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October 1, 2002

ST
VIA CERTIFIED MAIL 7002 0510 0002 3411 6378

Mr. William Moyers, Esq., Assistant General Counsel 3_ /

Department of Transportation and Highways
State of New Mexico

P.O. Box 1149

Santa Fe, NM 87504-1149

Re:  Will Fee “7A” #1 Well
Section 7, T23S-R28E, NMPM,
Eddy County, New Mexico

Dear Mr. Moyers:

Chesapeake Exploration l.imited Partnership, as successor in title toDevon Energy Production

Company, L.P. (“Devon”) acting by and through its agent, Chesapeake Operating, Inc.
("Chesapeake”), hereby proposes the drilling of the Will Fee “7A” # 1 well to an approximate
depth of 12,550 feet or to a depth sufficient to test the Morrow formation. The surface location
is a standard location at 725" FNL and 1063’ FEL, Section 7, T23S-R28E, NMPM, Eddy County,
New Mexico.

Subject to title verification, our records reflect that the Department of Transportation and
Highways may own the minerals under 2.0775 net mineral acres (0.6524% Gross Working
Interest) in the unit being the N/2 of said section. We respectfully request that you select one of
the following options for your interest with respect to this well proposal:

1. Lease your leasehold for $250.00 per acre delivering an 87.50% net revenue
interest.

2. Lease your leasehold for $200.00 per acre delivering an 81.25% net revenue
interest.

3. Commiit to participate with your interest by paying your proportionate share of actual

well costs. Our estimated dry hole costs are $1,022,000.00 and estimated completed
well costs are $1,297,000.00. Our AFE is enclosed for your review.

Please indicate below the option of your choice, sign and return one (1) copy of this letter to the
undersigned. If your election is to participate in drilling the proposed well, please sign and return one
copy of the enclosed AFE as well. Your election is due within thirty (30) days from receipt of this
proposal. You may return a fax copy of your election to the undersigned at (405) 879-9535 followed
by a hard copy.

Chesapeake Energy Corporation
6100 N. Western Ave. * Oklahoma City, OK 73118 » P.O. Box 18496 « Oklahoma City, OK 73154-0496
405.879.9189  fax 405.879.9535 » bchatham @chkenergy.com
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Your early attention and response to this proposal will be greatly appreciated. Should you have any
questions, please contact me at (405) 879-9189.

Sincerely,

Chesapeake Exploration Limited Partnership

Wl omr 4. (eckhhasn

William F. Chatham
Enclosure
] Lease your minerals for $250.00 per acre delivering an 87.50% net revenue interest.

| Lease your minerals for $200.00 per acre delivering an 81.25% net revenue interest.
] Elect to participate in the drilling of the Will Fee “7-A” #1 well.

NEW MEXICO DEPARTMENT OF TRANSPORTATION AND HIGHWAYS

BY:

DATE:

S:\Nm-txpb\Wells\Will 1-7\State Proposal.doc



CHESAPEAKE OPERATING, INC.

