
Natural Gas. 
Natural Advantages. 

Lynda F. Townsend, CPL/ESA 
Stnior Landman 

April 4, 2005 

VIA UNITED PARCEL SERVICE 

Wr. Jim Wakefield 
Kaiser Francis Oil Company 
6733 South Yale Avenue 
Tulsa, OK 74136 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Dear Mr. Wakefield: 

Pursuant to Chesapeake Operating, Inc.'s proposal on behalf of Chesapeake Exploration 
Limited Partnership ("Chesapeake") dated March 9, 2005, enclosed is Chesapeake's 
standard operating agreement. Please sign and return the signature pages to my attention 
and the address below. 

Should you have any questions please give me a call. 

Enclosures 
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Ownpetke FiK-gi Corporation 
6IO0N. W«icm Ave. - OkJihoma City. OK 73l]f • P.O. Boi 18«?6 • Oklahoma City. OK 73> «-Oi96 
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CUSTOMER ID (IF NECESSARY) Wakefield. Jim 

COMPANY NAME Mr. Jim Wakefield 

ATTENTION Kaiser Francis Oil Company 

ADDRESS (STREET ADDRESS ONLY - NO P.O. BOX) 

6733 South Yale Avenue 

CITY Tulsa STATE OK ZIP 74136 

PHONE # (918) 491-4510 RESIDENTIAL DELIVERY 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

V NEXT BUSINESS DAY BY 10:30 AM 
NEXT BUSINESS DAY BY END OF DAY 
NEXT BUSINESS DAY " B Y 8 AM** 

**ADD'L $25.00 CHARGE" 
TWO DAY DELIVERY - AM 

; TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
'SATURDAY DELIVERY* 

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

0 

INTERNATIONAL SERVICES: 

WORLDWIDE EXPRESS PLUS **BY 8:30 AM NEXT DAY** 
**TO CANADA - ADD'L $40.00 CHARGE** 

WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY 
WORLDWIDE EXPEDITED WITHIN 3 DAYS 
STANDARD GROUND ECONOMY 
'SATURDAY DELIVERY* 

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

• - IF YOU HAVE ANY QUESTIONS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS-

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 

PER AREA OF DELIVERY 

SENDER Sara Caldwell 

APPROVED BY ^^bip^rJ* .JTV /tD</YlOfAnS^ 

CONTENTS: KF State 4 #1 JOA 

CHK 000167 



Natural Gas. 
Natural Advantages. 

Lynda F. Townsend, CPL/ESA 
Senior Landman 

April 4, 2005 

VIA UNITED PARCEL SERVICE 

Mr. Tim Reece 
Samson Resources Company 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland, TX 79701 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Dear Mr. Reece: 

Pursuant to Chesapeake Operating, Inc.'s proposal on behalf of Chesapeake Exploration 
Limited Partnership ("Chesapeake") dated March 9, 2005, enclosed is Chesapeake's 
standard operating agreement. Please sign and return the signature pages to my attention 
and the address below. 

Should you have any questions please give me a call. 

Very truly yours, 

Lynda F. Townsend 

Enclosures 

W:\Pemii0n\OporatoiJWeHs\KF Slate * evJOAVTransmlllal UMers.doc 

Chesapeake Eoerej Corporation 
6100 X. Western Ave. • Oklahoma City, OK 73116 • P.O. Box 18496 • Oklahoma City, OK 73154-0496 

405.879.9414 • fai 405.767.4251 • ltownscnd@ctAtMCTS-y.com 
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CUSTOMER ID (IF NECESSARY) Reece, Tim 

COMPANY NAME Mr. Tim Reece 

ATTENTION Samson Resources Companv 

ADDRESS (STREET ADDRESS ONLY - NO P.O. BOX) 

200 N Loralne. Suite 1010 

CITY Midland STATE TX ZIP 79701 

PHONE # (432) 686-6312 RESIDENTIAL DELIVERY 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

V NEXT BUSINESS DAY BY 10:30 AM 
. NEXT BUSINESS DAY BY END OF DAY 

NEXT BUSINESS DAY "BY 8 AM** 
"ADD'L $25.00 CHARGE** 

TWO DAY DELIVERY - AM 
TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
'SATURDAY DELIVERY* 

'ADDITIONAL $10.00 CHARGE* 
.- USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

© 

INTERNATIONAL SERVICES: 

WORLDWIDE EXPRESS PLUS **BY 8:30 AM NEXT DAY** 
"TO CANADA - ADD'L $40.00 CHARGE** 

WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY 
WORLDWIDE EXPEDITED WITHIN 3 DAYS 

- STANDARD GROUND ECONOMY 
*SATURDAY DELIVERY* 

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

-IF YOU HAVE ANY QUESTIONS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MA1LROOM FOR SPECIFICS" 

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 

SENDER Sara Caldwell. 

PER AREA OE-D£tfVERY 

APPROVED BY 

CONTENTS: KF State 4 #1 JOA 

4[ i/riAiY^rnd. 



A.A.P.L. FORM 610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

March 9 , 2005 , 

OPERATOR Chesapeake Exploration Limited Partnership 

CONTRACT AREA SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, 

To-Fmship 21 South, Range 35 East, Containing 320 acres, more or less. NMPM 

COUNTY OR PARISH OF Lea County STATE OF New Mexico 

Well Name: KF 4 State #1 

COPYRIGHT IJ>82 - ALL RJGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. 4100 FOSSIL CREEK BLVD.. FORT 
WORTH, TEXAS, 76137-2791, APPROVED 
FORM. A.A..PL. NO. 610 - 1982 REVISED 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

•, OPERATING AGREEMENT 
2 

3 THIS AGREEMEMT, entered into by and between Chesapeake Exploration Limited Partnership 

4 ^ . henrmafter designate!! and 

5 referred lo as "Operator", and the signatory part)- or panies other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, the parties lo this agreement are owners of oB nnd gas leases and/or oil and gas interests in the land identified in 

11 Exhibit "A", and the parties hereto have reached an agreement to explore and develop these leases andVor oil and gas interests for the 

12 production of oil and gas lo the extent and as hereinafter provided, 

13 

14 NOW. THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 

17 DEFINITIONS 

18 

19 As used in this agreement, the following words and terms shall have the meanings here ascribed to therm 

20 A. The term "oi! end gas" shall mean oil, gas. casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the indusiveness of this terra is specifically stated. 

22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 lying within the Contract Area which are owned by the panics to this agreement 

24 C The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which arc owned by panies to this agreement 

26 D. The term "Contract Area" shall mean al) of the lands, oil and gas leasehold interests and oil and gas interests intended 10 be 

27 developed and operated for oil and gas purposes under this agreement Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit "A". 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 

30 federal body having authority. I f a drilling unit is not fixed by any sucb rule or order, a drilling unit shall be the drilling unit as esiablish-

31 ed by the partem of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 

32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 

33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees lo join in and pay its share of the cost of 

34 any operation conduced under the provisions of this agreement. 

35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to panicipate 

36 in a proposed operation. 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

39 singular, and the neuter gender includes the masculine and the feminine. 

40 

41 A j m c L E n . 

42 EXHIBITS 

43 

44 The following exhibits, as indicated below and attached hereto, are incorporared in and made a part hereof: 

45 0 A. Exhibit "A", shall include the following information: 

46 ( I ) Identification of lands subject to this agreement, 

47 (2) Restrictions, if any, as to depths, formations, or substances, 

48 (3) Percentages or fractional interests of panies to this agreement. 

49 (4) Oil and gas leases and'or oil nad gas interests subject lo ihis ugroomunt, 

50 (5) Addresses of parties for notice purposes. 

51 • B. Exhibit "B^Form of Lease. 

52 0 C. Exhibit "C", Accounting Procedure. 

53 t3 D. Exhibit "D", Insurance. 

54 0 E Exhibit "E~, Gas Balancing Agreement 

55 H F. Exhibit "F", Men Disariminiitiuii unit Cartifipotion of Mon fiegrcuatcd Fooilities. Memorandum of Operating Agreement. 

56 • fl. Exhibit' C", Tax Pannoreliip. 

57 If any provision of any exhibit, except Exhibits "E" and "G". is inconsistent with any provision contained in (he body 

58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 

60 
61 
52 
63 
64 
65 
66 
67 
68 
69 
70 

- 1 -
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

ARTICLE JU. 

2 INTERESTS OF PARTIES 

3 
4 A. Oil and Cat Interest!: 

5 

6 I f any party onus an oil and gas interest in the Contra:! Area, that interest shall bt treated for all purposes of this agreement 

7 and during the terra hereof as it' it were covered by the form of oil and gas lease attached hereto as Exhibit "B", and the owner thereof 

6 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee theteundct. 

9 

10 B. Interest! of Parties in Costs and Production: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 

13 paid, and att equipment and materials acquired in operations on the Contract Area shall be owned, by the parries as their interests are scl 

14 forth in Exhibit "A". In the same manner, the panies shall also own all production of oil and gas from the Contract Area subject to the 
as provides bv law. , , , , . . f , 

15 payment of royalties / la tha calonf of whioh shall ba borne oo he: jmcftei cat forth. 

Rogordloss nf which party haa -contributed the leoseQ.i nndtor oil and gos intorest(fi) heroin on whioh royally is duo and 

IB payable, each pany anrillod to receive a shun of production of oil and goc from tho Contract Aroa shofl boar and shuli pay of delivot, ot 

19 sauce lo be paid-of delivered, lo the emtent of its internal in such production, the royalty amount stipulated hepeinobo%'« and ohell hold the 

20 ether parties free from ony liability tharofori Mr, pony shall ovoi bo responsible, however, on n prioe- basic higher than trie prioc reooivod 

21 bj ouch puny, to an;? othei party's lessor or royally owner, and-if nny suoh othar party's leaser or royalty own* should aaffnapd nfd 

22 receive colllamont on a highor prioe basic, tha party contributing the offuolud lease shall boui the uddilionul ruyolty burdon attributable lo 

23 suoh higher price. 

24 

25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignmenl of interests covered hereby. 

26 

27 C—Execw Uoynlttgr.t OverrUtln. Royalties and Other Paymtrjtsi 

28 
29 Unions changed by other provisiono, i f tba inteier-t of any party in ony leoea covered hereby is subject to any royalty, 

31 burdened shall resume and alone bear all such oxoasc obligations nnd sholl indemnify and hold the othot pernios horolo harmless from any 

32 and all oloims ond demands for paymanl usaunod by cwnors of such oxoeoc burden, 

33 

34 D. Subsequently Created Interests: 

35 

3B I f any party should hereafter creale an overriding royalty, production payment or other burden payable out of production 

37 attributable to its working interest hereunder, or i f such a burden existed prior Io this agreement and is not set forth in Exhibit "A", or 

38 was not disclosed in writing to all other panics prior to the execution ofthis agreement by all parties, or is not a jointly acknowledged and 
or does not appear of record ID the records of tbe county in tvnicb 39 j , the .Contract Areata located prior to tbe execotJoD of this Agreement 

accepted obligation of all parties / (any such interest being hereinalter referred lo as "subsequently created interest" irrespective of the 40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 _ . , contract 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter refencd 

lo as "burdened party"), and: 

1. I f the burdened patty is required undet this agreement to assign or relinquish to any other party, ot panies, all or a portion 

of its working interest and/or the production attributable thereto, said othei party, or parties, shall receive said essic.r.menl and/or 

production free and clear of said subsequently created interest and the burdened party shall indemniry and save said other pany, 

or parlies, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

and, 

2. I f the burdened pany fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 

enforceable against the subsequently created iu:ercsl in the same manner as they are enforceable against the working interest of 

the burdened party. 

ARTICLE IV. 

TITLES 

A. Title Examination: 

70 

contract lands. 

Title examination shall be made on the / dnllsiti of nny proposed well prior lo oommenoemonl of drilling operations or, i f 

tha Prilling Parties oo request, title onatninalioa ohall be made on Bie-leaM5 and'or oil pad gas interests ir.alud.il, or planned lo bu ineltid 

ed, in tho drilling unit anwnd-suoh wVI. The opinion will include the ownership of the working interest, minerals, royalty, overriding 

royalty and production payments under the applicable leases. At the lime a well is proposed, each party contributing leases and'or oil ar,d 

gas interests to the drillsite, or lo be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 

reports), tide opinions, title papers and curative materia! in its possession free of charge. All such information not in the possession of or 

made available to Oporator by the parties, but necessary for th- examination of the title, shall he obtained by Operator. Operator shall 

cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished lo each pany 

hereto. The cost incurred by Operator in this title program shall be bome as follows: 

D Optipr Np. |; Costs incurred by Operatot in procuring abstracts and title examination (including preliminary, supplemental, 

shut-in gas royalty opinions and division order ntle opinions) shall be a pan nf the administrative overhead as provided in Exhibit "C", 

and shall not be a direct charge, whether performed by Operator's staff altomcys or by outside attorneys. 

- 2 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

AJRTJCLE I V 
continued 

aod lease brokers 
•j 0 Option No. 2; Costs inclined by Operator in procuring abstracts and fees paid outside attorneys / for title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be bome by the Drilling Parties 

3 in the proportion that tbe interest of each Drilling Parry bears to the '.otal interest of all Drilling Panies as such interests appear in Ex-

4 hibit "A". Operator shall make no charge for services rendered by its staff attorneys oi other personnel in the performance of the above 

5 functions. 
6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

8 with leases or oil and gas interests contributed by such parry. Operator shall be responsible for the preparation and recording of pooling 

9 designations or declarations as well as tht conduct of hearings before- governmental agencies for the securing or spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf al any such bearing. / Costs incurred by Operator in procuring 

11 sparine and Pooling orders Including fees paid outside attorney! shall be borne by Ihe Drilling Parties. 

12 

13 

14 

15 

1B 

17 

18 

19 

20 

3D 

No wel) shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 

providedr-wxH£) the title has bwn approved by the oiiaminwg^tw»rney-of--Hilo hop bean oooupted by al) of the puruwv who-ore-te-pafr-

tioipoU- ifrtho-drilfag o£the-wH. 

B. Loss of Title: 

1- Failure of Title Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 

reduction of imerest from that sliown on Exhibit "A", tbe party contributing the affected lease or imeresi shall have ninety (90) days 

from fin*! deterrninatbn of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-

^ t>on will not be subject lo Article VITUS., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

22 and gas leases and interests: and, 

2 4 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not bt 

2 j entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred. 

2g but there shall be no additional liability on its part tc the other parries hereto by reason of such title failure; 

2^ (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 

been lost, but the inlcrcsls of Ihe parties shall be revised on an acreage basis, as of ihe time h is determined finally that title failure has oc-

currtd, so that the interest of Ihe party whose lease or interest is affected by the litle failure will thereafter be reduced in the Contract 

Area by the amount of the interest lost; 

^ (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 

increased by reason of tbe title failure, the party whose title ha; failed shall receive Ihe proceeds attributable to the increase in such in-

^2 lcresl (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

34 w e , ! ; 

2g (d) Should any .?crson not a party to this agreemeni, who ic detennined to be the owner of any interest in the title which has 

^ failed, PBV in any manner any part of the cost of operation, development, oi equipment, such amount shall be paid to the party or parties 

who bore the costs which arc so refunded; 

2g (e) Any liability to account to a third parry for prior production of oil and gas which arises by reason of title failure shall be 

2g bomt by :hc party or parties whose title failed in the same proportions in which they shared in such prior production; and, 

4 Q (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

4 1 claimed by any party hereto, it being the intention ofthe panies hereto that each shall defend title to its interest and bear alt expenses in 

connection therewith. 

42 

43 

44 2. Loss by Non-Payment or Erroneous Payment of Amount Due: IF, through mistake or oversight, any rental, shut-in well 

45 payment, minimurn royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein icrrninztcs, 

4^ there shall be no monetary liability against the party who failed to ma>:e such payment. Unless tbe party who failed to make the required 

4 7 pEymenl secures a new lease covering the same interest within ninety (90) days from the discover)' of the failure to make proper payment, 

4^ which acquisition will not be subject to Articie VHI.B., the interests of the parties shall be revised on an acreage basis, effective as ofthe 

4^ date of termination, of the lease involved, and the party who foiled to mute proper payment will no longer be credited with an interest in 

the Contract Area on account of ownership ofthe lease or interest which has terminated. In tbe event the party who failed to make the 

required payment shall not have been folly reimbursed, at the rime of the loss, from the proceeds of the sale of oil and gas attributable to 

g2 I * 1 6 l°st interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of su:h interest, il 

shall be reimbursed (or unfeccvered actual costs theretofore paid by it (but nol foT its sba« ofthe cost of any dry hole previously drilled 

g4 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 

5 5 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to tht credit of the lost imerest, on an acreage basis, 

gg up to the amount of unrecovered costs; 

g 7 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest oo an acreage basis, of that portion of 

^ oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 

gg termination, would be attributable to the lost interest on an acreage basis, up to the amount of unreenvered costs, the proceeds of said 

gQ portion ofthe cil and gas to be contributed by the other parties in proportion to their respective interest; and, 

(e) Any monies, up to the amount of unrecovered costs, thai may bt paid by any party who is. or becomes, the owner of the interest 

g2 lost for the privilege of participating in Ibe Contract Area ot becoming a party to this agreement. 
63 of title 
g4 3. Other Losses All losses / incurred, other lhan those set forth in Anicles IV.E.I. and IV.R.2. above, shall be joint losses 

6 g and shall bc borne by all parties in proportion to their interests. Tltcre shall be nu ^adjustment of interests in the remaining portion of 

the Contract Area. 

67 

68 

E9 

70 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

1 ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator; 

5 

6 Chesapeake Exploration Limited Partnership, bv and through Its agent Chesapeake Operating. loc. shall be the 

7 Operator ofthe Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 

8 required by. and within the limits of this agreement, h shall conduct all such operations in e good and workmanlike manner, but it shall 

9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct, 

11 

12 B. Resignation or Removal of Operator and Selection of Successor: 

13 

14 | . Resignation or Removal of Operator Operator may resign at any time by giving written notice thereof to Non-Operators. 

15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 

16 Operator. Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 

17 may be removed i f it fails or refuses to carry out hs duties hcrcundei, or becomes insolvent, bankrupt or is placed in receivership, by the 

18 affirmative vote of two (2) or more Non-Operators owning B majority interest based on ownership as shown on Exhibit "A" remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 

20 fust day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the dubes of Operator ai an earlier 

22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A chance of a ror-
r aff i l iate 

23 porate name or structure of Operator or transfer of Operator's interest io any / s*«gie subsidiary, parent or successoi corporation shall not 

24 be the basis for removal of Operator. 

25 

26 2. Selection of Successor Operator, Upon the resignation or removal of Operator, a successor Operator shall be scleaed by 

27 (he parlies. Tne successor Operator shall be selected from the parti et owning an interest in the Contract Area at the time such succeswir 

28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 

29 based on ownership as shown on Exhibit "A", provided, however, i f an Operator which has been removed fails to vote or votes only to 

30 succeed itself, tht successor Operator stall be selected by the affirmative vott of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees-. 

34 

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 

36 compensation for services performed shall be determined by Operator, and alt such employees shall be the employees of Operator. 

37 
38 D, Drilling Contracts: 
39 

40 All wells drilled on (IK Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 

41 desires. Operator may employ its own tools and equipment m the drilling of wells, but its charges therefor shall not exceed the prevailing 

42 rates in the area and-tho-rate-frf sttoh-ehttigw-ahoti bo-agreed- upon by-the-ptwoos-in writws-bofofft-drillwg-opofQtiono are oommenoed, and 

43 tuch work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts nf in-

44 dependent contractors who are doing work of a similar nature. 

45 

46 

47 

43 

49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 
51 

52 A. Initial Well: 
53 

54 On OT before the 1st day of M j j ; , 2005 , Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 
5 7 660' FSL & 990' HEL Section 4, Township 21 South, Range 35 East, NMPM, Lea County, New Mexico 

58 

59 

60 and shall thereafter continue the drilling ofthe well with due diligence to a depth of 12,100 ftet or a depth sufficient, ia 

£1 Operator's sole opinion, to adequately test the Morrow formation 

B2 

63 

64 

65 unless granhe or other practically impenetrable substance or condition in the hole, which renders fiurhcr drilling impractical, is en-

66 countered at a lesser depth, or unless all parries agree to complete or abandon the well at a lesser depth. 
67 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication nf containing oil and 

69 gas in quantities sufficient tc test, unless this agreement shall be limited in its application to a specific formation or formations, in which 

70 event Operator shall be required to test only the formation or formations to which this agreement may apply. 
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1 IF. in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

2 well as a dryhole, the provisions or Article VI.E.1. shall iheretifter apply. 

3 

4 

5 

6 B. Subsequent Operations; 

7 

8 1. froppsed Operations: Should any party herew desire lo drill any well on the Contract Area other than the well provided 

9 for in Article Vl.A., or to rework., deepen or plug back a dry hole drilled at the joint expense of all parties ot a well joimly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 

11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective fprma-

12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 

13 within which to notify the party wishing to do the work whether they elect lo participate in the cost of the proposed operation. I f a drill-

14 ing rig is on location, notice of a proposal lo rework, plug back or drill deeper may be given by telephone and the response period shall be 

15 limited to forty-eight (48) hours '̂Jwtoluslva of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within 

16 the period above fixed shall constitute an election by thai party not to participate in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confirmed in writing. 

18 

19 

20 

21 I f all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 

22 period of thirty (30) days (or us promptly as possible afte- the expiration of rhe forty-eight (48) hour period when a drilling rig is on loca-

23 tioti, as the case may be), actually commence the proposed operation * aod complete it with due diligence at the risk and expense of all par-

24 tics hereto; provided, however, said commencement date may be extended upon wriuen notice of same by Operator to the other parries, 

25 for a period of up to thirty pO) additional days if, in tbe sole opinion of Operator, such additional time is reasonably necessary lo obtain 

26 permits from govemmcnbil authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex.-

27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI , i f the 

28 actual operation has nol been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

30 dance with the provisions hereof as if no prior proposal had been made 

31 

32 

33 

34 2. Operations by Less than All Parries; If any pany receiving such notice as provided tn Article VLB.I . or VII.D.I. (Option 

35 No. 2) elects not to participate in the proposed operation, then, m order to be entitled to the benefits of this Article, the party or parties 

36 giving the notice and such other parties aa shall elect lo participate in the operation shall, within ninety (90) days after the expiration of 

37 the notice period of thirty (30) days (or as promptly as possible afler the expiration of the forty-eight (48) hour period wlien a drilling rig is 

38 on luca .iaa, as the case may be) actually commence the proposed operation '* and complete it with due diligence. Operator shall perform,all 

39 work for rhe account of the Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and i f Operator is 

40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform die work required by such proposed opera-

41 tion for tbe account of the Consenting Parties, or (h) designate one (I) ofthe Consenting Parties as Operator to perform such work. Con-

42 senting Parties, when conducting operations on the Contract Area pursuant to mis Article VI.B.2., shall comply with all terms and con-

43 ditions ofthis agreement. 

44 

45 

46 

47 " Nothing contained herein shall prohibit Operator or the participating parties from actually commencing thr proposed 

48 operation before the expiration ofthe notice period nor shall thr liming of such commencement afreet in any way the validity of a 

49 parry's election or deemed election. 

50 

51 

52 I f less than all parties approve any proposed operation, the proposing party, immediately after (he expiration of the applicable 

53 nolice period, shall advise the Consenting Parties of the total interest of the panies approving such operation and its recommendaiion as 

54 l t J (

w j , c t | , e r Consenting Parties should proceed with the operation as proposed. Each Consenting Parry, within forty-eight (48) hours 

55 (/ e*dwsi*c of Saturday, Sunday and legal holidays) afler receipt of such nonce, shall advise the proposing party of its desire lo (a) limit par-

56 ticipation to such parry's interest as shown on Exhibit "A" or (b) carry its proportionate part of Won-Consenting Parties' interests, and 

57 failure to advise ihe proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 

58 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 

59 at its election, may withdraw such proposal if theic i i insufficient participation and shall promprty notify all parties of such decision. 

60 

61 

62 

63 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in Ihe proportions they r.Kve 

64 elected lo bear same under the terms of the preceding paragraph Consenting Parties shall keep the leasehold estates involved in such 

65 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations ofthe Consenting Parties. 

66 If such an operation results in a dry hole, rhe Consenting Parties shall plug nnd abandon rhe well and restore the surface location at their 

67 sole cost, risk and expense I f any well drilled, reworked, deepened or plugged back under the provisions of this Article results ia a pro-

68 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the w«H to produce at their sole cost and risk, 
69 

70 

- 5 -
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•j and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of nny such well by Consenting Parties 

3 in accordance with the provisions of this Article, eaeh Non-Consenting Party shall oe deemed to have relinquished lo Consenting Panies, 

4 end tht Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 

5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated it the well, or 

6 market value thereof i f such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other io-

7 terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 

B until it reverts) shall equal the total of tht following: 

9 

10 

11 SM 
12 (a) 4S8V. or eaeh such Non-Consenting Party's share of tht cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited In. stock tanks, separators, Heaters, pumping equipment aod piping), plus 140% of each such 

14 Non-Consenting Party's shore of the cost of operation of the well commencing with first production and continuing until each such Non-

15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Parry's share of such costs and equipment will be that imerest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the well from the beginning of the operations; and 

18 
19 
20 

21 (b) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article vrn.C, arid 500 % of that portion ofthe cost of newly acquired equip-

23 ment m the well (lo and intruding the wellhead connections), which would have been chargeable to such Non-Consenting Party i f it had 

24 participated therein. 

25 

26 

27 

28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed pan of^the cost of operation of said well 

32 and there shall he added to the sums to be recouped by the Consenting Parties J m hundred percent ^H30%) of rhat portion of the costs of 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. ! f 

34 such c reworking or plugging back operation Ls proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-

35 plic3b!e as between said Consenting Parties in said well. 

36 

37 

38 

39 During the period of time Consenting Panies are entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom. Consenting Panies shall be responsible for Ihe payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 tide III.D. 

43 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

47 of cost, ali casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such cquip-

49 ment to the owners thereof, with eBch pany receiving its proponionatc pan in kind ot in val-je, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Anicle, the party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 

56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submil a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, tht party conducting the 

58 operations (ot Ihe Consenting Patties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 curred in tht operation of Ihe *-ell, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 

60 rcaliicd from the sale ofthe well's working interest production during tht preceding month In determining tbe quantity of oil and gas 

61 produced during nny month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Parry hod it participated therein shall be credited against the total unrcntrncd costs 

64 of the work done and of the equipment purchased in determining when Ihe interest of such Non-Consenting Party shall revert to it as 

65 above provided; and if there U a credit balance, it shall bc paid to s jch Non-Consenting Pany. 

66 

67 

68 

69 

70 
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1 I f and when the Consenting Parries recover from a Nonconsenting Party's relinquished interest the amounts provided for above, t wild, uie i . OT u, , ^,8, djy 0 1 u , e rnonih following the month of payout. 
2 the relinquished interests of such Non-Consenung Party shall automatically revert lo it / , and. from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Parry would have been entitled to had it participated in the drilling, reworking, deepening oi plugging 

5 back of said well. Thereafter, sveh Non-Consenting Patty shili he charged with and shall pay its proportionate part of the further costs of 

g the operation of said well in accordance wilh the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 

10 Notwithstanding ihe provisions of this Article VI.B.2., it is agreed thai without the mutual consent of all panics, no wells shall 

11 bt completed in or produced from a source of supply from which a well located elsewhere on Ihe Contract Area is producing, unless such 

12 well conforms to the then-existing well spacing partem for such source of supply. 

13 ' 

14 

15 

I g The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 

17 except (a) as to Article VU.D.I. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back cf such initial<well 

18 after if has been drilled to the depth specified in Article VI.A. i f il shall thereafter prove to be a dry hole or, i f initially completed fonpro-

19 duction, ceases to produce in paying quantities:, or ( c J Operator proposes to recomplete additional zones ID any producing well drilled 

20 under tbe terms of this Agreement 

21 
22 

23 3. Stand-Bv Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished lo the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and bome as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent lo all panies responding, or expiration of the response bine peirnitled, whichever 

27 first occurs, and prior to agreement as lo the participating interests of all Consenting Panies pursuant lo the terms of the second gram-

28 matical paragraph of Article VLB.2^ shall be charged to and bome as pBn of the proposed operation, but i f the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall bc allocated between the Cunsenting Parties in the proportion 

30 each Consenting Party's inlcrcsl as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of diis agreement applicable lo a "deepening" operation shall 

36 also be applicable to any proposal lo directionally control and intentional)}' deviate a well from vertical so as to change the bottom hole 

37 location (herein call "sidetracking"), unless done to straighten the hole or lo drill around junk in the hole or because of other 

38 mechanical difficulties. Any parry having tht tight to participate in a proposed sidetrackhg operation that does not owe au bitcrest in the 

39 affected well bore at the time of the notice shall, upon electing to panicipate, tender to the well bore owuert its proportionate share (equal 

40 to its interest in the sidetracking operation) ofthe value of that portion ofthe existing well bore 10 be utilized as follows: 

41 

42 

43 

44 (a) I f the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actua. costs incurred in 

45 the initial drilling of the well down to the depth al which the sidetracking operation is initiated. 

46 

47 

J8 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvable materials and equipment dot™ lo Ihe depth at which the sidetracking operation is initiated, determined i t accordance with die 

51 provisions of Exhibit " C , less the estimated cost of salvaging and tht estimated cost of plugging and abandoning. 

52 

53 

54 

55 In the even! that notice for a sidetracking operation is given while the drilling rig to br utilized is on location, the response period 
inclusive 1 

56 shall be limited ro forty-eight (48) hours, / e « h i « w of Saturday. Sunday and legal holidays; provided, however, any party may request and 

57 receive up to eight (S) additional days after expiration ofthe forty-eight (48) hours wilhin which lo respond by paving for all stand-by time 

58 incuned during such extended response period. If more than one parry elects to take such additional time to respond to the notice, stand 

59 by costs shall be allocalcd berv.'ecn the parties taking additional time to respond on a day-lo-day basis ir. Ihe proportion each electing par-

60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. In all other in-

61 stances Ihe response period lo a proposal for sidetracking shall bc limited lo thirty (30) days. 

62 

63 

64 

65 C. TAKING PRODUCTION IN KIND: 

66 

67 Each parry shall lake in kind or separately dispose of its proportionate share of nil oil and gas produced from the Contract Area, 

66 exclusive of production which may be used in development and producing operations and in preparing and treating oil und gas for 

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred iu the taking in kind or separate disposition by any 

70 party of its proportionate share of the production shnll bc bome by such parry. Any party taking its share of production in kind shail bc 
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1 required to pay for only itx proportionate share of such part of Operator's surface facilities which it uses. 

2 
3 Efloh-party cha1.-eit.eou.fr sti oh division- orders and oontrootfi as may be Mwessafy-fcr the pri» o f ite- mwwt-ia production from 

4 th t Conlraot AlflO, and, er f t tp t flS-providw. in Ar t i " !* " T i P ; ^ M 1 ^ -t^litUW tt>-r***iu* pnynMW rfirwiilly fenm ih» pnrotSnww i W a f t f - f i n 

8 
7 In the event any parry shall fail io make the arrangements necessary to take in kind or separately dispose of its proportionate share of 

B the oif^proSucc^ from the Contract Area, Operator ahall have Ihe righl, subject to the revocation at will by the parti' owning it, but not 

9 the obligation, io purchase such oiw or* sell it to others at any lime and from time to time, for Ihe account of the non-taking party at the 

10 best price obtainable in <hc are* for such production. Any such purchase or sale by Operator shall be subject always to the right of the 
Aod/or gas 

11 owner of the production to exercise at any lime its right to take in kind, or separately dispose of, its share of all oil / not previously 

12 delivered to a purchaser. Any purchase or sale by Operator of any olher party's share of oil shall be only for such reasonable periods of 

13 time as are consistent with the minimum needs nf the industry under the particular circumstances, but in no event for a period in excess 

14 of one (!) year. 

15 

16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 

17 deliveries which on a day-to-day basis for any reason are not exaetly equal to a party's respective proportionate share of total gas sales to 

18 be allocated to it, the balancing or accounting between the respective accounts ofthe parties shall be in accordance with any fas balancing 

19 agreement between Ihe parties hereto, whether such an agreement is attached as Exhibit **E", or is a separate agreement. 

20 

21 D. Access to Contract Area and Information: 

22 

23 Each parry shall have access tc the Conrracl Area at all reasonable limes, at hs sole cost ant! risk to inspect or observe operations, 

24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
and actual monthly nil aod gas production and sales volumes 

25 governmental agencies, daily drilling reports, well logs, / tank tobies, daily gauge-and wn ttoJtrts-and reports of aook on hand ot the first of 
27 each month, and shall make available samples of any ewes or cuttings taken from any well drilled on the Contract ATCH The cost of 

28 gathering and furnishing information to Non-Operator, other than thai specified above, shall be charged to the Non-Operator that re-

29 quests the Information. / Non-consenting parties shall be denied access to the well location and well information until tbe non-consent 

30 period has expired. 

31 E. Abandonment ot Wells: 

32 

33 1. Abandonment of pry Holes; Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

34 drilled or deepened under the terms of this agreement and is proposed lo be completed as a dry hole shall not bc plugged and abandoned 

35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact airy pany, oi should any parry fail to reply 

36 within forty-eight (48) hours (exclusive Df Saturday, Sunday and legal holidays) after receipt of notice of the proposal lo plug and abandon 

37 such well, such party shall be deemed to have consented to the proposed abandonment All such wells shall be plugged and abandoned in 

36 accordance with applicable regulations and at tbe cost, risk and expense of the parties who participated in the cost of drilling or deepening 

39 such well. Any party who objects to plugging and aoandoning such well shall have the right to take over the well and conduct further 

40 operations in search of oil and/or gas subject lo the provisions of Article VLB. 

41 

42 2. Abandonment of Wells thai have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which ihe Consenting Parties have not been fully reimbursed as hfrein provided, any well which has been completed as a 
AA J . . . . ^ , „ v/ho participated .In the cost of drilling tbe well 
44 producer shall not be plugged and abandoned without the consent of all parties /. if all parties consent to such aSandorrment, the well shall 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 

46 thirty (30) days after receipt of notice ofthe proposed abandonment of any welt, all parties do not agree ID the abandonment of such well, 

47 those wishing to continue its operation from the interval(s) of the formation's) then open to production shall tender to each of the other 

48 panies its proportionate share of the value of Ihe well's salvable material and equipment, determined bi accordance with the provisions of 
. „ F?Hure or a patty to make written election within thirty (3 0) days 

A * c . ™ . j . • . , . wMbedesnwdtpbeatonieDtloth^ 

^ exhibit H_ , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. / bach abandoning parry shall assign 

the non-abandoning parties* without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 

53 
54 
55 
56 
57 
56 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

^ material, all of its interest in Ihe well and related equipment, together with its interest in the leasehold estate as lo, but only as to, the in 

tcrval or intervals of the formation or formations then open to production. I f the interest of the abandoning pany is or includes an oil and 

gas interest, sucb party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in­

tervals of rhe formation or formations rhen open to production, for a term of one (1) year and so long thereafter BE oil and/or gos is pro­

duced from the interval or intervals of the formation or formations covered thereby, such lease to bc on Ihe form attached as Exhibit 
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1 **B". The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 

2 assignments or leases tu, the assignees shall bt in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. Thert shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 

7 the well in ihe interval or intervals then open other than the royalties retained m any lease made under tht terms of this Article. Upw-r*-

6 ^ue^^Opcre^r'srtkll continue to operate the assigned well for the account of Uie non-abandoning panies at the rates and charges con-

9 templated by this agreement, phis any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing intervals) assigned or leased, the assignor or lessor shall then have tl;= option 10 

11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 

13 

14 3. Abandonment of Nop-Consent Operations: The provisions of Article VI.E.l. or V I . E. 2 above shall bc applicable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 

16 permanently plugged and abandoned unless and until all panies having the right to conduct further operations therein have been notified 

17 ofthe proposed abandonment and afforded the opportunity to elect to take over the well in accordance with The provisions of this Article 

18 V1.E. 

19 

20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 

22 

23 A. Liability of Parties: 

24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall bc liable only for its proportionate share of tbe costs of developing and operating the Contract Area. Accordingly, the liens granted 

27 among the panics in Article VII.B. are given io secure only die debts of each severally. It is not the intention ofthe panies to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 

29 

30 B. Liens and Payment Defaults*. 

31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in it* share 

33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 

34 at the rate provided ia Exhibit "C". To the extent that Operator has a security interest under ihe Uniform Commercial Code of the 

35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-

36 taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the pay-mem of its share 

38 of expense. Operator shall have the right, without prejudice to other rights ot remedies, to collect ftom the purchaser the proceeds from 

39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Opetator, plus interest, has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's written statement concerning (he amount of any default. Operator grants a iike lico 

41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 

42 

43 I f any party fails or is unable to pay jts share of expense within sixty (60) days after rendition of a statement therefor by 

44 Operator, the non-defaulting panics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

45 the interest of each such party bears io the imerest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

47 

46 C. Payments and Accounting: 

49 

50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

51 and operation of the Contract Area pursuant to this agreement and shall charge each ofthe parties hereto with their respective propor-

52 tionBle shares upon the expense basis provided in Exhibit "C". Operator shaft keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits made and received. 

54 

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 

56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 

57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together. 

58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be sub-nutted 

59 on or before the 20th day of the next preceding month. Each party shall pay lo Operator its proportionaie share of such estimate within 

60 fifteen (15) days after such estimate and invoice is received, Jf any party fails to pay its snare of said estimate within said time, the amount 

61 due shall bear interest aj provided in Exhibit " C until paid. Proper adjustment shall be made monthly between advances and actual cx-

62 pense to the end that each party shall bear and pay its proportionate share uf actual expenses incurred, and no more. 

63 

64 D. Limitation of Expenditures: 

65 

66 1. Drill oc Deepen: Without the consent of all panics, no wel! shall be drilled or deepened, except any weU drilled or deepened 

67 pursuant to f ; provisions of Article VI.B.2. of ihis agreement. Consent lo the drilling or deepening shall include: 

68 

69 

70 
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A R T I C L E V I I 
continued 

1 • Potion No. T: All necessary expenditures for the drilling or deepening, testing, completing and equipping ofthe well, including 

2 necessary tankage and'DT surface facilities. 

3 
4 a Option Ho. 2; Al! necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

made available _ ,. 

5 authorized depth, and all tests have been completed, and the results thereof / rumohod to the parties. Operator shall give immediate notice 

6 to tbe Non-OocraiorE whe have the righl to participate in ihe completion costs. The parties receiving such notice shall have forty-eight 

7 (48) hours (/ exoluowe of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-

8 tempt- Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-

9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above Fixed shall 

10 constitute an election by lhal party nol to participate in the cost of rhe completion anempt I f one or more, but less than all of the parties, 

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.B.2. shall be deemed to include "completing*") shall apply to ihe operations thereafter conducted by less 

13 than all parties. 

14 

15 2. Rework or Plug Back: Without tbe consent of all parties, no well shall bc reworked or plugged back except a well reworked or 

15 plugged back pursuant to the provisions of Article VI.B.2. of mis agreement Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess of Fifty Thousand Dollars fS5Q.00p.P0 ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement; provided, however, that, io case of explosion, fire, flood or other sudden 

24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses ac in its opinion arc required 

25 to deal with th* emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency lo the other 

26 parties. I f Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of i i . Fifty Thousand 

28 Dollars (SSO.O00.00 ) but less than the amount first set forth above in this paragraph. / An AFE Is an estimate only of costs aod 

29 in no way shall the execution of an AFE limit the liability of any p.'rrty. 

30 E. Rentals, Shul-ln Well Payments and Minimum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may bt required under tbe terms of any lease shall be paid by the 

33 party or panics who subjected such lease to this agreement at its or their expense. In ihe event two or more panics own and have con-

34 tribuled interests in the same lease io this agreement, such parties may designate one of such panies to make said payments for and on 

35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such paymenls. In the event of 

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 men! is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

35 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure lo make timely payments of any shut-in well payment 

44 shall be bome jointly by the parties hereto under the provisions of Article IV.B.3. 

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective dale hereof. Operator shall render for ad valorem taxation all property 

49 subjed to this agreement which by law should be rendered for such taxes, and il shall pBy al! such taxes assessed thereon before they 

50 become delinquent. Prior in the rendition dale, each Non-Operator shall furnish Operator information as to burdens (to include, but nol 

51 be limited to, royalties, overriding royalties and production payments) on leases and oil and ges interests contributed by such Non-

52 Operator. I f the assessed valuation of any leasehold estate »s reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the OWDCT or 

54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such rcduc-

55 tion. If the ad valorem taxes art based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges to the joint account shall bc made and paid by the parties hereto in accordance with the tax 

57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 

58 the manner provided in Exhibit "C". 

59 

60 If Operator considers any tax assessment improper, Operator may, at its discretion, prolest within the time and manner 

61 prescribed by law, and prosecute the protest to a final deiermination, unless all parties agTce to abandon th: protest prior to final dctcr-

62 tnination During tht pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any 

63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tan for the joint ac-

64 count, together with any interest and penalty accrued, and the iota! cost shall then be assessed against the parties, and be paid by them, as 

65 provided in Exhibit BC". 

66 

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other axes imposed upon or with respect 

68 to the production or handling of such party's share of oil and'or gas produced under the terms of this agreement 
69 

70 
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G. Insurance: 

Al all times while operations are conducted hereunder. Operator shall comply with tbe workmen's compensation lew of 

Ihe state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com­

pensation laws in which event tht only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operalo: shall 

also carry or provide insurance for Ihe benefit of the joint account of the panies as outlined in Exhibit "D", attached to and made > part 

hereof. Operator shall require all contractors engaged in work on or for Ihe Contract Area to comply with the workmen's compensation 

law of the slate where the operations are being conducted and lo maintain sueh other insurance as Operator may require. 

In the i • automobile public liability apuoifiod in said Enhibil "D" aibspquontly i tho approval of the 

ARTICLE V I I I . 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

Surrender of Leases: 

The leases covered by this agreement, insofar as they embrace acreage in tlic Contract Area, shall not bc surrendered in whole 
; however, no consent shall be necessary to release 

or in part unless all parties consent thereto / a lease which has expired or otherwise terminated. 

However, should any pany desire 10 surrender hs interest in any lease or in any portion thereof, and the other parties do not 

agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 

such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

thereafter secured, lo the panics not consenting to such surrender. I f the interest of the assigning party is or includes an oil and gas in­

terest, the assigning party shall execute and deliver 10 the parry or parlies not consenting lo such surrender an oil apd gas lease covering 
in commercial quantities 

SJch oil and gas interest for a term of one (I) year and so long thereafter as oil and/or gas is produced / trom the land covered thereby, such 

lease to be on the form anached hereto as Exhibit "B". Upon sueh assignment or lease, the assigning parry shall be relieved from all 

obligations thereafter accruing, but not theretofore accrued, with respect ro the imeresl assigned or leased and the operation of any well 

attributable thereto, and the assigning pany shall have no further interest in the assigned or leased premises and its equipment and pro­

duction other than the royalties retained in My lease made under the terms of this Anicle. The party assignee or lessee shall pay to the 

party assignor or lessor the reasonable salvage value of the liner's interest in any wells and equipmcnl attributable to the assigned or leas­

ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C, less the estimated cost of 

salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

shall be shared by such panics in the proportions that the interest of each hears to the total interest of all such parties. 

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

party's interest as it was immediately before the assignment, lease or sunender in the balance of the Comraci Area; and the acreage 

assigned, leased or sunendered, and subsequent operations thereon, shall nol thereafter be subject to the terms and provisions of this 

agreement. 

B. Renewal or Extension of Leases: 

I f any parry secures a renewal of any oil and gas lease subject to this agreement, all olher ponies shall bc notified promptly, and 

shall have the right for a period of Ihirty (30) days following receipl of such nolice in which to elect lo panicipate ic ihe ownership of the 

renewal lease, insofar as such lease affects lands within the Contract Area, by paying lo the party who acquired il their seven! proper pro­

portionate shares o f the acquisition cost allocated to that pan of such lease within the Contract Area, which shall be in proportion to the 

interests held at that time by the parties in the Contract Area. 

If some, but less than all, of Ihe panies elect lo participate in the purchase of a renewal lease, it shall be owned by rhe panies 

who elect lo panicipate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

Any renewal lease in which less than all panies elect to panicipate shall not be subject to this agreement. 

Each party who participates in the purchase of a renewal lease shall bc given an assignment of its proportionate tnlcrcst therein 

by the acquiring party. 

The provisions of this Anicle shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 

or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 

contracted for within six (6) montlts after Ihe cxpiiation ofthe existing lease shnll be subject to Ihis provision; but any lease taken or con­

tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall nol be subject lo 

the provision s of Ihis agreement. 

The provisions in this Article shall also be applicable lu extensions of oil and gas leases. 

While this acre" ia force; i f any party fur c t'onlributio nds the drilling cf n 

appliurl by It against the eosVof mch drilling ot other openrtioa. Tf th* oimtribvAi<jn bt1 in tha fnim \>f acreage, Iho fivrty 10 when 

hout-*v»rfefl!y-of-
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A R T I C L E V i a 
continued 

! sajjpOrillinc Forties shawd the epal oT drilling Die well Euoh aorenge shall hneome a nepnioto Conlracl Arco and, 10 the onenl possible, be 

2 ^ ^ r n c d \>\ proi-iaionj idrnliltnl in shift PEtrr̂ TlM'l F""1! p f t r t y r V l f l 1 1 prnmptly notify nil nrtw panic, nf any nnreng.6 or cash contributions 

3 j[ m i w bhlftill in -.import nf Wiy Vrfill fir 1tny n!h-T •1T"Tnt'"1 <~n«r»n,t *tnn T h . nnni... prfm-irinn.: qhnll alnn ho npnlioobln In op 

4 tioiwil rights to eont ojorcag,* outside the Contraot Area whioh arc in support of a well drilled incida tho Conlragl Aran. 

5 

6 I f nny party rnntmoft fnr eny "finlri'rVn*ir"l r*l"':nc *n -tirnnr-itinn nf ramh pnrry'r. r.hnr« nf QuWunneq produced horoundor. such 

7 ooniiidcrotiOB aholl nol bo deoroad o ountributiun oo contemplated ir. Ihis Articie Vm.C. 

8 

9 D. Maintenance of Uniform Interests: 

1D 

11 T-nr thn pnrpmf nf mninThininf; unifnrmit1/ nf r'T-"Hr l

;r r t l" 1 r ; t '""rnhnlil .'..nrm-ir ^nir>r<.it hy Ibin npriNwnniu, nn 

12 pony shall sell, encumber, tranofot or-mako olhor-dispoaition of its interact in tho loasas orttbraood within tha Contraot Aran and in walls, 

13 equipment ond produoliom, unless such diopooition cows eithon 

14 

15 U—the entire intotosi ofthe party in all looses and equipment and produolion; or 

16 
17 2. un equal undivided interest in oil laoooc and equipment and production in tho Contraot Area. 
18 
19 Every sueh sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreemeni 

20 and shall be made without prejudice to tbe right ofthe other parties. 

21 

22 If. at any time the interest of any party is divided among and owned hy four or more co-owners. Operator, al its discretion, may 

23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 

24 and approve and pay such party's share of the joint expenses, and to deal generally with, and wilh power lo bind, the co-owncn of such 

25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 

27 Area and [hey shall have the right to receive, separately, payment ofthe sale proceeds thereof 

28 

29 E. Waiver of Rights to fartltlos: 

30 

31 I f permined by the laws of the stale or stales in which the property covered hereby is located, eacb party hereto owning an 

32 undivided interest in the Contract Area waives any and all rights it may have lo partition and have set aside to it in severalty its undivided 

33 interest therein. 

