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UNIT OPERATING AGREEMENT
QUAIL QUEEN UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1* day of August, 2007, by the parties who have signed the
original of this instrument, a counterpart thereof, or other instrument agreeing to be bound by the provisions

hereof; .

WITNESSETH:

WHEREAS, the parties hereto as Working Interest Owners have executed, as of the date hereof, an
agreement entitied “UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE QUAIL
QUEEN UNIT AREA, LEA COUNTY, NEW MEXICQO", herein referred to as “Unit Agreement”, which, among
other things, provides for a separate agreement to be entered into by Working Interest Owners to provide for
Unit Operations as therein defined.

NOW THEREFORE, in consideration of the mutual agreements here set forth, it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement: The Unit Agreement is hereby confirmed and by reference
made a part of this agreement. The definitions in the Unit Agreement are adopted for all purposes of this
agreement. If there is any conflict between the Unit Agreement and this agreement, the Unit Agreement shall
govern.

ARTICLE 2
EXHIBITS

2.1 Exhibits: The following exhibits are incorporated herein by reference:

2.1.1 Exhibit "A", “B" and “C” of the Unit Agreement.

2.1.2  Exhibit "D, attached hereto, is a schedule showing the Working Interest of each Working
Interest Owner in each Tract, each Working Interest Owner's Unit Participation attributable to each such
interest, and the total Unit Participation of each Working Interest Owner. Exhibit “D”, or a revision thereof,
shall not be conclusive as to the information therein, except it may be used as showing the Unit Participations
of Working Interest Owners for purposes of this agreement until shown to be in error or revised as herein
authorized.

2.1.3 Exhibit "E", attached hereto is the Accounting Procedure applicable to Unit Operations. If
there is any conflict between this agreement and Exhibit “E”, this agreement shall govern.

2.1.4 Exhibit "F", attached hereto, contains insurance provisions applicable to Unit Operations.
2.1.5 Exhibit "G", attached hereto, contains Pre-Existing Non-Consent provisions.

2.1.6 Exhibit "H", attached hereto, is an outline of categories of Pre-Unitization Expenses for the
formation of the subject Unit.

2.2 Correcting Errors:  The shapes and descriptions of the respective Tracts have been
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established by using the best information available. If it subsequently appears that any Tract, because of
diverse royalty or working interest ownership on the Effective Date hereof, should be divided into more than
one Tract, or that any mechanical or clerical error has been made in the preparation of Exhibits or information
shown thereon, the Unit Operator, with the approval of the Working Interest Owners, may correct the mistake
by revising the Exhibits to conform to the facts. The revision shall not include any re-evaluation of engineering
or geological interpretations used in determining Tract Participation. Each such revision of an Exhibit made
prior to thirty (30) days after the Effective Date shall be effective as of the Effective Date. Each such revision
of an Exhibit thereafter made shall be effective at 7:00 a.m. on the first day of the calendar month next
following the filing for record of the revised Exhibit, or such date as may be determined by the Warking
Interest Owners and set forth in the revised Exhibit.

2.3 Reference to Exhibits: When reference is made herein to an exhibit, it is to the exhibit as
originally attached, or, if revised, to the last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision: The Working Interest Owners shall exercise overall supervision and
control of all matters pertaining to Unit Operations pursuant to this Unit Operating Agreement.

3.2 Specific Authorities and Duties: The matters with respect to which the Working interest
Owners shall decide and take action shall include, but not be limited to, the following:

3.2.1  Method of Operation: The method of operation, including any type of pressure
maintenance, secandary recovery, or ather recavery program to be employed.

3.2.2 Drilling of Wells: The drilling of any well whether for production of Unitized Substances, for
use as an injection well, or for other purposes.

3.23  Well Recompletions and Change of Status: The recompletion, abandonment, or change of
status of any well, or the use of any well for injection or other purposes.

3.24  Expenditures: Authorization of any single expenditure, in excess of One Hundred Thousand
Dollars ($100,000.00); provided that, approval by the Working Interest Owners of the drilling, workover,
drilling deeper, or plugging back of any well shall inciude approval of all necessary expenditures required
therefor, and for completing, testing, and equipping the well, including necessary flow lines, separators, and
lease tankage.

3.25  Disposition of Unit Equipment: The selling or otherwise disposing of any surplus Unit
Equipment, if the current list price of new equipment similar thereto is Fifty Thousand Dollars ($50,000.00) or
more.

3.26  Appearance Before a Court or Requlatory Agency: The designating of a representative to
appear before any court or regulatory agency in matters pertaining to Unit Operations; provided that, such
designation shall not prevent any Working Interest Owner from appearing in person or from designating
anather representative in its own behalf at such Working Interest Owner's own expense.

3.27  Audits: The auditing of the accounts of Unit Operator pertaining to Unit Operations
hereunder; provided that the audits shall:

a) Not be conducted more than once each year except upon resignation or removal of Unit
Operator;



b) Be made upon the affirmative vote of at least fifty-one percent {51%) of the voting interest
remaining after excluding the voting interest of Unit Operator; such costs incurred shall be at the expense of
all Working Interest Owners other than Unit Operator;

c) Be made at the expense of all Working Interest Owners other than the Working Interest
Owner designated as Unit Operator except that if the affirmative vote is less than the fifty-one percent (51%)
required in subparagraph (b) of this section, then the audit shall be made at the expense of those Working
Interest Owners requesting such audit; and,

d) Be made upon not less than thirty (30) days' written notice to Unit Operator.
3.2.8 Inventories: The taking of periodic inventories under the terms of Exhibit "E".

329 Technical Services: The authorizing of charges to the joint account for services by
consultants or Unit Operator's technical personnel not covered by the overhead charges provided by Exhibit

"E".

3.2.11 Replacement of Operator: The removal of Unit Operator and the selection of a successor.

3.2.12 Investment Adjustment: The adjustment and readjustment of investments.

3.2.13 Termination of Operations: The termination of Unit Operations and the Plan of Unitization.

3.2.14 Release of Information: The release of information, photographs, or television pictures
concerning operations conducted hereunder and incidents occurring in connection with operations conducted
hereunder; provided, however, that drilling depths, names of formations encountered, and other information
normally furnished to industry scouting or news services may be released by the Unit Operator without
approval of the Working Interest Owners.

ARTICLE 4
MANNER OF SUPERVISION

4.1 Designation of Representatives: Each Working Interest Owner shall in writing inform Unit
Operator of the names and addresses of the representative and alternate who are authorized to represent
and bind such Working Interest Owner with respect to Unit Operations. The representative or alternate may
be changed from time to time by written notice to Unit Operator.

42 Meetings: All meetings of working Interest Owners shall be called by Unit Operator upon its
own motion or at the request of one or more Working Interest Owners having a total Unit Participation of not
less than two percent (2.00%). No meeting shall be called on less than fourteen 914) days' advance written
notice, with agenda for the meeting attached. Working Interest Owners who attend the meeting shall not be
prevented from amending items or other items presented in the agenda or from deciding the amended item
or other items presented at the meeting. The representative of Unit Operator shall be chairman of each

meeting.

4.3 Voting Procedure: Working Interest Owners shall decide all matters coming before them as
follows:

4.3.1  Voting Interest: Each Working Interest Owner shall have a voting interest equal to its Unit
Participation.



4,32 Vole Required - Generally: Unless otherwise provided herein, all matters shall be decided
by an affirmative vote of seventy percent (70%) or more voting interest; provided that, should any one
Working Interest Owner have more than seventy percent (70%}) voting interest, its vote must be supported by
the vote of at least one remaining Working Interest Owner.

4.3.3 Vote at Meeting by Non-Attending Working Interest Owner: Any Working Interest Owner who
is not represented at a meeting may vote on any agenda item by letter, telegram, fax or email addressed to
the representative of the Unit Operator, if its vote is received prior to the vote on the item. Such vote will not
be counted with respect to any item on the agenda which is amended at the meeting.

4.3.4 Poll Votes: Working Interest Owners may vote by letter, telegram, fax or email on any malter
submitted in writing to all Working Interest Owners. If a meeting is not requested as provided in Article 4.2,
within fourteen (14) days after a written proposal is sent to Working Interest Owners, the vote taken by letter,
telegram, fax or email shall control. Failure to vote within the time prescribed by the Unit Operator, which
shall be no less than thirty (30) days after receipt of such matter, shall be deemed to be a no vote with
respect to the proposal. Unit Operator will give prompt notice of the results of such voting to afl Working
Interest Owners.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights: Working Interest Owners severally reserve to themselves all their
rights, except as otherwise provided in this Agreement and the Unit Agreement.

5.2 Specific Rights: Each Working Interest Owner shall have, among others, the following
specific rights:

521 Access to Unit Area: Access to the Unit Area at all reasonable times to inspect Unit
Operations, all wells, and the records and data pertaining thereto.

522 Reports: The right to receive from Unit Operator, upon written request, copies of all reports
to any governmental agency, reports of crude oil runs and stocks, inventory reports, and all other information
pertaining to Unit Operations. The cost of gathering and furnishing information not ordinarily furnished by
Unit Operator to all Working Interest Owners shall be charged to the Working Interest Owner that requests

the information.

ARTICLE 6
UNIT OPERATOR

6.1 Initial Unit Operator: Chesapeake Exploration, L.L.C., an Oklahoma limited liability company is
hereby designated as Unit Operator.

6.2 Resignation or Bemoval: Unit Operator has the right to resign at any time. The Unit Operator
shall, upon default or gross negligence in the performance of its duties hereunder, be subject to removal by
the Working Interest Owners by the affirmative vote of at least eighty percent (80%) of all remaining Working
Interest Owners. A Unit Operator that resigns or is removed shall not be released from its obligations
hereunder for a period of six (6) months after the resignation or discharge unless a successor Unit Operator
has taken over the Unit Operations prior to the expiration of such period (as provided in the Unit Agreement).

6.3 Selection of Successor: Upon the resignation or removal of a Unit Operator, a successor Unit
Operator shall be selected by the Working Interest Owners. If the Unit Operator that is removed fails to vote
or votes only to succeed itself, the successor Unit Operator may be selected by the affirmative vote of two (2)
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or more Working Interest Owners having at least ninety percent (75%) of the voting interest remaining, after
excluding the voting interest of the Unit Operator that was removed.

ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit:  Subject to the provisions of this Agréement and to
instructions from Working Interest Owners, the Unit Operator shall have the exclusive right and be obligated
to conduct Unit Operations.