- e AGTHURIZATION FOR EXPENC TURE-—- -~

Project Area: Peamizs Courty, Stste. Ecdy- N”&‘Sg
Well Name, Wil F2d 79 _ . Das gl
Operator; Chesapeare Operaing, Ins "olai Depth 4851
AFE #. 13104 Farmatian. M‘amw
Srading Urit: N2 Sedticn 7-235-268 Propeny # 59428
INTANGIBLE COSTS WORK DESCR-FTION ORY HOLE PRODUCER
5393550 Loemion® Fopss, WEIin, His $20,000.03 $20,000,00
233801 Damages $20,000.00 $20,000.00
233402 Govemmarn:s Filings $2,000.00 $2,008.00
233403 Tile/Curstive $10,00¢.00 $19,000.C0
233404 Seistals Soss $0.00 $0.50
232405 Redamation 310,000.00 $10.009.00
233408 Datling: Tog Orive $9.00 5000
232408 Plpsine Corstuion saol 30,00
233402 Fuel $28,000.00 $31,000.00
233410 Crillrg Contractor 34 ¢ 38 days & 300G ner day $272,000.00 304 200,60
23349 Ciractional Savices $0.60 $0.00
33413 Rig Mobillx gtionDemctilizetizn $42,000.0C §43,000:. 6C
233414 Santract Lawo" $20,000.60 28,000 50
233418 ens $60,000.60 $€0.000.3C
233416 Supptics and Ltilites $3.000.00 $4,000.00
233426 Cemern: Coxluco’ $8,000.00 $8.000.0¢
233417 Cermanl Sefaos Cadlng $10,X0.30 $10400,00
233420 Cemert (mermediste Casiry $18.000.0C $15.000 ¢
233424 Cemznt Productian Cesing $6.30 $0.00
233425 semsrt Drilllog Lines $0.00 §0.00
2334852 Cament Breducion Lines $6.00 $35,000.00
233418 Aud Logg 46 000 00 §8,000.0
2334198 Crliing Pds, Mu. Crem $40.000 09 $43,00000
233421 Dl String 'nepacrion 3004 8C.60
233425 Coen Hele Logging $30.000.00 $32.000.00
233427 Fishing 000 $5.50
233428 Towmhole Rental Equpnent $34,000.00 $38,00C.00
233430 Comaletion: Camgeton unit 3000 $20.000 50
23340 Cosar Fla Logg ng Pefaraur $C.00 $15.006.00
233433 Jett ng $0.60 $§0.00
233434 Foanration Sumulston $0.00 $12.006.00
233437 Senerat Surfaoe Equpment Reta $34,00¢.00 $38,004.00
233438 Transponauen $10,000.00 §12.000.00
233441 Frac Fiud Mawol $0.00 $0.00
233442 BlowtUMEmsgencas $0.00 $0.00
233443 Company Supsrvisisrverjneenng $38,000.00 $42.002.0C
233444 Consultants $23,060.00 $25,000.00
233446 Company Grerhzad $12,008.60 $14,000.00
233447 Ing.irance $22,000.40 $22,%30.00
233440 May: Congtructiyn Cuwertgad $0.00 $1,000.00
233450 Pig 0 Abaxdn $2.00 50.29
W% Contugency 377,000,008 $50, 050,00
TQOTAL i CANGIBLUES Toral iangible Sosts 3846,000.00 $081,000.01
COouE TANHGIBLE COSTS WORK OESCRPTION
230108 Tubuda: Cancucrn 400" $7.000.0¢ 5780006
230100 Suwiface Casiog: 2450 $21.000.90 $21.000.09
22001 Interneda Casing L8 $310,000.00 $119,060.00
230402 ju.0¢ 5000
23001 o $0.00
230109 a3ie 33¢(¢ $0.00 $40,000.00
230104 $8,000.00 $8.000.00
230108 3-8 12,550 $0.00 $314,000.00
230108 Leass Squipment: Waeibtead Equlparent $8 000.00 $20,000.00
200107 Tewnbole Equigment 30.00 $12.000.00
230111 Asifizial AP amping Ui $0.00 $0.00
230143 Productiun B¢ oment 30.00 $20,000,00
230148 CoropessoriCorapression $0.00 0,00
230118 P.peline Egtpment $0.00 $0.00
230120 tin-Conmollatia Equipment $5.00 $0.00
10% Cantngescr $16,00C.00 $29,000,0¢
TOTAL TANGIBLES Towal Vangib e Costs $178,000.00 $316.000.00
Tt Costs $1,022,60:0.00 $1,207,000.00

Frapared by RAJ - Apprayed by:
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QPERATOR'S APPRCVAL, _ __ Y, ﬁ L& et R

DATE
//
OPERATCR'S ACPROVAL 74 Méé\/ o DATE, </ o 2

Operatiars/Gevogy

Land Accouting U

NOM-GPERATOR'S APPROVAL onTE:

The costs on this AFE are estimates only and mey nat de construed as ceidings on aiy specific Rem ar the tatal cost of the project. In executing
this AFE, the participant agrees (o pay its proportionate sh:ere of actuai ¢osts incurres, cluding iegal, curative, regulatory, brokerags and well
costs undar the terms of the applicable joint operating agraemens, reguistsry order or uther agreement covering this well. The operator may
conuact with an affiliated antity to drill the well at prevaiing rates in che area. Participant shall bz covered by and billed proportionataly for
Opsrator's weli contrel and general tshility insurance uniess participant grovides operatar 3 cervficaie evidencing its own Insurance in
amounts scceptable to the operaiar by the date of spud.
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July 20, 2001

Mr. William Moyers

General Counsel's Office

New Mexico State Highway & Transportation Department
P. O. Box 1149

Santa Fe, New Mexico 87504-1149

Re: Condemnation Suit

Dear Mr. Moyers:

I am writing you this letter to supplement our prior telephone conversations. “This firm
represents Devon Energy Corporation. I previously rendered an original drilling title opinion
covering the N/2 of Section 7, Township 23 South, Range 28 East, N.M.P.M., Eddy County,
New Mexico for Devon. In connection with such opinion I examined that certain Judgment
rendered in Cause No. 24439 on January 5, 1968 in the District Court of the Fifth Judicial
District, Eddy County, New Mexico, in that certain suit styled State of New Mexico, ex rel State
Highway Commission of New Mexico v. Martin Villa, et al, Defendants. A certified copy of the
Judgment is recorded in Volume 58, Page 923 of the Miscellaneous Records of Eddy County, New
Mexico. I am enclosing a copy of the original petition and the judgment rendered in said suit for
your convenience. Pursuant to said judgment, the State of New Mexico was awarded title to the
lands described in the judgment. The original petition filed in said suit appears to indicate that the
condemnation action would not cover oil, gas and other minerals. However, the judgment itself
did not except oil, gas and other minerals but instead adjudged the State of New Mexico to be the
owner in fee simple of the property described therein. At the time of the judgment, Martin Villa,
et ux Cruz H. Villa, only owned a 1/4 mineral interest in said land. However, said judgment
purported to vest fee simple title in the lands described therein in the State of New Mexico. It
does not appear that the owners of the other 3/4 mineral interest in said land received notice of
said suit, other than notice by publication.

RECELIVED
Mid: ASHERMANI008641\000003\294678.1 JuL 2 3 200

LAND DEPARTMENT



Mr. William Moyers

General Counsel's Office

New Mexico State Highway & Transportation Department
July 20, 2001

Page 2

We believe that it is most likely that it was not intended for the judgment to include oil,
gas and other minerals in and under the land condemned. We assume that the New Mexico State
Highway Commission only intended to condemn the surface of such land.

We believe that the easiest way to fix this "title defect” is for the New Mexico State
Highway Commission to execute a deed in favor of the current mineral owners whereby the New
Mexico State Highway Commission conveys to such parties all of its record interest, if any, in oil,
gas and other minerals in and under the lands described in the judgment. If you believe that the
parties intended for the New Mexico State Highway Commission to own the minerals in the lands
covered by the judgment, then please advise me the process under which Devon Energy
Corporation could obtain an oil and gas lease from the New Mexico State Highway Commission.

We appreciate your assistance in this matter. I will be out of the office the week of July
23 through 27. 1 will try to contact you the week of July 30 to discuss this matter. Thanks again

for your help.
Very truly yours, R
COTTON, BLEDSOE, TIGHE & DAWSON, P.C.
By: %«f 5 L
Albert E. Sherman
AES/kk
Enclosures

c: Mr. Ken Gray
Devon Energy Corporation
20 N. Broadway, Suite 1500
Oklahoma City, Oklahoma 73102

Mid: ASHERMAN\00864 1\000003\294678.1
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QOcrober 26, 2001

Mr. William Meyers

General Counsel’s Ofice

New Mexico State Highway & Transocrta jon Dept
PO, Box 1149

Szna ke, NI 87504-1148

Re:  Oil and Gas Lease or Quit Claim l b7 75 ot aeret
IN/2 of Section 7, T238§ - R28F
Eddy County, NM

