax each year at a
maximum effective rate (subject to changes in the statutory rate) of 0.525% of its gross income apportioned to Texas
for 2015 and future years and  0.7% of its gross income apportioned to Texas for 2014  and  prior years.

Agreements with SandRidge

In conjunction with the conveyance of the Royalty Interests to the Trust, the Trust entered into the following agreements with SandRidge and/or
one of its wholly owned subsidiaries.

Development Agreement. The Trust entered into a development agreement with SandRidge that obligated SandRidge to
drill, or cause to be drilled, the Trust Development Wells by March 31, 2016. Additionally, SandRidge agreed not to
drill and complete, or allow another person within its control to drill and complete, any other well in the AMI other
than (a) Trust Development Wells, (b) up to five horizontal wells to test the results of horizontal drilling in the AMI
and (c) wells that were spud and temporarily abandoned on or before March 31, 2011, until SandRidge fulfilled its
drilling obligation, which it did in the fourth quarter of 2014. The Trust was not responsible for any costs related to the
drilling of the Trust Development Wells and is not responsible for any other operating or capital costs associated with
the wells. A wholly owned subsidiary of SandRidge granted to the Trust a lien (the �Drilling Support Lien�) covering its
interest in the AMI (except its interest in the Initial Wells) in order to secure the estimated amount of the drilling costs
for the Trust�s interests in the undeveloped Underlying Properties.  The Trust released the Drilling Support Lien during
2014 subsequent to SandRidge�s fulfillment of its drilling obligation.

Administrative Services Agreement. The Trust entered into an administrative services agreement with SandRidge, effective
April 1, 2011, that obligates the Trust to pay SandRidge an annual administrative services fee for accounting, tax
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preparation, bookkeeping and informational services to be performed by SandRidge on behalf of the Trust.
Additionally, the administrative services agreement designates SandRidge as the Trust�s hedge manager, pursuant to
which SandRidge has authority to administer the derivative contracts underlying the derivatives agreement (described
below), and, on behalf of the Trust, to administer the Trust�s derivative contracts with unaffiliated third parties. For its
services under the administrative services agreement, SandRidge receives an annual fee of $300,000, which is payable
in equal quarterly installments and will remain fixed for the life of the Trust. SandRidge is also entitled to receive
reimbursement for its out-of-pocket fees, costs and expenses incurred in connection with the provision of any of the
services under this agreement. The administrative services agreement will terminate on the earliest to occur of: (i) the
date the Trust shall have dissolved and commenced winding up in accordance with the trust agreement, (ii) the date
that all of the Royalty Interests have been terminated or are no longer held by the Trust, (iii) pertaining to services to
be provided with respect to any Underlying Properties transferred by SandRidge, the date that either SandRidge or the
Trustee may designate by delivering 90-days� prior written notice, provided the transferee of such Underlying
Properties assumes responsibility to perform the services in place of SandRidge and (iv) a date mutually agreed to by
SandRidge and the Trustee.

Derivatives Agreement and Other Hedging Arrangements. The Trust entered into a derivatives agreement with SandRidge that
provided the Trust with the economic effect of certain derivative contracts for production through March 31, 2015 that
were entered into between SandRidge and a third party. Under the derivatives agreement, SandRidge paid the Trust
amounts it received from its counterparty, and the Trust paid SandRidge any amounts that SandRidge was required to
pay such counterparty. The Trust did not bear any costs related to the establishment of the underlying contracts and,
except in limited circumstances involving the restructuring of an existing hedge or the novation of a hedge from
SandRidge, does not have the ability to enter into its own derivative contracts. Substantially concurrent with the
execution of the derivatives agreement, and also in 2012 and 2013, SandRidge novated certain of the derivative
contracts underlying the derivatives agreement to the Trust. As a party to these contracts, the Trust received payment
directly from the counterparty and paid any amounts owed directly to the counterparty. To secure its obligations under
these novated

2
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contracts, the Trust entered into a collateral agency agreement and granted the counterparty a lien on the Royalty Interests. Under the collateral
agency agreement, the Trust paid a $15,000 annual fee to the collateral agent through 2015. The Trust�s derivative contracts consisted of fixed
price swaps, which terminated on March 31, 2015.

Registration Rights Agreement. The Trust entered into a registration rights agreement for the benefit of SandRidge and
certain of its affiliates and transferees, pursuant to which the Trust agreed to register the offering of the Trust units
held by SandRidge and certain of its affiliates and permitted transferees upon request by SandRidge. Specifically, the
Trust agreed:

•to use its reasonable best efforts to file a registration statement, including, if so requested, a shelf registration
statement, with the SEC as promptly as practicable following receipt of a notice requesting the filing of a registration
statement from holders representing a majority of the then outstanding registrable Trust units;

•to use its reasonable best efforts to cause the registration statement or shelf registration statement to be declared
effective under the Securities Act as promptly as practicable after the filing thereof; and

•to continuously maintain the effectiveness of the registration statement under the Securities Act for 90 days (or
continuously if a shelf registration statement is requested) after the effectiveness thereof or until the Trust units
covered by the registration statement have been sold pursuant to such registration statement or until all registrable
Trust units:

•have been sold pursuant to Rule 144 under the Securities Act if the transferee thereof does not receive �restricted
securities�;

•have been sold in a private transaction in which the transferor�s rights under the registration rights agreement are not
assigned to the transferee of the Trust units; or

•become eligible for resale pursuant to Rule 144 (or any similar rule then in effect under the Securities Act).

The holders will have the right to require the Trust to file no more than five registration statements in aggregate, one of which has been filed to
date. The Trust does not bear any expenses associated with such transactions.
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Trust Agreement

The trust agreement provides that the Trust�s business activities are generally limited to owning the Royalty Interests and entering into hedging
arrangements at the inception of the Trust and activities reasonably related thereto, including activities required or permitted by the terms of the
conveyances related to the Royalty Interests.  As a result, the Trust is not permitted to acquire other oil and natural gas properties or royalty
interests and is not able to issue any additional Trust units.

The beneficial interest in the Trust is divided into 52,500,000 Trust units.  Each Trust unit represents an equal undivided beneficial interest in the
property of the Trust.

Amendment of the trust agreement generally requires the vote of holders of a majority of the Trust units and a majority of the common units
(excluding common units owned by SandRidge and its affiliates) voting in person or by proxy at a meeting of such unitholders at which a
quorum is present.  At any time that SandRidge and its affiliates collectively own less than 10% of the total Trust units outstanding, however, the
standard for approval will be the vote of a majority of the Trust units, including units owned by SandRidge, voting in person or by proxy at a
meeting of the unitholders at which a quorum is present.  Abstentions and broker non-votes shall not be deemed to be a vote cast.  However, no
amendment may:

•increase the power of the Trustee to engage in business or investment activities;

•decrease the incentive threshold or increase the subordination threshold or change the portion of the quarterly cash
distributions payable as an incentive distribution;

•alter the rights of the Trust unitholders as among themselves; or

•permit the Trustee to distribute the Royalty Interests in kind.

Amendments to the trust agreement�s provisions addressing the following matters may not be made without SandRidge�s consent:

3

Edgar Filing: SandRidge Permian Trust - Form 10-K

11



Table of Contents

•dispositions of the Trust�s assets;

•indemnification of the Trustee;

•reimbursement of out-of-pocket expenses of SandRidge when acting as the Trust�s agent;

•termination of the Trust; and

•amendments of the trust agreement.

Certain amendments to the trust agreement do not require the vote of the Trust unitholders. See �Permitted Amendments.�

The business and affairs of the Trust are managed by the Trustee.  The Trustee has no ability to manage or influence the operations of the
Underlying Properties.  SandRidge operates all of the Initial Wells and Trust Development Wells, but has no ability to manage or influence the
management of the Trust, except through its limited voting rights as a holder of Trust units and its limited ability to manage the hedging
program.

Duties and Powers of the Trustee  The duties and powers of the Trustee are specified in the trust agreement and by the laws
of the State of Delaware, except as modified by the trust agreement.  The trust agreement provides that the Trustee
does not have any duties or liabilities, including fiduciary duties, except as expressly set forth in the trust agreement,
and the duties and liabilities of the Trustee as set forth in the trust agreement replace any other duties and liabilities,
including fiduciary duties, to which the Trustee might otherwise be subject.