7.2 Workmanlike Conduct: The Unit Operator shall conduct Unit Operations in a good and
workmanlike manner and in accordance with accepted industry standards as would a prudent operator under
the same or similar circumstances. Unit Operator shall freely consult with Working Interest Owners and keep
them informed of all matters which Unit Operator, in the exercise of its best judgment, considers important.
Unit Operator shall not be liable to Working Interest Owners for damages, unless such damages result from
its gross negligence or willful misconduct.

7.3 Liens and Encumbrances: The Unit Operator shall endeavor to keep the lands and leases
in the Unit Area and the Unit Equipment free from all liens, and encumbrances occasioned by Unit
Operations, except the lien and security interest of Unit Operator granted hereunder.

7.4 Employees: The number of employees used by Unit Operator in conducting Unit
Operations, their selection, hours of labor, and compensation shall be determined by the Unit Operator.
Such employees shall be the employees of the Unit Operator.

7.5 Records: The Unit Operator shail keep correct books, accounts and records of Unit
Operations.

7.6 Reports to Working Interest Owners: The Unit Operator shall furnish to Working Interest
Owners periodic reports of Unit Operations. :

7.7 Reports to Governmental Authorities:  The Unit Operator shall make all reports to
governmental authorities that it has the duty to make as Unit Operator.

7.8 Engineering and Geological Information: The Unit Operator shall furnish to Working
Interest Owner, upon written request, any engineering and geological data pertaining to Unit Operations.

79 Expenditures: Unit Operator is authorized to make all expenditures for normal or recurring
operating expenses and other single expenditures not in excess of One Hundred Thousand Dollars
{($100,000.00) without prior approval of Working Interest Owners. If an emergency occurs, the Unit Operator
may immediately make or incur expenditures that, in its opinion, are required to deal with the emergency.
Unit Operator shall report to Working Interest Owners, as promptly as possible, the nature of the emergency
and the action taken.

7.10 Wells Drilled by Unit Qperator: All wells drilled by Unit Operator shall be at the usual rates
prevailing in the area. Unit Operator may employ its own tools and equipment, but the charge therefor shall
not exceed the prevailing rate in the area and the work shall be performed by Unit Operator under the same
terms and conditions as are usual in the area in contracts of independent contractors doing work of a similar
nature.

7.11  Restoration of Surface Conditions Existing Prior to_Unitization: Working Interest Owner, upon
request of Unit Operator, shali fill all pits, remove concrete foundations, or perform any other restorative work
necessary to restore surface damage which existed prior to the Effective Date. If Working Interest Owner
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has not completed said work within ninety (90) days after notification by the Unit Operator, then the Unit
Operator shall be authorized to perform the necessary restoration. The cost of any such work to restore
surface to a condition that is acceptable to the proper regulatory body shall be borne entirely by the Working
Interest Owner or Working Interest Owners who contributed such lands to the Unit.

7.12  Mathematical Errors: It is hereby agreed by all parties to this agreement that Unit Operator is
empowered to correct any mathematical errors which might exist in the exhibits to this agreement.

7.13  Border Agreements: Unit Operator may, after approval by Working Interest Owners, enter
into border agreements with respect to lands adjacent to the Unit Area for the purpose of coordinating
operations.

7.14  Indemnities: As to all contracts executed by the Unit Operator with an independent
contractor governing operation or services to be performed in connection with unit operations, Unit Operator
shall require that any indemnification provision in favor of Unit Operator contained therein shall extend to and
inure to the benefit of Working Interest Owners in the same manner as Unit Operator.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes: Beginning with the first calendar year after the Effective Date hereof,
Unit Operator shall make and file all necessary ad valorem tax renditions and returns with the proper taxing
authorities with respect to all property of each Working Interest Owner used or held by Unit Operator for Unit
Operations. Unit Operator shall settle assessments arising therefrom. All such ad valorem shall be paid by
Unit Operator and charged to the joint account of all Working Interest Owners; however, if the interest of a
Working Interest Owner is subject to a separately assessed overriding royalty interest, production payment,
or other interest in excess of a one-eighth (1/8) royalty, such Working Interest Owner shall notify Unit
Operator of such interest prior to the rendition date and shall be given credit for the reduction in taxes paid
resulting therefrom.

8.2 Other Taxes: Each Working Interest Owner shall pay or cause to be paid all production,
severance, gathering, and other taxes imposed upon or with respect to the production or handling of its share
of Unitized Substances.

ARTICLE 9
INSURANCE

9.1 Insurance: Unit Operator, with respect to Unit Operations, shall do the following:

9.1.1 Workmen's Compensation Law: Comply with the Workmen's Compensation Law of the State
of New Mexico.

9.1.2 Employer's Liability Insurance: Carry Employer's Liability and other insurance required by the
laws of the State of New Mexico.

9.1.3 Other Insurance: Provide other insurance as set forth in Exhibit "F".
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ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1  Personal Property Taken Over: Upon the Effective Date hereof, Working Interest Owners
shall deliver to the Unit Operator the tollowing:

10.1.1 Wells: All wells completed in the Unitized Formation together with the casing therein.

10.1.2 Well and Lease Equipment: The tubing in each such well, the wellhead connections thereon,
and alf other lease and operating equipment that is used in the operation of such wells which the Operating
Committee determines is necessary or desirable for conducting Unit Operations. (if any such wells are
multiple-completed wells, the provisions of the subsection shall apply only to that equipment used in
connection with the Unitized Formation.)

10.1.3 Records: A copy of all production and well records that pertain to such wells.

10.2 inventory and Evaluation of Personal Property: The Unit Operator shall, at Unit Expense,
inventory and evaluate as determined by Working Interest Owners, the personal property taken over. Such
inventory shall include, and be limited to, those items of equipment considered controilable under Exhibit "E"
unless determined otherwise by Working Interest Owners in order to insure a more equitable adjustment of
investment. Casing shall be included in the inventory for record purposes, but shall be excluded from
evaluation and investment adjustment.

10.3 Inventory Adjustment: Upon approval by Working Interest Owners of the inventory and
evaluation, each Working Interest Owner shall be credited with the value of its interest in all personal property
taken over under paragraphs 10.1.1 and 10.1.2 and shall be charged with an amount equal to that obtained
by muitiplying the total value of all personal property taken over under paragraph 10.1.2 by such Working
Interest Owner's Unit Participation. f the charge against any Working Interest Owner is greater than the
amount credited to such Working Interest Owner, the resulting net charge shall be an item of Unit Expense
chargeable against such Working Interest Owner. [f the credit to any Working Interest Owner is greater than
the amount charged against such Working Interest Owner, the resulting net credit shalt be paid to such
Working Interest Owner by Unit Operator out of funds received by it in settlement of the net charges
described above. Each Working Interest Owner, instead of owning an interest in all its personal property
delivered to the Unit Operator under paragraph 10.1, will be considered as having exchanged such interest
for an undivided interest in all personal property so delivered to the Unit Operator, subject to the investment
adjustment herein provided.

10.4 General Facilities: The acquisition of warehouses, warehouse stocks, lease houses,
camps, facility systems, and office buildings necessary for Unit Operations shall be, by negotiations by the
owners thereof and Unit Operator, subject to the approval of Working Interest Owners. There shall be no
adjustment for lease roads or appurtenances thereto.

10.5 Qwnership of Personal Property and Facilities: Each Working Interest Owner, individually,
shall by virtue hereof own an undivided interest, equal to its Unit Participation in all personal property and
facilities taken over by the Unit Operator pursuant to this Agreement.

10.6 Adjustment for Non-Usable Wells: All wells delivered to the Unit Operator as usable wells
shall be (a) in usable physical condition, (b) completed in some portion of the Unitized Formation, and (c)
physically separated from formations not a part of the Unitized Formation as of the Effective Date. The
Working Interest Owners will within six {6) months after the Effective Date, determine which wells are in non-
usable physical condition. The cost of placing any such well in usable physical condition, or physically
separating non-Unitized Formations, shall be charged to the Lessee or Lessees owning the well immediately
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prior to the Effective Date, such work is to be performed by the Unit Operator.

10.7 Surface Leases: Upon the effective date hereof Working Interest Owners shall deliver to
Unit Operator assignment(s) of all surface lease agreements pertaining to the Unit Area, and Unit Operator
shall become responsible for all future rentals on behalf of Working Interest Owners. All said surface unit
rental costs shail be apportioned to each Working Interest as set forth in Exhibit "D".

ARTICLE 11
UNIT EXPENSE

111 Basis of Charge to Working Interest Owner. The Unit Operator initially shall pay alt pre-
Unitization Expenses and such expenses shall be considered Unit Expense. All charges, credits, and
accounting for Unit Expense shall be in accordance with Exhibits "E" and "H". Each Working Interest Owner
shall reimburse the Unit Operator for its share of Unit Expense. Each Working Interest Owner's share of all
operating expenses shall be the same as its Unit Participation in effect at the time the expense was incurred.

112  Budgets; The "Feasibility Study” which has been provided to all Working interest Owners
and is included with the Unit Agreement and Unit Operating Agreement will serve as the budget. This study
provides a detailed listing of capital expenditures during the Phase | and Phase Il development stages of the
project. Should significant adjustments be made an adjusted budget shall promptly be furnished to each
Working Interest Owner.

1.3 Advance Billings: The Unit Operator shall have the right, without prejudice to other rights or
remedies to require Working Interest Owners to advance their respective share of Unit Expense by
submitting to Working Interest Owners, on or before the 15th day of any month, an itemized estimate thereof
for the succeeding month, with a request for payment in advance. Within fifteen (15) days after the receipt
thereof, each Working Interest Owner shall pay to the Unit Operator its share of such estimate. Adjustments
between estimated and actual Unit Expense shall be made by the Unit Operator at the close of each
calendar month, and the accounts of the Lessees shall be adjusted accordingly.

11.4 Commingling of Funds: Funds received by the Unit Operator under this Plan of Unitization
need not be segregated or maintained by it as a separate fund, but may be commingled with its own funds.