PDear Mr. Moyars:

On July 20, 2001, Mr. Albert E. Sherman of Cotion, Bledsce, Tighe & Dawson wiole (0 VoLl
regard.ng 2 174 muneral interest under the above described Jands which, by virtue of 2 condemnation
su.l, is vested in the State of New Mexico. Since Liar date our firn has been 1n e process aid hes
now satistied all pre-drilling utle issucs st forth in Mr. Sherman s Drilling Title Opinion excepr for
the issuc which he wrole e you abour.

In oider that Devon Energy Preductien Company, L.P. may proceed with the deilling of an
exploratory well on the N/2 of Section 7 we need 1o obrain cither 2 Quit Clain Deed or an Ol and
Gas Lease from (he Sta.e of New Mexico covering these minerals, both of which are tansmined
herewith,  The terrus of the Oif and Cas Zezse are 3$200.00 per pat minerad acrs bonus
consideration($335 50), 3 year paid up primary terr and & 3/16 royalty.

When executing either of these documents they will need 10 se signed in the presence of 2 Notary
Public and thereafter returnzd to me ut the zbove zddress. Unon raceipt, if you elect 10 jease, we will
farward the State of New Mexico a check in the amcunt of $333 30,

Your prompt attention o this marier will be greatly appreciated as time is of the essence.

Sincurely,

SHAWANTERESTS

Mane: B. Shaw

cc: Mr. Ken Gray
Devon 2nergy Production Cornpany, L.P.
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QUIT CLAIM DEED
STATE OF NEW MEXICO

COUNTY OF EDDY

KNCW ALL MEN BY THESE PRESENTS:

That the State of New Mexico, for and in sonsideratior. of the s of Ter 208 Nor 10U Dotlars o
it band paid by Juay L Vilia and Ipnecia Del aFoss Ville, as joln tenants ‘k*.r: full rightof sunvivorship
the receipt of whick is hereby acknaw.edged, docs by these presetrs BARGAIN, SELL, RELEASE 4 \u
FOREVER QUIT CLAIM untc the szid Juan . Villa and Ignacia D:‘L‘lRO;Zl Villa, as join, renan
o w.gkt of sarviver shlp ©< 2392 Pecos Highway, Carlsbad, NM $3220, their helrs and assiznes

Lz a:d merest in and 10 the MINERAL ESTATE ONLY in the [ol.cwing deseribed tmets
ir e Cowny of Eddy, State of New Mexico, described as foltaws, ta-wit

Al or thas porticn of the N/2 of Sectioz 7, Towzshin 25 South, Rapee 28 £ast, as desarived in tiat conaln
Juduzment filed (o Cause No. 24435 1o the Distrier Courm of the Fifts Jugi mL Distrier o7 Zddy C:mty
Nezw Miico styled State of New Mexica, ex rel Swure Highway Cozintission of New Mexico v, Martin

: 7L, & ces ..Ulec «:op,L of which is recorded 1n Volums 38, Psge 513 of the Miscellenzous Recorts

O HAVE AND TO HOLD THE said prewises. tzgether with all and singuiar e rights, privileges and
appunendnces thersto Ly any manmer telang.ag o the sald Saze of New Mexice, 118 heirs und 2ssigns
ferever, so thet peither the seid State of New Maxico nor irs heirs, nor any person or persons slaiming
andas them sha ], af ary ume hereafter, have, ciafm, or demand any right o ttle in and 1o we 2dresiid

prarmise: or applurtenaices, or any part thareof

Executed this the day of L 2004,

Stare of New Mexizo
by:

STATZ OF NEW MEXICO
COUNTY OF

Thas fnstrument was ackiowledged before me an the cay of L2001 by
as o lbzhalf of the Sizie of New Mexico

Notary Pubtie, Smre of New Mexico
Notry's Printed Name
Notery's Comumizsion Expires:




