‘ heS aeake Lyndz F. Townsend, CPL/ESA
A Senior Landman
HNatwal Gas.
Natural Advanrages.

April 4,2005 .

VIA UNITED PARCEL SERVICE

Mr. Jim Wakefield

Kaiser Francis Oil Company
6733 South Yale Avenue
Tulsa, OK 74138

‘Re: Chesapeake's Prop&sed KF State 4 #1
812 Section 4-218-35E
Lea County, New Mexicg

Dear Mr. Wakefield:.
Pursuant to Chesapeake Operating, Inc.'s proposal on behalf of Cheéapeake Exploration
Limited Partnership (“Chesapeake”) daled March 9, 2005, enciosed is Chesapeake's

standard operaling agreement. Please sign and returmn the signature pages to my attention
and the address below.

Should you have any questions please give me a call.

Very truly yours,

Chesapeake Operating, Jhc _
”~
j L rumolmol_

Lyndé . Townsend

Enclosures

W:PermianiOperated Wahls\KF State 4 a1 \JCA\?mnsmhlal Letters doc

Chesapeske Fac-gy Corporation
6100 i¥. Westen Ave, » Oklthoma City, OK 7311F + 0. Box 18496 » Oklshoma City, OK 73) 54-0496
A0S 8799414 » fax 405.767.425) » hownsend @ chkenergy.com

[ I RN TS

OIL CONSERVATION DIVISION
Case # 13492&13493 Exhibit No.__
Submitted By:

Chesapeake Inc.

Stipulated Exhibit I ; ) Hearing Date: August 22, 2005
NMOCD Case Nos. 13492 / 13493

s
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CUSTOMER ID (IF NECESSARY) Wakefield, JIm
COMPANY NAME Mr. Jim Wakefield
ATTENTION Kalser Francigs Oll Company

ADDRESS (STREET ADDRESS ONLY -NO P.0. BOX)

6733 South Yale Avenue

CiTY Tulsa STATE oK ZiP 74136

PHONE # {918) 491-4510 RESIDENTIAL DELIVERY Y @

SERVICE TYPE (PLEASE CHECK ONE)
DOMESTIC SERVICES:

~ 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)
3 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 ?EUM?Y
~ SENDER Sara Caldwell

APPROVED BY d;{‘.{ua{a .ﬂ / L2006l

CONTENTS: KF State 4 #1 JOA
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Chesapeake Lynda F. Townsend, CPL/ESA

Narural Gas.
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

512 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 retum the signature pages to my attention
and the address below.
Should you have any questions please give me a call.

Very truly yours,

Chesapeake Operating, Inc.

Lynda F. Townsend

Enclosures

W:Permian\Oparated Wells\KF State 4 #10ATransmitlal Letters.doc

Chesspeake Energy Corporation
6100 N. Wesizm Ave. » Oklahoma City, OK 73116 » P.O. Box 18496 + Okishoma City, OK 73154-0496
405.879.94}4 « fax 405.767.4251 » Jiownsend @ chkencrgy.com
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CUSTOMER iD (IF NECESSARY) Reece, Tim
COMPANY NAME Mr. Tim Reece
" ATTENTION Samson Resources Company

ADDRESS (STREET ADDRESS ONLY - NO P.0O. BOX)

200 N Loralne, Suite 1010

CITY, Midland STATE X ZIp 79701

PHONE # {432) 686-6312 RESIDENTIAL DELIVERY Y @
SERVICE TYPE (PLEASE CHECK ONE}
DOMESTIC SERVICES:

N 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 O} RY

SENDER Sara Caldwell, /
APPROVED BY (g){/,md?a,kgj / Jrumdbmnet.

CONTENTS: KF State 4 #1 JOA
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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,

Township 21 South, Range 35 East, Containing 320 acres, more or less, NMIPM

COUNTY OR PARISHOF Lea County STATE OF New Mexico

Well Name: KF 4 State #1

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD., FORT
WORTH, TEXAS, 76137-2791, APPROVED
FORM. AAPL. NO. 60 - 1982 REVISED
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AAPL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT
THIS AGREEMENT, entered into by and berween ___ Chesapeake Exploratiop Limited Partnership =~
hereinafier designated and
refecred 10 as “Operator”, and the signuiory party or parties other than Op 3 hereinafter seferred to individuslly herein
s “Non-Operator”, and collectively s “Non-Operators™.
WITNESSETH:

WHEREAS, the parties 1o this apreement are owners of oil and gas lezses andlor ofl and gas interests in the land id:n!iﬁgd n
Exhibit “A”, and the partics hereio have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas o the extent and as hereinafier provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shall have the meenings here pscribed to them:

A. The term “oi! and gas” shall mean oil, gas, inphead gos, gas d and all other liquid or gascous hydrocarbons
and other markctable sub produced th ith, unless an intent to limit the inclusiveness of this term is specifically stated,

B. The terms “oil and gas least™, “lease™ and “Icaschold” shall mean the oil and pes leases covering tracts of iand
lying within the Confract Aree which are owned by the panies to this agreement. '

C. The lerm "oil and pas interesis™ shall mean unlkased fec and
Contract Ares which are owned by parties to this agreement.

D. The term “Conwact Area” shall mean all of the lands, oil and gas leasehold interests »nd oil and gas interests intended 10 be
developed and operuted for oil and gas pury under this &g Such lands, oil and gas lessehold interests and oil and gus interests
are described in Exhibit “A™. ’

E. The term “driling unit” shall mean the arca fixed for the drilling of onc well by order or rule of eny state or
federal body heving authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as cswblish-
ed by the patiern of drilling in the Contract Area or as fixed by txpress agreement of the Drilling Parties,

F. The term “drilisite” shall mean the oil and gas lezse or inlerest on which 2 proposed well is to be located.

G. The terms “Drilling Party” and “Consenting Party” shall mean 2 perty who nagrecs o join in and pay its share of the cosi of
any operation condurted under the provisions of this agreement.

ts in wacts of land lying within ‘the

H. The terms “Non-Drilling Pany” and “Non-Consenting Party™ shell mcan a party who clects not to panicipate
in a proposed operation, 4
Unless the context otherwise clearly indicates, words used in the singular include the plural, the ploral includes the
singular, and the neuter gender includes the masculine and the feminine.
ARTICLEIL
EXHIBITS
The following exhibits, as indicated below and hed hereto, are incorp d in and made 2 part hercof:
@ A Exhibit “A™, shall ioclude the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, il any, &s to depths, formations, or substances,
(3) Percentapres or fractional interests of parties to this agreement,
4 O4l 'ds 3 sndloroil-und i ;.l' 4 ter thi. 5
(5) Addresses of parties for notice purposes.
O  B-EBxhibit*B; Ferm-ol-Lease:
C. Exhibit “C™, Accounting Procedure.
D. Exhibit “D", insurance,
B Exhibit "E”, Gas Balancing Agr+=ment.
F. Exhibit “F”, Nea-Diseriminstianund-Corification-of Non-Segreputed Favilities: Mcmorapdum of Operating Agreement.
If any provision of any exhibit, except Exhibits “E” end~2G®, is inconmsistent with eny provision contained in the body
of this agrecrment, the provisions in the body of this agreement shall prevail.
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AAPL. FORM 610 - MODEL FORM GPERATING AGREEMENT - 1982

ARTICLE )ik
INTERESTS OF PARTIES

A.  OIf and Gas Interests:

If any party owns an oil and gas interest in the Comact Area, that micrest shall be trcated for all purposes of this agreement
3nd during the term hereof &5 if 1t were covered by the form of cil and gas lease attached hereto as Exhibit “B", and the owner thereof
shall be deemed 10 own both the Toyalty intercst reserved in such izase and the interest of the lessee thercunder.

B. Inmterests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
- paid, and all equip and materials Bequired in operations on the Contract Area shall be owned, by the parties a5 their inlerests are sel
forth in Exhibit "A™. In the sw Lmrnzt. the panies shall also own alt production of oil and gas frem the Contract Atea subjert 10 the
v "V.
" L

. as prpvi L " B e
payment of ,‘vlw'v hioh-chall-be-b hes-sineBersotfovth,

R £ w2l N bhich + a‘; hi 1k 4 1h 1 ( dlor 351 nLﬁu H () F to—OR— ‘h—nv“n* v lt} iz due-—and
o Ot AR Ty 'l 4 H £ail P From-tha-Contragi—A Lall b —ohal- - deli:
pavable—-esach-pary-entitled— -of-p ot £ 4 bear—ond-shol-ps—erdel
10-be-poid At d-io-the o Hs-Hht . h-prod son—th y Ity " 1ot and bapainah. ané-shol--heid-the
s 1ahils N L h\) a1l aror-bhe- INPER Y b hiok . s d
ather-parties—{rue—from-anytiability pary P he> = -pros -highar P
U P i1 and Al b ol Y S auld—d 2 d
by hrparey— - stiet —pareyts-d o4 T PRy oYty
. I +aak BEes-Bacie—the ot b 1h L d—i hall b 3y "’ ] Lo baased, 2k atabda ¢
eee high —the—pasty u-th ¢ aeldit
Nothing contained in this Article lI1.B. shall be d d an pssigl or cross-assig of covered hereby.
C—F Revaliec-O i Rasaled A Onhas B,
Gr eesiR erridieg-Rey iy
Unless—eh d—brnth £ th eSO BTy X d horob bieci—t )
1 ’g [k e & B ny 7 b d y Phidr Al
d Juet thorbusd d x £ the Jated—in-Asicle N1 such-nary
EFOY ey P P P P B PAFY
b 0] bchall a.al b 11, . ANH 3 chall & 5 H-bald th by 'Y Lo—h 1) Fre
il 13 B Y-SR Parmo! Yy
a-all-al 1 €l Aa-fc CRY el Y Bued.
and: pay g = s

D. Subseguently Crested luterests:

If ony party should bereafter create en overriding royalty, production payment or other burden payable out of production

awributable to its working interest hereunder, or iff such a burden existed prior to this agreement and is not set forth in Exhibit “A™, or

s not disclosed in witing 10 alt other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
s or dges hot nﬁnnr of n:r:grg o &c records of the count 'ln \\ﬁcﬁn ¥ 2% parties, Jointy &
the | ont’ratft rez I5 Jogated prior to the ggcnlﬂon of this Apreement ) X .

accepted obligation of all parties / (any such interest being hercinalter referred to as “subscquently created interest” imespective of the

timing of its crealion and the party out of whost working interest the subsequently created interest is derived being hercinafter referred

10 as “burdened party™), and:

1. If the burdened party is sequired under thic agreement 1o assign or relinguish 1o eny other party, or pamics, &l or 2 portion
of its working interest snd/or the production artributable therets, said other party, or partics, shall receive said essighment andior
production free and clear of suid subsequently created interest and the burdcned party shell indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asseried by owners of the subsequently created interest;

and,

2. I the burdencd panty fails to pay, when duc, its share of expenses chargeable hereunder, sl provisions of Article VILB. shal} be
enforceable against the subsequently created iuterest in the same manner es they are enforceable against the working intciest of
the burdened party.

ARTICLE IV.
TITLES

A. Titie Examination:

PFOF
ineParti inl . heH-be-tnck —the-k Alor_ail - ey N " N
theD+illing. equest: sheH-be-mmade-on a and Dy Loy

B oF-p De-tnelad-

coptract lands.
Title cxamination shall be rmade on the 7 dﬂH’.l“*vf y dvellpriost £ drithing .- i€

od—-the-drithng-uait d—cueh—eol: The opinion will include the owncrship of the working interest, minerals, royalty, overriding
soyalty and production payments under the applicable fcases. At the 1ime & well is proposed, each party contributing leases andor oi! and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish 1o Operator all sbstracts (including federal lease status
reports), tile opinions, tille papers and curative matcrial in its possession free of charge. AN such information not in the possession of or
made available to Operator by the partjes, but y for the ination of the title, shall be obtained by Operator. Operator shall
cavse lille 1o be examined by etiorneys on its st2f or by cutside anomeys. Copies of all title opinions shali be farnished 1o cach pany
hercre, The cost incurred by Operator in this fitle program shall be bomne 8s follows:

D Ontier. No_ I; Cos's ipcurred by Opemtor in procuring abstacts and title easmination {inciuding prelimisary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall be a pan of the administrative ovechead as provided in Exhibit “C”,
and shall not be a direct charge, whether performed by Opz=rator's saff artomeys or by outside zftomeys,

.2-
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ARTICLE IV
continued

and kease brokers
| Qp_ugn_&q,_a Costs incurred by Operator in procuring abstracts and fees paid outside attomeys / for title examination

(inciuding preli y, suppl I, shut-in gus royalty opinions and division ordes title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the otal interest of all Drilling Perties as such interests appear in Ex-
hibit “A”. Operotor shall meke no charge for scrvices rendercd by its siaff attorneys or other p 1 in the perf of the above

functions,

Each party shall be responsible for sccuring curative matier and poaling d or agr quired in cc
with Jeases or oil and gas interests conwibuied by such party. Operator shall be responsible for the preparation and recording of pooling
designations o1 declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling arders.
This shall not prevent any party from appezring on its own behalf a1 any such heanng. / Costs incurred by Operalor in procuriog

spacing and Pooling orders Including fecs paid outside attorneys shall be boroe by the Drilliog Parties.

No well shall be drilled on the Centract Arca uniil aﬁcr 1) the title to the drillsite or drilling unit has been examined as above
provided—end-{2}-the-title-has—buon—epproved-by-—the ing-atiomey—orsitle-has—b pe-buall-of-tho-paries-whe-arote-par
Hoipatetn-the-drtling-of the-well.

B. Lossof Title:

i. Failure of Title; Should any oil and gas interest or lease, or inteyest therein, be lost trough failure of tifle, which loss resulls in 2
seduction of interest from that shown og Exhibit “A™, the party contibuting the effected icase or imerest shall have nincty (30) days
from fine! determination of title failure to acquire 2 new fease or other instrument curing the entirety of the titte fuilurc, which acquisi-
tion will not be subject 1o Article VIILB,, and failing to do so, this agrecment, nevertheless, shall continue in force as to all remaining oil
and gas jeases 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 pasties any development or opersting costs which it sy have theretofore paid or incurred,
but there shall be no additional liability on its part tt the other parties hereto by reason of such title failure;

(b) There shall be no ref ive adj of exp incurrcd or Jevenucs received from the operation of the interest which has
been fost, but the inierests of he parties shall be revised on an acreoge basis, a5 of e Gme 1t is deicrmined finally that title failure has oc-
curred, so thut the interest of the panty whose lease or interest is alfecied by the title failure will thereafter be reduced in the Contract
Arca by the emiount of the imerest lost;

(¢) ¥f the proponionate intercst of the other paties hereto in any producing well theretofore drilled on the Contract Ares is
increased by reason of the title faihare, the party whose title has failed shalf receive the procesds sitributable to the increase in such in-
terest (less costs and burdens attributable thereto) unti] it bas been reimbursed for unrecovered costs paid by it in connection with such
well;

{d) Should any scrson not 1 party to this agreement, who is dclcmuncd to be the owner of any inferest in the title which has
feiled. poy in &ny manncr any pan of the cos! of operation, develop or equip such shall be paid 1o the party or panies
who bore the costs which are so refunded;

{c) Any lability to account to a third party for prior production of oil and ges which arises by reason of title failure shall be
bome bry the party or panies whose title failed in the same proportions in which they shared in such prior production; and,

(f) No charge shalt be made 10 the joint account for legal expenses, fees or salaries, in connection with the defense of the interast
claimed by any party hereto, it being the intention of the parties hereto that cach shall defend title 10 its interest and bear all expenses in
connection thercwith.

2. Loss by Non-Payment or Emoncous Payment of Amount Due: 1f, through mistake or oversight, any remtal, shut-in well
payment, minimum rovalty or royalty paymeat, is not paid or i ermoncously paid, and a5 a result & Jease of interest therein terminates,
there shall be no menetary liability against the party who failed to maie such payment. Unless the party who failed 1o make the required
peyment secures @ new Jease covering the same interest within ninety (90) days from the discovery of the failure 1o make proper payment,
which acquisition will not be subject 1o Aricle VIILB,, the intercsts of the parties shall be revised on an acrcage basis, cffective z5 of the
date of termination of the leese involved, end the pany who failsd 10 meke proper paymemt will no Jonger be credited witk an imerest in
the Contract Area on account of ownership of the lezse or interest which has terminated. In the event the party who failed 10 make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas siributable to
the lost intcrest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it

shall be reimbursed for unsccovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously dritled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

() Proceeds of oil and gas, Jess operating expenses, theretofore acerued to the credit of the Jost inicrest, on an acreage basis,
up to the amount of unrecovered costs;

{b) Procceds, less operating expenses, thereafler accrued attributable to the Jost imterest on 2n acteape besis, of that portion of
oil and gas thereafier produced and marketed (excluding production from any wells thereafler drilled) which. in the absence of such lease
termination, would be stiributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the cil and gas 10 be contributed by the other panies in proportion to their respective interest; and,

(c) Any monics, up to the amount of unrecovered costs, that may be paid by any party who is, ot beromes, the owner of the imerest
lost, for the privilege of participating in the Conrect Atea o1 becoming 2 party to this agreement,

of fitle
3. Qther Logses:  All losses / mcurved, other than those set forth in Anicles IV.E.l. and IV.B.2. abuve, sball be joint losses
and shall be porne by all panies in proportion to their interests. There shall be no wadjusiment of interests in the remaining portion of
the Contract Arca.
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AAP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V.
OPERATOR

A. Designation 2nd Responsibilities of Operator:

Chesapeake Exploration Limited Partuership, by and throngh Its agent Chesapenke ratipg, foc, ) shall be the
Operator of the Contract Area, and shall conduct and direct and have full connol of all operations on the Contract Arcs es permined and
required by, and within the Jimits of this agreement. It shall zonduct all such operations in & good and worikmanhike manner, but it shall
bave no lishility ss Operator to the other partics for losses sustained o liabilities incumved, except such o5 may resull from gross
or willful miscond

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

I. Resignation or Removal of Opemior Operalor msy resign at any time by giving written notice thereof to Non-Operators.
1If Operator termi its legal exi no longer owns ap interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Op shall be d 10 have sesigned wilhout eny action by Non-Op except the selection of a sucz Operatar
may be removed if it fails or refoscs W carry owt its duties hercunder, of beeomes insolvent, bankrupt of is placed in reccivership, by the
affirmative votc of two (2) or more Non-Operators owning 8 majority interest based on ownership as shown on Exhibit “A” remaining
after excluding the voting interest of Op . Such resignation or ! shall not bz effective until 7:00 o'clock AM. on the

first dey of the calendsr month following the expiration of ninety (90) days aler the giving of notice of resignation by Operator or action
by the Non-Op 1o remove Op , uhless a Operator has been selected and assumes the duties of Operalor w: an earlier
dale. Operator, after effective dale of resignation or temoval, shall be bound by l?z \cm:s h:raol' 25 a Non-Operator. A change of a cor-

porate name or structure of Operator or transfer of Operator's interest (o any / smg-e idiary, parent or corporztion shall not
be the basis for removal of Operator.

2. Selection of Successor Operator; Upon the resigoation or temoval of Operator, o successor Opetator shalt be sclected by
the parties. The Op shal) be sclected from the parties owning an interest in the Conwact Area at the time such svecessor

Operztor & selected. The successor Operator shall be seleeted by the affirmative voie of two (2} or morc parties owning 2 majority intercst
based on ownetship as shown on Exhibit “A™, provided, however, if an Operator which has been semoved fails to vote or voies only 1o

succoed itself, the successor Operator shull be selected by the affirmative vote of two (2) or more parties owning @ majority interest based
on owncrship as shown on Exhibit “A™ rermaining fier excluding the voting interest of the Opcrator that was removed.

C. Employees:

The number of cmployees used by Operator in conducting operations hereunder, their selection, snd the hours of lebor and the
compensation for services perf d shall be d ined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on 8 compzlitive contract basis at the wsual mates prevailing in the area. If it so

desires, Operator may employ its own tools and equipment in the drilling of wells. but its charpes therefor shaﬂ not exceed the prevailing

rates in the area and-the-sateofsuch-ehurgosshall-be-agresd-upon-bythe pust itinu-bofore-drilling pos d and

such work shall be performed by Operator under the same terms and conditions as are customary and usudl in the arca in contracts of in-
dependent contraclors who are doing work of s simiiar nature.

ARTICLE V1,
" DRILLING AND DEVELOPMENT

A, Joitial Well:

Or or before the 1st day of May . 2005, Operator shell commence the drilling of a well for
oil and pas at the following location:

660" FSL & 990' FEL Section 4, Township 21 South, Range 35 East, NMPM, Lea County, New Mexico

and shall thereafier continue the drilling of the well with due diligence 1o & depth of 12,100 feet or 2 depth sufficlent, in
Operator’s sole opinion, to adequately test the Morrow formation
unless granite or other practically imp ble sub or dition in the hole, which renders further drilling impractical, is en-

countercd Bl a Jesser depth, or unless all partics agree 10 complete or abandon the well ata lesser depth,
Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and

gas in quantitics sufficient 16 test, unless this agreement shall be limited in its sppiication to & specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agrecment may apply.

-4-
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ARTICLE V1
continued

If, in Opuralor’s judgment, the well will not produce oil or gas in paying guantitics, and it wishes 1o plug and sbandon the
well a5 a dry hole, the provisions of Anticke VI.E.1, shall therecfter apply.

B.  Subsequent Operations:

1. Proposed Opemtions; Should any panty herew desirc 1o drill eny well on the Contract Arca other than the well provided
for in Article VLA, or 1o rework, decpen or plug back # dry hele drilied at the joint expznse of all panies or a well joinily owned by ali
the parties nnd not then producing in paying quantities, the party desiring 1o drill, rework, decpen or plug back such a well shall give the
other parties written notice of the proposed operstion, specifying the work 1o be performed, the location, proposed depth, objective forma-
tion 2nd the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days afier receipt of the notice
within which to notify the party wishing to do the work whether they elect o participate in the cost of the proposed operation. If & drill-
ing rig is on location, notice of o 110 rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (38) hours, ?g:guswe of Saturday, Sunday, and lega) holidays. Failure of a party receiving such notice 1o reply within
the period above fixed shall constitute an election by that party not to panicipate in the cost of the proposed operation. Any notice or

: given by telephone shall be p

P

ty confirmed in writing.

If all parties elect 1o participaie in such a proposed opcration, Operator shall, within niscty (90) days afier expiration of the notice
period of thiny (30) days (or as promptly es possible aftc: the cxpmuon of the forty-eight {4R) hour period when a drilling rig is on Joca-
tion, as the case may be), actually the proposed * and plete it with duc diligence at the risk and expense of all par-

tics herelo; provided, h T, said date may be extended upon writien notice of same by Operator (o the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additions! time is bl ¥ 10 oblain

permits from governmenial authorities, surface rights (including rights-of-way) or priste drilling squipment, or 1o complete title ex-

armination or curative matter required for title approval or Notwi ding the force majeure provisions of Anicle X1, if the

P

sctual operation has nol been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still destres to conduct s2i¢ nperation, wrillen nofice proposing same must be resubmitied to the other partics in secor-
dance with the provisions hereof as if no prior proposal had been made.

2. Opemtions by Less than Al Pagties; If any party receiving such notice es provided in Anicle YI.B.J, or VILD.1. (Option
No. 2) elects not to panticipate in the proposed operation, then, in order to be entitied 10 the benefits of this Amicle, the party or parties
piving the notics and such other panies 23 shall clect 10 panticipate in the operation shell, within nincety {(90) deys sfier the expimation of
the notice period of thirty (30) days (or a5 promptly &s possible afier the expiration of the forty-cight (48) hour period when a drilfiog ri is
on loca:on, as the case may be) actually commence the proposed operation * and plete it with due diligence. Operator shall pesform alt
waork for the account of the Consenting Partizs: provided, however, if no drilling rig or other equipment is on Jocation, and if Operator is
2 Nan-Ci ing Party, the C ing Partics shall either: (1) request Oporator 1 perform the work required by such proposed opera-
tion fo; the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Ares pursuant to this Article VI.B.2,, shall comply with all termas and con-
ditions of this aprezment.

* Nothing contnined berein shall prohibit Operator or the participating parties from aclually commencing the propesed
speration before the expiratiun of the notice period por shatl the Liming of such commencement afTect in uny way the validity of &
party’s election or deemed clection.

I less than all panties approve any proposed operativm, the proposing party, immediately sfier the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the partics approving such op and its dation as
7 Jﬂﬂhﬂ the Conscniing Partics should proceed with the operation as propoesed. Each Consenting Party, within forty-eight (48) hours

om;l':::e of Saturday, Sunday and legal holidays) afier receipt of such notice, shall advist the proposing perty of its desire to (&) lirrst par-

ticipation to such pary’s interest as shown on Exhibit “A" or (b) camy its proportionate part of Non-Consenting Partics' interests, and
failure 10 advise the proposing perty shall be deemed an election under (a). In the event » drilling ti3 is on location, the time permitted for
such 2 response shall not exceed 4 total of forty-eight (48) hours (inclusivg of Sawrday, Sunday and legat holidays). The proposing party,
st its clection, may withdmw suck proposal if therc i insulTicient participation and shall promprly notify all parties of such decision.

The cotire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they krve
elected to bear same under the terms of the p ding paragraph. Ci ing Parties shall keep the leaschold esiates involved in such
operations free and clear of all liens end encumbrances of every kind created hy or ansing from the operstions of the Ce ing Pamies.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
solc cost, risk end expense. 1f any well drilled, reworked, decpencd or plugged back under the provisions of this Article resuMs in a pro-
ducer of oil and/or gas in paying quantities, the Conserfing Parties shall complete and equip the well 10 produce at their sole cost and risk,
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ARTICLE VI
continged

and the well shall then be tumed over 1 Operalor and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
n d: with the provisions of this Article, each Non-Consenting Party shall be d 4 to have relinquished 1o C ng Panies,
#nd the Consenting Parties shall own and be entitied to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and zhere of production thercfrom until the proceeds of the sale of such share, calculated st the well, or
market value thereof i such shese is not sold, (after deducting production taxes, excise taxes, royally, overriding royalty and other io-
terests not excepted by Article IILD. payable out of or mcesured by the producbon from such well accruing with respect [o such interest

until it reverts) shall equa! the total of the following:

500
(a) 400% of each such Non-Consenting Pasty's share of the cost of any newly acquired surface equipment nd the wellhead
connections (including, but not limited to, stock tanks, sep treaters, pumping equif and piping), pius % of each such
MNon-Consenting Party's share of the cost of operation of the well ang with first production and continving until cach such Non-
C ing Party's relinquished inmlerest shall revent to it under other provisions of this Asticle, it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that imerest which would have been chargeable 10 such Non-Consenting
Party had it paniicipated in the well from the beginning of the operations; and

() 500 % of that portion of the costs and expenses of driliing, reworking, deepening, plugeing back, 1esting and completing,
afier deducting any cash contributions received under Articie VITLC., and 500 % of that portion of the cost of newly acquired equip-

ment in the well (10 and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
panticipated therein.
An clection not to participate in the drilling or the deepening of 2 well shal} be d d an clection not to participate in any re-

warking or plugging back operation proposed in such 8 well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Furties of the Non-Consenting Party’s recoupment sccount. Any such
reworking or plugging back ducted during the p period shall be deemed pani of the cost of operation of said well
and these shall be added to the sums o bz recouped by the Consenting Pmics'yeono hundred percent {300%) of that portion of the costs of
the reworking or plugging back operation which would have becn chargeable to such Non-Consenting Party had it participated therein, If

P

such ¢ reworking or plugging back operetion is proposed during such recoupment period, the provisions of this Article V1.B. shall be ap-
plicable as b said C ing Parties in said well.

During the period of iime Consenting Paniies arc entitled 10 receive Non-Consenting Party’s share of production, or the
procecds therefrom, Consenting Panies shall be sesponsibie for the payment of sll production, sevemnce, excise, gathering and other
taxes, and sl} royalty, overriding royalty and other burdens applicable 10 Non-Consenting Parry’s share of production not excepied by Ar-
tick 1I1.D.

In the case of any reworking, plugging back or decper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, ali casing, tubing and other equipment in the well, but the ownership of all such equipnient shall semain unchanged; and upon
abandonment of & well afier such reworking, plugging back or deeper drilfing, the Consenting Parties shall account for all such equip-
ment 1o the owners thereof, with cach pany receiving its proponionale pant is Kind ot in veluc, less cost of salvage.

Within sixty (60) deys afier the pletion of any operation under this Anicle, the party conducting the operations for the
Consenting Patties shall furnish cach Non-Consenting Party with an i y of the equip in and d to the well, and 2o
iternized statement of the cost of drilling, deepening, plugging back, esting, completing, and equipping the well for production; or, at its
option, the operating party, in liew of an itemized statement of such custs of opezstion, may submit s detsiled statement of monthly bill-
ings. Bach monih thereafier, during the time the Consenting Parties sre being reimbursed as provided above, the party conducting the
operations for the Consenting Patties shall furnish the Non.Consenting Perties with an itemized statement of all costs and labilities in.
cursed in the operation of the well, together with a statement of the quantity of oil and pas produced frem it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month In determining the quantity of oil and gas
produced during any month, Conscnting Parties shall usc indusuy acrepted methods such s, but not limited 10, metcring or periodic
well tests. Any amount reatized from the sale or other disposition of cquip newly acquired in jon with any such operation
which would have becn owned by & Non-Consenting Party had it participated therein shall be creditcd agginst the towl unrciurned costs
of the work done and of the equipment purchascd in determining when the interest of such Non-Consenting Party shall revert 1o it as
above provided; and if there is & credit balance, it shall be paid 1o such Non-Consenting Party, '
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ARTICLE Vi
coatinued

f i i g inqui ingrest the amounts provided for above,
If and when the Consenting Parties recover from 2 Non-melghe?%r:g\ 5:%15 “t':hnq:‘léhﬂ‘ é‘% ?'r\g Ry :éfr‘ 0 D'il}”v

the relinguished intzrests of such Non-Ci ing Pasty shall I}y revert to 1t /, snd, from and after suc
Consenting Party shall own the same imierest in such well, the material and equipmant in or penaining therewo, and the production

therefrom as such Non-Consenting Party would have been entitled to had it paricipated in the driiling, reworking, deepening or plugging

back of said well. Thereafier, swsh Nop-C ing Party sheli be charged with end shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this ag snd the A ing Procedurc hed hercto.

Nowithstanding the provisions of this Article VIBZ2, it is agreed that without the motual consent of all panies, no wells :s!ﬂll
be completed in or produced fram a source of supply from which a well located elsewhere on the Contract Ares is producing, unless such
well conforms to the then-existing well spacing pahem for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Asticle YI.A.
except (a) as to Anicle VILD.1. (Option No. 2), if sclected, or (b) 25 to the reworking, dezpening and plugging back of such inin‘nl:wcll
after if has been drilied 1o the depth specified in Article VLA. if it shall thereafier prove to be a dry hole or, if initially conpleted for,pro-
duction, ceases to produce in paying quantitics: , or ( ¢ ) Operator propuses to recomplcte sdditional zones in any producing well drilled
under the terms of this Agreement. '

3. Stapd-Bv Time: When a well which hes been drilied or deepened has reached its authorized depth end all tests have been
complcied, and the results thereof fumished 1o the patties, stand-by costs intuncs pending respcnse to a party's nofice proposing a
reworking, deepening, plugging back or completing operation in such 2 well shall be charged und borme as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, of expiration of the resp tme permitted, whichever
g as 10 the icipating i of alt G ing Panies

first occurs, and prier to

p to the terms of the second pram-
matical paragruph of Article V1B.2, shall be charged 10 ard bome as psrt of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient panticipation, suzh stand-by costs shall be ali db the C ing T'arties in the proportion
each Consenting Party's interest as shown on Exhibit “A” bears to the total intercst es shown on Exhibit “A” of all Consenling Par-
fes.

4. Sidewacking; Except es hercinafter provided, those provisions of this ugreement applicable (o » “decpening™ operation shall
also be spplicable 1o any proposal to directionally convol and intentionally deviate a well from vertical so es to change the botiorn hole
locabor (herein call “sidetracking™), unless done 1o straighten the hole or to drill around jusk in the hole or because of other
mechanical difficulties. Any party having the tight to participaic in » proposed sid king operat that does not owp av interest in ‘th:
affected well bore at the time of the notice shall, upon electing to paniicipate, tender o the well bore owness its proportionate share (equal
to its interest in the sidewacking operation) of the value of that portien of the existing well bore 10 be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the sctusi costs incurred in
the initial drilling of the well down 10 the depth at which the sidetracking operation is initiated.

(b) !f the proposal is for sidetracking & well which has previously produced, reimbursement shall be on the basis of the well's
salvable marerials and cquipment dJown 1o the depth at which the sidetracking operation is initisted, determined ir. accordance with the
provisions of Exhibit “C", less the estimated cost of sulvaging and the cstimated cost of plugging and abandoning,

In the event that notice for 2 sidetracking operation is given while the drilling rig to be wilized is on Jocation. the Tesponse period
shall be limited 1o forty-cight (48) houm,’ym of Saturday, Sunday and legal holiduys; provided, howcver, any party may request and
receive up to eight (8) additional days afier expiration of the forty-cight (48) hours within which to sespond by paying for all stand-by time
incumred during such extend:=d response period. If more than onc party elects o ke such additional time 10 respond to the notice, sland
by costs shall be allocaled between the parties tzking additional time to scspond on a day-to-day besis in the proporiion each electing par-
ty's interest as shown on Exhibit “A” bears 10 the tota) interest s shown on Exhibit “A” of all the electing parties. In a)) other in-
stances the resp period (o a proposal for sidetracking shall be fimited to thirty (30) days. ’

C. TAKING PRODUCTION IN KIND:

Each perty shall take in kind or sepurately dispose of its proportionate share of all 6il and gas produced from the Cortact Area,
exclusive of production which may be used in develop and producing operati and in preparing and treating oi) und gas for
markering purposes and production unavoidably lost. Any extra expenditre incurred in the taking in kind or scparaie disposition by any
party of its proportionate share of the produciion shafl be bome by such panty. Any party \aking its share of production in kind shail be

.7-

réversion, sech:Non- -
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ARTICLE VI
continued

required 1o pay for only its proportionaie share of such part of Operator's surfuce facilities which it uses.

P " g i for_the—sale—ol et 1 duction—irem
Each-party—shalt Suekh f-erders—asn FRiay—be y-rOr-he—u s—nteF P
. . i . ol b eeieiad . dicoativts he " thereaf-{c
the-Contraot-Avca—and; Pt P & Asttele VIR —shal PR > & P e 108
Hs-share-efsil-production:

n the event any party chall fail 1o make the arrangements necessery to take in kind or separately dispose of its proportionate share of

the oil P pxo&uecd from the Conm :s, Opesator shall have the right, subject to the revocation at will by the party swning it, but not

the obligation, 10 purchase such onl or f:ll it to others at any time and from time to 1ime, for the account of the pon-taking party at the
best price obtainable-in-the-area for such production. Any such purchasc or sale by Operator shall be subject always o the right f the

owner of the pmducuon 1o exercise al any Lime s tight to take in kind, or separately dispose of, its share of all os ,‘ Dot prcvlous)y
delivered o u purcheaser. Any purchase ot sale by Operator of any olher party's share of oil shall be only for such reasopable periods of
time as Bre i with the mini needs of the industry under the panticular circumstances, but in no event for a period in excess
of one (1) year.

in the even! one or more parties’ separaie disposition of its share of the gas causes split-syeam deliverics 1o separate pipelines and/or
deliveries which on 8 day-to-day basis for any reason are not exactly equal 1o a party's respective proportionaic sharc of tolal gas sales to
be all d to it, the balancing or ing between the respective accounts of the partics shall be in aceordance with any gas balancing

agreement between the partics hereto, whather such an agreemnent is sttached as Exhibit “E™, o7 is # separzie agresment.
D. Access to Cobtract Area snd Information:

Each party shall have access 1o the Contract Area 3 a)} reasonable times, at f1s sole cost and risk o inspeet or observe operations,
and shell have access at ble times 10 infe jon pertaining to the develop or operation thereof, including Operator's books

and records relating thereto. Operator, upon request, shall ﬁ:r'l\'x;Lcﬂn:h f lhc :Lh:r &angd\:xg‘ oc:;;n:i :{l a!lé aor cpons . Tied with

govermnmental agencics, daily drifling reports, well ]ogs da ’ 0
soch—menth, and shall make available samples of any cures or r_umngs taken from any well drillcd on the Contract Area. The cost of
gath:nng and furmnishing mformation 10 Non-Opcrator, other than that specified above, shall be charged o the Non-Openator that re-
quests the Information. / Non-consentiag parties shall be denied access to the well location and well information until the non-consent

perlod has expired.
E. Abandonment of Wells:

1. Abapdonment of Dry Holes; Except for any well drilled or decpened pursuemi to Anticle VILB.2., any well which has been
drilied or deepened under the terms of this ag and is proposed 10 be pieted es a dry hole shall not be plugged and abandoned

without the consent of all parties. Should Operator, afier diligent effort, be unable to contact any panty, or should any pemy fail 1o reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and aband
such well, such party shall be deemed to have consented to the proposed abandosment. All such wells shall be plugged and abandooed in
accordance with applicable regulations end at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party whe objects 10 plugging and sbandoning such well shall have the right to toke over the well and conduct further
operations in search of vil and/or gus subject Lo the provisions of Anticle V1.B.

2. Abandonment of Wells that have Produced: Except for smy wel i which a Non-Consent operstion has been d i

bercunder for which the Conscnting Parties have not been Rully mmbursed as herein provided, any well which has besn completed as 1
r f}calf)lleﬂ In the cml of dnllmg the well

producer shall not be plugged and abandoned withowt the consent of all pnm: the well shall
be plugped and abandoned in accordence with applicable regulations and at the cost, risk and expense of all the panties hereto, If, witlun
tirty (30) doys afier receipt of notice of the proposed sbandonment of any well, all parties do not Bgree 1o the absndonment of such well,
those wishing to continue its operation frem the interval(s) of the formation(s) then open to production shall tender to each of the other
panies its proportionate share of the value of the weil's salvable malc?al and eguipment, determined i ;xordam:c wn& the ggvlsmns of

ure of & pam 1o make written
'] : bea runsen! m the 1’bzedonmem u v ;‘elh
BSSign

Exhibit “C", less the esii d cost of salvaging and the estimated cost og'p'uggcﬁ?ln
the non-zbandoning parties, without wamanty, express or implied, as to title or as to guanrity, or fitness for use of the equipment and
material, all of its interest in the well and releted equipment, together with its intercst in the leaschold estate as to, bu! only as to, the in-
terval or intervals of the formation or fonmations then open to production, If the interest of the abandoning party is or includes an oil and

gas inlerest, such party shall execute and deliver 1o the non-abandoning party or perties an oil and gas lease, limited 1o the interval or in-
tervals of the formation or formatons then open 1o production, for & term of one (1) year and so long thereaftes as oil and/or gas is pro-
duced from thie interval or intervals of the formation o: formations covered thercby, such lease to be on the form attached as Bxhibit
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ARTICLE V1
continued

“B". The assignments of Jeases 50 limited shall encompass the “drilling upit” upon which the well is loceted. The payments by, and the
assipaments or lesscs tu, the essignees shall be in 2 ratio based upon the rclationship of their respestive p ge of paricipation in the
Contract Ares 1o ihe aggrepste of the percentages of participation in the Contrazt Area of &il assignees. There shall be no readjustment of
‘{nterests in the remaining pontion of the Contract Aree.,

Therealer, abandoning parties shall have no further responsibility, Hability, or interest in the operation of or production from
the well in ‘hi interval or intervals then open other than the rovalties retained in any izase made under the terms of this Article. Upos-re-
M&u el ztlm“,al . . ORIy ;
quest, / Operaior shall continue to operate the assigned well for the of the g parties ar the rates and charges con-
plated by this ag plus any sdditional cost end charges which may arise as the result of the scparate ownership of the assigried
well. Uipon proposed aband of the produciag interval(s) assigocd or Jeased, the assignor or lessor shall then have the option 1o
sepurchase its prior interest in the well (using the seme valuation formula) and participate in further operations thercin subject to the pro-

visions hereof.

3. Abandonment of Nop-Consent Operstions: The provisions of Article VLE.1. or VLE.2 above shall be applicable as between
Consenting Parties in the cvent of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all partics having the sight to conduct further operations therein have been nntified
of the proposed sbandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
V1E.

ARTICLE VIIL.
EXPENDITURES AND LIABILITY OF PARTIES

A, Liability of Partiex:

The lisbility of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shal} be Jinble only for it preporionate share of the costs of developing and operating the Comiract Arca. Accordingly, the Hieas pranted

among the partics in Article VILB. are given 1 sceure only the debts of each severally. It is not the intention of the parties 10 creale, nor

shall this sgrecment be construcd s creating, o mining or other partneeship or association, of to render the pantics liable as parmets,
B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas nghts in the Contract Area, and 8 security interest in its share
of oit and/or gas when extracied and its interest in ail

quip to secure payment of its share of expense, together with imerest thereon
at the rate provided in Exhibit “C™. To the extent that Operator has & security interest under the Uniform Commercial Code of the
state, Operator shall be entitled 1o exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
wining of judgment by Opcrator for the sccured indebicdness shall not be deemed an election of rernedies or otherwise affect the lien
rights or sccurity intcrest as security for the payment thereof. In addition, upon default by any Non-Operstor in the payment of its share
of expense, Operator shall have the right, without prejudice to other tights of remedics, to collect fiom the purchaser the preceeds from
the sale of such Non-Operator's share of oil and/or gas until the smount owed by such Non-Opetator, plus interest, has been paid. Each
purcheser shall be entitled to rely upon Operator’s written staiement concerning the amount of any default. Operator grants a iike lico
and security interest to the Non-Dperators 1o sccure payment of Operator's proportionate share of expense.

If any panty fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Opemtor, the non-defaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proponion that
the interest of each such party bewrs 1o the imerest of al} such purties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated 1o the security rights described in the foregoing paragraph.

C. Payments and Acconutiog:

Except as hesein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and opcration of the Contract Area pursvant 1o this agreement and shall charge cach of the parties hereto with their respective propor-
tionsle shares upon the expense basis provided in Exhibit “C". Operator shali kecp an accurate recosd of the joint account heseunder,

showing expenses incurred and charges and credits made and seceived.

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

of their respective shares of the cstimated amount of the expense 10 be incurred in optrations hereunder during the next succseding
month, which right may be ised only by submission to each such party of an itemized of such esti d expense, 1ogether
with an invoice for its share thercoll Each such statement and invoice for the payment in advance of csti d shai] be subnutied

P
on or before the 20th dey of the next preceding month, Each panty shall pay 1o Operatot its proportiopaie share of such cstimate within

fificen (15) days after such estimate and invoice is received, Ii any party fails to pay its share of said estimate within said time, the amount
due shall bear interest 2 previded in Exhibit “C” until paid. Proper adjustment shall be made menthly between advances and acwual ex-
pense to the end that cach party shall bear and pay its proportionate share of actusl expenses incumed, and no more.

D. Limitasion of Expendirores:

1. Drill or Deepen; Without the consent of all panies, no well shall be drilled or decpened, cxcept eny well drilled or despened
pursuant to ¢ provisions of Article VILB. 2, of this agrecment. Consen: 10 the drilling or decpening shall inchude:
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ARTICLE VII
continued

0O Option No. 1. AN nccessary expenditures for the drilling or deepening, testing, pleting and equipping of the well, including
necessary tankage andior surface facilivies.

@ Option No_2: All necessary expenditures for the drilling or dee x ﬁﬂd testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results then:a ﬁmnskod the parties, Operator shall give immediate notice
10 the Non—Og‘cmar: whe have the right to participate in the pletion costs. The parties teceiving such notice shall have forty-eight
{(48) hours (/ exetusive of Saturday, Sunday nnd iegal holidays) io which to elect to peniicipate in the setting of casmg and the completion at-
tempt. Such election, when made, shall include copsent 1o all Y exp ‘for the completing and cquipping of such well, in-

cluding necessary tankape and/or surface facilitics. Pailure of any party receiving such notice 1o reply within the period sbove fixed shall
constimie an clection by that party not 10 participate in the cost of the completion anempt. If one or more, but less than all of the parties,
elect to set pipe and to atiempt 8 completion, the provisions of Anicle VI.B.2. hereof (the phrase “reworking, deepcning or plugging
back™ as contained in Anicle VIB.2. shall be deemed to include “completing™) shall apply to the op hereafy ducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shull be reworked or plugged back except 8 well reworked or
& plugged back pursuant to the provisions of Anicle VI.B.2. of this agreemeal Consent to the reworking or plugping back o 3 well shal
4 : 3 '

include all Y exp in ing such op and picting end cquipping of said well, including necessary tonkage
and/ort surface facilities.

3. Other Operatipns; Without the consent of all parties, Operator shall not undertake any single project rcasonably estimated
to require an expenditure in excess of Fifty Thousand Dollars (55€.600.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or p to this provided, howeves, that, io case of explosion, fire, flood or other sudden

4

emergency, whether of the same or different natre, Operator may teke such steps and incur such exp ag in its opinion are requi
10 deal with the emergency 1o safzguard lifc and property but Operator, as prompily &s possible, shall repont the emesgency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall fumish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of Fifty Thousand

Dollars ($50,000.00 ) but Jess than the amount first set forth above in this puragraph. / An AFE is an estimate ooly of costs and
in no way shali the exccution of an AFE limit the liability of any party.

E. Rentals, Shut-is Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royahies which may bt required under the terms of any Jease shall be paid by the
party or partics who subjected such lease to this agreement at its or their expense. In the cvent two or more portics own and have con-
tributed interests in the same lease (o this agreement, such parties may designate one of such panies to mzke said payments for and on
behalf of all such parties. Any party may request, and shall be entitied to receive, proper evidence of ull such pzymenis. In the event of
failure te make proper payment of any renwsl, shul-in well payment or minimum toyaity through mistake or oversight where such pay-
ment is requited to continue the leose in force, any loss which results from such non-peyment shall be bore in accordonce with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipaied completion of a shut-in gas well, or the shutting in or remsm 1o production
of 2 producing gas well, at least five (57 days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to 1eking such action, but assumes no liability for failure 10 do so. In the event of failure by Operator 1o so notify
Non-Operator, the loss of any Ieast contributed hereto by Non-Operator for [uilure 1o miske timely payroents of any shut-in well payment
shall be bome jointly by the partics hereto under the provisions of Anicle IV.B.3.

F. Taxes:

Beginning with the first calencar year afier the effective date hereof. Operator shall sender for 2d valorem taxavion all property
subject to this agrecment which by law should be rendered for such taxes, and it shall pay al! such taxes asscssed thereon before they
become delinquent. Prior 1 the rendition date, cach Nor-Operator shall furnish Operator informnation as to burdens (1o nclude, but not
be limited 10, royalties, overriding royalties and production payments) on leases and oil and ges inleresis conmibuled by such Non-
Openator. If the d valustion of eny leasehold estate 1s reduced by reason of its being subject 1o outstanding excess royalties, over-
riding royalties or production peyments, (he reduction in ad valorem tazes resulting therefrom shall inure to the bencfit of the owner of
owners of such leaschold estate, and Operator shall adjust the charge 1o such owner or owners so as to refiect the benefit of such redue-
tion. If the ad valorem taxes are based in whole of in pan upon separaic valuations of zach party's working interest, then norwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the partics hereto in accordance with the tax
value generated by cach party's working interest. Operator shal) bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit “C".

If Op 13 any tax improper, Op may, & jts discretion, prolest within the time and manner
prescribed by law, and prosccute the protest 10 & final deternination, unless all pariics agree to sbandon th: protest prior 1o final deter-
ination. Duting the pead

y of admini ive or judicial p dings, Operaior may clect 1o pay, undes protest, all such taxes and any
interest end penalty. When any such protesied assessment shall have been finally determined, Operator shall pay the tax for the jeint ac-
count, together with any interest and penalty accrued, and the totel cost shall then be assessed against the parties, and be psid by them, as
provided in Exhibit “C™.

Each party shall pay or cause 1o be paid ali production, severance, excise, gathering and other axes impased upon or with respect
to the production or handling of such puny's share of oil and‘or gas produced under the terms of this agrecmnent.

- 10~
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ARTICLE VIIL
confinued

G. [Insurance:

At all times whilc operations are conducted hereunder, Operator shall comply with the workmen's compensetion lew of
the state where the operations are being conducted; pravided, h . that Op may be a self-in for liability under said com-
pensation laws in which event the only chasge that shall be made to the joint account shall be as provided in Exhibit “C”. Operator shall
also carry or provide insurance for the benefit of the joint sccount of the panies as outlined in Exhibit “D", anached to and made & part
hereof. Operator shall requirc all contractors engaged in work on or for the Contract Arce 1o comply with the workmen's compensation
law of the siate where the operations tve being condutted and 1o maintain such other insurance as Opesator may require,

" T . Sl o iy Dby spye (N 1] 3 th \ af-1h
rthy at bile—publie-tiebility Bxinbi ¥

: N £ " 1d-far-tauch-+ far- A, 3 T 3
posticsr no-dicook-charge-shol-be-madeby-Operater-forp » 5 quip

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A.  Surrender of Lexses:

The leases covered by this ng\'ecmm msofar as they cmhracc acreage in the Contm:s Area, shall not be surrendered in whale
np consent shull be neessary to
of in pant unless all panies consent thereto / H Ieasa vﬁ:‘ich has expired or otberwise erminaled

However, should any party desire 10 surtender its interest in any iemse of in any ponion thereof, und the other pariics do not
agree or consent therets, the panty desiring to surrender shalf assign, without express or implied warranty of title, all of its intesest in
such lease, or portion thereof, and any well, mawrial and equipment which may be locaied thereon and any rights in production
theresfler secured, 1o the panics not consenting o such surrender. If the interest of the nss'lgninx party is or includes an oil and ges in-
terest, the assigning party shall und deliver 1o the party or parties not rtl:xq il and
sach oil and gas interest for a term of one (1) yeer and so long thercafier as oil and/or gas is prncf\llceén %m i‘and covered thercby, such
Jease to be on the form anached hereto as Exhibit “B". Upon such assignment or lease, the assigning party shall be relisved from sl

bligations thereaft g£. but not theretofore accrued, with respect to the intercst assigned or leased and the operation of any well
lnnbuxable thervto, and the assigning party shall have no further interest in the essighed or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Anicle. The panty assignee or lessee shall pay 1o the
party assignor or lessor the reasonable salvage value of the laner's interest in any wells and equipment attibutable to the assigned or Jeas-

egas lcasc covering

ed acreage. The value of all material shall be deternmined in accordance with the provisions of Exhibit “C”, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assigr of Jease is in favor of morc then one party, the interest
shall be shared by such partics in the proportions that the interest of each hears 10 the totel wntsrest of all such partics.

Any assignment, lease or surrender made under this provision shali not reduce or change the 2ssignor's, Jessor's or surrendering
party’s interest as it was immediately before the assignmenl, Jease or sunrender in the balance of the Cortract Area; and the acreage
assigned, Jeased or sumendered, and subsequent operations therson, shall not thereafier be subject 10 the terms and provisions of this

agrecment.
B.  Renewsl or Extension of Leases:

M sny purty sccures a renewal of ny oil and gas lease subject to this agreement, all other porties shul) be notified promptly, and
shall have the right for a period of thirty (30) days following receip) of such notice in which to elect to potticipate ie the ownership of the
renewal leasc, insofar s such Jease affects lands within the Contract Area, by paying 10 the pasty who acquired it their several proper pro-
portionate shares of the acquisition cost zllocated 1o that pan of such Iease within the Contract Area, which shall be in proportion to the
interests held at that ime by the parties in the Contract Area.

If some, but less than all, of the panies elect to participate in the purchase of 2 rentwal lease, it shall be owned by the parties

who tlecl Lo panicipate therein, in a satio based upon ibe relationship of their respective per of partitipation in the Contract Atea

to the aggregele of the percentapes of participation in the Contract Arca of ail parties participating in the purchase of such renewal lease.

Any rencwal Icase in which Jess than all parties elect to panticipatc shall not be subject to this agrecment.
Each party who particip in the purchase of a ] jease shall be given an assignment of its proportionate imicrest thercin
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 lcase
or cover only 3 portion of its area or an interest therein. Any renewa) lease 1aken before the expiration of its predecessor kease, or taken or
contracted for within six (€) months afier the expirstion of the existing lease shall be subject to this provision; but any lease taken or con-

tracted for more than six (6) months efier the expiration of an existing Icasc shall not be deemed 2 renewal lease and shall not be subject o
the provisions of this agveement.
The provisions in this Article shall also be rpplicable to exicasions of oil and pas leases.
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B { b -5 PRS- H M forc: +£ ==y £ b H { N F ) ¢k dalls £ J1 133
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ARTICLE VIIL
continued
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Ewvery sueh sele, cncumbrance, wansfer or other disposition made by any party shall be made expressly subject 1o this sgreemen

and shall be made without prejudice to the right of the other parties.

If, ot any time the interest of any party is divided among and owned by four or more co-ownmers, Operator, al its discretion, may
requite such co-owners 1o appoint 1 single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pey such party’s share of the joint cxpenses, and to deal gencrally with, and with power to bind, the co-owners of such
pany’s interest within the scope of the opcrations embraced in this agreement; however, all such co-owners shull have the right to enter
inta and all or agr for the disposition of their respective shares of the oil and ges produced fiom the Contract

Ares and they shal) have the right to receive, scparaiely, payment of the sale proceeds thereof.
E.  Walver of Rights to Partition:

If pesminied by the laws of the state or states in which the property covered hereby is located, each party hercio owning an
undivided interest in the Contrsct Area waives any and all rights it moy have 1o partition and have sct aside 1o it in severalty its undivided

intcrest therein,
F—Preferestisl-Right-to Rurehaser
Shauld v nei Aa-s£all oll el tE—> 2. Ak ;,'. salt a3 in-the—-Contact
Spy—prty bp —thi—ag BF- ghis—a
A it—<hall 1] 4+ A% nRatoa-toth, <h BArLac IR AN L H 'l. a4 I‘,nuL.AL hellanaluda-th.
Aot premptiv-pive 3 he 2 -
4-add oty $ k £ 4-be- md—d&-ed\ei—*eﬁns
nome Prosp o-p 4 lhng—ond—ebk—te-pucshase)_—ehepumlm-paoo-
[ the-oiTe Th thy e hall ¢3. Jhas: H ' > il [ sod-of ton Iln\ ) Leor. vYe
of+ The- £ oF ptienal-prior-rightfore-peried e ipt Gttep
on-the—seme-terms-and-conditiensthe-interostw-hich—the-oth ey to-seli-andr-this-optional-righi-+ isod—the ¥
by b hOrporty-prep —-andy o Fghi- od—thep
vei—chall-<h, tha, 3y r. By TIRTAELY 3 that-the-iat af. VT to-thetatal—i fall o)
hal 205 i L Propers + L i e P
. [T} b, halibs fe ] Jat 1. (R the i h i
o6 i y i B P 5 VPOt 1o ReRpape—Hs- oo
FH olits bYY Lid. 3 fall N 15 |V I Y s beid: it
dispe Y Befs B of Yy ad i
‘o vt + e which I the-Stosk:
pany-ot P P PanY¢ y poy &4 part perty-o-l

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreemcnt is not intended to creaic, and shali not be construed 10 create, 2 relationship of parmership or an association
for profit between or among the parties hercto. Notwnlhsundmg any provision herein that the rights and liabilities hereunder are severa)
and ot joint or collective, or thet this ag and op h der shall not i a par hip, if, for federal incorne tax
purposes, this sgreement and the operations hercunder are regarded ss s partnership, cach party hercby affected efects 10 be excluded
from the application of all of the provisions of Subchapier “K”, Chapter 1. Subtitle “A”, of the Totcrma) Revenue Code of 1986, as per-
mined and authorized by Section 761 of the Code and the regulations promwigated thereunder. Operator is authorized and dirscied 10 ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the S y of the Treasury of the
United States or the Feders! Intemnal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the dam reguired by Federal Regulations 1.761. Should there be any requirement that cach party hereby affected give further
evidence of this election, each such pamy shall exerute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary 1o cvidence this election. No such party shall give any notices or Lake any other
action ¥ i with the election made heceby. If any presemi or future income 1ax laws of the state os states in which the Contract
Area i locnted or sny fumre income tax laws of the Uniled Staies conuin provisions similar to those in Subchapter "K, Chapler 1,
Subtitle “A”, of the Internal Revenue Code of 1986, under which an ticction simifar o that provided by Section 761 of the Code is per-
mitted. each porty heeeby affected shall make such clection as may be permitied or requised by such laws. In making the foregoing tiec-
tion, each such party states thut the income derived by such party from opcrations hereunder can be adequatcly determined withowt the
computation of partncrship laxable income,
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1 ARTICLE X.
2 CLAIMS AND LAWSUITS
3
4 Operator may settle any single uni d thisd party damage claim or suit arising from operati h der if the expendi
5 does not exceed Fifty Thousand Dollars
6 (550.000.00 Jand if the pay is in comp) I of such cleim or suit. If the amount sequired for sctl ex-
7 ceeds the above amount, the parties hereto sball assume and take over the further handling of the claim or suil, unless such authority is
8 dclegated to Opersior. Ali costs and expenses of handling, scrtling, or otherwise discharging such clairs or suit shall be at the joint ex-
9 pense of the parties penticipating in the operation from which the ¢)air ot suit arises. 11 & ¢)aim is made sgainst any party or if any perty is
10 sued on aceount of any maner arising from operations hescunder over which such individual has no conwol because of the rights given
11 Opecator by this agreement, such party shall immedistely notify all other panties, and the claim or suit shall be treaicd as eny other claim
12 or suit involving operations h
13
14 ARTICLE XI.
15 FORCE MAJEURE
16
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agr t, other than
18 the oblipation to make moncy payments, that party shall give 1o all other parties prompt written notice of the force majeure with
19 scasonably full particulurs concerning it; thereupon, the obligations of the party giving the notice, so far as they are affecicd by the force
20 wnajeure, shall be suspending during, but no longer than, the continuance of the force majeure. The affected pasty shall use all reasonable
21 diligence to remove the force majeure situation as quickly as practicable.
22
23 The requirement that any foree maj shall be dicd with all ble dispatch shail not require the settlement of strikes,
24 lockouts, or other labor difficulty by the party invelved, contrary 1o its wishes; how all such difficulties shall be handled shal] be entirely
25  within the discretion of the perty concemed.
26
27 The tenn “force mejeure”, as here employed, shall mean an act of God, sirike, Jockout, or other industrial disturbance, act of
28 the public enemy, wat, blockade, public dot, lightning, fire, storm, Nood, explosion, g { sction, g 1 delay,
29 or inaction, wnavailabilily of equip and eny other cause, whether of the kind specificelly cnumncrated above or otherwise, which is
30 not reasonably within the control of the party claiming suspension.
31
32 ARTICLE XII.
33 NOTICES
34
35 All notices authorized or required benween 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 1elegram, postage or charges prepaid, or by telex or iclecopier and addressed to
37 the parties 10 whom the notice is given at the addresses lisied on Exhibit “A™. The originating notice given under any provision hereof
38 shall be deemed given only when received by the party to whom such nolice is directed, and the time for such perty 10 give any notice in
39 response thermio shall run from the deie the briginating 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 telex or telecopier. Each party
41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof 1o all other parties.
42
43 ARTICLE X111
44 TERM OF AGREEMENT
45
45 This sgrecment shall remain in full force and effect 2s to the oil and gos Jeases and/or vil and gas interests subject hereto for the
47 period of time selected below; provided, however, no pany hereto shall ever be cunstrued 2s having any right, title ot interest in or 1o any
48 Ieasc or oil and gas nterest contributed by any other party beyond the term of this agreement.
49 -
50 O Option No. 1: So long es any of Ihe oi! und ges Jeases subject to this agrecment remain or are continued in force as fo any pan
51 of the Contract Area, whether by production, exsension, renewal, or otherwise,
S2 .
53 @ Option No. 2: In the event the well described in Article V1A., or any subsequent well drilled under any provision of this
54 apy , results in production of oil and/or gas in paying quantitics, this ag shsll inue in force so long as any such well or
S5 wells produce, or are capablc of production, znd for an additions! period of 90 days from cessation of all production; provided,
56 however, if, prior to the cxpiration of such additional petiod, one ar more of the parties hereto are engaged in diilling, reworking, deepen-
57 ing, plugeing back. testing or anempting to complcte a well or wels hereunder, this agreement shall continue in force until such opera-
58 tions have been pleted and if production results therefrom, this ag sheli inue in foree as provided herein In thr cvemt the
59 well described in Anticle VLA, o7 any subsequent well drilled h Jer, resulis in 8 dry hole, and no other well is producing, or cupable
B0 of producing oil and/or gas from the Conmract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
61 ing nperations are d within 90 days from tbe date of abandonment of said well,
62
&3 It is agyeed, by 7, that the ination of this ag: shall not relieve any pany hereto from any liebility which has
64 accrued or unached prior to the date of such termination.
65
66
67
€8
E9
70
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AAP.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the staie in which the Contract Arce is located, to the valid rules,
regutarions, and orders of any duly constituted regnlatory body of said state; and to zll other applicsble fedzral, state, and local laws, or-
dinences, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of perf non-perfi breach,
remedies, procedures, rights, duties, and interpretation or ion, shall be g 8 and o incd by the taw of the slate in which
the Contract Area is Jocated, JEthe-Gontrac:-Asea-isdin-t totes-the-tow-of the-state-of
shall-gavern:

C. Regulstory Agencies:

Mothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obfigations which Non-Operators may have under federal or state lsws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or produciion of wells, on Iracts offset-
ting or adjacent to the Contract Area.

With respect jo operations hercunder, Non-Operntors agree to telease Operator from any and all losses, damages, injuries, claims
and causes of action srising out of, incident 10 or resulting directly or indirezily from Operator's interpretation or application of rules,

rubings, regulations or orders of the Department of Encrgy or p ot gencics to the extent such interpretation or ap-
plication was made in good faith. Each Non-Opurator further agrees 1o seimburse Operator for any amounts applicable 1o such Non-

Operator's share of production thet Operstor may be required 1o refund, scbae or pay o5 a result of such an incorrect interpretation or
application, togethes with interest and penaltivs thereon owing by Operator as & tesukt of such incomect interprelation or application,

Non-Operators suthorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oi} sald heseunder or 10 any other person or entity p 1o the requi of the “Crude Oil Windfall Profit Tax Act
of 1980, ss samc msy be amended from time to time ("Act”™), and any valid regulations or rules which may be issued by the Treasury

Deparmen from time to time pursuant to said Act Each party hereto agrees 1o furnish any and all cenifications or other information
which is required to be furnished by said Act in a timely manner end in sufficicnt detail 1o permit compliance with said Act.

ARTICLE XV.
OTBER PROVISIONS

A. CONFLICTS

Notwithstanding anything berein contaioed to the contrary, it is understood and agreed that if there ks sny conflict
between any part of or ali of the terms and provislons of Article XV and any ofher terms and provisions of this agreement,
the terms and provisions of this Articie XV shall prevall and control.

B. PRIORITY OF OPERATL

If at sny time there is move than ane operetion proposed In connection with any well sutbject to this agreement and if the

Consenting Parties do not agree on the seqeence of proposed vperations, such propoyed vperations shall he conducted in the
following sequence:

First - testing, coring or legging

Second - completion attempts without plugging back in ascending order from

deepest to shallowest depths;

Third - sldetracking in the order of icast deviation from tke original bottomhole
focation to the grentest deviation;

Fourth - decpening of & well below the autherized depth o descending order
from shellowest to deepest deptbs;

Fifth - pluggizg back and compietion attempts in 2scending order from

deepest to shallowest depths.

-4 -
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C. MISCELLANEOQUS COSTS

The following expenses shal; be & direct charge, bome by the Joint Account as provided in Exhibit "C", and
shall not be included as administrative overhead as set forth in Part I 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, sate or jocal 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 promuigated by, through, or under the United States Department of Energy regarding the Contruct
Area.

D. LE 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". 1f 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 Sclling 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 s Selling Party has 1) designated and qualified the assignees to receive the billing for its interest, 2)
designated assignees bave been approved and accepted by Operator, and 3) has furnished to Operator writien notice of
the conveyance and photocopy of the 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
Axticle. Operator’s approval will oot be unreasonably withheld.

E. PAYMENT OF CERTAIN ROYALTIES

If at any time a portion or all of the Contrect Area is subject to 2 valid drilling and spacing unit order entered
by the New Mexico Qil Conservation Division and notwithstanding the provision of Article IIL.B. and Article IIT.C.
hereof with respect 1o payment of royalfies, the Operator is herehy authorized to receive all royalty proceeds from the
sale of gas production from each such drilling and spacing unit within the Contract Area and to remit such proceeds to
the parties entitied thereto. Non-Operators agree to direct their gas purchasers to remit all royalty praceeds to Operator
for distribution to royalty owners. If eny 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 anrbutable 1o its net revenue
interest in each such drilling and spacing unit. Suck proceeds shall be net efier taxes and shall not include any portion
of the value of gas soid which in the opinion of a party hereto selling such gas, is subject to refund by virtue of an order
of the Federal Encryy Regulatory Commission. Upon approval by the Federal Energy Regulatory Commission of any
portion of such rate subject o refund obligation, 2 Non-Operator shall, if increased royaities result, remit 1o Operator
such increased royalty amount, which shall be distributed over the unit on the basis of royalty ownership at the time of
accrual. Each Non-Operator shall fumnish to Operator the names, addresses, tax identificavon or Social Security
nurnbers, and fractional interests of all owners of royalty in the leasehoid and oil and gas interests contribated to the

* unit by each Non-Operator and shall immediately advise Operator of 2ny change in such data of which Non-Operator

subsequently becomes awarc. 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 attomey
covering the land subject to Non-Operator’s leastholds or oil and gas interests in each drilling and spacing unit
Operator shall have no liability to Non-operator for losses sustained o liabilifies incurred except as may otherwise be
provided herein. Each Non-Operator agrees to indemnify, hold and save Operator harmless fom any claims, Josscs,
demands and causes of action which may be asserted by reason of an error in the ownership information fumished 1o
Opcrator and each Non-Operator shall indemunify operator against loss resulting from Operator's actions taken in
reliance upon any information furnished by Non-Operator to Operator or by rezson of Non-Operator withholding
payment of any sums which it belicves are subject to refund as bereinabove provided. Each party hereto agrees 1o hold
each other party harmless from any and all claims for royalty payments zsserted by royalty owners to whom each party
is accountable.

F. PREPAYMENT OF COSTS AND EXPENSES

Notwithstanding any other provisions of this agreemient, and without prejudice to any other rights of the
Operator, Operator will have the right to request and receive from cach Non-Operator payment in advance of its
respective share of (i) Jeasc acreage acquisition costs to the exient the Non-Operator is acquiring its Jeasehold interest
from the Operator and all or part of the completed well cost for the injual well to be drilled under Article VIA. or any
other well to be drilled hereunder to which such Non-Operator has consented, and (i) 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 (i) 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 fransmitted by facsimile machine.

14{(a)
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A Non-Operator receiving a request for advance payment will, within two (2) days of the receipt of such
request if 2 drilling rig is on location and within fifteen (15) days of the 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 manth.

Payment of an advance will not relieve 2 Non-Operator of the obligation to pay such Non-Operztor's share of
the actual cost of a Drilling Operation and, when the actal costs have been derermined, Operator will adjust the
accounts of the partics 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 tbe initial well under
Article V1.A., Operator may rescind and terminate this agreement as to such Non-Operatar by written notice to such
Non-Operator, and upon scnding such notice, Non-Operator will be deemed to have relinguished all of its leaschold
and coniract 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 rclinguished its interest in the well to which the Drilling Operation relates and 1o have
elected 10 go nonconsent on such Drilling Operation under Article V1.B.2; (c) sue the Non-Opersator whe faiied 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 the parties to this agreement
hereby aprees 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 altemative, and no failure 1o exercise or delay in exercising any
such right will operate as & 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\Operated Wells\KF State 4 #1\JOA\14a & 14b Other Provisions.doc
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AA.P.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1§32

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall imwe 10 the benefit of the parties hercto and (o their respective heirs, devisees,
legal representatives, successors and assigns,

This instrurnent may be executed in any number of counterpans, cach of which shall be considered ap originat for all purposes.

IN WITNESS WHEREOF, this agreement shell be effestive as of 9th day of March , Cycar) __2008

Sars Caldwell . P .
ars alcwe _ who hes prepared and circulaled this form for execution, represents and warrants that the form

was prinied from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as
published in diskette form by Forms On-A-Disk, Inc. No changes, alicrati or modificati thor-then those-irrArtelei———
have been made to the form, other than as shown by strikeovut and/or bold type.

OPERATOR
CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP by Chesapeake Operationg, Inc.,
General Parmer

Heary J. Hood, Senior Vice Presldent- Land and Legat

NON-OPERATORS

KAISER FRANCIS OIL COMPANY

TITLE:

SAMSON RESOURCES COMPANY

YT

TITLE:

-15-
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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 HNON-
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: Nons.

3. Interests of Parties:
Owner Working interest
Chesapeake Exploration Limited Partnership ‘ 50.000000%
P. O. Box 18496

Oklahoma City, Oklahoma 73154-0496
Atiention: 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:iPemianiOperatad Walls\KF State 4 #1\JOA\Exhibit A Wi.daz
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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 OlL COMPANY
AND SAMSON RESOURCES COMPANY, AS NON-OPERATORS

INSOFAR AND ONLY INSOFAR as the foliowing 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.: NM7830001-002

Lessor: State of New Mexico V0-7063

Lessee: Rubicon Oil & Gas |, 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, 1832

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:\Pemian\Opersted Wells\KF State 4 #1\JOA\Exhibit A-1 Leases.doc
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THERE 1S NO EXHIBIT "B
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EXHIBIT “C”

Aftached 1o and made a part of ___that cenain Operatine Agrecment dated March 9, 2002 by and between Chesapeake
Expleration 1 umited Partnership, as Operator and Kaiser Francis il Compaay and Samson Resources Company. as Nop-Cperators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions

“foint Propesty” shall mean the rcal and personal property subject to the agreement to  which this Accounting Procedurc
is anached. ’
“Joint  Operations™  shall mean a2} operations necesssy  or  pruper for . the  develof perati P d and

mainienance of the Joint Property.

“Joint Account" shall mean the =ccount showing the charges paid and eredits received in the  conduct of the Joint
Operstions and which are 1o be shared by the Panics.,

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

“Nan-Operators” shall mean the Farties to this agreemen) other than the Operator.

“Parties” shall mean Operator and Non-Operators,

*First Level  Supervisors®  shall mean  those  anployees  whose  primary  function  in Joint  Opertions s the dircct
supervision of other  employees  and/or  conwact  iabor  directly employed onm  the Joint Propeny in a field operating
capacity.

“Technical Employces™  shall  mean  those emplcyres  having  special  and  specific  engineering,  geological  or  other
professional  skills, ond whose primary function in Joint Operstions is the hundling of specific opemiing  conditions and
prohlems for the benefit of the Joint Property.

“Personal Expenses” shall meen trave! and other reasonable reimburseble expenses of Operator’s cmployees.

"Material® shall mean p | propesty, equip or supplies acquired or held for use on the Joint Property.
“Controllable Material™ shall mean  Material which ut the time is so ciassified in the Maweral Classification Manual  as
most recently recommended by the Council or Patrol Ac Sacieti

Statement and Billings

Operator  shall  bill Non-Operators or  or before the last day of cach month for their propostionale sharc of the Joint
Account for the preceding month.  Such  bills  will be  sccompanicd by stawemcnts  which  identify the  authority  for

expenditure, lease  or facility, and all charges and credits  summarized by appropriste  cinssificati of i and
expense  cxeept that items of Controllable Matetid and  unusual charges and  credits shall be scparately idenified and
fully described in detail.

Advances and Payments by Non-Operators

Al Unless  otherwise provided for ia the agreement, the Operalor may require the Non-Opermtors to  advapee  their
share  of csiimated cash outlay for the succeeding month's operation within ffizen (15) days afler reeeipt of  the
billing or by the first day of the month for which the advance is rcquircd, whichever is later, Operator shali adjust
each monthly billing ta reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proponicn of all bills within fifleen (15) days afler seceipt. M paymest is not mede
within such time. the unpaid balance shall bear iierest monthly a1 the prime rae in effect 21 __Bank One of Oklahoma, N.A, +2%

on the first day of the month in which delinguency ocTurs plus 1% or the
e ined by the

T el

pp usury laws in the sune in which the Joint Propemty is located,
whichever s the lesser, plus atlomeys fees, cour costs, and other costs in  connection with the collection of unpaid
amounts,

8%:1110( may, ot its optian, choose 10 substi other p described elsewhere in this Ag for failuse to pay bills within the thiny

) doy tame e described above.
Adjustments

Payment of any such bills shall not prjudice the right of amy Non-Operalor to prolest of question the comeciness thereof:
provided, however, all bills and dered 10 Noa-Op by Operator  during  any calendar  year  shall

conclusively be presumed to be true and comect afler tweony-four (24) months foliowing the end of any such calendar
yeor, unless  within  the said twenty-four (29) month period a  Non-Operstor takes  written exception  thereto  and  makes

claim on Operator for adj No ad) favorable to Operator shall be made unless it is made within the same
prescribed  period.  The  provisions of this pasagrsph  shall not prevent  adjustments  fesuMing fiom  a physical inventory of

Comirollable Maierial as provides for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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ES Audits

A. A Non-Operaor, upop noticc in writing 1o Operstor and all other Non-Operators, shall have the right fto audit
Operator's  accounts  and  records  relating 10 the Joint  Account  for any calendar year within the twenty-four
(24) month peiiod following the end of such calendar year, provided, however, the making of an audit shall not
extend the time for the laking of wriften exception to and the adjustments of accounts as provided for in
Paragreph 4 of this Section 1. Where there sre two or more  Non-Operstors, the Non-Opemtors  shall  make
every reasonable cffort to conduct a joint audit in a manner which will result in a2 minimum of incopvenience
to the Operator.  Operator  shall  bear no  ponion of the Non-Operators’ audit cost  incursed  under  this
paragrph  unicss agrezé 10 by the Opermor. The  audis  shall naot be  conducted more  tham  onte  each  yoar
without prioc epproval of Operator, except upon the resipnation or removal of the Operaor, and shall be made
at the expease of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit repart within 180 days after receipt of such seport.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or  Non-Op i press); quired under othesr scctions of this
Accounting  Procedure  and  if  the agreement  to which  this  Accounting  Procedur:  is  anached  contains o
contrery  provisions in  regud  thereto,  Operator shali  notify  all  Non-Operators  of e  Operator's  proposal, and  the
or approval of & majority in interest of the Non-Operators ghall be controlting on all Non-Operators.

Il. DIRECT CHARGES

Operator shall charge the Joint Account with the fallowing items:

I Ecological and Environmental
Costs incurred for the bepefit of the Joint Property as a result of go ! or gulalory  requi 10 saticfy
envir ! iderur prlicable to  the Joim  Opemations, Such coss may  inchde surveys of an ecological  or

rchaeological nature and polution control procedures as required by appliczbie laws and regulations.
2. Rentals and Rovaities
Lease 1ontals and royalues paid by Operaror for the Joint Operations.

3. Labor
and/or consulants
A. (1) Salaries and wages of Opentors field employees directty cmployed on  the Joint Property in the conduct of
Joim Operations.

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

Toved

, .
directly ploy on the Joint Propemty if such charges  are

bnical  Frol

(3) Salarics and  wages of T
excivded from the overhead rates,
and/or consultams
(4) Salaries and wages of Tethnical Employees  cither  temporarily ot  permonently  assigned 0 and  directiy
employed in the operation or the Joint §:opemy if such charges are excluded from the overhead rates.

B.  Operator's  cost  of bholiday, vacation, sickness and  disability bemefis and  other customary  allowaness  ais 1o
empioyees  whose  salaries  and  wages are chargeable 10 the Joint Account under Paragriph 3A  of this Secrion IL
Such costs under this Peragrmph 3B may be charged on 2 "when ond as paid basis® o by "].m'rcnuge msessment”
on the smount of salarics and wapes chargeable 10 the Joint ‘Account under Pargraph 3A of this Section 0. If
percentage assessment is used, the rate shall bz based on the Operator's cos! expericnce,

C. Expend or Tbuti made  pursuant  to imposed by g | auhority which are
applicable 1o Operator’s costs chargeable to the Joint Account undes Paragraphs 3A and 3B of this Section 11,

D. Personsl Expsnses of those employces whose salaries and  wages are chargeable 0 the  Joint  Accoumt under
Paragraphs 3A and 3B of this Section H.

4, Ewmployee Beacfits

Operalor's  cument  costs  or  established  plns  for  employees' group life  insurance, hospitalization,  pension,  retirement,
siock purchase, thrift, borus, and other benefit plans of a like nswre, applicable o Opemator's Ibor cost chargeable 1o the
Joimt  Account under Pamgraphs 3A and 3B of this Section I shall be Opersiors actual cost not 1 exceed the percent
most iecently recommendzd by the Council o Peroleum Accauntants Socisties.
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1 8. Materiol
2
3 Material purchased or fumished by Operator for use on the Joint Propenty as provided under Sccion TV, Only such
4 Malesial  shall be purchased for or imnsfecred 10 the Joint Propetty as may be required for immediate use and s
5 bly practical and i with  effici and ical operati The tati of surplus stocks shall be
6 avoided.
7
B 6. Transportalion
9
10 Transponetion of employces end Material necessary for the Join® Operations but subject 10 the foliowing limitations:
i
12 A. I Marerisl is moved to the Joint Property from the Operalor's warchouse or other propenies, no charge shall be
13 mede w the Joint Account for a distance greater than the distance from the nearest reliabke supply store where like
14 malerial is My avaitable or railway iving point nearest the Joint Propenty unless agreed 10 by the Parties.
ts
16 B. If surplus Marerial is moved o Operator's warchouse or other storage point, no charge sholl be made 10 the Joint
17 Account for a distance pgrester thsn the distance o the nearest reliable supply store where like material is  normally
18 available, or railway recciving poimt nearest the Joint Property wunless agreed w0 by the Panties. No charge shall be
19 made 1o the Joint Account for moving Maicrial 10 other propenies belonging to  Optwmtor, unless agteed 10 by the
20 Parues,
2t
22 C. In the applicati of op hs A and B above, the oplion 1o cquafize or charge achml trucking cost s
23 available when the actsal charge is $400 or less excluding accessorial charges. The $400 will be adjusted o the
24 RmoLAY Most recently recommended by the Council of Penot A Sotieti
25
26 7. Services
27
2 The cost of contract services, cquipmemt and  utilitics provided by ouside sources, oxeept services oxcluded by Pamgraph
29 10 of Secion Il and Paragraph i, i, and ifi, of Secuen Il The cost of professional concultant services and contract
30 services  of technical personnel  directly engaged on the Joint Property if such charges are  exeluded from  the  overhead
3 rates. The cost of professional consultant services or comtract scrvices of echnical personnel not directly engaged on  the
2 Joint Property shall not be charged to the Joiat Account unless previously egreed 10 by the Parties.
33
4 8. Equipment and Facilitles Furpished By Operator
s
36 A Operator  shall charge Ihe Joint Accoumt for wuse of Operator owned cquipment and facilitiet at rotes commensumic
37 with costs of ownership and  operstion. Such rates  shell include costs of maintenance, repairs, other uperating
38 ) expense, insurance, taxcs, depreciation, and intercsl on  gross  investment less  occumulsied  deprecialion  not 1o
39 cxeeed __1en pereent 10 %) per annum. Such rales shall not exceed average commercial
40 rates currently prevailing in the immediate area of the Joint Property.
41
42 B. In liew of charges in Paragraph 8A above, Operator may elect fo usc average commercial rates prevailing in  the
43 immediste area of the Joint Propsty less  20%. For sulomotive cquipmeni, Opcrator may clect 1o use vates
a4 published by the Pewroleum Motor Transpont A
45
46 9. Damages and Losses to Joint Property
4
48 All costs or ecapenses necessary for the repair or replacement of Joint Property made y b of damep or
49 " losses incurred by fire, flood, storm, theft, accident, or other cause, except  those  sesulting  fiom Operator's  gross
50 negligence  or  willful  misconduct.  Operator  shell  fumish  Non-Opesator  written  notice of demages or losses incured  as
St s00n as practicable afier  report thereof has been received by Operator.
52
53 10, Legal Expense .

title and regulatory work,
54 !
55 Expense of hardling, investigating and senling  lJitigatiop  or cluim:,/ discharging of Jicns, payment of judgments &nd
56 amousts paid for scitlement of claims inturted in or sesuling  from  operations under the agreement of necessary o
57 protect or  recover the Joint  Propeny. pr—ihat harge—f f—Op 3-—lepat—sinff- £ f f
_(8 ouistde- 1y hall-——b v i3 P W 63y B.AA Y ):. the—2Part - AL 12 J.g_!_ p H ick F -y be
59 G—by—the. head—provisi f— Section—HI - 4 tse—egreed—to—by—the—Rurtios,—exeept providod—is—Sests
60 LRaragraph-3.
(2]
62 1. Texes
63
64 All taxes of cvery kind and narure assessed or levied upon or in connection with the Joint Propenty, the operation thercof,
133 or the production therefiom, and which 1exes have been paid by the Operstor for the beneft of the Parhes. I the od
66 valorem texes are based jn whole or in  pan  upon scparate  valuations ©of cach party's working  interest,  then
67 notwithstanding  enything 1o the comrary herein, charges to the Joint Account shall bt mede and paid by thc Pastics
63 hereto in accordance with the 1ax value gentraled by each pany's working intcrest,
&9
70
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Insurance

Net premiume paid for insurance requited to be camicd for the Joint Operations for the protection of the Peries. In the
event Jomt Operations are conducied 4 @ state in which Operator may act as sclfsineurer for Worker's Compensation
end/or Employers Liability under the respective state’s Jaws, Operator may, at its election, iptlude the risk undm its  self-
insurence program and in that event, Opcrator shall include a charge at Operatur's cost not 1o exceed manual rates.

Ahand gnd Recl "

Costs incurred for  abandonment of 1thc Joint  Property, including costs required by governmental or other regulatory
authonty.

Communications
Cost of acquiring, leasing, imstalling, oocrating, repairing  and intaini i ystems, including radio and
microwave facilities directly scrving the Joint Property. In the cvent communication facilitics/systemns serving the Joint

Propeny are Opermor owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section Il

Other Expenditures

;rhe cost of Opzrator's Field Offices not covered in Section ITI, or any

Aay other expenditure not covered or deall with in the foregoing provisions of this Section II, or in Section I and which
is of direct benefit 10 the Joint Propeny and is incumed by the Operator in the necessary and proper canduct of the Joint
Operations.

i OVERHEAD
Qverhead - Drilling and Prodaciag Operations

4

L Ar for i ive, supervision, office  services and  warchousing  costs, Opcrator  shsll  charge

drilling and producing operations on eithex:

( X )Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B

Unicss  otherwise agreed to by the Parties, such charge shall be in liet of coss and cxpemses of all ofiices and
Salaries  or wapes plus  applicable  burdens and expenses of all pesonnel  except  those directly chargeable  under

Paragnph  3A, Section IL TR + 4 P —ef- - fremn vid ith 2 'S
+ H bl AVBIH 3 i TR IV R T N T
taxetion—wraffie; 2 —ot Ners—belore——et g £ in
tha b d " P idad — fear Iver 1, L 3R 3 [ ) Lo gatis hadl ], 3 - "l
(d bd - L4
-aad-io-buvthe-5. 8 +oh ahal A, prey
¥ s

i. The salaries, wages and Personal Expenses of Technical Employees andlor the comt  of professional consuftant
services and contract services of rechnical personnel directly employed on the Joint Property:

[¢ )} thall be covered by the overhead rates, or
( X }shall not be covered by the overhead rates.

iii. The salaries, wages and Pesonal Expenses of Technical Employees andior costs of profersional consulnnr  services

1 ored

porarily  or  p ly to and direcity cmployed in

ané contnct services of techmical persunnel  cither

the operation of the Joint Propery:

) shall be covered by the cverhead rates, or
( X )shall not be covered by the overhead rates.

A. Oveshead - Fixed Rate Basis
(1) Opezator shall charge the Joint Actount st the foliowing rates per well per month:

Drilling Well Rae S____8,136.10
(Prorated for lessthan a full mfx\h)

Producing Well Rate §__813.61

2) Application of Overheod - Fixed Rate Busis shal be as foliows:

(8) Drilling Wefl Rate
locaiion work begins

(1) Charges Jor drilling wells shall hegin on  the date  the—well—is ddad  and i on the date
the drilling rig. completion rig, or other units ussd in completion of the well is yeleased, whichever
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51
52
53

55
56
57
58
59

61
62
63
64
65
66
67
68
69
70

O

(3 The well rates shall be

is later, except that no charge shall be made during suspension of dnlling or compiction operations

for fifieen (15) or more consecutive calendar days.

{2y Charges for wells undergoing any type of workover or recompletion for g poriod  of  five  (5)
consecutive work days of more shall be made 2t the drilling well e Such charges shell be
applied for the period fom date warkover operations, with rig or other wunits used in  workover,
commence through dav  of rig or other unil reicase, except that no chatge shall be made during

suspension of cperations for fificen {15} or mose consecutive calendar days.

Producing Well Rates

(1) An active well either produced or injected imo for any ponion of thc month shall be considered as
2 pne-well charge for the entire month.

QT LEach 2 4 a A3 hickh P 3 33 ad év WR
hole—shall be- d 4 _ P 0 < 8 Pr 1 3 . 7! —ig Y 3 .

LY 1 1Y
y-theg gFos Y
(g ;7 £ Vi hast hea £ P q Suil £ P & 48- 'k "‘:‘v
vy Ivadl— e 0 i 11 3 < |- ‘) & {? a——to
P o 8- 0 (3 't 13 L3 24
f-permanent-calei-outiet:

(49) A onc-well charge shall be made for the month in  which plugging and sbandonment operations
2re complaied on any well. This one-well charge shall be made whethes or not the well has
producet except when drilling well rate applics.

(5) AN omer inactive wells {including but not limiied 10 inactive wells covered by unit allowable, lease

i te, ferred allowable, etc.) shall not qualify for zn overhead chavge.

adjusted as of the April each year following the effeciive date of the

first day of f
K . by !he,‘!iuczn} Jdcrease or decrease pnbl:shce \:{;COPA_S.

agreement 1o which this A ing P d is A phyreg
[y B 3, + S —3h & H 4 k ——Orud:
P 2 —or in— 2 hy
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provisions-of-this-SostionH-shall-epply-
4. Amendment of Rates

The overhead rmates provided for in this Section I may be amended from time to tme only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operawor  is  responsible  for Joint  Account Material and shall makc proper and timely charges and credits  for afl  Material

movements  affecting  the  Joint  Property.  Operator shall provide of! Materisl for uss on the Joint Property; however, at
Opemtor's  option, such Material may be supplied by the Non-Operztor. Operator shall make timely dispesition of idle andior

surplus

Matesial, such disposal being made ecither through sole to Operator of  MNoo-Operator, division in  kind, or sale to

outsiders.  Operator may purchase, but shall be wunder no obligation 1o purchase, interest of Noa-Operators in  surplus  condition

A or B Materia). The disposal of surplus C

d by the Operator shall be agreed 10 by the Parvies.

le Material not p
Purchases

Material  purchased  shall be charged at the price poid by Operator sfier deduction of all discounts received. In case of
Maierial found 10 be defective or retumed 10 vendor for any other reasons, credit shall be passed 10 the Joint Account
when adjustment has been received by the Operator.

Transfers and Dispositions

Material fumished to the Joint Propesty and Material transfered from  the Joint Property or disposed of by the Operator,
unless otherwise agreed ro by the Parties, shall be priced on the following busis exclusive of cash discounts:

A.  New Maierial (Condition A}
(1) Tubular Goods Other than Line Pipe

() Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced al Eastem mill
published carfoad base prices effective as of dae of movemen! plus  itransportation cost using the 80,000
pound carload  weight basis 1o the silway receiving point nearest the Joint Property for  which
published matl rztes for rubvlar goods exist. ) the 80,000 pound rail raie is not offered, the 70.000 pound
or 90,000 pound rail e may be used. Preight charges for tubing wil be cakulsted Gom Lomin, Ohio
oand casing from Younrgsiown, Ohio.

(b) For grades which are speeial 6 one mill only, prices shall be computed at the mill base of that mill plus
tansportation  cost  from  that mill to e wilwoy secciving  point mearest the  Joimt Property us  provided
above in  Paragraph 2.A(1)a). For uansportation cost from points other than Easterm  mills, the 30,000
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t pound Oil Ficld Haulers Association interstate truck mate shall be used.
2
3 () Spec:ast end finish whbvlar goods shell be priced ot the lowest published ouwof-stock price, fob. Houstos,
4 Texas, plus tzosponation cost, using Oil  Ficid Heuwlers Associstion interstac 30,000 pound truck  rate,
5 10 the failwey recciving point neasest the Join Property,
6
b (d) Macaroni tubing (size less than 2 378 inch OD) shal be priced a1 the lowest published out-of-sock prices
8 fob. the supplier plus transportstion costs, using the Oil Fietd Haulers Associsiiop intersiale  tuck rate
9 per weight of tubing transferred, to the raitway receiving point nearest the Joinl Property,
10
1} {2) Line Pipe
12
13 (a) Line pipe movements (except size 24 inch OD and larger with walk % inch and over) 30.000 pounds or
14 more skall be priced wnder provisions of tubular goods pricing in  Paragraph  A(D)(a) =s provided above,
15 Freighi charges shall be calculated from Lorain, Ohia,
16
17 (b) Line Pipe movements (except size 24 inch OD) snd larger with walls % inch and over) less than 30,000
13 ;‘I’:snge scﬁﬂm:fnnprr;tc:ﬁtbﬂn oEl‘ni:l:!’::dadmli},\,' Cg)u}?/l‘i;had :ar!oa'd base prices  cffective av  of da.wy of shipment,
13 phs—%&—-pnuﬁ. pius wensporianon costs based on  freight rates ar set forth  under provisions of wbular
20 goods pricing in Pamgraph A(1){a) as provided above. Freight charges shall be calevlated from Lonin,
21 OChio.
22
23 (c) Line pipe 24 inch OD and over and % inch wall and larger shalt be priced fob. the point of
24 manufscture  al  cumcnl  ncw  published  prices  plus  wtanspontation  cost o the  railway receiving  point
25 nearest the Joint Property.
26
27 (d) Line pipe, including fabrcated line pipe, drive pipe and conduit not listed on published price fisis  shall
28 be priced at quoted prices plus freght to  the aailway recciving  point  nearest the  Joint Property or  at
29 prices agreed to by the Panies.
30
31 (3} Other Material shall be priced at the cunent new price, in effect &t date of movement, as fisted by a relisble
32 supply store nearest the Joint Property, or point of f: e, plus 7 i costs, if applicable, to the
33 raitway receiving point nzarest the Joint Property.
24
35 () Unused new Material, except mibwlar goods, moved from the Joint Property shall be priced at the current
36 pew price, in effect on date of movemen, as lisied by a refiable supply store nearest the Joint Propenty, or
37 point  of manufacture, plus transperiation eosts, if applicable, to the railway recziving point nearest the Joint
a8 Propeny. Unused new tubulars will be priced 25 provided above in Paragraph 2A.(1) and (2).
19
40 B.  Good Used Material (Condition B)
41
42 . Material in sound and serviceable condition and suitable far reuse without reconditioning:
43
a4 (1) Material moved to the Joint Property
45
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A.
47
48 (2) Material used on and moved from the Joint Property
49
50 () At seventy-five percent  (75%) of cument mew  price, as determined by Pamgmph A, i Material was
st originally chatged to the Joint Account as new Material or
52
53 () At sixtyfive pement (65%) of currsnt new  price, 85 delermined by Pargrph A, if Material  was
54 originally charged to the foint Account as used Malerial
55
56 (3) Matcerial pot used on and moved from the Joint Property
57
58 At seventy-five percent (75%) of current new price as determined by Paragruph A
8
60 The cost of reconditioning, if any, shall be absorbed by the wansferting property.
6!
62 C.  Cther Used Maicrial
83
€4 (1) Conditian C
65
66 Materizl  which i 0ot in sound and  servicesble condition and not suitable for s oripinal function untit
67 after  rcconditioning shall be priced a1 fily pereent  (S50%) of cumen! new  price s determined by
68 Paragraph A, The cost of scconduioning shell be charged 10 the rcceiving  property, prowided  Condition
&9 ) C value plus cost ef reconditioning dees not execed Condilion B value,
70

-7-
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1 (2) Condition D

2

1 Material, excluding junk, no longer svitable for it original purpose, but usable for somc other putpose

4 shall be priced on 8 basis commensumts with s wse. Opermtor may dispuse of Condiion D Material

5 under procedures normally used by Operator without prior approval of Nen-Opesatort. '

[

7 {a) Casing, tubing, or dril pipe used as line pipe sholl be priced es Gmde A and B scamless lioe pipe

13 of comparable size and weight Used casimg, twhing or drll pipe wtilized s Yine pipe  shall be

9 priced at used line pipe prices.

10

1 (b) Casing, tubing or drill pipe wused as higher pressure  service  lings  than  standard  line  pipe, e.g.