1.5 Unpaid Unit Expense: If any Working Interest Owner fails or is unable to pay its share of
Unit Expense within thirty (30) days after rendition of a statement therefor by Unit Operator, the unpaid
balance of its share of Unit Expense shall be carried and paid by ail non-defaulting Working Interest Owners
subject to the provisions of paragraph 11.8 herein who are signatory of this Agreement in the proportion that
the Unit Participation of each bears to the total such Unit Participation of all such Working Interest Owners.
Such amount shall bear interest at the rate of prime plus two percent (2%) per annum (as determined by
current prime interest rate charged by Bank One Oklahoma, NA, Oklahoma City, Oklahoma), or such
maximum rate as permitted by law, whichever is lesser, until paid. Working Interest Owners so paying shall
be reimbursed therefor, together with interest thereon, when the amount so carried and the interest thereon
are collected from the Working Interest Owners primarily chargeable therewith. The amount carried shall be
due and payable out of the proceeds from the defaulting Working Interest Owner's share of Unitized
Substances, including, to the extent provided for in the State of New Mexico Statutory Unitization Statutes,
overriding royalty interests, oil and gas payments, or other interests in excess of one eighth (1/8) royalty
interest to which such Working Interest Owner's interest is subject. During the time that any Working Interest
Owner fails to pay its share of the Unit Expense, the Unit Operator without prejudice to other existing
remedies shall be entitled to collect and receive from the purchaser the proceeds from such Working (nterest
Owner's share of the Unitized Substances. All credits to any such defaulting Working Interest Owner on
account of the sale or other disposal of Unit Equipment, or otherwise, shall also be applied against the unpaid
share of Unit Expense charged against such Lessee.
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11.6 Lien, Security Interest and Right of Foreclosures: The Unit and the Working Interest Owner's
who pay a portion of Unit Expense on behalf of a carried Working Interest Owner shall have a first and prior
lien and security interest upon the carried Working Interest Owner's leasehold interest and the other Oil and
Gas Rights (exclusive of a 1/8 royalty interest) within the Unit Area, as well as the carried Working Interest
Owner's share of the Unit Production, and all Unit Equipment in possession of the Unit, to secure payment of
all Unit Expense properly charged to the carried Working Interest Owner. [f the owner of any excess royalty
interest, overriding royalty, oil and gas payment, or other interest, which under this Plan of Unitization is not
primarily responsible for costs and expenses, pays any part of Unit Expense for the purpose of protecting
such interest, or if the amount of such Unit Expense in whole or in part is deducted from the Unitized
Substances credited to such interest, the owner shall, to the extent of such payment or deduction, be
subrogated to all the rights of the Unit, the Unit Operator and other Working Interest Owners with respect to
the interest primarily chargeable with such expense. The lien and security interest herein provided shall be
for the use, benefit, and protection of the Unit, Unit Operator, and other Working Interest Owners or Persons
entitled to receive or share in the monies, the payment of which is secured thereby; and the Unit, the Unit
Operator, or any of the Working Interest Owners who have made payment of the Unit Expense, or part
thereof for the carried Working Interest Owner, shall be entitled to exercise all lien rights, including the right of
foreclosure. The lien may be foreclosed at any time after a Working Interest Owner has been carried for a
maximum period of sixty (60) days from the date of billing and all or a portion of the account remains unpaid
by the carried Lessee.

11.7 Carved-Out Interest: In the event any Working Interest Owner shall, after executing this Plan,
create an overriding royalty, production payment, net profits, or carved-out interest, or any other interest out
of its interest then subject to this Plan, such carved-out interest shall be subject to the terms and provisions of
this Plan. In the event the Working Interest Owner owning the interest out of which the carved-out interest
was created fails to pay any costs or expense chargeable to such Working Interest Owner under this Plan
and the production to the credit of such Working Interest Owner is insufficient for that purpose, the owner of
the carved-out interest will be liable for its pro rata portion of all costs and expenses for which the working
Interest Owner that created such carved-out interest would have been liable hereunder by virtue of such
Working Interest Owner's entire original interest, just as though such carved-out interest had not been
created. In this event, the lien provided in paragraph 11.6 hereof may be enforced against such carved-out
interest in the same manner as if the lien was enforceable against the original interest out of which the
carved-out interest was created. [f, at any time, the interest of any party is divided among and owned by
four(4) or more co-owners, the Unit Operator, at its discretion, may require such co-owners to appoint a
single trustee or agent with full authority to receive notices, approve expenditures, receive billings for and
approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind,
the co-owners of such party's interest within the scope of the operations embraced in this Plan; however, all
such co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Unit Area and they shall have the right to
receive, separately, payment of the sale proceeds thereof. If such co-owners fail to appoint said trustee or
agent upon request of the Unit Operator, then the Unit Operator, at its discretion, may designate one of said
co-owners as said trustee or agent.

11.7.1  Other Remedies: In addition to the foregoing remedies, with respect to any Working Interest
Owner carried in the payment of its share of the Unit Expense when due, the Unit Operator shall, for itself,
the paying Working Interest Owners and the Unit, during the period of such carry, be entitied to the following
rights:

a) To itself purchase the share of Unit Production of any such carried Working Interest Owner,
including all overriding royalties, oil and gas payments and other interests in excess of the normal one eighth
(1/8) royaity interest to which such carried Working Interest Owner's share of Unit Production is subject, at
the prevailing market price in the field which shall, in no event, be less than the price received by the Unit
Operator for its portion of the Unit Production; and,
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b) To collect and receive from the purchaser thereof, the proceeds from the sale of such
carried Working Interest Owner's share of Unit Production, including all overriding royalties, oil and gas
payments, and other interests in excess of the normal one enghth (1/8) royalty interest to which such carried
Lessee's share of Unit Production is subject.

11.8 Credits: The Unit Operator shall apply all proceeds collected by it, pursuant to the
provisions of paragraph 11.7, against the unpaid Unit Expense due from such carried Lessee, the balance of
such proceeds, it any, to be paid to such carried Lessee.

ARTICLE 12
NON-CONSENT PROVISION

12.1 Election: It is understood and agreed that any Working Interest Owner may elect to be
carried hereunder, subject to the following terms and conditions: When Unit Operator circulates the Unit
Operating Agreement for execution, Unit Operator shall also circulate a ballot under which a party may elect:
(a) whether it wishes to be carried; and (b) if it elects not to be carried, the amount of Working Interest as to
which it is willing to assume additional participation pursuant to the terms hereof. Failure to return said ballot
shall be deemed an election to be carried. In the event that, following the receipt of the Working Interest
Owners' ratifications by Unit Operator, the Working Interest Owners, collectively, have not agreed to assume
participation as to one hundred percent (100%) of the Working Interest, Unit Operator shall give all Working
Interest Owners that have elected to Participate the option to increase the amount of additional participation
they are willing to assume within ten (10) days of receiving notice of such option. Thereafter, Unit Operator
may elect to assume additional participation. If, following such contact, the Working Interest Owners,
collectively, have still not agreed to assume participation as to one hundred percent (100%) of the Working
Interest, Unit Operator shall not proceed with the Unitization which is the subject of this agreement. It is
understood and agreed that, if the Unit Operating Agreement and the Unit Agreement do become effective
under the respective terms thereof, and any parties that did not previously ratify the Unit Operating
Agreement and the Unit Agreement, nevertheless become Working Interest Owners as a result of the Oil
Conservation Division of the State of New Mexico (the "Division") approving this Unit pursuant to the New
Mexico Statutory Unitization Act, such Working Interest Owners shall have the right to elect to participate in
the Unit and to elect an amount of additional participation that they are willing to assume within thirty (30)
days after said approval by the Division. Once all parties have made the elections allowed under the
provisions hereof, the interest of those Working Interest Owners that have elected to be carried shall be
allocated among those Working Interest Owners that have elected to participate in proportion to their
Working Interest in the Unit, provided that no Working Interest Owner shall be allocated any additional
participation in excess of the amount of participation which said Working Interest Owner has elected to
assume.

12.2  Non-Consent Penalty: The entire cost and risk of conducting operations shall be borne by the
Working Interest Owners in the proportion that they have elected to participate pursuant to the terms hereof
(hereinafter, such Working Interests Owners shall be referred to as "Consenting Parties"). Each Working
Interest Owner that has elected to be carried (hereinafter, such Working Interest Owners shall be referred to
as "Non-Consenting Parties") shall be deemed to have relinquished to Consenting Parties, and the
Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such
Non-Consenting Parties' share of Unit Production (including its share of any Qutside Substances produced
and sold) until the proceeds of the sale of such share, calculated at the well, or the market value thereof if
such share is not sold (after deducting production taxes, excise taxes, royalty or/and overriding royalty
payable out of or measured by the production from such well accruing with respect to such interest) shall
equal the Unit Expense accruing for such interest plus an amount equal to 200% of alf such Unit Expense
allocated to such Non-Consenting Parties’ Working Interest, it being further understood and agreed that the
unpaid balance of any amount payable out of a Non-Consenting Party's interest hereunder (including the
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additional 200% of such expenses provided for above) shall bear interest at the rate of 2% above prime rate
as established by Bank One of Oklahoma, N.A. to be determined monthly, or at the maximum contract rate
permitted by the applicable usury laws, whichever is the lesser.

12.3 Handling of Inventory Adjustment for Non-Consent Parties: It is understood and agreed that
Unit Operator shall promptly provide Working Interest Owners with notification of the approval of the
inventory and valuation pursuant to Article 10, and that, with regard to any Working Interest Owner that has
elected to be carried under Section 12.1, and has not had its Working Interest reven to it pursuant to the
terms hereof, the following shall apply: (i) if such Working Interest Owner has a net charge against its interest
following the inventory adjustment, such charge shall be considered an expense in the month in which the
inventory adjustment is applied and shall be treated as any other expense under Sections 12.1 and 12.2 (i) if
such Working Interest Owner has a net credit against its interest following the inventory adjustment, the
amount of such credit shall be applied to the outstanding balance of such Working Interest Owner in the
same manner as revenue in the month in which the inventory adjustment is applied, and if the amount of
such credit is sufficient for the Working Interest of such Working Interest Owner to revert to it pursuant to the
terms hereof, such Working Interest shall revert, and the amount of any net credit remaining shall be paid to

Working Interest Owner.

12.4 Payoff of Non-Consent Party's Unpaid Balance: Any Non-Consenting Party shall have the
right, at any time, to pay off the amount of its net unpaid balance and, in the event that any Non-Consenting
Party exercises this right, the Working Interest of such Non-Consenting Party shall revert to it on the month
following the month of such payment. '

ARTICLE 13
NON-UNITIZED FORMATIONS

13.1 Right to Operate: Any Working Interest Owner that now has, or hereafter acquires, the right
to drill for and produce oil, gas or other minerals other than from the Unitized Formation shall have the right to
do so notwithstanding this Plan of Unitization. [n exercising the right, however, the Working Interest Owner
shall exercise reasonable precaution to prevent unreasonable interference with Unit Operations. No Working
Interest Owner shall produce Unitized Substances through any well drilled or operated by it. If any Working’
Interest Owner drills any well(s) into or through the Unitized Formation, the Unitized Formation shall be
protected in a manner satisfactory to Working Interest Owners so that the production of Unitized Substances

will not adversely be affected.