34 

36 

37 Should Wj' party desira to tall all or any pan of ilc inlafoslr. under this oproomont, or its rights and imprests in the Cnotroot 

38 Area, it sholl promptly give written notioe. to the other parties, with full information oociocroing its propound cole, 'whioh ohall include tbe 

39 noinn and address of Ihe prospective putohaser (who must bfl rcody. willing ond ablo to purchase), the putohasc prion, ond nil other terms 

"0 of-lhc offer. The other porticu shall (lien have an optional prior, right, for o period of Ion (IO) dnyo ufter rcooipr of the nolioa, Ic purchase 

41 on the some terms and conditions the interest mhieh tho other party prpposea lo sollj and, i f this optionol right is exorcised, the purohas-

42 ing- parrios chall shore the purohoocd inlercct in the proportions that tho inlerosl of pooh bears In Ihe lolnl interest of nil purohssing par-

43 ties. However, there shell-be no preferential light to purohaao in those oaser. where any porty wishes to mortgage its intcrccto, oi lo 

44 dispose of its inlerepts by merger, renrguntBation, oonsplidalion, or sole of ali or substantially oil o f its onsota lo a cubcidiorv or parent onm 

45 pany ot to a subsidiary ofo parent-company, or te ony opntpony in which any one party owns o mojority ofthe Block. 

46 

47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 

49 

50 This agreemeni is no; intended lo create, and shall not be construed lo create, a relationship of partnership or an association 

51 for profit between or among the panics hereto. Notwithstanding any provision herein that rhe rights and liabilities hereunder are several 

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

54 from the application of all of the provisions of Subchapter "K". Chapter 1. Subtitle "A", of the Internal Revenue Code of 1986, as pcr-

55 mined and authorized by Seetion 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed lo ex-

56 ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of flit 

57 United Stales or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

58 and the dala required by Federal Regulations 1.761. Should there be any requirement thai each party hcteby affected give further 

59 evidence of this election, each such parry shall execute such documents and famish such other evidence as may be required by the 

60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such parry shall give any notices or Like any other 

61 action inconsistent with the election made hereby. If any present or future income lax laws of the stale or stales in which Ihe Contract 

62 Area is located or any furore income tax laws of the United Stales contain provisions similar to those in Subchapter "K", Chapter I , 

63 Subtitle "A", of the Internal Revenue Code of 19B6, under which an election similar to thu! provided by Section 761 of Ihe Code is per-

64 mined, each pnny hereby arfected shall make such election as may bc permitted or required by such laws. In making the foregoing elec-

65 tion, each such parly states that the income derived by such party from operations hereunder can be adequately determined without the 

66 computation of partnership taxable income. 

67 

es 
69 

70 

- 12-



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 

4 Operator may settle any single uninsured thitd party damage claim or suit arising from operations hereunder i f the expenditure 

5 does not exceed Fifty Thousand Dollars 

6 (S50.000.00 ) and i f ihe payment is hi complete settlement of such clum or sun. I f the amount required for settlement ex-

7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless sucb author!iy is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint cx-

9 pensc of the parties participating fa the operation from which the claim or suit arises. I f a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such parry shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

16 the obligation to make money payments, that parry shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected party sliall use alt reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 

23 The requirement thai any force majeure shall be remedied with all reasonable dispatch shall not require Ihe settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall bc entirely 

25 within the discretion ofthe parry concerned. 

26 

27 The term "force majeure*', as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, wat, blockade, public riot, lightning, fire, storm, flood, explosion, govemmeutitl action, governmental delay, restraint 

29 or inaction, unavaflabiliiy pf equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 

32 ARTICLE X I I . 

33 NOTICES 
34 

35 All nonces authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the parries lo whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 

38 shall be deemed given only when received by the parry lo whom such notice is directed, and the time for such pnrty to give any notice in 

39 response thereto shall run from the date the originating notice i i received. The second or any responsive notice shall be deemed given 

40 when deposited in the mail ot vith the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each pBrty 

41 shall have the right to change its address at any time, and from time to time, by giving written nolice thereof to all other parties. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

46 This BETterocTrt shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of lirne selected below; provided, however, no pany hereto shall ever be construed as having any right, title or interest in ot to any 

48 lease or oil and gas interest contributed by any other parry beyond the term of this agreement. 

49 

50 D Option Np. I ; So long as any of tbe oi! and gas leases subject to this agreement temain or are continued in force as to any pan 

51 of the Contract Area, whether by production, extension, renewal, or otherwise. 

52 

53 0 Option No. 2: In the event the well described in Article V I A . , or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and'or gas in paying quantities, this agreement sltall continue in force so long as any such well or 

55 wells produce, or are capable of production, and for an additional period of 90 days from cessation of all production: provided, 

56 however, if, prior to Ihe expiration of such additional period, one or mere of the parties hereto are engaged in drillbg. reworking, deepen-

57 ing, plugging hack, testing ot attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 tiom have been completed and i f production results therefrom, this agreement shall continue in force as provided herein. In flic event the 

59 well described in Anicle V1.A., oi any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

60 of producing oil and'or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

61 ing operations are commenced within 90 days from tbe date of abandonment of said well. 
62 

63 It is agreed, however, that the termination of this agreement shall not relieve any parry hereto from any liability which has 

64 accrued or attached prior to the date of such termination. 

65 

66 

67 

66 

E9 

70 
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1 ARTICLE XIV, 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 

4 A- Law*, Regulations and Orders: 

5 
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, tc the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dtnances, rules, regulations, and orders. 

9 

10 B. Governing Law: 

11 

12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 

13 remedies, procedures, rights, duties, and interpretation or construction, shall be governed and determined by the law of the state in which 

14 the Contract Area is located. 4 Ahe-Gonftw .\w>a join •.we OT more stows, tha^ow-ttfthestwoof - - •- — • -• — — — 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or state Ivws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offcet-

22 ting or adjacent to the Contract Area. 

23 

24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 

26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to tbe extent such mtcrpretslion or ap-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect, interpretation or application, 

30 

31 Non-Operators authorize Operator to prepare and submil such documents as may be required to be submitted to rhe purchaser 

32 of any crude oil s.ild hereunder or lo any other person or entity puzsuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

33 of IJMKT, as same may bt amended from time to time ["Act"), and any valid regulations or rules which may be issued by the Treasury 

34 Department from lime to time pursuant to said Act Each party hereto agrees to furnish any and all certifications or other information 

35 which ir required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act 
36 

37 ARTICLE XV. 

38 OTHER PROVISIONS 

39 

40 

41 A. CONFLICTS 

42 Notwithstanding anything herein contained to tbe contrary, it is understood and agreed that If there b any conflict 

43 between any part of or all of the terms and provisions of Article XV and any other terms and provisions of Ibis agreement, 

44 tbe terms and provisions of this Article XV shall prevail and control. 

45 

46 g. PRIORITY OF OPERATIONS 

47 I f at any time there is more than one operation proposed In connection with any well subject to this agreement and if tbe 

48 Consenting Parties do not agree on the sequence of proposed operations, such proposed operations shall he conducted io tbe 

49 following sequence: 

50 

51 First - testing, coring or logging 

52 Second - completion attempts without plugging back in ascending order from 

53 deepest to shallowest depths; 

5* Thli d - sidetracking In tbe order of least deviation from the original bottomhole 

55 location to tht greatest deflation; 

56 Fourth - deepening of a well below the authorized depth lo descending order 

57 from shallowest to deepest depths; 

5* F'f 'n - plugging back and completion attempts in ascending order from 

59 deepest to shallowest depths. 

60 

61 
62 

63 

64 

65 

66 

67 

68 

69 
70 
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c. MISCELLANEOUS COSTS 

The following expenses shall be a direct charge, borne by the Joint Account as provided in Exhibit "C", and 
shall not be included as administrative overhead as set forth in Part ID of Exhibit "C". 

L All reasonable costs incurred by Operator, and necessary in its sole judgment, in obtaining spacing, pooling or 
other orders or rulings from stale regulatory bodies or courts regarding the Contract Area. 

2. Al) reasonable costs incurred by Operator in complying with the Natural Gas Policy Act of 1978, or in 
complying with federal, state or local law for tbe obtaining and monitoring of any well classifications required 
in the Natural Gas Policy Act of 1978; or in complying with any laws administered by, or any rules or 
regulations promulgated by, through, or under ihe United States Department of Energy regarding the Contract 
Area. 

D. MULTIPLE BILLING 

In no event shall Operator be required to make more than three billings for the entire interest credited to each 
Non-operator on Exhibit "A". If any Non-Operator to this Agreement disposes of any part or all ofthe interest credited 
to it on Exhibit "A", hereinafter referred to as "Selling Party", such Selling Party shall be solely responsible for billing 
its assignee or assignees and shall remain primarily liable to the other Parties for the interest or interests assigned until 
such time as Selling Party has 1) designated and qualified the assignees to receive the billing for its interest, 2) 
designated assignees have been approved and accepted by Operator, and 3) has furnished to Operator written notice of 
the conveyance and photocopy of tbe recorded assignments by which the transfer is made. The sale or other disposition 
of any interest in the leases covered by this agreement shall be made specifically subject to the provisions of this 
Article. Operator's approval will not be unreasonably withheld. 

E. PAYMENT OF CERTAIN ROYALTIES 

If at any time a portion or all of the Contract Area is subject to a valid drilling and spacing unit order entered 
by tbe New Mexico Oil Conservation Division and notwithstanding the provision of Article III.B. and Article III.C. 
hereof with respeci to payment of royalties, the Operator is hereby authorized to receive all royalty proceeds trom the 
sale of gas production from each such drilling and spacing unit within the Contract Area and to remit such proceeds to 
the parties entitled thereto. Non-Operators agree to direct their gas purchasers to remit all royalty proceeds to Operator 
for distribution lo royalty owners. I f any gas purchaser refuses to remit directly to the Operator for any or all of Non-
Operator's share of such proceeds, then such Non-Operator shall within ten (10) days of receipt thereof, remit such 
portion to Operator, less that portion of such Non-Operator's share of such proceeds attributable to its net revenue 
interest in each such drilling and spacing unit. Such proceeds shall be net after taxes and shall not include any portion 
ofthe value of gas sold which in die opinion of a party hereto selling such gas, is subject to refund by virtue of an order 
of the Federal Energy Regulatory Commission. Upon approval by the Federal Energy Regulatory Commission of any 
portion of such rate subject to refund obligation, a Non-Operator shall, if increased royalties result, remit to Operator 
such increased royalty amount, which shall be distributed over the unit on the basis of royalty ownership at Ihe time of 
accrual. Each Non-Operator shall furnish to Operator the names, addresses, tax identification or Social Security 
numbers, and fractional interests of all owners of royalty in the leasehold and oil and gas interests contributed to the 
unit by each Non-Operator and shall immediately advise Operator of any change in such data of which Non-Operator 
subsequently becomes aware. If division order title opinions are not otherwise provided for herein, Non-Operator shall, 
upon Operator's request, furnish Operator wilh copies of division order title opinions prepared by a reputable attorney 
covering the land subject to Non-Operator's leaseholds of oil and gas interests in each drilling and spacing unit 
Operator shall have no liability to Non-operator for losses sustained oi liabilities incurred except as may otherwise be 
provided herein. Each Non-Operator agrees to indemnify, hold and save Operator harmless from any claims, losses, 
demands and causes of action which may be asserted by reason of an error in the ownership information furnished to 
Operator and each Non-Operator shall indemnify operator against loss resulting from Operator's actions taken in 
reliance upon any information furnished by Non-Operator to Operator or by reason of Non-Operator withholding 
payment of any sums which it believes are subject to refund as hereinabove provided. Each parry hereto agrees lo bold 
each other party harmless from any and all claims for royalty payments asserted by royalty owners to whom each party 
is accountable. 

F. PREPAYMENT OF COSTS AND EXPENSES 

Notwithstanding any other provisions of this agreement, and without prejudice to any other rights of the 
Operator, Operator will have the right to request and receive from each Non-Operator payment in advance of its 
respective share of (0 lease acreage acquisition costs to the extenl the Non-Operator is acquiring its leasehold interest 
from the Operator and all or part of the completed well cost for the initial well to be drilled under Article VTA. or any 
other well to be drilled hereunder to which such Non-Operator has consented, and (ii) the cost of any completion, 
reworking, recompletion, sidetracking, deepening, plugging back operation or any other operation hereunder to which 
sucb Non-Operator has consented (any such operation under clause (i) or (ii) being herein called a "Drilling 
Operation"). Such request for advance payment may be made on all Non-Operators or on any one Non-Operator in 
writing and may be either mailed, hand-delivered or transmitted by facsimile machine. 

14(a) 



A Non-Operator receiving a request for advance payment will, wilhin two (2) days of the receipt of such 
request if a drilling rig is on location and within fifteen (15) days ofthe receipt of such request in all other cases, pay to 
Operator in cash the full amount of such request Operator will credit the amount to the Non-Operator's account for the 
payment of such Non-Operator's share of costs of such Drilling Operation and, following the end of each month, 
Operator will charge such account with such Non-Operator's share of actual costs incurred during such month. 

Payment of an advance will not relieve a Non-Operator of the obligation to pay such Non-Operator's share of 
the actual cost of a Drilling Operation and, when the actual costs have been determined, Operator will adjust the 
accounts of the parties by refunding any net amounts due or invoicing the parties for additional sums owing, which 
additional sums shall be paid in accordance with the Accounting Procedure. 

In the event a Non-Operator to which a request for advance payment was made does not, within the time and manner 
above provided, fully satisfy the request for advance payment, as provided in this paragraph F, then Operator may, in 
die Operator's sole discretion at any time prior to actual payment, exercise any one or more of the following rights and 
remedies: (a) if the advance was requested for leasehold acreage acquisition or Ihe drilling of the initial well under 
Article VIA., Operator may rescind and terminate this agreement as to such Non-Operator by written notice to such 
Non-Operator, and upon sending such notice, Non-Operator will bc deemed to have relinquished all of its leasehold 
and contract rights in the Contract Area; (b) if the advance was requested for any Drilling Operation, including, without 
limitation, the initial well drilled pursuant to Article VLA., Operator may notify such Non-Operator that such Non-
Operator is deemed to have relinquished its interest in the well to which the Drilling Operation relates and to have 
elected to go non-consent on such Drilling Operation under Article VI.B.2; (c) sue Ihe Non-Operator who faiied to pay 
as provided above for its proportionate share of expenses plus interest; or (A) exercise any and all other rights and 
remedies available to the Operator under this agreement and applicable law. Each of the parties to Ihis agreement 
hereby agrees to execute and deliver to the other parties hereto any and all documents, agreements and 
acknowledgments necessary to evidence any actions taken by the Operator pursuant to the provisions of this paragraph 
F. All remedies herein provided are cumulative and not alternative, and no failure to exercise or delay in exercising any 
such right will operate as a waiver thereof. 

G. DISTRIBUTION OF REVENUE 

Notwithstanding anything to the contrary contained herein, and without prejudice to any other rights 
possessed by Operator, Operator at its sole discretion, may receive the proceeds from all oil and/or gas production 
attributable to any Non-Operator's ownership in the Contract Area and distribute those proceeds to said Non-Operator 
during the next calendar month ensuing following receipt of the proceeds by Operator from the purchaser. 

W:\Permian\Opcratcd WcllsXKF Slate 4 *l\JOA\14a & 14b Other Provisions.doc 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 19S2 

1 ARTICLE XVI . 

2 ' MISCELLANEOUS 

3 

4 This agreement shall be binding upon and shall inure lo Ihe benefit of the parties hereto and lo their respective heirs, devisees, 

5 legal representatives, successors and assigns. 

6 

7 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 

a 
S IN WITNESS WHEREOF, this agreement shall be effective as of »th day of March , (year) 2f>0{ 

10 
11 , who has prepared and circulated this form for execution, represents and warrants that the form 

12 was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, es 

13 published in diskette form by Forms On-A-Dislc, loc. No changes, alterations, or modifications, other than tlioso in Arrioles — 

14 . have been made to tbe form, other than as shown by strikeout and/or bold type. 

15 

16 O P E R A T O R 

17 CHESAPEAKE EXPLORATION LIMITED 

16 PARTNERSHIP by Chesapeake Operating, Inc . 

19 Ceneral Panuer 

20 

21 

22 Henry J. Hood, Senior Vice President - Land and Legal 

23 

24 

25 

26 N O N - O P E R A T O R S 

27 

2B 

29 KAISER FRANCIS OIL COMPANY 

30 
31 
32 
33 

34 TITLE: 

35 

36 

37 . 

38 
39 
40 
41 

42 
43 

SAMSON RESOURCES COMPANY 

srr 
44 TITLE: 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

66 

57 ^ 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 ~ 

69 

70 
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EXHIBIT "A" 

EXHIBIT A TO THAT CERTAIN JOINT OPERATING AGREEMENT DATED MARCH 9. 2005 BY 
ANO BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS OPERATOR AND 
KAISER FRANCIS OIL COMPANY AND SAMSON RESOURCES COMPANY AS NON-
OPERATORS 

1. Contract Area: SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 
21 South, Range 35 East, Containing 320 acres, more or less, 
NMPM, Lea County, New Mexico 

2. Restrictions as to depths and formations: None. 

3. Interests of Parties: 

Owner 

Chesapeake Exploration Limited Partnership 
P. O. Box 1B496 
Oklahoma City, Oklahoma 73154-0496 
Attention: Henry J. Hood 

Kaiser Francis Oil Company 
P.O. Box 21468 
Tulsa. Oklahoma 74121-1468 

Samson Resources Company 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland. TX 79701 

Working Interest 

50.000000% 

43.750000% 

6.250000% 

TOTAL 100.000000% 

W.APermiantOperaied WellsSKF Stale 4 #VJOA\Exhibit A Wl.dDc 



EXHIBIT "A-1" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING 
AGREEMENT MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION 
LIMITED PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY 
AND SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

INSOFAR AND ONLY INSOFAR as the following described Oil and Gas Leases cover 
the SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 21 
South, Range 35 East, Containing 320 acres, more or less, NMPM, Lea County, New 
Mexico. 

Lease No.: NM7930001-002 
Lessor: State of New Mexico VO-7063 
Lessee: Rubicon Oil & Gas I, LP 
Lease Date: May 1, 2004 
Legal Desc: SW/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, New Mexico 

Lessor: State of New Mexico B1481 
Lessee: Empire Gas and Fuel Company 
Lease Date: December 19, 1932 
Legal Desc: SE/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, New Mexico 

END OF EXHIBIT "A-1" 

W:\Perr.Vian\Operaled WellsVKF State 4 #1UOA\Exnibil A-1 Leases.doc 



THERE IS NO EXHIBIT "B" 
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6 

7 

8 
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10 

n 
12 
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14 

is 

16 
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19 

2D 

2\ 

12 

23 

24 

25 
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27 

28 

29 

30 

3! 

32 

33 

34 

3S 

36 

37 

38 

19 

10 

41 

42 

43 

44 

45 

46 

n 
48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

Attached to and made a pan of that certain Oneratipr Agreement dated March 9. 200? bv and between Chesapeake 
Ftplnration ] .irniled Partnership, as Operator and Kaiser Francis Oil Company and Samson Resources Companv. as Non-Operators 

ACCOUNTING P R O C E D U R E 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

Definitions 

"Joint Property" shall mean the real and personal property subject to Ihe agreement to which this Accounting Procedure 

is an ached. 

"taint Operations" shall mean all operation* necessary or proper for the development, operation, protection and 

maintenance of tht joint Properry. 

"Joint Account" shall mean the account showing the charges paid and credits received hi the conduct of the Joint 

Operations and which are to be shared by the Panics. 

"Operator* shall mean Ihe party designated to conduct the Joint Operations. 

"Nan-Operators" shall mean the Parties to tliis agreemeni other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those cnployccs whose primary function in Joint Operations is the direct 

supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 

capacity. 

"Technical Employees" shall mean those employes having special and specific engineering, geological or other 

professional skills, and whose primary function in Joint Open-linns is the handling of specific operating conditions and 

problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Properry. 

"Controllable Material" shall mean Material which ut the time is so classified in the Material Classification Manual as 

most recently recommended by the Council or Petroleum Accountants Societies. 

Statement and Billings 

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

Account for the preceding month. Such bills will be accompanied by sunemcnts which identify the authority fot 

expenditure, lease or facility, and all charges and credits summari7.ed by appropriate classifications of investment and 

expense except that items or Controllable Material and unusual charges and credits shall be separately identified and 

fully described in detail. 

Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 

share of estimated cash outlay far die succeeding mor.th's operation within Aflcen (15) days after receipt of the 

billing or by the first day of the month for which thr advance is required, whichever is later. Operator shall adjust 

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

B. Each Non-Operator shall pay its proportion cf all bills within fifteen (15) days after teccipt. If payment is not made 

within such time, the unpaid balance shall bear mtereit monthly at the prime rate in effect at Bank One of Oklahoma. N.A. +2% 

on the first d«y of the month in which delinquency occurs plus 1% or the 

maximum contract rate pemiintd by the applicable usury laws in the stale in which the Joint Property is located, 

whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with Ihe collection of unpaid 

amounts, 

Operator piay. at its option, choose to substitute other penalties described elsewhere in this Agreement for failure lo pay bills within tht thirty 
(3D) day time frame described above. 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctnest thereof; 

provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 

conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 

year, unless within tht said twenty-four (2-1) month period a N'on-Operator takes written exception thereto and makes 

claim on Operator for adjustment. ND adjustment favorable lo Operator shall be made unless it is made wilhin the same 

prescribed period. The provisions or this paragraph shall not prevent adjustments resulting fiom a physical inventory of 

Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
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2 

3 

4 

5 

6 

1 

I 

9 

10 

11 

12 

13 

14 

15 

16 

n 
18 

19 

20 

21 

22 

23 

34 

25 

26 

27 

28 

29 

30 

31 

32 

33 

3< 

35 

36 

37 

38 

39 

40 

41 

42 
. (2) Salaries of Firsl level Supervisors in the field. 

4 J and/or consultants 

59 

60 

61 

62 

63 

64 

65 

66 

67 

6S 

69 

70 

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 

Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 

(24) month period following tht end of such calendar year, provided, however, the iriaJ-jng ol uv audit shall nol 

extend the time for the taking of written exception to and the adjustments of accouots as provided for in 

Paragraph 4 Df this Section I . Where there are two or more Non-Operators, the Non-Operators shall make 

every reasonable elTon to conduct a joint audit in a manner which will result in a minimum of inconvenience 

to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

paragraph unless agreed to by the Operator. The audits shall not he conducted more than once each year 

without prior approval of Operator, except upon the resignation or removal of tbe Operator, and shall be made 

ar the expense of those Non-Operators approving such audit. 

B. The Operator shall reply in writing to an audit repon wilhin 180 days after receipt of sueh report-

Approval By Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of rhis 

Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 

contrary provisions in regard thereto. Operator shall notify all Non-Operarors of the Operator's proposal, and the 

agreemeni or approval of a majority in inlerest of Ihe Non-Opcretots shall be controlling, on alt Non-Operators. 

fl. DIRECT CIIAFCES 

Operator shall charge the Joint Account with the following items: 

1. EreJogtcal and Environmental 

Costs incurred for Ihe benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 

em'iTOnmerrtal considerations applicable to the Joint Opeialions. Such costs may include surveys of an ecological or 

archaeological nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

Lease tentals and royalties paid by Operator for the Joint Operalions. 

3. Labor 

and/or cunsultants 

A. f l ) Salaries and wages of Operator's field employees directly employed oe (he Joint Properly in the conduct of 

Joint Operalions. 

I 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 

excluded from the overhead rates, 

and/or consultants 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly 

employed in the operation or Ihe Joint f'.openy if such charges arc excluded from Ihe overhead rates. 

45 

46 

47 

48 

49 

50 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 

5 2 employees whose salaries and wases are chargeable lo the Joint Account under Paragraph 3A of Ihis Section I I . 

S j Such costs under this Paragraph 3B may be charged on a "when and as paid basis" ot by "percentage assessment" 

s ^ on ihe amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section D. I f 

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

56 

j 7 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 

„ applicable lo Operator's costs chargeable tc the Joint Account uadei Paragraphs 3 A and 3B ofthis Section I I . 

D. Personal Expanses of those employees whose salaries and wages ore charfcable lo the Joint Account under 

Paragraphs 3A and 3D of this Section II. 

Employee Benefits 

Operator's current costs or established plans for employees' group life insurance, hospitalization, pension, retirement, 

slock purchase, thrift, bonus, and other benefit plans of a like nsmre, applicable lo Operator's labor cost chargeable lo the 

Joint Account under Paragraphs 3A and 3B of this Section ri shall be Operator's actual cost not io exceed Ihe percent 

most recently recommended by the Council ofPelroleum Accountants Societies. 

- 2 -
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I 5- Material 

2 

3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section TV. Only such 

4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 

5 reasonably practical and consistent witit efficient and economical operations. The accumulation of surplus stocks shall be 

6 avoided. 

7 

K 6. Transportation 

9 

10 Transportation of employees and Material necessary for the Join' Operations but subject to the following limitations: 

l l 

12 A. If Maicrial is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 

13 made to the Joint Account for a distance greater than the distance Irom the nearest reliable supply store where like 

14 material is norrnalry available or raj 1 way receiving point nearest the Joint Property unless agreed toby the Parti ex. 

15 

16 B. If surplus Material is moved lo Operator's warehouse or other storage point, no charge shall be made to the Joint 

\~, Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 

\ l available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 

19 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 

20 Panies. 

21 

22 C In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is 

23 available when Ihe actual charge is $400- or less excluding accessorial charges. The $400 win be adjusted to the 

24 unount most recently recommended by the Council of Petroleum Accountants Societies. 

25 

26 7. Service* 

27 

21 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 

29 10 of Section II and Paragraph t, i i , and iti, of Section III. The cost of professional consultant services and contract 

30 services of technical personnel directly engaged on the Joint Property if such charges are excluded irom the overhead 

31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 

32 Mint Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

3J 

34 8. Equipment and Facilities Furnished By Operator 

35 

36 A. Operator shall charge Ihe Joint Account for use of Operator owned equipment and facilities at rates commensurate 

37 wilh costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 

38 expense, insurance, taxes, depreciation, and iDtercsl on gross investment less accumulated depreciation not to 

39 exceed ten percent ( LQ %) per annum. Such rates shall not exceed average commercial 

40 rales currently prevailing in the immediate area of Ihe Joint Property. 

41 

42 B. In lieu of charges in Paragraph SA above. Operator may elect to use average commercial rates prevailing in the 

43 immediate area of the Join; Property less 20%. For automotive equipment, Operator may elect to use rates 

44 published by the Petroleum Motor Transport Association. 

45 

46 °- Damages and Losses to Joint Property 

47 

48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or 

49 losses Incurred by fne, flood, storm, iheft, accident, or other cause, except those resulting from Operator's gross 

50 negligence or willful misennduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as 

51 soon as practicable after a repon thereof has been received by Operator. 

52 

53 10. Legal Expense 
litle and regulatory work, 

54 / 

55 Expense of handling, investigating and senling litigation or claims, discharging of liens, payment of judgments and 

56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary lo 

57 protect or recover tbe Joint Proptrty. M6ept—tb&t—no -oharga—fof—ewvKws—of- Operators—legal -owff -of—fees—or expanse—ef 

58 outaidn flUomoyt—shell—be—modf—unless—previously—egread—*e—by—the—ParVM—A41—efh«f—legal—eixpence—is—eortwdwed—te—be 

5° cpverhd by the overhead—pfevraions of Seotion III unii-ss othurwiic ngmjd to by thu Putties, axoapt ns provided in Soction 

60 I , Paragraph 3i 

61 

62 1). Taxes 

63 

64 All taxes of every kind and nature assessed or levied upon or in connection wilh Ihe Joint Property, the operation thereof, 

65 or the production therefrom, and which taxes have been pair) by the OyerBlor for Ihe benefit of the Parlies I f the ad 

66 valorem taxes are based ia whole or in pan upon separate valuations of each party's working interest, then 

67 notwithstandine anything to the contrary herein, charges to the Joint Account shall be mode and paid by the Parties 

63 hereto in accordance with the lax value generated by each pany"s working interest. 

69 

70 

-3 -
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• — COPAS-i 
I 12. Insuranct 

2 

3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 

A event Joint Operations are conducted »n a state in which Operator may act as self-insurer for Worker's Compensation 

5 andVor Employers Liability under the respective state's laws, Operator may, at its election, include the risk undo its self-

6 insurance program and in that event. Operator shall include a charge at Operatur's cost not to exceed manual rates. 

7 

S 13. Abandonment and Reclamatipn 

9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 

II authority. 

12 
13 ] 4. Commit ntcaf Ions 

14 

1$ Cost of acquiring, leasing, installing, operating, repairing and maintaining comminication systems, including radio and 

lfi microwave facilities directly serving rbe Joint Properry. In the event communication facilities/systems serving the Joint 

17 Properly are Operaior owned, charges to the Joint Account shall be made as provided in Paragraph 8 ofthis Section U. 

IS 

19 15. Other Expenditures 

20 The cost of Operator's Field Offices not covered in Section II I . or any 

21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section IX, or in Section UI and which 

22 is of direct benefit to the Joint Propcny and is incurred by the Operator in the necessary and proper conduct of the joint 

23 Operations. 

24 

25 

26 n i . OVERHEAD 

27 

28 I . Overhead-Drilling and Prododag Operations 

29 

3D t. At compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

3 1 drilling and producing operalions on either: 

32 

33 ( X ) Fixed Rate Basis, Paragraph IA. or 

34 ( } Percentage Basis, Paragraph IB 

35 

36 Unless otherwise agreed to by the Panics, such charge shall be in lieu of costs and expenses of all offices and 

37 salaries or wages plus applicable burdens and expenses of all pcsonneL except those directly chargeable under 

3B Paragraph 3A, Section U. *IW oost—Mid cKpoftse- ef—swiem—from- outside—unwens—M—OOBIWHMW—with—matte?,-—of 

g—Of—manors—befef*—ef—iftvoWiflg—governmental—agencies—shall—be—eenctdered—ns—included—in 

40 the—overhead—HUM—presided—fef—m—ti*>- o>K>vt*...e«leowl—Paragraph—of—this—Section—HI—unless—seek—ovti—and—owpenae—efe 

41 agreed to by the Partiesê s-edweet otwge-ti. the Joint Asownfr 

42 

43 ii. The salaries, wages and Personal Expenses of Technical Employees and'or the cost of professional consultant 

44 services and contract services of technical personnel directly employed un the Joint Property: 

45 

46 ( )ihall be covered by the overhead rates, or 

47 C X ) shall not be covered by the overhead rates. 

4t 

49 iii. The salitries, wages and PerRonaJ Expenses of Technical Employees and/or costs of professional consultant services 

5D and contract services of technical persunnel cither temporarily or permanently assigned to and directly employed in 

51 the opera tion ofthe Joint Property: 

52 

53 ( ) thall be covered by the overhead ra.es, or 

54 ( X ) shall not be covered by the overhead rates. 

55 

56 A Overhead - Fixed Rate Basis 

57 

58 (1) Operator shall charge the Joint Account at the following rates per well per month: 

59 

60 Drilling Well Rate I B.136.10 

61 (Prorated fot less than a full mwith) 

62 

63 Producing Well Rate I 813 .61 

64 

65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 

66 

67 (a) Drilling Well Rate 

^ location work begins 

^ (•) Charges for drilling wells shall begin on the date (ee—wW—i*—spudclod and terminate on the date 

^ -he drilling rig. completion rig, or other units used in completion of the weU is released, whichever 

- 4 -
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1 is later, except that no charge shall bc made during suspension of drilling or conviction operations 

2 for fifteen (15) or more consecutive calendar days. 

3 

it (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 

5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

6 applied for the period from date workover operations, with rig ot other units used in workover, 

7 commence through dat' of rig or other unit release, except that no charge shall be made during 

g suspension of operations for fifteen (15} or more consecutive calendar d«ys. 

9 

10 (b) Producing Well Raws 

11 

12 (1) An active well either produced or injected into for any portion of the month shall be considered as 

13 a one-well charge for the entire month. 

14 

15 —Booh active- • oowytetiae—M—a—mriti-GOfneleied—weli—in—whidt—piodtteti**—«—ne*—commingled—down 

16 We—stvall—be- oanwdwed—a» » owe well dtartt*—preUJiwg «M»h—eemplevioft—k.—o<wor.4ef*4—ft—•separate 

17 weii-fey-tiie governing regulatory authority. 

18 
19 (3^~ nn ieeoiive—gas—weU—efeut ie hcpat.Br> flf • ovfcpprorf..Nior.—or—failure—of—purehiaer—to—wife—the 

21 a permanent sales outlet. 

22 

23 (4) A one-well charge shall be made for the month in which plugging and abandonment operations 

24 2re completed on any well. This one-well charge shall he made whether or not the well has 

25 produced except when drilling well rate applies. 

26 

27 (5) All other inactive wells fincluding but not limited to inactive wells covered by unit allowable, lease 

28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

29 

30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
by the percent Increase or decrease published by COPAS 

31 agreement to which this Accounting Procedure is attached /. +t&—adjustment—shall—be—computed "by—multiplying 
32 the • i ate — eugemiy—in—wse—by—the—pefeentttge—increeM—ef—decrease—in tite • evotoge—weakly—comings - of—Crude 

34 sAeWft-by-J the inde»of average weekly <iwwng»of Owde-Petrote^rft and Gns Production Wwhets o» oppre-ved-an-ri recorded by COPAS. 

35 puhliohed - by -*he-United Slates -Popowmwrt—»f—fcabcry Bureau-of -tabor—Stetifttw^—ef—th<—equivalent Canorftan-indea,—K 

3« PtfWished- by—Stahstiea—Canada;—es—oppltonbler—Th*—edjuwd—FWes—shall—be—the—retes—cwtendy—in—eee,—pltt»~-of 

37 miwii <hecomputed adjustment 

38 

39 & Overhead- Percentage Basis 

40 

41 ft)—Operator shall charge the Joint Aoeownt-ouhe fcflewmg rates; 

42 

43 (a)—Development 

44 

47 

48 (b) Op uniting 

49 

5 0 Percent f Y a \ o f thO-aOSt-oEopi.rr.t ir . f ' t h . Pr f tpwrty «. .n l . . r t . .« ftfnnrlr j ^m . . ; r f .H 

51 under—Paragraphs—3—end—W—ef—Section—tt,—ell—salvage—credits;—the—value—ef injec-led—substances—purchased 

5' toi secondary—reeevery—ene—eU—tejtes—and—assessments—wnieh—ere—toned;—assessed—end—peid—upon—the 

54 

5S f3j—Application of Oueriteod Peroemnee Basis shall be or. fiilows; 

S« 

57 Fei—Ae—purpose—-of—eVit.rroininE—ehasges—en—a—percentage—bosk—under—Paragraph—W3—nf-—Ink—Seetion—iU, 

58 ievetepmem enen iaeiude—an eests in—HanMcwen with dnuing, rudritling, deepening, ef any feme**) 

59 operation!! Mt any ot ali wells Involving. - tht. use nf drilling rig aM- ct'w capablu of drillinc lo the producing 

60 tenet**! en tne Joint Property; else; pretrrrnnery etepenrlifures neo, .sary—to preparation fo* drttJine,—and 

e' 1 expenditures—inouned—tfl—abandoning—svhen—the—*veK—1«—net—complete tl—us—e—prodeoefi—ond—erieinoi—nest nf 

62 eenfiguotion—ef—instanetion—of—Twod—assets:—the—eapanjiot. ef—fined—assets—ami—anv—ether project clearly 

'3 discernible—as—s—lined asset,—assent—Major—eensttuwien—es—defined—in—Paragraph 3—of this Suction III.—AH—other 

65 

66 J, Oi'irhud Major Construction 

67 
6 8 To—compensate—Operator—fer̂ —overheat*—easts— incurred—in—the—constructiun—and—tnsUtllatirn—af—fced—asfee*—tite—expansion nf 

69 feted—essetv;—and—any—etlter—pmjeet—eiearty—discernible—as—ti—ftt^d—asset—required—for—Thr J.-. jlopiiipjtt jnd uncrntipr the 
7 0 Joint Ptopurt';,—Qpetcne*—sMI—either—negotiate—a—KM—pnot—w—the—beginnine—of tonstniolion!—of—shall—shuge—the—joint 

-5-
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Si 
i 

2 

3 

4 

5 

6 

7 

8 

9 

ID 

I I 

12 

13 

,4 

15 

I t 

17 

It 
19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

Account for overhead bated pr, the following relet for any44ajor CoMlmotirttt-pwr* 

4.0 K of firelSIOO.OOO or total peat iflaafl.pHig 

a of 5100,000 raiUcss-thanEl,000,000, plot 

-t-.O v. ofooae>M s of S 1,000,008. 

Tetal- -ahaH- -the—grow aosl of my one—prejeoh—For Ihe—purpooe—of Ihis—paragraph, Ihe component—parte-' « f -

ppojeot—sneU—not—Be—treated—sopnrniuly—and—tne— «f—drilling and—wuckov-er—wullr ond—artificial lift—equipment—shaH—be 

Tcr—oompcnsosc—Operate*—for—overltead—easts—inewTet 

•fire,—dorm, 

-oaotmenoe—dee 

«H 9f»t*t; beau tftlrophat 

naoeBBory—te r 

for 0%'erheod based on tht following mlaai 

—nepla 

—the—Joint—Property—to—she—aqoivoleHI—oonrtitiolt—that 
•—agreed—H 

tisted pnnr-

-ey—the—Potties 

cuus'mg—tho 

prior—to ohatfittlB—the—Joint—Aoeoont—ot choll—charge—the—4etnt—A cecum 

_«4 of total coals through [100,000; plus 

ef IIOOiOWl hut less than tl,000,000rp4« 

Eitpenditures—ettbjeet—tn—the overheads—abevt —ee—teduoed—by-

Amendment of Rates 

The overhead rates provided for in this Section III may be amended from time to time only by mutual agreemeni 

between Ihe Parties hereto if, in practice, the rales are found to be insufficient or excessive. 

i i 

3b 

37 

38 

39 

40 

41 

42 

43 

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Materia] 

movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 

Operator's option, such Material may be supplied by Ihe Non-Operator. Operator shall make timely disposition of idle and/of 

surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kino, ot sale to 

outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 

A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall bc agreed 10 by the Parties. 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

1. 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts, received. In case of 

Material found to be defective or returned to vendor for any other reason!, credit shall be passed 10 the Joint Account 

when adjustment has been received by the Operator. 

Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 

unless otherwise agreed to by Ihe Panies. shall be priced on the following basis exclusive of cash discounts: 

A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced al Eastern milt 

published carload base prices effective as of date of movement plus transportation ' cost using tbe 8P.0O0 

pound carload weight basis to the railway receiving point nearest Ihe Joint Property for which 

published rail rates fcrr tubular goods exist. If the 80,000 pound rail rale is not offered, the 70.000 pound 

or 90,000 pound rail rate may be used. Freight charges for Tubing will be calculated from Lorain, Ohio 

and casing from Youngslown, Ohio. 

fb) For grades which are special to one mill only, prices shall bc computed at the mill base of that mill plus 

transportation cost from lhal nti!! to the railway receiving point nearest the Joint Properly as provided 

above in Paragraph 2.A.(IXaj. For transportation cost from points other than Eastern milts, the 30.000 

- 6 -
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1 

2 

1 

4 

5 

6 

7 

8 

9 

10 

I I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

«4 

45 

46 

47 

48 

49 

50 

Jl 

52 

53 

54 

55 

56 

57 

S! 

59 

60 

Gl 

62 

6} 

64 

65 

66 

67 

68 

69 

70 

pound Oil Field Haulers Association interstate truck rate shall be used. 

Cc) Spec*! end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 

tc the railway receiving pninl neatest the joint Property. 

(d) Macaroni tubing (size less than 2 3/tt inch OD) shall be priced at tite lowest published out-of-stock prices 

f-o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 

per weight of tubing transferred, tn the railway receiving point nearest tbe Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30.000 pounds or 

more snail be priced under provisions of tubular goods pricing in Paragraph A.(I)(a) as provided above. 

Freight charges shall be calculated from Lorain, Ohio. 

(b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000 

pounds shall be priced al Eastern mill published carload base prices efTective as of dale of shipment, 

rlus the percent most recently recommended try COPAS 
plus 30—power*, plus trtmsnonaiion costs based on freight rales as set forth under provisions of Tubular 

goods pricing in Paragraph A.(l)[a) as provided above. Freight charges shall be calculated front Lorain, 

Ohio. 

(c) Line pipe 24 inch OD and over and V. inch wall and larger shall be priced f.o.b. the point of 

manufacture at current new published prices plus transportation cost to the railway receiving point 

nearest Ihe Joint Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 

be priced at quoted prices plus freight to the i airway receiving point nearest the Joint Property or at 

prices agreed to by the Panics. 

(3) Other Material shall be priced at the cunent new price, in effect at date ol movement, as listed by a reliable 

supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the 

railway receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 

new price, in effect on date of movement, as listed by a reliable supply store nearest Ihe Joint Property, or 

point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 

Property. Unused new rubulars will be priced as provided above ta Paragraph 2-A^I) and (2). 

B. Oood Used Material (Condition B) 

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

(1) Materia] moved to the Joint Property 

At seventy-five percent (75%) of current new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property 

(a) At seventy-five pcrccnl (75%) of current new price, as detennined by Paragraph A, if Material was 

originally charged to the Joint Account as new Material or 

(b) At sixry-five percent (65%) cf current new price, as determined by Paragraph A, if Materia! was 

originally charged to the Joint Account as used Maicrial 

(3) Material not used on and moved from Ihe Joint Property 

Al seventy-five pcrccnl (75%) of current new price as determined by Paragraph A. 

The cosl of reconditioning, if any, shall be absorbed by the transferring property. 

C. Other Used Maicrial 

(1) Condition C 

Material which is nol in sound and serviceable condition and not suitable for its original function until 

after reconditioning shall be priced at fifty percent (50%) of cunent new price as determined by 

Paragraph A. The cost of reconditioning shell be charged to the receiving property, provided Condition 

C value plus cost cf reconditioning dees not exceed Condition B value. 

CHK 000204 
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I (2) Condition D 

1 

3 Material excluding junk, no longer suitable for its original purpose, but usable for some olher purpose 

4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 

5 under procedures normally used by Operator without prior approval ofNon-Operatorx. 

6 

7 (a) Casing, tubing, or drill pipe used is line pipe shall be priced as Grade A aod B seamless line pipe 

g of comparable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices. 

10 

I I (t>) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 

12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 

H Upset Tubular goods shall be priced on a non upset basis. 
U 

15 (3) Condition E 

16 
17 hint shall be priced at prevailing prices. Operator may dispose of Condition E Material under 

Ig procedures normally utilized by Operator without prior approval of Non-Operators. 

19 

20 D. Obsolete Material 

21 

22 Material which is serviceable and usable for its original function but condition and/or varus of such Material 

23 is not equivalent io that which would justify a price u provided above may be specially priced as agreed to by 

24 the Parties. Such price should result in the Joint Account being charged wrdi the value of ihe service 

25 rendered by such Material. 

26 

27 E. Pricing Conditions 
28 

Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (250 

per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

sustained at the stocking point. Tbe above rate shall be adjusted as of the first day of April each year 

following January 1, 1985 by tht sum percentage increase or decrease used io adjust overhead rates in 

Section IH, Paragraph I.A.{3). Each year, Ihe rate calculated shall be rounded to the nearest cent and 

shall be the rate in effect until the first day of April next year. Sucb rate shall bc published each year 

by the Council of Petroleum Accountants Societies. 

36 

37 (2) Material involving erection costs shall be charged at applicable percentage of the current Icnocked-down 

38 price of new Material. 

39 

40 3. Premium Prices 

41 

42 Whenever Material is not readily obtainable it published or listed prices because of national emergencies, strikes or other 

43 unusual causes over which ihe Operator hes no control, Ihe Operator may charge the Joint Account for ihe required 

44 Material at the Operator's actual cost incurred in providing such Material, In making it suitable for use. and in moving it 

45 to che Joint Properry; provided notice in writing is furnished to Non-Operators of the proposed charge prior lo billing 

47 ion days «Aer womng- notioe -from—Operatorto—furnish-in kind—ttU—or-pan—et—hts -share- of aueh Ntaterial •cuiroMe—for—use 

48 end aoeeptaMe la Opawtor. 

45 

50 4. Warranty of Material Furnished Dy Operator 

51 

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 

53 Account until adjustment has been received by Operator from the manufacturers or their agents. 

54 

55 

56 V. I.WENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material. 

5? 

60 1. Periodic Inventories, Notice and Representation 

61 

62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 

63 of infection to take inventory thall be given by Operator at least thirty (30) dzys before any inventory is to bigin so feat 

64 Non-Operators may be represented when nny inventory if taken. Failure of Non-Operators to bc represented at an 

65 inventory shall bind Non-Operators to accept the inventor}' taken by Operator. 

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from ihe reconciliation of a physical inventory shall be made wilhin Six 

70 months foMowing the taking of tht inventory. Inventory adjustments shall be made by Operator to the Joint Account for 

- 8 -
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I overages 2nd shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

2 

3 3. Special Inventories 

4 

5 Special inventories may be taken whenever there is any snle, change of interest, or change of Operator in the Joint 

6 Property, l l shall be the duty of the party selling to notify all other Panics as quickly as possible after tbe transfer of 

7 interest lakes place, ln such cases, both the seller and the purchaser shall be governed by such inventory. In cases 

S involving a change of Operator, all Panics shall be governed by such inventory. 

9 

10 4. Expense of Conducttnginveatoriel 

I I 

[2 A. Tbe expense of conducting periodic inventories shall not be charged to rhe Joint Account unless agreed to by the 

13 Panics. 

14 

IS B. The expense of conducting special inventories shall be charged lo Ihe Parties requesting such ioventori-js, except 

} 6 inventories required due to change of Operator shnll be charged to the Joint Account. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

31 

38 

39 

40 

4; 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON 
RESOURCES COMPANY, AS NON-OPERATORS 

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. Worker's Compensation Statutory 

Employer's Liability $100,000 each accident 

B. Comprehensive General Liability 
including: 

(a) property damage and bodily 
injury liability including, 
but not limited to, losses 
resulting from explosion, 
collapse, underground damage; 
and 

(b) contractual liability assumed $1,000,000 
under this Agreement Combined single limit 

C. Comprehensive Automobile Liability 
covering owned, non-owned and hired $1,000,000 
vehicles. Combined single limit 

D. Umbrella Liability 
in excess of A (except Worker's $20,000,000 
Compensation), B, and C above. Combined single limit 

E. Cost of Well Control and Operator's $5,000,000 OEE and 
Extra Expense, including Care, Well Control $250,000 CCC 
Custody, and Control Coverage 

2. The insurance described in 1. above 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 "C" to this 
Agreement, unless prior to spud a Non-Operator who desires to provide its own insurance 
provides Operator with a certificate of insurance evidencing such individual coverage. 

3. Operator shall use every reasonable effort to have its contractors and subcontractors 
comply with applicable Worker's Compensation laws, rules and regulations and carry such 
insurance as Operator may deem necessary. 

4. Operator shall not be liable to Non-Operator for toss 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 at any time during the term of this Agreement, Operator is unable 
to procure or maintain said 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 shsll provide Operator with a certificate of 
insurance evidencing such coverage before spud of the well and such coverage includes waivers 
by the insurer of all right of subrogation in favor of the other parties. 

W:\Permian\Operated WellsXKF Stata 4 #1UOA\Exhibit D lnsurance.doc 
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EXHiBiT "E" 
ATTACHED TO AND MADE A PARTY OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

GAS STORAGE AND BALANCING AGREEMENT 

The parties to the Operating Agreement to which this gas storage agreement is 
attached own the working interest in the gas rights underlying the Contract Area covered 
by such agreement in accordance with the percentages of participation as set forth in 
Exhibit "A" to the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party thereto has 
the right to take its share of gas produced from the Contract Area and market the same. In 
the event any of the parties hereto is not able to market its share of gas or has contracted 
to sell its share of gas produced from the Contract Area to a purchaser which is unable at 
any time while this agreement is in effect to take the share of gas attributable to the interest 
of such party, the terms of this storage agreement shall automatically become effective. 

During the period or periods when any party hereto is not selling or otherwise 
disposing of its share of gas produced from the Contract Area, or its purchaser is unable lo 
take its share of gas produced from the Contract Area, the other parties shall be entitled to 
produce each month one hundred percent (100%) of the allowable gas production 
assigned to such Contract Area and shall be entitled to take and deliver to its or their 
purchaser all of such gas production. All parties hereto shall share in and own the liquid 
hydrocarbons recovered from such gas by lease equipment in accordance with their 
respective interests and subject to the Operating Agreement to which this gas storage 
agreement is attached, but the party or parties faking such gas shall own all of the gas 
delivered to its or their purchaser. Each party not selling or otherwise disposing of its 
share of the gas produced shall be credited with gas in storage equal to its share of the gas 
produced and metered under this Agreement. A nonconsenting party pursuant to Article VI 
of this Operating Agreement shall be credited with only its proportionate share of gas 
against its nonconsent penalties regardless of what share such owner's purchaser is taking 
at any given time. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. 
The Operator will maintain a current account of the gas balance between the parties and 
will furnish all parties hereto monthly statement showing the total quantity of gas taken 
and/or sold by each party and the monthly and accumulative over and under delivered of 
each party. 

Each party producing and/or delivering gas to its purchaser shall pay any and all 
production taxes due on such gas. 

At all times while gas is produced from the Contract Area, each party hereto will 
make settlement with all royalty owners for said unit as required by applicable regulations. 
Each party hereto agrees to hold each other party harmless from any and all claims for 
royalty payments asserted by royalty owners to whom each party in accountable. 

After notice to the Operator, any party at any time may begin taking or delivering to 
its purchaser its share of the gas produced from the Contract Area. In addition to its share, 
each party, including the Operator, until it has recovered its gas in storage and balanced 
the gas account as to its interest, shall be entitled to take or deliver to a purchaser a 
volume of gas equal to twenty-five percent (25%) of the overproduced party or parties' 
share of gas produced from the Contract Area. If two or more parties are entitled to 
twenty-five percent (25%) of the overproduced party or parties' share of gas produced, they 
shall divide such twenty-five percent (25%) in accordance with their percentage of 
participation in the Contract Area. 

l 



Should production of gas be discontinued before the gas account is balanced, a 
monetary settlement will be made between the underproduced and overproduced parties. 
In making such settlement, each overproduced party shall remit to the Operator an amount 
of money that such party received for its overproduction, less taxes theretofore paid, for a 
volume of gas equal to its overproduction. 

Each party to the Joint Operating Agreement, whether underproduced or 
overproduced, is responsible for its share of lease operating expenses. 

W.IPormianlOperalod WellstKF State A tnuOAlExhibi l E Gas Baianchsdoc 



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY, AS NON-OPERATORS 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Oil Companv. having a notice address of P.O. Box 21468. Tulsa, Oklahoma 
74121^1468 and Samson Resources Company having a notice address of Centennial 
Tower 200 N Loraine. Suite 1010 Midland. TX 79701. as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

The Operating Agreement is on an A.A.P.L. form 610-1982 Model Form Operating 
Agreement, as amended by the parties, plus attachments. 

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of all oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

III. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oil and gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
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concerning the amount of any default Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 

If Operator pays a defaulting parry's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement. This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
"its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement. 

VI. 

Operator may, on behalf of all parties, terminate the effect of this Memorandum as 
to all or any portion of the Contract Area by recording a full or partial release hereof. 

VII. 

Any party requiring additional information concerning the rights and obligations of 
the parties under the Operating Agreement may contact the Operator at the following 
address: 

OPERATOR: Chesapeake Exploration Limited Partnership by its 
General Partner, Chesapeake Operating, Inc. 
P.O. Box 18496 
Oklahoma City, Oklahoma 73154 
Attn: Henry J. Hood 

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 
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MEMORANDUM OF OPERATING AGREEMENT 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Qil Company, having a notice address of P.O. Box 21468. Tulsa. Oklahoma 
74121-1468 and Samson Resources Companv having a notice address of Centennial 
Tower 200 N Loraine, Suite 1010 Midland, TX 79701. as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

The Operating Agreement is ori an A.A.P.L. form 610-1982 Model Form Operating 
Agreement, as amended by the parties, plus attachments. 

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of ali oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

III. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oil end gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 



If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement 

VI. 

Operator may, on behalf of all parties, terminate the effect of this Memorandum as 
to all or any portion of the Contract Area by recording a full or partial release hereof. 

VII. 

Any party requiring additional information concerning the rights and obligations of 
the parties under the Operating Agreement may contact the Operator at the following 
address: 

OPERATOR: Chesapeake Exploration Limited Partnership by its 
General Partner, Chesapeake Operating, Inc. 
P.O. Box 18496 
Oklahoma City, Oklahoma 73154 
Attn: Henry J. Hood 

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 
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OPERATOR: NON-OPERATOR: 

CHESAPEAKE EXPLORATION KAISER FRANCIS OIL COMPANY 
LIMITED PARTNERSHIP 

Bv: By:_ 
Henry J. Hood, lts:_ 
Senior Vice President-Land and Legal 
of Chesapeake Operating, Inc., 
General Partner 

SAMSON RESOURCES COMPANY 

By:. 
Its: 

STATE OF OKLAHOMA ) 
) 

COUNTY OF OKLAHOMA ) 

This instrument was acknowledged before me on , 2005, 
by Henry J. Hood, Senior Vice President-Land and Legal of Chesapeake Operating, Inc., 
General Partner of Chesapeake Exploration Limited Partnership, an Oklahoma limited 
partnership. 

Notary Public 
Name: Sandra L. Mathis 
My Commission Expires: May 5, 2006 
Commission Number: 02007791 

STATE OF, ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me on , , 2005 
by of Kaiser 
Francis Oil Companv. a(n) company, on behalf of the company. 

Notary Public 

Name (Print) 
My Commission Expires:. 
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STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me on , 2005 
by . of Samson 
Resources Company. a(n) company, on behalf of the company. 

Notary Public 

. Name (Print) 
My Commission Expires:. 

W:\Permian\Operated Weiis\KF State 4 #1UOA\Memorandurn.doc 
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EXHIBIT "A" 

EXHIBIT A TO THAT CERTAIN MEMORANDUM OF JOINT OPERATING AGREEMENT DATED 
MARCH 9.2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS 
OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON RESOURCES COMPANY AS 
NON-OPERATORS 

1. Contract Area: SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 
21 South, Range 35 East, Containing 320 acres, more or less, 
NMPM, Lea County, New Mexico 

2. Restrictions as to depths and formations: None. 

3. Interests of Parties: 

Owner Working Interest 

Chesapeake Exploration Limited Partnership 50.000000% 
P. 0. Box 18496 
Oklahoma City, Oklahoma 73154-0496 
Attention". Henry J. Hood 

Kaiser Francis Oil Company 43.750000% 
P.O. Box 21468 
Tulsa, Oklahoma 74121-1468 

Samson Resources Company 6.250000% 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland, TX 79701 

TOTAL 100.000000% 

W:\PerrriBrrtOperaied WellsAKF State 1 #1UOA\Memorandum Exhibit A.doc 
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EXHIBIT "A-1" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN MEMORANDUM OF JOINT 
OPERATING AGREEMENT MARCH 9, 2005 BY AND BETWEEN CHESAPEAKE 
EXPLORATION LIMITED PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS 
OIL COMPANY AND SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

INSOFAR AND ONLY INSOFAR as the following described Oil and Gas Leases cover 
the SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 21 
South, Range 35 East, Containing 320 acres, more or less, NMPM, Lea County, New 
Mexico. 

Lease No.: NM7930001-002 
Lessor: State of New Mexico VO-7063 
Lessee: Rubicon Oil & Gas I, LP 
Lease Date: May 1, 2004 
Legal Desc: SW/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, New Mexico 

Lessor: State of New Mexico B1481 
Lessee: Empire Gas and Fuel Company 
Lease Date: December 19,1932 
Legal Desc: SE/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, Mew Mexico 

END OF EXHIBIT "A-1 

W:\PermianVOperaterJ WslIsVKF State 4 #1UOA\Memorandum Exhibit A-1 Leasas.doc 
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Samson 
Centennial Tower 
200 N Loraine. Suite 1010 
Midland, TX 79701 
USA 
432/583-7063 
Fax 43Z'6B3-6S47 

April 5, 2005 

Chesapeake Operating, Inc. 
Attn: Lynda F. Townsend 
P. O. Box 18496 
Oklahoma City, OK 73154-0496 

Re: Operating Agreement 
Proposed KF State 4 #1 
S '2 Section A, T-21-S, R-35-E 
Lea County, New Mexico 

Gentlemen: 

Samson is in receipt of the Operating Agreement for the referenced well. However, 
please be advised that by letter dated March 30, 2005 (copy attached) Samson rescinded 
its election to participate in the well and, therefore, will not be executing the Operating 
Agreement. 

Should you have any questions regarding this matter, please contact the undersigned at 
(432) 686-6312. 

Sincerely, 

Tim Reece 
Senior Landman 

D E I - U M t i n t 

OIL CONSERVATION DIVISION 
Case # 13492&1 3493 Exhibit No. 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 

NMOCD C a s e Nos. 13492 / 13493 
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Genlenrua! Ttwer 
200 N, Loralne, SU 
Midland, TX 79701 
USA 
432/663-7053 
Fax 432/6836847 

Attn. Lynda F. Townsend 
P.O. Box 18496 
Oklahoma City, OK 73154-0496 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your letter dated March 9, 2005. Upon reviewing Samson's records we have detennined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

if you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 



§ 70-2-16 
Note 8 

65-3-22(b), 65-3-29(h). Continental Oil Co. v. 
Oil Conservation Commission, 1962, 70 N.M. 
310, 373 P.2d 809. Mines And Minerals <S= 
92.59(1) 

Commission's finding, that there was general 
correlation between deliverabilities of gas wells 
in pool and recoverable gas in place under 
tracts dedicated to said wells, was not tanta­
mount to finding that new proration formula, 
based 25 percent upon acreage and 75 percent 
upon deliverability, was based on amounts of 
recoverable gas in pool and under tracts, inso­
far as those amounts could be practically deter­
mined and obtained without waste. Continen­
tal Oil Co. v. Oil Conservation Commission, 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals ®=> 92.59(2) 

9. Review 
Oil conservation commission cannot perform 

judicial functions; but neither can court per-

OIL & GAS 

form administrative one; and net effect of 
court's admission and consideration of addition­
al evidence, on appeal taken from proration 
order, was to perform administrative function 
Continental Oil Co. v. Oil Conservation Com­
mission, 1962, 70 N.M. 310, 373 P.2d 809. 
Mines And Minerals 92.59(1); Mines And 
Minerals «» 92.64 

Insofar as statute purported to allow district 
court, on appeal from oil conservation commis­
sion's proration order, to consider hew evi­
dence, to base its decision on preponderance of 
evidence, or to modify orders of commission 
statute was void as unconstitutional delegation 
of power. 1953 Comp. § 65-3-22(b); Const 
art 3, § 1. Continental Oil Co. v. Oil Conserva­
tion Commission, 1962, 70 N.M. 310, 373 P.2d 
809. Constitutional Law «=> 74; Mines And 
Minerals ®= 92.3(2) 

§ 70—2—17. Equitable allocation of allowable production; pooling; spacing 
A. The rules, regulations or orders of the division shall, so far as it is 

practicable to do so, afford to the owner of each property in a pool the 
opportiinity to produce his just and equitable share of the oil or gas, or both, in 
the pool, being an amount, so far as can be practically determined, and so far 
as such can be practicably obtained without waste, substantially in the propor­
tion that the quantity of the recoverable oil or gas, or both, under such property 
bears to the total recoverable oil or gas, or both, in the pool, and for this 
purpose to use his just and equitable share of the reservoir energy. 

B. The division may establish a proration unit for each pool, such being the 
area that can be efficiently and economically drained and developed by one 
well, and in so doing the division shall consider the economic loss caused by 
the drilling of unnecessary wells, the protection of correlative rights, including 
those of royalty owners, the prevention of waste, the avoidance of the augmen­
tation of risks arising from the drilling of an excessive number of wells, and the 
prevention of reduced recovery which might result from the drilling of too few 
wells. 

C. When two or more separately owned tracts of land are embraced within 
a spacing or proration unit, or where there are owners of royalty interests or 
undivided interests in oil and gas minerals which are separately owned or any 
combination thereof, embraced within such spacing or proration unit, the 
owner or owners thereof may validly pool their interests and develop their 
lands as a unit. Where, however, such owner or owners have not agreed to 
pool their interests, and where one such separate owner, or owners, who has 
the right to drill has drilled or proposes to drill a well on said unit to a common 
source of supply, the division, to avoid the drilling of unnecessary wells or to 
protect correlative rights, or to prevent waste, shall pool all: or any part of such 
lands or interests or both in the spacing or proration unit as a unit. 

All orders effecting such pooling shall be made after notice and hearing, and 
shall be upon such terms and conditions as are just and reasonable and will 
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OIL CONSERVATION; REGULATION OF WELLS § 70-2-17 

afford to the owner or owners of each tract or interest in the unit the 
opportunity to recover or receive without unnecessary expense his just and fair 
share of the oil or gas, or both. Each order shall describe the lands included in 
the unit designated thereby, identify the pool or pools to which it applies and 
designate an operator for the unit. All operations for the pooled oil or gas, or 
both, which are conducted on any portion of the unit shall be deemed for all 
purposes to have been conducted upon each tract within the unit by the owner 
or owners of such tract. For the purpose of determining the portions of 
.production owned by the persons owning interests" in the pooled oil or gas, or 
both, such production shall be allocated to the respective tracts within the unit 
in the proportion that the number of surface acres included within each tract 
'bears to the number of surface acres included in the entire unit. The portion of 
"the production allocated to the owner or owners of each tract or interest 
included in a well spacing or proration unit formed by a pooling order shall, 
when produced, be considered as if produced from the separately owned tract 
or interest by a well drilled thereon. Such pooling order of the division shall 
make definite provision as to any owner, or owners, who elects not to pay his 
'proportionate share in advance for the prorata reimbursement solely out of 
"production to the parties advancing the costs of the development and operation, 
which shall be limited to the actual expenditures required for such purpose not 

j. in excess of what are reasonable, but which shall include a reasonable charge 
for supervision and may include a charge for the risk involved in the drilling of 
such well, which charge for risk shall not exceed two hundred percent of the 
nonconsenting working interest owner's or owners' prorata share of the cost of 

- drilling and completing the well. 

" «In the event of any dispute relative to such costs, the division shall determine 
, the proper costs after due notice to interested parties and a hearing thereon, 

be division is specifically authorized to provide that the owner or owners 
frilling, or paying for the drilling, or for the operation of a well for the benefit 
of all shall be entitled to all production from such well which would be received 
|y the owner, or owners, for whose benefit the well was drilled or operated, 
|fter payment of royalty as provided in the lease, if any, applicable to each tract 

r interest, and obligations payable out of production, until the owner or 
Owners drilling or operating the well or both have been paid the amount due 
|pder the terms of the pooling order or order settling such dispute. No part of 
9Ie production or proceeds accruing to any owner or owners of a separate 

t̂erest in such unit shall be applied toward the payment of any cost properly 
H&rgeable to any other interest in said unit. 

«If the interest of any owner or owners of any unleased mineral interest is 
oled by virtue of this act, seven-eighths of such interest shall be considered as 

fir- | 

working interest and one-eighth shall be considered a royalty interest, and he 
in all events be paid one-eighth of all production from the unit and 

""editable to his interest. 
'SP- Minimum allowable for some wells may be advisable from time to time, 
, Pecially with respect to wells already drilled when this act takes effect, to the 

541 



§ 70-2-17 OIL & GAS 

end that the production will repay reasonable lifting cost and thus prevent 
premature abandonment and resulting waste. 

E. Whenever it appears that the owners in any pool have agreed upon a 
plan for the spacing of wells, or upon a plan or method of distribution of any 
allowable fixed by the division for the pool, or upon any other plan for the 
development or operation of such pool, which plan, in the judgment of the 
division, has the effect of preventing waste as prohibited by this act and is fair 
to the royalty owners in "such pool, then such plan shall be adopted by the 
division with respect to such pool; however, the division, upon hearing and 
after notice, may subsequently modify any such plan to the extent necessary to 
prevent waste as prohibited by this.act. 

F. After the effective date of any rule, regulation or order fixing the 
allowable production, no person shall produce more than the allowable produc­
tion applicable to him, his wells, leases or properties determined as in this act 
provided, and the allowable production shall be produced in accordance with 
the applicable rules, regulations or orders. 

L. 1935, Ch. 72, § 12; L. 1949, Ch. 168, § 13; L. 1953, Ch. 76, § 1; L. 1961, Ch. 65, § 1-
L. 1973, Ch. 250, § 1; L. 1977, Ch. 255, § 51. 
Formerly 1941 Comp., § 69-213 1/2; 1953 Comp., § 65-3-14. 

Library References 

Mines and Minerals ©=92.52. 
Wesdaw Key Number Search: 260k92.52. 

Notes of Decisions 

In general 1 
Allowable production 13 
Correlative rights 14 
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Findings 15 
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Judicial review 16 
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Proration 5-10 

In general 5 
Findings 10 
Formulas 6 
Market demand 9 
Orders 7 
Waste prevention 8 

Rights of oil and gas owners 
Spacing units 11 
Waste prevention, proration 

1. In general 
The oil conservation commission is a creature 

of statute, expressly defined, limited and em­
powered by laws creating it. 1953 Comp. 
§§ 65-3-10, 65-3-13(c), 65-3-14(b, f), 

65-3-29(h). Continental Oil Co. v. O0 Conser­
vation Commission, 1962, 70 N.M. 310, 373 
P.2d809. Mines And Minerals ®=» 92.16 

2. Due process 
Defendant oil company's failure to notify 

plaintiff of well costs as mandated by New Mex­
ico Conservation Division's pooling order did 
not rise to the level of "state action" so as to 
support an action for denial of due process. 
U.S.C.A. ConstAmend. 14. Mountain States 
Natural Gas Corp. v. Petroleum Corp. of Texas, 
1982, 693 F.2d 1015. Constitutional Law «=> 
254(4) 

3. Jurisdiction 
Inasmuch as crux of plaintiffs claim was that 

defendant oil company violated its federal con­
stitutional right to due process of law by failing 
to provide it with notice of well costs pursuant 
to New Mexico Oil Conservation Division's 
pooling order, trial court did not err in exercis­
ing primary jurisdiction over dispute relating to 
cost of drilling and completing a well. U.S.C.A. 
ConstAmend. 14. Mountain States Natural 
Gas Corp. v. Petroleum Corp. of Texas, 1982, 
693 F.2d 1015. Mines And Minerals ®= 92.79 
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OIL CONSERVATION; REGULATION OF WELLS 

4. Rights of oil and gas owners 
Property right of owner of natural gas is not 

absolute or unconditional and consists of mere­
ly (1) opportunity to produce, (2) only insofar as 
it is practicable to do so, (3) without waste, (4) a 
proportion, (5) insofar as it can be practically 
determined and obtained without waste, (6) of 
gas in pool. Continental Oil Co. v. Oil Conser­
vation Commission, 1962, 70 N.M. 310, 373 
P.2d 809. Mines And Minerals ©=> 92.54 

5. Proration—In general 
Oil Conservation Commission was not re­

quired, as prerequisite to entry of valid pro­
ration order, to first determine amount of gas 
underlying each producer's tract and in the 
pool, where Commission's findings demonstrat­
ed that such determinations were impracticable 
and such findings were sustained by the record. 
1953 Comp. §§ 65-3-3, 65-3-13(c), 65-3-14. 
Grace v. Oil Conservation Commission of New 
Mexico, 1975, 87 N.M. 205, 531 P.2d 939. 
Mines And Minerals ®=> 92.59(1) 

The two fundamental powers and duties of 
commission in proration matters are prevention 
of waste and protection of correlative rights; 
and prevention of waste is of paramount inter­
est, with protection of correlative rights being 
interrelated and inseparable from it. 1953 
Comp. §§ 65-3-2 et seq., 65-3-10, 65-3-22(b). 
Continental Oil Co. v. Oil Conservation Com­
mission, 1962, 70 N.M. 310, 373 P.2d 809. 
Mines And Minerals <S= 92.49 

Commission, prorating production, must de­
termine, insofar as practicable, (1) amount of 
recoverable gas under each producer's tract, (2) 
total amount of recoverable gas in pool, (3) 
proportion that (1) bears to (2), and (4) what 
portion of arrived at proportion can be recov­
ered without waste. 1953 Comp. §§ 65-3-10, 
65-3-13(c), 65-3-14(b), 65-3-29(h). Continen­
tal Oil Co. v. Oil Conservation Commission, 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals ©=» 92.59(1) 

6. Formulas, proration 
Oil Conservation Commission, requested to 

act so as to change proration formula in Basin-
Dakota gas pool from existing 25-75 formula to 
60-40 formula, made basic findings necessary 
to authorize its change of production formula to 
60-40 although it did not in express language 
find portion of gas which could be recovered 
from pool without waste and did adopt formula 
in compliance with statutory requirements. 
1953 Comp. §§ 65-3-1 to 65-3-29. El Paso 
Natural Gas Co. v. Oil Conservation Commis­
sion, 1966, 76 N.M. 268, 414 P.2d 496. Mines 
And Minerals ©= 92.59(1) 

"Pure acreage" formula which commission 
had originally applied would have to be as­
sumed valid until it was successfully attacked 

§70-2-17 
Note 7 

on application for change of proration formula. 
1953 Comp. §§ 65-3-2, 65-3-3(e), 65-3-5, 
65-3-10, 65-3-13(c), 65-3-14(a, b, 0. 
65-3-15(e), 65-3-22(b), 65-3-29(h). Continen­
tal Oil Co. v. Oil Conservation Commission, 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals ®= 92.59(2) 

Commission's finding, that new proration for­
mula would result in more equitable allocation 
of gas production than formula in use under 
prior order, was not equivalent of, or proper 
substitute for, required finding that present for­
mula did not protect correlative rights. 1953 
Comp. §§ 65-3-2, 65-3-3(e), 65-3-5, 65-3-10, 
65-3-13(cj, 65-3-14(a, b, f), 65-3-15(e), 
65-3-22(b), 65-3-29(h). Continental Oil Co. v. 
Oil Conservation Commission, 1962, 70 N.M. 
310, 373 P.2d 809. Mines And Minerals «=> 
92.59(1) 

Commission's finding, that there was general 
correlation between deliverabilities of gas wells 
in pool and recoverable gas in place under 
tracts dedicated to said wells, was not tanta­
mount to finding that new proration formula, 
based 25 percent upon acreage and 75 percent 
upon deliverability, was based on amounts of 
recoverable gas in pool and under tracts, inso­
far as those amounts could be practically deter­
mined and obtained without waste. Continen­
tal Oil Co. v. Oil Conservation Commission, 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals «=• 92.59(2) 

7. Orders, proration 
Conservation Commission's orders, which 

created two nonstandard gas proration units 
and force-pooled the tracts comprising the 
units, included sufficient findings as to correla­
tive rights and economic waste. Rutter & Wil­
banks Corp. v. Oil Conservation Commission, 
1975, 87 N.M. 286, 532 P.2d 582. Mines And 
Minerals ©=> 92.79 

Substantial evidence supported orders of Con­
servation Commission which created two non­
standard gas proration units and force-pooled 
the tracts comprising the units and which had 
effect of including certain undrilled areas within 
the two drilling units, each of which had a 
completed gas well, thus diluting overriding 
royalty interests. Rutter & Wilbanks Corp. v. 
Oil Conservation Commission, 1975, 87 N.M. 
286, 532 P.2d 582. Mines And Minerals @=> 
92.79 

In entering order prorating gas pool, Oil Con­
servation Commission had jurisdiction of the 
subject matter, which was conservation of gas. 
1953 Comp. §§ 65-3-5, 65-3-13(c). Grace v. 
Oil Conservation Commission of New Mexico, 
1975, 87 N.M. 205, 531 P.2d 939. Mines And 
Minerals ®= 92.59(1) 

A supposedly valid proration order in current 
use cannot be replaced in absence of findings 
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that present formula does not protect correla­
tive rights and that new formula is based on 
amounts of recoverable gas in pool and under 
tracts, insofar as those amounts can be prac­
tically determined and obtained without waste. 
1953 Comp. §§ 65-3-10, 65-3-13(c), 65-3-14(b, 
f), 65-3-29(h). Continental Oil Co. v. Oil Con­
servation Commission, 1962, 70 N.M. 310, 373 
P.2d 809. Mines And Minerals <&=> 92.59(1) 

8. Waste prevention, proration 
Standards, in statute empowering Oil Conser­

vation Commission to prevent waste and protect 
correlative rights, were sufficient to allow the 
Commission's power to prorate and create stan­
dard or nonstandard spacing units to remain 
intact, and there was no unlawful delegation of 
power; fact that more explicit standards ap­
peared in particular sections of conservation 
statutes did not dictate a different result. 1953 
Comp. §§ 65-3-10, 65-3-14.5, 65-3-14.5, subd. 
C. Rutter & Wilbanks Corp. v. Oil Conserva­
tion Commission, 1975, 87 N.M. 286, 532 P.2d 
582. Constitutional Law ©= 62(5.1); Mines And 
Minerals «=» 92.3(2); Mines And Minerals <3=> 
92.23(1) 

9. Market demand, proration 
Even after pool is prorated, market demand 

must be determined since, if allowable produc­
tion from pool exceeds market demand, waste 
will result if allowable is produced; and con­
versely, production must be limited to allowable 
even if market demand exceeds that amount, 
since setting of allowables is necessary in order 
to prevent waste. 1953 Comp. §§ 65-3-3(e), 
65-3-13(c), 65-3-15(e). Continental Oil Co. v. 
Oil Conservation Commission, 1962, 70 N.M. 
310, 373 P.2d 809. Mines And Minerals ®=> 
92.53 

10. Findings, proration 
Conservation Commission's orders, which 

created two nonstandard gas proration units 
and force-pooled the tracts comprising the 
units, included sufficient findings as to correla­
tive rights and economic waste. Rutter & Wil­
banks Corp. v. Oil Conservation Commission, 
1975, 87 N.M. 286, 532 P.2d 582. Mines And 
Minerals ®= 92.79 

Upon application to prorate gas pool, evi­
dence was sufficient to sustain findings that the 
amount of recoverable gas under each produc­
er's tract could not be practically determined in 
the pool by formula which considers effective 
feet of pay, porosity, and water saturation and 
that a 100% surface acreage formula should be 
adopted, despite contention that amount of re­
coverable gas under each producer's tract or in 
the pool could be determined. 1953 Comp. 
§§ 65-3-13(c), 65-3-14, 65-3-22(b). Grace v. 
Oil Conservation Commission of New Mexico, 

1975, 87 N.M. 205, 531 P.2d 939. Mines And 
Minerals ®= 92.59(1) 

Formal and elaborate findings are not abso­
lutely necessary, in proration case, but never­
theless basic jurisdictional findings, supported 
by evidence, are required to show that commis­
sion has heeded mandate and standards set out 
by statute. Continental Oil Co. v. Oil Conserva­
tion Commission, 1962, 70 N.M. 310, 373 P.2Q 

809. Administrative Law And Procedure <t=> 
485; Administrative Law And Procedure ®= 
486; Mines And Minerals <®= 92.59(1) 

Commission's finding, that new proration for­
mula would result in more equitable allocation 
of gas production than formula in use under 
prior order, was not equivalent of, or proper 
substitute for, required finding that present for­
mula did not protect correlative rights. 1953 
Comp. §§ 65-3-2, 65-3-3(e), 65-3-5, 65-3-10 
65-3-13(c), 65-3-14(a, b, f), 65-3-15(e)' 
65-3-22(b), 65-3-29(h). Continental Oil Co. v'. 
Oil Conservation Commission, 1962, 70 N.M. 
310, 373 P.2d 809. Mines And Minerals <3= 
92.59(1) 

Commission's finding, that there was general 
correlation between deliverabilities of gas wells 
in pool and recoverable gas in place under 
tracts dedicated to said wells, was not tanta­
mount to finding that new proration formula, 
based 25 percent upon acreage and 75 percent 
upon deliverability, was based on amounts of 
recoverable gas in pool and under tracts, inso­
far as those amounts could be practically deter­
mined and obtained without waste. Continen­
tal Oil Co. v. Oil Conservation Commission, 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals ©=> 92.59(2) 

11. Spacing units 
Under conservation statutes, the Oil Conser­

vation Commission has power to fix spacing 
units without first creating proration units. 
1953 Comp. §§ 65-3-11, 65-3-14, 65-3-14(b, 
c), 65-3-14.5. Rutter & Wilbanks Corp. v. Oil 
Conservation Commission, 1975, 87 N.M. 286, 
532 P.2d 582. Mines And Minerals «=» 92.23(1) 

12. Pooling 
"Pooling" involves combination of several 

small tracts of land to meet spacing require­
ments for single oil or gas well, while "unitiza­
tion" refers to fieldwide or partial fieldwide 
operation of producing reservoir involving mul­
tiple adjoining land tracts. Amoco Production 
Co. v. Heimann, 1990, 904 F.2d 1405, certiorari 
denied 111 S.Ct 350, 498 U.S. 942, 112 
L.Ed.2d 314. Mines And Minerals G=> 92.79 

Defendant oil company violated terms of New 
Mexico Oil Conservation Division pooling order 
requiring it to provide plaintiff at least 30 days' 
notice before commencing drilling operations. 
Mountain States Natural Gas Corp. v. Petro-
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leum Corp. of Texas, 1982, 693 F.2d 1015. 
Mines And Minerals <&=> 92.79 

In proceeding on request for partial partic­
ipation filed by holder of oil and gas leasehold 
estate, evidence sustained Oil Conservation 
Commission's findings that oil and gas reserves 
in the deeper formation at issue were commer­
cially feasible to produce and that any noncon­
senting working interest owner should be al­
lowed to pay his share of well costs out of 
production, that the most likely production 
would be from pre-Mississippian dolomite, that 
production from the shallower formation alone 
would not be to the advantage of the mineral " 
interest and royalty owners, and that drilling to 
a deeper zone would prevent waste and protect 
correlative rights. Viking Petroleum, Inc. v. Oil 
Conservation Com'n of State of N.M., 1983, 100 
N.M. 451, 672 P.2d 280. Mines And Minerals 
®= 92.79 

The granting or refusal to grant forced pool­
ing of multiple zones with an election to partici­
pate in less than all zones, the amount of costs 
to be reimbursed to the operator, and the per­
centage risk charge to be assessed, if any, are 
determinations to be made by the Oil Conserva­
tion Commission on a case-to-case basis and 
upon the particular facts in each case. Viking 
Petroleum, Inc. v. Oil Conservation Com'n of 
State of N.M., 1983, 100 N.M. 451, 672 P.2d 
280. Mines And Minerals ®= 92.79 

Oil Conservation Commission's power to pool 
is not limited to tracts within 320-acre standing 
spacing units; the Commission has authority to 
pool separately owned tracts within an oversize 
nonstandard spacing unit. 1953 Comp. 
§§ 65-3-14(c), 65-3-14.5, subd. C. Rutter & 
Wilbanks Corp. v. Oil Conservation Commis­
sion, 1975, 87 N.M. 286, 532 P.2d 582. Mines 
And Minerals ®= 92.79 

13. Allowable production 
Enabling gas purchasers to more nearly meet 

market demand is not authorized statutory basis 
upon which change of allowables may be 
placed, and commission has no authority to 
require production of greater percentage of al­
lowable, or to see to it that gas purchasers can 
more nearly meet market demand, unless such 
results stem from or are made necessary for 
prevention of waste or protection of correlative 
rights. 1953 Comp. §§ 65-3-3(e), 65-3-13(c), 
65-3-15(e). Continental Oil Co. v. Oil Conser­
vation Commission, 1962, 70 N.M. 310, 373 
P.2d 809. Mines And Minerals «=> 92.53 

14. Correlative rights 
For purpose of determining whether conclu­

sion of New Mexico Oil Conservation Commis­
sion, that oil and gas unitization plan was fair 
and protected lessors' correlative rights, would 
be accorded collateral estoppel effect, fairness 
of unit participation plan was "actually litigat-

§ 70-2-17 
Note 16 

ed" before Commission, given express statutory 
obligation of Commission to protect "correlative 
rights," and Commission's finding that per-acre 
allocation of unit revenues protected such 
rights. NMSA 1978, §§ 70-2-11, 70-2-33, 
subd. H, 70-7-6, subd. B. Amoco Production 
Co. v. Heimann, 1990, 904 F.2d 1405, certiorari 
denied 111 S.Ct. 350, 498 U.S. 942, 112 
L.Ed.2d 314. Administrative Law And Proce­
dure <S= 501; Mines And Minerals ®= 92.79 

Standards, in statute empowering Oil Conser­
vation Commission to prevent waste and protect 
correlative rights, were sufficient to allow the 
Commission's power to prorate and create stan­
dard or nonstandard spacing units to remain 
intact, and there was no unlawful delegation of 
power; fact that more explicit standards ap­
peared in particular sections of conservation 
statutes did not dictate a different result. 1953 
Comp. §§ 65-3-10, 65-3-14.5, 65-3-14.5, subd. 
C. Rutter & Wilbanks Corp. v. Oil Conserva­
tion Commission, 1975, 87 N.M. 286, 532 P.2d 
582. Constitutional Law ®= 62(5.1); Mines And 
Minerals «=» 92.3(2); Mines And Minerals ©=> 
92.23(1) 

Protection of correlative rights depends upon 
commission's findings as to extent and limita­
tions of property right of each owner, and in 
making such findings commission acts in an 
administrative capacity, and not in judicial or 
quasi-judicial capacity, and therefore commis­
sion is entitled to participate in appeal challeng­
ing proration order. 1953 Comp. §§ 65-3-2 et 
seq., 65-3-10, 65-3-22(b). Continental Oil Co. 
v. Oil Conservation Commission, 1962, 70 N.M. 
310, 373 P.2d 809. Mines And Minerals «= 
92.59(1); Mines And Minerals <S> 92.62 

15. Findings 
Administrative findings by Oil Conservation 

Commission should be sufficiendy extensive to 
show the basis of the order and the reasoning of 
the Commission in reaching its conclusion. Vi­
king Petroleum, Inc. v. Oil Conservation Com'n 
of State of N.M., 1983, 100 N.M. 451, 672 P.2d 
280. Mines And Minerals «=> 92.17 

16. Judicial review 
Supreme Court is limited to the same review 

of administrative actions as the district court. 
Viking Petroleum, Inc. v. Oil Conservation 
Com'n of State of N.M., 1983, 100 N.M. 451, 
672 P.2d 280. Administrative Law And Proce­
dure ®=» 683 

Special weight is given to the experience, 
technical competence and specialized knowl­
edge of the Oil Conservation Commission, and 
court's review of Commission orders is limited 
to the evidence presented to Commission. Vi­
king Petroleum, Inc. v. Oil Conservation Com'n 
of State of N.M., 1983, 100 N.M. 451, 672 P.2d 
280. Mines And Minerals <S= 92.21 
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On appeal from order of district court uphold­
ing decisions of Oil Conservation Commission, 
the Supreme Court would make the same re­
view of the Commission's action as did the 
district court and was restricted to considering 
whether, as a matter of law, the action of the 
Commission was consistent with and within the 
scope of its statutory authority, and whether the 
administrative orders were supported by sub­
stantial evidence. Rutter & Wilbanks Corp. v. 
Oil Conservation Commission, 1975, 87 N.M. 
286, 532 P.2d 582. Mines "And Minerals <&= 
92.21 

The Supreme Court, in reviewing judgment of 
the district court in proceeding to review order 
of Oil Conservation Commission, in first in­
stance makes same review of Commission's ac­
tion as district court did. El Paso Natural Gas 
Co. v. Oil Conservation Commission, 1966, 76 
N.M. 268, 414 P.2d 496. Mines And Minerals 
®= 92.21 

Oil conservation commission cannot perform 
judicial functions; but neither can court per­
form administrative one; and net effect of 
court's admission and consideration of addition­
al evidence, on appeal taken from proration 

OIL & GAS 

order, was to perform administrative function 
Continental Oil Co. v. Oil Conservation Com 
mission, 1962, 70 N.M. 310, 373 P.2d 809 
Mines And Minerals ©a 92.59(1); Mines And 
Minerals ®= 92.64 

Insofar as statute purported to allow district 
court, on appeal from oil conservation commis­
sion's proration order, to consider new evi­
dence, to base its decision on preponderance of 
evidence, or to modify orders of commission 
statute was void as unconstitutional delegation 
of power. 1953 Comp. § 65-3-22(b); Const, 
art 3, § 1. Continental Oil Co. v. Oil Conserva­
tion Commission, 1962, 70 N.M. 310, 373 P.2d 
809. Constitutional Law <S= 74; Mines And 
Minerals ®=> 92.3(2) 

"Pure acreage" formula which commission 
had originally applied would have to be as­
sumed valid until it was successfully attacked 
on application for change of proration formula 
1953 Comp. §§ 65-3-2, 65-3-3(e), 65-3-5* 
65-3-10, 65-3-13(c), 65-3-14(a, b, f)' 
65-3-15(e), 65-3-22(b), 65-3-29(h). Continen­
tal Oil Co. v. Oil Conservation Commission 
1962, 70 N.M. 310, 373 P.2d 809. Mines And 
Minerals «= 92.59(2) 

§ 70—2—18. Spacing or proration unit with divided mineral ownership 

A. Whenever the operator of any oil or gas well shall dedicate lands 
comprising a standard spacing or proration unit to an oil or gas well, it shall be 
the obligation of the operator, if two or more separately owned tracts of land 
are embraced within the spacing or proration unit, or where there are owners 
of royalty interests or undivided interests in oil or gas minerals which are 
separately owned or any combination thereof, embraced within such spacing or 
proration unit, to obtain voluntary agreements pooling said lands or interests or 
an order of the division pooling said lands, which agreement or order shall be 
effective from the first production. Any division order that increases the size of 
a standard spacing or proration unit for a pool, or extends the boundaries of 
such a pool, shall require dedication of acreage to existing wells in the pool in 
accordance with the acreage dedication requirements for said pool, and all 
interests in the spacing or proration units that are dedicated to the affected 
wells shall share in production from the effective date of the said order. 

B. Any operator failing to obtain voluntary pooling agreements, or failing to 
apply for an order of the division pooling the lands dedicated to the spacing or 
proration unit as required by this section, shall nevertheless be liable to account 
to and pay each owner of minerals or leasehold interest, including owners of 
overriding royalty interests and other payments out of production, either the 
amount to which each interest would be entitled if pooling had occurred or the 
amount to which each interest is entitled in the absence of pooling, whichever 
is greater. 

C. Nonstandard spacing or proration units may be established by the 
division and all mineral and leasehold interests in any such nonstandard unit 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
COMMISSION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 13153, Rehearing 

APPLICATION OF PRIDE ENERGY COMPANY 
FOR CANCELLATION OF A DRILLING PERMIT 
AND REINSTATEMENT OF A DRILLING 
PERMIT, AN EMERGENCY ORDER HALTING 
OPERATIONS, AND COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

ORDER NO. R-12108-C 

ORDER OF THE OIL CONSERVATION COMMISSION 

BY THE COMMISSION; 

THIS MATTER originally came before the Oil Conservation Commission (the 
Commission) on August 12, 2004, and the Commission entered Order No. R12108-A 
disposing ofthis application on September 10, 2004. Pursuant to the application of Yates 
Petroleum Corporation for rehearing, and the order ofthe Commission granting same (Order 
No. R-12108-B, issued on October 14. 2004), this matter came again before the Commission 
for rehearing on November 10, 2004 at Santa Fe, New Mexico, and the Commission, having 
heard the evidence and arguments of counsel and carefully considered the same, now, on this 
9th day of December, 2004, 

FINDS: 

1. Notice has been given of the application and the hearing of this matter, and 
the Commission has jurisdiction ofthe parties and the subject matter. 

2. In the original application in this case, Pride Energy Company (Pride) sought 
an order canceling a permit issued to Yates Petroleum Corporation (Yates) to re-enter the 



Case No. 13153, rehearing 
OrderNo. R-12108-C 
Page 2 

abandoned State X WellNo. 1 (API No. 30-025-01838) (the subject well), located 1980 feet 
from the North line and 660 feet from the West line (Unit E) of Section 12, Township 12 
South, Range 34 East. NMPM, Lea County, New Mexico. Pride also sought reinstatement of 
a drilling permit previously issued to it to re-enter the same well, and an emergency order 
preventing Yates from conducting any operations on the well. 

3. Pride additionally sought an order pooling all uncommitted mineral interests 
underlying the W/2 of Section 12, Township 12 South, Range 34 East NMPM, Lea County, 
New Mexico, from the surface to the base ofthe Mississippian formation, forming a standard 
320-acre gas spacing and proration unit (the Unit) for all formations or pools spaced on 320 
acres within this vertical extent, which presently include, but are not necessarily limited to, 
the undesignated Four Lakes-Mississippian Gas Pool and the undesignated Four Lakes-
Morrow Gas Pool, such unit to be dedicated to the well. 

4. Both Yates and Pride appeared at the original Commission hearing on August 
12, 2004 through counsel and presented land and technical testimony. Pride presented the 
testimony of John W. Pride, a petroleum landman and one ofthe principals of Pride, and Jeff 
Ellard, a geologist employed by Pride. Yates presented the testimony of Charles E. Moran, a 
landman employed by Yates, John Amiet, a geologist employed by Yates, and David F. 
Boneau, a petroleum engineer employed by Yates. 

Undisputed Facts 

5. Based on the statements of counsel and testimony offered by the parties, the 
Commission concludes that the following facts pertinent to this case are undisputed: 

(a) Yates is the owner of the entire working interest in the north half and 
southeast quarter of Section 12, Township 12 South, Range 34 East. 

(b) Pride is the owner of the entire working interest in the southwest 
quarter of Section 12. 

(c) The subject well is located in the northwest quarter of Section 12 on 
land leased exclusively to Yates. 

(d) Pride is the operator ofthe State M Well No. 1 (API No. 30-025-
20689) (tie State M), located 660 feet from the south and west lines of Section 1, 
Township 12 South, Range 34 East, which well is completed in, and producing from, 
the Mississippian formation. That well is dedicated to a spacing unit comprising the 
west half of Section 1, pursuant to a voluntary unit agreement to which Pride and 
Yates are both parties. 

(e) On May 24, 2001 Yates filed an Application for Permit to Drill (APD) 
to re-enter the subject well, which it designated the "Limbaugh AYO State Well No. 
1", and to which it proposed to dedicate a spacing unit comprising the north half of 
Section 12. The Division approved that APD on May 25,2001. 
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(f) On April 15, 2002, in anticipation ofthe forthcoming expiration of its 
APD, Yates filed a sundry notice to extend its APD for an additional year, until May 
25,2003. The Division approved the requested extension on April 18,2002. 

(g) On May 25,2003, Yates' APD to re-enter the subject well expired. 

(h) On July 10, 2003, Pride filed an APD to re-enter the subject well under 
the name "State X Well No. 1," to which it proposed to dedicate a. spacing unit 
comprising the west half of Section 12, including the southwest quarter, which is 
leased to Pride. 

(i) Pride's APD was approved by the Division on July 16,2003. 

0) On August 25, 2003, Yates filed a new APD to re-enter the subject 
well, again designating the well as the "Limbaugh AYO State No. 1" and again 
proposing to dedicate to the well a spacing unit comprising the north half of Section 
12. 

(k) On August 26, 2003, the district supervisor of OCD District 1, 
approved Yates' APD for the subject well, and prepared a letter to Pride canceling 
Pride's APD. 

(1) Yates has stipulated that it will undertake no operations with respect to 
the subject well pending the Commission's decision, thereby mooting Pride's request 
for an emergency order prohibiting such operations. 

Technical Evidence 

6. Although the history and land ownership are undisputed, as indicated in the 
foregoing findings, there exists controversy concerning the technical aspects ofthe case. 

7. At the August 12, 2004 Commission hearing, the parties presented the 
following technical evidence: 

(a) Mr. Ellard, Pride's geologist, testified that the objective in re-entering 
the subject well would be the Austin cycle of the upper Mississippian (the target 
reservoir), in which production was encountered in the State M, to the north ofthe 
subject well. 

(b) Mr. Ellard further testified that the target reservoir was formed by 
shedding of fragmented rock from a raised fault block produced by faults lying to the 
west of these two wells. In wells farther to the south and east away from the 
faulting, where the rock was not fragmented, the formation is present, but with 
insufficient porosity to be productive. 
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(c) Mr. Ellard opined that producible hydrocarbons would most likely be 
located closest to the fault because, ofthe material shed from the upthrown side ofthe 
fault, that material composed of larger particles, and therefore characterized by 
greater porosity and permeability, would be deposited in close proximity to the fault. 

(d) Mr. Ellard placed the fault that created the target reservoir on a bearing 
more or less north to south and located a short distance to the west ofthe State M and 
the subject well, generally along and close to the section line between Section 12 and 
the adjacent Section 11. On this basis, he opined that the subject well would more 
likely drain producible hydrocarbons from the quarter section lying south of the 
subject well (the southwest quarter of Section 12), man from the quarter section lying 
east ofthe subject well (the northeast quarter of Section 12). 

(e) Mr. Ellard testified that it is not possible to determine with any degree 
of accuracy the extent ofthe target reservoir with the information presently available. 
However, he opined, based on comparison ofthe old log ofthe subject well with the 
old log of the State M, that the subject well would likely encounter a comparable 
thickness of pay in the target reservoir (25 feet as compared to 30 feet in the State M). 

(f) Mr. Amiet, Yates' geologist, agreed generally with Mr. Ellard's 
interpretation of the nature of the target reservoir and the mechanism of deposition, 
including the assessment that the extent of the target reservoir could not be 
determined with available information, but disagreed with Mr. Ellard's placement of 
the fault that produced the up-thrown block from which the reservoir material was 
presumably eroded. 

(g) Mr. Amiet testified that 3D seismic run along a west-to-east bearing 
close to the location of the subject well, and which was admitted in evidence, 
demonstrated that no significant fault down-thrown to the east existed in the 
westward proximity of the subject well. He opined that the fault that controls the 
location ofthe target reservoir runs to the north ofthe State M and trends northeast to 
southwest. Accordingly, he concluded that the subject well is more distant from the 
fault than is the State M, and the Pride acreage in the southwest quarter of Section 12 
is yet more distant. 

(h) Mr. Amiet interpreted the logs from the subject well to show no more 
than 10 feet of reservoir in the target formation (as compared to 30 feet in the Ml), 
confirming his conclusion that the subject well is more distant from the fault. 

(i) Mr. Amiet testified that Yates had other 3-D seismic runs that tended 
to confirm his placement of the controlling fault, but Yates did not offer this other 
seismic information in evidence. 

(j) Mr. Amiet further testified that the prevailing contours on the down-
thrown side of the controlling fault favored the flow of eroded material to the east, 
rather than to the south. On this basis, he opined that the Yates acreage in the east 
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half of Section 12 is more likely to contain reservoir rock that might be drained by the 
subject well than is the Pride acreage in the southwest quarter. 

(k) Dr. Boneau, Yates' engineering witness, calculated the probable 
drainage area ofthe State M based on production data and log analysis, to be 145 
acres. Assuming that the drainage characteristics ofthe subject well would be 
otherwise similar to those ofthe State M, he calculated that 97% of production in the 
target reservoir from the subject well would be drawn from Yates acreage if Yates 
assumptions were correct, and 65% if Pride's assumptions were correct. 

Analysis of Legal Issues 

8. Based on the evidence and arguments at the August 12,2004 hearing, the 
Commission finds and concludes concerning the legal issues presented as follows: 

(a) This case requires an analysis of the effect of the Division's action in 
approving an APD. 

(b) Pride filed an APD proposing a well at an orthodox location, and attached 
thereto a Dedication Plat (C-102) proposing to dedicate thereto a standard unit which 
was not then dedicated to any other well in the pool. Accordingly, Pride's APD was 
primafacie valid, and the Division properly approved it. 

(c) The Division, through its district supervisor, subsequently purported to revoke 
its approval of Pride's APD on the ground that Pride did not own an interest in the 
drill-site tract. 

(d) As this Commission observed in Order No. R-l 1700-B, entered in Cases No. 
12731 and 12744, the Division has neither the responsibility nor jurisdiction to 
deteimine whether an applicant for a permit to drill has the requisite title to the land 
in question. OrderNo. R-l 1700-B, Finding 27. 

(e) The Commission further stated in OrderNo. R-l 1700-B that an applicant for a 
permit to drill must have a good faith claim oftitle. Order R-l 1700-B, finding 28. 

(f) Although the Division can and should cancel an APD when it properly 
determines that no such good faith claim exists (as the Commission determined, 
based on a District Court judgment, in OrderNo. R-l 1700-B), it should not make that 
determination, which necessarily cannot be made on the face of the APD or from 
Division records, without first giving the applicant notice and an opportunity for a 
hearing. Although the Commission doubts that the right conferred by approval of an 
APD is properly characterized as "property," it nevertheless concludes that such 
approval confers rights that should not be revoked arbitrarily. 

(g) In any event, a determination that Pride did not have a good faith claim could 
not have been made in this case. Here, unlike Cases No. 12731 and 12744, there is 
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no title dispute. It is undisputed that Pride owns a working interest in the unit 
proposed in its APD, i.e., the west half of Section 12, and that the west half of Section 
12 is a standard unit permitted by applicable spacing rules. It is likewise undisputed 
that, at the time Pride filed its APD, Yates' previously approved APD calling for a 
north half spacing unit had expired. 

(h) Again, the Commission said in OrderNo. R-l 1700-B: 

An operator may first apply for a permit to drill a well and may 
thereafter pool (on a voluntary or compulsory basis) separately owned 
tracts to the well. Alternatively, the operator may first pool and later 
seek a permit to drill. The two are not mutually exclusive, and there is 
no preferred methodology. 

Order R-l 1700-B, finding 35. 

(i) The Commission accordingly concludes that an owner who would have a right 
to drill at its proposed location in the event of a voluntary or compulsory pooling of 
the unit it proposes to dedicate to the well has the necessary good faith claim of title 
to permit it to file an APD even though it has not yet filed a pooling application. If an 
owner uses this right to "tie-up" acreage without proceeding diligently to seek 
voluntary or compulsory pooling, or if the acreage can more properly be developed 
by inclusion in a different unit, an aggrieved owner can file an application with the 
Division to cancel its approval ofthe APD, which the Division can do after notice and 
hearing. 

(j) It follows that Pride's approved APD in this case was improperly revoked, and 
Yates' subsequent APD was improperly approved. It does not necessarily follow, 
however, that Pride is entitled to the relief it seeks in this case. 

(k) As the Commission stated in Order No. R-U700-B: 

An application for a permit to drill serves different objectives than an 
application for compulsory pooling and the two proceedings should 
not be confused. 

OrderNo. R-l 1700-B, finding 33. 

(1) In Order No. R-l 1700-B, the Commission ordered cancellation of an APD 
based on ajudicial determination that the party who filed the APD had no title to the 
subject unit and therefore could not be an operator of a well within that unit. The 
Commission further ordered approval of an APD subsequently filed by a party whose 
title the court had approved. However, the Commission deferred the issue of the 
proper configuration of the unit to be dedicated to the proposed well for 
determination in a pending compulsory pooling proceeding. 
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(m) Thus the existence of a properly approved APD should not be a basis for 
prejudging the issues in a compulsory pooling application. If the applicant prevails 
on its compulsory pooling application and is appointed operator in a compulsory 
pooling order, it is entitled to approval of an APD in any case. If the compulsory 
pooling application is denied, the applicant having in this case no other basis for a 
claim of title to the drill-site tract, cancellation ofthe APD would be a necessary 
consequence. 

(n) Ordinarily, Division precedent would require an owner opposing a 
compulsory pooling application on the ground that prudent development would 
counsel the formation of a different unit to file a competing application. However, in 
this case, compulsory pooling would be unnecessary to form a north half unit, as 
Yates proposes. Accordingly, Yates should be permitted to offer evidence in support 
of its proposal as a defense to Pride's compulsory pooling application. 

(o) The Commission accordingly concludes that its decision in this case must be 
based on its evaluation ofthe technical testimony presented in support of, and against, 
Pride's compulsory pooling application, irrespective ofthe circumstances with regard 
to the approval ofthe respective APDs. 

Analysis of Technical Issues 

9. Based on the evidence and arguments at the August 12, 2004 hearing, the 
Commission finds and concludes concerning the technical issues presented as follows: 

(a) Expert witnesses for both parties concurred that, on the basis of the 
information presently available, the total quantity of reserves in the Mississippian 
formation underlying Section 12, or particular quarter sections thereof, cannot 
practicably be determined. 

(b) None of Yates' witnesses offered any convincing reason for supposing that the 
east half of Section 12 would be productive in the Mississippian. Dr. Boneau testified 
that the State M well would have a drainage area of 145 acres, and that the subject 
well is likely to be only half as good a well, suggesting a drainage radius for the 
subject well of less than 160 acres. Although Mr. Amiet projected the target reservoir 
into the northeast quarter ofthe section, he also testified that porosity would fall off 
rapidly as the distance from the fault increased, and he conceded that his projection of 
the alluvial fan that produced the target reservoir to the east depended upon the 
unproven assumption that the observed contours ofthe formation corresponded to the 
contours existing at the time of deposition. 

(c) If Pride's placement ofthe controlling fault as bearing north to south, and in 
close proximity to the subject well, is correct, then its conclusion that the southwest 
quarter of Section 12 will likely be productive in the Mississippian, and the east half 
of the section will not be productive, accords with the understanding of both 
geologists ofthe nature ofthis reservoir. 
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(d) Although no good logs of the subject well are available, the Commission 
concludes that Mr. Pride's interpretation that there is likely a comparable amount of 
reservoir footage in the subject well to that encountered in the State M well is more 
convincing, and that interpretation is consistent with the north-south alignment ofthe 
controlling fault, and with the conclusion that the southwest quarter of Section 12 is 
likely to be productive. 

(e) Both geologists predicted that the east half ofthe section is less likely to be 
productive from the target reservoir than the west half. The southwest quarter, 
however, is quite likely productive if the controlling fault actually exists in the north-
south orientation as Pride's evidence suggests that it does. 

(f) If the southwest quarter proves to be productive, and the east half of the 
section does not, then the establishment of lay down units in this section would 
violate Pride's correlative rights. If Pride drilled a well in the southwest quarter, such 
well would have to be included in a south-half unit, and Yates would be entitled to 
one-half of the production therefrom based on its ownership of the unproductive 
southeast quarter. If, on the other hand stand up units are established, and the east half 
proves to be productive, Yates can recover for itself all ofthe east half production by 
drilling on the east-half unit. 

(g) Yates relies principally on its 3-D seismic to demonstrate that the critical fault 
is oriented northeast-southwest, and not north-south. Though Mr. Amiet testified that 
Yates has seismic data that confirms his suggested location of the fault, Yates did not 
offer any such seismic data in evidence. 

(h) Though Mr. Amiet testified that he interpreted the seismic data offered in 
evidence as disproving the existence of a north-south fault in the location suggested 
by Pride, he conceded that a small fault with a throw of as much as 100 feet might 
exist that might not be apparent from the seismic data. The existence of a fault with 
much reduced throw compared to that farther to the north would be consistent with 
Mr. Pride's testimony that the fault "dies" to the south. 

(i) The Commission concludes that Pride's geologic interpretation is, on the 
whole, more convincing that Yates' interpretation. 

10. The Commission accordingly concludes that: 

(a) A compulsory-pooled unit should be established consisting ofthe west half of 
Section 12, Township 12 South, Range 34 East. NMPM, Lea County, New Mexico, 
and that such unit should be dedicated to the subject well; 

(b) Pride should be designated operator ofthe subject well and ofthe unit. 

(c) Yates APD for re-entry ofthe subject well should be cancelled. 
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(d) The order should provide that any pooled working interest owner in the 
proposed unit who does not pay its share of estimated well costs should have withheld 
from production its share of reasonable well costs plus an additional 200% thereof as 
a reasonable charge for the risk involved in re-entering and re-completing the well. 

(e) Reasonable charges for supervision of unit operations (combined fixed rates) 
should be fixed at $5,000.00 per month while drilling and $600.00 per month while 
producing, provided that these rates should be adjusted annually pursuant to Section 
m.l .A.3. of the COP AS form titled "Accounting Procedure-Joint Operations." 

(f) Yates commenced operations to re-enter the subject well prior to the filing of 
this application, based on an APD reflecting Division approval. 

(g) Pride should reimburse Yates for reasonable costs incurred by Yates in 
connection with such operation. 

11. The Commission entered Order No. R-12108-A on September 9, 2004 
granting the application of Pride Energy Company but authorizing Yates to recover the actual 
well costs incurred by Yates in conducting re-entry operations on the subject well after 
August 25, 2003 and "prior to the time when Yates received notice of the filing of the 
original application in this case". 

12. Yates filed its Application for Rehearing in this case on September 29, 2004 
in which it requested a new hearing on, among other issues, the portion of Order No. R-
12108-A that limited Yates' recovery of costs to those costs incurred prior to the time it 
received notice ofPride's original application in this case. 

13. On October 14, 2004, the Commission entered Order No. R-12108-B that 
granted Yates' Application for Rehearing but limited the issues for consideration on 
rehearing to the determination of costs for which Yates shall be allowed reimbursement. 

14. On NovemberlO, 2004, this case came on for re-hearing before the 
Commission on the issue of costs for which Yates shall be allowed reimbursement. 

15. Yates appeared at the hearing through counsel and presented the testimony of 
Charles E. Moran, a landman employed by Yates and Tom Wier, an accountant employed by 
Yates. Pride appeared through counsel but did not present testimony. 

16. Mr. Moran testified that Yates had commenced operations on the subject well 
in August 2003, and that these operations had continued until Yates voluntarily stopped 
operations pending a decision of the Division in this case. Mr. Moran further testified that, 
although Pride had filed an application seeking an emergency order directing Yates to cease 
operations on this well, the Division had deferred action on Pride's application and found, on 
September 12,2003, that "Yates should not be required to cease all re-entry operations ofthe 
State "X" Well No. 1." Mr. Moran requested that Yates be authorized to recover the actual 



Case No. 13153, rehearing 
OrderNo. R-12108-C 
Page 10 

costs it incurred in the re-entry of the subject well prior to the time it voluntarily ceased 
operations on the well or October 7,2003. 

17. Mr. Moran also testified that Yates had complied with the provisions of 
ordering Paragraph 9 of Order No. R-12108-A by providing a schedule of all actual well 
costs it had incurred in conducting re-entry operations on the well by letter dated October 8, 
2004, that it had received an AFE for the well from Pride by letter dated September 14, 2004; 
and, to be certain that it was not in a non-consent position under Commission Order No. R-
12108-A, on October 13,2004, Yates had paid to Pride its share ofthese AFE costs. 

18. Mr. Wier reviewed the schedule of well costs submitted to Pride and the 
Commission on October 8,2004, identified items that had occurred after October 7, 2003 and 
provided supporting information for the costs incurred prior to that date. 

19. Pride requested that it be allowed time to review and object to the costs on the 
schedule provided by Yates and the supporting information submitted at the hearing. 

20. Yates should be reimbursed for all reasonable costs incurred through October 
7, 2003 in furtherance ofthe re-entry ofthe subject well, and the time for objections to those 
costs should be extended through December 31,2004. 

IT IS THEREFORE ORDERED THAT; 

1. Pursuant to the application of Pride, all uncommitted interests, whatever they 
may be, in the oil and gas from the surface to the base of the Mississippian formation 
underlying the W/2 of Section 12, Township 12 South, Range 34 East, NMPM, Lea County, 
New Mexico, are hereby pooled to form a standard 320-acre gas spacing and proration unit 
(the Unit) for all formations or pools spaced on 320 acres within this vertical extent, which 
presently include, but are not necessarily limited to, the Undesignated Four Lakes-
Mississippian Gas Pool and the Undesignated Four Lakes-Morrow Gas Pool. The Unit shall 
be dedicated to the subject well, located 1980 feet from the North line and 660 feet from the 
West line (Unit E) of Section 12. 

2. The operator ofthe Unit shall commence re-entry operations on the subject 
well within 90 days after issuance ofthis order, and shall thereafter continue such operations 
with due diligence to test the Mississippian formation. If this order is suspended pending any 
further appeals, the ninety-day period provided in this paragraph shall be tolled during the 
time of such suspension. 

3. In the event the operator does not commence re-entry operations within the 
time provided in ordering paragraph 2, this order shall be of no further effect, unless the 
operator obtains a time extension from the Division Director for good cause. 

4. Should the subject well not be completed within 120 days after resumption of 
re-entry operations pursuant to this order, then this order shall be of no further effect, and the 
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unit created by this order shall terminate, unless the operator obtains a time extension from 
the Division Director following notice and hearing. 

5. Upon final plugging and abandonment of the subject well, the pooled unit 
created by this Order shall terminate unless this order has been amended to authorize further 
operations. 

6. Pride is hereby designated the operator of the subject well and of the Unit. 

7. After pooling, uncommitted working interest owners are referred to as pooled 
working interest owners. ("Pooled working interest owners" are owners of working interests 
in the Unit, including unleased mineral interests, who are not parties to an operating 
agreement governing the Unit.) After the effective date of this order, the operator shall 
furnish the Division and each known pooled working interest owner in the Unit an itemized 
schedule of estimated costs of re-entering, completing and equipping the subject well ("well 
costs"). 

8. Within 30 days from the date the schedule of estimated well costs is furnished, 
any pooled working interest owner shall have the right to pay its share of estimated well costs 
to the operator in lieu of paying its share of reasonable well costs out of production as 
hereinafter provided, and any such owner who pays its share of estimated well costs as 
provided above shall remain liable for operating costs and charges for supervision but shall 
not be liable for risk charges authorized by paragraph 14 ofthis order. Pooled working 
interest owners who elect not to pay their share of estimated well costs as provided in this 
paragraph shall thereafter be referred to as "non-consenting working interest owners." 

9. Within 5 days after the issuance ofthis order, Yates shall furnish the Division 
and Pride an itemized schedule of actual well costs incurred by Yates in conducting re-entry 
operations on the subject well after August 25, 2003 and prior to October 7, 2004, the time 
when Yates voluntarily ceased operations on the subject well. If no objection to such actual 
costs is received by the Division, and the Division has not objected on or before December 
31, 2004, such costs shall be deemed to be the reasonable well costs. If there is an objection 
to the reasonableness of such costs within the time allowed by this order, the Division will 
determine the amount thereof that constitutes reasonable well costs after notice and hearing. 

10. If Yates elects to pay in advance its share of costs ofthe re-entry ofthe subject 
well pursuant to this order, Yates may deduct the amount of such actual costs from its share 
of estimated well costs to be paid pursuant to ordering paragraph 8. If the amount to be paid 
by Yates pursuant to this provision is less than the amount paid by Yates to Pride at the time 
of its election pursuant to Order No. R-12108-A, Pride shall refund such excess to Yates 
within 45 days after receiving notice of Yates' election pursuant to this OrderNo. R-12108-
C. If the Division subsequently determines that any amount of actual costs for which Yates 
claims reimbursement does not constitute reasonable well costs, Yates shall, within 60 days 
after such determination, pay to Pride the amount that such actual costs previously 
reimbursed to Yates exceed the amount thereof that the Division deterrnines to be reasonable. 
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11. If Yates elects not to pay in advance its share of costs ofthe re-entry ofthe 
subject well pursuant to this order, Pride shall refund all amounts paid by Yates at the time of 
its election pursuant to OrderNo. R-12108-A, and shall pay to Yates the amount of actual 
costs incurred by Yates, within 45 days after the later of (a) receipt ofthe schedule of such 
costs as required by ordering paragraph 9 or (b) the expiration of the time provided by 
ordering paragraph 8 within which Yates could elect to pay its share ofwell costs in advance. 
If, however, Pride files an objection to the reasonableness of such actual costs, Pride shall, in 
lieu of paying actual costs claimed by Yates at the time provided in the preceding sentence, 
pay to Yates the amount thereof that the Division determines to be reasonable within 60 days 
after such determination. 

12. The operator shall furnish the Division and each known pooled working 
interest owner (including non-consenting working interest owners) an itemized schedule of 
actual well costs within 90 days following completion ofthe proposed well. If no objection 
to the actual well costs is received by the Division, and the Division has not objected within 
45 days following receipt of the schedule, the actual well costs shall be deemed to be the 
reasonable well costs. If there is an objection to actual well costs within the 45-day period, 
the Division will determine reasonable well costs after notice and hearing. 

13. Within 60 days following determination of reasonable well costs, any pooled 
working interest owner who has paid its share of estimated costs in advance as provided 
above shall pay to the operator its share ofthe amount that reasonable well costs exceed 
estimated well costs and shall receive from the operator the amount, if any, that the estimated 
well costs it has paid exceed its share of reasonable well costs. 

14. The operator is hereby authorized to withhold the following costs and charges 
from production: 

(a) the proportionate share of reasonable well costs 
attributable to each non-consenting working interest 
owner; and 

(b) as a charge for the risk involved in drilling the well, 
200% ofthe above costs. 

15. The operator shall distribute the costs and charges withheld from production, 
proportionately, to the parties who advanced the well costs. 

16. Reasonable charges for supervision (combined fixed rates) are hereby fixed at 
$5,000.00 per month while drilling and $600.00 per month while producing, provided that 
these rates shall be adjusted annually pursuant to Section III. 1.A.3. ofthe COPAS form titled 
"AccountingProcedure-Joint Operations." The operator is authorized to withhold from 
production the proportionate share of both the supervision charges and the actual 
expenditures required for operating the well, not in excess of what are reasonable, 
attributable to pooled working interest owners. 
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17. Should all the parties to this compulsory pooling order reach voluntary 
agreement subsequent to entry ofthis order, this order shall thereafter be of no further effect. 

18. The operator ofthe well and Unit shall notify the Division in writing ofthe 
subsequent voluntary agreement of all parties subject to the forced pooling provisions ofthis 
order. 

19. Pride's APD for the State "X" Well No. 1 dated July 10, 2003 is hereby r&; 
instated, and shall continue in effect for one year from the date ofthis order, unless this order 
sooner terminates. 

20. Yates Petroleum Corporation's APD for the State "X" Well No. 1 dated 
August 25,2003 is hereby cancelled ab initio. 

21. Order No. R-12108-A is hereby rescinded in its entirety, and this Order No. 
R-12108-C is substituted therefor. 

22. Jurisdiction ofthis case is retained for the entry of such further orders as 
the Commission may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

/MARK E. FESMIRE, P.E., CHAIR 

JAMI BAILEY, CPG, MEMBER 

FRANK T. CHAVEZ, MEMBER 

SEAL 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 13690 
ORDER NO. R-12555 

APPLICATION OF PRIDE ENERGY COMPANY FOR COMPULSORY 
POOLING, LEA COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This case came on for hearing at 8:15 a.m. on May 11, 2006, at Santa Fe, New 
Mexico, before Examiner David R. Catanach. 

NOW, on this 25 lh day of May, 2006, the Division Director, having considered the 
testimony, the record and the recommendations ofthe Examiner, 

FINDS THAT: 

(1) Due public notice has been given, and the Division has jurisdiction ofthis 
case and its subject matter. 

(2) The applicant, Pride Energy Company ("Pride" or "applicant"), seeks an 
order pooling all uncommitted mineral interests from the surface to the base of the 
Mississippian formation underlying the W/2 of Section 12, Township 12 South, Range 34 
East, "NMPM, Lea County, New Mexico, to form a standard 320-acre gas spacing and 
proration unit for all formations and/or pools spaced on 320 acres within this vertical 
extent, which presently include but are not necessarily limited to the Undesignated Four 
Lakes-Mississippian Gas Pool. 

(3) The above-described spacing and proration unit (the "Unit") is to be 
dedicated to the existing State "X" Well No. 1 (API No. 30-025-01838) located at a 
standard gas well location 1980 feet from the North line and 660 feet from the West line 
(Unit E) of Section 12, which is to be re-entered by Pride to test the Mississippian 
formation. 
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(4) The applicant also seeks authority to drill an infdl well within the Unit, the 
State "X" Well No. 2 (API No. 30-025-37800), to be located at a standard gas well 
location 660 feet from the South line and 1980 feet from the West line (Unit N) of 
Section 12. 

(5) Yates Petroleum Corporation, an interest owner in the proposed Unit, 
appeared at the hearing in opposition to the application. 

(6) The W/2 of Section 12 was previously pooled by Division Order No. 
R-12108-C dated December 9, 2004. In that action, the Division, upon the application of 
Pride, pooled the interest of Yates within the W/2 of Section 12, and authorized Pride to 
re-enterthe State "X" Well No. 1 for the purpose oftesting the Mississippian formation. 

(7) The evidence presented in this case demonstrates that Pride re-entered the 
State "X" Well No. 1 in a timely fashion, but due to mechanical problems, was forced to 
move off of the well prior to the well being completed. Consequently, the pooling 
provisions of Division OrderNo. R-12108-C are no longer in effect. 

(8) In the present case, Pride seeks again to pool the W/2 of Section 12 in 
order to make another attempt to re-enter and complete the State "X" Well No. 1, and 
also seeks authority to drill an infill well within the unit, 

(9) Within the proposed Unit, Pride owns 50% ofthe working interest, and the 
remaining 50% is owned by Yates Petroleum Corporation, Yates Drilling Company, Abo 
Petroleum Corporation, and Myco Industries, Inc. (hereinafter referred to collectively as 
"Yates"). 

(10) On April 6, 2006, Yates filed a Motion to Dismiss Pride's Application in 
Case No. 13690. In its motion, Yates contends that: 

(a) Pride does not own an interest in the NW/4 of 
Section 12, and therefore does not have the right to 
re-enter the State "X' Well No. 1; 

(b) Pride failed to make a good faith effort to reach a 
voluntary agreement with Yates for the 
development ofthis acreage; and 

(c) no order should be entered in this case prior to 
resolution by the Division of certain outstanding 
monetary issues pending before the Division 
relating to Pride's first attempt to re-enter the State 
"X" Well No. 1. These issues are contained within 
Case No. 13531, which was heard by the Division 
on January 5, 2006. 
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(11) On April 12, 2006, Pride filed a Response in Opposition to Yates' Motion 
to Dismiss. 

(12) The Division made no ruling on Yates' motion prior to the hearing on 
May 11, 2006, At the hearing, Yates renewed its motion to dismiss. The Examiner 
deferred ruling on the motion until such time as an order is entered in this case. 

(13) The evidence presented at the hearing demonstrates that Pride, by virtue of 
owning a 50% working interest in the proposed Unit, will, if its application is granted, 
have the right to re-enter the State "X" Well No. 1. In addition, Pride has made a good 
faith effort to secure the voluntary participation of Yates in the proposed re-entry ofthe 
State "X" Well No. 1. Division records further show that Division Order No. R-l2547 
was issued in Case No. 13531 on May 8, 2006, therefore, there are no outstanding issues 
relating to Pride's first re-entry attempt on the State "X" Well No. 1. Consequently, 
Yates' Motion to Dismiss should be denied. 

(14) Pride presented evidence and testimony that demonstrates that: 

(a) it seeks an expedited pooling order in this case due 
to the fact that its lease in the SW/4 of Section 12 
will expire on May 31, 2006; 

(b) in December 2005, Pride contacted Yates regarding 
its desire to continue to develop the W/2 of Section 
12. On February 24, 2006, Pride sent Yates an 
Authority for Expenditure ("AFE') for the re-entry 
ofthe State "X" Well No. 1. Subsequent to that 
time, Pride and Yates have had further discussion 
regarding the development ofthe W2 of Section 12, 
but have been unable to reach an agreement; 

(c) Pride first proposed the drilling of the State "X" 
Well No. 2 to Yates by letter dated May 4, 2006; 

(d) Pride proposes that it be allowed to drill the 
proposed State "X" Well No. 2 prior to re-entering 
the State "X" WellNo. l;and 

(e) re-entry costs for the State "X" Well No. 1 are 
estimated to be approximately $1,973,700 for a 
completed well. 

(15) Yates objects to the pooling ofthe W/2 of Section 12 for the drilling ofthe 
State "X" Well No. 2 for the following reasons: 
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(a) Pride first proposed to Yates the drilling ofthe State 
"X" Well No. 2 on May 4, 2006, only days before 
the hearing in this matter; and 

(b) Pride filed a compulsory pooling application that 
included its proposal to drill the State "X" Well No. 
2 prior to conducting good faith negotiations with 
Yates regarding the drilling ofthis well. 

(16) The evidence presented demonstrates that Pride has conducted good faith 
negotiations with Yates regarding the re-entry of the State "X" Well No. 1, but has been 
unable to reach a voluntary agreement. 

(17) The evidence further demonstrates that Pride has failed to conduct good 
faith negotiations with Yates regarding the drilling ofthe proposed State "X' Well No. 2. 
Consequently, any order that pools the interest within the W/2 of Section 12, at this time, 
should exclude authorization for Pride to drill the State "X" Well No. 2. 

(18) Two or more separately owned tracts are embraced within the Unit, and/or 
there are royalty interests and/or undivided interests in oil and gas minerals in one or 
more tracts included in the Unit that are separately owned. 

(19) There are interest owners in the proposed Unit that have not agreed to pool 
their interests. 

(20) To avoid the drilling of unnecessary wells, protect correlative rights, 
prevent waste and afford to the owner of each interest in the Unit the opportunity to 
recover or receive without unnecessary expense its just and fair share of hydrocarbons, 
this application should be approved by pooling all uncommitted interests, whatever they 
may be, in the oil and gas within the Unit. 

(21) The applicant should be designated the operator ofthe State "X" Well No. 
1 and ofthe Unit. 

(22) Any pooled working interest owner who does not pay its share of 
estimated well costs should have withheld from production its share of reasonable well 
costs plus an additional 200% thereof as a reasonable charge for the risk involved in re­
entering the well. 

(23) Reasonable charges for supervision (combined fixed rates) should be fixed 
at $5,000.00 per month while drilling and $600.00 per month while producing, provided 
that these rates should be adjusted annually pursuant to Section III. 1.A.3. ofthe COPAS 
form titled "AccountingProcedure-Joint Operations." 
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IT IS THEREFORE ORDERED THAT: 

(1) Yates Petroleum Corporation's Motion to Dismiss Case No. 13690 dated 
April 6, 2006 is hereby denied. 

(2) Pursuant to the application ofPride Energy Company, all uncommitted 
mineral interests from the surface to the base of the Mississippian formation underlying 
the W/2 of Section 12, Township 12 South, Range 34 East, NMPM, Lea County, New 
Mexico, are hereby pooled to form a standard 320-acre gas spacing and proration unit for 
all formations and/or pools spaced on 320 acres within this vertical extent, which 
presently include but are not necessarily limited to the Undesignated Four Lakes-
Mississippian Gas Pool. 

(3) The above-described spacing and proration Unit shall be dedicated to the 
existing State "X" Well No. 1 (API No. 30-025-01838) located at a standard gas well 
location 1980 feet from the North line and 660 feet from the West line (Unit E) of 
Section 12, which is to be re-entered by Pride to test the Mississippian formation. 

(4) The operator ofthe Unit shall commence re-entry and drilling operations 
on the State "X" Well No. ] on or before September 1, 2006, and shall thereafter 
continue drilling the well with due diligence to test the Mississippian formation. 

(5) In the event the operator does not commence re-entry and drilling 
operations on the State "X" Well No. 1 on or before September 1, 2006, Ordering 
Paragraph (1) shall be of no effect, unless the operator obtains a time extension from the 
Division Director for good cause. 

(6) Should the State "X" Well No. 1 not be drilled and completed within 120 
days after commencement thereof, Ordering Paragraph (2) shall be of no further effect, 
and the Unit created by this Order shall terminate unless the operator appears before the 
Division Director and obtains an extension oftime to drill and complete the well for good 
cause demonstrated by satisfactory evidence. 

(7) Upon final plugging and abandonment ofthe subject well, the pooled Unit 
created by this Order shall terminate, unless this order has been amended to authorize 
further operations. 

(8) Pride Energy Company is hereby designated the operator of the subject 
well and ofthe Unit. 

(9) After pooling, uncommitted working interest owners are referred to as 
pooled working interest owners. ("Pooled working interest owners" are owners of 
working interests in the Unit, including unleased mineral interests, who are not parties to 
an operating agreement governing the Unit.) After the effective date of this order, the 
operator shall furnish the Division and each known pooled working interest owner in the 
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Unit an itemized schedule of estimated costs of re-entering, drilling, completing and 
equipping the subject well ("well costs"). : 

(10) Within 30 days from the date the schedule of estimated well costs is ! 
furnished, any pooled working interest owner shall have the right to pay its share of I 
estimated well costs to the operator in lieu of paying its share of reasonable well costs out I 
of production as hereinafter provided, and any such owner who pays its share of | 
estimated well costs as provided above shall remain liable for operating costs but shall j 
not be liable for risk charges. Pooled working interest owners who elect not to pay their . 
share of estimated well costs as provided in this paragraph shall thereafter be referred to j 
as "non-consenting working interest owners." j 

(11) The operator shall furnish the Division and each known pooled working I 
interest owner (including non-consenting working interest owners) an itemized schedule ! 
of actual well costs within 90 days following completion ofthe well. If no objection to j 
the actual well costs is received by the Division, and the Division has not objected within j 
45 days following receipt ofthe schedule, the actual well costs shall be deemed to be the j 
reasonable well costs. If there is an objection to actual well costs within the 45-day j 
period, the Division will determine reasonable well costs after public notice and hearing. j 

(12) Within 60 days following determination of reasonable well costs, any [ 
pooled working interest owner who has paid its share of estimated costs in advance as J 
provided above shall pay to the operator its share ofthe amount that reasonable well costs I 
exceed estimated well costs and shall receive from the operator the amount, if any, that I 
the estimated well costs it has paid exceed its share of reasonable well costs. j 

j 
(13) The operator is hereby authorized to withhold the following costs and | 

charges from production: j 

(a) the proportionate share of reasonable well costs j 
attributable to each non-consenting working interest ' 
owner; and j 

(b) as a charge for the risk involved in re-entering and i 
drilling the well, 200% ofthe above costs. i 

i 
(14) The operator shall distribute the costs and charges withheld from j 

production, proportionately, to the parties who advanced the well costs. 

(15) Reasonable charges for supervision (combined fixed rates) are hereby 
fixed at $5,000.00 per month while drilling and $600.00 per month while producing, i 
provided that these rates shall be adjusted annually pursuant to Section III . I.A.3. ofthe 
COPAS form titled "Accounting Procedure-Joint Operations." The operator is ' 
authorized to withhold from production the proportionate share of both the supervision 
charges and the actual expenditures required for operating the well, not in excess of what 
are reasonable, attributable to pooled working interest owners. ' 
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(16) Except as provided in Ordering Paragraphs (11) and (13) above, all 
proceeds from production from the well that are not disbursed for any reason shall be 
placed in escrow in Lea County, New Mexico, to be paid to the true owner thereof upon 
demand and proof of ownership. The operator shall notify the Division ofthe name and 
address ofthe escrow agent within 30 days from the date of first deposit with the escrow 
agent. 

(17) Any unleased mineral interest shall be considered a seven-eighths (7/8) 
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs 
and charges under this order. Any well costs or charges that are to be paid out of 
production shall be withheld only from the working interests' share of production, and no 
costs or charges shall be withheld from production attributable to royalty interests. 

(18) Should all the parties to this compulsory pooling order reach voluntary 
agreement subsequent to entry of this order, this order shall thereafter be of no further 
effect. 

(19) The operator ofthe well and Unit shall notify the Division in writing of 
the subsequent voluntary agreement of all parties subject to the forced pooling provisions 
ofthis order. 

(20) That portion of Pride Energy Company's application seeking authorization 
to drill the proposed State "X" Well No. 2 as an infill well within the W/2 of Sectionl2 is 
hereby denied. Any subsequent operations conducted on the pooled Unit shall only be 
authorized after notice and hearing. 

(21) Jurisdiction ofthis case is retained for the entry of such further orders as 
the Division may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

MARK E. FESMIRE, PE 
Director 



STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF SAMSON RESOURCES COMPANY, 
KAISER-FRANCIS OIL COMPANY AND 
MEWBOURNE OIL COMPANY FOR 
CANCELLATION OF A DRILLING PERMIT 
AND APPROVAL OF A DRILLING PERMIT, 
L E A COUNTY, NEW MEXICO 

CASE NO. 13492 
ORDER NO. R-12343-B 

DE NOVO 

APPLICANTS' JOINT HEARING MEMORANDUM 

Samson Resources Company, ("Samson"), Kaiser-Francis Oil Company, ("Kaiser-

Francis"), and Mewbourne Oil Company ("Mewbourne") submit this memorandum of law in 

connection with the Commission's hearing on the merits in this matter. 

SUMMARY 

On April 27, 2004, Chesapeake Operating, Inc. trespassed onto Kaiser-Francis's oil and 

gas lease on the SE/4 of Section 4, T -21-S, R-35-E and, without notice, commenced drilling the 

KF "4" State Well No. 1. Chesapeake cites as its authority to do so incomplete C-101 and C-102 

forms purporting to establish a 320-acre lay-down gas spacing and proration unit comprised of 

the SW/4 and SE/4 of irregular Section 4. However, Kaiser-Francis's lease covering the SE/4 of 

Section 4 is the subject of an operating agreement and a Communitization Agreement approved 

by the Commissioner of Public Lands establishing a 320-acre stand-up unit comprised of the 

SE/4 and Lots 9, 10, 15 and 16. 

Chesapeake's APD was improvidently issued and should be cancelled for the following 

reasons: 



(1) Chesapeake's claim to title to the SE/4 has no good faith basis. 

(2) Chesapeake Operating, Inc.'s conduct constitutes trespass. 

BACKGROUND FACTS 

1. Kaiser-Francis, Samson Resources Company and Mewbourne Oil Company are 

the working interest owners in Lots 9, 10, 15, 16, and the SE/4 of Irregular Section 4, T. 21 S., R. 

35 E., NMPM, Lea County, New Mexico (the "Subject Lands"). The mineral interests under the 

Subject Lands are owned entirely by the State of New Mexico and are subject to State Oil and 

Gas Lease Nos. V-7054 and B-1481-14. 

2. Under that Communitization Agreement approved by the Commissioner of Public 

Lands on April 27, 2005, effective April 1, 2005, and pursuant to that Joint Operating Agreement 

dated March 24, 2005, the subject lands were consolidated to form a standard 320-acre stand-up 

gas spacing and proration unit comprised of Lots 9, 10, 15, 16 and the SE/4 of Section 4. 

Further, pursuant to the Joint Operating Agreement the parties designated Mewbourne as 

operator and agreed to drill the Osudo "4" State Com Well No. 1 at a standard gas well location 

660 feet from the south line and 1,650 feet from the east line of said Section 4, near the current 

bottom-hole location of the KF State 4 Well No. 1. The parties subsequently designated Samson 

as operator of the well. 

3. On March 30, 2005 Mewbourne filed with the Division's Hobbs District Office 

its Request for Approval of its Application for Permit to Drill ("APD") for the Osudo "4" State 

Comm Well No. 1. The APD was returned to Mewbourne by the Hobbs District Office without 

approval for the reason that the District Office had previously approved an APD submitted on 

behalf of Chesapeake Operating, Inc. on March 11, 2005 for Chesapeake's KF State "4" No. 1 

Well in said Section 4. The C-102 form that accompanied Chesapeake's APD purported to show 
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the dedication of a 320-acre lay-down gas spacing and proration unit consisting ofthe SW lA and 

SE lA equivalents of Section 4. The Chesapeake APD's were also incomplete: They failed to 

show the consolidation code as required by Rule 1102. 

4. Chesapeake Operating, Inc. owns no interest in any portion of the Subject Lands. 

However, Chesapeake Permian, L.P., purports to own the lease outside the Subject Lands 

covering the SW/4 of Section 4. 

5. On approximately April 27, 2005, without notice, Chesapeake moved a drilling 

rig onto the location for the KF State "4" No. 1 Well and commenced drilling operations that 

same day. 

6. On April 28, 2005, Mewbourne filed the original Application in this case to 

cancel the APD for the KF "4" State Well No. 1. 

POINTS AND AUTHORITIES 

/ . An Approved APD Is Not A Sufficient Claim To Title. 

New Mexico Precedent 

In its earlier filings, Chesapeake has made clear that it is basing its claim to title strictly 

on the incomplete C-101 and C-102 forms that were ministerially approved by the Division. 

Chesapeake claims this was sufficient authorization for it to enter onto the Kaiser Francis lease 

within the Communitized Unit area and to drill the KF "4" State Well No. 1. 

Chesapeake is wrong. It must prove that it has a good faith claim of title. 

In New Mexico, "title" to real property is evidenced by a conveyance "which shall be 

subscribed by the person transferring his title or interest in said real estate, or by his legal agent 

or attorney. " NMSA 1978 § 47-1-5. See Kysar v. Amoco Production Company, 135 N.M. 767, 

93 P3d 1272 (2004). Likewise, NMSA 1978 § 37-1-21 requires a claimant to hold or claim "by 
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virtue of a deed or deeds [of] conveyance, ... purporting to convey an estate in fee simple." See 

also Quarles v. Arcega, 114 N.M. 502 (N.M.App.,1992). Therefore a claim to title must be 

based on a written deed, with a legal description contained therein that is easily ascertainable on 

the ground. See Esquibel v. Hallmark, 92 N.M. 254 (1928); Cox v. Hanlen, 1998-NMSA-015; 

Ritter-Walker Co. v. Bell, 46 N.M. 125 (1942). 

As the New Mexico Court of Appeals has pointed out, Black's Law Dictionary defines 

"title" as: "The union of all elements (as ownership, possession, and custody) constituting the 

legal right to control and dispose of property; the legal link between a person who owns 

property and the property itself. " Santa Fe County Bd. Of County Com 'rs v. Town of Edgewood, 

(2004-NMCA-l 11) (quoting Black's Law Dictionary at 1493). 

Chesapeake is unable to demonstrate any evidence of a claim to title here. Only Kaiser-

Francis, as owner ofthe oil and gas lease on the SE/4 of Section 4 owned the right to occupy the 

lands and to explore for minerals by drilling. Moreover, Kaiser-Francis's right, title and interest 

to the SE/4 are exclusive \ See granting clause, State of New Mexico Oil and Gas Lease No. B-

1481. See, also, Grynberg v. City ofNorthglenn, 739 P.2d 230 (Colo. 1987). 

To justify its conduct in this case, Chesapeake has invoked the Pride Energy Order 

(Order R-12108-C) and the TMBR/Sharp Order (Order R-l 1700-B). Chesapeake misinterprets 

these authorities by its statement that, "The Commission's Order in Pride tells us, as a matter of 

administrative law, that Chesapeake can rely upon its valid and approved APD as the "good 

faith " basis for doing what it did and continues to do." (Pg. 2, Chesapeake's Motion To Dismiss 

dated May 10, 2005, NMOCD Case No. 13492.) 

1 Subject to the rights of Samson and Mewbourne under the Communitization Agreement. 
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Contrary to Chesapeake's interpretation, a careful reading of Order No. R-12108-C from 

the Pride Energy case will show that the Commission did not say that an approved APD provides 

the "good faith" basis for entry onto the lands. Rather, the Commission in Pride said, citing to 

Order No. R-l 1700-B2, "That an applicant for permit to drill must have a good faith claim of 

title" This, then, is the controlling criteria in this case. Notably, however, Order No. R-12108-C 

in Pride states that an APD should not be regarded as "property": 

"(f) Although the Division can and should cancel an APD when it properly 
determines that no such good faith claim exists, as the Commission determined, 
based on a District Court judgment, in Order No. R-l 1700-B', it should not make 
that determination, which necessarily cannot be made on the face of the APD or 
from Division records, without first giving the Applicant notice and an 
opportunity for a hearing. Although the Division doubts that the right conferred 
by an approval of an APD is properly characterized as "property," it 
nevertheless concludes that such approval confers rights that should not be 
revoked arbitrarily. " (Order No. R-1208-C, If 8.) 

This same issue arose in the TMBR/Sharp case, where, after an administrative challenge 

to Arrington's APD's, TMBR/Sharp Drilling was able to prove that it had title to support the 

issuance of the APD's to it, while Arrington did not. The agency correspondingly rescinded 

Arrington's APD's. 

Order No. R-l 1700-B in the TMBR/Sharp case set forth the two criteria under which the 

Division may make a determination of a properly or improperly approved APD: "It is the 

responsibility of the operator fding an Application for a Permit to Drill to do so under a good 

faith claim to title and a good faith belief that it is authorized to drill the well applied for." 

Chesapeake is unable to satisfy the TMBR/Sharp criteria. 

2 Case No. 12731, Application of TMBR/Sharp Drilling, Inc. For An Order Staying David H. Arrington Oil and Gas, 
Inc. From Commencing Operations, Lea County, New Mexico; Case No. 12744, Application of TMBR/Sharp 
Drilling, Inc. Appealing The Hobb's District Decision Approval Of Two Applications For A Permit To Drill filed by 
TMBR/Sharp Drilling, Inc., Lea County, New Mexico. 
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The Division and the Cornmission have issued three principle cases interpreting an 

operator's entitlement to, and rights under, an approved drilling permit from the Division. They 

are Order No. R-12093-A (Case No. 13215; Application of Valles Caldera Trust to Deny 

Application of Geo Products of New Mexico, Inc. for Permits to Re-enter Abandoned 

Geothermal Wells (APDs), Sandoval County, New Mexico), Order No. R-l 1700-B (from the 

TMBR/Sharp case referenced above), and Order No. R-12108-C (from the Pride Energy case, 

Case No. 13153). 

In OrderNo. R-12093-A, the Commission said, 

"The Order granting the permit is a purely negative pronouncement. It grants no 
affirmative rights to the permitee to occupy the property ... it merely removes the 
conservation laws and regulations as a bar to drilling the well. " Order No. R-
12093-A, *f| 11, citing to Magnolia Petroleum Company v. Railroad Commission, 
170 Southwest 2d 189 (Tex. 1943). 

The Commission went on to say, 

"The Commission does not have jurisdiction to determine title or the rights of any 
party to occupy property. However, prudence dictates that the Commission ought 
not to issue a permit where the party applicant for the permit clearly does not 
have the right to conduct the contemplated activity. As stated by the Texas 
Supreme Court, "The Railroad Commission should not do the useless thing of 
granting a permit to one who does not claim the property in good faith. " Order 
No. R-12093-A116. 

Texas Precedent 

A series of cases originating from the Texas Railroad Commission involving drilling 

permits are instructive. These precedent Railroad Commission cases make clear that APD's do 

not authorize a permittee without title to drill. 

Magnolia Petroleum Company v. Railroad Commission, 170 S.W. 2d 189 (Tex., 1943) 

states the general rule that a permit issued by the Railroad Commission does not authorize the 
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permittee to take possession of the land i f there is a dispute regarding title to such land. It 

explains, 

"The function of the Railroad Commission in this connection is to administer the 
conservation laws. When it grants a permit to drill a well it does not undertake to 
adjudicate questions of title or rights ofpossession. These questions must be settled in the 
courts.... The permit may be perfectly valid, so far as the conservation laws are 
concerned, and yet the permittee's right to drill under it may depend upon his 
establishing title in a suit at law.'''' Magnolia Petroleum at 99-100. 

Since a permit does not grant the permittee any affirmative right to occupy the property, 

it does not cloud the adversary's title. Id. at 100; See also Sun Oil Co. v. Railroad Commission, 

390 S.W.2d 803 (Tex. Civ. App., 1965). In other words, an APD does not effect a transfer of title 

and consequently cannot constitute a "claim of title". 

If a person who is not in possession of the land obtains a permit to drill on that land from 

the Railroad Commission, that person may not drill until his or her title has been established by 

the court, and the persons who are in possession of the land may defend their possession by self-

help or injunction proceedings. Magnolia Petroleum at 100. I f the holder of the permit to drill 

brings suit to determine title to the land, the fact that a permit has been granted is not admissible 

in support of the permittee's title. Id. 

Later cases in the Texas Court of Appeals and Supreme Court echoed Magnolia 

Petroleum's holding that a drilling permit does not constitute a claim to title. Nale v. Carroll, 

289 S.W. 2d 743 (Tex., 1956) states that the Railroad Commission's rules and regulations for 

drilling do not effect the transfer of property right. A claim to title cannot be based on a permit to 

drill. Id. at 559; See also Miller v. Sutherland, 179 S.W.2d 801 (Tex. Civ. App., 1943) (denying 

title where claim was only based on the rules of Railroad Commission and stating "It is thought 

to be fundamental that the rules and regulations of the Railroad Commission cannot have the 

result of effecting a change or transference ofproperty rights.''''). 
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Oklahoma Precedent 

The authority from Oklahoma supports the same conclusion that a drilling permit does 

not establish claim to title or a right to drill without such a claim, while strongly reiterating 

Oklahoma's reliance on the law of capture. The Oklahoma Supreme Court in Frost v. Ponca 

City, 541 P.2d 1321 (Okla. 1975), ruled that the state, acting pursuant to its police power, may 

establish regulations which have 'the effect of regulating or abrogating in a measure the law of 

capture. However, these regulations only restrict the landowner's right to capture minerals that 

underlie his property, and they do not authorize third persons to enter the land and capture these 

minerals without compensating the landowner. The Frost court reasoned that to authorize a third 

person to exercise such rights on a landowner's property would constitute a taking of the 

landowner's property. 

In Van Meter v. Wallace, 170 Okla. 638, 41 P.2d 839 (Okla. 1935), the court reviewed 

the record for a drilling permit that had already been issued. It surmised that the applicant had 

not been in possession of the land for which he sought the permit. Therefore, the court ruled that 

the permit was issued erroneously and the APD was thus rescinded. This case further supports 

the position that in Oklahoma as well as in Texas, no claim to title or right to drill is extended to 

someone who does not own the land simply because a drilling permit was issued to that person. 

2. Chesapeake's Conduct Constitutes Trespass. 

Trespass in New Mexico is defined as a direct infringement on another's right of 

possession, which may be committed on or beneath the surface of the earth. Schwartzman, Inc. v. 

Atchison, Topeka & Santa Fe Railroad Co., 857 F. Supp. 838 (D.N.M., 1994); See also Padilla 

v. Lawrence, 101 N.M. 556 (App. 1984); Restatement Second, of Torts § 159. Any unauthorized 

entry upon the owner's land is trespass that entitles the owner to a verdict for damages. North v. 
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Public Service Co. of New Mexico^ 94 N.M. 246 (N.M. App., 1980). Trespass contemplates 

actual physical entry or invasion, as differentiated from nuisance liability, which arises because 

of activity that falls short of tangible, concrete invasion. Schwartzman. 

The initial burden of proof in an action of trespass, like in all actions, rests on the party 

who initiated the suit. See Am Jur Trespass § 216. In an action of trespass, the plaintiff must 

show that he was in rightful possession of the land at the time of the trespass, and that the 

defendant made an unauthorized entry onto this land. Pacheco v. Martinez, 97 N.M. 37 (N.M. 

App. 1981). Actual exclusive possession of the land is sufficient proof. Harrington v. Chavez, 27 

N.M. 67 (1921). Proof of constructive possession is also sufficient. Pacheco. Possession is 

presumed to accompany ownership until the contrary is proven. First Nat. Bank of Albuquerque 

v. Town of Tome, 23 N.M. 255 (1917). Therefore, possession unsupported by evidence of title 

can be sufficient to maintain an action of trespass. Probst v. Trustees of the Bd. of Domestic 

Missions of the General Assembly of the Presbyterian Church in the USA, 5 P. 702 (N.M. Terr., 

1885) (reversed on other grounds in Probst v. Trustees of Board of Domestic Missions, Etc., 129 

U.S. 182(1889)). 

Chesapeake's trespass here was also clearly intentional. On April 5, 2005, Chesapeake 

threatened to move a drilling rig onto the SE/4 of Section 4. Chesapeake knew that Kaiser-

Francis had already entered into an agreement with Mewbourne and Samson to drill their own 

well. In this regard, See Archibeque v. Miera, 1 N.M. 419 (N.M. Terr., 1869). The evidence in 

this case establishes that Chesapeake had the actual purpose of interfering on the land or the 

knowledge that the disturbance would occur. Id. When a party claiming trespass introduces 

evidence that shows possession of the land as well as an intent to trespass, the burden of proving 

a right to the land that is superior to that of the party claiming trespass then shifts to the 
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trespasser. See Am Jur Trespass § 216. The defendant must then prove consent or license as a 

defense against the claim of trespass. Id. Chesapeake can prove neither one. Further, in the 

context of this Agency's precedental rulings, Chesapeake is unable to establish that its conduct in 

obtaining an APD and going onto the lands constitutes a good faith claim to title. 

The Commission and the New Mexico Supreme Court have touched on this issue before. 

In Snyder Ranches, Inc. v. Oil Conservation Commission, et a l , 110 N.M. 637, 798 P.2d 587 

(1990), a mineral interest owner in an adjoining section opposed Mobil's application for an 

injection permit for its disposal well on its own lease. The mineral owner opposed the technical 

justification for the permit, as well as the issuance of the permit itself, contending that the 

Division's permit was being used to authorize a trespass. The New Mexico Supreme Court made 

clear that the Division's permit does not authorize the trespass or occupancy. The Court said: 

"Having found substantial evidence to support the Commission and district 
court's conclusions, our analysis should end. However, in order to avoid future 
error, we take the opportunity to answer Snyder Ranches' assertion that the 
granting of Mobil's application to inject salt water into the disposal well 
authorizes trespass against Snyder Ranches 'property. We do not agree. 

*** 

The State of New Mexico may be said to have licensed the injection of salt water 
into the disposal well; however, such license does not authorize trespass. The 
issuance of a license by the State does not authorize trespass or other tortious 
conduct by the licensee, nor does such license immunize the licensee from liability 
for negligence or nuisance which flows from the licensed activity. See Lummis v. 
Lilly, 385 Mass. 41, 429 N.E.2d 1146, 1150 (1982); Summer v. Township of 
Teaneck, 53 N.J. 548, 556, 251 A.2d 761, 765 (1969). " (emphasis added). 
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CONCLUSION 

For the foregoing reasons, Samson Resources Company, Kaiser-Francis Oil Company 

and Mewbourne Oil Company request the Commission grant the relief requested in their Second 

Amended Application in this matter. 

Respectfully submitted, 

MILLER STRATVERT P.A. 

J. Scott Hall 
Attorneys for Kaiser-Francis Oil Company 
Post Office Box 1986 
Santa Fe, New Mexico 87504-1986 
(505) 989-9614 

Michael J. Condon 
Attorneys for Samson Resources Co. 
Gallegos Law Firm 
460 St. Michael's Drive, #300 
Santa Fe, New Mexico 87505-7622 
(505) 983-6686 

James G. Bruce 
Attorney for Mewbourne Oil Co. 
Attorney at Law 
P.O. Box 1056 
Santa Fe, New Mexico 87504-1056 
(505) 982-2043 
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Certificate of Service 

I hereby certify that a true and correct copy of the foregoing was hand-delivered to 
counsel of record at the time ofthe hearing on the merits in this matter as follows: 

Earl DeBrine, Jr., Esq. Cheryl Bada, Esq. 
Modrall Sperling New Mexico Oil Conservation Commission 
Post Office Box 2168 1220 South St. Francis Drive 
Albuquerque, New Mexico 87103-2168 Santa Fe, New Mexico 87504 

Thomas Kellahin, Esq. 
Post Office Box 2265 
Santa Fe, New Mexico 87504 

J. Scott Hall 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 13492 
APPLICATION OF SAMSON RESOURCES 
COMPANY, KAISER-FRANCIS OIL COMPANY, 
AND MEWBOURNE OIL COMPANY FOR 
CANCELLATIN OF TWO PERMITS AND 
APPROVAL OF A DRILLING PERMIT, LEA 
COUNTY, NEW MEXICO. 

CASE NO. 13493 
APPLICATION OF CHESAPEAKE PERMIAN, L.P. 
FOR COMPULSORY POOLING, LEA COUNTY, 
NEW MEXICO. 

ORDER NO. R-12343-B 

STIPULATION BY THE PARTIES AS TO UNDISPUTED 
EVIDENCE TO BE CONSIDERED BY THE COMMISSION 

The parties hereto, Samson Resources Company, Kaiser-Francis Oil Company and 
Chesapeake Operating, Inc., join in stipulating that the following facts and exhibits represent 
evidence that is not in dispute, that they ask to be made part of the record in this de novo 
proceeding before the Oil Conservation Commission and be considered by the Commission as 
with other evidence. 

A. Section 4 of Township 21 South, Ranch 35 East, NMPM, in Lea County, is an 
irregular section consisting of approximately 950.8 acres, more or less, and is approximately one 
mile wide from east to west, and one and one-half miles long from north to south. The 
subdivisions of Section 4 are as follows: 

(1) the southeast quarter (geographically, the east half of the south one-third), 
consisting of lots 17, 18, 23 and 24; 

(2) the southwest quarter (geographically, the west half of the south one-
third), consisting of lots 19 through 22; 

(3) lots 9, 10, 15 and 16, being the quarter section immediately north ofthe 
southeast quarter, hereinafter called "the east half of the middle one-third;" and 



(4) lots 11 through 14, being the quarter section immediately north of the 
southwest quarter, hereinafter called "the west half of the middle one-third." 

(5) lots 1 through 5, consisting of 310.8 acres, more or less, being the two 
northern most quarter sections. 

B. Oil and gas minerals within the entire Section 4 (as well as the surface) are owned 
by the State of New Mexico, and all acres have been leased. Lease status and ownership are as 
follows: 

(1) The southeast quarter is leased under State of New Mexico Lease No. B-
1481. Kaiser-Francis, Samson, and Mewbourne own all the working interest. 

(2) The southwest quarter is leased under State of New Mexico Lease No. 
VO-7063. Chesapeake Permian LP owns all the working interest. 

(3) The middle one-third of Section 4 is leased under State of New Mexico 
Lease No. VO-7054. Samson owns all the working interest. 

(4) The northern one-third of Section 4 is leased under State of New Mexico 
Lease No. VO-7062. Chesapeake Permian LP owns all the working interest. 

(5) Chesapeake does not own any interest in the southeast quarter of Section 
4, and has not owned any such interest at any time relevant to this case. Chesapeake has no 
contractual right with respect to the mineral estate in the southeast quarter of Section 4 unless 
such right arises by virtue of approval by Samson of an AFE (authorization for expenditures) 
issued by Chesapeake for the KF 4 well, under circumstances detailed below. 

C. On February 27, 2005, Mewbourne ran electric logs showing over 40 feet of 
Morrow porosity on its Osudo 9 State Com. Well No. 1 (API No. 30-025-36828) (the "Osudo 9 
well") located in the southeast quarter ofthe northeast quarter of Section 9, Township 21 South, 
Range 35 East, NMPM, being the quarter section immediately south of the southeast quarter of 
Section 4. On March 8, 2005, Mewbourne placed that well on line and began selling natural gas. 
The Osudo 9 well is a prolific producer of natural gas from the Morrow formation and is owned 
by Mewbourne, Chesapeake, and Finley Resources. 

D. On March 10, 2005 Chesapeake Operating, Inc. filed an APD for the KF 4 well, 
designating a lay-down spacing unit consisting of the southeast and southwest quarters of 
Section 4. The Division approved Chesapeake's APD on March 11, 2005. 

E. On March 9, 2005, Chesapeake sent a letter to Samson (received on March 11, 
2005) proposing the drilling of the KF 4 well "in the south half of Section 4" and requesting the 
recipient to elect whether or not to participate. The letter also invited Samson to enter into 
negotiations for sale of their interest to Chesapeake, but stated, "be advised that entering into 
negotiations to sell Samson's interest does not excuse or allow Samson to delay the required 
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election under this well proposal." Chesapeake also sent a similar proposal letter to Kaiser-
Francis. Chesapeake did not send a proposal letter to Mewbourne because Mewbourne had not 
yet obtained an interest in the proposed spacing unit. 

F. There was no operating agreement between Chesapeake and Samson or Kaiser-
Francis that would require an election, and Chesapeake knew that there was no such agreement. 

G. On March 22, 2005 Samson signed and returned Chesapeake's election letter and 
AFE, indicating that it elected to participate in the proposed KF 4 well, but did not send its 
portion in of the dry hole costs as requested in the letter. 

H. On March 28, 2005 Mewbourne, as operator on behalf of Samson et al., filed an 
APD for its proposed Osudo 4 State Com. No. 1. The Mewbourne APD proposed a location in 
the southeast quarter and the east half of the middle third of Section 4. The Division rejected 
Mewbourne's APD on March 30, 2005, by reason ofthe earlier approval of Chesapeake's APD. 

I . On March 30, 2005 Samson sent a letter and fax to Chesapeake stating that, 
"Samson hereby rescinds and revokes its invalid election to participate in [the KF 4 well]." 

J. On April 15, 2005 Chesapeake began site construction for the KF 4 well. 

K. On April 20, 2005 Mewbourne, as the last of the designated parties (Kaiser-
Francis, Samson, and Mewbourne), signed a communitization agreement providing for a 
communitized unit in the Morrow consisting of the southeast quarter and the east half of the 
middle third of Section 4. 

L. On April 26, 2005 the applications in these cases were filed with the Division. 

M. On April 27, 2005, the New Mexico State Land Office approved the 
Communitization Agreement described above, noting that, "[t]he effective date of this approval 
is April 1,2005." 

N. On April 27, 2005 Chesapeake spudded the KF 4 well. 

O. The well was completed and placed on production on January 2006. 

P. As of April 2006, the well had produced 270,279 Mcf of gas and 2,286 barrels of 

oil. 

The following stipulated Exhibits are attached and incorporated herein: 

Stip. Ex. 1: Plat of Section 4-21S-35E showing well locations 

Stip. Ex. 2: Plat of Section 4-21S-35E showing lease ownership as of 3-10-05. 

Stip. Ex. 3; Plat of Section 4-21S-35E showing Communitization Agreement acreage 
Stip Ex. 4: Chesapeake APD, March 10, 2005, Form C-101 KF 4 State 



Stip. Ex. 5: Chesapeake Well Location Plat, March 10, 2005, Form C-102 KF 4 State 

Stip. Ex. 6: Chesapeake Sundry Notice, March 10, 2005, Form C-103 KF 4 State 

Stip. Ex. 7: Oil Conservation Division Rule - Rules 19.15.13.1102 (Form C-102) and 
19.15.13.1103 (Form C-103) 

Stip. Ex. 8: Oil Conservation Division C-102 Instructions 

Stip. Ex. 9: Commissioner of Public Lands, Communitization Approval, April 27, 
2005 

Stip. Ex. 10: Chesapeake Pooling Application 

Stip. Ex. 11: March 9, 2005 letter from Chesapeake to Samson re Well Proposal for KF 
4 State No.l with election by Samson 

Stip. Ex. 12: March 30, 2005 letter from Samson re Withdrawal of Election 

Stip. Ex. 13 April 4, 2005 letters from Chesapeake to Kaiser Francis and Samson 
enclosing Joint Operating Agreement 

Stip. Ex. 14: April 5, 2005 letter from Samson to Chesapeake re JOA 

Chesapeake Operating Inc. 

/ Its Attorney 

Earl E. DeBrine, Jr. 
Modrall, Sperling, Roehl, Harris 

& Sisk, P.A. 
P.O. Box 2168 
Albuquerque, NM 87103-2168 
Telephone: (505) 848-1800 
Facsimile: (505) 848-1891 

W. Thomas Kellahin 
Kellahin & Kellahin 
P.O. Box 2265 
Santa Fe,NM 87504-2265 

Samson Resources Company and 
Kaiser-Francis Oil Company 

J.E. Gallegos 
Gallegos Law Firm, P.C. 
460 St. Michael's Drive, Bldg. 300 
Santa Fe,NM 87505 
Telephone: (505) 983-6686 
Facsimile: (505) 986-1367 

Scott Hall 
Miller Stratvert P.A. 
P.O. Box 1986 
Santa Fe,NM 87504-1986 
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Lease No. 4 
V-7062 

Chesapeake Exploration Limited Partnership - 75% 

Rubicon Oil & Gas I, LP - 25% 

Lease No. 3 
V-7054 

Samson Resources Co. - 100% 

Lease No. 2 Lease No. 1 
V-7063 B-1481 

Chesapeake Exploration Samson Resources Co. -12.5% 
Limited Partnership - 75% 

Kaiser-Francis 
Rubicon Oil & Gas I, LP - 25% Oil Company - 87.5% 

SECTION 4-21S-35E 

OWNERSHIP AS OF 3/10/05 
Stipulated Exhibit LJ 
NMOCD Case Nos. 13492 / 13493 



April 1, 2005 
Communitization Agreement 

between 
Samson Resources Co. 

Kaiser-Francis Oil Company 
Mewbourne Oil Company 

Approved by Commissioner 
of Public Lands, 

State of New Mexico 

SECTION 4-21S-35E 

COMMUNITIZATION AGREEMENT 
S t i p u l a t e d E x h i b i t 0 5 
NMOCD Case N o s . 1 3 4 9 2 / 1 3 4 9 3 



r Pretrial 

K15 K. Jrtndt Dr., Hobbs, HM 88240 

District n 

1301 W. Ormd Ave., ArtMM., HM 88210 

Dimia.ni 

1000 Eio BnsK Rd., Aaec, HM S7410 

District JV 
1230 S. St Rtncis Dr., S«nu Ft, HM 
87505 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe. N M 87505 

Form C-101 
PematS104 

APPLICATION FOR PERMIT TO DRILL 

Opentor Heme and Address j 

CHESAPEAKE OPERATING, INC. 
PO Box 11050 
Midland, T X 79702-8050 j 

1 

OGRID Humber 

147179 
Opentor Heme and Address j 

CHESAPEAKE OPERATING, INC. 
PO Box 11050 
Midland, T X 79702-8050 j 

1 

API Hooker 

304)25-37129 

Property Code 

34579 

Property N*me 

KF 4 S T A T E j 

WCHHO. 

001 ( 

Surface Location 
UL or Lot Section Township ( Raise 

1 

Lot Ida | Fed Run WS Line Feet Rom BWLine County 

X 4 21S 1 3JE 
1 
i 

1 
660 j S 990 E Lea 

Proposed Pools 
OSUDO .MORROW, SOUTH (GAS) 82200 

Wedf Type | Well Type j CebWRottry Le«se Type Ground Level Elevttiatt 

New W e l l ! GAS | State 3621 

Multiple ) Proposed Depth I Fotnution CuHtifcctar Spud Dele 

H j 12100 | 
_ _ . „ . _ . f 

Morrow 03/18/2005 

Proposed Casing and Cement Program 
j Type | Hole Size | Casing Size | Casing WeigKtffl | Setting Depth | Sacks of Cement | Estimated TOC 

| Surfj 17-5 13375 48 . 450 500 L o _ | 
I I n t l 1 12.25 ; ! 9.625 40 5350 1300 o 1 
| ProdJ 8.75 j « i 17 12100 1350 4000 j 

Casing/Cement Program: Additional Comments 
13 3/8 csg: Lead 295 sx 35:65 Poz C + additives, Tail 205 sx Cl C + additives, circ to surface; 9 5/8 cmt: 1,150 sx 50:50 Poz 
C1C + additives. Tail 150 sxCl. C + additives circ. to surface; 5 1/2 ProdCsg. 1 st Stage Lead 275 sx50:50 PozCl H + 
additives, IstStage Tail 470 sx 50:50 PozClH + additives; 2nd stage 555 sx 50̂ 50 Poz Cl H + additives, 2nd stage Tail 50 
sx 50:50 Poz Cl H + additives. 

Proposed Blowout Prevention Program 

1 Type ) Working Pressure j | Test Pressure | Manufacturer jj 

j Annular | 5000 j | 5000 j jj 

I Double Ram | 5000 || 5000 L_ . . Ji 

I hereby certify that the information given above is true 
and complete to the best o f m y knowledge and belief. 

Electronically Signe d B y . Brenda Coffinan 

OIL CONSERVATION DIVISION I hereby certify that the information given above is true 
and complete to the best o f m y knowledge and belief. 

Electronically Signe d B y . Brenda Coffinan 

Electronically A p p r o v e d By . Paul Kautz 

I hereby certify that the information given above is true 
and complete to the best o f m y knowledge and belief. 

Electronically Signe d B y . Brenda Coffinan Title: Geologist 

Title: Regulatory A n a l y s t A p p r o v a l Date: 03/11/2005 j Expiration Date: 03/11/2006 

Date: 03/10/2005 Phone: 432-685-4310 Conditions o f Approva l -
There are conditions. See Attached. 

Stipulated Exhibit 
NMOCD Case Nos. 13492 /13493 

Mr 



District!, 

1625 H. French Dr., Hobbs, KM 88240 

District n 

1301 W. Grind Ave., Artesit, NM88210 

District rn 

1000 Rio BIXZDS Ed., Aatc,HM8?410 

District IV 

1220 S. Stfrtncis Dr., S<nUFt,HU 
87505 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe, N M 87505 

Form C-102 
Permit 8104 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

API Humber j Pool Heme Pool Code 

30-025-37129 j OSUDO .MORROW, SOUTH (GAS) j 82200 j 
I 

Property Code j Property Hame Well Ho. 

34679 j KF4STATE j 001 

OGRID Ho. ! Operator Heme j Qevttion 

147179 | CHESAPEAKE OPERATING, INC. 3621 

Surface And Bottom Hole Location 

UL or Lot 

X 
Section 1 

i 
4 ! 

„ - J 

Township 

21S 

Range 

35E 
Lotion FeetBram. 

660 
WSUnt 

S 
F«tBrom | 

990 
ErWLme i 

E 
County 

Lea 

Dedicated Acres j 

320 ! 
Joint or fe£H Consolidation Code Order Ho. 

OPERATOR CERTIFICATION 
I hereby certify that the information contained herein is 
true and complete to the best of my knowledge and belief. 

Electronically Signed By Brenda Coffinan 
Title: Regulatory Analyst 
Date: 03/10/2005 

SURVEYOR CERTIFICATION 
I hereby certify that the well location shown on this plat 
was plotted from field notes ofactual surveys made by me 
or under my supervision, and that the same is true and 
correct to the best of my belief 

Electronically Signed By: Gary L Jones 
Date of Survey. 03/10/2005 
Certificate Number 7977 



Permit Conditions Of Approval 
C-101, Permit 8104 

Operator CHESAPEAKE OPERATING, INC. , 147179 

Well; KF 4 STATE #001 

OCD Reviewer j Condition 

PKAUTZ ! Re-seeding mixture will must be approved or authorized by surface owner 

PKAUTZ ! 
_.. . f 

Notice is to be given to the OCD prior to construction of the pit(s) ! 
I 

PKAUTZ j Pit construction and closure must satisfy all requirements of O C D . Rule 19.15.2.50, and the Pit and ] 
Below-Grade Tank Guidelines j 



03/10/2005 17:40 FAX 432 687 3675 CHESAPEAKE MIDLAND ®004/O04 

DISTBICT I 
• t ta n. 1 .1. A tWj 
DISTBICT JI 
•11 t i M i rtm, 

DISTRICT HI 
u u B U T t . . . . i 

DISTBICT IT 

State ef Nev Mexico 

m atus 

OTJL C O N S E R V A T I O N D I V I S I O N 
HMD Strath tt&maa 

Santa Fe. Nev Mexico 67504-2088 

h m C-102 
b M l b r t k 11. U U 

. la Aumug i i f Mnaiot OfllM 

• AXSKDSH EEPOKT 

WELL LOCATION AND ACREAGE DEDICATION PLAT 
i n 

P r o w l / Cs-i«i 

f M i c* t * 

pBUjpktity H U B * 

KF "4" STATE 
Vd l M B t i r 

1 
0» i n te r f « B * 

CHESAPEAKE OPERATING INC. 
H«*m(lnk 

3621' 
Surface Location 

UL sr 1st Xa> 

X 
M i t t 

4 21 S 
I t H f 

35 E 660 
Bnrth/Sauth lb* 

SOUTH 990 • EAST LEA 
Bottom Hal" Location If Different From Surface 

QC. or U>1 KO- ffftctlan tovnBbly Ut Ua fftat C m Iha lhrik/lsatti Iu* r»tl iraa tk> Sul /V<Ht Una Ocrantff 

Joist sr InJUI C m w J U r t M l Cod. Orfar Ite. 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HATS BEEN CONSOLIDATED 
OB A NON-STANDARD UNIT HAS BEEN APPROVED BY T B I DIVISION 

V* 
COR. 

LOT 12 - 40 AC. 
4-

LOT 13 - 40 AC 

LOT 11 - 40 AC LOT 10 - 40 AC 
4-

LOT 14 - 40 AC. 

H 

-L. 

-LL 

LOT 19 - 40 AC. 

H — -

LOT 9 — 40 A C 

LOT 1 8 — 4 0 AC 

H-
COR. 

-L. 
L n t j N32.5025' 
Long.: W 1 0 3 J 6 E T 

hiU> 27) 

BSC— 

OPERATOR CERTIFICATION 

SURVEYOR CERTIFICATION 

I tonby ff^UV <*-* OK t w i n O n « 
«* IMi « U t m >UIM « m jlmU w t e a/ 

Stipulated Exhibit 
NMOCD C a s e Nos. 13492 / 13493 



03/10/2005 17:39 FAX 432 687 3B75 CHESAPEAKE MIOLAND ©002/004 

Submit 3 Copies To Appropriate District 
Office 
District I 
1625 N. French Dr, Hobbs,NM «8140 
District 11 
1301 W. Grand Ave., Amain. NM 88210 
District ID 
1000 Rio Brazos R i , Aztec, NM S7410 
District IV 
122D S. SL Francis Dr., Santa Fe, NM 
87S05 

State of New Mexico 
Energy, Minerals and Natural Resources 

OIL CONSERVATION DIVISION 
1220 South St. Francis Dr. 

Santa Fe, NM 87505 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USETfflS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN Oft PLUG BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT* (FORM C-101) FOR SUCH 
PROPOSALS.) 
1. Type of Well: Oil Well • Gas Well Efl Other 

Form C-103 
May 27. 2004 

WELL.APINO. „ 

jtLease 5. Indicate Type Q: 
STATE ES FEE • 

6. State Oil & Gas Lease No. 

7. Lease Name or Unit Agreement Name 
KF 4 State 

8. WeU Number ooi 

2. Name of Operator 
Chesapeake Operating, Inc. 

9. OGRTD Number 
147179 

3. Address of Operator p Q Box 11050 
Midland, TX 79702-8050 

10. Pool name or Wildcat r v 

Osudo, ft Morrow S t d ^ i f f i * ) 

feet from the East 
4. Well Location 

Unit Letter X 
Section 4 

^ f > : 660 

i*:J,;-£i-.:;u* 

Jest from the South 

Township 21S 

line and 990 line 

Range 35E NMPM CountyLea 
11. Elevation (Show whether DR, RKB. RT. GR, etc.) 

3621 
Pit or Below-grade Tank Application M or Clomre • 

Pit type Drilling Depth to Gronpflwatcr 150 Pittance from nearest fresh water well 1000 Pittance train neirert surface water 1000 

Pit LinerThtttatis: 12 mil Btltm-GradeTanit: Volume 12139 bbU; Contrruetitm Material 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: 
PERFORM REMEDIAL WORK • PLUG AND ABANDON • 
TEMPORARILY ABANDON • CHANGE PLANS • 
PULL OR ALTER CASING • MULTIPLE COMPL • 

OTHERClose Pit K) 

SUBSEQUENT REPORT OF: 
REMEDIAL WORK • ALTERING CASING • 
COMMENCE DRILLING OPNS.D P AND A • 
CASING/CEMENT JOB • 

OTHER; • 
13. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date 

of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

Chesapeake plans to close the drilling pit for this well according to current NMOCD guidelines Section B3b. 

I hereby certify that the information aboveis true and complete to the best of my knowledge and belief. I farther certify that any pit or below 
grade tank h»i becRrWIH ê consrriicjxj or el/rftd^corrKnirtD NMOCD gnideliaes £8. * general permit • or an (Attached) alternative OCD-approved plan f j . 

SIGNATURE 

Type or print name Brenda Coffinan 
For State Use Only 

APPROVED BY: ^ ^ j ^ ^ ^ g ^ 
Conditions of Approval ( i f arfy): 
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TITLE Regulatory Analyst DATE 03/10/2005 

E-mail adaVessibcot^anfar^liittrieTgyxorn Telephone No. (432)687-2992 

TITLE ^gfo r M 1 1 2005 



03/10/2005 17:39 FAX 432 687 3675 CHESAPEAKE MIDLAND ©002/004 

Submil 3 Copies To Appropriate District 
Office 
District I 
1625 N. French Dr, Hobbs, NM 88240 
District II 
1301W. Grand Ave., Anesin. NM 882 iO 
District in 
1000 Rio Brazos Rd, Aztec, NM 87410 
District IV 
1220 S. St Francis Dr., Santa Fe, KM 
87S05 

State of New Mexico 
Energy, Minerals and Natural Resources 

OIL CONSERVATION DIVISION 
1220 South St Francis Dr. 

Santa Fe, NM 87505 

Form C-103 
May 27, 2004 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL Oft TO DEEPEN OR PLUG BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C l 01) FOR SUCH 
PROPOSALS) 
1. Type of Well: OUWelt • Gas Well S) Other 
2. Name of Operator 

Chesapeake Operating, Inc. 
3. Address of Operator p Q g o x ] ]050 

Midland, TX 79702-8050 

WELLAPI NO. -

of Lease 5. Indicate Type of Lease 
STATE H FEE • 

6. State Oil & Gas Lease No. 

7. Lease Name or Unit Agreement Name 
KF 4 State 

8. Well Number 001 

9. OGRID Number 
147179 

10. Pool name or Wildcat 

Osudo, 
Well Location 

Unit Letter_ 
Section 4 

A / A 

ol name or Wildcat *• \ 

a, ft Morrow £ ^ 

660 Jeet from the South line and 990 

Township 21S Range 35E NMPM 

feet from the East line 
County Lea 

11. Elevation (Show whether DR RKB, RT, CR, etc.) 
3621 

Pit or Bcicw-gradcTank Application Di or Closure • 

Pit type Drilling Depth to Groundwater 150 instance from nearest fresh water well 1000 Distance from nearest surface water 1000 

PIt LinerTbtctaesa: 12 mil Bel wr-Cradc Tank; Volume 12139 bbh; Construction Material 

/ 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF: 
PERFORM REMEDIAL WORK • PLUG AND ABANDON • REMEDIAL WORK • ALTERING CASING • 
TEMPORARILY ABANDON • CHANGE PLANS • COMMENCE DRILLING OPNS.D PANDA • 
PULL OR ALTER CASING • MULTIPLE COMPL • CASING/CEMENT JOB • 

OTHERrClose Pit OTHER: • 

of starting any proposed work). SEE RULE 1103- For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

Chesapeake plans to close the drilling pit for this well according to current NMOCD guidelines Section B3b. 

I hereby certifyttjal the triform arion aboveis true and complete to the best of my knowledge and belief, l farther eeniiy that any pit or below" 
grade rank has btê WttVbt connrnctAd or cip*ed aWjJinjTtn NMOCD guidelines OS, • general permit • or on (attached) alternative OCD-approved plan • • 

SIGNATURE TITLE Regulatory Analyst 

Type or print name Brenda Coffinan 
For State Use Only 

APPROVED BY: 
Conditions of Approval (it arty): 

E-mail ad^ss:bcoffma^^Mr)Bri6r^.com Telephone No. (432)687-2992 

TITLE ^ V r M 1 * 2005 

DATE 03/10/2005 

6 St ipulated Exh ib i t 

NMOCD C a s e N o s . 1 3 4 9 2 / 1 3 4 9 3 
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03/10/2005 17:40 FAX 432 887 3B75 CHESAPEAKE MIDLAND ®004/004 

DISTRICT I 
MM a . a i » Sa 
DISTRICT n 
•it 

State of New Mexico ( o m C-IOZ 
U Swi Mart* IT. ssw 

Ttat, W o k . MM attia 

JJlifTKiCT DT 
UOS BV !»•••• I 
BIKIKICT IT 

O I L C O N S E R V A T I O N D I V I S I O N 
2MB smth. h A m 

Suit* Fe. Nev Mexico 07504-2088 

B U I * U K - 4 Csftea 
F M b u - I COf ta 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

tat Co*» 

Prwpsisr^y Coals* 

•7? KF "4* STATE 

CHESAPEAKE OPERATING INC. 3621' 

Surface Location 

UL n- lot Ho, 

X 
t W l t a 

4 
Tmafct* 

21 S 
•ana* 

35 E 
ia* u& raal M tba 

660 
staroVBaaai Ifaw 

SOUTH 
hat I M S ta* 

990 
ttmftmx O B I 

EAST 
Canstr 

LEA 
Bottom Bote LooaUnn If Bixfarent From Surface 

D > « U X l . h c U n fonatiis taf­ U t U n taat fen* th* Kc^Ui/*oV*2k Sa* »»*t trees o>* Bul/a*at tin* Oomtar 

MlaatoA a n a 

3c*0 
jabsbaa CimrlWIarhm Coo* Briar »«. 

NO ALLOWABLE I U BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONHOLLDATKD 
OR A NON-STANDARD TWIT HAS BEEN APPROVED BY T E E DIVISION 

1 

LOT )2 - 40 AC. 

LOT I J - Afl A C 

!7T 

LOT 11 — 40 AC 

LOT 1 4 — 4 0 A C 

H 

LOT 10 - 40 A C 
4-

COT 1 5 - 4 0 AC 

M 

-U-

LOT B - 40 AC. 

LOT IB - 40 AC. 

—~H- V* 
COR. 

. - I . 
Lot.: K52.&02S" 
Long.: W103.566T 

(NAD Z7) 

BBO"— 

OPERATOR C E R T I F I C A T I O N 

I SOTAV <*T<W I U ts* «y>r»i»H»». 
n d u r f W > tt In i* * M aaafd*ai «• S U 
IM «f * * avnrUAn •*» 

SURVEYOR CESTTF1 CATION 

/ M i «v*v> M aw ma mumi mmm. 
m nm pu* wm aaatM M » aa i •/ 
M l W l l M C i fe*r m «T M « W ««> 

•that wimrfS-



^abmit 3 Copies To Appropriate District 
Office 
District I 
1625 N. French Dr, Hobbs, NM 88240 
District II 
1301 W. Grand Ave., Artesia, NM 88210 
District 111 
1000 Rio Brazos Rd„ Aztec, NM 87410 
District IV 
1220 S. St. Francis Dr., Santa Fe, NM 
87505 

State of New Mexico 
Energy, Minerals and Natural Resources 

OIL CONSERVATION DIVISION 
1220 South St. Francis Dr. 

Santa Fe,NM 87505 

Form C-103 
May 27,2004 

WELL API NO. 
30-025-37129 

Indicate Type of Lease 
STATE B FEE • 

6. State Oil & Gas Lease No. 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-101) FOR SUCH 
PROPOSALS.) 
1. Type of Well: Oil Well • Gas Well E Other 

7. Lease Name or Unit Agreement Name 
KF 4 State 

8. Well Number ooi 

2. Name of Operator 
Chesapeake Operating, Inc. 

9. OGRID Number 
147179 

3. Address of Operator p o. Box 11050 
Midland, TX 79702-8050 

10. Pool name or Wildcat 

Osudo;Morrow,South (Gas) 
4. Well Location 

Unit Letter X 
Section 4 

660 _feet from the South 

Township 2IS 
line and 990 feet from the East line 

Range 35E NMPM County Lea 
11. Elevation (Show whether DR, RKB, RT, GR, etc.) 

3621 GR 
Pit or Below-grade Tank Application • or Closure H 

Pit type Depth to Groundwater Distance from nearest fresh water well_ 

Pit Liner Thickness: mil Below-Grade Tank: Volume 

Distance from nearest surface water 

bbls; Construction Material 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF: 
PERFORM REMEDIAL WORK • PLUG AND ABANDON • REMEDIAL WORK • ALTERING CASING • 
TEMPORARILY ABANDON • CHANGE PLANS • COMMENCE DRILLING OPNS.H P AND A • 
PULL OR ALTER CASING • MULTIPLE COMPL • CASING/CEMENT JOB ES 

OTHER: • OTHER: • 

of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

4-27-05 Spud 17 1/2" surface hole @ 10:30 p.m. 
4-29-05 Ran 10 jts. 13 3/8" 48# H-40 STC csg. set @ 4<#. Cmt'd w/240 sx Premium Plus + additives; tail in w/225 sx Premium 
Plus + additives. Cmt. Circulated to pjound surface. WOC 24 hrs. 
4-30-05 Tested to f000# -OK. 

\ rf. 

3 9 9 " ' 

I hereby certify that the information above is true and complete to the best of my knowledge and belief. 1 further certify that any pit or below-
grade tank has beeyAvjII be constructed ̂ ctosed ^cording to NMOCD guidelines f j , a general permit • or an (attached) alternative OCD-approved plan Q . 

SIGNATl 

Type or print name Brenda Coffrnan 
For State Use Only 

APPROVED BY: 
Conditions of Approval (if any): 

TITLE Regulatory Analyst DATE 05/02/2005 

E-mail adcJress:bcoffrnan@chkenergy.com Telephone No (432)687-2992 



of Approval 
(47) Form C-140 Application For Qualification of Well Workover Project and Certification of 

Approval 
[1-1-50...2-1-96; 19.15.13.1100 NMAC - Rn, 19 NMAC 15.M.1100, 06/30/04] 

19.15.13.1101 APPLICATION FOR PERMIT TO DRILL, DEEPEN OR PLUG BACK (Form C-101): 
A. Before commencing drilling or deepening operations, or before plugging a well back to another 

zone, the operator of the well must obtain a permit to do so. To obtain such permit, the operator shall submit to the 
division five copies of form C-101, application for permit to drill, deepen or plug back, completely filled out. I f the 
operator has an approved bond in accordance with 19.15.3.101 NMAC, one copy of the drilling permit will be 
returned to him on which will be noted the division's approval, with any modification deemed advisable. I f the 
proposal cannot be approved for any reason, the forms C-101 will be returned with the cause for rejection stated 
thereon. 

B. Form C-101 must be accompanied by three copies of form C-102, well location and acreage 
dedication plat. (See 19.15.13.1102 NMAC.) 

C. I f the well is to be drilled on state land, submit six copies of form C-101 and four copies of form C-
102, the extra copy of each form being for the state land office. 
[1-1-64...2-1-96; 19.15.13.1101 NMAC - Rn, 19 NMAC 15.M. 1101, 06/30/04] 

19.15.13.1102 WELL LOCATION AND ACREAGE DEDICATION PLAT (Form C-102): 
A. Form C-102 is a dual purpose form used to show the exact location of the well and the acreage 

dedicated thereto. The form is also used to show the ownership and status of each lease contained within the 
dedicated acreage. When there is more than one working interest or royalty owner on a given lease, designation of 
the majority owner et al. will be sufficient. 

B. All information required on form C-102 shall be filled out and certified by the operator of the well 
except the well location on the plat. This is to be plotted from the outer boundaries of the section and certified by a 
professional surveyor, registered in the state of New Mexico, or surveyor approved by the division. 

C. Form C-102 shall be submitted in triplicate or quadruplicate as provided in 19.15.13.1101 NMAC. 
D. Amended form C-102 (in triplicate or quadruplicate) shall be filed in the event there is a change in 

any of the information previously submitted. The well location need not be certified when filing amended form C-
102. 
[1-1-65...2-1-96; 19.15.13.1102 NMAC - Rn, 19 NMAC 15.M.1102, 06/30/04] 

19.15.13.1103 SUNDRY NOTICES AND REPORTS ON WELLS (Form C-103): 
Form C-103 is a dual purpose form to be filed with the appropriate district office of the division to obtain division 

approval prior to commencing certain operations and also to report various completed operations. 
A. Form C-103 as a notice of intention 

(1) Form C-103 shall be filed in triplicate by the operator and approval obtain from the division prior 
to: 

(a) Effecting a change of plans from those previously approved on form C-101 or form C-103. 
(b) Altering a drilling well's casing program or pulling casing or otherwise altering an existing 

well's casing installation. 
(c) Temporarily abandoning a well. 
(d) Plugging and abandoning a well. 
(e) Performing remedial work on a well which, when completed, will affect the original status 

of the well. (This shall include making new perforations in existing wells or squeezing old perforations in existing 
wells, but is not applicable to new wells in the process of being completed nor to old wells being deepened or 
plugged back to another zone when such recompletion has been authorized by an approved form C-101, application 
for permit to drill, deepen or plug back, nor to acidizing, fracturing or cleaning out previously completed wells, nor 
to installing artificial lift equipment.) 

Stipulated Exhibit 7 
NMOCD Case Nos. 13492 / 13493 



New Mexico Oil Conservation Division 

C-102 Instructions 

IF THIS IS AN AMENDED REPORT, CHECK THE BOX LABELED "AMENDED REPORT' AT THE TOP OF THIS DOCUMENT. 

Surveyors shall use the latest United States government survey or dependent resurvey. Well locations will be in reference to the New Mexico Principal 
Meridian. If the land is not surveyed contact the appropriate OCD district office. Independent subdivision surveys will not be acceptable. 

1. The OCD assigned API number for this well. 

2. The pool code for this (proposed) completion. 

3. The pool name for this (proposed) completion. 

4. The property code for this (proposed) completion. 

5. The property name (well name) for this (proposed) completion. 

6. The well number for this (proposed) completion. 

7. Operator's OGRID number. 

8. The operator's name. 

9. The ground 1 evel elevation of this well. 

10. The surveyed surface location of this well measured from the section lines. NOTE: If the United States government survey designates a Lot 
Number for this location use that number in the 'UL or lot no.' box. Otherwise use the OCD unit letter. 

11. Proposed bottomhole location. I f this is a horizontal hole indicate the location of the end ofthe hole. 

12. The calculated acreage dedicated to this completion to the nearest hundredth of an acre. 

13. Put a Y i f more than one completion will be sharing this same acreage or N if this is the only completion on this acreage. 

14. If more than one lease of different ownership has been dedicated to the well show the consolidation code from the following table: 

C Communitization 

U Unitization 

F Forced pooling 

O Other 

P Consolidation pending 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED OR A NON­
STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION! 

15. Write in the OCD order(s) approving a non-standard location, non-standard spacing, or directional or horizontal drilling. 

16. This grid represents a standard section. You may superimpose a non-standard section over this grid. Outline the dedicated acreage and the 
separate leases within that dedicated acreage. Show the well surface location and bottom hole location, i f it is directionally drilled, with the 
dimensions from the section lines in the cardinal directions. (Note: A legal location is determined from the perpendicular distance to the edge 
ofthe tract.) If this is a high angle or horizontal hole, show that portion ofthe well bore that is open within this pool. 

Show all lots, lot numbers, and their respective acreage. 

If more than one lease has been dedicated to this completion, outline each one and identify the ownership as to both working interest and 
royalty. 

17. The signature, printed name, e-mail address, and title ofthe person authorized to make this report, and the date this document was signed. 

18. The registered surveyors certification. This section does not have to be completed i f this form has been previously accepted by the OCD and is 
being filed for a change of pool or dedicated acreage. ,,-

Stipulated Exhibit *3 
NMOCD C a s e Nos . 1 3 4 9 2 / 1 3 4 9 3 



APR-27-2005 WED 10:54 AH OIL GAS MINERALS ST LAND FAX NO. 5058274739 P. 02 

PATRICK. H. LYONS 
COMMISSIONER 

State of 9{ew Mexico 
Commissioner ofTuBtic Lands 

310 OLD SANTA FE TRAIL 
P.O. BOX 1148 

SANTA FE. NEW MEXICO 87504-1148 

COMMISSIONER'S OFFICE 
Phone (505) 827-576Q 

Fax (505) S27-5766 
xvww.nmsLaldands.org 

April 27,2005 

Mewbourne Oil Company 
Post Office Box 7698 
Tyler, Texas 75711 

Atta: Allen Brinson 

Re: Commuritization Agreement Approval (Pennsylvanian) 
Osudo 4 State Com Well No. 1 
Lots 9,10, 15,16, and SE4, Section 4, Township 21 South, Range 35 East 
Lea Counly, New Mexico 

Dear Mr. Brinson: 

The Comrnissioner of Public Lands has this date approved the Osudo 4 State Com Well No. 1 
Cammuriitization Agreemeni for the Perrnsylvanian formation for lots 9, 10, 15, 16, and SE4 of 
Section 4, Township 21 South, Range 35 East, Lea County, New Mexico. 

The effective date of ihis approval is April 1, 2005 and the term of the agreement is for one 
year, and so long thereafter as commurnrized substances are produced from the coinrntinimed 
area in paying quantities. Enclosed are five Certificates of Approval. 

If we may be of further service, please contact Jeff Albers at (505) 827-5759. 

Sincerely, 

PATRICK H.LYONS 
COMMISSIONER OF PUBLIC LANDS 

JAMI BAILEY, Director ' 
Oil, Gas & Minerals Division 
(505) 827-5744 
PHL/JB/ja B . . _ ..... C\ 

Stipulated Exhibit I 
NMOCD C a s e Nos. 13492 /13493 

-Sttle Land Office Beneficiaries • 
Carrie Tiojtey Hospital • Charitable Penn) it Reform • Common Setinals • Eastern NM University • Rio Grsinle lmprovcrnini * M'tnen;' Hospital of NM »NM Boys 
School • NM Highlands University • NM liuiiime of Miftfoj & Technology • New Mexico Milium' Institute »NM School for the Peat' • NM Sclinn) (or the Visually 
H&adictppicl r NM State Hoipilit! • Ne* Mcitei State University » Northern NM Commmity Coffcjc » IWtenitary of No* Msxico • Public Buildings a( Capita/ » Stale 
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STATE/STATE 
OR 

STATE/FEE 
REV. 2/92 

COMMUNITIZATION AGREEMENT 

STATE OF NEW MEXICO) KNOW ALL MEN BY THESE PRESENTS: 

COUNTY OF LEA ) 

THA T THIS AGREEMENT* is entered into as of the April 1. 2005. by and between the parties 
subscribing, ratifying or consenting hereto, such parties hereinafter being referred to as "Parties 
hereto"; 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by the 
Legislature, as set forth in Sec. 19-10-53, New Mexico Statutes, Annotated, 1978, in the interest 
of conservation of oil & gas and the prevention of waste to consent to and approve the 
development or operation of State lands under agreements made by lessees of oil & gas leases 
thereon, jointly or severally with other oil & gas lessees of State Lands, or oil and gas lessees or 
mineral owners of privately owned or fee lands, for the purpose of pooling or commupitizing such 
lands to form a proration unit or portion thereof, or well-spacing unit, pursuant to any order, rule or 
regulation ofthe New Mexico Oil Conservation Division ofthe New Mexico Energy, Minerals and 
Natural Resources Department where such agreement provides for the allocation of the 
production of oil or gas from such pools or communitized area on an acreage or other basis found 
by the Commissioner to be fair and equitable. 

WHEREAS, the parties hereto, own working, royalty, or other leasehold interests or operating 
rights under the oil and gas leases and lands subject to this agreement, which leases are more 
particularly described in the schedule attached hereto, marked Exhibit "A" and made a part 
hereof, for all purposes; and 

WHEREAS, said leases, insofar as they cover the Pennsylvanian formation (hereinafter referred 
to as "said formation*)-in and under the land hereinafter described cannot be independently 
developed and operated in conformity with the well spacing program established for such 
formation in and under said lands; and 

WHEREAS, the parties hereto desire to communitize and pool their respective interests in said 
leases subject to this agreement for the purpose of developing, operating and producing 
hydrocarbons in the said formation in and under the land hereinafter described subject to the 
terms hereof. 

NOW THEREFORE, in consideration of the premises and the mutual advantages to the parties 
hereto, it is mutually covenanted and agreed by and between the undersigned as follows: 

1. The lands covered by this agreement (hereinafter referred io as the "communitized 
area") are described as follows: 

*This agreement not to be used for helium or carbon dioxide 
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Township 21 South. Range 35 East. N. M. P. M. 

Section 4: Lots 9. 10. 15. 16 and SE/4 

Lea County, New Mexico, 

Containing 320.00 acres, more or less. It is the judgment of the parties hereto that the 
communitization, pooling and consolidation of the aforesaid land into a single unit for the 
development and production of hydrocarbons from the said formation in and under said land is 
necessary and advisable in order to properly develop and produce the hydrocarbons in the said 
formation beneath the said land in accordance with the well spacing rules ofthe Oil Conservation 
Division of the New Mexico Energy, Minerals and Natural Resources Department, and in order to 
promote the conservation ofthe hydrocarbons in and that may be produced from said formation in 
and under said lands, and would be in the public interest; 

AND, for the purposes aforesaid, the parties hereto do hereby communitize for proration or 
spacing purposes only the leases described, in Exhibit "A" hereto insofar as they cover 
hydrocarbons within and that may be produced from the said formation (hereinafter referred to as. 
"Communitized Substances") beneath the above-described land, into a single communitization, 
for the development, production, operation and conservation ofthe hydrocarbons in said formation 
beneath said lands. 

Attached hereto and made a part of this agreement for all purposes, is Exhibit "A" showing the 
acreage, and ownership (Lessees of Record) of all leases within the communitized area. 

2. The communitized area shall be developed and operated as an entirety with the 
understanding and agreement between the parties hereto that all communitized 
substances produced therefrom shall be allocated among the leases described in 
Exhibit "A" hereto in the proportion that the number of surface acres covered by 
each of such leases and included within the communitized area bears to the total 
number of acres contained in the communitized area. 

3. Subject to Paragraph 4, the royalties payable on communitized substances 
allocated to the individual leases and the rentals provided for in said leases shall 
be determined and paid in the manner and on the basis prescribed in each of said 
leases. Except as provided for under the terms and provisions of ihe leases 
described in Exhibit "A" hereto or as herein provided to the contrary, the payment 
of rentals under the terms of said leases shall not be affected by this agreement; 
and except as herein modified and changed or heretofore amended, the oil and 
gas leases subject to this agreement shall remain in full force and effect as 
originally issued and amended. 

4. The State of New Mexico hereafter is entitled to the right to take in kind its share 
for the communitized substances allocated to such tract, and Operator shall make 
deliveries of such royalty share taken in kind in conformity with applicable 
contracts, laws, and regulations. 

*This agreement not to be used f o r helium or carbon dioxide 
2 
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5. There shall be no obligation upon the parties hereto to offset any well or wells 
situated on the tracts of land comprising the communitized area, nor shall the 
Operator be required to measure separately the communitized substances by 
reason ofthe diverse ownership ofthe separate tracts of land comprising the said 
communitized area; provided, however, that the parties hereto shall not be 
released from their obligation to protect the communitized area from drainage of 
communitized substances by wells which maybe drilled within offset distance (as 
that term is defined) ofthe communitized area. 

6. The commencement, completion, and continued operation or production of a well 
or wells for communitized substances on the communitized area shall be 
considered as the commencement, completion, continued operation or production 
as to each of the leases described in Exhibit "A " hereto. 

7. The production of communitized substances and disposal thereof shall be in 
conformity with the allocations, allotments, and quotas made or fixed by any duly 
authorized person or regulatory body under applicable Federal or State laws. This 
agreement shall be subject to all applicable Federal and State laws, executive 
orders, rules and regulations affecting the performance ofthe provisions hereof, 
and no party hereto shall suffer a forfeiture or be liable in damages for failure to 
comply with any ofthe provisions ofthis agreement if compliance is prevented by 
or if such failure results from compliance with any such laws, orders, rules and 
regulations. 

8. Mewbourne Oil Company shall be the Operator of said communitized area and all 
matters of operation shall be determined and performed by Mewbourne Oil 
Company. 

9. This agreement shall be effective as of the date hereinabove written upon 
execution by the necessary parties, notwithstanding the date of execution, and 
upon approval by the Commissioner of Public Lands, shall remain in full force and 
effect for a period of one year from the date hereof and as long thereafter as 
communitized substances are produced from the communitized area in paying 
quantities; provided, that this agreement shall not expire if there is a well capable 
of producing gas in paying quantities located upon some part of the communitized 
area, if such a well is shut-in due to the inability of the operator to obtain a pipeline 
connection or to market the gas therefrom, and if either: (a) a shut-in royalty has 
been timely and properly paid pursuant to the provisions of one of the State of New 
Mexico oil and gas leases covering lands subject to this agreement so as to 
prevent the expiration of such lease; or (b) each ofthe State of New Mexico oil and 
gas leases covering lands subject to this agreement is in its primary term (if a five-
year lease), or in its primary or secondary term (if a ten-year lease), or is held by 
production from another well. Provided further, however, that prior to production in 
paying quantities from the communitized area, and upon fulfillment of all 
requirements ofthe Commissioner of Public Lands with respect to any dry hole or 
abandoned well drilled upon the communitized area, this Agreement may be 
terminated at any time by mutual agreement of the parties hereto. This agreement 
shall not terminate upon cessation of production of communitized substances if, 

*This agreement not to be used for helium or carbon dioxide 
3 
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within sixty (60) days thereafter, reworking or drilling operations on the 
communitized area are commenced and are thereafter conducted with reasonable 
diligence. As to lands owned by the State of New Mexico, written notice of intention 
to commence such operations shall be filed with the Commissioner within thirty 
(30) days after the cessation of such production, and a report ofthe status of such 
operations shall be made by the Operator to the Commissioner every thirty (30) 
days, and the cessation of such operations for more than twenty (20) consecutive 
days shall be considered as an abandonment of such operations as to any lease 
from the State of New Mexico included In this agreement. 

10. Operator will furnish the Oil Conservation Division of the New Mexico Energy, 
Minerals and Natural Resources Department, and the Commissioner of Public 
Lands of the State of New Mexico, with any. and all reports, statements, notices 
and well logs and records which maybe required under the laws and regulations of 
the State of New Mexico. 

11. It is agreed between the parties hereto that the Commissioner of Public Lands, or 
his duly authorized representatives, shall have the right of supervision qver all 
operations under the communitized area to the same extent and degree as 
provided in the oil and gas leases described in Exhibit "A" hereto and in the 
applicable oil and gas regulations ofthe State of New Mexico. 

12. If any order ofthe Oil Conservation Division of the New Mexico Energy Minerals 
and Natural Resources Department, upon which this agreement is predicated or 
based is in anyway changed or modified, then in such event said agreement is 
likewise modified to conform thereto. 

13. This agreement may be executed in any number of counterparts, no one of which 
needs to be executed by all parties, or may be ratified or consented to by separate 
instruments, in writing, specifically referring hereto, and shall be binding upon all 
parties who have executed such a counterpart, ratification or consent hereto with 
the same force and effect as if all parties had signed the same document. 

14. This agreement shall be binding upon the parties hereto and shall extend to and be 
binding upon their respective heirs, executors, administrators, successors and 
assigns. 

*This agreement not to be used f o r helium or carbon dioxide 
4 
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IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the day and 
year first above wn'tten. 

OPERATOR: Mewbourne Oil Companv 

By: / ct&dJCo&e^ I S>A\<. 
James Allen Brinson ^ 
Attorney In Fact 

LESSEES OF RECORD: Samson Resources Companv 

Vice ~?r<L*i*l&tfr 

Kaiser-Francis Oil Companv 

By:_ 

By:_ 

*This agreement not to be used for helium or carbon dioxide 
5 
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IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the day and 
year first above written. 

OPERATOR: Mewbourne Oil Companv 

By:. 
James Allen Brinson 
Attorney In Fact 

LESSEES OF RECORD: Samson Resources Companv 

By:_ 

Kaiser-Francis O// Companv 

By: \^ Jo^x O^H^A^ 

ff y^7~<f /LOJLy - 7oj -Arte /~ 

By:. 

*This agreement not to be used for helium or carbon dioxide 
5 
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STATE OF j-DtRS 

COUNTY OF 
)ss 

The foregoing instrument was acknowledged before me this 
ft {lp^~^005 day of_ by 

James Allen Brinson, as Attorney in Fact for Mewbourne Oil Company, a Delaware Corporation, 
on behalf of said corporation. 

R.LXSHARPUNG 
Notary Pubto 

STATE OF TEXAS 
' My Comm. Exp. 12-14-2008 

Notary Public ( Y 

STATE OF 

COUNTY OF 
)ss 

The foregoing instrument was acknowledged before me this day of (XJJUJL. 2005 by 
'^yjrytJL^J.. P^AAAJ>±£ , as Kik^ ( ^ A ^ U ^ A J * ^ of/for 
_ J ^ ^ 3 ^ - ( S ^ a g r ^ ^ 2 ^ on behalf of said < ^ - ^ a » - ^ ^ f e a ^ i . . 

Notary Public 
^ W T T f MY COMMISSION EXPIRES 

Odober14,2008 

STATE OF 

COUNTYOF J 
)ss 

The foregoing instrument was acknowledged before me this day of , 2005 by 
, as of/for 

_, on behalf of said 

My Commission Expires Notary Public 

*This agreement not to be used for helium or carbon dioxide 
6 
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STATE OF_ 

COUNTY OF 

) 
)ss 

J 
The foregoing instrument was acknowledged before me this_ day of_ ,2005 by 
James Allen Brinson, as Attorney in Fact for Mewbourne Oil Company, a Delaware Corporation, 
on behalf of said corporation. 

My Commission Expires Notary Public 

)ss 
STATE OF o A j J 

COUNTY OF 7u/SA 

t / ^ /> I 
The foregoing instrument was acknowledged before me this 7 day of /*/*-,• j . 2005 by 

ts/ij St Jj. /Js , as ty ,y „ - /^c + oVtor 
f&sStr - P / l /*«y0A»y , on behalf of saicf c» '^ i>r «^//» 

/ f r . { ? - . P . 6 _ „ 

t i S S m OFFICIAL SEAL"* % 
% f t f f l o f ? Deborah McCuflough £ 

Notary Public 

Tulsa County 

STATE OF 

COUNTY OF J 

0 
)ss 

The foregoing instrument was acknowledged before me this 
, as 

on behalf of said 

day of. _, 2005 by 
of/for 

My Commission Expires Notary Public 

*This agreement not to be used for helium or carbon dioxide 
6 
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RECAPITULATION 

TRACT NO. NO. OF ACRES PERCENTAGE OF INTEREST 
COMMITTED IN COMMUNITIZED AREA 

Lease No. 1 160.00 50% 

Lease No. 2 160.00 50% 

320.0 100% 

STATE OF NEW MEXICO 
COUNTY OF LEA 

l& FILED 

LO MAT 1 3 2005 , 
© at S01&f«'*** eU 

nnd recorded ta Book —— 
M 

Page- • • - • *W, 
Melinda Hughes, U« JS*** Ork 0 

By -^Ofh1^ y^t -.°/+\ 

*/ ^ "'• to • ^ \ o v .-'.^ .r 

*This agreement not to be used for helium or carbon dioxide 
8 
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K E L L A H I N & K E L L A H I N 
Attorney at Law 

P.O. Box 2265 
W. Thomas Kellahin Santa Fe, New Mexico 87504 Telephone 505-982-4285 
Recognized Specialist in the Area of 1 1 7 N o r t n Guadalupe Facsimile 505-982-2047 
Natural Resources-oil and gas law- Santa Fe, New Mexico 87501 kellahin@earthlink.net 
New Mexico Board of Legal Specialization 

April 26, 2005 

ZD 
- a 
3 D 

HAND DELIVERED no 
CT> 

Mr. Mark E. Fesmire, Director 
Oil Conservation Division 
1220 South Saint Francis Drive 
Santa Fe, New Mexico 87505 

~X3 

CO 

Re: KF "4" State Well No. 1 (API #30-025-37129) 
Location: Unit X 
Dedication: S/2 of Irregular Section 4, T21S, R35E 
Application of Chesapeake Permian, L.P. 
for compulsory pooling, 
Lea County, New Mexico 

Dear Mr. Fesmire: 

On behalf of Chesapeake Permian, L.P., please find enclosed our 
referenced application which we request be set for hearing on the Examiner's 
docket now scheduled for May 19, 2005. Also enclosed is our proposed 
advertisement ofthis case for the NMOCD docket. 

cc: Chesapeake Operating, Inc. 
Attn: Lynda Townsend 

Stipulated Exhibit i O 
NMOCD C a s e Nos. 13492 / 1 3 4 9 3 

No-. 

2005 

- r < J c 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF CHESAPEAKE PERMIAN, L.P. 
FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

CASE NO. 

A P P L I C A T I O N 

CHESAPEAKE PERMIAN, L.P. ("Chesapeake") by its attorneys, 
Kellahin & Kellahin, and in accordance with Section 70-2-17.C NMSA (1978) 
seeks an order pooling all mineral interests from the top of the Wolfcamp 
formation to the base of the Morrow formation underlying the S/2 of Irregular 
Section 4, T21S, R35E, NMPM, Lea County, New Mexico, forming a standard 
320-acre gas spacing and proration unit for any production for any and all 
formations/pools developed on 320-acre gas spacing within that vertical extent, 
including but not limited to the South Osudo Morrow Pool. This unit is to be 
dedicated to its KF 4 State Well No. 1 (API#30-025-37129) that is being drilled at 
a standard well location in Unit X of this section. Also to be considered will be 
the costs of the drilling and completing this well and the allocation of the costs 
thereof as well as actual operating costs and charges for supervision, designation 
of Chesapeake Operating, Inc. as the operator of the well and, pursuant to 
Commission Order R-l 1992, a risk charge of 200% for the risk involved in this 
well. 

In support of its application Chesapeake states: 

(1) Chesapeake is the current lessee of State of New Mexico Oil & Gas 
Lease #VO-7063-1, effective May 1, 2004, covering the SW/4 of 
Irregular Section 4. 

(2) The SE/4 of this section is subject to a State of New Mexico Oil & 
Gas Lease #B1481, effective December 19, 1932 that as of March 9, 
2005 the working interest owners were: Kaiser Francis Oil Company 
with 43.75% interest and Samson Resources Company with 6.25% 
interest. 

(3) On March 9, 2005, Chesapeake, by letter including an AFE, proposed 
the drilling of its KF State 4 Well No. 1 for an estimated completed 
well costs of $2,012,000.00 to be dedicated to a standard 320-acre gas 
spacing unit consisting of the S/2 of this irregular section to both 
Kaiser Francis Oil Company and Samson Resources Company. 



NMOCD Application 
Chesapeake Operating, Inc. 
-Page 2-

(4) On March 10, 2005 Chesapeake staked the subject well and on March 
11, 2005, obtained Division approval of Chesapeake's application for 
permit to drill ("APD") 

(5) By letter dated March 16, 2005, Samson Resources Company, on its 
behalf and for all its related affiliates including Geodyne Nominee 
Corporation, elected to participate in Chesapeake's proposed well 
and spacing unit. 

(6) By letter dated March 30, 2005, Samson Resources Company 
attempted to rescind its March 16, 2005 election to participate 
contending that there was no JOA between the parties despite the fact 
that Chesapeake well proposal was not made pursuant to any JOA. 

(7) The validly of Samson Resources Company attempt to rescind its 
election is disputed by Chesapeake. 

(8) By letter dated April 4, 2005, Chesapeake sent its Joint Operating 
Agreement ("JOA") to Samson Resources Company and to Kaiser 
Francis Oil Company. 

(9) By letter dated April 5, 2005, Samson Resources Company, still 
assuming that it could rescind its prior election to participate, 
acknowledge receipt of Chesapeake's JOA and advised that its would 
not sign it. 

(10) On April 5, 2005, Jim Wakefield, on behalf of Kaiser Francis Oil 
Company, informed Chesapeake that he owed Mewbourne Oil 
Company and "big favor" and was assigning it what amounted to 
7.1875% interest the SE/4 and therefore decline to participate in 
Chesapeake's proposal. 

(11) By its actions, Kaiser Francis Oil Company has apparently conspired 
with Mewbourne Oil Company in an attempt to avoid Chesapeake 
proposal for its well and spacing unit. 

(12) Because of Kaiser Francis Oil Company action, Chesapeake has 
concluded that it will be unable to reach a voluntary agreement with 
Kaiser Francis Oil Company. 
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Chesapeake Operating, Inc. 
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(13) As an alternative to litigation whether Samson Resources Company 
has validly rescinded its prior election to participate, Chesapeake seeks 
to have Samson Resources Company interest pooled by the Division. 

(14) Neither Kaiser Francis Oil Company nor Mewbourne Oil Company 
has provided Chesapeake with any document concerning any transfer 
of interest or it there any such documents of record as of the dated this 
application was filed. 

(15) But in the event that Mewbourne Oil Company may have an interest 
in the SE4 of this section, then Chesapeake seeks any order that pooled 
all interests in the SE/4 of this section including any held by 
Mewbourne Oil Company. 

(16) Pursuant to Commission Order R-l 1992, effective August 15, 2003, 
Chesapeake requests that the 200% risk charge be applied. 

(17) Pursuant to Section 70-2-17.C NMSA (1978) and in order to obtain 
its just and equitable share of potential production underlying this 
spacing unit, Chesapeake needs an order of the Division pooling the 
identified and described mineral interests involved in order to protect 
correlative rights and prevent waste. 

(18) In accordance with the Division's notice requirements, a copy of this 
application has been sent to the parties whose interest is to be pooled 
as listed on Exhibit "A" notifying each of this case and of the 
applicant's request for a hearing of this matter before the Division on 
the next available Examiner's docket now scheduled for May 19, 2005. 

WHEREFORE, Chesapeake, as applicant, requests that this application be 
set for hearing on May 19, 2005 before the Division's duly appointed examiner, 
and that after notice and hearing as required by law, the Division enter its order 
pooling the mineral interest described in the appropriate spacing unit for this well 
at a standard well location upon terms and conditions which include: 

(1) Chesapeake Operating, Inc. be named operator; 

(2) Provisions for applicant and all working interest owners to participate 
in the costs of re-entering, completing, equipping and operating the well; 
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(3) In the event a mineral interest or working interest owner fails to 
elect to participate, then provisions to recover out of production, 
the costs of the drilling, completing, equipping and operating the 
well, including a risk factor penalty of 200%; 

(4) Provision for overhead rates per month drilling and per month 
operating and a provision providing for an adjustment method of 
the overhead rates as provided by COPAS 

(5) For such other and further relief as may be proper. 

P. O. Box 2265 
Santa Fe, New Mexico 87504 
Telephone: (505) 982-4285 
Fax: (505) 982-2047 



Kaiser Francis Oil Company 
P. 0. Box 21468 
Tulsa, Oklahoma 74121-1468 

Attn: Jim Wakefield 

Samson Resources Company 
2 W. 2 n d Street 
Tulsa, Oklahoma 74103 

Attn: Mono Abies 

Mewbourne Oil Company 
500 West Texas, Suite 1020 
Midland, Texas 79707 



CASE . Application of Chesapeake Permian, L.P. for compulsory 
pooling, Lea County, New Mexico. Applicant seeks an order pooling all 
mineral interests from the top of the Wolfcamp formation to the base of the 
Morrow formation underlying the S/2 of Irregular Section 4, T21S, R35E, 
NMPM, Lea County, New Mexico, forming a standard 320-acre gas spacing 
and proration unit for any production for any and all formations/pools 
developed on 320-acre gas spacing within that vertical extent, including but 
not limited to the South Osudo Morrow Pool. This unit is to be dedicated to 
its KF 4 State Well No. 1 (API #30-025-37129) that is being drilled at a 
standard well location in Unit X of this section. Also to be considered will be 
the costs of the drilling and completing this well and the allocation of the 
costs thereof as well as actual operating costs and charges for supervision, 
designation of Chesapeake Operating, Inc. as the operator of the well and, 
pursuant to Commission Order R-l 1992, a risk charge of 200% for the risk 
involved in this well. This unit is located approximately 6 miles west from 
Oil Center, New Mexico. 
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Lynda V. Tiwnsend, CPL/ESA 
.Senior Laiulman 

March 9.2005 

VIA FACSIMILE f91B) 591-1796 
& EXPRESS MAIL 

Ms. Mona Abies 
Samson Resources Company 
2 W. 2 n d St. 
Tulsa, OK 74103 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County. New Mexico 

Dear Sir or Madam: 

Chesapeake Operating, Ina, on behalf of Chesapeake Permian, LP ("Chesapeake"), 
hereby proposes to drill the KF State 4 #1 well to an approximate depth of 12,100', or a 
depth sufficient to test the Morrow Formation and ail other potentially productive 
formations encountered in the captioned well. 

Please indicate the option of Samson Resources Company's ("Samson") choice below, 
sign and return this letter by facsimile, if available, to our office at (405) 767-4251, 
followed by a hard copy in the mail, if Samson elects to participate in the proposed 
operation, please also execute and return the enclosed AFE along with a check in the 
amount of $76,812.50 (6.250000% Wl X $1,229,000.00), which represents Samson's 
share of the AFE dry hole costs. Please also include a Well Requirement Sheet 
containing a contact name, facsimile number and e-mail address, if available, to insure 
receipt of well information. 

As an alternative to the above, Chesapeake would be interested in purchasing 
Samson's interest, including any producing well bores, subject to the negotiation of a 
mutually agreeable price and terms. If Samson is interested in pursuing this alternative, 
please so indicate in the space provided below and/or contact the undersigned. We will 
immediately forward this information to our Acquisitions and Divestitures Department for 
follow up. However, please be advised that entering into negotiations to sell Samson's 
interest does not excuse or allow Samson to delay the required election under this well 
proposal. 

Choaprafcr FJXT©- CarjxtrMkm 
iiKKi.N. WM,-rn Ave • Oklahoma City. OK ?JIIX»KO.H«u I W ^ - O U a h n r n j O l r U K 7.M5«M'if> 

4ll?.X7').<MI4 - rat JJK 707.42M • li-«m«cml*ftclitcncij;y*ui,i 

II Stipulated Exhibit 
NMOCD C a s e Nos. 13492 / 13493 f | EXHIBIT 

I 



C371V2005 14:08 FAX 405 7E7 4251 UKD BLDG 2S ®002/OC3 

Ms. Mona Abies 
March 9,2005 
Page 2 of 2 

Your early attention and response to this proposal will be greatly appreciated. Should 
you have any questions, please contact the undersigned. 

Samson Resources Company hereby elects to participate in the KF State 4 #1. 

Sincerely, 

Lynda F. Townsend 

KF State 4 #1. 
Samson Resources Company/hereby elects not to participate in the 

SAMSON RESOURCES COMPANY 

Samson Resources Company is interested in selling its interest in this unit 
including any producing well bores. Please contact me to discuss. 
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S Samson 
Centennial Towar 
200 N. Lorshs, Suite 1010 
MMand, TX 79701 
USA 

Fax 432/683-8847 

Attn. Lynda F. Townsend 
P. O. Box 18496 
Oklahoma C'rty, OK 73154-0496 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Gentlemen: 

Reference is made to Samson Resources Company'9 letter of March 16, 2005 in response to 
your letter dated March 9, 2005. Upon reviewing Samson's records we have determined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate In 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30.2005 

Chesapeake Permian, L P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 

Stipulated Exhibit ) Z 
NMOCD Case Nos. 13492 /13493 
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^£ Samson 
Centennial Tower 
200 N. Lofaine. Surle 1010 
Midland, TX 79701 
USA 
432/683-7063 
Fax 432/663-6847 

Attn. Lynda F. Townsend 
P. O.Box 18496 
Oklahoma City, OK 73154-0496 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your ietter dated March 9, 2005. Upon reviewing Samson's records we have determined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 
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Lynda E Townsend, CPL/ESA 

April 4. 2005 

VIA UNITED PARCEL SERVICE 

Mr. Jim Wakefield 
Kaiser Francis Oil Company 
6733 South Yale Avenue 
Tulsa, OK 74136 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Dear Mr. Wakefield: 

Pursuant to Chesapeake Operating, Inc.'s proposal on behalf of Chesapeake Exploration 
Limited Partnership ("Chesapeake") dated March 9, 2005, enclosed is Chesapeake's 
standard operating agreement. Please sign and return the signature pages to my attention 
and the address below. 

Should you have any questions please give me a call. 

Enclosures 

W.'VermlanOparaleti We«s\KF Slate 4 HIVCAWransmhta) Leneu <J'jc 

Ch**apttke F.nc-g^ Corporation 
6100 N. Western Ave. • OkMlomi City, OK 731 I f • P.O. Box I J«»6 • Oklahoma City. OK 73) "14-0496 

405 (79.9414 • fax 405.167.4251 • UownstmigchkctiKjyxom 

OIL CONSERVATION DIVISION 
Case # 13492&13493 Exhibit No.. 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 

NMOCD C a s e Nos. 13492 /13493 
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4/4/05 

CUSTOMER ID (IF NECESSARY) Wakefield, Jim 

COMPANY NAME Mr. Jim Wakefield 

ATTENTION Kaiser Francis Oil Company 

ADDRESS (STREET ADDRESS ONLY - NO P.O. BOX) 

6733 South Yale Avenue 

CITY Tulsa STATE OK ZIP 74136 

PHONE # (918) 491-4510 RESIDENTIAL DELIVERY 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

V NEXT BUSINESS DAY BY 10:30 AM 
NEXT BUSINESS DAY BY END OF DAY 
NEXT BUSINESS DAY **BY 8 AM** 

"ADD'L $25.00 CHARGE** 
TWO DAY DELIVERY - AM 
TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
*SATURDAY DELIVERY* 

*ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

© 

INTERNATIONAL SERVICES: 

WORLDWIDE EXPRESS PLUS **BY 8:30 AM NEXT DAY** 
**TO CANADA - ADD'L $40.00 CHARGE** 

WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY 
WORLDWIDE EXPEDITED WITHIN 3 DAYS 
STANDARD GROUND ECONOMY 
•SATURDAY DELIVERY* 

'ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

| INSURANCE (IF VALUE EXCEEDS $100) 

—IF YOU HAVE ANY QUESTIONS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS-

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 
PER AREA OF DELIVERY 

SENDER Sara Caldwell 

APPROVED BY K^bLp^nf* A[ J6l<JYW//YTS)L^ 

CONTENTS: KF State 4 #1 JOA 



Lynda F. Townsend, CPL/ESA 
Senior Landman 

Natural Advantages. 

April 4, 2005 

VIA UNITED PARCEL SERVICE 

Mr. Tim Reece 
Samson Resources Company 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland. TX 79701 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Dear Mr. Reece: 

Pursuant to Chesapeake Operating, Inc's proposal on behalf of Chesapeake Exploration 
Limited Partnership ("Chesapeake") dated March 9, 2005, enclosed is Chesapeake's 
standard operating agreement. Please sign and return the signature pages to my attention 
and the address below. 

Should you have any questions please give me a call. 

Very truly yours, 

Lynda F. Townsend 

Enclosures 

W:\Permian\Oporateri WeUsAKF Stole 4 *t'JOA\Transm»lal Lstters.doc 

Chesapeake Energy Corporation 
6)00 V. Western Ave. • Oklahoma City. OK 731 IS • P.O. Bo* 184(>6 • Oklahoma City, OK 73154̂ )496 

405.87S.M14 • fax 405.767.4251 • ltownsend@chlccircriy.com 

CHK 000168 
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CUSTOMER ID (IF NECESSARY) Reece. Tim 

COMPANY NAME Mr. Tim Reece 

ATTENTION Samson Resources Companv 

ADDRESS (STREET ADDRESS ONLY - NO P.O. BOX) 

200 N Loralne. Suite 1010 

CITY Midland STATE TX ZIP 79701 

PHONE # (432) 686-6312 RESIDENTIAL DELIVERY Y ( ^ T ) 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

V NEXT BUSINESS DAY BY 10:30 AM 
. NEXT BUSINESS DAY BY END OF DAY 

NEXT BUSINESS DAY "BY 8 A M " 
**ADD'L $25.00 CHARGE" 

TWO DAY DELIVERY - AM 
TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
'SATURDAY DELIVERY* 

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 

$ INSURANCE (IF VALUE EXCEEDS $100) 

INTERNATIONAL SERVICES: 

WORLDWIDE EXPRESS PLUS **BY 8:30 AM NEXT DAY* 
**TO CANADA • ADD'L $40.00 CHARGE** 

WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY 
WORLDWIDE EXPEDITED WITHIN 3 DAYS 
STANDARD GROUND ECONOMY 
•SATURDAY DELIVERY* 

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 
INSURANCE (IF VALUE EXCEEDS $100) 

-IF YOU HAVE ANY QUESTIONS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS" 

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 

SENDER Sara Caldwell. 

PER AREA OJv©£tfVERY 

APPROVED BY 

CONTENTS: KF State 4 #1 JOA 

•.ggqvj=r 
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A.A.P.L. FORM 610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

.March 9 , 2005 , 

OPERATOR Chesapeake Exploration Limited Partnership 

CONTRACT AREA SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, 

Ttrvmship 21 South, Range 35 East, Containing 320 acres, more or less. NMPM 

COUNTY OR PARISH OF Lea County STATE OF New Mexico 
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1 OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, enteral into by and between Chesapeake Exploration Limited Partnership 

4 , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operate:, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, the parties to this agreement are owners of oil nnd gas leases and/or oil and gas interests in the land identified in 

11 Exhibit "A", and Ihe parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 production of oil and gas lo the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, il is agreed as follows: 

15 

16 ARTICLE I . 

17 DEFINITIONS 

18 

19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 

20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 

22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 lying wilhin the Contract Area which are owned by the panies to this agreement. 

24 C The term "oil and gas interests" ahall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which are owned by panies to this agreement. 

26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit "A". 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 

30 federal body tiBving authority. I f a drilling unit is not fixed by any sucb rale or order, a drilling unit shall be the drilling unit as esutblish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreemeni ofthe Drilling Parties. 

32 F. The term "drillsite" shall mean the oil and gas lesse or interest on which a pioposed well is to be located. 

33 G. The terms "Drilling Party" and "Consenting Fatty" shall mean a party who agrees to join in and pay its share of the cost of 

34 any operation conducted under the provisions ofthis agreement. 

35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to panicipate 

36 in a proposed operation. 

37 

36 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

39 singular, and Ihe neuter gender includes the masculine and the feminine. 

40 

41 ARTICLE D. 

42 EXHIBITS 

43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 

45 B A. Exhibit "A", shall include the following information: 

46 (17 Identification of lands subject lo this agreement, 

47 (2) Restrictions, ifany, as to depths, formations, or substances, 

48 13) Percentapes or fractional interests of panies to this agreement, 

49 (<1) Oil and gas leasot. and'or oil aad gas interests subjoet to this agroomim, 

50 (5) Addresses of parties for notice purposes. 

52 0 C. Exhibit "C~, Accounting Procedure. 

53 0 D. Exhibit "D", Insurance. 

54 S3 E Exhibit "E", Gas Balancing Agreement. 

55 13 F. Exhibit "F", Non Disoriminuti jti und Cartificolion of Non Segregated Fatalities. Memorandum of Operating Agreement. 

56 • f i . Exhibit "C'.Tnx Partnership. 

57 If any provision of any exhibit, except Exhibits "E" and "G". is inconsistent wilh any provision contained in the body 

58 ofthis agreemeni, the provisions in the body of this agreement shall prevail. 

59 

60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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1 ARTICLE HL 
2 INTERESTS OF PARTIES 
3 
4 A. OH and Gu Interests: 
5 
6 If any party owns an oil and gas interest ir. the Contract Area, that interest shall be treated for all purposes of this agreement 
7 and during Ihe term hereof as il' it were covered by the form of oil and gas lease attached hereto as Exhibit "B", and the owner thereof 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 
9 

10 B. Interests of Parties m Costs and Production: 
11 
12 Unless changed by other provisions, al] costs and liabilities incurred in operations under this agreement shall be bome and 
13 paid, and all equipment and materials acquired in operations oa the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit "A". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 

as provided bv law. 
15 payment of royalties /10 the patent of whioh shall be borne as he- :inonet sat forth. 

rugnrdloss nf which party has contributed the loaselsi and/or Dil and gos intorcst(e) herolD on whioh royalty is due and 
16 payable, each party entitled to racoiwp a shure of prndumiort of Dil and goo from the Contraat Aroa choll bear and shuti pay or dolivot, oi 
19 gauss to be paid-or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and ahall hold tha 
20 other parties fjue from ony liability thorofor. Mn pony shall ov-or bo rocponsiblet however, on o prioe basic higher Ihm the prioe reoeivod 
21 Vj such pany, to an'j othei party's lessor oi royalty owner, and-if ony suoh other party's leaser or royalty owner should demand tind 
22 raoeivp settlement on o higiior prioe basis, the party oonrributinj; the affooled lease ahall bam the additional royalty burden attributable to 
23 wohhigherprica. 
24 
25 Nothing contained in this Anicle III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 €1—Excess Royalties Overriding Royalties and Other Payments! 
26 
29 yntenfi ohanged by other provisions, if the interest of any party in any leaae aovered hereby is subject ta any royalty, 

31 burdened shall Assume and alone bear-all such oxoofla obligation!, and Ghnll indemnify and hold the other pernios hereto hnnwleao from any 
32 and all olaims and demands for payment usaoned by owners of ouch eaoeoe burden, 
33 
34 D. Subsequently Created Interests: 
35 
36 If any pany should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A", or 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
55 
57 

58 ^.^ . t „ , contract lands; 

59 
50 
61 
62 
63 
64 

was not disclosed m wntutg to all other parties prior to Ihe execution ofthis agreement by all parties, or is not a jointly acknowledged and 
or does not appear of record in the records of the county tn which 
the Contract Area is located prior to tne execution of this Agreement 

accepted obligation of all panics / (any such interest being hereinatter reTerred to as "subsequently created interest" irrespective of the 
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
to as "burdened party"), and: 

1. If the burdened party is required under thit agreement to assign or relinquish to any other parry, or panies, all or a portion 
of its working interest and/or the production attributable thereto, said othei patty, or parties, shall receive said assignment ancVor 
production free and clear of said subsequently created interest and the burdened pany shall indemnify and save said other pany, 
or parlies, harmless from any and all claims and dermoids for payment asserted by owners of the subsequently created interest; 
and, 

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 
enforceable against the subsequently crested interest in (he same manner as they are enforceable against the working interest of 
the burdened party. 

ARTICLE IV. 
TITLES 

A Title Elimination: 

contract lands. 
Title examination shall be made on the / dnllstu of any proposed woll prior to oommenocmont of drilling operations or, if 

the Drilling Parties ao request, title anamination shall be made on tlic leassc and'or oil and gu interests included, or planned lo bit includ 
od) in tho drilling unit around suoh well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
royalty and production payments under the applicable leases. A1 the lime a well is proposed, each party contributing leases and'or oil and 
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
reports), title opinions, title papers and curative material in its possession free of charge. All such tnfomution not in the possession of or 
made available to Operator by the parties, but necessary for the examination of the title, shall he obtained by Operator. Operator shall 
cause title to be examined by atlc-meys on its staff oi by outside attorneys. Copies of all title opinions shall be furnished lo each pany 
hereto. The cost incurred by Operator in this title program shall be bome as follows: 

O Potior No. I : Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
shut-in gas royalty opinions and division order title opinions) shall be a pan of the administrative overhead as provided in Exhibit "C, 
and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

- 2 -
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A R T I C L E XV 
continued 

and tease brokers 
1 gj Option No. p. Costs incurred by Operator in procuring abstracts and fees paid outside attorneys / for Title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order litle opinions) shall be bome by the Drilling Panies 

3 in the proportion that the interest of each Drilling Party bears to tht lot*, interest of all Drilling Parties as such interests srpear in Ex-

4 htbit "A". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

5 functions. 

6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

6 with leases or oil and gas interests contributed by such parry. Operator shall be responsible for the preparation and recording of pooling 

9 designations or declarations as well as the conduct of bearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. / Costs Incurred by Operator in procuring 

1 1 spacing and Fooling orders Including fees paid outside attorneys shall bt borne by the Drilling Parties. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 

provided, and {2) lh* title hw been apptov^rfby the ••examining-attorney or-atlc hot? hew aooapted by nil of iha-paruafi who-arato-pflF-

hoipatein the-drilling ofthe woM. 

B. Loss of Title: 

1 • Failire of f i f e Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 

reduction of interest from that shown on Exhibit "A", tbe party contributing the affected least or interest shall have ninety (90) days 

from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi­

tion will not be subject lo Article V I f l j j . , and failing to do so, this agreement, nevertheless. Shall continue in force as to all remaining oil 

and gas leases and interests: and, 

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 

entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid Ot incurred, 

but there shall be no additional liability on its part tc the other parries hereto by reason of such title failure; 

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 

been lost, but the interests of the parties shall be revised on, an acreage oasis, as of the time h is determined finally that title failure has oc­

curred, so that the interest of the party whose lease or interest is affected by the litle failure will thereafter be reduced in the Contract 

Area by the amount of die interest lost; 

(e) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 

increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in­

terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

well; 

(d) Should any rerson not a party to this agreement, who it determined to be the owner of any interest in the litle which has 

£g failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 

who bore the costs which arc so refunded; 

(e) Any liability to account to a third party for prior production of oi! and gas which arises by reason of title failure shall be 

borne by the part)' or parties whose title failed in the same proportions in which they shared in such prior production; and, 

(0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

claimed by any party hereto, it being the intention ofthe panies hereto lhal each shall defend title to its interest and bear all expenses in 

connection therewith. 

37 

38 

39 

40 

41 

42 

43 

^ 2. poss bv Non-Payment or Erroneous Payment of Amount Due; If, through mistake or oversight, any rental, shut-in well 

payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 

4 g there shall be no monetary liability against the party who failed to make such payment. Unless tbe party who failed to malce the required 

pevmenl secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 

which acquisition will not be subject to Article V1I1.B., rhe interests of the parties shall be revised on an acreage basis, effective as of the 

date of termination of the lease involved, and the party who failed lo mcke proper payment will no longer bc credited with an interest in 

gg the Contract Area on account of ownership of the lease or interest which has terminated, m the event the parry who failed to make the 

g 1 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable lo 

g2 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 

£2 sha'l he reimbursed for unrecovered actual costs theretofore paid by it (but not for iu share of the cost of any dry hole previously drilled 

^ or wells pre\*ious!y abandoned) from so much of the following as is necessary lo effect reimbursement: 

gg (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on on acreage basis, 

gg up to the amount of unrecovered costs; 

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 

gg oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 

gg termination, would bc attributable lo the lost interest on an acreage basis, up to tbe amount of unrecovered cosis, the proceeds of said 

6 0 portion ofthe cil and gas to be contributed by the other parties in proportion to their respective interest; and, 

g1 (c) Any monies, up to tbe amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner ofthe imerest 

g2 lost, for the privilege of participating in tbe Contract Area oi becoming a party tD this agreement. 

63 of title 
^ 3. Other Losses- All losses / incurred, other than those set forth in Articles IV.fi. 1. and IV.B.2. above, shall be joint losses 

and shall br borne by all panies in proportion to their interests. Tl it-re shall be no readjustment of inlcrcsls in the remaining portion of 

the Contract Area. 

- 3 -
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1 ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

5 

6 Chesapeake Exploration Limited Partnership, by and throngh Its agent Chesapeake Operating, loc, shall be the 

7 Operator of the Contract Area, and shall conduct and direci and have full control of all operations on the Contract Area as permitted and 

8 required by, and within the limits of this agreemeni. l l shall conduct all such operations in & good and workmanlike manner, but it shall 

9 have no liability us Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 

11 

12 fi. Resignation or Removal of Operator and Selection of Successor: 

13 

14 I . Resignation pr Removal of Operator Operator may resign at any time by giving written notice thereof to Non-Operators. 

15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or js no longer capable of serving as 

16 Operator, Operator shall be deemed te have icsigncd without any action by Non-Operators, except the selection of a successor. Operator 

17 may be removed i f it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

16 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 

20 fust day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the dunes of Operator a* an earlier 

22 date. Operator, after effective dale of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of aror-
affiliate 

23 porate name or structure of Operator or transfer of Operator's interest to any / singW subsidiary, parent ot successor corporation shall not 

24 be the basis for removal of Operator. 

25 

26 2. Selection of Successor Operator Upon the resignation or removal of Operator, a successor Operator shall be selected by 

27 the parties. Tne successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 

28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 

29 based on ownership as shown on Exhibit "A", provided, however, i f an Operator which has been removed fails to vote or votes only io 

30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit "A" remaining after excluding the voting interest ofthe Operator that was removed. 

32 

33 C. Employees: 

34 

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 

36 compensation for services performed shall be detennined by Operator, and all such employees shall be the employees of Operator. 

37 

38 D. Drilling Contracts: 

39 

40 AH wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 

41 desires, Operator may employ its own tools and equipment m the drilling of wells, but its charges therefor shall nol exceed the prevailing 

42 rates in the area and thofote of woh ehuraeo ulinll be agread upon by the purtiea in wrHwig-bef&Fe-drillwg oporationo art eommenopd, and 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of irt-

44 dependent contractors who are doing work of a similar nature. 

45 

46 

47 

48 
49 ARTICLE VI . 
50 DRILLING AND DEVELOPMENT 
51 

52 A. Initial Well: 

53 

54 Or OT before the 1st dav of JVlay. , 2005 , Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 
5 7 660* FSL & 990' FEL Section 4, Township 21 South, Range 35 East, NMPM, Lea County, New Mexico 

58 

59 

60 and shall thereafter continue the drilling of ihe well with due diligence lo a depth of 12,100 feet or a depth sufficient, in 

61 Operator's sole opinion, to adequately test the Morrow formation 
62 

63 

64 

65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-

66 countered at a lesser depth, or unless all parties agree lo complete or abandon the well at a lesser depth. 
67 

6B Operator shall make reasonable tests of all formations encountered during drilling which give indication nf containing oil and 

69 gas in quantities sufficient tc test, unless this agreemeni shall be limited in its application to t specific formation or formations, in which 

70 event Operator shall be required to test only the formation or formations to which this agreement may apply. 
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A R T I C L E V I 
continued 

1 If. in Operator's judgment, the well will nol produce oil or gas in paying quantities, and it wishes to plug and abandon Ihe 

2 well as a dryhole, the provisions of Article VI.E.1. shall theieuner apply. 

3 

4 

5 

6 B. Subsequent Operations: 

7 

6 I . Proposed Operations: Should any party hereto desire lo drill any wel! on the Contract Area other than the well provided 

9 for in Article VI.A., or to rework, deepen or plug back t dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 

11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipl of the notice 

13 within which to notify the party wishing to do the work whether they elect to participate in the cost of (he proposed operation. I f a drill-

14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 

15 limited to forty-eight (48) hours,'"wwSastve of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within 

16 the period above fixed shall constitute on election by that party not to panicipate in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confirmed in writing. 

18 

19 

20 

21 I f all parties elect to participate tn such a proposed operation. Operator shall, wilhin ninety (90) days after expiration ofthe notice 

22 period of thirty (30) days (or us promptly as possible aftr the expiration of the forty-eight (48) hour period when a drilling rig is on loca-

23 lion, as the case may be), actually commence the proposed operation * aad complete it with due diligence at the risk and expense of all par-

24 tics hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 

25 for a period of up to thirty (30) additional days if, in tbe sole opinion of Operator, such additional time is reasonably necessary to obtain 

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete tide ex-

27 animation or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI , i f the 

28 actual operation has not been commenced within the lime provided (including any extension thereof as specifically permitted herein) and 

29 i f any party hereto still desires to conduct said oprration, written notice proposing same must be resubmitted to the other parties in accor-

30 dance with the provisions hereof as if no prior proposal had been made. 

31 

32 

33 

34 2. Operations bv Less than All Parties: If any party receiving such notice as provided in Article VI.B.I . or VII.D.I. (Option 

35 No. 2) elects not to panicipate in the proposed operation, then, m order to be entitled to the benefits of this Article, the party or parties 

36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 

37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (4B) hour period when a drilling rig is 

38 on Iocs ion, as the case may be) actually commence the proposed operation * and complete it with due diligence. Operator shall perform all 

39 work for the account of Ihe Consenting Parties: provided, however, i f no drilling rig or other equipment is on location, and i f Operator is 

40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-

41 tion for the account of the Consenting Parties, or (b) designate one (I) of the Consenting Parties as Operator to perform such work. Con-

42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-

43 ditions ofthis agreement. 

44 

45 

46 

47 * Nothing contained beretn shall prohibit Operator or tbe participating parties from actually commencing the proposed 

48 operation before the expiration of the notice period nor shall the timing of such commencement affect in any way the validity of a 

49 party's election or deemed election. 

50 

51 

52 I f less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 

53 notice period, shall advise the Consenting Parties of ihe total interest of the parties approving such operation and its recommendation as 

54 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
Inclusive 

55 (/ exotesm of Saturday, Sunday and legal holidays) after receipt of such nonce, shall advise the proposing party of its desire lo (a) limit par-

56 tictpation to such parry's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' interests, and 

57 failure lo advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 

56 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 

59 at its election, may withdraw such proposal if there i i insufficient participation and shall promptly notify all parries of such decision. 

60 

61 

62 

63 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they hnvc 

64 elected to bear same under the terms of the preceding paragraph Consenting Parties shall keep the leasehold estates involved in such 

65 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of Oie Consenting Parties. 

66 If such an operation results in a dry hole, the Consenting Parries shall plug and abandon the well and restore tbe surface location at their 

67 sole cost, risk and expense. I f any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

66 ducer of oil andVor gas in paying quantities, the Consenting Parties shall complete and equip the well io produce at their sole COST end risk, 

69 

70 
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, I f and when the Consenting Patties recover from a Non-Com»th;g g ^ S ^ ^ b r above. 

2 the relinquished interest! of sueh Non-Conseniing Psrry shall automatically revert to it / , and, from and after tuch reversion, such Non-

3 Consenting Party shall own the same interest m such well, the maicrial and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entilled lo had it participated in Die drilling, reworking, deepening or plugging 

5 bade of said well. Thereafter, such Non-Consenting Party shtli lie charged with and shall pay iu proportionate part of the further cons of 

S the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 
10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

12 well conforms to the then-existing weU spacing partem for such source of supply. 

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 

17 except (a) as to Article VII.D.I. (Option No. 2), i f selected, or (b) as to the reworking, deepening and plugging back cf such initial well 

18 after if has been drilled to the depth specified in Article VI A. i f il shall thereafter prove to be a dry hole or, i f initially completed for pro-

19 duction, ceases to produce in paying quanthieST, or ( c ) Operator proposes to recumplete additional zones in any producing well drilled 

20 under the terms of this Agreement 

21 

22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, aod the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall bt charged and bome as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 

27 first occurs, and prior to agreement as 10 the participating interests of all Consenting Parties pursuant to the terms of the second gratn-

28 matical paragraph of Article VI.B.2., shall be charged to and bome es part of the proposed operation, but i f the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 

30 each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so ss to change the bottom hole 

37 location (herein call "sidetracking"), unless done to straighten the hole or to drill around junk in the bole or becauso of other 

38 mechanical difficulties. Any party having the right lo participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

40 lo its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actuai costs incurred in 

45 the initial drilling of the well down lo the depth at which the sidetracking operation is initiated. 

46 

47 

.48 

49 (b) ! f the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvablc maicriala and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

51 provisions of Exhibit "CT, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 

52 

53 

54 

55 In the event that notice for a sidetracking operation is given while the drilling rig lo be utilized is on location, the response period 

56 shall be limited to forty-eight (48) hours, 7«nciu5l*'e of Saturday, Sunday and legal holidays; provided, however, any party may request and 

57 receive tip to eight (8) additional days after expiralion ofthe forty-eight (48) hours within which to respond by paying for all stand-by time 

58 incuned during such extended response period If more than one patty elects to take such additional time to respond to the notice, sand 

59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-

60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. In all other in-

61 stances the response period lo a proposal for sidetracking shall bc limited to thirty (30) days. 

62 

63 

64 

65 C. TAKING PRODUCTION IN KIND: 

66 

67 Each petty shall take in kind or separately dispose of its proportionale share of all oil and gas produced from the Contract Area, 

68 exclusive of production which may be used in development and producing operations and in preparing and treating oil Lnd gas for 

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 

70 party of its proportionate share of the production ahull bc bome by such party. Any party taking its share of production in kind snail bc 



25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all form 
, and actual monthly oil and gas production and sales volu 

26 governmental agencies, daily drilling reports, well logs, / tenh toolesy-aatly goMgo mw r w feokets-ond reports of 
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1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 E^h'-part*-shall eaeoute suoh *^t*pn -ofders and -eonfraots nr. may-be noeossury for the -flflle of Ms intorcW-in production from 

4 the Cowtroot Aiw, androxocpt as provided ia Article VB-.B., shall ba •milled *o-receive-payrnom^ircetiy from-the purchaser thereof for 

6 

7 In the event any parry shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 

8 the oiia/^pro5uced from the Contract Area, Operator shall have the right, subject to the revocation at will by the part}' owning it, but not 

9 the obligation, to purchase such oil 7 or sell it to others at any time and from time to lime, for the account of the Don-taking party at Ihe 

10 best price obtainable in the area for such production. Any such purchase OT sale by Operator shall bt subject always to the right of the 
And/or gas 

11 owner of tite production to exercise at any lime its righl to take in kind, or separately dispose of, its share of all oil / not previously 

12 delivered to a purchaser. Any purchase or sale by Operator of any other parry's share of oil shall be only for such reasonable periods of 

13 time as are consistent with the minimum needs of the industry under ihe particular circumstances, but in no event for a period in excess 

14 ofone(l)year. 

15 

16 ln the even! one or more parties' separate disposition of its share of (he gas causes split-stream deliveries to separate pipelines ancVor 

17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 

16 be allocated to it, the balancing or accounting between the respective accounts ofthe parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit **E", or is a separate agreement 

20 

21 D, Access to Contract Area and Information: 

22 

23 Each party shall have access to the Contract Area at all reasonable times, at hs sole cost and risk to inspect or observe operations, 

24 and shall have access al reasonable times to infonnauon pertaining to Ihe development or operation thereof, including Operator's books 

I forms or reports filed with 

27 aoch-menlh, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area The cost of 

28 gathering and furnishing information to Non-Operator, other than that specified above, shall bc charged to the Non-Operator that re-

29 quests Ihe Information. / Non-consenting parties shall be denied access to the welt location and well information until tbe non-content 

30 period has expired. 

31 E. Abandonment of Wells: 

32 

33 1. AbAn{jp.nment of OT Holes; Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

34 drilled or deepened under the terms of this agreement and is proposed lo be completed as a dry hole shall not bc plugged and abandoned 

35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any pany, or should any parry fail to reply 

36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice ofthe proposal to plug and abandon 

37 such well, such party shall be deemed to have consented to the proposed abandonment. AH such wells shall be plugged and abandoned in 

38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 

39 such well. Any party who objects lo plugging and abandoning such well shall have the right to take over tbe well and conduct further 

40 operations in search of oil andVor gas subject to the provisions of Article VLB. 

41 

42 2. Abandonment of V/clls thai have Produced: Except for Bny well in which a Non-Consent operation has been conducted 

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
„ who participated ,ln the covt of drilling the well 

44 producer shall not bc plugged and abandoned without the consent of all parties. /. If all parties consent to such aoandoTrrnent, the well shnll 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the panies hereto. If, within 

46 thirty (3D) days after receipt of notice of the proposed abandonment of any well, all parties do not agree ID the abandonment of sucb well, 

47 those wishing to continue iu operation from the mterval(s) of the formation^) then open to production shall tender to each of the other 

48 parties its proporrionate share of the VBIUC of ihe well's sah/able material and equipment, determined in accordance with die provisions of 
Fallore or a parry to make written election within thirty, o 0) days 

49 _ . . . _ . . „ . . . , . yty be deemed tr> be a consent n> the abandonment of me wel}, 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

e . . . . „_„ , . . . , , , wUl tw deemed to be a consent h> the abandonment of me welh 
Exhibit C , less the esumaied cost of salvaging and the estimated cost of plugging and abandoning. / Bach abandoning parry shalJ assign 

the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 

mnteiiat, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in­

terval or inicrvals of the formation or formations then open lo production. I f the interest of the abandoning parry is or includes an oil and 

gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in­

tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil andVor gas is pro­

duced from die interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 

- 8 -
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1 "B". The assignments or leases so limited shall encompass the "drilling unit" upon which Ihe well is located. The paymenls by, and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, OT interest in the operation of or production from 

7 the well in the interval or intervals then open other than the royalties retained m any iease made under the lerms of this Articie. Upon re-

8 e^wstt^Operator^nall continue to operate the assigned weU for the account of die non-abandoning parties at the rates and charges con-

9 templated by this agreement, plus any additional cost and charges which may arise as the result ofthe separate ownership ofthe assigned 

10 well. Upon proposed abandonment of the producing intervals) assigned or leased, the assignor or lessor shall then have the option to 

11 repurchase its prior interest in the wel) (using the same valuation formula) and participate in further operations therein subject to the pn> 

12 visions hereof. 

13 

14 3. Abandonment of fripn-Consem Operations: The provisions of Article VI.E.1. or V1.E.2 above shall be applicable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 

16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

17 ofthe proposed abandonment and afforded the opportunity lo elect to rake over the well in accordance with ihe provisions of this Anicle 

18 V1.E. 

19 

20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 

22 

23 A. Liability of Parties: 

24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall bc liable only for its proportionate share of tbe costs of developing and operating the Contract Area. Accordingly, the liens granted 

27 among the panics in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the panies to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 

29 

3Q B. Liens and Payment Defaults: 

31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 

33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 

34 at the rate provided ia Exhibit "C*. To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code, The bringing of a suit and the ob-

36 taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect (he lien 

37 rights or security interest as security for the payment thereof In addition, upon default by any Non-Operator in the payment of its share 

38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 

39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Opet ator, plus imerest, has been paid. Each 

40 purchaser shall bc entitled to rely upon Operator's written statement concerning the amount of any default Operator grants a iike lien 

41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 

42 

43 I f any pany fails or is unable ro pay its share of expense wilhin sixty (60) days after rendition of a statement therefor by 

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

45 the interest of each such party bears to the interest of all sueh parries. Each party so paying its share of the unpaid amount shall, to obtain 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

47 

48 C. Payments and Accounting: 

49 

50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

51 and operation of the Contract Area pursuant lo this agreement and shall charge each ofthe parties hereto with their respective propor-

52 tionate shares upon tbe expense basis provided in Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits made and received. 

54 

55 Operator, at its election, shall have the right from time lo lime to demand and receive from the other parties payment in advance 

56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 

57 month, which right may be exercised only by submission to each such parry of an itemized statement of such estimated expense, together 

58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be subntitled 

59 on or before the 20lh day of the next preceding month. Each party shall pay to Operator ils proportionate share of such estimate wilhin 

60 fifteen (15) days after such estimate aod invoice is received. If any party fails to pay its snare of said estimate within said time, the amount 

61 due shall bear interest a; provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual cx-

62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, anil no more. 

63 

64 D. Limitation of Expenditures: 

65 

85 1. Drill or Deepen: Without the consent of all panies, no welt shall be drilled or deepened, except any well drilled or deepened 

67 pursuant to t • provisions of Article VI.B.2. of this agreement. Consent to the drilling OT deepening shall include: 

68 

B9 

70 

- 9 -
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1 • Option No. I : All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 

2 necessary tankage and'or surface facilities. 

3 

4 SI Option No 2: All necessary expenditures for the drilling or deepening and testing of ihe well. When such well has reached its 
made available 

5 aurhorized depth, and all tests have been completed, and the results thereof / tangoed to the parties, Operator shall give immediate notice 

6 to the Non-Ooerajors who have the righl to participate in the completion costs. The parties receiving such notice shall have forty-eight 

7 (48) hours (/ owohiaw* of Saturday, Sunday and legal holidays) io which to elect to panicipate in the setting of casing and the completion at-

6 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, n> 

9 eluding necessary tankage and/or surface facilities Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost ofthe completion attempt I f one or more, but less than all of the parties, 

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than all panies. 

14 

15 2. Rework or Plug Back: Without tbe consent of al) parties, no well shall bc reworked or plugged back except a well reworked or 

15 plugged back pursuant to the provisions of Anicle VI.B.2. of this agreement Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations ond completing and equipping of said well, including necessary tankage 

1B and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all panies, Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess of Fifty Thousand Dollars fS5C.OOf3.0O ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

24 emergency, whether of tbe same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 

25 to deal with the emergency to s&Jsguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

26 parties. I f Operator prepares an authority for expenditure (AFE) for iu own use, Operator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of , fifty Thousand 

28 Dollars (S50.P0u.00 ) but less than the amount first set forth above in this paragraph. / An AFE Is an estimate only of costs and 

29 in no way shall the execution of an AFE limit the liability of any p:»rty. 

30 E. Rentals, Shu I-in Well Payments and Minimum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the Terms of any lease shall be paid by the 

33 party or parties who subjected such tease to this agreement at its or their expense. In the event two or more parties own and have con-

34 tributed interests in the same lease to this agteement, such parties may designate one of such panies to make said payments for and on 

35 behalf of al) such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In ihe event of 

36 failure to make ptoper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

38 visions of Article IV.B.2. 
39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

41 of a producing gas well, ai least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 

43 Nun-Operator, the loss of any lease contributed hereto by Non-Operator for fuilurc lo make timely payments of any shut-in well payment 

44 shall be bome jointly by the parties hereto under the provisions of Article IV.B.3. 

45 

46 F. Taxes; 

47 

48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 

49 subject to this agreement which by law should be rendered for such taxes, and it shall pay al! such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (lo include, but nol 

51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gos interests contributed by such Non-

52 Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to tht benefit of the owner or 

54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such rcduc-

55 tton. If the ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges io the joint account shall bc made and paid by the parties hereto in accordance with the tax 

57 value generated by each party's working interest Operator shall bill the other parties for their proportionate shares of all tax payments in 

58 the manner provided in Exhibit " C . 

59 

60 If Operator considers any rax assessment improper. Operator may, at its discretion, protest wilhin the time and manner 

61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final dctcr-

62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, undei protest, all such taxes and any 

63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tan for the jpint ac-

64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 

65 provided in Exhibit "C". 

66 

67 Each party shall nay or cause to be paid all production, severance, excise, gathering and other axes imposed upon or with respect 

68 to the production or handling of such puny** share of oil and'or gas produced under the terms of this agreement 

69 

70 
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1 G. Insurance: 

2 

3 At sti times while operations are conducted hereunder. Operator shall comply with tbe workmen's compensation lew of 

4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C". Operator shall 

6 also earry or provide insurance for the benefit of the joint account of the panies as outlined in Exhibit "D", attached to and made a part 

7 hereof. Operator shall require all contractors engaged Hi work on or for the Contract Area to comply with the workmen's compensation 

' & law of the state where the operations art being conducted and to maintain such other insurance as Operator may require. 

9 

10 ln the avant automobile public liability insurance is apeotfied in said Exhibit "D", or liubpequontly reoajvec the approval of the 

11 pBrtioGt no direct charge shall be made by Operator for pierniumo paid fot oucb inouttnee-fet Operator's QUlonwuv* equipment 

12 

13 ARTICLE V H I . 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

15 

16 A. Surrender of Leases: 

17 
18 The leases covered by this agreement, insofar as they embrace acreage in die Contract Area, shall not bc surrendered in whole 
_ ; however, no consent shall be necessary to release 

19 or in pari unless all panics consent thereto / a lease which has expired or otherwise terminated. 

2D 

21 However, should any party desire to surrender ns interest in any tease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. I f the interest of the assigning party is or includes an oil and gas in-

25 tcrest Ihe assigning party shall execute and deliver to tbe parry or parties not consenting to such surrender an oil and g* 5 lease covering 
in commercial quantities 

26 j jch oi) and gas interest for a term of one (I) year and so long thereafter es oil andVor gas is produced / from the nnd covered thereby, such 

27 lease to be on Ihe form attached hereto as Exhibit H B". Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or teased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 duction other than the royalties retained in my lease made under the terms of thu Article. The party assignee or lessee shall pay to the 

31 part}' assignor or lessor the reasonable salvage value of the hher's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit T ' , less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If (he assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to ihe total interest of all such parties. 

35 

36 Any assignment, lease or surrender marie under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of Ihe Contract Area; and the acreage 

3B assigned, leased or surrendered, and subsequent operations thereon, shall nol thereafter be subject to the terms and provisions of ihis 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 

43 Jf any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipl of such nolice in which to elect to participate ic ihe ownership ofthe 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the parry who acquired it their several proper pn> 

46 portionaie shares of the acquisition cost allocated lo thai pan of such lease within the Contract Area, which shall be in proportion to the 

47 interests held al that time by the parlies in the Contract Area. 
48 

49 If some, but less than all. of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 

50 who elect lo participate therein, in a ratio based upon tbe relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation tn the Contract Area of all parties participating tn the purchase of such renewal lease. 

5' Any renewal lease in which less than all parties elect to participate shall not be subject to Ihis agreement. 

53 

54 Each party who participates in the purchase of a renewal lease shall bc given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire imerest covered by the expiring lease 

58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 

59 contracted for within six (e") montlis after the expiration of ibe existing lease shnll be subject to this provision, but any lease taken or con-

60 traded for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to 

61 the provisions of this agreement. 

62 

63 The provisions in this Article shall also be applicable lu extensions of oil and gas leases. 
64 

65 C. Aoreapc or Cosh Cootributlomrr 

66 

67 While this agreement is ia force, i f any party oonlrpcts fur ti uonlribulion nf eush lowaidi the drilling of n well or an;- olhar 

68 operation on the GontTaot- Area,--suoh -cofttwlHitkyn -choti be-paid 4» thc-party who • eomWmMHf-^HWng • of other openniett ami-shoti- be 

69 applnw! by il ugainsl the oosl-of-siKih drilling or other oponaion. If .the oonmbmicn be in-dw farm t*f- oeroegft, lh»-party-tfl whowi the oon 

70 tributKH>-4» mode ehatt promptly- tondo* an •esstgnmeni-of the- flwwge.-wHftout-wtrfawty-of --utter-to the gfiWwtg 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 
ARTICLE v n i 

continued 

1 

2 

3 

4 

5 

6 

7 

S 

9 

10 

11 

12 

13 

14 

15 

16 

17 

IB 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

be 

saitt-BriHing Parties shared the 

governed by pro*' 

tt mav obtain in 

pf drilling tin v f l l . Gurri mr"Ef r > i * " • rnnirimi Aran and, in Hie extent possible, be 

identical to thin agreement Enuh pen;' shell promptly notify nil other panies nf any norenge or cash contributiona 

the Gonmwl Area. The nbovw provisions shall alao be eppliooble to op 

ttoml rights 

wpport of any well or ony other operatic 

n notcage oulside the Contraot Area which * support of a well drilled inside the Contraot Area. 

; fpr nny contirirrvricn ralnling tf I'Trr-n"'-'*" n { pnty'r rthnre nf irnhntannM produced horeundor. such 

eonaiderotioH ahall nut be deumeu a oumaibuuOTi i wnphned ii, this Article VIU.C. 

Maintenance orUnlform Interests: 

rship in the oil and gas leasehold inrerests onvornd fry thtf agreement. For the purpose of maintaining uniformity af i 

pprty shnll sell, onoumber, transfer oi malic other dtspocition of its interest in the leases embraced within the Contraoi Area and in walla, 

equipment ond produetion unless suoh disposition OOMPH either; 

1. the-e a inteioot ofthe party w nti leasee and equipment and production', or 

^—un equal undivided internal in oil loeoop and equipment and produetion in the Control 

Every saeh sale, encumbrance, transfer or other disposition made by any party snail be made expressly subject to this agreement 

and shall be made without prejudice to the right ofthe 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 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 agreement; however, all such co-owners shbH have the right to enter 

into and execute ah contracts or agreements for the disposition of their respective shares of the oil and gas produced fiom the Contract 

Area and they shall have the right to receive, separately, payment ofthe sale proceeds thereof. 

£. Waiver of Rights to Partition: 

I f permitted by the laws of the state or stales in which the property covered hereby is located, each party hereto owning an 

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to ft in severalty its undivided 

interest therein. 

Should any purty desire to sell all or nny port of ite intarostr. under this ogroomont, i rights and i i the Contraot 

Aron, it shnll promptly give » i the otbor parties, with full informal ; its proponod sole, whioh ahell include tbe 

name and address of the prospective purohaser (whe must be ready, willing and abls to purchase), the puroliose prion, and all other torms-

of tho offer. Tho other parties shall than have an optional prior, righu for a period of ten (10) dnyrj ufter recoipt of the notioe, to purchase 

on the come terms and conditions the interest which tho other party proposaa lo sell; andt if this optional right is exorcised, the pufohas-

ing parries ehnll share the purohaged interest HI 

dispose of its intereuts by merger, ranrgnniatfioni < lolidation, or ooie-o-f all or substantially all of its ononis to a oubcidiary ot parent c 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is no; intended to create, and shall not be construed lo create, a relationship of partnership or an association 

for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, i f , for federal income tax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

from the application of all ofthe provisions of Subchapter "K", Chapter 1, Subtitle "A", of the Internal Revenue Code of 1986, as per-

mihed and authorized by Section 76] of the Code and the regulations promulgated thereunder. Operator is Burhori2ed and directed to ex­

ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of tht 

United Stales or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by tbe 

Federal Internal Revenue Sen-ice or as may be necessary io evidence this election. No such parry shall give any notices or take any other 

action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 

Area is located or any future income tax laws of the United Stales contain provisions similar to those in Subchapter "K", Chapter I , 

Subtitle "A", of the Internal Revenue Code of 1986, under which an election simitar te thot provided by Section 761 of the Code is per­

mitted, each pony hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec­

tion, each such party states that the income derived by such party from operations hereunder can be adequately detennined without the 

computation of partnership taxable income. 

70 
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A.A.PX. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 

4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder i f the expenditure 

5 does not exceed Fifty Thousand Dollars 

6 fS5D.000.OC ) and i f ihe payment is m complete settlement of such clhim or suit. 3f the amount required for settlement ex-

7 ceeds the above amount, the parties hereto shall assume and take over thr further handling of the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. I f a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other panies, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I , 

15 FORCE MAJEURE 

16 

17 I f any parry is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 me obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably hill particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by tht force 

20 majeure, shall be suspending during, put no longer than, the continuance ofthe force majeure. The affected party sliall use all reasonable 

21 diligence to remove ihe force majeure situation as quickly as practicable. 

22 

23 The requirement tliat any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall bc entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war. blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control ofthe parry claiming suspension. 

31 

32 ARTICLE X I I . 

33 NOTICES 

34 

35 Alt notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be gives in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the parties to whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 

38 shall be deemed given only when received by the party lo whom such nolice is directed, and the time for such parry to givt any notice in 

39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 

40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by lelex or telecopier. Each party 

41 shall have the tight to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

46 This agreement shall remain in full force and effect as to the oi) and gas leases and/or oil and gas interests subject hereto for the 

47 period of lime selected below; provided, however, no party hereto shall ever be construed as having any righl, litle or interest in or to any 

46 lease or oil and gas interest contributed by any olher party beyond the term of this agreement. 

49 

50 D Option ifo, \ i So long as any of the oi! and gas leases subject to this agreement remain or are continued in force as to any pan 

51 of the Contract Area, whether by production, extension, renewal, or otherwise. 

52 

53 0 Option No. 2: In Ihe event the well described in Article V1.A., or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and'or gas in paying quantities, this agreement sliall continue in force so long as any such well or 

55 wells produce, or are capable of production, and for an additional period of 90 days from cessation of all production: provided, 

56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

57 ing, plugging hack, testing oi attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 Hons have been completed and i f production resulis therefrom, this agreement shall continue in force as provided herein. In the event the 

59 well described in Article VI.A., or any subsequent well drilled hereunder, resulis in a dry hole, and no other well is producing, or capable 

60 of producing oil and/or g u from the Contract Area, this agreement, shall terminate unless drilling, deepening, plugging bacV or reworl;-

61 ing operations are commenced within $0 days from the date of abandonment of said well, 
62 

63 It is agieed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 

64 accrued or attached prior to the date of such termination. 

65 

66 

67 

66 

E9 

70 

- 1 3 -

CHK 000190 



A.A.P.L. FORM 61C - MODEL FORM OPERATING AGREEMENT - 1982 

A. Laws. Regulations and Orden: 

1 

2 

3 

4 

5 

6 

7 

8 dinances, roles, regulations, and ordeis. 

ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

This agreemeni shall be subject to the conservation laws or Ihe stale in which Ihe Contract Ares is located, to die valid rules, 

regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

55 

57 

5B 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

B. Governing Law: 

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 

remedies, procedures, rights, duties, and interpretation or construction, shall be governed and determined by the law of the slate in which 

the Contract Area is located. JtJh»*C»nnsm '.inn ir, in v»r, ni runic M M M th» low nf ihi atom of 

C. Regulatory Agencies: 

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 

privileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated 

under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on trans offset­

ting or adjacent to the Contract Area. 

With respect ro operations hereunder, Non-Operators agree lo release Operator from any and all losses, damages, injuries, claims 

and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 

rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap­

plication was made in good faith. Each Non-Opcraior further agrees to reimburse Operator for any amounts applicable to such Non-

Operator's share of production that Operator may be required to refund, rebate or pay iu a result of such an incorrect interpretation or 

application, together wilh interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 

of any crude oil s.ild hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 

Department from time to time pursuant to said Act Each party hereto agrees to furnish any and all certifications or other information 

which is required to be furnished by said Act in a timely manner and in sufficient detail to pennit compliance with said Act. 

ARTICLE XV. 

OTHER PROVISIONS 

A. CONFLICTS 

Notwithstanding anything herein eontaloed to the contrary, it is understood and agreed that If there Is any conflict 

between any part of or all of the terms and provisions of Anicle XV and any other terms and provisions of this agreement, 

the terms and provisions of this Article XV shall prevail and control. 

B. PRIORITY OF OPERATIONS 

Hat any time there is more than one opera-lion proposed in connection with any well subject to this agreement and if the 

Consenting Parries do not agree on the sequence of proposed operations, such proposed operations shall he conducted la the 

following sequence: 

First 

Second 

Third 

Fourth 

Fifth 

testing, coring or logging 

completion attempts without plugging back in ascending order from 

deepest to shallowest depths; 

sidetracking in the order of least deviation from the original bottomhole 

location to tha greatest deviation; 

deepening of a well below the authorized depth In descending order 

from shallowest to deepest depths; 

plugglog back and completion attempts in ascending order from 

deepest to shallowest depths. 

- 14 -
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c. i^SCTLLANEOUS COSTS 

The following expenses shall be a direct charge, bome by the Joint Account as provided in Exhibit "C", and 
shall not be included as arlmiru'strativc overhead as set forth in Part ID of Exhibit "C". 

1. All reasonable costs incurred by Operator, and necessary in its sole judgment, in obtaining spacing, pooling or 
other orders or rulings from stale regulatory bodies or courts regarding the Contract Area. 

2. All reasonable costs incurred by Operator in complying with tbe Natural Gas Policy Act of 1978, or in 
cornplying with federal, slate or local law for the obtaining and monitoring of any well classifications required 
in the Natural Gas Policy Act of 1978; or in complying with any laws administered by, or any rules or 
regulations promulgated by, through, or under the United States Department of Energy regarding the Contract 
Area. 

D. MULTIPLE BILLING 

In no event shall Operator be required to make more than three billings for the entire interest credited to each 
Non-operator on Exhibit "A". If any Non-Operator to this Agreement disposes of any part or all of the interest credited 
to it on Exhibit "A", hereinafter referred to as "Selling Party", such Selling Party shall be solely responsible for billing 
its assignee or assignees and shall remain primarily liable to the other Parties for the interest or interests assigned until 
such time as Selling Party has 1) designated and qualified the assignees to receive the billing for its interest, 2) 
designated assignees have been approved and accepted by Operator, and 3) has furnished to Operator written notice of 
the conveyance and photocopy ofthe recorded assignments by which the ttansfer is made. The sale or other disposition 
of any interest in the leases covered by this agreement shall be made specifically subject to the provisions of this 
Article. Operator's approval will not be unreasonably withheld. 

E. PAYMENT OF CERTAIN ROYALTIES 

If at any time a portion or all of the Contract Area is subject to a valid drilling and spacing unit order entered 
by tbe New Mexico Oil Conservation Division and notwithstanding the provision of Article ULB. and Article IIT.C. 
hereof with respect to payment of royalties, the Operator is hereby authorized to receive all royalty proceeds front the 
sale of gas production from each such drilling and spacing unit within the Contract Area and to remit such proceeds to 
the parties entitled thereto. Non-Operators agree to direct their gas purchasers to remit all royalty proceeds to Operator 
for distribution to royalty owners. I f any gas purchaser refuses to remit directly to the Operator for any or all of Non-
Operator's share of such proceeds, then such Non-Operator shall within ten (10) days of receipt thereof, remit such 
portion to Operator, less that portion of such Non-Operator's share of such proceeds attributable to its net revenue 
interest in each such drilling and spacing unit Such proceeds shall be net after taxes and shall not include any portion 
ofthe value of gas sold which in the opinion of a party hereto selling such gas, is subject to refund by virtue of an order 
of 1he Federal Energy Regulatory Commission. Upon approval by the Federal Energy Regulatory Commission of any 
portion of such rate subject to refund obligation, a Non-Operator shall, if increased royalties result, remit to Operator 
such increased royalty amount, which shall be distributed over the unit on tbe basis of royalty ownership at the time of 
accrual. Each Non-Operator shall furnish to Operator tbe names, addresses, tax identification or Social Security 
numbers, and fractional interests of all owners of royalty in the leasehold and oil and gas interests contributed to the 
unit by each Non-Operator and shall immediately advise Operator of any change in such data of which Non-Operator 
subsequently becomes aware. If division order title opinions are not otherwise provided for herein, Non-Operator shall, 
upon Operator's request, furnish Operator with copies of division order title opinions prepared by a reputable attorney 
covering the land subject to Non-Operator's leaseholds or oil and gas interests in each drilling and spacing unit 
Operator shall have no liability to Non-operator for losses sustained or liabilities incurred except as may otherwise be 
provided herein. Each Non-Operator agrees to indemnify, hold and save Operator harmless from any claims, losses, 
demands and causes of action which may be asserted by reason of an error in the ownership information furnished to 
Operator and each Non-Operator shall indernnify operator against loss resulting from Operator's actions taken in 
reliance upon any information furnished by Non-Operator to Operator or by reason of Non-Operator withholding 
payment of any sums which it believes are subject to refund as hereinabove provided. Each party hereto agrees lo bold 
each other party harmless from any and all claims for royalty payments asserted by royalty owners to whom each party 
is accountable. 

F. PREPAYMENT OF COSTS AND EXPENSES 

Notwithstanding any other provisions of this agreement, and without prejudice to any other rights of the 
Operator, Operator will have the right to request and receive from each Non-Operator payment in advance of its 
respective share of (0 lease acreage acquisition costs to the extent the Non-Operator is acquiring its leasehold interest 
from the Operator and all or part of the completed well cost for the initial well to be drilled xada Article VI A. or any 
other well to be drilled hereunder to which such Non-Operator has consented, and (ii) the cost of any completion, 
reworking, recompletion, sidetracking, deepening, plugging back operation or any other operation hereunder to which 
such Non-Operator has consented (any such operation under clause (i) or (ii) being herein called a "Drilling 
Operation"). Such request for advance payment may be made on all Non-Operators or on any one Non-Operator in 
writing and may bc either mailed, hand-delivered or transmitted by facsimile machine. 

14(a) 



A Non-Operator receiving a request for advance payment will, wilhin two (2) days of the receipt of such 
request if a drilling rig is on location and within fifteen (IS) days ofthe receipt of sucb request in all other cases, pay to 
Operator in cash the full amount of such request Operator will credit the amount to the Non-Operator's account for tbe 
payment of such Non-Operator's share of costs of such Drilling Operation and, following the end of each month, 
Operator will charge such account with such Non-Operator's share of actual costs incurred during such month. 

Payment of an advance will not relieve a Non-Operator ofthe obligation to pay such Non-Operator's share of 
the actual cost of a Drilling Operation and, when the actual costs have been deterrriined, Operator will adjust the 
accounts of the parties by refunding any net amounts due or invoicing the parties for additional sums owing, which 
additional sums shall be paid in accordance with the Accounting Procedure. 

In the event a Non-Operator to which a request for advance payment was made does not within the time and manner 
above provided, fully satisfy the request for advance payment as provided in this paragraph F, then Operator may, in 
the Operator's sole discretion at any time prior to actual payment, exercise any one or more of the following rights and 
remedies: (a) if the advance was requested for leasehold acreage acquisition or the drilling of the initial well under 
Article VIA., Operator may rescind and terminate this agreement as to such Non-Operator by written notice to such 
Non-Operator, and upon sending such notice, Non-Operator will bc deemed to have relinquished all of its leasehold 
and contract rights in the Contract Area; (b) if the advance was requested for any Drilling Operation, including, without 
limitation, the initial well drilled pursuant to Article VTA., Operator may notify such Non-Operator that such Non-
Operator is deemed to have relinquished its interest in the well to which the Drilling Operation relates and to have 
elected to go non-consent on such Drilling Operation under Article VT.B.2; (c) sue the Non-Operator who failed to pay 
as provided above for its proportionate share of expenses plus interest; or (d) exercise any and all other rights and 
remedies available to the Operator under this agreement and applicable law. Each of tbe parties to this agreement 
hereby agrees to execute and deliver to the other parties hereto any and all documents, agreements and 
acknowledgments necessary to evidence any actions taken by the Operator pursuant to the provisions ofthis paragraph 
F. All remedies herein provided are cumulative and not alternative, and no failure to exercise or delay in exercising any 
such right will operate as a waiver thereof. 

G. DISTRIBUTION OF REVENUE 

Notwithstanding anything to the contrary contained herein, and without prejudice to any other rights 
possessed by Operator, Operator at its sole discretion, may receive the proceeds Irom all oil and/or gas production 
attributable to any Non-Operator's ownership in the Contract Area and distribute those proceeds lo said Non-Operator 
during tlic next calendar month ensuing following receipt of the proceeds by Operator from the purchaser. 

W:\Perrnian\Opcrated Wclls\KF Slate 4 #l\JDA\14a & 14b Other Provisions.doc 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

1 ARTICLE XVI. 
2 MISCELLANEOUS 
3 
4 This agreement shall be binding upon and shall inure lo the benefit of the parties hereto and to their respective heirs, devisees. 
5 legal representatives, successors and assigns. 
6 
7 This instrument may be executed in any number or counterparts, each of which shall bc considered an original for all purposes. 
8 
0 IN WITNESS WHEREOF, Ihis agreement shall be effective as of 9lh day of March , (year) 2005 

10 

11 , who has prepared and circulated this form for execution, represents and warrants lhal the form 
12 was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as 
13 published in diskette form by Forms On-A-Disk, Inc. No changes, alterations, or modifications, other than those in Articles — 
14 . have been made to the form, other than as shown by strikeout and/nr bold type. 
15 
16 OPERATOR 
17 CHESAPEAKE EXPLORATION LIMITED 
16 PARTNERSHIP by Chesapeake Operating, Inc, 
19 Ceneral Partner 
20 
21 

22 Henry J. Hood, Senior Vice President - Land and Legal 
23 
24 
25 

26 NON-OPERATORS 
27 
26 
29 KAISER FRANCIS OIL COMPANV 
30 
31 

32 

33 -B-rr 

34 TITLE-. 
35 
36 
37 
38 

39 

40 

41 

42 

43 

SAMSON RESOURCES COMPANY 

TTTT 

44 TITLE: 
45 
46 
47 
48 
49 
50 
51 

52 

53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 " ' ' " 
69 
70 



EXHIBIT "A" 

EXHIBIT A TO THAT CERTAIN JOINT OPERATING AGREEMENT DATED MARCH 9, 2005 BY 
AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS OPERATOR AND 
KAISER FRANCIS OIL COMPANY AND SAMSON RESOURCES COMPANY AS NON-
OPERATORS 

1. Contract Area: SW/4 & SE/4 {AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 
21 South, Range 35 East, Containing 320 acres, more or less, 
NMPM, Lea County, New Mexico 

2. Restrictions as to depths and formations: None. 

3. Interests of Parties: 

Owner 

Chesapeake Exploration Limited Partnership 
P. O. Box 18496 
Oklahoma City, Oklahoma 73154-0496 
Attention: Henry J. Hood 

Kaiser Francis Oil Company 
P.O. Box 21468 
Tulsa, Oklahoma 74121-1468 

Samson Resources Company 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland, TX 79701 

Working Interest 

50.000000% 

43.750000% 

6.250000% 

TOTAL 100.000000% 

W:\Permian\Operaled Wells\KF Stale 4 #1'JOA\Exhtoit A Wl.cbc 



EXHIBIT "A-1" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING 
AGREEMENT MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION 
LIMITED PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY 
AND SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

INSOFAR AND ONLY INSOFAR as the following described Oil and Gas Leases cover 
the SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 21 
South, Range 35 East, Containing 320 acres, more or less, NMPM, Lea County, New 
Mexico. 

NM7930001-002 
State of New Mexico VO-7063 
Rubicon Oil & Gas I, LP 
May 1,2004 
SW/4 Section 4, Township 21 South, Range 35 East, Containing 
160 acres, more or less, NMPM, Lea County, New Mexico 

Lessor: State of New Mexico B1481 
Lessee: Empire Gas and Fuel Company 
Lease Date: December 19, 1932 
Legal Desc: SE/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, New Mexico 

Lease No.: 
Lessor: 
Lessee: 
Lease Date: 
Legal Desc: 

END OF EXHIBIT "A-1" 

W:\Pemiian\Operated WellsAKF Stale 4 #1UOA\Exhibit A-1 Leases.doc 
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EXHIBIT " C 

Attached to and made a part nf that certain Operating Agreement dated March 9. 2005 bv and between Chesapeake 
Fxyilr-ration 1 .tmited Partnership, as Operator and Kaiser Francis Oil Company and Samson Resources Company, as Non-Operators 

ACCOUNTING P R O C E D U R E 

JOINT OPERATIONS 

Joint Operations is the direct 

field operating 

I . GENERAL PROVISIONS 

Definitions 

"Joint Property" shall mean the r t i l and personal property subject to the agreement to which this Accounting Procedure 

is attached. 

"loin* Operations" shall mean all operations necessary or proper for the development, operation, protection and 

maintenance of rhe Joint Properry. 

"Joint Account" shall mean the account showing Ihe charges paid and credits received in the conduct of the Joint 

Operations and which are tc be stared by the Panies. 

"Operator" snail mean the party designated to conduct tne Joint Operalions. 

"Non-Operators" shall mean the Panics to tliis agreemeni other than the Operator. 

"Parties'* shall mean Operator and Non-Operators. 

"First Level Supervisors* shall mean those employees whose primary function 

supervision of other employees andVor contract tabor directly employed on the Joint Property 

capacity. 

"Technical Employees" shall mean those emplcyres having special and specific engineering, geological or other 

professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 

problems for the benefit ofthe Joint Property. 

"Personal Expenses" shall mean navel and olher reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Properry. 

"Controllable Materia!" shall mean Material which al the time is so classified in the Material Classification Manual as 

most recency recommended by the Council or Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before rhe last day of each month for their proportionate share of ihe Joint 

Account for the preceding month. Such bills will be accompanied by statements which identify the authority for 

expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of inves rm ent and 

expense except that items of Controllable Maicrial and unusual charges and credits shall be separately identified and 

fully described in detail. 

Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 

share of estimated cash outlay for the succeeding mor.th"i operation within fifteen (15) days after receipt of the 

billing or by the first day 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-Operator shall pay its proponkn of all bills within fifitcn (15) days after receipt. If payment is, not made 

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at .Dank One of .QklahomB. N.A. +2% 

on the first day of the month in which delinquency occurs plus 1% or the 

maximum contract rale permitted by the applicnble usury laws in the state iu which the Joint Property is located, 

whichever is the lesser, plus attorney's feet, court costs, ami olher costs in connection with the collection >of unpaid 

amounts. 

Operator rnay ai its option, choose to substitute other penalties described elsewhere in this Agreement for failure lo pay bills wilhin the thirty 
(JO) day time name described above. 

Adjustments 

Payment of any such bills shall not prejudice the right of any Nnn-Operator to protest or question the correctness thereof; 

provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 

conclusively be presumed to be true and correct after rwemy-four (24) months following the end of any such calendar 

year, unless within the said twenty-four (2<1) month period a Non-Operator takes written exception thereto and makes 

claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same 

prescribed period. Trie provisions of this paragraph shall nol prevent adjustments resulting ftom a physical inventory of 

Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
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A. A Mon-Operalor, upon notice in writing to Operator and all other Non-Operators, shall have rhe right lo audit 

Operator's accounts and records relating lo the Joint Account for any calendar year within the twenty-tow 

(24) month period following the end of such calendar year, provided, however, the rneking of an audit shall not 

extend the lime for the taking of whiten exception to and rhe adjustments of accounts as provided for in 

Paragraph 4 of this Section I . Where there are two or more Non-Operators, the Non-Operalors shall make 

every reasonable effort to conduct a joint audit in a manner which Kill result in a minimum of inconvenience 

to Ihe Operator. Operator shall bear no portion of the Non-Operators' audit colt incurred under this 

paragraph unless agreed to by Ihe Operator. The audits shall not be conducted more than once' each year 

without prior approval of Operator, except upon the resignation or removal of the Operatoc. and shall be made 

at the expense of those Non-Operators approving such audit. 

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report. 

Approval By Noa-Operalors 

Where an approval or other agreement of the Parties or NorvOperaron ic expressly required under other sections of rbis 

Accounting Procedure and if the agreement to which this Accounting Proccdur.- is attached contains no 

contrary provisions in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the 

agreement or approval of I majority in interest ofthe Non-Operalors shall be controlling on all Non-Operators. 

n . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of tht Joint Property as a result of governmental or regulatory requirements to satisfy 

environmental considerations applicable to the Joint Opeiations, Much costs may include surveys of an ecological or 

archaeological narure and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

Lease rentals and royalties paid by Operator for the Joint Operations. 

3. Labor 

and/or consultants 

A. (1) Salaries and wages of Operators fieid employees directly employed on the Joint Property in the conduct of 

Joint Operations. 

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

(31 Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 

excluded from the overhead rates. 

and/or consultants 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned io and directly 

employed in the operation or the Joint !>::>perry ilsuch charges are excluded irom the overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid lo 

employees whose salaries and wafjes are chargeable to the Joint Account under Paragraph 3A of this Section II . 

Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 

on the amount of salaries and wager chargeable to rhe Joint Account under Paragraph 3A of this Section II. I f 

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 

applicable to Operator's costs chargeable ro the Joint Account under Paragraphs 3A and 3B of this Section II . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 

Paragraphs 3 A and 3B of this Section II. 

Employee Benefits 

Operator's current costs or established plans for employees' group life insurance, hospitalisation, pension, retiremem, 

slock purchase, thrift, bonus, and other benefit plans of a like narure, applicable to Operator's labor cost chargeable to the 

Joint Account under Paragraphs JA and 39 of this Section II shall be Operators actual cost not to exceed Ihe percent 

most recently recommended by the Council of Petroleum Accountants Societies. 

- 2-
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1 5. Material 

2 
3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section PV. Only such 

4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 

5 reasonably practical and consistent; wiiii efficient and «orw>mieal operations. The a ecu m-j I an on of surplus stocks shall be 

6 avoided. 

7 
8 6. Transportation 

9 

10 Transportation of employees and Material necessary for tbe Joir Operations but subject to the following limitations: 

11 

12 A.. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 

13 nude to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 

14 nuterial is nomutlly available or railway receiving point nearest tbe Joint Property unless agreed to by the Parries. 
15 

16 B. If surplus Material is moved to Operator's warehouse or other storage poinU no charge shnll be made to the Joint 

}: Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 

Ig available, or railway receiving point nearest the Joint Property unless agreed to by ihe Panics. No charge shall be 

19 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 

20 Panies. 

21 

22 C. In the application of subparagraphs A and B above, the option to equalize or charge actual tracking cost is 

23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to tbe 

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

25 

26 7. Services 

27 

28 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 

29 10 of Section [I and Paragraph i , i i , and i i i , of Section III. The cost of professional consultant services and contract 

30 services of technical personnel directly engaged on the Joint Property i f such charges are excluded from the overhead 

31 rates. The cost of professional consultant services or contract services of technical personnel nol directly engaged on the 

32 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

33 

J4 8. Equipment and Facilities Furnished By Operator 

35 

36 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 

37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 

38 expense, insurance, taxes, depreciation, and interest on gross investment hss accumulated depreciation not to 

3° exceed \en percent ( 1_Q %) P*r annum. Such rates shall not exceed average commercial 

40 rales currently prevailing in the immediate area of the Join! Property. 

41 

42 B. In lieu of charges in Paragraph BA above. Operator may elect to use average commercial rates prevailing in the 

43 immediate area of the Joint Property less 20%. For automotive equipment. Operator may elect lo use rates 

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

48 All costs or expenses necessary for Ihe repair or replacement of Joint Property made necessary because of damages or 

49 losses incurred by fire. Hood, storm, theft, accident, or other cause, except those resulting from Operator's gross 

50 negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as 

51 soon as practicable afler a report thereof has been received by Operator. 

52 

53 10. Legs! Expense 
title and regulatory work, 

54 / 6 ' ' 

55 Expense of handling, investigating and senling litigation or claims, discharging of liens, payment of judgments and 

56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 

57 protect or recover the Joint Property, exeept—thai—ne—energe—fef—servtoeo- of- Operator!—legal—stuff -or ••• few—ef—esfwwe—ef 

58 wteide attorney*—slwW—be—nwe>—unless—previously—agreed—te—by—tne—Parttefr—AU—ether—legal cHfwnso—is—oonctdered—to —be 

59 eeM«f*rrJ—by—the—weffteod—prwmoes—of- SeatieB—ffl—wwess oAervyiso—agiwd «q by—the—Parties, - enoepi—as—provided—w—£«£tkm 

61 

62 11. Taxes 

63 

64 All taxes of every kind and nature assessed or levied upon or in connccuon with the Joint Properly, the operation thereof, 

65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad 

66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 

67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be mode and paid by the Panics 

63 Hereto in Becotdance wilh ihe ux value generated by each party's working interest. 

69 

70 

- 3 -
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11. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Panies. In the 

event Joint Operations are conducted m a state in which Operator may act as self-insurer for Worker's Compensation 

andVor Employers Liability under the respective state's laws, Operator may, at its election, include the risk under hs self-

insurance program and in that event. Operator shall include a charge at Operator's cost not 10 exceed manual rates. 

8 13. Abandonment and Reclamation 

9 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 

11 aulhoriiy. 
12 

13 14. Communication:} 

14 

If Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 

16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 

11 Property are Operaior owned, charges to the Joint Account shall be made as provided in Paragraph 8 ofthis Section IL 

U 

19 15- Other Expenditures 

20 The cost of Operator's Field OfHces not covered in Section m, or any 

21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section XX, or in Section III and which 

22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 

23 Operations. 

24 

25 

26 " I - OVERHEAD 

27 

28 1. Overhead - Drilling and Prodnciag Operations 

29 

30 t. Ai compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

31 drilling and producing operalions on either: 

32 

33 ( X ) Fixed Rate Basts, Paragraph IA, or 

34 ( ) Percentage Basis, Paragraph IB 

35 

36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 

37 salaries or wages plus applicable burdens and expenses of al) personnel, except those directly chargeable under 

3fi Paragraph 3A, Section n. The-- owl—ond expense—af • •sewew—ftetn ceieide wtufwts—in—aann«w«o» • -with—mutters- of 

39 taxation:—yaffil—aceowwing—©f—manors—befef*—ef—invoking—gevewmewal—ogeeotes—shall—ee—een&idered—ns—included—in 

40 the overhead—row piwiriod—fef—tn—Uw—eligvc selected- gomgiaph- o f this—Section Til—unless—suoh cost—and expense ere 

41 Qgroed to by the Poffiesnun direct ohsrge-w th?IG'M Account. 

42 

43 ii. The salaries, wages and Personal Expenses af Technical Employees andVor the cost of professional consultant 

44 services and contract services of technical personnel directly employed on the Joint Property: 

45 

46 ( ) shall be covered by the overhead rates, or 

47 ( X ) shall not be covered by' the overhead rate. 

48 

49 iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 

50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

51 Ute operation ofthe Joint Property': 

52 

53 ( ) shall be covered by the overhead rates, or 

54 ( X ) shall not be covered by the overhead rates. 

55 

56 A. Overhead * Fixed Rate Basic 

57 

58 (I) Operator shall charge the Joint Account BE the following rates per well per month: 

59 

60 Drilling Well Rate S 8 .136 .10 

61 (Prorated for less than a full month) 

62 

63 Producing Well Rate; 8 1 3 . 5 1 

64 

65 (2) Application of Overhead - Fixed Rate Bask shall bc as follow* 

66 

67 (a) Drilling Well Rate 
,_ location wort begins 
68 / 

^ (i) Charges for drilling wells shall begin on the date tee—well —spedtled and terminate on the date 

the drilling rig, completion rig. or other units used in completion of the well is released, whichever 

- 4 -
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1 is later, except that no charge shall be made during suspension of drilling or completion operations 

2 for fifteen (15) or more consecutive calendar days. 

3 

4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 

5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

6 applied for the period from date workover operations, with rig or cHher units used in workover, 

7 commence through datf of rig or other unit release, except that no charge shall be made during 

g suspension of operations for fifteen (15) or more consecutive calendar days. 
9 

10 (h) Producing WeU Rates 

11 

\2 ( i ) An active well either produced or injected into for any ponion of the monlh shall be considered as 

13 a one-well charge for the entire month. 

14 

15 —Baeh—active poinnlrtion—»—6—multi-completed—weft—in—which—produwk'n—ti—rwt—commingled—down 

16 —shell—be oenwdarcd—as—a owe waH—eltMgt—pro*! J ing—eatih completion—M—wonsioexeJ—a—separate 

17 weli by-fee governing regulatory awthowryi 

18 

20 pcoduotioe—eheU—be—euwidefed *»• e—one welt • emerge—pwidinf—the—gas—weU—is—directly- -connected—tt 

21 a pormonert-satos-owle*. 

22 

23 (4) A one-well charge shall be made for the month in which plugging and abandonment operations 

24 are completed on any well. This one-well charge shall be made whether or nol the well has 

25 produced except when drilling well rate applies. 

26 

27 (5) All other inactive wells (including but nol limited to inactive wells covered by unit allowable, lease 

2% allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

29 

30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
by the percent Increase or decrease published by COPAS 

31 agreement io which this Accounting Procedure is attached /. +he—adjustment ehaH—be—computed oy—multiplying 

33 Petwleww—and—Ges—Production—Wpfkery—fot -the —test—eaten daf—yew—enmnored—te—the—calendar—yeftf—preceding—ae 

34 shown by the «ndew-ef average weekly-eerwinga-of ̂ rude-Petroleum end Gos Produotion Workers na appfovej-and reeerded-hy GOP AS. 

38 

39 ft Overhead —Pewentogc Basis 

40 

41 —Operator shall charge the Joint Account ot-the following rate* 

42 

43 fa)—Development 

44 
J 5 — , - — p^oeiHjL ,,_ _ . . 4^)-of ih e W t S | 0 f dcwlopinant ofthe JowtProperty exclusive of ootfg 

47 

49 

50 —- — Pe«»Bt( — • — ^}-efth»eosj-&£opa ruling the Jo in PfoporTy^ol*w«Mi»ftf wnk. fu^wir t^ 

51 tfndep—Paragraphs—2—Md—HJ—ef—Section-- H;—»W—seWage—oxtdits;—the—value --of—injected -substances—purchased 

52 fa*—eeowtdwy—recovery—ue*&—aD—ta*es—and—enessmeats—which— ere—lev*e4j—assessed—end—paid—upon—the 

54 

55 (3)—Application of Overhead Peroomna.* Basis shall be nr. fuilew 

56 

5? Fot—the—pwpese—ef—ik«t.-frnifwng—ohatgeG—en—a—percentage—bosk—under—Paragraph—*£—ef—th«—Seetien—Hh 

58 develop mem—sfca41 ieeluee—a4J »e#s in—-eerffloetten—w+fh driBing, rttdrilliwg, deepening OP—(my—pemedial 

60 itrte+Mftl—en—the—&m4—fmpeAy?—tfm-.—pfetteHaery expenditures—neoeaory—w—prepafatieft *e* drilling and 

61 e«pewdihiK;s—inouned—in—ebendontng—when—{h*—web—i*—WM—«>ff«»3«ej—es-—o—pfodeeef,—and - origino! • oost—ftf 

62 construction—ef mptatlat+en—ef—fw«d—ess***—the—MtrtansM*. ef—&Ked—luwew—and—eny—other—pwjeet—eW4y 

63 discernible as a—fiiied asset,—MMJH—Major— ̂ enttfMtftHW—es—defined—ifi—Pamfirupri 2—of thic Suction III.—AU—other 

65 

66 i • Overhead— Majer Construction 

6? 
6& *o—oompensnte—Oeeretw—fet—overhead ooats itwwwd—HI—the—construction • one1—installation—nf fi«a—aco&tt, tlx—eupwfiiee—nf 
6 9 fi**d—<m**6i—and—any- vther—pfftjtwt—frteefty—a^eereiWtf—as—a—fifc***—asset—required—fof—th«—t*t?v«lopHteM—and- wperetiw—<>(•—the 
? 0 —Pwperty;—Operator—sheH—either—negeriaie—a—Fete—p«Of—le—the—beginning—of twatmetiorh—of—r.ha)\—ehe>ge—the—Jeint 
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s-fer-any Major Construction projai 

_1P__ I t of firet 5100)000 or torol post if IMS, plus 

• %oft> t, of tWiOOO Wl less thM>-S+£061600rpt>» 

-l-.C K ofo ofil.000,000 

Totol coal shall moan Inn cross oosl of nny one project. For the purpose of this paragraph, the oomponent pane of n single 

projeol ohall—net—he—tneted—flepnrotuiy—and—the—owl—nf drilling—M4—worn-over—w«W*—ano1 artificial—4iA—equipment shall—he 

-oil—apish—blown 

*erbead—coils 

enplosioiti—fit*;—stoffi hurriuenO) Bther 

«f—enpenrlit 

ontnr.lroph.ee 

resulting—from— smg*e-

—by—the—Persies;—whieh-

restors the—Joint—Property the rjouivolenl—condition—that— gisted pFHV~- -the 

enpeoditi Operolor—shell—either—negotieto prior charging—Ihe Joint—Account choll—sltarga—rhe—im 

rj booed on the following n 

of total noma through 1100.000; elus 

ft of total eosts i of SI 00,000 hui less than fl.000,000, plot 

cofSl.OOC.ODO, 

Eiipewditi -oubjeot- —the—overheads—above—will -b*—fetaoed—by- end 

provisiaas of this-So< n HI shall upply. 

Amendment of Rates 

The overhead rotes provided for in Ihis Section III may be amended from time to time only by mutual agreement 

between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

IV. PRICINC OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Materia] 

movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 

Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 

surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or snle lo 

outsiders. Operator may purchase, but shall be undet no obligation to purchase, interest of Non-Operators tn surplus condition 

A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

Materia! purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 

Maicrial found to be defective or returned to vendor for any other reasons, credit shall be passed lo Ihe Joint Account 

when adjustment has been received by the Operatot. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 

unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts: 

A. New Material (Condition A) 

(I) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill 

published carload base prices effective as of dale of movement plus transportation ' cost using Ihe 80,000 

pound carload weight basis to the railwsy receiving point nearest the Joint Property for which 

published rail rates for tubular goods exist. If the 80,000 pound rail rate is nol offered, the 70.000 pound 

or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated &orn Lorain, Ohio 

and casing from Youngstown, Ohio. 

Cb) For grades which are special to one mill only, prices Shalt be computed at the mill base of that mill plus 

transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 

above in Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern milts, the 30,01X1 

-6-
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pound Oil Field Haulers Association interstate truck rate shall be used. 

(c) Spccai end 6nisb tubular goods shall be priced at the lowest published out-of-stock price. f.o.b. Houston, 

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rale, 

lo the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (siae less than 2 3/8 inch OD) shall be priced » the lowest published out-of-stock prices 

fx.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate Duck rate 

per weight of tubing transferred, to Ihe railway receiving point nearest Ihe Joint Property. 

(2) Lint Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30.000 pounds or 

more shall be priced under provisions of tubular goods pricing in Paragraph A.(I)(a) as provided above. 

Freight charges shall be calculated from Lorain, Ohio. 

(b) Line Pipe movements (except size 24 inch OD) and larger with walls V; inch and over) less than 30,000 

pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 
plus the percent most recently recommended by COPAS . . , , , , 
l BJIK—30 percent, plus transportation costs based on freight rates as set forth under provisions of rubular 

goods pricing in Paragraph A.(l)[a) as provided above. Freight charges shall be calculated from Lorain, 

Ohio. 

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 

manufacture at current new published prices plus transportation cost to the railway receiving point 

nearest the Joint Properly. 

(d) Line pipe, including fabricaied line pipe, drive pipe and conduit not listed on published price lists shall 

be priced at quoted prices plus freight to the lailway receiving point nearest the Joint Property or at 

prices agreed to by the Panies. 

(3) Other Material shall be priced at the cunent new price, in effect at date of movement, as listed by a reliable 

supply store nearest the Joint Property, or point of manufacture, plus Transportation costs, if applicable, to the 

railway receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 

new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 

point of manufacture, plus transportation costs, if applicable, to the railway receiving point' nearest the Joint 

Property. Unused new nibulars will bc priced as provided above in Paragraph 2_A.(I) and (2). 

B. Good 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-live percent (75%) of current new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 

originally charged to the Joint Account as new Material or 

(b) At sixty-five percent (65%) of eurrenl new price, as delerrninerl by Paragraph A. if Maicrial was 

originally charged to the Joint Account as used Material 

(3) Material not used on and moved from the Joint Property 

At seventy-five percent (75%) of current new price as determined by Paragraph A. 

The cost of reconditioning, if any, shall be absorbed by the transferring properry. 

C. Other Used Material 

(1) Condition C 

Material which is nol in sound and serviceable condition and not suitable for its original function until 

after reconditioning shall be priced st fifty percent (50%) of current new price as detcrnincd by 

Paragraph A. 'Ihe cost of reconditioning shall be charged io the teceiving property, provided Condition 

C value plus cost ef reconditioning dees not exceed Condition B value. 

• 7-
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Recommended by the Courted 
ot Petr oleum Accountants 
SoctetieG 

1 (2) Condition D 

2 
3 Material, excluding junk, no longer suitable for its original purpose, but usable for 9ome olher purpose 

4 shall be priced on a bwis commensurate with its use. Operator may dispose of Condition D Material 

5 under procedures normally used by Operator without prior approval ofNon-Operatort 

6 

7 (a) Cuing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless hoe pipe 

g of comparable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices. 

10 

11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 

12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe, 

j 3 Upset tubular goods shall be priced on > non upset basis 

IA 

15 (3) Condition £ 

lfi 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition F. Material under 
IK procedures normally utilized by Operator without prior approval of Non-Operators. 

19 

20 D. Obsolete Material 

21 

22 Material which is serviceable and usable for its original function but condition and/or vahie of such Material 

23 is not equivalent lo that which would Justify a price as provided above may be specially priced as agreed to by 

24 the Parties. Such price should result in the Joint Account being charged with the value of the service 

25 rendered by such Material. 

26 

27 E. Pricing Conditions 

28 

29 (l> Looding or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (231) 

3>Q per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

31 sustained at the slocking point. The above rate thai) be adjusted as of the first day of April each year 

32 following January I , 1985 by the same percentage increase or decrease used to adjust overhead rates tn 

33 Section I I I , Paragraph IA.{3>. Each year, the rate calculated shall be rounded to the nearest cent and 

34 shall be the rate in effect until the first day of April next year. Such rate shall bc published each year 

35 by the Council of Petroleum Accountants Societies. 

36 

37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 

38 price of new Material. 

39 

40 3. Premium Prices 

41 

42 Whenever Material is not readily obtainable it published or listed prices because of national emergencies, strikes or other 

43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 

44 Material at the Operator's actual cost incurred in providing such Maicrial, in making it suitable for use, and in moving it 

45 to the Joint Property; provided notice in writing is famished io Mon-Operators of rhe proposed charge prior to billing 

46 Non-Operators for such Material. Eeefc—Woe Operator—shali—have—the - -fight;—by so alerting-—a*d- eotitymg-' Opetatot—within 

47 ten—deye—after-—receiving-- oottoe—ftem—Operator, to—famish—in kind • all- of' pan—of hip—share—of- such -Material—wimbk—ft*—use 

48 and aoeaptnhle lo Operator. 

45 

50 4. Warranty of Material Furnished Oy Operator 

51 

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 

53 Account until adjustment has been received by Operator from the manufacturers or their agents. 

54 

55 

56 V. INVENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material. 

59 

60 1. Periodic loventories, Notice and Representation 

61 

62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 

63 of intention to lake inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 

64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 

65 inventury shall bind Non-Operatt>rs to accept the inventory taken by Operator. 

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made wilhin six 

70 months following the taking of the inveniory. Inventory adjustments shall be made by Operator to the Joint Account for 

- 8 -
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overages and storages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

Special Inventories 

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 

Property, ll shall be the duty of the party selling to notify all other Panies as quickly as possible after the transfer or 

interest takes place. In such cases, both the seller end the purchaser shall be governed by such inventory. In cases 

involving a change of Operator, all Panics shall be governed by such inventory. 

Eipense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by Ihe 

Parties. 

B. The expense of conducting special inventories shall be charged to Ihe Parties requesting such invemori-js. except 

inventories required due to change of Operator shnll be charged to the Joint Account 

-9-
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON 
RESOURCES COMPANY, AS NON-OPERATORS 

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. Worker's Compensation Statutory 

Employer's Liability $100,000 each accident 

B. Comprehensive General Liability 
including: 

(a) property damage and bodily 
injury liability including, 
but not limited to, losses 
resulting from explosion, 
collapse, underground damage; 
and 

(b) contractual liability assumed 
under this Agreement 

$1,000,000 
Combined single limit 

C. Comprehensive Automobile Liability 
covering owned, non-owned and hired 
vehicles. 

D. Umbrella Liability 
in excess of A (except Worker's 
Compensation), B, and C above. 

E. Cost of Well Control and Operator's 
Extra Expense, including Care, Well Control 
Custody, and Control Coverage 

$1,000,000 
Combined single limit 

$20,000,000 
Combined single limit 

$5,000,000 OEE and 
$250,000 CCC 

2. The insurance described in 1. above 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 " C to this 
Agreement, unless prior to spud a Non-Operator who desires to provide its own insurance 
provides Operator with a certificate of insurance evidencing such individual coverage. 

3. Operator shall use every reasonable effort 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 at any time during the term ofthis Agreement, Operator is unable 
to procure or maintain said 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 parry shsll provide Operator with a certificate of 
insurance evidencing such coverage before spud of the well and such coverage includes waivers 
by the insurer of all right of subrogation in favor of the other parties. 
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EXHiBiT "E" 
ATTACHED TO AND MADE A PARTY OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

GAS STORAGE AND BALANCING AGREEMENT 

The parties to the Operating Agreement to which this gas storage agreement is 
attached own the working interest in the gas rights underlying the Contract Area covered 
by such agreement in accordance with the percentages of participation as set forth in 
Exhibit "A" to the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party thereto has 
the right to take its share of gas produced from the Contract Area and market the same. In 
the event any of the parties hereto is not able to market its share of gas or has contracted 
to sell its share of gas produced from the Contract Area to a purchaser which is unable at 
any time while this agreement is in effect to take the share of gas attributable to the interest 
of such party, the terms of this storage agreement shall automatically become effective. 

During the period or periods when any party hereto is not selling or otherwise 
disposing of its share of gas produced from the Contract Area, or its purchaser is unable to 
take its share of gas produced from the Contract Area, the other parties shall be entitled to 
produce each month one hundred percent (100%) of the allowable gas production 
assigned to such Contract Area and shall be entitled to take and deliver to its or their 
purchaser all of such gas production. All parties hereto shall share in and own the liquid 
hydrocarbons recovered from such gas by lease equipment in accordance with their 
respective interests and subject to the Operating Agreement to which this gas storage 
agreement is attached, but the party or parties taking such gas shall own all of the gas 
delivered to its or their purchaser. Each party not selling or otherwise disposing of its 
share of the gas produced shall be credited with gas in storage equal to its share of the gas 
produced and metered under this Agreement. A nonconsenting party pursuant to Article VI 
of this Operating Agreement shall be credited with only its proportionate share of gas 
against its nonconsent penalties regardless of what share such owner's purchaser is taking 
at any given time. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. 
The Operator will maintain a current account of the gas balance between the parties and 
will furnish ali parties hereto monthly statement showing the total quantity of gas taken 
and/or sold by each party and the monthly and accumulative over and under delivered of 
each party. 

Each party producing and/or delivering gas to its purchaser shall pay any and all 
production taxes due on such gas. 

At all times while gas is produced from the Contract Area, each party hereto will 
make settlement with all royalty owners for said unit as required by applicable regulations. 
Each party hereto agrees to hold each other party harmless from any and all claims for 
royalty payments asserted by royalty owners to whom each party in accountable. 

After notice to the Operator, any party at any time may begin taking or delivering to 
its purchaser its share of the gas produced from the Contract Area. In addition to its share, 
each party, including the Operator, until it has recovered its gas in storage and balanced 
the gas account as to its interest, shall be entitled to take or deliver to a purchaser a 
volume of gas equal to twenty-five percent (25%) of the overproduced party or parties' 
share of gas produced from the Contract Area. If two or more parties are entitled to 
twenty-five percent (25%) of the overproduced party or parties' share of gas produced, they 
shall divide such twenty-five percent (25%) in accordance with their percentage of 
participation in the Contract Area. 



Should production of gas be discontinued before the gas account is balanced, a 
monetary settlement will be made between the underproduced and overproduced parties. 
In making suoh settlement, each overproduced party shall remit to the Operator an amount 
of money that such party received for its overproduction, less taxes theretofore paid, for a 
volume of gas equal to its overproduction. 

Each party to the Joint Operating Agreement, whether underproduced or 
overproduced, is responsible for its share of lease operating expenses. 
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EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER. FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Oil Companv. having a notice address of P.O. Box 21468. Tulsa, Oklahoma 
74121-1468 and Samson Resources Company having a notice address of Centennial 
Tower 200 N Loraine. Suite 1010 Midland. TX 79701. as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

The Operating Agreement is on an A.A.P.L. form 610-1982 Model Form Operating 
Agreement, as amended by the parties, plus attachments. 

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of all oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

III. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oil and gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
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concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 

If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement. This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
iien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement. 

VI. 

Operator may, on behalf of all parties, terminate the effect of this Memorandum as 
to all or any portion of the Contract Area by recording a full or partial release hereof. 

VII. 

Any party requiring additional information concerning the rights and obligations of 
the parties under the Operating Agreement may contact the Operator at the following 
address: 

OPERATOR: Chesapeake Exploration Limited Partnership by its 
General Partner, Chesapeake Operating, Inc. 
P.O. Box 18496 
Oklahoma City, Oklahoma 73154 
Attn: Henry J. Hood 

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 
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MEMORANDUM OF OPERATING AGREEMENT 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Oil Company, having a notice address of P.O. Box 21468. Tulsa. Oklahoma 
74121-1468 and Samson Resources Company having a notice address of Centennial 
Tower 200 N Loraine, Suite 1010 Midland. TX 7S701. as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged. 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

The Operating Agreement is oh an A.A.P.L. form 610-1982 Model Form Operating 
Agreement, as amended by the parties, plus attachments. 

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of all oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

III. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oil snd gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 



If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

Th;s Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement. This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement 

VI. 

Operator may, on behalf of all parties, terminate the effect of this Memorandum as 
to all or any portion of the Contract Area by recording a full or partial release hereof. 

VII. 

Any party requiring additional information concerning the rights and obligations of 
the parties under the Operating Agreement may contact the Operator at the following 
address: 

OPERATOR: Chesapeake Exploration Limited Partnership by its 
General Partner, Chesapeake Operating, Inc. 
P.O. Box 18496 
Oklahoma City, Oklahoma 73154 
Attn: Henry J. Hood 

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 

2 
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OPERATOR: NON-OPERATOR: 

CHESAPEAKE EXPLORATION KAISER FRANCIS OIL COMPANY 
LIMITED PARTNERSHIP 

Bv: By:_ 
Henry J.Hood, Its:. 
Senior Vice President-Land and Legal 
of Chesapeake Operating, Inc., 
General Partner 

SAMSON RESOURCES COMPANY 

By:. 
Its: 

STATE OF OKLAHOMA ) 
) 

COUNTY OF OKLAHOMA ) 

This instrument was acknowledged before me on , 2005, 
by Henry J. Hood, Senior Vice President-Land and Legal of Chesapeake Operating, Inc., 
General Partner of Chesapeake Exploration Limited Partnership, an Oklahoma limited 
partnership. 

Notary Public 
Name: Sandra L. Mathis 
My Commission Expires: May 5, 2006 
Commission Number: 02007791 

STATE OF. ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me on , 2005 
by , of Kaiser 
Francis Oil Company. a(n) company, on behalf of the company. 

Notary Public 

Name (Print) 
My Commission Expires:. 

3 



STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me on , 2005 
by . of Samson 
Resources Company. a(n) company, on behalf of the company. 

Notary Public 

. Name (Print) 
My Commission Expires:. 

W:\Permian\Operated Weiis\KF State 4 #1UOA\Memorandum.doc 
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EXHIBIT "A" 

EXHIBIT A TO THAT CERTAIN MEMORANDUM OF JOINT OPERATING AGREEMENT DATED 
MARCH 9.2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS 
OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON RESOURCES COMPANY AS 
NON-OPERATORS 

1. Contraot Area: SW/4 & SE/4 (AKA Units Q, R, S, T. U, V, W AND X), Section 4, Township 
21 South, Range 35 East, Containing 320 acres, more or less, 
NMPM, Lea County, New Mexico 

2. Restrictions as to depths and formations: None. 

3. Interests of Parties: 

Owner Working Interest 

Chesapeake Exploration Limited Partnership 50.000000% 
P. O. Box 16496 
Oklahoma City, Oklahoma 73154-0496 
Attention: Henry J. Hood 

Kaiser Francis Oil Company 43.750000% 
P.O. Box 21468 
Tulsa, Oklahoma 74121-1468 

Samson Resources Company 6.250000% 
Centennial Tower 
200 N Loraine, Suite 1010 
Midland, TX 79701 

TOTAL 100.000000% 

W:\Permt3n\Operated WeMs\KF State « #1UOA\Memorar>dum Exhibit A.doc 



EXHIBIT "A-1" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN MEMORANDUM OF JOINT 
OPERATING AGREEMENT MARCH 9, 2005 BY AND BETWEEN CHESAPEAKE 
EXPLORATION LIMITED PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS 
OIL COMPANY AND SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

INSOFAR AND ONLY INSOFAR as the following described Oil and Gas Leases cover 
the SW/4 & SE/4 (AKA Units Q, R, S, T, U, V, W AND X), Section 4, Township 21 
South, Range 35 East, Containing 320 acres, more or less, NMPM, Lea County, New 
Mexico. 

Lease No.: NM793O0O1-0O2 
Lessor: State of New Mexico VO-7053 
Lessee: Rubicon Oil & Gas I, LP 
Lease Date: May 1,2004 
Legal Desc: SW/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, New Mexico 

Lessor: State of New Mexico B1481 
Lessee: Empire Gas and Fuel Company 
Lease Date: December 19,1932 
Legal Desc: SE/4 Section 4, Township 21 South, Range 35 East, Containing 

160 acres, more or less, NMPM, Lea County, Hew Mexico 

END OF EXHIBIT "A-1 

W:\Permian\.Operated WstlstKF State 4 #1UOA\Memorandum Exhibit A-1 Leases.doc 

CHK 000217 



« Samson 
Centennial Tower 
200 N Loratne. Suite >010 
Midland, TX 79701 
USA 
432/683-7063 
Fa* 432/6E3-6&47 

April 5, 2005 

Chesapeake Operating, Int. 
Attn: Lynda F. Townsend 
P. O. Box 18496 
Oklahoma City, OK 73) 54-0496 

Re: Operating Agreement 
Proposed KF State 4 #1 
S'2 Section 4, T-21-S, R-35-E 
Lea County, New Mexico 

Gentlemen: 

Samson is in receipt of the Operating Agreement for the referenced well. However, 
please be advised that by letter dated March 30, 2005 (copy attached) Samson rescinded 
its election to participate in the well and, therefore, will not be executing the Operating 
Agreemeni. 

Should you have any questions regarding this matter, please contact the undersigned al 
(432) 686-6312. 

Sincerely, 

Tim Reece 
Senior Landman 

OIL CONSERVATION DIVISION 
Case # 13492&1 3493 Exhibit No. 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 

NMOCD C a s e Nos. 13492 / 13493 
CHK 000153 



x Samson 
Centennial Tower 
200 N. Loiatne, Suite 1010 
Midland, TX 79701 
USA 
432/663-7063 
Fax 432/683-6847 

Attn. Lynda F. Townsend 
P. O. Box 18496 
Oklahoma City, OK 73154-0496 

Re: Chesapeake's Proposed KF State 4 #1 
S/2 Section 4-21S-35E 
Lea County, New Mexico 

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your tetter dated March 9, 2005. Upon reviewing Samson's records we have determined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 



/-/ ill CZ-l / 

PATRICK H. LYONS 
COMMISSIONER 

State of tyzv vMe^co 
COMMISSIONER'S OFFICE 

Commissioner ojTuBCic Lands Phone (505)827-5760 
Fax (505j 827-5766 

v.v> w.nnisialL'lands.ors 
31 0 OLD SANI A FE TRAIL 

P O BOX 1148 
SANTA FL. NEW MEXICO 87504-1148 

Mr. Michael Hazlip 
Chesapeake Energy Corporation 
Post Office Box 18496 
Oklahoma City, Oklahoma 79154-0496 

RE: State Trust Land, Section 4, T-21-S, R-35-E 

Dear Mr. Hazlip: 

Thank you for meeting with representatives of the State Land Office ("SLO") to discuss 
issues pertaining to the entry by Chesapeake Operating Inc. on the above referenced trust 
land to drill the KF "4" State Com No. 1 well on behalf of the State's oil and gas lessee 
on the adjacent quarter section, Chesapeake Permian, L.P. The SLO has high regard for 
both of its lessees in the south half of Section 4. and its paramount interest is ensuring 
that state trust land generate the highest possible level of sustainable revenue for trust 
beneficiaries, consistent with protection of the environment. We appreciate 
Chesapeake's contributions over the years to New Mexico's trust revenue and recognize 
Chesapeake's responsible operation on trust lands in the State. 

Based on the discussions presented, the SLO's does not believe that this entry onto State 
Trust Lands by Chesapeake was in bad faith and understands that issues pertaining to the 
configuration for the spacing unit for this well will be resolved by the proceedings 
pending in the Oil Conservation Division. As expressed in our meeting the Land Office 
believes that geology should solely dictate the correct spacing and ail the parties will 
have their opportunity to be heard at the Oil Commission proceeding. 

Sincerely, 

Patrick H. Lyons 
Commissioner of Public Lands 

cc: Mark E. Fesmire, P.E. 
BEFORE THE 

K: dox client -\LWi/16MV492695 DOC 

Exhibit No. CHK-L 000015 
Submitted By: Chesapeake Operating Inc. 

ng Date: August 10, 2006 



38/17/2005 WED 14:13 FAI 432+683+6847 Samson Companies 1002/008 

Piflrict t 

1S2S H. E W h Dr., Hobta, MM 

District I I 

1301 W. Ormd Ave., itruriv 88210 

Pinna m 

1000 Rio Bra* R i „ Aatt. *MM 

PiarfctlV 

niO S. Sl ftsnot Dr., StMifV, KM 
87503 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. StTrancisLV. 

Santa F e . N M 87505 

Form C-101 

ParroA8547 

A E P U C A T I O N FOR PERMIT I O D R I L L 

CHESAPEAKE OPERATING, INC. j 
POBoxllOJO ; 
Midland, TX 75702-8050 

OG-RJT>tfumbar !: 
147179 jj CHESAPEAKE OPERATING, INC. j 

POBoxllOJO ; 
Midland, TX 75702-8050 

API NumW 

30-025-37150 ;.i 

Pippeay Code 
34698 'i 

Prop«iryH«au 

CATTLEMAN 4 STATE COM 0D1 j 

Surface Location 

UL cn Lot ; Section j Township 
i > 

RmCe ( LotUn. | Feet Pram. ! N/S Lb* | FeetFbam EWLiw Coutrry j 
H a j 21S 35E j 16 | 3300 j S 990 E Lea 

_ •_ Proposed Pooh 

'lOSUDOBORROW, SOUTH (GAS!) 82200 ~ 

Weak Type :l win T>I>, i C«bI*/Rowy i Leese Type Consul Level Sevtftcm. : 
New Well . JL GAS ': i 

i 
State 3612 j 

;j Proposed D«pth Famuli np J Contractor Spud Date 
N . i - 11900 | Morrow ! 

; . . i 
! 04/01/2005 i 

Proposed Casing and CemBixt Program 

1 "fyp* iL HotStDe i [ C*rm£ Size :| CuinsWeieM/ft | Sottwe Dapih S*c3ci of Cement '1 EjtaMtedTOC M 

L»»? I 173 1 13375 ;| 48 1 «0 if 500 il o ii 
1 Intl !| 12.25 jj 9.625 :| 40 •| 5400 j[ 1295 II o il 
;| Prod j | _ S.73 j( 53 •1 17 : [ _ _ 11900 jj 1265 il II 

C^htgfCeiBBnt. Program^AdiaMnal Comments 

: 13 3/g csg.cmtd w/Leo,d 295 e*2S £5 Poz Cl C + additives; Tail 2D5 axCl C + 2% CaC12; 9 5/8 csg. Cmti w/Lead 1160 at :i 
• 5O J0 PozCl C + additives; Tail 135 sx CL C +• _S% CaCO; 3 1/2 Csg. 1 stStage Lead: 250 sx5030 Poz CL H + additives: ii 
; Toil 470 ra 50:50 PozClH +additives; 2nd Stage La ad: 4P5 sx50:50 Poz CL H + additives' 2nd Stags Tail 50 « 5030 Poz :i 
: Cl H + additrros. TOC @ 4.000 :l 

j jg !ggI^-P r a T ^ n ^ i 0 " Program 
Working Prcwnra il Tost P»££on 

il Annular 5000 :l 5000 J r " L_.. Double Ram ;j 5000 il 3000 i i 

I hereby certify- that the information given, above is true 1 
and complete to tite boat of my knowledge and belief j 

Electronically Signed By: Brenda Coffinan j 

;[__ OIL CONSERVATION DIVISION I hereby certify- that the information given, above is true 1 
and complete to tite boat of my knowledge and belief j 

Electronically Signed By: Brenda Coffinan j 
: Electronic ally Approved By: PauIKaulz 

I hereby certify- that the information given, above is true 1 
and complete to tite boat of my knowledge and belief j 

Electronically Signed By: Brenda Coffinan j Title: Geologist 

Titlo: Ragolatoty Analyst j ' Approval Data: 03/21/2005 li&spiratiDn Date: 03/21/2006: 
Date: 03/18/2005 '• Phono: 432-685-4310 I 

i 
t 

! Coadiliona of Approval: j 
There are conditions. 5a e Attached. ' 

Samson Exhibit 3& 
NMOCD Case Nos. 13492/13493 
Submitted 8/10/06 

Received Time Aug. 17. 1:13PM 



{18/17/2005 WED 14:13 Fill 432+683+6847 Saioson Companies 1003/008 

l f i2 J H . Fs*ch fir., B6MK, H M e « » 0 

Dimia . g 

1301 OT. & m d Ave., Aiucu., K M &B21D 

1000 Rio Bretos Rd., AStc. N M 97« 10 

Dt f t t i a . IV 

1220 S. StTWitU Dr., E«Ht»V«, jm 

'. State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe. N M 87505 

Form C-102 
Permit 2547 

07505 

WELL LOCATION AND ACREAGE DEDICATION FLAT 

API Number '; Pool Cod* ; 
30-025-37150 j OSUDO-^IORRDW, SOUTH (GAS) 82200 : 

Property coo* : prqpeny Nora Wen Ho. 

345P8 j CATTLEMAN 4 STATE COM ooi i 
OGRID Ho. ! IQcvtflao. ! 

147179 i CHESAPEAKE OPERATING, INC. 3612 j 

Surface And Bottom Hole Location 

OL or Lot • 

H ; 

Stolon 

4 ! 

Tovtrxtibvst 

213 35E 

Lot On. ; 

16 j 
Peel Rom ! 

3300 | 
W S L I M 

3 
F«et Irom • 

990 
EWLiw j 

E 

Couny •: 

Lea ; 

320 | 

Joint or infill Canxolidtfioix Code { 
I 

OMertfo. ! 

— -
OPERATOR CERTIFICATION 

thereby certify that the irtformation contained herein 1s 
true and complete, to the best of my Knowledge and belief 

Electronic ally SignedBy: Brenda Cofltnan 

Title: Regulatory Anoryrt 

Date: 03/IS/2005 

SURVEYOR CERTIFICATION 

I hereby certify that the. well location shown on this plat 
was plottadfrom field nofea ofactual surveys, made by me 
or under my supervision, and that {he same is true and 
correct to the best of ny belief. 
Electronically Signed By: GaryGEidsoa 
Dole of Survey. 03/17/2005 
Certificate Number. 12641 

Received Time Aug. 17. 1:13PM 



-08/17/2005 VfED 14:13 FAX 432+683+6847 Samson Companies 8004/008 

Permit Conditions Of Approval 
C l O l , Permit 8547 

Operator. CHESAPEAKE OPERATING. INC., 147179 
Welt CATTLEMAN 4 STATE COM #001 

OCD Reviewer Condition 

PKAUTZ Re-seeding mixture will must be approved or authorized by surface owner 

PKAUTZ Nolice is to be given to the OCD prior to construction of ihe pit(s) 

PKAUTZ Pit construction and closure must satisfy ail requirements of O.C.D. Rule 19.15.2.50, and the Pit and 
Below-Grade Tank Guidelines 

Received Time Aug. 17. 1: 13PM 



.08/17/2005 ID 14:14 FAX 432+683+6847 Samson Companies 1005/008 

05 /09 /2005 OB:OB FAX 432 887 4112 

DISTRICT I 
U B B . ox. 

DISTRICT n 

DISTRICT in 
I OOO Mb k m » MCM, KM 87*10 

CHK WIDLAND 

State ot New Mexico 

© 0 0 3 / 0 0 3 

EKSTRfCT IV 

O I L C O N S E R V A T I O N D I V I S I O N 
1220 SOUTH ST. FRANCIS DR. 
Santa Fe, Nerw Mexico 87505 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

Form C-102 
•salami JUHK 10, XOdS 

AabnK to ApanprUU bUdtct Offle* 

h i tcaao. — fl C a f l a a 

3̂  AMSNIMSD REtOOT 

30-025^37150 
Pool OM* 

82200 
T̂ oft .t**a%a 

Osudo;Morrow,South (Gas) 

34698 CATTLEMAN 4 STATE COM 
Well K timber 

1 
<Mtm Ka. 

147179 CHESAPEAKE OPE1UTING. INC. 
Etooulsa 

3612' 
Surface Location 

D I M b t N o . 

4 21 -S 3 5 - E 
l e t U n Jftbef. Croon Lik« 

3300 
Pocth/Sfeuth U a * 

SOUTH 
h o t ( n m l t n 

990 
C U t / V c o t Uaa 

EAST LEA 
B o t t o m Hole l o c a t i o n t f D i f fe ren t F r o m Sur face 

V L or l o t Ko. B a n c o l o t I dn Mot t l t /Soath l i s * VML jrvrona Hit. E * * t / V « a * t U A C 

n - r f t r . r t i i | Aoxaa. 

320 

J o i n t «W hkAQ Ceoan lLda taaB. CV,d« O t d o r HO. 

OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THB DIVISION 

LOT 4 1 LOT J 

1 J7J54 37.71 AC. I 37.75 <a I AC-
~ LOT 5 . LOT O 

37.75 « C 
LOT 8 

40-00 AC. 1 40.00 AC 
~ LOT l i i ~ L 0 T " T T 

I 
— - ( •«o .oo AC. 
13 j LOT U 

40.00 
LOT 

37.71 AC. 

40.00 AC I 4Q-QO AC 
LOT i 6 ~ * " 

' I 
§4 

40LPQ 

LOT 
40.00 AC. 

LOT 18 

I f I 
40.00 AC. 40.00 AC 

" ~ r 
i 

fCUja AC. 

GEODETIC COORDINATES 
NAD 27 NUE 

Y-550498.2 N 
X~797971.2 E 

LAT.-32m30'34.§8~ N 
L0NG. = J0T22'00.31" W 

S O U . - I - -20O0-

OPERATOR CERTIFICATION 

b o x » / a v » i«Mi( l i« t» « t M * t 

C^^LAX^ \jJfJ^rsi>^ 
&tfnaJUu>* 

Brenda Coffman 
Pr ta£a4 R O A M 

Regulatory Analyst 
Hay 03, 2005 
Qata 

SURVEYOR CERTIFICATION 

/ A a n t v cmrUfy I/»aI ( V w d loosfkm K M 
• » « •» Ja«t « - » JMa&Ual / M 4 «/ 
aataal «-»4» ft, . . . „ « „ < | . , ^ 
•"•"rat***, *«at I*" im t« (rw mmi 
« ™ r ra f *» »a>t » / my tutar. 

MARCH 17. 2005 
LA 

to* 
Received Time Aug. 17. 1: 13PM 



.08/17/2005 WED 14:14 FAI 432+683+6847 Samson Companies 

1S2S H. FWK Dr., Hottw, HM 882*0 
District, IT 

1301 M7. Cban4 Av*. ,ArU!i* ,NMW210 

PltTflCtlg 

1000 Kla BruoS Rd.*. JUttC. NM 87*10 

Dktr i r t . IV 
1330 S. StEfamrit Dr. , £«rtA F«,ITlA 
87J05 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe. N M 87505 

FormC-101 
Permit 8549 

APPLICATION FOR EERMFT TO DHJXL 

Operator Hgfie md Address 

CHESAPEAKE OPERATING, INC. 
PO Box 11050 
Midland, TX 79702-8050 • 

OOKE> Number 

147179 

API Number 
30-02S-3714O 

Property Cod* 
34698 CATTLEMAN 4 STATE COM 002 

Surface Location 
UL or Lot 

D 
Section 

4 

W - . i - — — • — • * — -

! Township I Lot Bo ! N / 3 L i n t 

; 21S j 35E j _ 4 j 990 j N 990 j W 1 
_ 1 

Courdy 

Lea 

Proposed Pools 
[OSUDO ;MORROW, SOUTH (GAS) 82200 

W o * T y j * ; C^le/RotJBqr 1 L c v t Type t •round. Levtl Eletmiaa 
NevrWaU i GAS j i Stole 3632 

1 CaffitMUE { 

N 11900 Morrow i i 04/15/2005 j ; 

Proposed Casing and Cement Program 
Tyj>» j | HoloSiaa |j Cajjg6Sjg_;[ Cains W»iglrt/ft j [ ~ Set ring: Depth )| Sĵ fcs of Cozrwnt Ertinutod TOC 

Surf 17.5 13J75 43 450 500 

40 •5400 1295 

Prod 8.75 55 17 11900 1265 4000 

Casing^Cement Program: Additional Comments 
13 3/8 csg.Croldw/Lead295 sx 35:65 P oz Cl C + additive s. Tail 205 sxCl C +2% Co.C12;9 5/8 csg.Cmidw/1160 KX50;S0 '• 
Poz C1C Tail 135 BxCLC;51/2csg. cmld w/1 st stg lead 250 sr 50;5O FozCLH. Tail 470 sx50:50PraCIH; 2nd Stage Lead! 
495 gx 50̂ 50 P oz CL H,2ndStage TailjOsx 50:50 PozClH> additives i 

Proposed Blowout Prevention Program 
;l ivsz Ji Working PitjJUtt ;| Tart Pressure \ [ M&nufachirtjr ;; 

il Annul or ...J -5000 ;| xioo ;| i: 

'i Double Rom. _J 5000 ;| 5000 ! 

I hereby certify thai the information given above ia true ; 
and compUto to tiie test of my "sno'WfcAge tmdlooHef. ) 

i 

Electronically SignedBy: BrendaCoSrtian j 

»*"- r— ~ — — . ~ . 

OIL CONSERVATION DP7ISION I hereby certify thai the information given above ia true ; 
and compUto to tiie test of my "sno'WfcAge tmdlooHef. ) 

i 

Electronically SignedBy: BrendaCoSrtian j 

:[ElectronicullyApproTedBy: PanlKautz 

I hereby certify thai the information given above ia true ; 
and compUto to tiie test of my "sno'WfcAge tmdlooHef. ) 

i 

Electronically SignedBy: BrendaCoSrtian j '(Tine: Geologist | 

Titlo: Regulatory Analyst i :{ApprovalDole: 03/21/2005 :|Expire.tionDate: 03/21/2006 i 
Dote: 03/18/2005 j Phone: 432-685-4310 j 

- . I 
: Conditions of Approval: 
! Mo Conditions : 

Rece ived Time Aug. 17. 1:13PM 



.08/17/2005 WED 14:14 FAI 432+683+6847 Samson Companies 8007/008 

District I 
1&2S S. Srahdi Dr., HebU. HM 882MI 
r>ijtfto.g 
301 D7. Qrmd Asr., Aot!it,HM2e210 
bi<ma m 
tOOO Sis Bruoc Rd., AXK. HM 87410 
District IV 
1520 S.SLFWttCis Oi., S«au.T«,15M 
8750.5 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe.NM 87505 

Form C-102 
Permit 8549 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

API Humber 

30-025-37149 

Piopeny Code 
34698 

0ORJD NO. 

147179 

PoolNtme 
OSUDO-MORROW, SOUTH (GAS) 

Propeny Nan* 
CATTLEMAN 4 STATE COM 

OpenUT Hum 

CHESAPEAKE OPERATINO, INC. 

Pool Code 
82200 

waitio. 

002 

QevKicm 

3632 

Surface A n d B o t t o m H o l e Loca t ion 

UL or Lot • 

D 
Stolen j 

4 213 35E : 
LetHn. ! FtatRom 

990 J N 

„ , ^ 

99D W 
Courty ;j 

Lea : 

310.8 
Jototorlrfill Ccâ sofiiSxitoa Cod* j 

i 
OrikrHo. ;j 

OPERATOR CERTIFICATION 

} hereby certify that the information contained herein is 
true and cornplete to the best of my knowledge and belief. 

Electronically SignedBy: Brenda Cof&nan 

Title: Regulatory Analyst 

Date: O3/I8/2005 

SURVEYOR CERTIFICATION 

S hereby certify that the well location shown on this p i at 
was plottedfrom f ie ld notes of actual surveys made by me 
or under my supervision, and that the same Is true and 
correct to the best of my belief 
Electronically Signed By: GaryEidson 
Date of Survey: 03/17/2005 
Certificate Number. 12641 

Received Time Aug. 17. 1:13PM 
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05/09/'2005 0B:05 FAX 432 887 4112 CHK MIDLAND "31002/003 

State of New Mexico 
DISTRICT t 
•OS PU I 

DISTRICT II 

DISTRICT m 
t o o * Ho Braae* M w . lot W u 

DISTRICT SV 

O I L C O N S E R V A T I O N D I V I S I O N 
1220 SOUTH ST. FRANCIS DR. 
Santa Fe, New Mexico 87505 

WELL LOCATION AND ACREAGE DEDICATION FLAT 

F o r m C - 1 0 2 
t av l nad l I D t t t U K 8 0 8 3 

ta A w a p r U t e DfaUfcit OKlea 
B U t a b u c - 4 C o p l M 

Fa* U M - 3 Oottfcn 

30-025-̂ 7lT9 Osudo ;Morrow, South ^GasT* 

CATTLEMAN 4 STATE COM 
VoU Kttmfaar 

2 
OCBtD Ko. 

147179 
opomtor S i n 

CHESAPEAKE OPERATING, INC. 
D m t i e a 

3632' 

Surface Location 
UL a r l o t Ko. 

4 

Soction 

4 

Tasmakl» 

2 1 - S 
• a a a * 

35-E 

Vast fe*tn. tba 

990 
t tar tVSnaf ib . l i as 

NORTH 990 

K o s t / V a t U n * 

WEST LEA 

Bo t t om Bole Locat ion U D i f f e ren t F r o m Surface, 

I I I . o r l o t Ma. Soottoo TesaAMp l a t M B ( f a n s / B o o t h Hoc t M t f r o m t h * B k M / V a t Una Co*trty 

0«mkvtU4t U M 

320 
Jotbt OX b U U Order Mo. 

KO ALLOWABLE XCtLL BB ASSIGNED TO THIS COMPLETION UNTO. ALL INTERESTS HAVE BEEN CONSOLIDATED 
OR A HON—STANDARD UNIT HAS BEEN APPROVED BY THB DIVISION 

LOT* 

JSSL. 

T 
37.75 »C 

LOT S 

I f f / 3 j LOT 2 " 

37-69 AC. 
LOT E 

f I 
1 37.71 AC. I 

| \ " ' 7 | 

40 .OO AC. |4O.0O_AC- L j _*O00 AC. I 
' L O T 17 i m U LOT f o 

I t I 
« . 0 O J C . I 4 0 J » AC { 40.00 AC. I 

LOT O j lOT l « ( LOT i 5 ~ f 

I t I 
AC- <Q-^Q AC. . 40.00 AC. 

LOT 1 

37.78 Afi 

tor a 

*o oo AC. 
itn o "" 

4O.00 AC 
LOT t e " 

40.00 AC. 

GEODETIC COORDINATES 
NAD 27 NUE 

Y~554033.4 N 
X=794635.2 E 

LAT.^32-31'10.25' N 
LONG.^103-22'33.90' W 
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Regulatory Analyst 
TUIa 

May 3, 2005 
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Basin surveys 
P. 0. Box 1786 
Hobbs, NM 88241 

Invoice 
DATE INVOICE NO. 

3/10/2005 5206 

BILL TO 

Chesapeake Operating 
P.O. Box 548806 
Oklahoma City, OK 73154-8806 

ITEM DESCRIPTION QTY RATE AMOUNT 

Crew Time 
Mileage 
Drafting 
GPS 

Survey the K F 4 State #1 well location in Sec. 4, 
T-21-S, R-35-E, Ua Co., NM 

Field Survey 
Travel for crew 
Draftsman 
GPS 
NM sales tax 

A J [.AU/I 

4 
30 
3 
3 

80.00 
0.50 

50.00 
50.00 

5.375% 

320.00T 
15.00T 

150.00T 
150.00T 

34.13 

We appreciate your business!! Thank you. JL T 11 \ f l V J 

$669.13 

Samson Exhibit fp[ 
NMOCD Case Nos. 13492/13493 
Submitted 8/10/06 



THIB IS NOT AN INVOICE 

SUNBELT OILFIELD SUPPLY, INC. TX-7529 

2301S.Ofe 
P.O. Box 82496/ Oklahoma City, OK 73148 04/19/05 
Phone (405) 632 3444 Fax (405) 632 1471 OA™ 

Chesapeake Operating B M , P T O : KFSt*t*4#l 
County, KM 

cuaTomeirs OUR ORDER DATB SHIPPED CHIPPED VIA COLLECT PREPAID TERMS SALESMAN 
ORDER MO. wa Snnbdt Jo* 

ITEM 

-KUBBEJL 
QUANTITY DESCRIPTION PRICE DISC MET PRICJS 

2 
3 
4 
5 

Casing Head, HP, C-22,13-5/8" 3M x 13-s/F 
SOWWTLPO MRC# 5BT-U56-29 (N) 
Bwll Plug, 2" LP XXH, solid 
Nipple, 2" LP XXH.«" long 
Ball Valve, AOF, 2" LP 2M 
Ring Gasket, R-37, OS 

Sab Total 

, RECEIVED BY 

DELIVERY TICKET 

2mm 
14.05 
15.03 

36.26 

2333.09 

J>ATS RtCelVCD 
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D E L I V E R Y ^ T I C K E T 

Sold To: 

Address:. 

602 Tatum Highway 
Lovington, NM SSSGO 

(SOB) 

Date:_ _,20. 

Location:. KF l l 4 * 1 w* LOO /n*>U ice PO#_ 
No. PACKAGE P R O D U C T QUANTITY PRICE 

J3L 
AMOUNT 

3<?t PROPANE 3 UN 1075 PG I 1 
GASOLINE 3 UN 1203 PG 

FUEL OIL / DIESEL 3 UN 1202 PG 111 

KEROSENE 3 UN 1223 PG III 

L3L 

ml 
EXCISE TAX 

SALES TAX 

Accepted By> 

Delivered By 

T O T A L 

°SSST N? 027838 
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P&D PETROLEUM, INC. 
602 TATUM HIGHJJiA^ 
LOVINGTON iWS8Z60^ 

Phone (505) 396-4822 Fax : (5D5) 396-6276 

CHESAPEAKE OPERATING, INC. 
ATT; ACCT. PAYABLE 
P O BOX 548806 
OKLAHOMA CITY OK 73154-8806 

Date 
Due Date 

INVOICE 

WATER WELL-600-O-2637 
BOOSTER-700-244759 

Via FOB Terms 
0/ 0/ N30 

Your# Our# 
27838 

Rep. 
HH 

Description 
Item Number 

PROPANE - LPG 

PAST DUE BALANCES WILL BE 
CHARGED INTEREST OF 1.5% PER MONTH. 

'THANK YOU FOR YOUR BUSINESS.. 

Ordered 
Measure 

Shipped 
Backordered 

Unit Price 
Discount % 

Extended 

1.4900 

REC'O 

CHESAPE ftgfcPPERflTINfl 

DRILLING • gnWYLIPT---?fe>& 
O P W J O D EXPENSE WIO D 
('•"AGILITIES D P&A 0 
OPERATING EXP• SURFACE R&M D 

DOWNHOLE R&M O 

AfE NO 2^*7 

WELL 

LINE ITEM 

FOSEMA 

SUPT DATE. 

WGR .DATE. 

Ti5i 

Sub-Total 
TAX 
TOTAL 

1937.00 

JUN i i ACCT8 PAY 

1937.00 
128.33 
2065.33 

Net To Pay: 2065.32 
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M a r k L a u e r 

From Rita Buress 

Sent; day, April 26, 2005 2:40 PM 

To: Mark Lauer 

Subject: FW: Chesapeake's KF St. -4-

Please can me back about 'his. I've reviewed ihe files and talked to our attorneys and we'd like to go ahead here 

From: Leo Gallegos 
Sent: Tuesday, April 26, 2005 1:57 PM 
To: Rita Buress; Tim Reece 
Cc: Marlin Garrett 
Subject: Chesapeake's KF SL. -4- n 1 

Fioyd Steed, cur foreman in the Osudo area, inspected the subject location today and reported that the location is built, reserve pit 
is built and being filled w/ water, conductor pipe is set. It looks like they can move a rig in anytime. He checked the sheet on the 
well stake to make sure it is the well we are talking about. 

it looks like we need to hurry and get some sort of injunction against Chesepeake. 

Leo Gallegos 
Samson Resources 

Office (432) 686-6309 
Cell (432) 661-6868 
Home (432) 684-6149 

26/2005 

Samson Exhibit hO 
NMOCD Case Nos. 13492/13493 
Submitted 8/10/06 
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Original Message 
From: Mike Hazlip 
Sent: Thursday, April 14, 2005 8:35 AM 
To: Tom Ward 
Subject: Kaiser Francis and our KF 4 State #1 well, Section 4-21S-35E, Lea County, New Mexico 
Tom, just thought you should be made aware of a situation in Lea County where Kaiser Francis, 
Samson and Mewbourne are involved. The captioned section is an elongated correction section and 
Chesapeake has an interest in what would be plat units A through H and T, S, U and V. We have 
wells staked and permitted in a laydown 320 on plat units Q, R, S, T, U, V, W and X. We also have 
wells staked and permitted on standup 320s in plat units A, B, G, H, J, I, O and P and on plat units C, 
D, E, F, L, K, M and N. 
Chesapeake proposed the KF 4 State #1 well 660' FSL & 990' FEL on the unit platted Q through X 
(the laydown 320) to Kaiser-Francis who would have a 43.75% working interest in the proposed unit 
and to Samson who would have a 6.25% interest. When Lynda called Kaiser-Francis to discuss their 
election, Kaiser told her that Mewbourne had proposed a well in a standup 320 consisting of I, J, O, 
P, R, Q, W and X. Their well was not permitted but they obviously intend to hook up with Mewbourne 
and do battle with us here. 
A well desperately needs to be drilled here quickly as Mewbourne's Osudo 9 State Com #1 well (in 
which we own 50%), located directly south of our proposed KF 4 State #1 well, is producing 252 BO 
and 16.95 MMCFG @ 2100# FTP. It seems odd to me that Kaiser would take the position that they 
have here because all this will do is delay an offsetting well from getting drilled and that is primarily at 
the expense of Kaiser-Francis since we and Mewbourne are already in that well 50/50.1 guess 
Mewbourne gains from having Kaiser hook up with them so that we have to go to pooling at the 
NMOCD in order to get this well drilled, which delays us considerably. I understand why Mewbourne 
is pulling this delay tactic, but I don't understand why Kaiser-Francis would slit their own throat here in 
order to do a favor for Mewbourne. Their landman said that they owed Mewbourne a favor, but seems 
odd they would sacrifice their own offset interest to do Mewbourne a favor. 
We should prevail in a fight for the unit and for operations because we first filed the permit in the unit 
and we have standing to do so. I'll be surprised if we lose this one, but we are being delayed by K-F 
and Mewbourne and with the delay, we and Kaiser Francis both lose production. 

This email (and attachments if any) is intended only for the use of the individual or entity to which it is 
addressed, and may contain information that is privileged, confidential and exempt from disclosure under 
applicable law. If the reader of this email is not the intended recipient, or the employee or agent 
responsible for delivering this message to the intended recipient, you are hereby notified that any 
dissemination, distribution or copying of this communication is strictly prohibited. If you have received this 
communication in error, please notify the sender immediately by return email and destroy all copies of the 
email (and attachments if any). 
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