The Trustee�s principal duties consist of:

•collecting cash proceeds attributable to the Royalty Interests;

•paying expenses, charges and obligations of the Trust from the Trust�s assets;
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•receiving and making payments under the derivatives agreement with SandRidge and hedge contracts with the
unaffiliated hedge counterparties during the terms of such contracts;

•determining whether cash distributions exceed subordination or incentive thresholds during the subordination period,
and making cash distributions to the unitholders and SandRidge (with respect to incentive distributions) in accordance
with the trust agreement;

•causing to be prepared and distributed a Schedule K-1 for each Trust unitholder and preparing and filing tax returns
on behalf of the Trust; and

•causing to be prepared and filed reports required to be filed under the Exchange Act and under the rules of any
securities exchange or quotation system on which the Trust units are listed or admitted to trading.

SandRidge provides administrative and other services to the Trust in fulfillment of certain of the foregoing duties, pursuant to the administrative
services agreement.

Except as set forth below, cash held by the Trustee as a reserve against future liabilities must be invested in:

•interest-bearing obligations of the United States government;

•money market funds that invest only in United States government securities;

•repurchase agreements secured by interest-bearing obligations of the United States government; or

•bank certificates of deposit.

Alternatively, cash held for distribution at the next distribution date may be held in a non-interest-bearing account.

4
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The Trust may not acquire any asset except the Royalty Interests and cash and temporary cash investments, and it may not engage in any
investment activity except investing cash on hand.

The trust agreement provides that the Trustee will not make business decisions affecting the assets of the Trust.  However, the Trustee may:

•prosecute or defend, and settle, claims of or against the Trust or its agents;

•retain professionals and other third parties to provide services to the Trust;

•charge for its services as Trustee;

•retain funds to pay for future expenses and deposit them with one or more banks or financial institutions (which may
include the Trustee to the extent permitted by law);

•lend funds at commercial rates to the Trust to pay the Trust�s expenses; and

•seek reimbursement from the Trust for its out-of-pocket expenses.

In discharging its duty to Trust unitholders, the Trustee may act in its discretion and will be liable to the Trust unitholders only for willful
misconduct, bad faith or gross negligence. The Trustee will not be liable for any act or omission of its agents or employees unless the Trustee
acted with willful misconduct, bad faith or gross negligence in its selection and retention. The Trustee will be indemnified individually or as the
Trustee for any liability or cost that it incurs in the administration of the Trust, except in cases of willful misconduct, bad faith or gross
negligence. The Trustee has a lien on the assets of the Trust as security for this indemnification and its compensation earned as Trustee. Trust
unitholders will not be liable to the Trustee for any indemnification.  The Trustee ensures that all contractual liabilities of the Trust are limited to
the assets of the Trust. The Trustee does not intend to lend funds to the Trust.

Merger or Consolidation of Trust.  The Trust may merge or consolidate with or into, or convert into, one or more limited
partnerships, general partnerships, corporations, business trusts, limited liability companies, or associations or
unincorporated businesses if such transaction is agreed to by the Trustee and approved by the vote of the holders of a
majority of the Trust units and a majority of the common units (excluding common units owned by SandRidge and its
affiliates), in each case voting in person or by proxy at a meeting of such holders at which a quorum is present and
such transaction is permitted under the Delaware Statutory Trust Act and any other applicable law. At any time that
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SandRidge and its affiliates collectively own less than 10% of the total Trust units outstanding, however, the standard
for approval will be the vote of a majority of the Trust units, including units owned by SandRidge, voting in person or
by proxy at a meeting of such holders at which a quorum is present.

Trustee�s Power to Sell Royalty Interests.  The Trustee may sell the Royalty Interests under any of the following
circumstances:

•the sale is requested by SandRidge in accordance with the provisions of the trust agreement; or

•the sale is approved by the vote of holders representing a majority of the Trust units and a majority of the common
units (excluding common units owned by SandRidge and its affiliates) in each case voting in person or by proxy at a
meeting of such holders at which a quorum is present; except that at any time that SandRidge and its affiliates
collectively own less than 10% of the total Trust units outstanding, the standard for approval will be the vote of a
majority of the Trust units, including units owned by SandRidge, voting in person or by proxy at a meeting of such
holders at which a quorum is present.

Upon dissolution of the Trust, the Trustee must sell the Royalty Interests.  No Trust unitholder approval is required in this event.

The Trustee will distribute the net proceeds from any sale of the Royalty Interests and other assets to the Trust unitholders after payment or
reasonable provision for payment of the liabilities of the Trust.

Permitted Amendments.  The Trustee may amend or supplement the trust agreement, the conveyances, the administrative
services agreement, or the registration rights agreement, without the approval of the Trust unitholders, to cure
ambiguities, to correct or supplement defective or inconsistent provisions, to grant any benefit to all Trust unitholders,
to evidence or implement any changes

5
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required by applicable law or to change the name of the Trust, provided, however, that any such supplement or amendment does not adversely
affect the interests of the Trust unitholders. Furthermore, the Trustee, acting alone, may amend the administrative services agreement without the
approval of Trust unitholders if such amendment would not increase the cost or expense of the Trust or create an adverse economic impact on
the Trust unitholders.

All other permitted amendments to the trust agreement and other agreements listed above may only be made by the vote of a majority of the
Trust units and a majority of the common units (excluding common units owned by SandRidge and its affiliates) in each case voting in person or
by proxy at a meeting of such holders at which a quorum is present; except that at any time that SandRidge and its affiliates collectively own less
than 10% of the total Trust units outstanding, the standard for approval will be the vote of a majority of the Trust units, including units owned by
SandRidge, voting in person or by proxy at a meeting of such holders at which a quorum is present.  Abstentions and broker non-votes shall not
be deemed to be a vote cast.

Miscellaneous.  The Trustee may consult with counsel (which may include counsel to SandRidge), accountants, tax
advisors, geologists and engineers and other parties the Trustee believes to be qualified as experts on the matters for
which advice is sought. The Trustee will be protected for any action it takes in good faith reliance upon the opinion of
the expert.

The Delaware Trustee and the Trustee may resign at any time or be removed with or without cause at any time by the vote of a majority of the
common units (excluding common units owned by SandRidge and its affiliates) voting in person or by proxy at a meeting of such holders at
which a quorum is present; except that at any time that SandRidge and its affiliates collectively own less than 10% of the outstanding Trust
units, the standard for approval will be the vote of a majority of the Trust units, including units owned by SandRidge, voting in person or by
proxy at a meeting of such holders at which a quorum is present. Abstentions and broker non-votes shall not be deemed to be a vote cast. Any
successor must be a bank or trust company meeting certain requirements including having combined capital, surplus and undivided profits of at
least $20 million, in the case of the Delaware Trustee, and $100 million, in the case of the Trustee.

Distributions

The Trust makes quarterly cash distributions of substantially all of its cash receipts, after deducting amounts for the Trust�s administrative
expenses, property tax and Texas franchise tax, and cash reserves withheld by the Trustee, on or about the 60th day
following the completion of each quarter. Each distribution covers production for a three-month period. The amount
of Trust revenues and cash distributions to Trust unitholders depends on:

•oil, natural gas and NGL prices received;

•volume of oil, natural gas and NGL produced and sold;
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•amounts realized and paid under derivative arrangements;

•post-production costs and any applicable taxes; and

•the Trust�s general and administrative expenses.

The amount of the quarterly distributions will fluctuate from quarter to quarter, depending on the factors discussed above. There is no minimum
required distribution. However, in order to provide support for cash distributions on the common units, SandRidge agreed to subordinate
13,125,000 of the Trust units it received in exchange for conveyance of the Royalty Interests, which constituted 25% of the Trust units issued
and outstanding prior to their conversion into common units on January 1, 2016 as described below.  The subordinated units are entitled
to receive pro rata distributions from the Trust each quarter, up to and including the February 2016 distribution if and
to the extent there is sufficient cash to provide a cash distribution on the common units that is at least equal to 80% of
the target distribution for the corresponding quarter (�Subordination Threshold�). If there is not sufficient cash to fund
such a distribution on all of the common units, the distribution to be made with respect to the subordinated units is
reduced or eliminated for such quarter in order to make a distribution, to the extent possible, to all of the common
units up to the Subordination Threshold amount. However, there is no minimum distribution. In exchange for agreeing
to subordinate a portion of its Trust units, and in order to provide additional financial incentive to SandRidge to satisfy
its drilling obligation, SandRidge, as holder of the subordinated units is entitled to receive incentive distributions
equal to 50% of the amount by which the cash available for distribution on all of the Trust units in any quarter exceeds
120% of the target distribution for such quarter (�Incentive Threshold�). On January 1, 2016, the day following the end
of the fourth full calendar quarter following SandRidge�s satisfaction of its drilling obligation with respect to the Trust
Development Wells, the subordinated units automatically converted into common units on a one-for-one basis and
SandRidge�s right to receive incentive distributions terminated. Distributions made on common units in respect of
subsequent periods will no

6
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longer have the benefit of the Subordination Threshold nor will the common units be subject to the Incentive Threshold, and all Trust
unitholders will share on a pro rata basis in the Trust�s distributions.

The following table sets forth the Subordination Threshold and Incentive Threshold for each remaining quarterly distribution through the end of
the subordination period, as set out in the trust agreement.

Period (1)
Subordination
Threshold(2)

Incentive
Threshold(2)

2015
Fourth quarter(3) $ 0.54 $ 0.81

(1) Due to the timing of the payment of production proceeds to the Trust, each distribution covers production from a three-month period
consisting of the first two months of the most recently ended quarter and the final month of the quarter preceding it.

(2) Each of the Subordination Threshold and Incentive Threshold terminates after the fourth full calendar quarter following SandRidge�s
completion of its drilling obligation. Amounts have been rounded to two decimal places and are presented as set forth in the
trust agreement. Actual distributions are declared and paid based upon a calculation carried out to three decimal
places.

(3) A distribution of $0.192 per common unit was declared on January 28, 2016 and paid on February 26, 2016. No distribution was paid on the
subordinated units for the period. See Note 8 to the financial statements contained in Item 8 of this report for further discussion.

If at any time the Trust�s cash on hand (including available cash reserves) is not sufficient to pay the Trust�s ordinary course administrative
expenses as they become due, the Trust may borrow funds from the Trustee or other lenders, including SandRidge, to pay such expenses. The
Trustee does not intend to lend funds to the Trust. If such funds are borrowed, no further distributions will be made to unitholders (except in
respect of any previously determined quarterly distribution amount) until the borrowed funds have been repaid, except that if SandRidge loans
such funds, SandRidge may permit the Trust to make distributions prior to SandRidge being repaid. SandRidge has agreed that, if at any time the
Trust�s cash on hand (including available cash reserves) is not sufficient to pay the Trust�s ordinary course administrative expenses as they
become due, SandRidge will, at the Trustee�s request, loan funds to the Trust necessary to pay such expenses. Any such loan will be on an
unsecured basis, and the terms of such loan will be substantially the same as those which would be obtained in an arms� length transaction
between SandRidge and an unaffiliated third party. If SandRidge provides such funds to the Trust, it would become a creditor of the Trust and its
interests as a creditor could conflict with the interests of unitholders.

Properties

As of December 31, 2015, the Trust�s properties consisted of Royalty Interests in (a) the Initial Wells and (b) 856 additional wells (equivalent to
888 Trust Development Wells under the development agreement) that were drilled and perforated for completion between April 1, 2011 and
December 31, 2014. The following table presents the number of Initial Wells, Trust Development Wells drilled and Trust Development Wells to
be drilled at the dates shown.
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Initial Wells

Trust
Development

Wells Drilled(1)

Trust
Development
Wells To Be

Drilled Total
December 31, 2015 517 888 � 1,405
December 31, 2014 517 888 � 1,405
December 31, 2013 517 683 205
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