13.2  Multiple Completions: No well now or hereafter completed in the Unitized Formation shall
ever be completed as a multiple completion with-the Unitized Formation and any other formation unless such
multiple completion and the subsequent handling of the muitiple completion is approved by Working Interest
Owners in accordance with the voting procedure set out in Section 4.3.2 of this Agreement.

ARTICLE 14
TITLES

14.1 Title Information: The Working Interest Owners of a Tract shall furnish and make available
to the Unit Operator the most recent title opinion and supporting documents, which may or may not include
updated abstracts to title, together with all other title information in the possession of such Lessees, affecting
their title and that of their Royalty Owners to the Oil and Gas Rights in and to such Tract.

142  Warranty and Indemnity: Each Working Interest Owner represents and warrants that it is
the owner of the respective Working Interests set forth opposite its name in Exhibit “D" and agrees to
indemnify and hold harmless all other Working Interest Owners from any loss due to failure, in whole or in
part, of its title to any such interest, except failure of title arising out of Unit Operations; however, such
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indemnity and any liability for breach of warranty shall be limited to an amount equal to the net value that has
been received from the sale or receipt of Unitized Substances attributed to the interest as to which title failed.
Each failure of title will be deemed to be effective, insofar as this Agreement is concerned, as of 7:00 a.m. on
the first day of the calendar month in which such failure is finally determined, and there shall be no retroactive
adjustment of Unit Expense, or retroactive allocation of Unitized Substances or the proceeds therefrom as a

result of title failure.

14.3 Failure Because of Unit Operations: The failure of title to any Working Interest in any Tract
because of Unit Operations, including nonproduction from such Tract, shall not change the Unit Participation
of the Working Interest owner whose title failed in relation to the Unit Participation of the other Working
Interest Owners at the time of the title failure.

ARTICLE 15
LIABILITY, CLAIMS, AND SUITS

15.1 Individual Liability: The duties, obligations, and liabilities of Working Interest Owners shall
be several and not joint or collective; and nothing herein contained shall ever be construed as creating a
partnership of any kind, joint venture, association, or trust among Working Interest Owners. Each party here
to shall be individually responsible for its own obligations as herein provided.

15.2 Settlements: Unit Operator may settle any single damage claim or suit involving Unit
Operations if the expenditure does not exceed fifty thousand dollars ($50,000.00) and if the payment is in
complete settlement of such claim or suit. If the amount required for settlement exceeds the above specified
amount, Working Interest Owners shall assume and take over the further handling of the claim or suit unless
such authority is expressly delegated Unit Operator. All costs and expense of handling, settling, or otherwise
discharging such claim or suit shall be an item of Unit Expense. If a claim is made against any Working
interest Owner or if any Working Interest Owner is sued on account of any matter arising from Unit
Operations over which such Working Interest Owner individually has no control because of the rights given
Working Interest Owners and Unit Operator by this agreement and the Unit Agreement, the Working Interest
Owner shail immediately notify the Unit Operator, and the claim or suit shall be treated as any other claim or
suit involving Unit Operations. '

15.3 Indemnification of Unit Operator: The Working Interest Owners agree to indemnify and hold
harmless the Unit Operator from each of the following losses:

(a) Bankruptcy or misappropriation of funds by a drilling contractor to whom a prepayment of
intangible drilling costs has been paid for a well to be drilled in a subsequent year. The loss of such
prepayment shall constitute an individual loss to the parties making such prepayment.

(b) Any adverse loss or tax consequence incurred as a result of a tax court or any other
governmental agency not allowing the deduction of any intangible investment, for any reason.

15.4  Governmental Rulings: Non-Operators agree to release Unit Operator from any and all
losses, damages, injuries, claims and causes of action arising out of, incident to or resulting directly or
indirectly from Unit Operator's interpretation or application of rules, rulings, regulations or orders of the
Department of Energy or predecessor agencies to the extent Unit Operator's interpretation or application of
such rules, rulings, regulations or orders were made in good faith. Non-Operators further agree to reimburse
Unit Operator for their proportionate share of any amounts Unit Operator may be required to refund, rebate or
pay as a result of an incorrect interpretation or application of the above noted rules, rulings, regulations or
orders, together with the Non-Operators' proportionate part of interest and penalties owing by Unit Operator
as a result of such incorrect interpretation or application of such rules, rulings, regulations or orders.
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ARTICLE 16
INTERNAL REVENUE PROVISION

16.1  Internal Revenue Provision: Each Lessee hereby elects that it and the operations covered by
this Agreement be excluded from the application of Subchapter K of Chapter | of Subtitle A of the Internal
Revenue Code of 1986, as amended, or such portion thereof as the Secretary of the Treasury of the United
States or his delegate shall permit by election to be excluded therefrom. The Unit Operator is hereby
authorized and directed to execute on behalf of each Lessee such additional or further evidence of said
election as may be required by regulations issued under said Subchapter K, or should said regulations
require each Person to execute such further evidence; each Lessee shall execute or join in the execution
thereof. The election hereby made and the other provisions of this Articie shall apply in like manner to
applicable state laws, regulations, and rulings now in effect. In making this election each of the Lessees
hereto hereby states that the income derived by it from the operations under this Plan of Unitization can
adequately be determined without the computation of partnership taxable income.

16.2  Governmental Fines, Penalties: All fines, interest, penalties, etc., leveled by the Department
of energy or other governing authority shall be paid for out of the Joint Account. Furthermore, if the DOE
determines an overcharge has occurred, each party agrees to pay to Unit Operator his share of the
overcharge. Unit Operator shall forward this payment to the Agency. If any Overriding Royalty Interest or
Royaity Interest Owner refuses to pay his share of the overcharge; then (1) his share of the overcharge shall
be charged to the Joint Account; and, (2) if he later pays his share, either with cash or production, the Joint
Account will be reimbursed.

ARTICLE 17
NOTICES

17.1  Notices: Aill notices required hereunder shalil be in writing and shall be deemed to have been
properly served when sent by mail, telegram, fax, email, or electronic means to the address of each Working
Interest Owner as furnished to the Unit Operator in accordance with Article 4.1 of this agreement.

17.2 Notice of Transfer of Title: No change of title shall be binding on the Unit or the Unit Operator
until the first day of the calendar month next succeeding the date of receipt by the Unit Operator of evidence
satisfactory to it of change of such ownership. Each such transfer, assignment or conveyance, whether so
stating or nat, shall operate to impose upon the Person or Persons acquiring such interest the obligation of
the predecessor in interest with respect to the interest so transferred and shall likewise operate to give and
grant to the Person or Persons acquiring such interest all benefit attributable hereunder to such interest.

ARTICLE 18
WITHDRAWAL OF WORKING INTEREST OWNER

18.1 Withdrawal: A Working Interest Owner may withdraw from this Agreement by transferring,
without warranty of title either express or implied, to the Working Interest Owners who do not desire to
withdraw all its Oil and Gas Rights, exclusive of Royalty Interests, together with its interest in alf Unit
Equipment an in all wells used in Unit Operations, provided that such transfer shall not relieve such Working
Interest Owner from ay obligation or liability incurred prior to the first day of the month following receipt by
Unit Operator of such transfer. The delivery of the transfer shall be made to Unit Operator for the transferees.
The transferred interest shall be owned by the transferees, in proportion to the respective interests so
acquired, shall pay the transferor for its interest in Unit Equipment, the salvage value thereof less its share of
the estimated cost of salvaging same and of plugging and abandoning all wells then being used or held for
Unit Operations, as determined by Working Interest Owners. In the event such withdrawing owner's interest
in the aforesaid salvage value is less than such owner's share of such estimated costs, the withdrawing
owner, as a condition precedent to withdrawal, shall pay the Unit Operator, for the benefit of Working Interest
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Owners succeeding to its interest, a sum equal to the deficiency. Within sixty (60) days after receiving
delivery of the transfer, Unit Operator shall render a final statement to the withdrawing owner for its share of
Unit Expense, including any deficiency in salvage value as determined by Working Interest owners, incurred
as of the first day of the month following the date of receipt of the transfer. Provided all Unit Expense,
including any deficiency hereunder, due from the withdrawing owner has been paid in full within thirty (30)
days after the rendering of such final statement by the Unit Operator, withdrawing owner shall be relieved
from all further obligations and liabilities hereunder and under the Unit Agreement, and the rights of the
withdrawing Working Interest Owner hereunder and under the Unit Agreement shall cease’insofar as they
existed by virtue of the interest transferred.

18.2  Restriction of Disposition and Withdrawal: A Working Interest Owner shall not make any
disposition of a Working Interest which does not include a corresponding interest in the Unit Equipment. No
Working Interest shall be owned apart from a corresponding interest in the Unit Equipment and vice versa.
Notwithstanding anything set forth herein, Working interest Owners may refuse to permit the withdrawal of a
Working Interest Owner if its Working Interest is burdened by any royalties, overriding royalties, production
payments, net proceeds interest, carried interest, or any other interest created out of the Working Interest in
excess of 18.75% unless the other Working Interest Owners willing to accept the assignment agree to accept
the Working Interest subject to such burdens. No Working interest Owner shall be relieved of its obligations
hereunder during a blowout, a fire, or other emergency, but may withdraw from this agreement after
termination of such emergency, provided such Working Interest Owner shall remain liable for its share of all
costs arising from said emergency.

ARTICLE 19
ABANDONMENT OF WELLS

19.1 Rights of Former Owners: If Working Interest Owners elect to permanently abandon any
Unit well prior to termination of the Unit, the Unit Operator shall give notice thereof to the Working Interest
Owners of the Tract on which the well is located, and they shall have the option for a period of sixty (60) days
after the sending of such natice to notify the Unit Operator in writing of their election to take over and own the
well. Within ten (10) days after the Working interest Owners of the Tract have notified the Unit Operator of
their election to take over the well, they shall pay the Unit Operator, for credit to the joint account, the amount
estimated by Working Interest Owners to be the net salvage value of the equipment in and on the well. The
Working Interest Owners of the Tract, by taking over the well, agree to promptly and effectively seal off and
protect the Unitized Formation in a manner satisfactory to the Working Interest Owners, and upon
abandonment to plug the well in compliance with applicable laws and regulations.

19.2  Plugging: If the Working interest Owners of a Tract do not elect to take over a well located
within the Unit Area that is proposed for abandonment, Unit Operator shall plug and abandon the weli in
compliance with applicable laws and regulations of the Qil Conservation Division of the State of New Mexico
with the expense of plugging be charge to the joint account.