12 powesr oil lines, sholl be priced under normal pricing procedures for casing, Wwbing or drill pipe.

13 Upset tubular gouds shall be priced on 2 non upset basis.

14

15 (3) Condition B

16

17 Junk  shall be priced @ prevailing  prices.  Operator  may  dispose  of Condiion E Materal  under

18 procedures normally wtilized by Operator withowt prior approval of Non-Operators.

19

20 D.  Obsolete Material

21

22 Material which is serviceable and usable for s original function but condition and/or vale of such Maerial

23 is not equivslemt 10 that which would justify a price a3 provided ashove msy be specially priced as agreed to by

24 the Parties. Such price should result in the Joint  Account being charged with the wvslue of the  service

25 rendeted by such Material, -

26

27 £ Pricing Conditions

i .

29 {l) Loading or wunloading costs may be charged 10 the Joint Account 3t the taie of rwenty-five cents (25¢)

30 . per hundred  weight on  all  tubular  goods movememts, m  liev of acwal Joading or unloading costs

35 susteined ot the stocking poiot. The above rate shall be odjusied as of the first day of April eack year

32 following Jamuary 1, 1985 by the tame p ge or 8 wed 10 adjust overhead nates in

33 Section I, Paragraph L.A{3). Each wyear, the e calculaied shall be rounded 1o the nearest ceat and

34 chall be the rate in effect untit the first dey of April next year. Such mte shall be published each year

5 by the Council of Peurol A Societs ’

36

37 (2) Material  involving erection costs  shall be cherped at opplicable percentage of the curremt  knocked-down

k] price of new Material.

39

40 3. Premivm Prices

41

42 ) Whenever Material is  not readily obtainable at published or listed prices b of yonal emergencies. strikes  or  other

42 unusual cauges over which the Operator hes no control, the Operator may chawrge the Joint Account for the required

az Materigl  at the Operator's actuzl cost incurred in providing such Material, in  making it suiteble for use, and in moving it

45 to the Joint Property; provided notice in  writing i Rsmished 1w Non-Operstors of the proposed charge pror fo  billing

46 Non-Operators  for such  Materi Bash—Nen-Dperat hali—h the—nght—by teoting—ane Hying-—Operoy within

a7 Iy -l, 19 M 3 o 4'._\.:, l'\r 1 4D ih-(d\' :“ l'(; 3 :! r‘: {VAI.Z. —+hars- £ svch—htaterial HAA r‘" 56

48 and-noespiable-to-Oparitor:

49

50 4, Warranty of Material Furnished Dy Operator

5

52 Operator does nol warmant the Meterial  firmished. In case of defective Matetial, credit shall not be passed to the Joimt

£ A t unti! adj has been received by Operator from the manufacrurers or their agents.

54

55

56 V. INVENTORIES

s7

58 The Operator shall maintain detailed records of Controllable Material,

59

60 1. Perlodic Inventories, Notice and Representation

(3]

62 At ressonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Wrinen notice

63 of intection to ke inventory chall be given by Opetor at least thiny (30) deys before any invemtory it to bagin so that

64 Non-Operators  may be represented when amy inventory s taken. Fajlure of Non-Operators 1o be represepted at  an

&5 inventury shall bind Noa-Op to accept the i y taken by Operalos.

66

67 2. Reconciliation and Adjustment of Inventories

68

&9 Adjustments to  the Joint Account resuhing from the reconciliarion of a physical inventory shall be made within s

70 months foliowing the taking of the inventory. Invemtory adjustments shall be made by Opcorawr 1 the Joimt Accoum for
-8-
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overages and shorages, but, Operajor shsll be held accountable only for shortages due to fack of reasonable diligence.

Spectal Inventories

Special inventories mey be tsken whenever there is any sale, change of imtesest, or change of Operatar in the Joim
Property. It shall be the duty of the party sclling 1o notify all otrer Panier as quickly as possible afer the tamsfer of
interest takes placc. In such cases, both the seller end the purchaser shall be governed Dby such inventory, In cases
involving a change of Operator, all Partics shatl be govered by such invertory.

Expense of Conducling Inveutories

A. The expense of conducting periodic inventosies shall not be charged to the Joint Actount unless agreed to by the
Partics,

B. The expense of conducting special inventories shall be charged o the  Parties mqu:s!iné such inventorizs, except
inventories required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT "D*

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL. COMPANY AND SAMSON
RESOQURCES 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 shali 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 reguiations 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 of this Agreement, Operator is unable
fo 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. respeclive
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 sh=li 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.

Wi\Permian\Operated Wells\KF State 4 #1\OA\Exhibit D Insurance.doc
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EXHiBIT "E"

ATTACHED TO AND MADE A PARTY OF THAT CERTAIN OPERATING AGREEMENT
DATED MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS Olt. 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 Confract Area covered
by such agreement in accordance with the percentages of participation as sef forth in
Exhibit "A* to the Operating Agreement.

In accordance with the terms of the Operating Agreement, each party theretoc 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 confracted
fo 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 fo take the share of gas aftributable 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 0
take its share of gas produced from the Contract Area, the other parties shall be entitied to
produce each month one hundred percent (100%) of the allowable gas production
assigned fo such Contract Area and shall be entitled to take and deliver io 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 ar their purchaser. Each party not selling or otherwise disposing of s
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 fumish the Operator a manthly 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 aver and under delivered of
each party.

Each pai‘ty producing andfor 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 afl 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 Iits 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 fo its interest, shall be entitled to take or deliver to a purchaser a
volurme 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 entitied 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.
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Should production of gas be discontinued before the gas account is balanced, a
monetary settlement will be made between the underproduced and overproduced parties.
tn making such settiement, 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 fo its overproduction.

Each party to the Joint Operating Agreement, whether undemroduced or
overproduced, is responsible for its share of lease operating expenses.

WAPermianiOperated Wells\KF State 4 #1LJOAVExhibil € Gas Batancing dec
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EXHIBIT “F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
DATED MARCH g, 2005 BY AND BETWEEN CRESAPEAKE 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 Expioration 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.Q. Box 21468, Tulsa, Oklahoma
74121-1468 and Samson. Resouices Company having a nofice 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 8, 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-Operzators desire o give third pariies 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 siipulate and agree as foliows:

The Operating Agreement is on an A.A.P.L. form 610-1982 Model Form Operating
Agreement, as amended by the parties, plus attachments.

Article V1.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.

Pursuant to Article VI1.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 |.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 settlernent 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
praduction from the Contract Area the proceeds from the sale of such Non-Operator's
share of ofl or gas produced and sold from the Contract Area until the amount owed by
Non-Operator, including interest, has been paid. Each purchaser of ofl and gas produced
from the Contract Area shall be entlitled 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 1o 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 V. 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 recsive 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.

V.

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 andfor 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, 1o the extent that such party has failed to
pay his or its share of expense, and as a secured party morigagee.

V.

In addition to the lien contained in Article VIL.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 cbligations, both in kind and in cash, which
fien shall be inferior and subject to the Operator’s lien as provided in Article VI1.B. of the
parties Operating Agreement.

VL

Operator may, on behalf of all parties, terminate the effact of this Memorandum as
to all or any portion of the Contract Area by recording a full or partial release hereof,

Vil

Any party requiring additional information conceming 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

VIl
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 instrumerit
containing signature and notarial acknowledgments for all parties for recording purposes.

W:APermiam\Operated Welis\KF State 4 #1\JOA\Exhibit F Form of Memorandum.dac
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Ve

MEMORANDUM OF OPERATING AGREEMENT

STATE OF OKLAHOMA ) s
S8:

COUNTY OF OKLAHOMA )

WHEREAS, Chesapeake Exploration Limited Parinership, as Operator, having a
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser
Francis Oil Company, having a nofice 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 75701, 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 nofice
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:

L.

The Operafing Agreement is on an AAP.L. form 610-1982 Model Form Operating
Agreement, as amended by the parties, pius attachments.

Article VI.C. grants each party to the Operating Agreement the right to take in kind
its proportionate share of all oif 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.

Pursuant to Article VIL.B., each Non-Operator mortgages to Operator, and grants to
Operator a lien upon, its oil and gas leasehold estales and “oil 2nd gas interests”, as that
term is defined in Article |.C, thereof, in the Confract 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 oll and gas produced
from the Contract Area shall be entiled to rely upon Operators writtlen statement
concerning the amount of any default. Operator grants a like morigage, lien and security

interest to the Non-Operators to secure payment of Operalor's proportionate share of
expense.
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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 Agree.ment.
including Non-Operators shall, upon being billed by Operator, confribute their proportionate
share of all sums advanced by Operator for and on behalf of the defauliing 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.

v.

Ttis Memorandum shall constitute a Financing Statement covering oil and gas
extracted from the Contract Area fo the extent that such oil and gas is owned by a
defaulling 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
coniract 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-
Qperators shall be considered as both a debtor, to the extent that such party has failed 1o
pay his or its share of expense, and as a secured party morigagee.

V.

In addition to the lien contained in Article VILB. 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, fo 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 VILB. 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.

Vit

Any party requiring additional information concerning the rights and cbligations of
the parties under the Operating Agreement may contact the Operator at the foliowing
address:

OPERATOR: Chesapeake Exploration Limited Partnership by its
General Pariner, Chesapeake Operating, inc.
P.O. Box 18496
Oklahoma City, Oklahomma 73154
Attn: Henry J. Hood

VL.

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

By: By:
Henry J. Hood, Its:
Senior Vice President-Land and Legal
of Chesapeake Operating, Inc.,

General Partner

SAMSON RESOURCES COMPANY

By:
ls;
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 QOklahoma 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 Oit Company, a(n) company, on behalf of the company.

Notary Public

Name (Print)
My Commission Expires:
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STATE OF )
)
)

CQUNTY OF

This instrument was acknowledged before me on , 2005
by . of Samson
Resources Company, a(n) company, on behatf of the company.

Notary Public

.Name (Print)
My Commission Expires:

W:Permian\Operated Weiis\KF State 4 #1\JOA\Memorandum.doc
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EXHIBIT "A"

EXHIBIT A TO THAT CERTAIN MEMORANDUM OF JOINT OPERATING AGREEMENT DATED
MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS
OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON RESOURCES COMPANY AS

NON-OPERATORS

Contract Area: SW/4 & SE/4 (AKA Units Q, R, §, 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

Restrictions as to depths and formations: None.

Interests of Parties:
Owner

Chesapeake Exploration Limited Parnership
P. O. Box 18436

Okiahoma City, Oklahoma 73154-0496
Attention: Henry J. Hood

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

Samson Resources Company
Centennial Tower

200 N Loraine, Suite 1010
Midland, TX 79701

TOTAL

W.\Permian\Operaled Wells\KF State 4 #1UOAWMemorandum Exhibit A.doc

Working Interest
50.000000%

43.750000%

6.250000%

100.000000%

CHK 000216



EXHIBIT “A-1"

ATTACHED TO AND MADE A PART CF THAT CERTAIN MEMORANDUM OF JOINT
OPERATING AGREEMENT MARCH_ 9, 2005 BY AND BETWEEN CHESAPEAKE
EXPLORATION LIMITED PARTNERSHIP, AS OPERATCR AND KAISER FRANCIS
OlL 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 V0-7063

Lessee: Rubicon Oil & Gas |, LP

Lease Date: May 1, 2004

Legal Desc: SW/4 Section 4, Township 21 South, Range 35 East, Conlaining
160 acres, more or less, NMPM, Lea County, New Mexico

Lessor: State of New Mexico B1481

Lessee: Empire Gas and Fuel Company
Lease Date: Decemnber 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"

WiPermian\Operated Wells\KF Stata 4 #1\JOAWMemorandum Exhibit A-1 Leases.doc




- S== Samson

Centennial Tower

raing, Sui 1 R
fﬁ;:m'f"na( 7?;72‘1‘ne e ECE IVED
izzs‘\sn'msa AF) R o)
Fax 432/683-6847 8 t’gﬂﬁ
April 5, 2005

Chesapeake Operating, Inc.
Attmn: Lynda F. Townsend

P. O. Box 18496

Oklahoma City, OK 73154-0496

Re:  Operating Agreement
Proposed KF State 4 #1
52 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
Agreement. :

Shouid you have any questions reparding this matter, please contact the undersigned at
(432) 686-6312,

Sincerely,
. Tim Reece
Senior Landman

DErUNE [k

X OIL CONSERVATION DIVISION
Case # 13492813493  Exhibit No.
Submitted By: -
| Chesapeake Inc.

i Hearing Date: August 22, 2005

neeAane e

Stipulated Exhibit 14
NMOCD Case Nos. 13492 / 13493
| | CHK 000153
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= . -
== Samson

Centennial Towel .
200 N. Loraine, Suite 1010
Midtand, TX 79701

USA
432/683-7063
Fax 432/683-6847
March 30, 2005
Chesapeake Permian, L. P. VIA Facsimite  405-767-4251

Atin. Lynda F. Townsend
P. O. Box 18496
Okiahoma City, OK 73154-0496

Re: Chesapeake's Proposed KF State 4 #1
S/2 Section 4-218-35E
Lea County, New Mexico

Gentlemen:

Reference is made to Samson Resources Company's letter of March 16, 2005 in response fo
your letier 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 nol 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.

Sincerely,

Tim C. Reece : \ .
Senior Landman

TCR:

05".-05;)3

CHK 000154



§ 70-2-16

Note 8

65-3-22(b), 65-3-29(h). Continental Oil Co. v.
Qil 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)

9. Review

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 proratioy
order, was to perform administrative functiop
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 conmsider new eyj. -
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 Qil Co. v. Qil 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
opportunity 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 t0 -
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 Wi
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[ CONSERVATION; REGULATION OF WELLS § 70-2-17

ord to the owner or owners of each tract or interest in the unit the
pportunity to recover or receive without unnecessary expense his just and fair
hare of the oil or gas, or both. Each order shall describe the lands included in
e unit designated thereby, identify the pool or pools to which it applies and
esignate an operator for the unit. All operations for the pooled oil or gas, or
th, which are conducted on any portion of the unit shall be deemed for all
urposes to have been conducted upon each tract within the unit by the owner
r. owners of such tract. For the purpose of determining the portions of
roduction owned by the persons owning interests in the pooled oil or gas, or
oth, such production shall be allocated to the respective tracts within the unit
) the proportion that the number of surface acres included within each tract
ars to the number of surface acres included in the entire unit. The portion of
production allocated to the owner or owners of each tract or interest
ncluded in a well spacing or proration unit formed by a pooling order shall,
/hen produced, be considered as if produced from the separately owned tract
r 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
roportionate share in advance for the prorata reimbursement solely out of
duction to the parties advancing the costs of the development and operation,
ich shall be limited to the actual expenditures required for such purpose not
i excess of what are reasonable, but which shall include a reasonable charge
or supervision and may include a charge for the risk involved in the drilling of
uch well, which charge for risk shall not exceed two hundred percent of the
nconsenting working interest owner’s or owners’ prorata share of the cost of
ing and completing the well.

n the event of any dispute relative to such costs, the division shall determine
proper costs after due notice to interested parties and a hearing thereon.
fhe division is specifically authorized to provide that the owner or owners
lling, or paying for the drilling, or for the operation of a well for the benefit
all shall be entitled to all production from such well which would be received
the owner, or owners, for whose benefit the well was drilled or operated,
after payment of royalty as provided in the lease, if any, applicable to each tract
‘interest, and obligations payable out of production, until the owner or
whers drilling or operating the well or both have been paid the amount due
der the terms of the pooling order or order settling such dispute. No part of
e production or proceeds accruing to any owner or owners of a separate
est in such unit shall be applied toward the payment of any cost properly
argeable to any other interest in said unit.

the interest of any owner or owners of any unleased mineral interest is
ed by virtue of this act, seven-eighths of such interest shall be considered as
rking 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
itable to his interest.

" Minimum allowable for some wells may be advisable from time to time,
cially 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 prevep
premature abandonment and resulting waste.

E. Whenever it appears that the owners in any pool have agreed upop 5
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 fajr
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 prodyc-
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 €292.52.
Westlaw Key Number Search: 260k92.52.

Notes of Decisions
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Waste prevention 8
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Spacing units 11
Waste prevention, proration 8

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. Qil Conser-
vation Commission, 1962, 70 N.M. 310, 373
P.2d 809. 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. Const.Amend. 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 plaintiff's 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 0
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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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

0il 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

I, where Commission’s findings demonstrat-
ed that such determinations were impracticable
and such findings were sustained by the record.
1953 Comp. §8 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 €= 92.49

Commission, prorating production, must de-
termine, insofar as practicable, (1) amount of
recoverable gas under each producer’s tract, (2)

E 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. 8§ 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
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. §§8 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(c), 65-3-14(a, b, f), 65-3-15(e),
65-3-22(b), 65-3-29(h). Continental Qil Co. v.
Qil 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 umits 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. 88 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

543




§ 70-2-17

Note 7

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 Qil 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. 88 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)

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.
§8 65-3-13(c), 65-3-14, 65-3-22(b). Grace v.
Oil Conservation Commission of New Mexico,
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1975, 87 N.M. 205, 531 P.2d 939. Mines Apg
Minerals & 92.59(1)

Formal and elaborate findings are not abgg.
lutely necessary, in proration case, but never.
theless basic jurisdictional findings, Supportegd
by evidence, are required to show that commjs.
sion has heeded mandate and standards set oy
by statute. Continental Oil Co. v. Oil Conserya.
tion Commission, 1962, 70 N.M. 310, 373 P.2d
809. Administrative Law And Procedure &=
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. 8 65-3-2, 65-3-3(e), 65-3-5, 65-3-19,
65-3-13(c), 65-3-14(a, b, 0, 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)

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,
), 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 ¢ 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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jeun Corp. of Texas, 1982, 693 F.2d 1015.
Mines And Minerals € 92.79

In proceeding on request for partial partic-
jpation 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-
jowed 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. Qil Conservation Com’n of
State of N.M., 1983, 100 N.M. 451, 672 P.2d
280. Mines And Minerals & 92.79

0Oil 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-
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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 €= 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. 8§ 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 Qil Co.
v. Oil Conservation Commission, 1962, 70 N.M.
310, 373 P.2d 809. Mines And Minerals &
92.59(1); Mines And Minerals & 92.62

15. Findings

Administrative findings by Oil Conservation
Commission should be sufficiently 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 €= 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 & Cag

order, was to perform administrative functiop
Continental Oil Co. v. Oil Conservation Com.
mission, 1962, 70 N.M. 310, 373 P24 809
Mines And Minerals & 92.59(1); Mines Apg
Minerals & 92.64

Insofar as statute purported to allow district
court, on appeal from oil conservation comm;s.
sion’s proration order, to consider pew eyj.
dence, to base its decision on preponderance of
evidence, or to modify orders of commissiop
statute was void as unconstitutional delegation
of power. 1953 Comp. § 65-3-22(b); Congt,
art. 3, § 1. Continental Oil Co. v. Oil Conserya.
tion Commission, 1962, 70 N.M. 310, 373 p2q
809. Constitutional Law & 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, )
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
546




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 of this application on September 10, 2004. Pursuant to the application of Yates
Petroleum Corporation for rehearing, and the order of the 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 of the 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




CaseNo. 13153, rehearing
Order No. R-12108-C
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abandoned State X Well No. 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 of the 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.

(¢)  The subject well is located in the northwest quarter of Section 12 on
land leased exclusively to Yates.

(d) Pride is the operator of the State M Well No. 1 (AP No. 30-025-
20689) (the 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.

{8  OnMay 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) OnMay 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 conceming the technical aspects of the 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 of the
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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(¢)  Mr. Ellard opined that producible hydrocarbons would most likely be
Jocated closest to the fault because, ofthe material shed from the upthrown side of the
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 of the 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), than from the quarter section lying
east of the subject well (the northeast quarter of Section 12).

(¢)  Mr. Ellard testified that it is not possible to determine with any degree
of accuracy the extent of the target reservoir with the information presently available.
However, he opined, based on comparison of the old log of the 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).

() 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 of the 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.

()  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 MI),
confirming his conclusion that the subject well is more distant from the fault.

() 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.

()  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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halfof 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 of the State M based on production data and log analysis, to be 145
acres. Assuming that the drainage characteristics of the 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% ifPride'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 conceming the legal issues presented as follows:

(@) 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.

(¢)  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-11700-B, entered in Cases No.
12731 and 12744, the Division has neither the responsibility nor jurisdiction to
determine whether an applicant for a permit to dnill has the requisite title to the land
in question. Order No. R-11700-B, Finding 27.

(¢)  The Commission further stated in Order No. R-11700-B that an applicant for a
permit to drill must have a good faith claim oftitle. Order R-11700-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 Order No. R-11700-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.

(2 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 halfof 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 Order No. R-11700-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-11700-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. Ifan
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,

() It follows that Pride's approved APD m this case was improperly revoked, and
Yates' subsequent APD was improperly approved. It does not necessarily follow,
however, that Pride is entitled to the reliefit seeks in this case.

(k)  Asthe Commission stated in Order No. R-11700-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.

Order No. R-1 1700-B, finding 33.

s In Order No. R-11700-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.




Case No. 13153, rehearing
Order No. R-12108-C

Page 7

(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 of the 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.

(0)  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 of the 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 halfof 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 of the formation corresponded to the
contours existing at the time of deposition.

{¢)  IfPride's placement of the 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 of the nature ofthis reservoir.
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10.

(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 of the
controlling fault, and with the conclusion that the southwest quarter of Section 12 is
likely to be productive.

(¢)  Both geologists predicted that the east half of the section is less likely to be
productive from the target reservoir than the west half. The southwest quarter,
however, is quite likely productive ifthe controlling fault actually exists in the north-
south orientation as Pride's evidence suggests that it does.

® 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. IfPride 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 of the east half production by
drilling on the east-halfunit.

(&)  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.

® The Commission concludes that Pride’s geologic interpretation is, on the
whole, more convincing that Yates' interpretation.

The Commission accordingly concludes that:

(a) A compulsory-pooled unit should be established consisting of the 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 of the 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.

(&)  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
N1.1.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 incumred prior to the time it
received notice of Pride'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 secking 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
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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 of the re-entry of the subject well, and the time for objections to those
costs should be extended through December 31, 2004.

ITIS 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 of the Unit shall commence re-entry operations on the subject
well within 90 days after issuance of this order, and shall thereafter continue such operations
with due diligence to test the Mississippian formation. Ifthis 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 shal! terminate unless this order has been amended to authorize further
operations.

6. Pride is hereby designated the operator of the subject well and ofthe 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 of this 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 of this 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. Ifno 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. Ifthere 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.  IfYates elects to pay in advance its share of costs of the 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. Ifthe 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 Order No. R-12108-
C. Ifthe 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 determines to be reasonable.
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11.  If Yates elects not to pay in advance its share of costs of the re-entry of the
subject well pursuant to this order, Pride shall refund all amounts paid by Yates at the time of
its election pursuant to Order No. 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 of the 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 of well 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 of the proposed well. Ifno 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 of the 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 ofreasonable 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 mvolved 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 111.1.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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17.  Should all the parties to this compulsory pooling order reach voluntary
agreement subsequent to entry of this order, this order shall thereafter be ofno further effect.

18.  The operator of the well and Unit shall notify the Division in writing of the

subsequent voluntary agreement of all parties subject to the forced pooling provisions of this
order.

19.  Pride's APD for the State "X" Well No. 1 dated July 10, 2003 is hereby re-
instated. and shall continue in effect for one year from the date of this 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 of this 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

[y

JAMI BAILEY, CPG, MEMBER

FRANKT.C Z,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. 13696
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% 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 of this
case and its subject matter.

(?) The applicant, Pride Energy Company ("Pride” or “applicant™), secks 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 infill well within the Unit, the
State "X" Well No. 2 (AP1 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. :

) Yates Petroleum Corporation, an interest owner in the proposed Unit,
appeared at the hearing in opposition to the application.

) 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-enter the State "X" Well No. | for the purpose oftesting the Mississippian formation.

@) 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. Censequently, the pooling
provisions of Division Order No. 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% of the 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;

®) 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 of the
State "X" Well No. 1. Division records further show that Division Order No. R-12547
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
of the 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 toYates 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" Well No. 1; 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 of the
State "X" Well No. 2 for the following reasons:
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(a) Pride first proposed to Yates the drilling of the State
"X" Well No. 2 on May 4, 2006, only days before
the hearing in this matter; and

) Pride filed a compulsory pooling application that
included its proposal to drill the State "X" Weil No.
2 prior to conducting good faith negotiations with
Yates regarding the drilling of this 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 of the 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 of the State “X™ Well No.
1 and of the 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 II.1.A.3. of the COPAS
form titled “Accounting Procedure-Joint Operations.”
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IT IS THEREFORE ORDERED THAT:

€3] Yates Petroleum Corporation’s Motion to Dismiss Case No. 13690 dated
April 6, 2006 is hereby denied.

2) Pursuant to the application of Pride 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 of the 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.

™ 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.

®) Pride Energy Company is hereby designated the operator of the subject
well and of the Unit.

%) 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
estimated well costs to the operator in lieu of paying its share ofreasonable 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 but shall
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
as "non-consenting working interest owners."

(11)  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 of the well. 1fno objection to
the actual well costs is recetved 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 public notice and hearing.

(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
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.

(13) 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 re-entering and
drilling the well, 200% of the above costs.

(14) The operator shall distribute the costs and charges withheld from
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,
provided that these rates shall be adjusted annually pursuant to Section 1IL 1.A.3. of the
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 thereofupon
demand and proof of ownership. The operator shall notify the Division of the 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 of the well and Unit shall notify the Division in writing of
the subsequent voluntary agreement of all parties subject to the forced pooling provisions
of this 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 Section!2 is
hereby denied. Any subsequent operations conducted on the pooled Unit shall only be
authorized after notice and hearing.

(21)  Jurisdiction of this 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

y i

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,
LEA 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 Mewboumne 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. |

Well in said Section 4. The C-102 form that accompanied Chesapeake’s APD purported to show




the dedication of a 320-acre lay-down gas spacing and proration unit consisting of the SW 4 and
SE Y% 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

L 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 zitle.

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




virtue of a deed or deeds [of] conveyance, ... purporting to convey an estate in fee simple.” See
also Quarles v. Arcega, 114 NM. 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 Comrs v. Town of Edgewood,

(2004-NMCA-111) (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 of the 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 of Northglenn, 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-11700-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.)

! Subject to the rights of Samson and Mewbourne under the Communitization Agreement.



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-11700-B%, “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”:

“() 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-11700-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, 9 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-11700-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 filing an Application for a Permit to Drill to do so under a good

Jaith claim to title and a good faith belief that it is authorized to dvill 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.




The Division and the Commission 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-11700-B (from the
TMBR/Sharp case referenced above), and Order No. R-12108-C (from the Pride Energy case,
Case No. 13153).

In Order No. 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, q 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-A 9 16.

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




permittee to take possession of the land if 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 of possession. 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. 1d. 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. If 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 “Iz is thought

to be fundamental that the rules and regulations of the Railroad Commission cannot have the

result of effecting a change or transference of property rights.”).



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.



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 AmJur 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 (NM.
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. [d. 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



trespasser. See AmJur 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 al., 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.

Hkok

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.
f—
By: 7.1 PIOPRas Lo ¢
J. Scott Hall
Attorneys for Kaiser-Francis Oil Company
Post Office Box 1986

Santa Fe, New Mexico 87504-1986
(505) 989-9614

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 Mewboume 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 of the 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

/(.suo:’&(%e

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 of the
southeast quarter, hereinafter called “the east half of the middle one-third;” and

j@/’# ESA/% 6/7/ /




(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.

() 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 of the 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




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 of the earlier approval of Chesapeake’s APD.

L 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].”

1. 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 ai)plications 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.

0. 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.1 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. Samson Resources Company and

f

Kaiser-Francis Oil Company

'Tts Attorney

Earl E. DeBrine, Jr.

Modrall, Sperling, Roehl, Harris

& Sisk, P.A.
P.O. Box 2168

(7Their Attorney
J.E. Gallegos
Gallegos Law Firm, P.C.

460 St. Michael’s Drive, Bldg. 300
Santa Fe, NM 87505

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

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 |, 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 |, LP - 25% Oil Company - 87.5%

SECTION 4-21S-35E

OWNERSHIP AS OF 3/10/05
Stipulated Exhibit Z

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
Stipulated Exhibit 53

NMOCD Case Nos. 13492 / 13493
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Disria ] . Form C-101

1525 ¥, French Dr., Hobbs, NBL 88240 State of New Mexico Permit 3104

Riswia I Energy, Minerals and Natural Resources

1301 W. Goond Awe., Artesia, HBA 88210 . . o

Dicwict [T Ol Conservation Division

1000 Rio Brazos Rd., &atec, NM 87410 1220 S. St Francis Dl'

District IV

1220 S. St Francis Dr., Senta Fe, NI Senta Fe, NM 87505

87505

APPLICATION FOR PERMIT TO DRILL
Operdar Neme wnd Addrest OGR::_;:‘;‘"
| CHESAPEAKE OPERATING, INC.
| PO Box 11050 P
|Midland, TX 79702-8050 | “wy 29
Property Code Propaty Hane Well No.
34679 KF 4STATE 001
Surface Location
Tovenship { Rmge || Lotln || FetFrom || WN/SLine || FeaFrum || EWLine Cowty
I8 i 35E 660 S 9950 E Lea
i Proposed Pools
[OSUDO;MORROW, SOUTH (GAS) 32200
Wk Type Well Type Csble/Rotary Lease Type Ground Level Elevation
New Well GAS State 3621
Biuhiple Proposed Depth Fommation 1 Contractor Spud Date
N 12100 Morrow | 03/1872005

Praposed Casing and Cement Program

"ff};_ﬂ_—ﬁ;;;w}‘r Casing Size | CasingWeighti || SettingDepth || SacksofCement || Estumated TOC |
[[(sur )] 173 || 13315 | 3 i 450 | 500 il 0
[(mu |[ 1225 | 9625 | ) [ 530 | 1300 0 0
[Pod [ 875 || 55 | 17 { w1 1350 1] 4000 |

Casing/Cement Program: Additional Comments

additives, st Stage Teil 470 sx 30:50 Poz CI H + ad
ilsx50:50 Poz C1 H + additives.

133/8 csg: Lead 295 sx35:65 Poz C + additives, Tail 205 sxCL C + additives, circ to surface; 9 5/8 cmt: 1,150 sx 50:50 Poz
IC1C + additives, Tail 150 sxCl. C + adddives circ. to surface; 5 1/2 Prod Csg. 1st Stege Lead 275 sx 5050 PozCLH +
ditives; 2nd stage 555 sx 50,50 Poz CL H + additives, 2nd stage Tail 50

Proposed Blowout Prevention Program

Type § Working Pressure il Test Pressare B Marufacturer
Annular ] 5000 il 3000
Double Ram ] 5000 T 5000

1 hereby certify that the information given above is true l
jjand complete to the best of my knowledge and belief.

Electronically Signed By: Brenda Coffiman

OIL CONSERVATION DIVISION |

fE.lectxonically Approved By. Peaul Kautx i

ﬁ' itle: Geologist

i

{Title: Reguletory Analyst

|Approvel Date: 03/11/2005 |[Expiration Date: 03/!1!2006§

Date: 03/10/2005

Phone: 432-685-4310 {Condiﬁons of Approvat:

There are conditions. See Attached,

Stipulated Exhibit H

NMOCD Case Nos. 13492/ 13493
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-
Y pemial X Form C-102
1625 N. French Dr., Hobbs, HbA 63240 State of New Mexico Permit 8104
Distriz I Energy, Minerals and Natural Resources
1301 W. Grmd Ave., Antesia, NM 88210 _ ) o
Dicrict 0T O1l Conservation Division
1000 Rio Bruos Rd., Aztec, NB 87410 1220 S. St Francis Dr.
District TV
1220 . St Frencis Dr., Saréa Fe, N Santa Fe, NM 87505
87505
WELL LOCATION AND ACREAGE DEDICATION PLAT
'''''' T APl Number Pool Nems Pool Code
30-025-37129 OSUDO; MORROW, SOUTH (GAS) 82200
Proputy Code Propaty Neme Well No.
34679 KF ASTATE 001
OGRID Ne. Operstar Nent Elevation
147179 CHESAPEAKE OPERATING, INC. 3621
Surface And Bottom Hole Location
ULotLot Sectim || Towndp | Reer | Lotk || FeaFrom || 5L Il retran || Erw L Cowy
X | 4 21S  § 35E 660 S f 990 E Lee
Qrder No
OPERATOR CERTIFICATION SURVEYOR CERTIFICATION

I hereby certify that the information confained herein is
| frue and complete fo the best of my knowledge and belief.

| Etectronically Signed By: Brenda Coffimen
I Title: Regulatory Analyst
| Date: 03/10/2005

Ihereby certify that the well locafion shown on this plat
was plotfed from field notes of actual surveys made by me
or under my supervision, and that the same is frue and
correct fo 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 || Condition

% Re-seeding mixture will must be approved or authorized by surface owner

j
j

PKAUTZ f Notice is to be given to the OCD prior to construction of the pit(s)
i




03/10/2005 17:40 FAX

DISTRICT I

432 687 3675

i X Preneh Nu, Bedde, NN SEBG

DISTRICT

n
S11 Btk Fust, Artamta. KM 83t20

CT I
1008 Bie Brmzee R, Aslee, HN M7410

DISTRICT IV

TG goelh Puchore, Beuts Pu, WX SO

CHESAPEAKE MIDLAND

State of New Mexico

gy, A is end Mstersl

2040 Jouth Pacheos
Santa Fe, New Hexico 87504-2088

Form C-102
Bavired Mwth 17, 1500

Butrmil (e Approprats Distziot Offies

OIL CONSERVATION DIVISION -

WELL LOCATION AND ACREAGE DEDICATION PLAT

8lata Laene ~ & Doples
Ted Laasa = § Coplas

O ANENDED REPORT

004/004

3A0

A1 Yumber Fool Code > Yool Namus,
30-025-37/27 g0 OMO S, Y )W[

Pro; Colde Preperty Name I Vell Number

3% 79 KF_"4" STATE 1
oEan Moo Opsrater Name Tevslion
147179 CHESAPEAKE OPERATING INC. 3621°
- Surface Location

UL o ot Na. | Bection | Townadlp | Remge | 1ol i2n | Fuot trom the | Horth/South line | Fool from ©e | Taxa/Wast Hns | Comnty

X 4 |21S |35E 560 SOUTH 930 - EAST |LEA

PBottom: Hole Loantion If Different From Burface

OL ar lat Ne. | Hection | Township Rungs 1ot 1dn Poct trum the | Norh/Eouth Moe | Yool from WQs Rasl/Yast ling County
Dedicatod acrwr | Joint or InBll | Conscllduiion Code [T

OR A NON~STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

NO ALLOWAELE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERFSTS HAVE HEEN CONHOLIDATED

hr e — " ——

LOT § ~ 40 AC.

OPERATQR CERTIFICATION

T havwby cittify tha tha inferoatan
amtichngd harwin, 4 $rus and somplsis o O
S of My mockige and bely/

_____________________ i I 5
! | o M
' l Prinlall Name .
] { s J N
| l c? —’/0-0\5
| ] Data
LOT 13 ~ ;ol AC, ! LoT 14 - 40 AC, Lt 13 5 :0 AC. l o7 181: 40 AL, SURVEYOR CERTIFICATION
i 77 M —77 77 o 71 %]
COR. | | CORY| 1 Derely eoriify Mol (Aa wull Lisadtan Shavm
| | R e plod toos piotied from fietd wutes of
axfral purveym mads by Wi o wnter my
" ‘ l A/u,-num s thal the mume 85 broe wmd
’;/ | | werraos t» Slm best of wr bl
| ]
| I
_______ ]
| ] Lat: N32.5025°
i | i Long.: W103.3667°
‘ar I | (NAD 27)
} 1 T—m}o’——-—
| I3
I I
JL PR B Y

v

Stipulated Exhibit 5

NMOCD Case Nos. 13492/ 13493
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03/106/2005 17:39 FAX 432 B87 3875 CHESAPEAKE MIDLAND @ 002/004
Submit 3 Copies To Appropriate District

Office State of New Mexico Form C-103
Distriet 1 Encrgy, Minerals and Natural Resources May 27, 2004
1625 N. French Dr,, Hobbs, NM £8240 WELL APINO.

Distriet i 30.025-772/29

1301 W, Grand Ave., Artesia, NM 88210 OIL CONSERVATION I?IVISION S Tndicate Type of Lease ‘
P-L’E‘-';l—“—]- 1220 South St. Francis Dr. STATE FEE D

1000 Rio Brazos Rd, Aztec, NM 87410 L

el IV Santa Fe, NM 87505 6. State Oil & Gas Lease No.
1220 8. S1. Francis Dr., Santa Fe, NM
87505
SUNDRY NOTICES AND REPORTS ON WELLS 7. Leasec Name or Unit Agreement Name

(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A KF 4 State

DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT™ (FORM C-104) FOR SUCH

PROTOSALS) 3. Well Number

1. Type of Well: Oil well []  Gas well Other . m 001

2. Name of Operator 9. OGRID Number

Chesapeake Operating, Inc. . 147179 b
3. Address of Operator p . Box 11050 10. Pool name or Wildcat
- Midiand, TX 79702-8050 Osudo, & Morrow, 5.,‘.;{-{\( W
4. Well Location ’
UnitLetter_ X j’ ; 660 feet from the _South line and _990 feet from the _ East Tme
Secion 4 7 Township 21S  Ramge 35E NMPM _

A 3 -i

11. Elevation (Show whether DR, RKB, RT, GR, etc.)
3621

pplication [ X or Closure | |

Pitar Aclow-grade Tank

Pittype Drilling  Depth to Groundwater_150_ Distence fram nearst fresh water well 1000 Distance from nearest surface water_1000
Pit Liner Thickmess: 12 mil Below-Grade Tonk: Volume 12139 Hbls; Comstruefion 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 0 ALTERING CASING [
TEMPORARILY ABANDON [ CHANGE PLANS a COMMENCE DRILLING OPNS.] P ANDA ]
PULL OR ALTERCASING [J MULTIPLE COMPL O CASING/CEMENT JOB O
OTHER:Close Pit X OTHER: ]

13. Deseribe proposed or completed operations. (Clearly state all pertinent deteits, end give pentinent dates, inclnding estimared date
of starting any proposed work). SEERULE 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.

Kg Z 0 AC. 5/.2, )

T hereby certify that the information above is true and complete to the best of my knowledge and belief. 1 farther certify that any pit or hedow—

grade tank hay e construciad or cl(ﬂh iggta NMOCD goidelines (X,  general permit [] or an (atteched) alternative OCD-approved plan ],
SIGNATURE TITLERegulatory Analyst ! .
77 \

. DATE 03/10/2005

. ] ‘\,\’4‘ .
Type or print name Brenda Coffinan E-mail address:beoffm Qqﬂﬁ%n’e’rg'com Telephone No.(432)687-2992
For State Use Only QO™

o0

APPROVED BY: - : TITLE AR 1 1 2005
Conditionz of Approval (if anfy):




\

03/10/2005 17:39 FAX 432 687 3675 CHESAPEAKE MIDLAND [@oo2/004
Submil 3 Copies To Appropriate District

Office State of New Mexico Form C-103
District 1 Energy, Minerals and Natural Resources A0 May 27, 2004
1625 N. French Dr,, Hobbz, NM 88240 .
District I 30.025-97/129
1301 W. Grand Ave., Antesin. NM 88210 OIL CONSERVATION DIVISION 3 ndicate Type o Lease
District T : '
1000 Rio Brazos Rd, Aztec, NM 87410 1220 South St. Francis Dr. STATE (] _ FEE []
Diswigt [V Santa Fe, NM 87505 6. State Ol & Gas Lease No.
1220 S. St. Francis Dr., Santa Fe, NM
£7505
SUNDRY NOTICES AND REPORTS ON WELLS 7. Lease Name or Unit Agreement Name
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A KF 4 State
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT* (FORM C-101) FOR SUCH
PROPOSALS )
1. Typeof Well: Oil Well []  Gas Welt &) Other 8. Well Number  g)
2. Name af Operator 9. OGRID Number
Chesapeake Operating, Inc. 147179
3. Address of Operator p (3 Box 11050 10, Pool pame or Wildcat -
Midland, TX 79702-8050 Osudo, & Morrow, 50 QM( M
4. Well Location ’
Unit Letter_ X /' £ . 660 feet from the _South line and 990 feet from the  East line
Seciion 4/ " Township21S  Range 35E NMPM

fﬂ""« 11. Elevation (Show whether DR, RKB, RT, GR, efc.)
e i

b P L, L T T
Pit ov Beiow-grade Tank

Pittype DUIng  pepth to Groundwater 150  Distonce from nearest Iresh water well 1000 Distance from nearest surface water 1000
Pit Liner Thickmess: 12 mil Below-Grade Tank: Volume 12139 bbls; Construttion 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 [J ALTERING CASING [J
TEMPORARILY ABANDON [ CHANGE PLANS | COMMENCE DRILLING OPNS.C] P ANDA O
PULL OR ALTER CASING [0 MULTIPLE COMPL O CASING/CEMENT JOB O

OTHER:Close Pit X OTHER: O

13. Dcscrib; proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date
of stanmglaqy proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion
or recompletion. :

Chesapeske plans to close the drilling pit for this well according 1o current NMOCD guidelines Section B3b.

kj 2.0 AC. 5/.2.,)

Thereby certify that the information above is true and complete to the best of my knowledge and belief. i
. T farth i -
grade tank has constrnciad or clpfed aycorgingto NMOCD gaidelines [X, a genzﬂ permit E% or an (n:nlcchcd) .;:,.:..fgé&:;:::vﬁ ::.l;tlEu]vt'
SIGNATURE rA } TITLE Regulatary Analyst ° DATE 03/10/2005
= TSR
Type or print name Brenda Coffinan E-mai :b D erey
Fop State Use Onty ail address:bco 3 iRtergy.com  Telephone No. (432)687-2992
APPROVED BY m ' A N y* AR 11
s Z o TITLE
Conditions of Approval (if arfy): i 2005

Stipulated Exhibit 6
NMOCD Case Nos. 13492/ 13493
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gftﬁ»r:;t 3 Gopies To Appropriate District State of New Mexico

District ] Energy, Minerals and Natural Resources
16~25_N; French Dr., Hobbs, NM 88240

e rand Ave, Anesi xmas2io OIL CONSERVATION DIVISION
District 1} 1220 South St. Francis Dr.

1000 Rio Brazos Rd., Aztec, NM 87410 Santa Fe, NM 87505

Distrigt1V
1220 S. St. Francis Dr., Santa Fe, NM
87505

Form C-103
May 27, 2004

WELL API NO.
30-025-37129

5. Indicate Type of Lease
STATE_(X] _FEE []

6. State Qil & 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 Other

7. Lease Name or Unit Agreement Name
KF 4 State

8. Well Number (gt

2. Name of Operator
Chesapeake Operating, Inc.

9. OGRID Number

147179
3. Address of Operator p o Box 11050 10. Pool name or Wildcat
Midland, TX 79702-8050 Osudo;Morrow,South (Gas)
4. Well Location
Unit Letter_ X :_660 feet from the _South line and _990 feet from the _ East line
Section 4 Township 218 Range 35E NMPM

11. Elevation (Show whether DR, RKB, RT, GR, etc.)

et 5 TR 3621 GR

Pit or Below-g or Closure [ ]

Pit type Depth to Groundwater, Distance from nearest fresh water well Distance from nearest surface water
Pit Liner Thickness: mil Below-Grade Tank: Volume 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 [0 ALTERING CASING ]
TEMPORARILY ABANDON [ CHANGE PLANS 0 COMMENCE DRILLINGOPNS.IX PANDA 0
PULLORALTERCASING [J MuLTIPLECOMPL [J CASING/CEMENT JOB
OTHER: O OTHER: O

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.
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 @ 44%’. Cmt'd w/240 sx Premium Plus + additives; tail in w/225 sx Premium

Plus + additives. Cmt. Circulated to ground surface. WOC 24 hrs.
4-30-05 Tested to 1000# - OK.

I hereby certify that the information above is true and comp

lete to the best of my knowledge and belicf. 1 further certify that any pit or below-

grade tank has been/will be constructed o sed agcording to NMOCD guidelines {7, a general permit (] or an {attached) alternative OCD-approved plan [,
SIGNATLM@AOM&& QMM&M’\/
, L

TITLE Regulatory Analyst

Type or print name Brenda Coffman
For State Use Only

APPROVED BY:

TITLE
Conditions of Approval (if any):

nﬂBOLEUM

DATE 05/02/2005

E-mail address:bcoffman@chkenergy.com  Telephone No.(432)687-2992

E‘\\G\“EE“

DATHMAY 1 62405



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. If 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. If 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. If 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 z
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 level 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 bottom hole location. If this is a horizontal hole indicate the location of the end of the hole.
12. The calculated acreage dedicated to this completion to the nearest hundredth of an acre.
13. PutaY if more than one completion will be sharing this same acreage or N if this is the only completion on this acreage.
4. 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, if 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
of the tract.) If this is a high angle or horizontal hole, show that portion of the 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 of the 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 if this form has been previously accepted by the OCD and is

being filed for a change of pool or dedicated acreage.

Stipulated Exhibit 8

NMOCD Case Nos. 13492 / 13493




APR-27-2005 WED 10:54 Al OIL GAS MINERALS ST LAND  FAX NO. 5058274738 P, 02

PATRICK H.LYONS ‘State Of 9\@70 M@X}COI COMMISSIONER'S OFFICE
COMMISSJONER Commissioner of Public Lands Phone (305 £27 5760
) - Fax (§ 27-
o O!BDOSA);'(\;?(AI}:EBI KA www.nmslatclands.org

SANTA FE, NEW MEXICO 87504-] 148

April 27, 2005
Mewbourpe Oil Company
Post Office Box 7698
Tyler, Texas 75711
Attn: Allen Brinson
Re: Cormmunitization Agreement Approval (Pennsylvanian)

Osudo 4 State Com Well No. 1
Lots 9, 10, 15, 16, and SEA, Section 4, Township 21 South, Rapge 35 East
Lea County, New Mexico

Dear Mr. Brinson:

The Commissioner of Public Lands has this date approved the Osudo 4 State Com Well No. 1
Comrmunitization Agreement for the Pennsylvanian 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 this approval is April 1, 2005 and the term of the agreement is for one
year, and so long thereafier as communitized substances are produced from the communitized
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

BY@”‘.‘

JAMI BATLEY, Director
01, Gas & Minerals Division
(505) 827-5744
PHL/IBf;

2 Stipulated Exhibit 9

NMOCD Case Nos. 13492 / 13493

-State Lund Otfice Beneficiaries .
Curric Tiagley Hosphtal « Chasitasbie Penn) & Reform « Common Seunals o Eagstern NM University ¢ Rio Grauude Ymprovewznt « Miners' Haspital of NM o NM Poy:
School  NM Highlands University ® NM Instiute of Mining & Technology  New Mexico Military Institute «NM School for the Dear’ » NM Scbaol Tor the Visully

Hapdicapped » NM State Hospita] o New Mexica State University » Northern NM Cammunity Colleze « Peaiteniiary of New Maxica o Public Buildings at Capital # State
Fark Caqrmiecian o tlniuactite al New d8acicn = 1A Caline | vude o Warep Begarueine o Warrasn Maoe: bhawina §laiomaris.
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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 )

THAT THIS AGREEMENT" is entered info as of the April 1, 2005, by and befween the parties
subscribing, ratifying or consenting herelo, such parties hereinafter being referred fo 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, Annolated, 1978, in the interest
of conservation of oil & gas and the prevention of waste lo consent fo 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 oif and gas lessees or
mineral owners of privately owned or fee lands, for the purpose of pooling or communitizing such
lands to form a proration unit or portion thereof, or well-spacing unit, pursuant fo any order, rule or
regulation of the New Mexico Oil Conservation Division of the 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 communilized area on an acreage or other basis found
by the Commissioner to be fair and equitable.

WHEREAS, the parties herefo, own working, royally, or other leasehold interesis or operating
rights under the oil and gas leases and lands subject fo this agreement, which leases are -more
particularly described in the schedule atlached 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
fo as "said formatien'}-in and under the land hereinafter described cannot be independently
developed and operated in conformify with the well spacing program established for such
formation in and under sajid lands; and

WHEREAS, the parties herelo desire fo 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 hereinafier 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:

7. The lands covered by this agreement (hereinafter referred to 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. If is the judgment of the parties herelo that the -
communitization, pooling and consolidation of the aforesaid land info 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 of the Oil Conservation
Division of the New Mexico Energy, Minerals and Natural Resources Department, and in order fo
promote the conservaltion of the 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" herefo insofar as. they cover
hydrocarbons within and that may be produced from the said formation (hereinafier referred to as .
“Communitized Substances") beneath the above-described land, into a single communitization,
for the development, production, operation and conservation of the hydrocarbons in said formation
beneath said lands.

Atfached 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 operafed as an entirely with the
unaerstanding and agreement between the parties herelo that all communitized
substances produced therefrom shalf be allocated among the leases described in
Exhibit "A" herelo in the proportion that the number of surface acres covered by
each of such leases and included within the communitized area bears fo the fotal
number of acres contained in the communitized area.

3. Subject to Paragraph 4, the royallies 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 the leases
described in Exhibit "A" herelo or as herein provided fo the contrary, the payment
of renlals 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 hereafler is entitled to the right to take in kind its share
for the communitized substances allocated fo 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 for helium or carbon dioxide
, 2 ' -
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5, There shall be no obligation upon. the parties herefo fo 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 of the diverse ownership of the separate tracts of land comprising the said
communitized area; provided, however, that the parties hereto shall not be
released from their obligation to profect the communitized area from drainage of
communitized substances by wells which may be drilled within offset distance (as
that term is defined) of the 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 o each of the feases described in Exhibit "A" herefo.

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 reguiatory body under applicable Federal or State laws. This
agreement shall be subject to all applicable Federal and Stafe laws, executive
orders, rules and regulations affecting the performance of the provisions hereof,
and no party hereto shall suffer a forfeiture or be liable in damages for failure fo
comply with any of the provisions of this agreement if compliance is prevented by
or if such failure results from compliance with any such laws, orders, rules and
regulations.

8 Mewboumne Olf Company shall be the Operator of said communitized area and all
matters of operation shall be determined and performed by Mewbourne Oif

- Company.

9. This agreement shall be effective as of the dafe hereinabove written upon
execution by the necessary parties, notwithstanding the dafe 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 Stafe of New
Mexico ol and gas leases covering lands subject fo this agreement so as fo
prevent the expiration of such lease; or (b) each of the State of New Mexico oil and
gas leases covering lands subject fo 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 quaniities from the communitized area, and upon fulfillment of all
requirements of the 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 i

*This agreement not to be used for helium or carbon dioxide
. : 3 ‘ «
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10.

11.

12

13

4.

within sixty (60) days thereafier, reworking or driling 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 nolice of intention
to commence such operations shall be filed with the Commissioner within thirly
(30) days after the cessation of such production, and a report of the status of such
operations shall be made by the Operator fo the Commissioner every thirty (30)
days, and the cessation of such operations for more than twenly (20) consecutive
days shall be considered as an abandonment of such operations as fo any lease

from the State of New Mexico included in this agreement.

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, siatements, notices
and well fogs and records which may be required under the laws and regulations of
tie State of New Mexico.

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 afl
operations under the communitized area lo 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 of the State of New Mexico.

/f any order of the 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
iikewise modified to conform therefo.

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 counferpart, rafffication or consent hereto with
the same force and effect as if all parties had signed the same document,

This agreement shall be binding upon the parties hereto and shall extend fo and be
b:nding upon their respective heirs, executors, administrators, successors and
assigns.

*This agreement not to be used for 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 written.

Oil Company

OPERATOR: Mewbou/r

By:
JaMmes Allen Brinson
- ttorney In Fact

LESSEES OF RECORD: Samson Resources Company

By: WM”MW

Marla R, écrrati
Viee President

Kaiser-Francis Ojl Company

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 Company

By:
James Allen Brinson
Attorney In Fact

LESSEES OF RECORD: Samson Resources Company

By.

Kaiser-Francis Oil Company

By: Q&m QSIJAQJ

Nc - /«/E(M
ﬁ'r—*?—dawa/u ) -FRC)

By:

*This agreement not to be used for helium or carbon dioxide
5
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_./
smareor T XRAS
comnry oS VI A )

The foregoing instrument was acknowledged before me this 9 Y, day of &40’“’@005 by
.James Allen Brinson, as Atforney in Fact for Mewbourne Oil Company, a Deldware Corporation,

on behalf of said corporation.
xﬂ /5/ ﬂ/ﬂm&é«/

My Commission Expires " Notary Public [

R.D.SHARPLING
Public

Notary
. STATE OF TEXAS
& My Comm. Exp. 12-14-2008

STATE OF &Z/A/.y
COUNTY OF W )

The foregomg instrument was acknow/edged before me 222 day of _054;4 2005 by
L K. B . éM offfor
, " on beha/f of sa/d_QmQZﬁam .

Notary Public

5 ¢ MYCOMMISSION EXPIRES

"'i.'y',p\‘i‘-"’ Oclober 14, 2003
STATE OF )

j ' )ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of , 2005 by
: , as offfor
, 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, )

: )ss
COUNTY OF 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

STATEOF _0k/)&hema- )

)ss
COUNTYOF_ 7 /34 )

L4
The fore o/l.r}g mstrument was acknowledged before me this 4 day of &.Z , 2005 by -
A Frel)s ,85__Apfornty . pa-Ffucst offfor
_&i&r - Fransts O/ /‘ﬂ;ﬂkn;/ __, onbehalf of said_(ezp0r atrts n .

Hot2-0 6 - é' aZé&,!r/_L_
' k ~ Notary Public

£ My&qwss:on Expires =+ reee— o

a:;» XX .\'xxxx\g_‘_\lx“ i

1e2y Pus 2 Ous 2

$ OFFICIAL SEAL ¢ % -
z T & Deboran M..cu”(?u:h ,‘: !.,.};%
§ et Tulsa County 5 “79}
gxt \u \-/\.HI‘-/‘ tXp hy - .\_,_.z' f:'gl
U ‘“‘“"‘“"m’uﬁfi;ﬁ. 5
STATEOF 7w oyt
)ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of , 2005 by
, as offor
» on behalf of said
My Commission Expires Notary Public

*This agreement not to be used for helium or carbon dioxide
= 5
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RECAPITULATION

TRACT NO. NO. OF ACRES PERCENTAGE OF INTEREST
COMMITTED IN COMMUNITIZED AREA
Lease No. 1 760.00 50%
LeaseAb.Z 160.00 50%
3200 100%

STATE OF NEW MEXICO
‘COUNTY OF LEA

¢)}
Q FILED
% MAY 13 2005
o) ot L2213 ook ___.é.M
and recorded in Book —
page JUSSEEIINY )
Melinda Hughxsmgerk =y Uo‘\'ﬂ.
By ¥ Deputy RN ‘.." ..... /-" l,l
> VV’ = <% .‘v -..‘ .;)A ’/
v o N h
70 N
. ;\ : ¢ - /)4 /
- iy : s : m
R - s
42 ja) Py
y 9 " e A
/'/, o_~ O ..-\'? :

" O t-‘.'.. .s®
" »e

..‘(_‘,- :'.
L E L CI _-__.:‘

-

*This agreement not to be used for helium or carbon dioxide
8
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KELLAHIN & KELLAHIN
Attorney at Law

P.O. Box 2265
W. Thomas Kellahin Santa Fel New Mexico 87504 Telephone 505-982-4285
Recognized Specialist in the Area of 117 North Guadalupe Facsimile 505-882-2047
Natural Resources-oil and gas law- Santa Fe, New Mexico 87501 kellahin@earthlink.net

New Mexico Board of Legal Specialization

April 26, 2005

HAND DELIVERED

Mr. Mark E. Fesmire, Director
01l Conservation Division
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

¢ch T Wd 9¢ Ydu So0¢

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 of this case for the NMOCD docket.

cc: Chesapeake Operating, Inc.

Attn: Lynda Townsend e |r\CD\ iSO
P+ 1=
N h'\‘O\‘ No-—
ON! 3 BX
ow © 213
Casé #1380
<ubmite® 20 gac. g 2009
apeak . pugus
- =g = ,o ches pate: . vt
Stipulated Exhibit fealing oeen®

NMOCD Case Nos. 13492 / 13493



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.

APPLICATION

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-11992, 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.




NMOCD Application
Chesapeake Operating, Inc.
-Page 3-

(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-11992, 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;




NMOCD Application
Chesapeake Operating, Inc.
-Page 4-

(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™ Street

Tulsa, Oklahoma 74103
Attn: Mono Ables

Mewbourne Oil Company
500 West Texas, Suite 1020
Midland, Texas 79707

EXHIBIT “A”



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-11992, 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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Ches s eake Lynda F. Townsend, CPL/ESA
ap ’ Scnior Landman

Nowtrasef Coenn,

Neateoa Sedvesstiong

March 9, 2005

VIA FACSIMILE (918) 531-1796
& EXPRESS MAIL

Ms. Mona Ables

Samson Resources Company

2W. 2™ st

Tulsa, OK 74103 -

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

Dear Sir or Madam:

Chesapeake Operating, Inc., 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 all 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% WI X $1,229.000.00), which represents Samson's
share of the AFE dry hole costs. Please algo 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 undarsigned. 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 o delay the required election under this well

proposal,

Chosapewhe Fnerpy Corpuration
WK N, Wesderg Ave s Oklahoma City, OK 731X 0 PO, Ren 135396 = Ollashama Ciiy, OK 73154449
SS.XT LIS« (an HIS InTA2) o howanembesghhenemycon

e VD AT 1205 2:08:5 PR Coira St e SYRFAXBRA HBR7156* CSE:Smson* DURATION <5903

23
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Ms. Mona Ables
Marech 9, 2005
Page 2 of 2

Your early attention and response to this proposal will be greatly appreciated. Shouid
you have any gquestions, please contact the undersigned.

Sincerely,

Chesapeake Operating, M

Lynda F. Townsend

/__samson Resources Company hereby elects to participate in the KF State 4 #1.

Samson Regources Company hereby elects not to participate in the
KF State 4 #1. :

SAMSON RESOURCES COMPANY
By: ‘ﬂ/]ﬂv{.:ﬂ)t{ T
Name: I’Dar ’!h 2 é erret
Tite._Wice. Pesidudt

Date:__2/2 Z.J o5

. _Samson Resources Company Is interested in selling its interest in this unit
mncluding any producing well bores. Please contact me to discuss.

.. 4" REVD AT U1172005 2:08:50 P [Cenfl Stancard T} SVRFAYSRVRIY * DN 153° CBD:Sumson DURATIONfum 5960y,
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" 03/81/2005 THU 1757 FAS 432-°43:6547 Samson Companies

-~

. p—
== Samson

¢ 002/002

Centennial Towar

200 N. Loratre, Sufte 1010
Midiand, TX 79701

Usa

432/¢83-7053

Fax 432/883-8847

March 30, 2005

Chesapeake Permian, L. P.
Aftn. Lynda F. Townsend

P. O. Box 18496

Oklahoma City, OK 73154-0436

VIA Facsimile  405-767-4251

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

Gentlamen:

Reference is made to Samson Resources Company's ietier of March 16, 2005 in response 10
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 slection has not yet expired. Accordingly, pleass be
advised the Samson hereby rescinds and revokes its invalid election to participate In
Chesapeake's proposed KF State 4%1 well. ’

Ay

If you bave any questions pleass call me at 432-686-6312,

Sincerely,

Tim C. Reece

Senior Landman

TCR:

Stipulated Exhibit 1 Z
NMOCD Case Nos. 13492/ 13493
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oy
= Samson

Centennial Tower
200 N. Loraing, Sulte 1010
Midiand, TX 78701 .

USA
432/683-7063
Fax 432/683-6847
March 30, 2005
Chesapeake Permian, L. P. VIA Facsimile 405-767-4251

Atin. Lynda F. Townsend
P. O. Box 18496
Oklahoma City, OK 73154-0496

Re: Chesapeake's Proposed KF State 4 #1
S/2 Section 4-215-35E
Lea County, New Mexico

Gentlemen:

Reference is made o Samson Resources Company's letter of March 16, 2005 in response to
your letter daled 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.

Sincerely,
"7”; Pentind . / .
Tim C. Reece

Senior Landman

TCR:

CHK 000145
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Chesape ake Lynda F. Townsend, CPL/ESA
’ Senior Landman
Narwal Gas.

Nutural Advantages.

April 4,2005 -

VIA UNITED PARCEL SERVICE

Mr. Jim Wakefield

Kaiser Francis Oil Company
6733 South Yale Avenue ~
Tulsa, OK 74136

Re: ;Chesapeake's PropEJsed KF State 4 #1
S/2 Section 4-215-35€
Lea County, New Mexico

Dear Mr. Wakefield:
Pursuant to Chesapeake Operating, Inc.'s proposal on behalf of Cheéapeake Exploration
Limited Partnership ("Chesapeake") dated March 9, 2005, enclosed is Chesapeake's

standard operating agreement. Please sign and return the signature pages to my atiention
and the address below.

Should you have any questions please give me a call.

Very truly yours,

Chesapeake Operatinf,

Lyndé . Townsend

Enclosures

WiPermianiOperated Wels\KF Siale 4 81\JCATransrminal Letters.doc

Chesapeske Fnergy Corporstion
G100 N. Western Ave. « Okishoma City, OK 73118 « P.O. Box 18496 » Oklshoma City, OK 73156-0496
405 §79.9414 * {ax 405.767.4251 « hownsend@ chienergy.com

(Y R e R T

; OIL CONSERVATION DIVISION
' Case # 13492&13493 Exhibit No.__
) Submitted By:

Chesapeake Inc.

Stipulated Exhibit ! ,') Hearing Date: August 22, 2005
NMOCD Case Nos. 13492 / 13493
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4/4/05

CUSTOMER ID (IF NECESSARY) Wakefield, Jim
COMPANY NAME Mr. Jim Wakefield
ATTENTION Kalser Francis Ol Company

ADDRESS (STREET ADDRESS ONLY -NO P.0. BOX)

6733 South Yale Avenue

CiTY, Tulsa STATE oK ZIP 74136

PHONE # {918) 4914510 RESIDENTIAL DELIVERY Y @
SERVICE TYPE (PL.LEASE CHECK ONE)
DOMESTIC SERVICES:

N 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.0. 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 D RY

~ SENDER Sara Caldwell

APPROVED BY (ﬁ;{f%&/a gj{ / M/)@O«Q—

CONTENTS: KF State 4 #1 JOA

CHK 000167



‘ hes ap Lynda F. Townsend, CPL/ESA
Serior Landman
Natural Gas.

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 Secfion 4-21S-35E

Lea County, New Mexico
Dear Mr. Reece:
Pursuant to Chesapeake Operafing, Inc.'s proposal on behalf of Chesapeake Exploration
Limited Partnership ("Chesapeake") dated March 9, 2005, enciosed 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 p!eaée give me a call.

Very truly yours,

CheEapeake Operatlm

Lynda F. Townsend

Enclosures

WiPermian\Oparated WellsWCF State 4 #1J0A Transmitlal Letters.doc

Chesapeake Energy Corporation
6100 N. Wesiern Ave. » Oklahoma City, OK 73118 » PO. Box 18496 + Oklahoma City, OK 73154-0496
405.879.9414 « fax 405.767.4251 » Jtownsend @chkenergy.com
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CUSTOMER ID (IF NECESSARY) Reece, Tim
COMPANY NAME _Mr. Tim Reece
 ATTENTION Samson Resources Company

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

200 N Loraine, Suite 1010

CITY Midland STATE X Zie 79701

PHONE # ____ {432) 686-6312 RESIDENTIAL DELIVERY Y ®
SERVICE TYPE (PLEASE CHECK ONE)
DOMESTIC SERVICES:
«l 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 RY

E-
SENDER Sara Caldwell,

/
APPROVED BY f\i{zlnda,ﬁ / / Jumotmet

CONTENTS: KF State 4 #1 JOA
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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,

Township 21 South, Range 35 East, Containing 320 acres, more or less, NMPM

COUNTY ORPARISHOF Lea County STATE OF New Mexico

Well Name: KF 4 State #1

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD., FORT
WORTH, TEXAS, 76137-2791, APPROVED
FORM. AAPL. NO. 610 - 1982 REVISED
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between __Chesapeake Exploration Limited Partnership
hereinafier designated and

referred 1o as “Operator™, and the signatory parly or pantics other than Opcralor, sometimes hereinafier referred 10 individuslly herein
as “Non-Operator”, and colisctively as “Non-Operators”.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of pi) and gas Jeases andior oft and gas interests in the land identified in
Exhibit “A”", and the parties hereto have reached an agreement to explore and develop these iceses and/or oil and gas interests for the
production of oil and gas 1c the extent and as hereinafier provided,

NOW, THEREFORE, il is agreed as follows:

ARTICLE L.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here gseribed to them:

A. The term “oi! and gas” shall mean oil, gas, casinghead gas, pas cond and all other liquid or gascous hydrocarbons
and other mark b b produced therewith, wnless an intemt to limit the inclusiveness of this term is specifically stated.

B. The tenms “oil and gas lease™, “lease™ and “leaschold” shall mean the oil and grs leases covering tracts of fand
lying within the Contract Arce which are owned by the panies 1o this sgreement.

C. The term “oi! and pas imeresis” shall mean unleased fee and mineral § in wacts of land lying within the
Connact Area which are owned by parties to this agreement.

D. The term “Contract Area” shel! mean all of the lands, oil and gas leasehold interesis #nd oil and gas interests inended 10 be
developed and opouted for oil and gas pury under this egr Such lands, oil and gas leaschold imeorests and ofl and gas intesests
are described in Exhibit “A". ’

E. The term “driling unit” shall mean the arce fixed for the drilling of one well by order or rule of any state or
federal body hsving authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the patiern of drilling in the Coniract Aren or as fixed by express agreement of the Drilling Parties.

F. The serm “drillsite” zhall mean the oil and gas leese or interest on which 2 proposed well is to be Jocared.

G. The terms “Drilling Party” and “Consenting Party™ shall mean a party who agrees 1o join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms "Non-Driliing Party” and “Non-Conscnting Party” shell mean o party who clects not to panicipate
in a proposed operation,

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
sigular, and the neuter gender includes the masculine and the feminine.

ARTICLE 1.
EXHIBITS

The following exhibits, as indicated below and arached hereto, are incorporated in and made a part heseof:
B A. Exhibit “A”", shall include the following information:
(1) dentification of tands subject lo this agreement,
(2) Restricrions, if any, as to depths, formations, or substances,

(3) P ges or fractiona il of parties to this agreement,
143-5al d 1 e +l o H ot 4o-thi
“ got-leases und-ges subjoetie 21 &

(5) Addresses of partiss for notice purposes.

0O  B-Exhibir"BY; Fomr-ofisese

C. Exhibit “C", Accounting Procedure.

D. Exhibit *D", insurance.

E. Exhibit “E™, Gas Balanting Agr+=ment.

F. Exhibit “F", Nen-Diseriminet: ¢ Corification-of Non-feprepued Faciliies: Memorandum of Operating Agreement.
[»] G-E s.‘x'.ng%:‘:,.:- \-r

If any provision of any exhibit, except Exhibits “E” wnd—GY, is incomsistent with eny provision comtained in the body
of this agreement, the provisions in the body of this sgreement shall prevail.
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1 ARTICLE M.

2 INTERESTS OF PARTIES

3

4 A.  Ofl and Gas Interests:

5

6 }f any party owns an oil and gas interest in the Contract Area, that mmerest shall be treated for all purposes of this agreement
7 and during the term herzof 85 it it were covered by the form of oil and pas Jease attached hereto as Exhibit “B", and the owner thereaf
8 shal! be deemed to own both the royalty interest reserved in such lease and the interest of the lessce thereunder.

8

10 B. Interests of Parties in Costs and Production:

11

12 Unless changed by other provisions, all costs and [iabilities incurred in operations under this agreement shall be bome and
13 paid, and all equip and ials acquired in operations on the Contract Area shull be owned, by the parties as their interests arc sei
14 forth in Exhibit “A”, !n the sarag mllmer. the parties shall alse own 2!l production of oil and gas from the Contract Area subject to the

15 paymem ofmyah‘.ml AR which-shalt-be-boi he: inafiersot-fork,

°5 .

R 41 5 avhich- f ey L_ 2k A ah !:::__( " A1 :] mé ; . LN b oo ek Iu} £ 4
18%%“ H v """‘P" 4 f:_!me £ ko Cantragi—a re: Lall b Ak’“rl"',‘ dali: —Of
19 n;l.. 14 \H ":J..IL tont-ab-ais totaracy "’"“.—,’ ! M sha rovalt 'r‘ Bt Rah S-ahall_hald-tias
2DMWMM.;L faz -dle-naniv-shall-avarbe- P « N P o P besic-hichasth :l‘? d
21 W h-purty—to—any—other—pareyisles oyaley and-if-any Frotsr—partyistessoror i heuld-d d-ond
22 I’ il k.,,LlL.y_-J i .;L £L ) bhall B, e ad; 1 lhi bw-a ahb bla—i
23 suek-higherpries:

24

25 Nothing contained in this Article |1.B. shallbe & d an seig: or ig of covered heeeby.

26

27 Gr—Exeesi Rovalties Oversiding-Royakies-and Other-Raywments

28

29 Iak LUJJ‘,) :L or el "fal. and <t (4 -}.g?' ,l -‘L.LJ';_—.L;D‘ iy yeley,

30 P ada " I,;' P darerbi paYyme 1h. huséd P d; i M £ 2the. ‘r ], S-in—AFHek THVB' E"ﬂh Piﬂ!f 50

31 burd 3 ehall ac d.al b I b Lv'e' d-ehallind "I._,xx.,.ug.. N r—";"L." & 1 r.“vm_rv

32 end-all-oleims L d. e e pay Jxl_ of-ouch-excess-burd

23

34 D. Subsequently Crested lnterests:

35

36 If any party should bereafler creaie an ovemiding royalty, production psyment or other burden payable oul of production

37 anributable to its working interest hereunder, ot if such a burden existed prior to this agreement and is not set forth in Exhibit “A™, or

38 wss not dxsclos in m:u'l to ’xl!_l ‘%ﬂr\:r cgan‘::s &rzorrt(onl’l‘:ﬁ %ﬁc‘x‘ngg“?‘!' th{s ag'r.:chcm by all parties, or is not 2 jointly acknowledged ard

39 accepted obh‘é‘:nor?nc:{ ’ﬁ plr;l::ﬁs Dﬁ;l'; sggltofntt;éﬂ! :xe:; e?:?na‘llelr re; c;eme'n; as “subsequently created interest” imespective of the

40 timing of its creation and the party out of whost working interest the subsequently created interest is derived being hereinafter referred

:; 10 as “purdened party™), and:

43 1. 1f the burdened party is required under this agreement 10 assign or relinquish to eny other party, or paries, all or a portion

:; of its working interest rnd/or the production artributable thercio, said other party, or parties, shall receive said assignment sndor

% production free and clear of said subscquently created interest and the burdened party shall indemnify and save said other pany,

P or paties, harmiess from any and all claims and demands for payment asseried by owners of the subscquently created interest;

and,

48

49 . . -

50 2. 1f the burdencd party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shal! be

51 enforceable agninst the subsequently created iuterest in the same manner es they are enforceable against the working intesest of

52 the burdened party.

:::i ARTICLE 1V.

55 TITLES

% A, Titie Examination:

57

:g Title exemination shail be made on the ')t .d !andi posed—woll-priorie- {—drilling-opertions—or—f
the-Drilling-Farties-so-requesttitk : Shell-be-rrade n\__ dlor—nil-and—gas imeluded;-or-pl a-ta-be-inelad

:? od—in-tho-driling-unit d—tush-well: The opinion will include the owsncrship of the working interest, minerals, royalty, ovemiding

52 royalty and production payments under the applicable leases, A1 the time » well is proposed, each party contributing leases and/or oi} and

. gas mlcre.sts to the dnillsite, or to be included in such drilling unit, shall fumish to Operator alf sbstracts (including federa! lease siatus

o reporis), title opinions, tile papers and curative material in its possession free of charge. All such informstion not in the possession of or

& made available to Oporator by the parties, but y for the ination of the title, shall he obtained by Op Op shall

65 cause title 10 be examined by atierneys on its saff or by cutside anomeys. Copies of a1l title opiuions shall be furnished 10 each pany

&7 hercto, The cost incutred by Operator in this title program shall be borne as follows:

68 . . . . . . .

69 O  Ontier_No. [; Costs iocurred by Operator in procuring ahstzcls and title examination {inciuding preli Y, suppl ),

shut-in gas royalty opinions sud division order utle opinions) shall be 2 pan of the sdministcative overhead as provided in Exhibit “C”,
and shall not be a direct charge, whether performed by Operator's saff anomcys or by outside zttomeys.

.2
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ARTICLE IV
continued

and lease brokers
Option No, 2: Costs incurred by Operator in procuring abstracts and fees paid outside attomeys / for title examination
(including preliminary, suppl 1, shui-in gas royalty opinions and division order title opinions) shall be borme by the Driling Parties
in the proportion that the interest of sach Drilling Party besrs 10 the total interemt of all Drilling Panies as such inerests sppear in Ex-
hibit “A™. Opcrator shell meke ro charge for szrvices rendered by its swaff attorneys or other personnel in the performance of the above

functions.

Each party shall be responsible for securing curative matier and pooling d or agi quired in
with Jeases or oil and gas interests contribwed by such party. Operator shatl be responsible for the preparstion and recording of pooling
designations or declarations as well as the conduct of hearings before gov | agencies for the ing of spacing of pooling orders.

This shall not prevent any party from appearing on its own behalf st any such heanng. / Costs incurred by Operator in procurisg
spacing apd Pooling orders including fees paid outside attorocys shall be borne by the Drilling Parties.

No well shall be drilled on the Contract Asca until afier (1) the title to the drillsite or drilling unit has been examined as above
provided—and-{2)-the-title-has-beon-epptoved-bythe-susmining y-or—titte—has-beon-pecspied-by-ai-of tho-panies_who-are-to-p
L alinaofa 5.

B. Loss of Title:

1. Eailure of Title Sheuld any oil and gas interest or lease, or interest therein, be lost through failure of tifle, which loss resulls in 2
seduction of interest from that shown on Exhibit “A™, the party contributing the affected lease or interest shall have nincty (90) days
from fing} determination of title failure to acquire a new Yeasc or other instrument curing the entirety of the tille Isilure, which ecquisi-
tion will not be subject W Article VIILB,, and failing ta do so, this agreement, nevertheless, shall continoe 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
enfitied 1o recover from Operator or the other partice any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part tc the other pastiss hereto by reason of such title failure;

(b) Therc shall be no v ive adj of exp inzurred or scvenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acresge basis, &s of the time it is dewermined finally that title failure has oc-
cumed, so that the interest of the party whose least or interest is affecied by the title failure will thereafter be reduced in the Cootract
Arca by the amount of the interest lost;

(c) If the proportionate interest of the other panties herelo in any producing wel! theretofore drilied on the Contract Ares is
ingreased by reason of the title failure, the party whose title has failcd shall receive the proceeds ettributable to the increase in such in-
1erest (less costs and burdens anributsble thereto) unti) it has been reimbursed for unrecovered costs paid by it in conneclion with such

well;
(d) Should any -erson not a party to this agr who is d ined to be the owner of any interest in the title which has

failed. pay 0 any manner any par of the cost of operation, development, of equipment, such amount shall be paid 10 the party or parties
who bore the costs which are so refunded;

(e} Any hability to account to & third party for prior production of oit and ges which arises by resson of title failure shall be
borne by the party or partics whose title failed in the same proportions in which they shared in such prior production; and,

(f) No charge shall be madc to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party herelo, it being the intention of the parties hereto thal cach shell d=fend title 10 its interest and bear all expenses in
connection thercwith,

2. Loss by Non-Payment qr Eroncous Payment of Amouynt Due; If, through mistake or oversight, any rental, shut-in wel)
payment, minimum soyalty or royalty payment, is not paid or is emmoneously paid, and as a result & icase or interest therein terminates,
there shall bt no menetary Kability against the party who failcd to mai:e such payment. Unless the party who failed to make the required
peyment secures a new lease covering the same interest within ninety (90) deys from the discovery of the failure to make proper payment,
which acquisition will not be subject w Anticle VIILB., the interests of the parties shall be tevised on an actcage basy, effective us of the
date of termination of the lcuse involved, end the panty who failed 10 meke proper payment will no Jonger be credited with en interest in
the Contract Arez on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required paymsznt shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas srtributable to
the lost interest, calculared op an acreage basis, for the development and operating costs theretofore p2id on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the feliowing as is necessary to effect reimbursement;

(a) Proceeds of oil and gas, Jess operating exp h fore accrued to the credil of the Jost inicrest, on an acrcage basis,
up to the amount of unrecovered costs;

{b) Proceeds, jess operating expenses, thereafler accrued attributable to the lost interest on an acreage basis, of that portion of
Aueed

Aoamtad {avebidi

and (¢ g production from any wells thersafter drilled) which, in the absence of such lease

+ W

oil and gas thereafter p

would be afin] to the lost interest on an acreage basis, up 10 the amount of unrecoveted costs, the proceeds of said
portion of the cil and gas 1o be contributed by the other parties in proportion to their respective interest; and,
{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest

lost, for the privilege of participating in the Controct Area of becoming » party to this sgreement,

of title
3. Other Lossess All losses /umcumd. other than those sel forth in Anicies IV.E.1. und IV.B.2. abuve, shall be joint losses
and shall be tomne by all panies in proportion 1o their interests. There shall be no readjustment of inicrests in the ining portion of

the Contract Arza.
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ARTICLE V.
OPERATOR

A. Desigaation and Responsibilities of Operator:

Chesapenke Exploration Limited Partoership, bv and tbrough its acent Chesapeske Operating, Ioc, shall be the

Operator of the Contract Area, and shall conduct and direct and have full conol of all operations on the Contract Ares es permitted and
required by, and within the limits of this agreement. It shal! zonduct all such operations in & good and workmaniike manner, but it shal]
have no liebility s Operator to the other partics for losses sustained or liabilities incurred, except such as may result from gross
ligence or willful miscond

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

I. Resignation_of Removal of Operator: Operator msy resign at any time by giving written notice thereof to Non-Operators.
If Operator termi its legal exi no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operatot, Operawor ghall be deemed to have izsigoed withoul eny action by Non-Operators, except the ion of & Op
mey be removed if it fails or refuses o carry out its duties hercunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative votz of two (2) or more Non-Operators owning 8 majority intercst based on ownership as shown on Exhibit “A”™ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock AM. on the
first day of the calendsr month foliowing the expiration of ninety (90) days afler the giving of notice of resignation by Operator ar action
by the Non-Op to remove Op unless a Operator has been selected and assumes the dudizs of Operator a: an earlier
date. Operator, alter effective dale of resignation or removal, shali be bound by tPﬁ ;erm: hmof 25 2 Non-Operator. A change of a cor-
poraie neme of structure of Operatos o transfer of Operator’s imerest to any / smgm Y, parent of porztion shall not
be the basis for removal of Operator.

2. Selgction of Successor Operator; Upon the resiguation or removal of Operator, 2 Op shall be sclected by
the parties. The Oy shall be selected from the parties owning an interest in the Coniract Avea at the time such suceessor

Operator is selected. The successor Operator shall be selected by the affimative vote of two (2) or more partics owning a majority interest
based on ownership as shown on Exhibit “A”, provided, however, if an Operator which has been removed fails to vote or votes only 1o
succeed itself, the successor Operator shull be selected by the affirmative vote of two (2) or more parties owning 3 majority interest bascd
on ownership as shown on Exhibit “A™ remaining efier excluding the voting interest of the Operator that was removed,

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of laber and the
compensation for services performed shalf be determined by Operator, and all such employees shall be the employecs of Operator,

D, Driliing Contracts:

All welis drilied on the Contract Arca shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so

desires, Operator may employ its own tools and squipment in the deilling of wells, but its charges therefor shall not exceed the prevailing

rates in the area and-the-rete-pfsueh-ehurgos-shall-be-agresdupon-br-the puriosin-wiiti ,L.fA.Aa_ubl d, and

such work shall be performed by Operator under the same terms and conditions as are customary and usual in the arca in contracts of in-
dependent contractors who are doing work of 8 similar narure.

ARTICLE Vi
" DRILLING AND DEVELOPMENT

A. Initist Well:

On orbefore the 1st day of May . 2005, Opcrator shall commence the drilling of a well for
oil and gas at the (ollowing location:

660° FSL & 990' FEL Section 4, Township 21 South, Range 35 East, NMPM, Les County, New Mexico

and shall thereafier continue the drilling of the well with due diligence to a depth of 12,100 feet or 2 depth sufficient, in
Operator’s sole opinion, o adequately test the Morrow formation

1, b i

unless granite or other practically imp or ion in the hole, which renders further drilling impracticel, is en-
countered ata Jesser depth, or uniess all parties agree 1o complete or abandon the well at a lzsser depth,

Operator shall make reasonable tests of all formations encountered during drilling which give indication of contsining oil and
ges in quantitics sufficicnt 16 1est, unless this agreement shall be limited in its appiication to 2 specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLE V1
continned

If. in Operator's judgment, the well will not produce oil or gas in paying quantitics, and it wishes to plug and abandon the
well a5 & dry hole, the provisions of Anicle V1I.E 1, shall thersufter apply.

B.  Subsequent Operations:

1. Proposed Opemtions: Should any party herew desirc 1o drill any wel! on the Contract Area other than the well provided
for in Asticle VLA, or to rework, deepen or plug back @ dry hole drilled at the joint expensc of all parties or & we) jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such 2 well shall give the
other patties written nolice of the proposed opesation, specifying the work to be performed, the location, proposed depth, objestive forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notics
within which o notify the party wishing to do the wark whether they elect to participaie in the cost of the proposed operation. If a drill
ing nig is on location, notice of n pmposa'! to rework, plug back or dril! deeper may be given by telephone and the response period shall be
limited 1o forty-eight (48) hours, / aguswe of Saturday, Sunday, and lega) holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to panicipate in the cost of the proposed operation. Any notice or

terh

given by telep shall be promptly confirmed in writing.

If s} parties elect to participate in such a proposed operation, Operator shall, within nincty (90) days after expiration of the notice
peniod of thirty (30) days (or as promiptly es possible afic' the expiration of the forty-eight (48) hour period when a drilling rig is on Joca-
tion, &s the case may be), actually commence the proposed operation * and Jete it with due dilig at the risk aud expense of all par-
ties hereto; provided, h , said date may be extended upon writlen notice of same by Operotor to the other parties,
for a period of up to thitty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obinin

ip or fo plete title ex-

permits from governmentul authorities, surface rights (including rights-of-way) or appropriate drilling
aminatior or curative matier required for title approval or acceprance. Notwithstanding the force majeure provisions of Asnticle X1, if the
sctual operation has not been commenced within the time provided (including any extension thereof as specifically pemmitted herein} and
if any party hereto still desires to conduct said aperation, written notice proposing same must be resubmitted to the other perties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2, Opemtions by Less than All Parties: If any party receiving such notice as provided in Anicle VLB.J. or VILD.1. (Option
No. 2) elects not to panicipate in the proposed operation, then, m order to be entitled to the bemefits of this Arncie, the party or parties
giving the notics and such other partics as shall elect to participate in the operation shall, within nincty (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible afier the expiration of the forty-cight (48) hour period when 3 drilling rig is
on locs 1on, as the case mey be) actually commence the proposed operation * and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Partizs: provided, however, if no dnilling rig or other equipment is pn location, and if Operator is
2 Non-Ci ing Party, the C ing Parties shall cither: (s) request Operator 10 perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate onc (1) of the Consenting Partics as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursugnt to this Article VI.B.2,, shell comply with all terms and con-

ditions of this agreement.

* Nothing contained herein shall prohlbit Operator or the participating parties from actually commeocing the propesed
aperation before the expiration of the notice period nor shall the timing of such commencement afTect in any way the validity of &
party's electivn or deemed clection,

m

I less than all parties approve any proposed operation, the proposing party, i y afier the expiration of the applicable
notice period, shall advise the Consenting Parties of the tntal interest of the partics approving such op snd its recor ¢
7“c‘|c1hc: the Consenting Parties should proceed with the operalion as proposed. Each Consenting Party, within forty-eight (48) hours

exchustve of Saturday, Sunday and legal holidays) afier receipt of such notice, shall advise the proposing party of its desire to (8) il par-
ticipation to such party’s interest as shown on Exhibit “A" or (b) camy its proportionate part of Non-C ing Parties’ i , and
failure 10 advise the proposing party shall be deemed an election under (a). In the event 2 drilling rig is on location, the time permitted for
such » response shall not excetd & total of forty-eight (48) hours (inglusive of Sawrday, Sunday and legal holidays). The proposing pacty,
at its election, may withdraw such proposal if there is insufficient participation and shall promprly notify ali parties of such decision.

tion as

The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they hauve
ciected to bear same under the terms of the p ding paragraph Ci ing Partics shall keep the Jeasehold esistes involved in such
operations free and clear of all fiens and cncumbrances of every kind created by or arising from the operations of the Cc ing Parties.
If such an operation results in 2 dry hole, the Consenting Parties shall plug and abandon the well and restore the surface Jocation at their
solc cost, risk and cxpense. 1f any well drilled, reworked, deepened or plugged back under the provisions of this Article resuits in 2 pro-

ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well 1o produce at their sole cost end risk,
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ARTICLE VI
contioued

If and when the Consenting Patties recover from 2 Nonﬁun{he: r:_gl g:%lsmr:lmqmghc(h intgrest the amou p!‘(‘\'ldcd for above,

the relinquished interests of such Non-C
Consenting Party shall own the same imterest in such well, the material and equipmsnt in or peruining thereto, and the production
therefrom as such Non-Consenting Party would heve been entitled to had it participated in the driiling, rewerking, deepening or plugging
back of said well. Thereafier, sush Nop-Cl ing Party shili be charged with and shall pay its proportionate part of the further cosis of
the operation of said well in accoréance with the terms of this a3 snd the A ing Procedure hed hereto.

Notwithstanding the provisions of this Artick VIBZ2., it is agreed that without the muiual consent of all panies, no wells shall
be completed in or produced from a source of supply from which a well located elscwhere on the Contract Area is producing, uniess such
well conjorms to the then-existing well spaciag panem for such source of supply.

The provisions of this Anicle shall have no application whatsoever to the drilling of the initisl well described in Anticle VLA,
excepl (a) as to Article VILD. L. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after if has been drilied w the depth specified in Article V0LA. i it shall thereufier prove to be a dry hole or, if initially completed for pro-
duction, ceases 1o produce in paying quantitics: , or { t } Operator propuses to recumpicte additional zones i any producing well drilied
under the terms of this Agreement.

3. Stapd-Bv _Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incuned pending respense to a party’s notice proposing a
reworking, despening, plugging back or compleling operation in such a well shall bt charged wnd bormne as part of the drilling or decpen-
ing operation just completed. Stand-by costs subsequent to all parties responding, ot expiration of the resp time pervnitted, whicheves
first occurs, and prior to agreement as 10 the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2,, shall be charged 10 and bome es part of the proposed opcration, but if the praposal is subsequently
withdrawn because of insufficient panicipation, such stand-by costs shall be all db the C ing V'arties in the propostion
each Consenting Party's interest as shown on Exhibit “A™ bears to the total imerest as shown on Exhibit A" of all Consenting Par-
ties.

4. Sidewacking: Except as hereinafter provided, those provisions of this ag pplicable to a “decpening™ operation shall
also be applicabic to any proposal to directionally control and inieationally deviale a well from venical so s to change the botiom hole
locatior {berein call “sidetracking™), unless done 1o straighten the hole or to drill around juck in the hole or becauso of other

mechanica! difficulties. Any party having the right to participate in 3 prop King jon that does not own an mierest in the

e P

affected well bore at the time of the notice shall, upon elecling to panicipate, tender to the well bore awness its propartionate share {equal
lo its interest in the sidewacking operation) of the value of that pohion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actua: costs incurred in
the initial dilling of the well down 1o the depth at which the uidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the well’s
salvuble maierisls and cyuipment down 10 e depth at which the sideiracking operation is initigted, determined ir. accordance with the
provisions of Exhibit “C”, less the estimated cost of sulvaging and the estimated cost of plugging and abandoning,

In the event (hat notice for 2 sndemckm‘g opesation is given while the drilling rig 1o be wtilized is on Jocation. the response period
shall be limited 1o forty-cight (48) hours, 7&(3% of Saturday, Sunday and lega) holidays; provided, however, any party may request and
veceive up to eight (3) additional days afier expiration of the forty-eight {48) hours within which to respond by peying for all stand-by time
incurred during such extended response period. If more than onc party elects to take such additional time to respond 1o the notice, stand
by costs shall be allocated benwesn the partics taking additional time to respond an a day-to-day basis in the proporiion each electing par~
ty's interest as shown on Exhibit “A” bears 10 the total interest as shown on Exhibit “A” of all the electing perties. In all other n-
id ing shall be fimitcd to thirty (30) days.

stences the resp period 10 a proposal for

C. TAKING PRODUCTION IN KIND:

Each perty shall take in kind or scparately dispose of its propomonale share of ail il and gas produced from the Cortract Area,
exclusive of produciion which may be used in develop ard producing operations and in preparing and treating oil und gas for

marketing purposes and produstion unavoidably lost. Any extra expenditure intwred in the raking in kind or separaic disposition by any
party of its proportionate share of the production shall be bome by such panty. Any party taking its shure of production in kind shail be

.7.

th
g Party shall Tevert to 1t g’wmgmé: :?&xrl $uc tev:mon, such Nopn- -
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ARTICLE VI
continued

required 1o pay for only its proportionate share of such part of Operator's surfuce facilities which it uses.

Bach i ehall 1 (Ut HP sdars—and be- for-th. la—af ii 3. 4 " r
Each-pa Stok SHOR—6+ A b ) s P
the-antsast—d d  OLPY- ddacin Actiale- VT B-—<chall be- gislad eo H di YRR 9 N I pyvow vl
v85 P-B5—pF 5B payment y—frose P
is-shere-ofail-peodustion:

in thc event any party chall fail to make the arrangements necessary to take in kind or sepacately dispose of its proportionate share of

the oil f proén%ed from the Comract aa, Operator shall have the right, subject to the revocation at will by the party swning it, but not

the obligation, to purchase such oxl ot E 1 it to others at any time and from time to 1ime, for the account of the non-laking party at the
best price ebiainable-intheorea for such production. Any such purchase of sale by Op shall be subject always 10 the right t‘me

owner of the production to exercise al any Lime jts right to wke in kind, or separetely dispose of, its share of all ol f not prcvnously
delivered to a purchaser. Any purchase or szle by Operator of any other party's shure of oil shall be only for such reasonable periods of
time a5 are i with the mini needs of the industry under the particular circumstances, but in no event for 2 period in excess
of one (1) year.

in the even! one ar more parties® separate disposition of its share of the gas causes split-strcam deliveries to separate pipelines and/or
deliveries which on & day-to-day basis for any reason are not exactly equal to 3 party's respective proportionate share of total gas sales o
be aliocated 10 it, the balancing or ing between the respective accounts of the parties shall be in d with any pas
agreement between the parties hereto, whether such an is hed as Exhibit “E”, or is a separate agreement.

hal

D,  Aceess to Contract Area and [nformation:

Each party shall have access to the Contract Arca at a)l reasonable times, at fis sole cost and risk to inspect or observe operations,
2nd shall have aceess at ble times 10 ind jon pertaining to the devel 1t or operation thereof, including Op *s books
and records relating therewo. Operator, upon rcqncst, shnll fum'xshmc::h ?f o!h:rt:mrcosd mg\ coal:‘si (;: aell ﬁr.rmor reports filed with
govemmental agencies, daily drilling reports, well Iogs, ank-iab deily-paugt-and-run-te o
sach—menth, ond shall make available samples of any cores or cunmgs taken from any well drilled on the Contract Area The cost of
ga!hcnng end fumishing information to Non-Operator, other than that specified above, shall be charged 1o the Non-Operator that re-
quests the Information. / Non-consenting parties shall be denied access to the well location snd well information until the non-consent

period has expired.
E.  Abandonment of Wells:

1. Abandonment_of Dry Holes: Except for any well drilled or deepened pursuant 1o Aricle VI.B.2., any well which bas been
drilled or deepened under the terms of this ag and is proposed 1o be pleted as 8 dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, afier diligen effort, be unable 1o contact eny pany, or should any party fail 1 reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be d 4 to have d to the proposed aband All such wells shal} be plugged and ebandooed in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or decpening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over tbe well and conduct further
operations in search of oil end/or gus subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Except for sny well in which a Non-Conscnt operstion has been d )
hereunder for which the Cousenting Parties have not been fully re\mbursed as herein provided, any well “Ii. ch has heen completed as &
producer shall not be plugged and abandoned without the consent of all pamesP rf,caﬂ’“d n the cot nf dn' HAAL] the well shall
be plugped and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, witlun
thirty {30) days afies receipt of notice of the propoesed abandonmen: of any well, all perties do not agree 10 the abandonment of such well,

those wishing ta inue its operation frem the interval(s) of the formation(s) then open to production shall 1ender to each of the other
parties its proporvionate share of the veluc of the well’s sajvable malegxl mdor mpn;‘n%oﬁ;mﬁdn g: -cordam:: MT&I xéxons of

will be d no'h ba d f
Exhibit “C", less the estimaled cost of salvaging and the estimated cost of p!uggmg nn:? n tonun cc% B onmcnw e;:ah assign

the non-abandoning parties, without warranty, express or implied, as to titic or as 1o quantity, or fitness for use of the equipment and
material, all of its interest in the well and selated equipment, together with its interest in the lcaschold estate a3 10, but oaly as to, the in-
ing panty is or i
gas interest, such party shall exocute and deliver 10 the non-abandoning party os perties an oil and gas lease, limited io the interval or in-

terval or inlervals of the formation or formations then open to production, I the interest of the aband ludes an oil and

tervais of the formation or formations then open 10 production, fur & term of one (1) year and so long thereafier es oil and/or gas is pro-
duced from the imerval ot intervals of the formetion o: formations covercd thereby, such lease to be on the form attached as Exhibit
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ARTICLE V1
continued

“B". The assignments or Jeases so limited shall encompass the “drilling upit” upon which the well is loczted. The payments by, and the
assignments of leases v, the assignees shall be in 2 retio based upon the relationship of their respeative p Re of paricipation in the
Cobtrzct Area t0 the aggrepste of the percentapes of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Ares,

Thereafter, sbandoning parties shall have no Rurther responsibility, Hability, or interest in the operatien of or production from
the w ell‘m ‘stheklmarvll or intervals then open other than the rovalties retained in any lease made under l.he terms of this Articie. Upenre-
quesy; / Operator s?mll continue to operate the assigned well for the of the non g parties at the rates and charges con-
) cost and charges which may arise as the result of the separate ownership of the assigned

Mand

At

plated by this ag] plus any
wefl. Upon proposed aband of the produciag interval(s) assigned or leased, 1he assignor or Jessor shall then have th: opfion 1o
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therem subject v the pro-

visions hereof.

3, Abandonment of Nop-Consent Operations: The provisions of Article VLE.1. or VLE.2 above shall be appliceble as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no wel] shall be
permanently plugged and abandoned vnless and until all parties having the right 1o conduet funher operations therein have been notified

of the proposed sband and afforded the opportunity to elect to take over the well in d with the provisi of this Anicle
V1E.
ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES
A.  Lisbility of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be lieble only for its proporionare share of the costs of developing and operating the Contract Area. Accordingly, the liens grznied
among the partics in Article VILB. arc given 10 sccure only the debts of cach severally. It is not the intention of the parnies to create, nor
shall this agreement be construed es creating, b mining or other partacrship or association, or to render the panties liable as partners,

8. Liens and Peyment Defaults:

Eacli Non-Operator grants 1o Operator a lien upon its oil and gas rights in the Contract Area, and a sccurity interest in its share
of oit and/or gas when exmracicd and its interest in all equipment, to seoure payment of its share of expense, together with imercst thereon
at the rate provided in Exhibit “C" To the extent that Operator has 2 security interest under the Uniform Commercial Code of the
state, Operator shall be catitled to exercise the rights and remedics of 2 secured party under !h: Code, The bringing of a suit and the ob-
wining of judgment by Opcrator for the secured indebtedness shall not be di d an cl of dies or otherwise affect the lien
rights or sccurity interest as security for the payment thereof. In addition, upon defavlt by any Non-Operator in the payment of its shate
of expense, Operator shall have the right, without prejudice to other nghts or remedics, 10 collect fiom the purchaser the pruceeds from
the sale of such Nan-Opcrator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid, Each

purcheser shall be entitled to rely upon Operator’s wrilten staicment concerning the amount of any default. Operator granis a iike lien
and security interest to the Non-Operators to sccure payment of Operator’s proportionate share of expense.
dition of a herefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the urpaid amount in the proponion that
the interest of each such party bears 1o the interest of all such parties. Each party so payiog its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

If any panty fails or is unable to pay its share of expense within sixty (60) days after r

C. Payments and Accountieg:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and opcation of the Contract Area pursuant (o this agreement and shall charge cach of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C”. Operator shali keep an accwate record of the joiat account hereunder,
showing expenses incurred and charges and credits made and received.

Opecaror, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective sharcs of the cstimated amount of the expense 1o be incurred in operations hereunder during the next succeeding
month, which right may be ised only by sub to each such party of an itemized of such esti d expense, tog:
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti d exp shall be subnitted

on or before the 20th dey of the next preceding month. Eack purty shall pay 10 Operutor its proportionate share of such estimate within
fifieen (15) days after such estimate and invoice is received. J7 any party fails to pay its share of said estimute within said time, the amount

b

due shall brar interest 25 provided in Exhibit “C" until paid. Proper adjustment shall be made menthly between advances and acwal ex-
pense (o the end that each panty shall bear and pay its proportiosate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drili or Decpen:  Without the consent of all pattics, no well shall be drifled or decpened, except any well drilled or deepened
pursuant 1o t* provisions of Article VIB.2. of this egrecment. Consent 1o the drilling or deepening shall include:
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ARTICLE VI
continued
O Option No, 1; Al necessary expenditures for the drilling or deepening, testing, pleting and equipping of the well, including

necessary tankage and/or surface facilities.

@ Option No 2: Al necessary expenditures for the driliing or dee in, fﬂd‘temn; of the well. When such well has reached its
authorized depth, and all tests have been completed, and the resuits lhcrcc %umsgod to the parties, Oporator shall give immediate notice

10 the Non-Og'cmor; whe have the right 10 perticipate in the plietion costs. The partics receiving such notice shall have forty-zight
{48) hiours (/ exetusive of Saturday, Sunday and legal holidays) in which to elect 10 participate in the setting of casmg nnd the completion at-
tempt. Such eleciion, when made, shall include consent 1o all y expend for the completing and cquipping of such well, in-

cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period sbove fixed shall
constitute an clection by that party not to participate in the cost of the completion attempt. if one or more, but less than all of the parties,
elect 1o set pipe and to attempt 8 completion, the provisions of Article VI.B.2, hercof (the phrase “reworking, deepening or plugging
back” as contained in Anicle VL.B.2. shall be deemed to include “completing™) shall apply o the op thereaft ducted by less
than all parties.

2. Rework or Plug Back: Without the consent of al) parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Anicle VI.B.2. of thls agreemeat Consent to the reworking or plugging back of a well shall
inciude al) y expendi in ducting such op and picting and cquipping of ssid well, including nucessary tankage

and/or surface facilities.

3. Qther Operations: Without the consent of all panties, Operator shall not undertake any single project reasonably estimated
10 yequire an sxpenditure in excess of Fifty Thousand Dollars (S5¢,800.00 )
except in connection with a well, the drilling, reworking, deepening, 8. pleting, or plugging back of which has been
previously authorized by or p to this agn provided, how:vu. that, in cese of explosion, fire, flocd oF other sudden
emergency, whether of the same or different nature, Operator may teke such steps and incur such exp a¢ in its opinion are d
1o deal with the emergency to safzguard life and property but Operator, as promptly as possible, shall report the emergency 10 the other
parties. If Operator prepares an authority for expenditure (AFE) for itz own use, Operator shall fumish any Non-Operator so requesting

an information copy thereof for any single project costing in excess of Fifty Thousand
Dollars {$50.000,00 ) but less than the amount fitst set forth above in this puragraph. / An AFE is an estimate only of costs and

in no way shall the exccution of an AFE limit the liability of any party.
E. Rentals, Shut-ia Well Payments and Migimum Royalties:

Rentals, shut-in well payments and minimum royaities which may be required under the 1erms of any Jease shall be paid by the
party or partics who subjected such lease 1o this agreement at its or their expense. In the tvent two or more portics cwn snd have con-
tributed interests in the same lease 1o this apreement, such parties mey designae one of such paries 1o make sait payments for and on
behalf of all such parties. Any party may request, and shall be entitied to receive, proper evidence of all such paymeats. In the event of
failure to make proper payment of any renul, shut-in well pay or mini royaity th or oversight whers such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordence with the pro-
visions of Article JV.B.2.

N mietal

Operator shall notify Nen-Op of the anticipated pletion of a shut-in gas well, or the shutting in or retumn to production

P

of a producing gas well, al least five (§) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure 10 do so. In the event of failure by Operator to so notify
Non-Operator, the Ipss of any lease contributed hereto by Non-Operator for fuilure lo niske timely payments of any shut-in well payment
shall be bome jointly by the parties hereto under the provisions of Anicle IV.B.3.

F. Taxes;

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendesed for such taxcs, and it shall pay 2! such taxes assessed thereon befost they
become delinquent, Prior 1 the rendition date, cach Nor-Operator shall fumish Operator information as to busdens (1o nclude, bul nut
be limited t0, royalties, overriding rovalties and production payments) on leases and oil and ges interests conwibuted by such Non-
Opcrator. If the d valuation of any leaschold estate 15 reduced by reason of its being subject to outstanding excess royalties, over-
riding royalries or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-

tion. If the ad valorem taxes are based in whole or in pan upon scparaie valuations of each party's working interest, then notwithstanding
anything fo the confrary herein, charges to the joint account shall be made and paid by the partics herete in accordance with the tax
value generefed by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner psovided in Exhibit "C”,

If Operat iders any tax improper, Operalor may, at its discretion, profest within the time and manner

prescribed by law, and prosecute the protest to a final deiermination, unless all parties agree ic sbandon the prolest prior 1o final detcr-
During the pendency of administative or judicial p dings, Operator mey tlect 1o pay, under protest, 2l such taxes and any
inerest and penalty. When eny such protesied assessment shall have been finally determined, Operator shall pay the tax for the joint ac-

64 count, together with any interest and penalty sccrucd, and the total cost shall then be assessed against the parties, and be paid by them, s

provided in Exhibit "C”.

4! 'y

Each party shall pay or cause to be paid all pr everance, excise, g and other laxes imposed upon or with respeet

to the production or handling of such puny’s share of oil and‘or gas produced under the terms of this agreement.

S10 -
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ARTICLE V11
continued
G. Insurance:

At atl times while operati are ducted h der, Op shall comply with the workmen's compensation lew of
the state where the operations are being ducted; provided, h . that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made 10 the joim account shell be es provided in Exhibit “C”. Operator shall
slso carry or provide insurance for the benefit of the joint sccount of the panies as outlined in Exhibit “D", stached 10 and made a part
bereof. Operator shall requite all contractors engaged in work on or for the Conwact Area to comply with the workmen’s compensation
faw of the siate where the operations ase being conducted and to maintain such other insurance as Opesator may require.

th—the—ovent bite—publie—tobitity—t is-gpootfiod—in—seid-Exhibii-"D —ersubsequently iveo—the—approval—ef—t

iac o g ok hall baa el b S 3n L H sd-£e A M far-D 3] 3
P g EOSREIOC- AN TP P Laiied ! b2 qup
ARTICLE VIIL

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The lemses covered by this agreement, insofar as they embrace acreage in the Contract Aree, shall not be surendered in whole
) H owevei no consent shill be necessary to release
or in part unless all panies consent thereto / a fease w! jich has expired or ofberwise lerminated.

However, should any party desire 10 surrender its interest in eny lcase or in any portion thereof, and the other parties do not
agree or consent therets, the party desiting to surrcoder 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
therealler secured, to the partics not consenting to such surrender, If the interest of the assigning party ic or includes an oil and gas in-
torest, lht i party shall and deliver to the party or parnies n?l conseming o sq.ch c:urr:r;de n oillnu mga.s lease covering
sach oil and gas interest for a term of one (1) year and so long thereafier as oil and/or gas is pro&ce%m thgfmd covered therchy, such
jease to be on the form enached heseio as Exhibit “B”. Upon such assignment or leese, the assigning party shall be relizved from al}
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
anributable thereto, and the assigning party shall heve ne further interest in the assipned or Jeased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Anicle. The pacty assignee or lessee shall poy to the
party assignor or lessor the reasonable salvage value of the later's interest in any wells and equi atributable 1o the assigned or Jeas-
ed acreege. The value of all matcrial 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 assign or Jesse is in favor of more than one party, the inerest
shall be shared by such parties in the proportions that the interest of each bears 1o the total interest of all such parties.

Any assignment, Jease or surrender made under this provision shali not reduce or change the essignor’s, lessor's or surrendering
party’s interest es it was i diately before the assig Jease or der in the balance of the Contract Area; and the acrege
dered, and sut ions thereon, shall not thereafier be subject 1o the 1erms and provisions of this

) 2

d, Jeased or

&

agTeement.
B. Renewal or Extension of Leases:

If eny party secures a renewa! of any oil and gas lease subject to this agreement, all other parties shafl be notified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participaie v the ownership of the

renewal leasc, insofar as such Jease affects lands within the Contract Azca, by paying 1o the party who acquired it their several proper pro-
portionate sheres of the acquisition cost ellocated 1o that pan of such tease within the Contract Area, which shall be in proportion to the
interests held at that time by the panies in the Contract Area.

If some, but less than afl, of the parties elect to participate in the purchase of a Tenewal Jemse, it shall be owned by the parties
who elect o participate therein, in a ratio based upon the reiationship of their respective per ge of participation in the Contract Arca
to the aggicgete of the percentages of participation in the Contract Area of sll parties participating in the purchase of such renewal lease.
Any renewal lcase in which less than all panties clect to panicipate shall not be subject to this agreement,

Each party who particip in the purchase of 2 | lease shall be given an assignment of its proportionate interest thercin
by the acquiring party.

The provisions of this Anicle shall apply 1o rerewal Jeases whether they are for the entire interest covered by the expiring lease
or cover only & portion of its area or an interest therein. Any rencwal lease 1aken before the cxpiration of its predecessor lease, or taken or
contracted for within six (€) months afier the expiration of tbe existing lease shall be subject to this provision; but any lease taken or con-

tracted for more than six (6) months afier the expiration of an existing lease shall not be deemed s renewal lease and shall not be subject to
the provisions o this agreement.
The provisions in this Article shall also be epplicable to extensions of oil and pas ieases.

Cr—AereepeorCash-Contribations:

—hile—this—op in—force—Hany—pasny for b ~of—cush-towards—thedrllingof 1 other
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ARTICLE VI

conlinued
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9 D. Maintenance of Uniform Interests:
10
1 Forthe—purp - i .} s Lr ha il ‘lg 1 (V] 11] th & B
12 pars-—sheli-soli: b for-oi-malkio-other-disposition—ef-ifs-interest-in-the-leases-erabracod-withinthe-Contract-Afea-shd-sn-welis;
13 g " v P a. L o | Ty
14
15 1 b Y 4 ol th .-:' J1t -'.A1; -.;Jr-'
16
17 2 an-og undi rEa N IR PO | P Ar L A-the-C LA san
18
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreemen
20 and shall be made without prejudice to the right of the other parties.
21
22 If, at any time the interest of any pasty is divided among and owned by four or more co-owness, Operator, at its discrct.ion, may
23 requite such co-owners to appoint a single trustce or agent with full autharity to receive notices, approve expenditures, receive billings for
24 and approve and pey such party’s shere of the joint cxpenses, and to deal generally with, and with pawer to bind, the co-owners of such
25 pary’s interest within the scope of the operati braced in this ag ) er, all such shull heve the right to emer
26 imo and (4] or agr for the disposition of their respective shares of the oil and gas produced fiom the Contract
27 Arer and they shall have the right to receive, geparaiely, payment of the sale proceeds thereof.
28
29 E. Wiiver of Rigbts to Partition:
30
31 If permitted by the laws of the state or states in which the property covered hereby is located, cach party hercto owning an
32 undivided interest in the Contract Ares waives any and all rights it may have to panition and have sct aside to jt in severalty its undivided
33 intecest thercin,
34
35 R—PReeferentini-Right-to-Pureh
3%
37 Should Yy P“:‘;‘ deci X7 1l--all o =1 TS . 433, 'S .:., “°L1. _':l. + 1n~tha_Caatraat
38 A .‘. \.IIr pHy-p inen n‘"b-nl. thy r-q" '|hbll'f H 'u'.nrr 4 l.’ heoh-shalldnclude-the
3 d-adéeoss—ofthe-prospestive-purchaser{uhe-must-bo-reedy - witling-and-eble-tepucchase)- the-purohase-pros-and-—sli-other-terme
40 ofthe-offsi—The-other-porties—chall-then-havean-optional-prioersizhitforo-poriod-of-ton-(40)-daye-ufier ipt-of-the-hotion—te-pureh
41 ““_r_l. Ao _"d & 4he. vy TIYE N : 1h kb, F ...l propH Ty Wl!‘L‘ !‘ ifthi B H I.;.I;: H ath ("
42 £ ™ 1...".& lly.r b - e 3 .‘ll"r' thar she o t-af. h-b ta—ina—teinl-4 rn} N i
43 vee-¥H e hali—b profe inl-tight-te—pucoh P g60—wh veparty weiches+ gape-its—i o050
44 ¢ P £4t Ty et R lidati ~ot-sale-ofell-orsub H ||J W of it ata L Toeids f o
45 pamyart boidi Fe-parent PENY-F-i0-BRY- poty-in-whivh-uiy-ene-pary onity-oi-tha-stosk-
46
47 ARTICLE IX.
48 INTERNAL REVENUE CODE ELECTION
49
50 This agreement is not intended to creaic, and shali not be construed fo create, a relationship of partmership or an association
§1 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and Labilities hereunder are several

52 and not joint or collective, or that this agrcement and operations h der shall not itwte @ partnership, if, for federal income tax
§3 pucposes, this sgreement and the operations h der are regarded us 8 par ip. cach party hereby affecied elects 10 be excluded
54 from the application of all of the provisions of Subchapter “K”, Chapter 1, Subtitle “A”, of the Toternal Revenue Code of 1986, as per-
55 miticd and suthorized by Section 761 of the Code and the regulations promuigated thereunder. Operator is authorized and directed to ex-
56 ecute on behalf of each party hereby affected such evidence of this election rs may be required by the Secretary of the Freasury of the
57 United Stales or the Federal Intemal Revenue Service, including specifically, but not by way of limitation, all of the returns, statcments,
58 and the dam required by Federa! Regulations 1.761. Should there be any requirement that cach party hereby sffected give further
58 evidence of this election, each such pamy shall execwte such documents and fumish such other evidence as may be required by the
60 Federal Intemal Revenue Service or as may be necessary fo cvidence this election. No such party shall give any notices or take any other
61 action i 3 with the eiection made hereby. If any presem or future income 1Bx laws of the state or states in which the Contract
B2 Area is located or any future income tax laws of the United States conuin provisions similar to those in Subchapter “K”, Chapter |,
Subtitle A", of the Internal Revenue Code of 1986, under which an election similar 1o that provided by Section 761 of the Code is per-
64 mined, each puny hereby affected shall make such clection as may be permitied or required by such laws. In making the foregoing elec-
65 tion, each such panty states that the income derived by such party from opcrations hereunder can be sdequaicly determined without the
68 computation of parmership axabie income.

F3
«w
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uni d third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed Fifty Thousand Doltars
($50.000.00 ) and if the pay £1.] P ) of such claim or suit. if the quired for settd cx-

ceeds the above amount, the parties hereto shall assume snd take over the further handling of the claim or suit, unless such authority is
delegated 1o Operator. All costs and expenses of handling, sertiing, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the clim or suit arises. If a claim is made egainst any party or if any party is
sued on account of amy marter arising from operations hereundet over which such individual has no conmol because of the rights given
Operator by this agreement, such party shall immedistely notify all other partics, and the cleim or suit shall be treated as any other claim

o h

or suit i g Op

ARTICLE XI,
FORCE MAJEURE

If any pany is rendered unable, wholly or in part, by force majeure to carry out jts obligations under this ag other than
the obligation 10 make money pzyments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the oblipations of the party giving the notice, so far as they are affecied by the force
majeure, shall be suspending during, but no lenger than, the G of the force maj The affected pasty shall use all reasonabie
diligence 1o remove the foree majcure situation as quickly as practicabie.

The requiremient that uny force maj shall be died with all r ble dispatch shall not require the setlemnent of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; bow all such difficulties shall be handled shal} be entirely
within the di jon of the party d

The term “force mejeure”, as herc employed, shall mean an act of God, swike, lockout, or other industrial disturbance, act of
the public enemy, war, biockade, public riot, lightning, fire, storm, flocd, explosion, g d sction, g ] delay,
of inaction, unavailability of equipment, and eny other cause, whether of the kind specificelly enurncrated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authotized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or elegram, postage or charges prepaid, or by telex or telccopier and addressed to
the parties 10 whom the notice is given at the addresses listed on Exhibit “A™. The originating notice given under any provision hereof
shall be decwmed given only when received by the party to whom such notice is directed, snd the time for such perty 1o give any notice in
response thereto shall run from the date the priginating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time 10 time, by piving written potice thereof to all other parties,

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of lime selected below; provided, however, no pany hereto shall ever be construed as having any right, title or interest in of o any
leare or 0il and gas nterest contributed by any other party beyond the term of this egreement. -

O Qptien No, ): So long es any of the oi! end ges Jeases subject 1o this agrecment semain or are continued in force as 1o any pant

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

B Option No. 2: In the cvent the well described in Article V1A., or any subseguent well drilled under any provision of this
er results in prod of oil and/or gas in paying quantitics, this agreement shiall continue in force so long as any such well or
wells produce, or are cepable of production, and for an additions! period of 90 days from cessation of all production; provided,

however, if, prior 1o the expiration of such additional period, one or more of the parties hercio are engaged in drilling, seworking, deepen-
ing, plugging back, testing or attempting to compicte a well or wells hereunder, this agseement shall continue in force until such opera-
tions have been pleted and if production resulis therefrom, this shali inue in foree as provided herein. In the cvent the
well deseribed in Article V1A, or any subsequent well drilled hereunder, resulis in 8 dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Ares, this agreement shall terminate unless drilling, deepening, plugging back or rework-

ing dperations are commenced within 90 days from tbe date of abandonment of said well,

It is agseed, h . that the ination of this ag shall not velieve any pany herero from amy lisbility which has

accrued or sttached prior to the date of such termination.

«13-
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ARTICLE XIV.

COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders:

This agreement shall be subject lo the conservation laws of the statc in which the Contract Areg is located, to the valid rules,
regulations, and orders of any duly constituted tegulatary body of saud state; and to all other applicable fedzral, state, and local laws, or-
dinances, rules, regulations, and ordess.

B. Governing Law:

This sgreement and all matters pertaining hercto, including, but not limited ta, matiers of perit non-p breach,
remedies, procedures, rights, duties, and intery ion or ion, shall be povemed and derermined by the law of the siate in which
the Contract Area is Jotated. Jfihe-Gonroe —Aroi-is-in-ywe: totes-the-lew-uf the-stete-of-
shall-govern:

C. Regulstory Agencies:

Nothing herein contained shall grant, or be construed 1o grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or staic lsws or under rules, regulations or orders p igated
under such laws in reference to oil, gas and mineral operations, including the locati peration, or proguction of wells, on wacts offset-

ting ar adjacent to the Contract Ares.

With respect fo operations hereunder, Non-Opemtors agree 10 release Operator from any and all losses, damages, injurics, claims
and causts of mcuon arising ow of, incident 10 or resuliing directly or indirectly from Operator's interpretation o1 application of mles,
rubngs, regulations or orders of the Depanment of Energy or pred or gencies to the extent such intcrpretation or ap-
plication was made in good faith. Each Non-Opurator further agrees to reimb Op for any pplicable to such Non-
Operator’s share of production thet Operator may be required 1o refund, rcbate or pay us 8 result of such an incorreet interpretation of

application, togethes with interest and penaltics thereon owing by Opersator as & result of such incomect imerpretation or application.

Non-Op authorize Op to prepare and submit such documents as may be required to be submitted to the purch
of any crude oi) £318 heseunder or 10 any other person or entity pursuant to the requirements of the “Crude Oi} Windfali 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 fimoe to time pursuant to said Act. Each party hereto agrecs wo furnish any and all centifications or other inf
which is required 1o be furnished by said Act in a limely manner and in sufficient detsil to permit compliance with said Act.
ARTICLE XV,
OTHER PROVISIONS

A. CONFLICTS

Notwithstanding anything berein contaloed to the contrary, it is understood and apgreed that if there is any conflict
between any part of or ali of the terms and provisions of Article XV and any otker terms and provisions of this agreement,
the terms and provisions of this Articie XV shall prevail and control.

B. PRIORITY OF QPERATIONS

H at any time there is more than one operstion proposed in connection with any well subject to this agreement and if the
Cousenting Parties do not agree on the scquence of proposed operations, such propesed operations shall he conducted o the
following sequence:

First - testing, coring or logging

Second - completion attempts without plugging back in ascending order from
deepest to shallowest depths;

Third - sldetracking in the order of least devlation from the original bottombole
tocation to the grentest deviation;

Fourth - decpening of 2 well below the autborized depth i descending order
from shaliowest to deepest depths;

Fifth - pluggiog back and f pts in ding order from

deepest ¢o shaliowest deptbs.

.14 -
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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 ill 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 state regulatory bodies or courts regarding the Contract Area.

2. All reasonable costs incurred by Operator in complying with the Natural Gas Palicy Act of 1978, or in
complying with federal, sate or jocal 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 Contruct
Area.

D. MULTIPLE BILLING

In no event shali 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
1o it on Exhibit "A", bereinafter referved to as "Selling Party", such Selling Party shall be solely responsible for billing
its assignee or assignees and shall remain primarily Hable 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 the recarded 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 unrcasonably withheid.

E. PA OF CERTAIN ROYALTIES

If at any time a portion or all of the Contract Area is subject 1o a valid drilling and spacing unit order entered
by the New Mexico Qil Conservation Division and notwithstanding the provision of Article III.B. and Article IIT.C.
hereof with respect 1o payment of royalties, the Operator is hereby authorized to receive all royalty proceeds from the
sale of gas production from each such drilling and spacing unit within the Contract Area and to remit such proceeds to
the parties entitied thereto, Non-Operators agree to direct their gas purchasers to remit all royalty proceeds to Operator
for distribution to royalty owners. If any gas purchaser refuses to rernit 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, Jess that portion of such Non-Operator's share of such proceeds anributable to its net revenue
interest in each such drilling and spacing unit. Suck proceeds shall be net after taxes and shall not include any portion
of the value of gas sold which in the opinion of a party hereto selling such gas, is subject to refund by viriue of an order
of the Federal Encrizy Regulatory Commission. Upon approval by the Federal Bnergy Regulatory Commission of any
portion of such rate subject to refund obligation, a Non-Operator shall, if increased royalties result, remit 1o Operator
such increased royalty amount, which shall be distributed over the unit on the basis of royalty ownership at the time of
accrual. Each Non-Operator shall fumnish to Operator the names, addresses, tax identification or Social Security
numbers, and fractional interests of all owners of royalty in the Jeasehold 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. 1f division order title opinions are not otherwise provided for herein, Non-Operator shall,
upon Operator's request, furnish Operator witk copics of division order title opinions prepared by a reputable attomey
covering the land subject to Non-Operator’s leascholds 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 seve Operator harmless from any claims, losscs,
demands and causes of action which may be asserted by reason of an error in the ownership information fumnished to
Operator and each Non-Operator shall indemnify operator against loss resulting from Operator's actions taken in
refiance upon any information fumnished 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 10 hold
each other party harmless from any and all claims for royally payments 2sserted by royalty owners to whom each party
is accountable.

F. PREPAYME] S SES

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 (i) 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 inital well to be drlled wnder Article V1AL 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-Operztor in
writing and may be either mailed, hand-delivered or transmitted by facsimile machine.

14(a)
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A Non-Operator recejving a request for advance payment will, within two (2) days of the receipt of such
request if a drilling rig is on location and within fifieen (15) days of the 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-Operzator'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
the Operator’s sole discretion at any time prior fo actual payment, exercise any one or more of the following rights and
remedies: (a) if the advance was requested for leaschold acreage acquisition or the drilling of the initial well under
Artcle V9A., 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 be deemed to have relinquished all of its leaschold
and contract rights in the Contract Area; (b) if the advance was requested for any Drilling Operation, including, without
Jimitation, 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 V1.B.2; (c) sue the Non-Operator who faiied to pay
as provided above for its proportionate share of expenses plus interest; or (d) exercise any and all other nghts and
remedies available to the Operator under this agreement and applicable law. Each of the 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 of this paragraph
F. All rernedies herein provided are cumulative and not alternative, and no failure 1o exercise or delay in exercising any
such right will operate as a waiver thereof.

G. DISTRIBUTION QF REVENUE

Notwithstanding anything to the conwary 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 1o said Non-Operator
during the next calendar month ensuing following receipt of the proceeds by Operator from the purchaser.

WPermian\Operated Well\KF State 4 #1\JOA\14a & 14b Other Provisions.doc
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure w0 the benefit of the parties herclo and o their respeciive heirs, devisees,

jegal representatives, successors and assigns,

This instrurnent may be executed in any number of counterpans, each of which shall be

IN WITNESS WHEREOF, this agreement shall be effective as of

.4

4 an origina! for all purp

9th day of March , (year) 2008 .

Sara Calidwell

who hes prepared end circulaieg this form for executon, represents and warrants that the form

was printed from and with the exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as
published in diskettc form by Forms On-A-Disk, Inc. No changes, alterations, or modifications;-other-then fhose-in-Astiok

have been made to the form, other than 2s shown by strikeout and/or beld type.