ARTICLE 20
MAINTENANCE OF UNIFORM INTEREST

20.1 Maintenance of Uniform Interest: For the purpose of maintaining uniformity of ownership in
the oil and gas leasehold interests covered by this agreement, no party shall sell, encumber, transfer or make
other disposition of its interest in the lease embraced within the Unit Area and in wells, equipment and
production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Unit Area.
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Every such sale, encumbrance, transfer or other disposition made by any party shall be made
expressly subject to this agreement and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners,
Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full authaority
to receive notices, approve expenditures, receive billings for and approve and pay such party’s share of the
joint expenses, and to deal generally with, and with power to bind, the co-owners of such party's interest
within the scope of the operations embraced in this agreement; however, all such co-owners shall have the
right to enter into and execute all contracts or agreements for the disposition of their respective shares of the
oil and gas produced form the Unit Area and they shall have the right to receive, separately, payment of the
sale proceeds thereof.

ARTICLE 21
EFFECTIVE DATE AND TERM

211 Effective Date: This Agreement shall become effective when the Unit Agreement becomes
effective. Upon its effective date, this Unit Operating Agreement shail supercede and supplant any and all
previously existing operating agreements covering the Unitized Formation, or any portion thereof.

21.2 Term: This agreement shall continue in effect so long as the Unit Agreement remains in
effect, and thereafter until (a) alfl Unit wells have been plugged and abandoned or turned over to Working
Interest owners in accordance with Article 19 and Article 21; and (b) all Unit Equipment and real property
acquired for the joint account have been disposed of by Unit Operator in accordance with instructions of
Working Interest Owners; and, (c) there has been a final accounting.

ARTICLE 22
ABANDONMENT OF OPERATIONS

22.1  Termination: Upon termination of the Unit Agreement, the following will occur:

2211 Qil and Gas Rights: Oil and Gas Rights in and to each separate Tract shall no longer be
affected by this agreement, and thereafter the parties shall be governed by the terms and provisions of the
leases, contracts, and other instruments affecting the separate Tracts.

22.1.2 RBight to Operate: Working Interest Owners of any Tract that desire to take over and continue
to operate wells located thereon may do so by paying Unit Operator, for credit to the joint account, the net
salvage value, as determined by Working Interest Owners, of the casing and equipment in and on the wells
taken over and by agreeing upon abandonment to plug each well in compliance with applicable laws and
regulations of the Oil Conservation Division of the State of New Mexico.

22.1.3 Salvaging Wells: Unit Operator shall salvage as much of the casing and equipment in or on
wells not taken over by Working Interest owners of separate Tracts as can economically and reasonably be
salvaged, and shall cause the wells to be plugged and abandoned in compliance with applicable laws and
regulations.

22.1.4 Plugging_and Abandoning Wells: The responsibility and expense of plugging and
abandoning all wells not taken over by individual Working Interest Owners pursuant to Paragraph 22.1.2
hereof, shall be borne by the Working Interest Owners. It is expressly understood that upon termination of
this Unit Agreement, the responsibility and expense of plugging wells in compliance with all applicable laws
and regulations shall rest with all of the Working Interest Owners of the Unit.
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22.1.5 Distribution of Assets: Working interest Owners shall share in the distribution of Unit
Equipment, or the proceeds thereof, in proportion to their Unit Participation.

22.1.6 Obligations Payable After Termination: If any liability or obligation incurred prior to
termination of the Unit shall accrue and become payable thereatfter, the account shall be borne and paid as
Unit Expense in the same manner as if it had accrued prior to termination of the Unit.

ARTICLE 23
RIGHTS OF WAY AND EASEMENTS

23.1 Assignment to Unit Operator: Each Working Interest Owner having rights of way, easements
or leasehold interest in surface sites necessary for Unit Operations hereby agrees to assign, to the extent of
its right and interest, to Unit Operator for the benefit of the Working Interest Owners, a non-exclusive right
and interest in and to such interest.

23.2  Bental Payments: The owners of such interest agree to make any rental payments which
may become due to avoid termination of any such interest for failure to make such payment prior to thirty (30)
days beyond the date formal assignment of such interest to Unit Operator is accomplished as described in
Section 22.1 above. Any payments made under this paragraph shall be considered a direct charge under

Unit Expense.

23.3 Rights of Unit Operator: Such interest described in Section 21.1 above, shall continue with
Unit Operator for so long as such are used for Unit Operations.

ARTICLE 24
EXECUTION

24.1 Original, Counterpart, or Other Instrument: An owner of a Working Interest may become a
party to this agreement by signing the original of this instrument, a counterpart thereof, or other instrument
agreeing to be bound by the provisions hereof. The signing of any instrument shall have the same effect as if
all the parties had signed the same instrument.

ARTICLE 25
SIGNING, RATIFICATION OR APPROVAL

25.1  Qriginal, Counterparts or Ratification: This Unit Agreement and Unit Operating Agreement
may be signed, ratified or approved by signing the original of this instrument, a counterpart, or other
instrument adopting the provisions hereof, all with the same effect as if a Person had signed the same
instrument.  Persons signing, ratifying or otherwise approving this Agreement thereby agree to all the
provisions thereof.

25.2  Joinder in Dual Capacity: The signing, ratification or approval of this Unit Agreement and Unit
Operating Agreement as herein provided by any Person as either a Lessee or as a Royalty Owner shall
commit all interests that may be owned or controlled by such Person.

25.3 Heirs, Successors and Assigns: The signing, ratification or approval of this Unit Agreement
and Unit Operating Agreement shall be binding upon the heirs, personal representatives, successors and
assigns of the Persons so signing, ratifying or approving the same.
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Executed as of the day and year first above written.

UNIT OPERATOR

oma limted llability company

TF

Chesapeake Exploration, L.L.C., an Ok

By
Henry J. Hood, Se}io(gice Presiden((l_aaémd Legal & General Counsel \@

Date of execution 8-29-09

STATE OF )
) SS: INDIVIDUAL
COUNTY OF
Before me, , a Notary Public in and for said County and State,
on this day personally appeared to me known to be the identical
person who executed the within and foregoing instrument and acknowledged to me that executed the

same as free and voluntary act and deed for the uses and purposes therein expressed.

Given under my hand and seal of office this day of , 2007.

NOTARY PUBLIC

My Commission Expires:
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STATE OF _OKlahorma )
) SS

COUNTYOF _O¢tlahoma )

Acknowledgement in a Representative Capacity

This instrument was acknowledged before me on g-a9-01 Date

By Hehr'y J, Hood
Name(s) of Person(s)
”chrr J, HoOJI Senior Vice Lras Lent

As Land 5“-251‘4 Gentra| Counse/ of C/(esqrpeqke fx!/q..f-‘aul Loke Qo
Type of Authority;E.G. Officer, Trustes, etc Name of Party on behalf of whom instrument was executed
R, 2}.‘7 (D-Ao A'.“!H

S EROHy, 7,

< q:.;;éx PV 7% ‘2:% Signature of Notarial Officer

",

My Commission Expires: (l-0/-09
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Attached to and made a part of _____thut certain Operating Agreement dated __August 1, 2007 by and between Chesapenke
Exploration, L.1..C. as Operator and as Non-Operator

EXHIBIT “E”

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

“Juist Property”  shall mean the real and  personal  property  subject 1o the agreement to which this  Accounting  Procedure
is attached.

“loint  Operations”  shall  mean  all  operations  necessasy  or  proper  for  the  development,  operation,  protection  and
maintenance of the Joint Property.

“Joint  Account”  shall mean the  accoumt  showing  the charges paid and  credits  received  in the  conduct of the  Joint
Operations and which are to be shured by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties w0 this agreement other than the Operator.

"Parties” shall mean Operator and Non-Operators,

"First  Level  Supervisors”  shall  mesn  those  employees  whose  primary  function  in Joint  Operations  is  the  direct
supervision  of  other  employees  andfor  contract Jabor  directly  employed  on the  Joint  Property in a field  operating
capacity.

“Technical  Employees”  shall  mean  those  employees  having  special  and  specific  engineering,  peological  or  other
professional  skills. and  whose primary function in Joint  Operations is  the handling of specific  operating  conditions  und
problems for the beaefit of the Joint Property.

"Personal Expenses” shatl mean travel and vther reasonable reimbursable expenses of Operator's employees.

“Material” shall mean personal property, equipment or supplies acquired ur held for use on the Juint Property.

"Controllable  Material®  shall mean  Material  which  at the time is so classified in  the Materal Classification  Manual  as

mast recently recommended by the Council or Petroleum Accountants Societies.
2. Statement and Billings

Operator  shall  bill Non-Operators  on - or - before the  last day of cach month  for  their  proportionate  share  of  the  Joint

Account  for  the preceding  momh.  Such  bills  will  he  acc ied by which identify  the  authority  for

expenditure,  lease  or  facility.  and  all  charges  und  credits  summarized  hy appropriate  clussifications  of  investment  and
expense  except  that  jtems  of  Controlluble  Material  und  onususl  charges  and  credits  shall  be  separately  idemiified  and

Tully deseribed in detail.
3 Advances and Payments by Non-Operators

A. Unless  otherwise provided  for in the agreement,  the  Operator  may require  the  Non-Operutors  to advance  heir
share of  estimated  cash outlay  for  the  succeeding  month's  operation within fifteen  (15)  days  after  receipt  of  the
billing or by the fiest duy of the month for which the advance is required, whichever is later. Operator shall  adjust

each monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operawr shall pay its proportion of all bills within fifieen (15} days after receipt. I payment i not made

within such lime, the unpaid bulance shall bear interest monthiy at the prime rite in effect at _Baek One of Oklahoma, NA, «2%

on the ltest day of the manth in which delinguency aceurs plus 1% or the

is locoted.

madimum contract rate penmited by the appliceble wsury laws in the stite in o which the  toint Propenty
whichever @5 the lesser. plus altorney's fees. court costs. and other costs in connection with  the  collection of  unpaid
Amounts.

Operator may. at its option. choase to substitute nther penalties described elsewhere in this Agreement for failure 1o pay bills within the (ifieen
{15) day Ume rame described ithove,

4 Adjustments

Paymenl of sny such bills shall not prejudice the rght of any  Non-Operator  to protest or question the  correctaess  thereal:
provided,  however.  all bl and  statements  rendered o Non-Operators by Operator duding  any  calendar  year  shall
conclusively  be  presumed to be  tue and comect after  twenty-four (24)  months  following  the end  of any  such  culendar
year, unless  within  the  said  twenty-four  (24) month  pericd a Noa-Operator  Gikes  writien exception  thereto and  makes
chiim on Operstor for adjustment. Noadjustment  favorable @ Operator shall be made unless it is made  within the  same
preseribed  period. The  provisons of this paragraph skall not provent adjustments resulting from a o physical  inventory ol

Controflable Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Socicties,
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Operator shatl charge the Joint Account with the following items:

0,

Audits

Ao A Non-Opeator,  upan notice in writing o Operator - and all other Non-Operators,  shall - have e ight 10 andit
Operator's weeounts and reeords eliing o the Joint Account fur any  calendur year  within the  twenty-four
(24) month  period  foflowing  the end of such  caleadwr  yedr provided, however, the  muaking  of an awdit shull  not
extend  the time  for  the  taking  of  written  exception 0 und  the  adjustments  of  accounts  as provided  for  in
Puragraph 4 of  this  Section 1. Where  there  are two  or  more  Non-Operators,  the  Non-Operates  shall  make
every reasongble  effort o conduet w4 joint audit in @ manner  which  will result in @ minimum  of inconvenience
W the  Opermor. Operator shall  hear no partion of  the  Non-Operators'  awdit  cost incurred  under  this
paragraph  unless  ugreed w0 by the  Opermtor. The  sudits  shal oot be  conducted  more  thun  once  each  year
without  prior  approval  of  Operator,  except  upon  the  wesignation  or  removal  of  the  Operatoe, and  shall be  made

at the expense of those Non-Operasors approving such audit.
B.  'The Operator shall reply in wiiting to an audit report within 180 days after receipt of such report.
Approval By Non-Operators
Where an approval or other agreement of the Parties or  Non-Operators is  expressly required  under  other  sections  of  this
Accounting  Procedure and if  the  agreement 10 which  this  Accounting  Procedure s anached  contins no

contrary  provisions  in regand  thereto,  Operstor  shall  natify  all Non-Opertors of  the  Operaofs  proposal,  and  the

agreement or approval of a majority in interest of the Non-Operators shalt be controlling on all Non-Operators.

1I. DIRECT CHARGES

Ecol

gical and Envir
Costs  incurred  for  the  benefit of the Joint Propety us a rnesult of  goveramental  or  regulatory  requirenients o satisty
eavironmental  considerations  applicable 10 the  Joimt Operations.  Such  costs  may include  surveys of an  ecological  or

archaeological nature and pollution control procedures as required by applicabie taws and regulations.
Rentals and Royalties
Lease rentals and royalties paid hy Operator for the Joint Operations.

Labor
and/or consultants
A, (1) Saluries and  wages of Operator's  field  employees  directly  employed  on the  Juint Property in the  conduct  of

Joint Operations.

(2)  Salaries of First level Supervisors in the field.
and/or consultants
. . - . .

(3} Salries and  wages  of  Technical Employees  direetly  employed  on the  Joint  Propecty  if such  charges  ane

excluded from the overhead rates,

and/or consultants

(4} Salwies  und  wages  of  Technical  Employees  cither  temporarily  or permanently  assigned w0 and direetly

employed in the operation or the Joint Property it such charges are excluded from the overhead rates.

B Operstors  cost of  holiday,  vecation.  sickeess  and disubitity benefits and other  customary  aHowanees  paid

employces  whose  salaries and - wages  are chargeable  to the  Joint  Account  ander  Paragraph 3A of this  Section I

Such costs onder this Paragraph 3B may be charged on o “when and as paid  basis” or by percentage  ussessment”
o the amount of salaries  and  wages  chargeable o the foint Account under Daragraph 3JA of  this Secton L IF

percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditres  or  comtribmions made  pursuant 10 assessiments imposed by governmental  authority  which are

applicable to Operator’s coats chageable to the Joint Account under Paragraphs 3A and 3B of this Section 11

D, Personat Expenses of  those  employees  whose  saludes  and wages e chaspesble o the Joint Account  under

Paragraphs 3A and 3B of this Section (L

Employee Benefits

Operator's — corent costs or - established  plans for - cmployees”  group life  insurance,  hospitalization, peasion,  retirement,

stk purchase,  (heift. bonus. and other benefit plans of 4 dike  aawre, applicable o Operatoc’s Tabor cost chargeable ta the

loint - Account under Paragraphs 3A und 33 of this Secion 11 shall be Operators actual cost nat o exceed  the percent

nost recently recommended by the Couneil of Petroleum Aceountants Socictics.
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Material

Material  pwichased o furnished by Operator for use  on the Joint Property a8 provided  wader Section IV, Only  such
Material  shall be  purchased  for  of transferred 10 the  Joint Property  as  may  be oeguired fr nmedisie use and s
casenuhly  practical und  consistent  with  efficient and  economical  operations.  The  securmulation  of  surplus  siocks  shall be

avaided.
‘Trunsportstion
Transportation of employees and Materiul necessary for the Inint Operations but subject 1 the following limitstions.

A, If Matenal is moved o the Jeint Property from  the Operstor's warchouse or  other properties, no  charge shall  be
made w the Joint Account for a distance greater than the distance from  the newrest reliuble supply store where  like

material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Paties.

B. If sorplus Muterial is moved o Operator's warehouse or other storage point, no charge shail be made o the Joint
Account for a distance greater  (han  the distance o the  nearest reliable  supply store  where like  material is  normaily
available, or railway receiving  point nearest the Joint Property  unless agreed o by the  Parties. No  charge  shall be
made to the Juint Account for moving  Material W other propenties  befonging o Operator. unless  agreed o by the
Parties.

C. In he application of subparagraphs A and B sbove, the option to  equalize or  charge  actual  wucking  cost s
available when the actual charge is $40) or less  excluding  accessorab  charges. The $400 will be adjusted to  the

amount most recently recommended by the Council of Petroleum Accountants Societies.
Services

The cost of contract services, equipment and  utilities provided by outside  sources, except services excluded by Paragraph
10 of Section I and Paragraph i ii. and i, of Section IIL The cost of professional  consultant  services  und  contruct
services  of technical  personnel  directly cngaged on the Joint Property i such  charges  are  excluded  from  the  overhead
rates. The cost of professional consultant  services or contract services  of technical persoanet not directly  engaged on the

Taint Property shull aot be charged ta the Juint Account unless previously agreed to by the Parties.
Equipment and Facilities Furnished By Operator

AL Operator  shall  charge the  Joint  Account for use of Operator owned  equipmem  and  facilities  al  rales  commensurate
with costs  of ownership  and  operation. Such  rates  shall  include  costs  of  maintenance.  repairs.  other  operating
expense,  insurance.  taxes.  depreciation.  and  interest  on gross  investment  less  accumulsted  deprecimtion not

exceed _ ten percent ( 10 ) per annum. Such rates shall not exceed average commercial

rutes currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in Paragraph 8A  sbove, Operator may elect o use average commercial rates  prevailing in the
immediate  area  of  the  Juint Propeny  bess—2456, For  astomuotive  equipment. Operator may  clect w00 use rates

published by the Pewroleum Motor Transport Associztion.
Darnages and Losses to Joint Property

Alt costs or expenses  necessary  for  the  repair or  replwement of Joint Property  made  necessary  because  of  dumages  or
losses  incurred by fire,  floed,  storm,  theft,  accident,  or  other  cause.  except  those  resulting from Operator’s  gross
regligence  or - willful - miscondoct.  Operator  shall  fumish  Non-Operator  weittea notice of - damages  or  losses  incurved  as

soon as practicable after a report thereol has been received by Operator.

Legal Expense )
tithe m/\d regulatory work,

. . . " /
Cxpense  of  handling,  investigating  and - sewling  liigaion o cluims. discharging  of  liens.  payment  of  judgments  and

amounts  puid  for settlement of  cliims  dncurned  in o pesuling from operations under  the  agreement  or  necessmy o

protect or recover e Joiat Property. escept—hot herr 2ot —betrites o Operai e logal—stai Fous s £
YREN TSN THNCTICI SR V1) B RSPV B b ——prrovieirly s } —hy g} Pitstios A —athar—Josid Fvis RNV WP | b
PR ! et drasd b b e S b HE Lo, h i SRV I OGN WY Hepstiiss + oo bt Brusctd
Y 1 = i3 t4 ie =f e S
F-Pasagruph-t-
Taxes

Al taxes of every kind and nuture ussessed or levied upon or in connection  with the  Toint Property. the  operation thereof,

ot the production therefrom. and which taxes have heen puid by the Operator o the henefit of e Parties. I the ad
valorom taxes  ane hased  in whole  or dn purt upon separute valuations  of  cach  patys  working  interest. then
nawithstding  anything W the contrary herein, charges o the Jaint Account shall he made and paid by the  aies

herete i sccordance with the lax value generated by cach party's wanking iuerest.
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Insurance

Net preminms paid o insurnce wquied 0 he carded foe the Joi Operationg tar the protection of the Parties. In the

event Joint Operations are conducted  in o stme in o which  Operator  may’ act sy aeftinsurer for - Worker's  Compensation

and/or Employers  Liahility  under  the respective state’s laws,  Operstor oy, w0 its clection, include the msk under s oselt-

insurance program und in that event. Operator shali include a charge at Operaton's cost aot o esceed manual rates.

Aband and Rect §

Costs ancurned for abandonment of  the  Joint Property.  including  costs  required by povernmental  or other  regulatory

authority.

Communications

Cost of  acyuiring,  leasing.  installing.  operating.  repairing und  mointaining  communication  systems. including radio and
microwave  fucilities  direcdy  serving  the  Joint Property. In the cvent  communication  failities/systems  serving the loim

Praperty are Operator owned, charges w the Joint Account shall be made as provided in Paragraph 8 of this Section 11
perty o ¢ P L2rap

Other Expenditures

The cost of Operator’s Field Offices not covered in Section HL or any

Ay other cxpenditure ot covered o dealt with in the foregoing provisions of this  Section {L or in Section Ul and which
ts of direet benefit w the Joimt Property and is incurred by the Operator in the necessary and  proper conduct of the  Joint
Operations.

I1l. OVERHEAD
Overhead - Drilling and Producing Operations
services  and

8 As adminisirative.

dritling and producing operations on either:

compensation ot supervision,  office warchousing  costs, Operator shall  charge

{ X ) Fixed Rute Basis, Paragraph [A. or
( 1 Percentage Basis. Paragraph 1B

Unless  otherwise  agreed w0 hy the  Purties, such  charge shall be in licu of costs and  cxpenses of  all offices  and

salagjes  or wages  plus  applicable  burdens  and  expenses  of  all  persoanel. except  those  direcdy  chargeable  under

Paragraph  3A. Section (L Fhe—eont-—and Tt f——tepvices—i s R L g
& H b b i v et i Loy 1 ™ hald g o et . TS PR |
e 2
the head—riHes—f Jad—f the—ab loctod— ol this—Svet e . 4 ) we
2 f
Ita-b 2V v NPTY 1s TP Y et 3
& 4 =

t. The salaries.  wages  and  Personal  Txpenses  of - Technical  Employees  andfor  the  cost of  professional  consultant

services and contract sepvices of techpical personnel directly employed on the Juint Property:

3 ) shall be covered by the overhead rates, or

(X ) shall not he cavered by the overhead raws.

. The salaries. wages and  Personmat  Expenses  of  Technicul  Employees  andor  costs of - professional  consultant  serviees

and  contract services  of  technical  personnel  cither temporarily  or  permanently  assigned 10 and  direelly  employed  in

the operation of the Toint Property:

{ 3 shall be covered by the overhead rates. or
{ X ) shall nothe covered by the overhead rates.

A. Overhead - Fixed Rate Basis
t1y  Operator shall charge the Joimt Account at the fallowing rates per well per month:

Drilling Well Rate § 8,500.00

tPyorated for less than 4 full month)

Producing Well Rae $___850.00

2} Apphication of Ohverhewd - Preed Rute Basis shall be as follows:

i) Iwilling Well Rate .
lecation work begins

i1y Charges  for drilling  wells shall begin on the diie dwe—wel—in—spudded  and  lorminate on the Jdaie

the drilling g, completion g, or other uwnits wsed in completion ol dhe well s reheased, whichever
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s later, vxvept thit no charge  shall bhe made during  suspension  of dolling o completion  operations

for fifteen (15 or more consecutive calendar days.

(2} Charges  fir  wells  undergoing  any  type  of  workover  or  recompletion  for a perod  of  five  (5)
consecutive  work  days  or more  shall be  made at  the drilling  well  rate. Such  charges  shall  be
applied  for  the period  from  date  workover operations.  with rg  or  other  units  used in workover,
commence  through  date  of rig  or other unit rciease, except that no charge  shall be made during

suspension of operations for fifteen (15) or more consecutive calendar days.
(b)  Producing Weli Rates

(1) An active well either produced  or injected  into for any ponion of the momh shail be  considered as

4 one-well charge for the entire month,

(2) Fach  active  completion  in 4 multi-completed  well  in which  production is not commingled  down
hole  shall be considered us a4 one-well  charge  providing  cach  completion s considered a4 separate

well by the governing regulatory authority.

(3)  An  inwsctive  gas  well  shut  in because  of overproduction  or  failure  of  purchaser o tuke  the
production  shall  be  considered  as a  one-well  charge  providing  the gas  well s disectly  connected w0

u permanent sales outlet.

4) A one-well  charge  shall be made for the month  in which plugging and  abund operations
are  completed  on any  well.  This  one-well charge  shall bhe made whether or not  the well  has

produced except when drilling well rate applies.

(5) ANl other inactive  wells  (including but not limited to inactive weils covered by unit  allowable, lease

altowable, ranstermed allowable, ete.) shall not qualify for an overhead charge,

(3) The well rates shall be adjusted as of the first d.ny of Annl each year following the effective date of the
A A . e_&e:c:n( increase or dccrinse publlsheg b! COP4$
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Overhead - Major Construction

To caompenuie Operstor for overhead  costs dncwred  in the construction and installation of  fxed  ussets. the  expansion of

fieed assets. andany other project clewly discernible as a0 fiaed asset reguired  for the development and operation of  the

lvine - Property. Operator - shall cither negotie a0 e prior w the heginaing o construction, o shall churge  the Join

Acvonnt for overhead based on the fllowing rages for sy Major Construction projectin excess of' § SOA0000
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Al S0 % of fust STONI0 o totad cost it less, plas
! . LU %o costs in excess of $T0.000 but less than $1.000,XK), plus
2
3 C. 20 %of costs in exvess of §LAKLOON,
4
$ Tatal cost shall mean the gross cost of any one project. For the purpase uf this paragraph. the component parts of a single
o project shall not he  treawed  sepurately und the cost of drilling and  workover  wells. and  artificial  lint eyuipment  shail  be
! excinded.
8
? kN Catastrophe Overhend e
10
1 To compensate  Operator  for  overhead  costs incwired  in the event of expenditures  resulting  from  a single  occurrence  Jue
12 W oil spill. blowout,  explosion,  fire,  storm,  hwricane.  or  other  catsstrophes  as agreed to by the  Parties,  which  are
13 necessary o restore the  Joint Property  to the  equivalent  condition  that  existed  prior  t0 the  event  causing  the
14 expendditures,  Operator  shall  either  negotlute 3 me prioe W charging  the Joint Account or shall charge she  Juint Account
15 fur uverhead bused on the following rates:
16
17 A 5.0 ___ % of wotal costs through $HKL000: plus
18
19 B. 340 % of total costs in excess of $100.000 hut less than $ 100,000 plus
20
2 C. 240 % ol total casts in excess af $ 14000600,
22
2 Expenditires  subject  to the  overheads  above  will not  be  reduced by insurance  recoveries, and no  other  overhead
u provisions of this Section [i shall apply.
25
26 4 Amendment of Rates
27
28 The overhead rates  provided for in this Section M1 may be amended from tim¢ to time only hy mutual agreement
29 between the Parties hereto if. in practice, the rates are found to be insufticient or excessive.
R
k1|
R V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS
3
M Operator  is  responsible  for - Joint - Account Maerial - and - shall  muke  proper  and  timely  charges  and  credits  for  all  Material
s movements  affecting  the  Joint Property. Operater shall - provide  all - Materdal  for  use  on the  Joint  Property:  however.  at
6 Opermors  option. such  Materidl may  be  supplied by the  Non-Operator.  Operator  shall muke  timely  disposition  of idie  and/or
v swrplus  Material,  such  disposal  being  made  cither  through  sale o Operator  or  Non-Operstor,  division  in kind, or  sale 1o
R ousiders.  Operator - may  purchase. bot shall  be  under  no obligation o purchuse.  interest  of  Non-Operators  in - surplus  condition
Y A or B Muterial. The disposal of swiplus Controlluble Material not purchased by the Operator shafl be agreed 1o hy the Parties.
40)
41 L Purchases
42
43 Material  purchased  shall be  chirged  at the price paid by Operator after  deduction of  all  discounts  veceived. In case  of
A Mawrial found w0 be defective or rewmed to vendor for any  other reasons,  credit shall be pussed  to the  Joint Account
45 when adjustment has been received by the Operator,
46
47 2 Transfers und Dispositions
48R
A Material  furnished o the Joint Property and - Material  transferred  from  the  Joimt Property  or  disposed  of by the Operator,
R unless otherwise agreed to by the Parties, shatl be priced on the following husis exclusive of cash Siscounts:
51
52 A, New Materiat (Condition A}
s3
54 (1} Tubular Goods Other than Line Pipe
hh
56 () Tubular  gowds.  sieed 2 W& inches  OD and  farger. except line  pipe. shal be  priced  at Eastern mill
M published  cadload base  prices effective as of  date of movement  plas  transportation cost using  the  RO.000
8 pound  cardoad  weight - Basis w o the  railway  receiving  poist nearest  the  Toint Propeny  for which
59 published  rait raes for ubular goods exist, I the 8O0 pound  rail rate is not offered, the 70000 pound
it or YO0 pound wnl e may  he used. Preight churges for tubing will be  caleulated  from Lorsin,  Ohio
6l and casing from Youngstown, Ohio.
62
63 (b For grades which are special 1o one mill only. prices shall be computed at the mill base of that mill plus
64 wanspontation cost from that mill 1o the  milway  receiving  point nesrest  the  Joint Propenty  as provided
63 shove an Parapraph - ZA0060). For o wansportation cost from points other than Eastern mills,  the 304040
66
67
(8]
oY
70

-6 -
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pound Oil Frel Haulers Association interstate truck vate shall be used.

()  Special end finish wbular gouds  shall be  priced  at the fowest  published  out-of-stock  price, Tob, Houston,
Texuns, plus  transportation  cost.  using  Oil Field  Havlers  Association  inwrstaie 30,000 pound  wek  cate,
1o the railway receiving point nearest the Joint Property.

() Macaroni whing (size less than 2 ¥R insch OD) shall be prived wt the lowest published out-of-siwk  prices
fob. the supplier plus  wansportation  costs, using the Oil  Field Haulers  Association  interstate  truck  rafe

per weight of tubing transferred, w the milway receiving point nearest the Juint Propenty,

Line Pipe

(a) Line pipe movements lexcept size 24 inch OD and larger with walls % inch and over) 30000 pounds or
more  shall be piiced under  provisions  of tubulr  goods  pricing  in Paragraph AD@)  as  provided  above.
Freight charges shall be calculated from Lotuin, Ohio.

(b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30040
pouads  shall be priced at Eastern mill  published  carload  huse  prices  effective a8 of e of  shipment,
/ plus 20 percent, plus trunsportation costs hased on  freight rates as set forth upder provisions of wbular
goods  pricing  in Paragraph  A.(1Na) as  provided above. Freight charges shall be calculated from  [Lorain,
Ohio.

(c) Line pipe 24 inch OD and wover and % inch wall und larger shall be priced fob. the point  of
manufacture ot current  new  published  prices  plus  wransportation  cost W the  railway  receiving  point
aearest the foint Property.

) Line pipe. including fubricated line pipe. drive pipe and conduit not listed on published price lists  shatl
be priced at quoted prices plus freight 0 the railway receiving  point  nearest the Joint Propenty o at
prices agreed to by the Parties.

Other Material shall be priced at the curent new price. in effect at dake of movement, as listed by a reliable

supply store nearest the  Joint Properly, or point of manufucture, plus  transpertation  costs, iU applicable. 1 the

raitway receiving point nearest the Juint Property.

Unused new  Material.  except  wbular  poods. moved Trom  the  Joint  Property shall be priced at  the curent

new  price, in effect on date of movement. us listed by u reliable supply store ncarest the Juint Propeny. or

point  of  manofactore,  plus Iransportation  costs. i applicable. o the  suilway receiving  point  nearest  the  Joint

Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(0) and (2).

Guood Used Material {Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
Al seventy-tive percent {75% ) of current nrew price. us deteemined by Pacagraph A

(2)  Maerial used on and moved trom the Joint Property

(w) AU seventy-five  pereent (75%) of cwment new  price. as  determined by  Pamagraph A, i Muterial  was

originally charged to the Joint Account as new Material or

(b) AL sixty-five percent (65%)  of corent new  price. as  determined by Paragraph AL it Maerial was

wriginally charged 1 the Joint Account as used Material
() Material not ased on und moved from the Toim Property
At seventy-tive percent (75%) of currenl new price as determined by Paragraph A.
The cost of reconditioning. it any, shull be shsorbed by the unsferring propeny.
Other Used Material
(1) Condition C
Material  which s not in o sound  and  serviceable  condition  and noc suiable  for its wciginat  function  until
after weeondivoning shall - be priced  at fifty  pocent (SBF) of  cormemt new  price as determined hy

Paragraph - A. The cos of reconditioning  shatl he charged W0 the  receiving propenty. provided  Condition

C value plus cost of reconditioning does notexceed Condition B value.
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The Operator shall mainain detatled records of Coniroliable Material,

B

(2)  Condition D

Material, excluding  junk, 0o longer suitable for its  original  puerpose, hut  ussbie  for  some  wher  pupose
shall be priced vn @ basis commensuraie  with dis use.  Operator may  dispose  of Condition D Material

under procedures nonmally used by Operatir without prior approval of Non-Operators.

(a) Casing, twbing, or drili pipe uvsed as line pipe shull be priced as Grade A and B scamless line pipe
of compurable size  and  weight Used casing, tubing or dnll pipe wilized as line pipe  shall be

priced ut used fine pipe prices.

(b) Casing, tubing or drill pipe used as  higher pressure  service  lines  than  stindard  line  pipe, e
power il lines, shall be priced under nomal  pricing  piocedures  for  casing, tubing, or  drill  pipe.

Upset tubular goods shall be priced on a non upset busts.
(3) Condition E

Junk  shall  be priced at  prevailing  prices.  Operstor may  dispose of  Condition  E Material  under

procedures normaily utilized by Operator without prior approval of Non-Operators.
D.  Obsolete Material

Material  which s servicesble and ussable for its  original  function but  comdition and/or  value of such  Material
it not equivakent to that which would justify a price us provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the  Joint  Account  being  charged with the value of the service
rendered by such Material.

E Prcing Conditions

(1) Loading or unloading costs may be charged 1o the Joint Account at the vate of twenty-five cents  (25¢)
per  hundred  weight  on il wbuler goods  movements.  in liew  of  actual  loading  or  unloading  costs
sustained wt the stocking puint, The above cale shall be wljusted a3 of the first day of April exch year
following Junuary |, {985 by the same percentage increase or  decrease  used 10 adjust overhead rates in
Section IIL Paragraph  LA.(3). Each year. the rate  calculated  shall he rounded o the nearest cent and
shall be the rmute in effect until the first Jay of Aprit next year. Such rate shall be published each year

by the Council of Perroleum Accountants Societies.

(2} Material involving  erection  costs  shall  be  charged  at  applicable  percenwge  of  the  current  knocked-down

price of new Material,
Premium Prices

Whenever  Material is not readily  obtainuble  at published  or listed  prices beeause  of  national  emergencies.  stikes  or  other
unusual causes  over  which the  Operator has ao conwol. the Operator may  charge  the  Joint  Account  for  the  required
Miterdal at the Operator's uactual cost incurred in providing such Material, in making it suitable for use. and in moving it

w the Joint Property: provided notice  in o owriting s fumished 10 Non-Opermtors ol the  proposed  charge  priar  to billing
Y. P # ™ props e p ¢

Non-Operttars  for such  Material, Bash—Maa-Operator—shal—h the—sighi—by beting 4 Ay O perat withisy
U ] Yy Y RPPTRN Y FaY 4 A fady—i Aeted—arbh + R oh £ — A4, 10l N Fer
" m t - Pt — it g s

e cceptiblo-to-Opertton
Warranty of Material Furnished By Operator
Operator does not wartant the Material  furnished. In case of defective Muerial. credit shall e be  pussed 1o the  Joint

Account unti] adjustment has been received by Operator from the manufacturers or their igents,

V. INVENTORIES

Periodic Inventories, Notice and Representation

At reasonable  intervals,  inventories  shall  be  taken by Operator of the  Joint Account  Controltable  Material.  Writien  notice
of imtention w0 take inventory shafl e given by Operator at least thiny (B days before any inventory is w0 begin s that
Non-Operators may  be  represented  when any  inventory s tuken. Failure of - Noa-Operators 0 be  represented  at an

inventory shall bind Non-Operators to aceept the inventory taken by Operator,
Reconcilistion and Adjustinent of Inventories

Adjustments 1o the  Joint Account wesulting from the reconciliation  of u physival  loveatey  shall be made wahin e

months ollowing  the  king o e fventory. Bventory adjustments shall be made by Operator 10 the Toint - Account (or
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averages und shortages, but, Operstor shall be held accountable only for shortages due to lack of reasonabile ditigence.

Special inventories

Special inventories may  be taken  whenever there is  any sale, change of interest, or change of Operator in  the  Joint
Property. It shall be the duty of the party selling w0 notufy all other Parnties s quickly as possible after the wansfer of
interest  takes  place. In such cases, both the sefier und the purchaser shall be govermed by such  inventory. In cases

involving a change of Operator, alf Paities shall be governed by such inventory.
Expense of Conducting Inventories

A, The expense of conducting pericdic  inventories  shall not be charged o the Joint  Account unless agreed o by the

Parties.

B, The expense  of conducting  special  inventories  shall  be  charged o the  Parties  reuesting  such  inventories,  except

inventories required due to change of Operator shall be charged o the Juint Account.




EXHIBIT “F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN UNIT OPERATING AGREEMENT DATED
AUGUST 1, 2007 BY AND BETWEEN CHESAPEAKE EXPLORATION, L.L.C., AS OPERATOR AND
, AS NON-OPERATOR

1. Operator shall procure and maintain, at all times while conducting operations under this Agreement,
the following insurance coverages with limits not less than those specified below:

A. Workers’ Compensation Statutory

Employer’s Liability $1,000,000 Each Accident
B. General Liability including bodily injury and
property damage liability $1,000,000 Combined Single Limit
C. Auto Liability $1,000,000 Combined Single Limit
D. Excess or Umbrella Liability $20,000,000 Combined Single Limit
E. Cost of Well Cantrol and Care, Custody and $5,000,000 Each Occurrence and
Control $250,000 CCC
F. Pollution Liability $20,000,000 Combined Single Limit
2. The insurance described in 1. above shall include Non-Operator as additional insured (except

Workers’ Compensation) and shall include a waiver by the insurer of all rights of subrogation in favor of Non-
Operator. Such insurance shall be carried at the joint expense of the parties hereto and all premiums and
other costs and expenses related thereto shall be charged to the Joint Account in accordance with the
Accounting Procedure attached as Exhibit "E" to this Agreement, unless prior to spud a party hereto who
desires to provide its own insurance or self-insurance provides Operator with a certificate of insurance
evidencing such individual coverage.

3. Operator shall endeavor to have its contractors and subcontractors comply with applicable Workers'
Compensation laws, rules and regulations and carry such insurance as Operator may deem necessary.

4. Operator shall not be liable to Non-Operator for loss suffered because of insufficiency of the
insurance procured and maintained for the Joint Account nor shall Operator be liable to Non-Operator for any
loss occurring by reason of Operator’s inability to procure or maintain the insurance provided for herein. If, in
Operator’s opinion, at any time during the term of this Agreement, Operator is unable to procure or maintain
said insurance on commercially reasonable terms, or Operator reduces the limits of insurance, Operator shall
promptly so notify Non-Operator in writing.

5. In the event of loss not covered by the insurance provided for herein, such loss shall be charged to
the Joint Account and borne by the parties in accordance with their respective percentage of participation as
determined by this Agreement.

6. Any party hereto may individually and at its own expense procure such additional insurance as it
desires; provided, however, such party shall provide Operator with a certificate of insurance evidencing such
coverage before spud of the well and such coverage shall include a waiver by the insurer of all rights of
subrogation in favor of the all parties hereto.



EXHIBIT “G”

Inclusion of Pre-Existing Non-Consent Well(s) Included in the Unit

It is anticipated that some welis shall be included in the proposed Quail Queen Unit that are
subject to outstanding fees and costs incurred by the respective owners thereof following
elections to go non-consent as to the initial drilling and completions prior to inclusion into the Unit.
Revenues and costs charged to these wells for recovery of such outstanding account balance
after inclusion in the Unit shall be as follows:

1)

The Unit Operator shall render a statement to the operator/owner of the respective well(s)
as to the outstanding net balance detailing all non-consent costs, associated penalties
and revenues as of the date of the Unitization Order.

A copy of this statement shall be forwarded to non-consent participants in the Unit.

After the date of Unitization, unit production and costs shall be allocated to each tract
which contains a well with a non-consent balance based on such tract's tract participation
factor. Unit costs attributable to any interest which is not a non-consenting interest with
respect to unit operations shall be subject to the non-consent penaities in accordance
with the terms of the applicable original agreements. Unit costs attributable to any
interest which is a non-consenting interest with respect to unit operations pursuant to an
election made after the date of the Unitization Order shall be capped at the maximum
200% penaity allowed under New Mexico law for penalties pertaining to unit costs.



EXHIBIT “H”

PRE-UNITIZATION EXPENSES

Pre-Unitization Expenses shall include, but not necessarily be limited to, the following categories:

1)

8)

Pre-production and printing expenses related to unit agreements, engineering reports,
legal opinions, operation agreements, and all other documents and instruments
necessary for the formation of the unit.

Postage for all mailings to involved working interest and mineral interest owners.

Recording fees, where applicable, for unitization agreements, ratifications, certificates,
and other instruments that are required to be recorded in various places.

Actual expenses incurred by personnel directly involved in the formation of the Unit.

Telephone expenses that are directly concerning approval of mineral estate and working
interest owners.

Cost of rental of meeting rooms for Unit Committees when conducted outside the office of
the working interest owners.

Salaries of operators, employees, outside legal counsel necessary to present the
Application for Unitization to various governmental agencies having jurisdiction over
these matters.

Cost of engineering, contract land work, which may include curative work and any other
items necessary to determine the feasibility of the Unit. In addition, expenses incurred for
original title opinions, supplemental title opinions, and updates of title work as deemed
necessary.

All costs involved in well testing expense for existing welis to establish the value of these
wells, consulting fees attributed directly to such testing, and other expenditures
necessary as a prelude to the formation of the Unit prior to the Effective Date of the Unit.
The working interest owners may limit this amount of money by mutual agreement.

10) Attorney’'s fees and other legal expenses incurred in connection with formation of the

Unit.

11) Any extraordinary costs not included in any of the above categories when authorized by

the working interest owners by mutual agreement.

12) Acquisition of any leasehold or equipment for the specific account of any working interest

owner prior to the formation of the Unit shali not be charged as a Pre-Unitization
Expense, and any costs directly attributed to such acquisition for the benefit of the
specific working interest owner shall also be excluded from the category of Pre-
Unitization Expense.