OPERATOR

CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP by Chesapeake Operating, Inc.,
General Partner

Henry J. Hood, Scolor Vice President - Land and Legat

NON-OPERATORS

KAISER FRANCIS OIL COMPANY

TITLE:

SAMSON RESQOURCES COMPANY

a7

TITLE:

-15-
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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 OlL COMPANY AND SAMSON RESQURCES COMPANY AS NON-
OPERATORS

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

2. Restrictions as to depths and formations: None.

3. interests of Parlies:
Owner Working Interest
Chesapeake Exploration Limited Partnership ' 50.000000%
P. O. 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

Midiand, TX 79701

TOTAL 100.000000%

W:Permian\Operated Welis\KF Stale 4 #1\WJOA\Exhibit A Wi.doc
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EXHIBIT “A-1"

ATTACHED TO AND MADE A PART OF THAT CERTAIN JOINT OPERATING
AGREEMENT MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION
LIMITED PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OlL_COMPANY
AND SAMSON RESOURCES COMPANY, AS NON-OPERATORS

INSOFAR AND ONLY INSOFAR as the foliowing 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.: NM7830001-002

Lessor: State of New Mexico V0-7063

Lessee: Rubicon Oil & Gas |, LP

Lease Date: May 1, 2004

Legal Desc: SWi/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, 1832 1

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:i\Permiam\Operated Wells\KF State 4 #1\JOA\Exhibit A-1 Leases.doc
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THERE (S NO EXHIBIT "B"
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EXHIBIT “C”
! Attached 1o and madc a part of ___that cetain Operating Agrecment dat arch 9, 2005 by and between Chesa;
2 Exploration 1 amited Parmership, 2s Operator and Kaiser Francis Dl Company and Samson Resources Compauy, as Nop-Operators
3
4
H
6
Z ACCOUNTING PROCEDURE
v JOINT OPERATIONS
10
1 1. GENERAL PROVISIONS
12
13
14 1. Definttions
15
16 “Soint Property”  shall mean the rteal and personal property subject to the agreement to  which this  Accounting Procedure
17 is anached.
18 “Jpint  Operations® shall  mean sl operations  mnecessary  of  pruper  for . the Aop perati P i and
19 mainienance of the joint Property.
20 "Joimt  Accourt" shall mean the accoumt showing the charges paid  and  credits  veceived in the  conduct of the Joim
27 Operations and which are to be sharéd by the Parties. '
22 “Operator* shall mean the panty designated 1o conduct the Joint Operations.
n “Non-Operators” shall mean the Parties 10 this agreement other then the Operator.
2% “Parties™ shall mean Operator and Non-Operators.
25 “First  Level  Supervisurs®  shall mean  thosc  anployces whose  primary  function in Joint Opemtions is the direct
2% supervision of other employses and/or contract iabor  direclly employed on the Joint Propeny in a2 fiedd operating
27 capacily. ‘
28 “Technical Empinyees™ shall mean those emplcyres having special and  specific  engineering, geological. or  other
29 professional  skills, ond whase primary function in Joinl Operations is the hondling of specific opemating  conditions znd
30 problems for the benefit of the Joint Propernty.
31 “Personal Expenses” shall mean travel and other reasonable reimbursable expenscs of Operator's employess.
12 "Mazterial” shall mean | propetty, equip or supplies acquired or held for use on the Joint Property.
13 “Conrollable  Maieral”™ shall mean Material which of the time is so classiied in the Material Classification Manual as
3¢ most recently recommended by the Council or Petrol A Societi
35
16 b Statement and Billings
37
38 Operator shall bill Non-Operators on or before the last dey of ecach month for their proportionate share of the Joim
19 Account for the preceding month. Such bilis  will be sccompamied by staiements  which  identify the  authority for
40 expenditure, lease or facility, and all charges and credits  summarized by appropriste classifications of investment and
a1 expense  oxeept that items of Conwollable Material and  wnusual charges and  credits shall be sepamately identified  and
42 fully described in detail. :
43
44 3. Advances and Payments by Non-Operators
45
46 A Unless  otherwise provided for in the agreement, the Operalor may rsequire the Non-Operators 1o advaoce their
re share of estimated cash outlay for the succeeding mmorth's operation  within  Gficen (15) days afler receipt of the
a8 billing or by the first day of the month for which the advance is required, whichever is later. Operator shali adjust
49 cach monthiy billing 10 reflect acvances reczived from the Noa-Operatars. :
50
51 B. Each Non-Operator shall pay its proponicn of all bills within fifteen (5) days afer seceipt. U paymemt s, not made
52 within such time, the unpaid balance shall bear tuiesest monthly at the prime rate in effect at __Bank One of, Qd_ahqma NA, +2%
53 on the first day of the month in which delinquency oceurs p\urs 1% or the
54 moximem comiract rale permifted by the applicable usury laws in the state in which the Joimt Property ‘is located,
55 whichever i3 the lesser, plus attomey's feet, toun cosis, and other costs in comntction with the coliection Lnf unpaid
56 amounts, '
ns on, choose 10 substitute oth describ
57 8%) dny ume s ge’.,;'én o, o aho: 0 e other penaltics described elsewhere in this Agreement for failure 10 pay bills within the thiny
58 g Adjustments
59
0 Payment of any such bills shell not prejudice the right of amy Non-Operaor to protest or question the comeciness thereof;
61 provided, however, ali bills and statements  rendered 0 Non-Operators by Operator  during  wny  calendar )‘jcar shall
62 conctusively be presumed o be true and comeat aRer twenty-four (24) months foliowing the end of ary such culendar
6‘3 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and  makes
64 claim or Operator for adj No ad f: l¢ to Operstor shall be made unless it is made within the seame
65 preseribed petiod.  The provisions of this paragruph  shall not  prevent  adjustments resuliing  fiom  a  physical inventory of
66 Conroliable Material as provided for in Section V.
67
68 ~ . PR
6 COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
70
-1-
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Audits

A. A Non-Operstor, upom noticc i writing 10 Operator and all other Nen-Operators, shell have the 71ight 1o audnt
Operator’s  accounts  and  records  relating  to  the Joint  Accoust  for any calendar year within the twenty-four
(24) month pesiod following the end of such lendar year, provided, er, the making of an asudit shall not
extens the time for the taking of written exceprion to and the adjustmenis of accounls as provided for in
Pamgraph 4 of this Seclim 1 Where there we two of more Non-Operatoms, the Non-Opemion  sball  make
every reasonsble effort to conduct a joint awdit in a manner which will result in a2 mini of i i
to (e Operator. Opemior shall bear o potion of the Non-Operators' audt cost incurred under  this
paragraph  unlcss  agreed 1o by e Operator. The audits shal not be conducted more than once each year
withowt prior approval of Operator, except wupon the resignation or removal of the Operaior, and shall be made
at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing 1o an audit report within 180 days after receipt of such report.

Approval By Nen-Operators

Where an approval or other agreement of fthe Farties or Non-Op is pressly sequired under  other sun'fon: of this
Accounting  Procedure  and if  the agreement  te which  this  Accounting  Procedurc  is  anmached  conmins no
contraty  provisions in rcgard  thoeeto, Operater  shall  notify all  Non-Operators  of the Operator's  proposal, and  the
agreernent or spproval of & majority in interest of the Non-Operators shall be controiling on all Non-Opesaters. '

Il. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

Costs incurred for the bencflit of the Joint Property as a2 result of g | or gulatory i . 1o satisfy
envi H id licable to the Joim Opeiations, Such custs may inchude surveys of an  ecological or

PF

haeological nature and pollution control procedures as required by appiiczble laws and reguistions.

Rentak and Royalties
Lease rentals and royaltics paid by Operstor for the Joint Operations,

Labor
and/or consultants
A. (1) Selarics and wages of Opemtors field employees directly employed on the Joimt Propety in the conduct of
Joim Operations.

(2) Salaries of First Jevel Supervisors in the field.
sndiar consuliants
(3) Salaries and wages of Technical Emp\cyeesl directly employed on  the  Joint  Propenty  if  such c?guges are
exciuded from the overhead rates.
and/or consultanis
(4) Salaries and  wages of Technical Employces cither temporarily or permanently assigned 1o and  direcily
employed in the operation or the Joint {*:operty if such charges are excluded from the overhead rates.

B. Operator's cost of holday, vacation, sicknecss and  disability benefis  and  other customary  allowances said 10
employees  whose salaries and  wages are chargeabie 10 the Joint Account under Paragraph 3A  of this Sechion IL
Such costs under thit Peragmph 3B may be charped on a "whem and us paid basis” of by “perceniage msessment”
on the amount of salarics and wages chargeable 1o the Joint Account under Paragraph 3A  of this Section [ If
percentage assessment is used, the rate shall be based on the Operator’s cost expericnee.

C. Expendi or ibuti made  pursuant  to t d by go | authority whick are

applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.

D.  Personsl Expenses of those etmployces whose salaries and  wages  are chargeable 1o the Joinl Accoumt under
Paragraphs 3A and 3B of this Section 1.

Employee Beachits

Operstor's  cument  costs o established plans  for  employees' group life  insurance, hospiwlization,  pension,  retirement,
stock purchase, thrifl, bonus, and other benefit plans of a like natwre, applicable to Operators kbor cost ~hnrgublé o the
Joint  Account under Pamgraphs 3A and 3B of this Section 51 shall be Operstors  acrual cost not o exceed the pereent
most recently recommended by the Counsil of Peirolenm Accountants Societies.
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Material

Moaterial purchased or fumished by Operator for use on the Joint Property as provided under Section IV, Only such

Material shall be purchased for or fecred to the Joint Propesty as may be rquired for immediate use and is
bly practical and i with  efficient and ical operati The lati of swplus stocks shall be

avoided.

Transportstion

Transy ion of employees rnd Material y for the Joir* Operations but subjcct 1o the following limitations:

A. If Material is moved to the Joint Property from the Operalors warchouse or other properties, no charge shall be
mede 1o the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
ial is Sty ilable or railway iving point nearest the Joint Property unless agreed to by the Parties.

B. ! surplus Material is moved to Operato’s warchouse or other storsge point, no charge shall be made 1o the Joint
Account for a distance greater than the disiance o (he nearest refiable supply store where hike malerial is nommally
available, or railway receiving poimt nearest the Joinl Property unless agreed 1o by the Parties. No charge shall be
made 1o the Joint Account for moving Malcrial 10 other propenies belonging to  Operator, unless agreed 1o by the

Pamies,

C. In the applicati of subpuragraphs A and B above, the option to equafize or charge actual trucking cost is
available when the actual charge is $4D0 or less excluding sccessorial charges. The $400 will be adjusied 1 the
RMOUAL most recently recommended by the Council of Petrol A Societ:

Services

The cost of services, cquip and ulilities provided by outside sources, excepl services excluded by Pargraph

10 of Section [ and Paragraph i, i, and i, of Section (Il The cast of prafessional contubtant services and  contract
services of hnical p ) directly gaged on the Joint Property if such charges are  excluded from the overhead
rates. The cost of professional consullant services or comtract services of lechnical personnel not direstly enpaped on the
Joint Property shall not be charged to the Joint Actount unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A, Operator  shall chatge the Joinl Accoumt for use of Operator owncd equipment and facilities at rmies commensurate
with costs of ownership and  operstion.  Such  rates  shell include costs of maintenance, repairs, other opersting

expense,  insurance, taxes, deprecintion, and interest oun  gross & less lated  depreciati not o
exeeed __1en percent 10 %) per annum. Such rates shall not exceed average commercial

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

B. In liew of charges in Paragraph BA above, Operator may clect to use average commercial sales prevailing in  the
immediate arca of the Joint Propaty less  20%. For aulomotive equipment, Operntor may clect 1o use rates
published by the P Motor Transport Association.

Damages and Losses to Joint Property

b 4

All costs or expenses necessary for the repair or replacement of Joint Property made Y of

or
losses incumed by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s  gross
negligence  or  willful misconduct.  Operator  shall  fumish Non-Operator written notice of damages or losses incurred as
$o0n as practicable afier 2 report thereof has been received by Operator,

Legul Expense
wul Bxp title :.r/\d segutstory work,

Expense of handling, investipating and senling  Jitigation or cluims, discharging of Jicns, payment of judgments and
amousts paid for settlement of claims incurred in or resulting from  opecations under the agresment or  necessary to

H Pe ot h fe Of—
protect or recover the Joint Property. pr—t Herpe—for—oor of—Op legal fT foos 7 -of
e de- y shall—b. & k B H iy greed-—u Sy tho—Parias—vrll ohy lb! p i iderod—to—be
" . N . . . . . . . . .
by—the- rend—pr ——Sest H h grecd—io—by—tho—Purtios; P+ provided Sestion
Texes

All taxes of cvery kind and nature assessed o levied upon or in conmecion with the Joimt Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operstor for the benefit of the Parties. If the =d
velorem taxes arc based in wholt or in pat upon scparate valuations of each party’s working  interest, then
notwithstanding anything 1o the contrary herein, charges (0 the Joint Account shall be mede and paid by the Panies
hereto in uccordance wich the tax value generated by each pany's working interest.
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Tnsurance

Net premiums pai¢ for insursnce fequired to be camied for the Joint Operations for the protection of the Pnni;s. In the
event lowt Operations are conducted 1 a state in which Opemior may act as self-insurer for Worker's Compensation
and/or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk undo its  self-
snsurance program and in that event, Operaior shall include a charge a1 Operator's cost not 10 exceed manual rates.

Abacd end Reclamati
Costs  incumed for  sbandonment of the Joint  Property, imcluding  costs quired by gover [ or other regulatary
autharity.

Communicationsy

Cost of acquining, leasing, installing, oocrating, repairing and intaining i y ,  includi radio and
microwave facilities directly serving the Joimt  Propeny. In the event icati facilitiew/sysiems  serving  the  Joint

Propeny are Opersior owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL.

Other Expendttures

The cost of Opzrator's Field Offices not covered in Scction T, or any

Any other expenditure not covered or deall with in the foregoing provisions of this Section IL or in Section Il and which
is of direct benefit 10 the Joimt Propetty and is incurted by the Operator in the necessary and proper conduct 'of the Joim

Operarions.
I1l. OVERHFAD
Overhean - Drilting and Producieg Operations

i A i for i ive, supervision, office services and  warchousing  costs, Operator  shall  charge

diilling and producing operations on cither:

( X ) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B

Unlcss otherwise agreed to by the Parties, such charge shall be in liex of costs and cxpenses of all offices and
solaries or wapes plua  applicable burdens and expenses of all personnel,  except those directly chargesble  under

Paragraph  3A, Section I F —ond- $ sF—servieer—ie d ith- Hrors—ol
taxats 1 i bed ipviahns 'l H shall —ba iderad . inoluded—i
" offie; £ —or—saniors—before—or—invehving—g " ‘
Y rhead—Faes idbod—fr—ia—iho—oh * 1B, h—ol—this—Bret Rt 3 dr0s—and—
P 3l unlegs—such—eos—end—onp

Reri ) .

ii. The salaries, wages and Personal Expenses of Technical Employees andlor the cost of prolessional. consulant
services and contract services of technical pecsonnel direct!y employed on the Joini Property:

( ) shall be covered by the overhead rates, or
( X )shall not be covered by the ovethead ratee.

iii. The salaries, wages and Personal Expenses of Technical Employees andlor costs of professional consulant  services
and conirmct services of lechnical persunnel cither 1emporarily or permanently assigned to  and  ditecily employed in

the operation of the Joint Propernty:

{ ) shall be covered by the everhend rateq, ot
{ X )shall not be covered by the overhead rates,

A Qverhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the foliowing rates per well per month:

Drilling Well Rate § 8.136.10
(Prorated for less than a full month)

Producing Well Rate 5__ 813,61

2)  Application of Overhead - Fixed Rate Basis shall be &s foliows:

(a) Drilling Well Rate . .
Jocation work begins

‘
(i) Cherges Jor drilling wells  shall begin on  the date  the-—wol—is—spudded and terminate on  the date
the drilling rig. completion rig, or other units usxd in completion of the well s rtelessed, whichever
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() The well raes shall

@)

is later, except that no charge shall be made during suspension of drilling or completion operations
for fifieen (15) or most consecutive calendar days. .

() Charges for  wells undergoing any type of workover or recompletion for a peried of five (5)
consecutive work days or more shall be made 2t the driling wzll rate Suck charges shsl be
applied for the period from date waorkover operaions, with rig or other units used in  workover,
commence through datr of fig or other unit reieasz, extepl thal no  charge shell be mede during

suspeasion of operatians for fifieen (15) or more consecutive calender days.

Producing Well Rates

(1) An active well ecither produced or injected imto for any ponion of the monlh shall be considered 25
2 one-well charge for the entire month.
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{4 A one-well charge shal be made for the month n  which plugging and sbandonmesmt operntions
are compleied on any  well. This one-well charge shall bhe made whether or not the well has
produced except when dritling well rate applies.

{5) AN other inactive wells (including but not limied [0 imaclive wells covered by unit allowable, [fease

sliowable, tsasferred allowable, e1c.) shall not qualify for an overhead charge.
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25
27 pendi bjeot-—ie—ily oads—abave—wit——agt—be duoed——by ——und—ne—other— head
28 provisians-of this-Seotion-Hlshall-epply:
29
30 4. Amendment of Rates
3
1 The overhead rstes provided for in this Section I may be amendcd from time to time only by mutual agreement
33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.
K
25
36 . PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS
37

33 Operator is  rtesponsible for Joint Account Material and shall make proper and Gimely charges end credits  for all  Material
39 movements  affecting  the Joint Property. Operator shall provide afl Material for wuse on the Joint Property; however, at
40 Operstor's  option, such Materiat may be supplied by the Non-Operstor. Operator shall make timely disposition of idle and/or
41 surplus  Material, such disposal being made either through sale 1o Operator or  Non-Operator, division in  kind, or sale to
42 owisiders.  Operstor  may purchase, but shall be under no  obligation 10 purchase, interest of Non-Operators in  suplus  condition
43 A or B Material. The disposal of surptus Controllable Materia! not purchased by the Operator shall be agreed to by the Parties.

44

45 L Purchases

46

47 Metcrial purchased shall be charged at the price paid by Operator kfier deduction of ali discounts received. In case of
48 Malerial found to be defective or reumed to vendor for any other reasons, credit shall be passed to the Joint Account
49 when adjusiment has peen received by the Operator.

50

51 2 Transiers and Dispositions

52

53 Matenal fumished to the Joint Propesty and Materia! transferred from  the Joint Property or disposed of by the Operator,
54 uniess otherwise agreed to by the Pacties, shall be priced on the following busts exclusive of cash discounts:

55

56 A, New Marerial (Condition A)

57

58 (1) Tubular Goods Other than Line Pipe

59

60 (a) Tubular goods, sized 2 3/8 inches OD and Jarger, except line pipe, shall be priced at Eastem mill
(3} published carload base prices effective as of dale of movement plus transportation *cost using the 80,000
62 pound carload weight basis to the railway receiving point nearest the Joint Property for  which
63 published mail rmtes for mbular goods exist. I the 30,000 pound mil rate is not offered, the 70.000 pound
64 er 90,000 pound il mic may be used. Freight charges for tubing will be calculsted Gom Lomim, Ohio
[3] ond casing from Youngsiown, Ohio.

66

67 (b) For grades which arc special 10 one mill only, prices shall be computed at the mill base of that mill plus
68 irapsporiation  cost from that mifl to the railway recciving poimt  ncarest the  Joint  Property as  provided
139 avove in Paragraph 2.A.(}){a}. For manmsportation cost from points other than  Eastern  mills, the 30,000
70
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pound Oil Field Haulers Association interstme wruck rare shall be used.

(c) Specal end finist wobular goods shall be priced at the lowest published out-of-stock price, fob. Houstos,
Texas, plus tmosponation cosl, wusiog Oil Ficld Haulers Association interstate 30,000 pound tuck rate,
to the railway receiving point nearest the Joim Property.

(d) Macaroni tubing (size less than 2 3B inch OD) shall be priced at she lowest published owt-of-stock prices
fob. the supplier plus tmnsportation costs, wsing the Oil Fieldd Haulers Associsiion inlerstate  fruck  rate
per weight of tubing transferred, o the railway receiving point nearest the Joint Property.

Lint Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30000 pounds or
more shall be priced under provisions of tubular goods pricing in  Paragraph  A(l)Xa) es provided sbove.
Freight charges shall be calculated from Lorain, Ohia,

() Line Pipe movements (except size 24 inch OD) ond larger with walls % inch and over) less than 30,000
ds shel! be opriced at Eastem  mill _published carload base prices cffective 88 of dale of shipment,
;;‘l’:?thepe tmmtprecemty recommended byCBPAS N P L, P
phb—ameﬁiﬂ, plus  trapsportation costs based on freight rates as set forth under provisions of mbular
goods pricing in  Pamagraph  A(1)la) as provided@ above. Freight charges shall be calcvlaied from Lorain,
Ohio.

tc) Line pipe 24 inch OD and over and % inch wall and larger siall be priced fob. the point of
monufacture  at  current  new  published  prices  plus  Lansportation  cost o the railway receiving  point
nearest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price Jists shall
be priced ot quoted prices plus freight o the 1ailway rcceiving  point  nearest the Joint Propeny or at
pricas agreed to by the Panies.

Other Material shall be priced at the cunent new price, i effect ot date of movement, es listed by a reliable
supply store nearest the Joint Property, or point of f: ,  plus 7 i costs, if applicable, to the
railway receiving point nzares! the Joint Propzry.

Unused new  Material, except mhular  goods, moved from  the Joim  Property shall be priced at the cusrent
pew price, in cffect on date of movement, ns listed by a refisble supply store nearest the Joint Property, or
point of manufacture, plus Uansporation cosy, if  appliesble, to the railway recciving pomt nearsst the Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2A.{I) and (2).
Good Used Matesial (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Maerial moved 1o e Joint Propenty

At seventy-five pereent (75%) of current new price, as determined by Paragraph A,

{Z) Material used on and moved from the Soint Property

() At seventy-five percent (75%) of cument new price, as  determined by DPaagrph A, if  Material was
originally charged to the Joint Account as new Material or

(B) Ar sixty-five percent (65%) of current new price, s8s delermined by Pamgrph A, if Matcia) was
originnlly charged 10 the Joint Actoun as used Maleriat

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragruph A.

The cost of recanditioning, if any, shall be absorbed by the twansfering property.

Crher Used Material

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its onginal fmction until
aftes reconditioning  shall be priced x fify porceat  (50%) of cument new  price 88 detenmined by

Paragraph A, Ihe cost of seconduioning shell bLe charged 0 the  teceiving  property, prowided  Condition
C value plus cost of rzconditioning dees not exeeed Condition B value.
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() Condition D

Material, excluding junk, no longer suitable for its criginal purpose, bwt usable for some other purpose
shall be priced on & bisis commensurate with its wse. Operstor may dispose of Condivios D Materiat
under proceduses nonmally used by Operator withotst prior approval of Non-Operators.

{a) Casing, wbing, or drill pipe wsed a5 line pipe shall be priced 25 Gmde A and B seamless lise pipe
of comparable size and weight Used casing, whing or drill pipe wtilized 8s linc pipe shall be
priced at used Jine pipe prices.

(o) Casing, tbing or drll pipe used as higher pressure  service fines than standard line pipe, eg.
power oil fines, shall be priced under nommal pricing procedures for casing, Wbing, or dsill pipe.
Upset tubular goods shall be priced on s non upses basis.

{3) Condition E

Junk shall be priced @& preveiling  prices.  Operator may dispose  of Condition E Material  under
procedures normally wilized by Operator without prior approval of Non-Operators.

D.  Obsolere Materinl

Material  which is serviceable and usable for its original function bul condition and/or vale of such Marerial
is not cquivilem 1o that which would justify a price as provided shove may be specially priced s agreed o by
the Parties. Such price should rsukt in  the Joint Account bemg charged with the value of the service
rendered by such Material,

E.  Pricing Conditions

(1) Lloading or wnicading costs may be charged 10 the Joint Account at the rare of twenty-five ecents (25¢)
per  hundred weight on  all rubulat goods movements, in leu of acwal loading or wunloading costs
sustgined at the stocking point. The above st shall be adjusied as of the first day of April each year
following lanuary 1, 1985 by the sme p age or d used 1o adjust overhead rales in
Section {1, Paragraph 1.A(3). Each vear, the smte coloutated shall be rounded 1w the noarest cemt end
shall be the rate in effect untid the first dey of April next year. Such rte shall be published cach year

| N <

by the Council of P

(2) Motcrial involving erection cosis shall be cherged at opplicable percentage of the cument  knocked-down
price of new Material,

Premlum Prices

Whenever Material is not readily obtainable ar published or lisied prices because of national emergencies. strikes or other
unusual caugses over which the Operator has no control, the Operator may charge the Joint Accoumt for the required
Marerist at the Opsrator’s actual cost incured in providing such Material, in moking R suitable for wse, and in moving it
to the Joint Propery; proviced notice in  witing is furnished 10 Non-Operators of the propased charpe prior o billing

Non-Operators  for  such  Material, Baoh-—dew-Op droti—have—the—nght—biy- leoting: et AEying-—Opesot within
aR-—e 0 W troa—L Ooeral Y A A - leind i $ bl che £ h—Jlfazapial itnbk fon—
on—day & P farpish {cind—att—or—par—ef-

Warcranty of Material Furnisbed Dy Operator

Operator  does not warrant the Material  fumished. in case of defective Material, credit shall not be pessed 1o the Joint
Account unti! adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintzin detailed records of Controliable Material.

Perlodic Jnventories, Notice and Representation

At ressonable intervals, invemtories chall be tken by Operator of the Joint Account Contoliable Material, Wrifien notice
of intention to ke inventory shall be given by Operator at least thiny (30) deys before any inveniory is to bsgin so that
Non-Operators may be rscprescnted when any inventory i taken. Failure of Non-Operators to  be  represented at  an
inventury shall bind Non-Op 1 accepl the inventory wken by Operator.

Reconciliation and Adjustment of Inventories

Adjusuments  to  the Joint Account resulting from the reconciliation of a physice]l inventory shall be made within siX
months following the taking of the inventory. Inventory adjustments shali be made by Operator 1o the Joint Acctount for
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overages and shorages, but, Operaior shall be held sccountable only for shortages due to lack of reasonable diligence.

Special Inventories
Special invenlories may be tken whemever there is any sale, change of interest, or change of Operator in the Joim
Property. It shall be the duty of the party sclling to notify all other Parties as quickly as possible efter the tansfer of

interesl takes place. In such cases, both the seller end the purchaser shall be govemed by such inveniory. In cases
involving a change of Operator, all Partics shall be governcd by such inventory.

Expense of Conducting Inventories

A.  The eoip of ducting periodic inventories shall not be charged to the Joint Account unless agresd to by the

Partics.

B. The expense of conducting special inventorics shall be charged to  the Panies rcquenini such ipventorizs, except
inventories required due to change of Operator shal be charged to the Joint Account.
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EXHIBIT "D

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
MARCH 8, 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 fiability assumed $1,000,000
under this Agreement. Combined single fimit
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 appiicable 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 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 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 shzli 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 Wells\KF State 4 #1\JOA\Exhibit D Insurance.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 slorage agreement is
attached own the working interest in the gas rights underying the Confract 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 confracted
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 1o
take its share of gas produced from the Contract Area, the other parties shall be entiied to
produce each month one hundred percent (100%) of the allowable gas production
assigned fo such Contract Area and shall be entitled to take and deliver fo its ar 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 aftached, 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 fumish 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 hoid each other party harmiess 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 entitied 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.

CHK 000208



Should production of gas be discontinued before the gas account is balanced, a
monetary settiement will be made between the underproduced and overproduced parties.
in making such settiement, 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 tc its overproduction.

Each party to the Joint Operating Agreement, whether underproduced or
overproduced, is responsibile for its share of lease operating expenses.

WiAPermian\Operated Wells\F State 4 #1\JOA\Exhibil E Gas Balancing.doc
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EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
DATED MARCH 8, 2005 BY AND BETWEEN CRESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND
SAMSON RESQURGES 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 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 79701, as Non-Operators have entered
info 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 abligations of Operator
and Non-Operators thereunder.

NOW, THEREFORE, for and in consideration of One Doltar ($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:

The Operating Agreament is on an A.A.P.L. form 610-1882 Mode! Form Operating
Agreement, as amended by the parties, plus attachmenis,

Article VI.C. granis each party fo the Operating Agresment the right to take in kind
its proportionate share of all oil and gas produced from the Contract Area. Additionatly, the
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is
attached as Exhibit "E” to the Operating Agreement.

Hi.

Pursuant to Article Vil.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 [.C. thereof, in the Contract Area, and grants to Operator a
security interest in its share of oit 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 settiement for damages arising out of operations thereunder), together
with interest thereon in accordance with the Cperating 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 shaii 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
experse.

If Operator pays a defaulting party's share of any costs or expenses pursuant to
Article Vil. B.4 of the Operating Acreement, 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
cantributing party shall be in proportion to its contribution.

V.

This Memorandum shall constifute 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 Morigage 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, fo the extent that such party has failed to
pay his or its share of expense, and as a secured party morigagee.

V.

in addition to the lien contained in Article VIL.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 Articie Vil.B. of the
parties Operating Agreement.

VL

Operator may, on behalf of all parties, terminate the effact of this Memorandum as
to all or any portion of the Contract Area by recording a full or partial release hereof,

VIL

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 18486
Oklahoma City, Okizhoma 73154
Attn: Henry J. Hood

VL

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 acknowiedgments for all parties for recording purposes.

W:Permian\Operated Wells\KF State 4 #1\JOA\Exhibit F Form of Memorandum.doc
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MEMORANDUM OF OPERATING AGREEMENT

STATE OF OKLAHOMA ) 5
SS:

COUNTY OF OKLAHOMA )

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a
notice address of P.O. Box 18496, Okiahoma City, Oklahoma 73154-0496 and Kaiser
Francis Oil_Company, having a notice address of P.Q. Box 21468, Tulsa, Oklahoma

74121-1468 and Samson Resources Company_having a notice address of Centennial
Tower 200 N Loraine, Suite 1010 Midland. TX 75701, 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 hereio 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 Doltar ($1.00) and other good
and valuable consideration, the receipt and sufiiciency of which are hereby acknowledged,
Operator and Non-Operators hereby stipulate and agree as foliows:

L

The Operating Agreement is ori an AAP.L. form 610-1982 Model Form Operating
Agreement, as amended by the parties, plus attachments.

i

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 fo be bound by a volumetric Gas Balancing Agreement which is
attached as Exhibit “E” to the Operating Agreement.

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to
Operator a fien upon, its oil and gas leasehold estates and “cit znd gas interests”, as that
term is defined in Article 1.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 Jocated thereon to secure payment of its share of expense under
the Operating Agreement (including costs of investigation, defenses and payment of any
finat 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 entitied 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 Operalor's proportionate share of
expense.
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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.

V.

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
defaulling 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
coniract 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 o
pay his or its share of expense, and as a secured party morigagee.

V.

In addition to the lien contained in Article VILB. of the QOperating 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, fo 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.

VL

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.

Vil

Any party requiring additional information conceming 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

Vill.

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.

CHK 000213



OPERATOR:

CHESAPEAKE EXPLORATION
LIMITED PARTNERSHIP

By:

Henry J. Hood,

Senior Vice President-Land and Legal
of Chesapeake Operating, Inc.,
General Partner

STATE OF OKLAHOMA )
)
COUNTY OF OKLAHOMA )

This instrument was acknowledged before me on

NON-OPERATOR:
KAISER FRANCIS OiL COMPANY

By:
Its:

SAMSON RESOURCES COMPANY

By:

iis;

. 2005,

by Henry J. Hood, Senior Vice President-Land and Legal of Chesapeake Operating, Inc.,
General Partner of Chesapeake Exploration Limited Partnership, an Qklahoma limited

partnership.

STATE OF _ )
)
COUNTY OF )

This instrument was acknowledged before me on

by

Notary Public

Name: Sandra L. Mathis

My Commission Expires: May 5, 2006
Commission Number: 02007791

, 2005
of Kaiser

Francis Qil Company, a(n)

company, on behalf of the company.

Notary Public

Name (Print)
My Commission Expires:

CHK 000214



STATE OF )
)
)

COUNTY OF

This instrument was acknowledged before me on , 2005
by . of Samson
Resources Company, a(n) company, on behalif of the company.

Notary Public

_Name (Print)
My Commission Expires:

W:APermian\QOperated Weiis\KF State 4 #1\JOAWMemorandum.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 ais to depths and formafions: None.

3 Interests of Parties:
Owner Working Inferest
Chesapeake Exploration Limited Partnership 50.000000%
P. Q. Box 18436

Oklahoma City, Oklahoma 73154-0496
Attention: Henry J. Hood

Kalser 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.\Permian\Operated Wells\KF State 4 #1\0AWMemorandum Exhibit A.doc
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EXHIBIT “A-17

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 OPERATCR 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

Lessaor: State of New Mexico V0-7063

Lessee: Rubicon Oil & Gas {, LP

Lease Date: May 1, 2004

Legal Desc: SW/4 Section 4, Township 21 South, Range 35 East, Containing
160 acres, more of 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:Permian\Operated Walls\KF State 4 #1\JOAWemorandum Exhibit A-1 Leases.doc
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- == Samson

Cantenrial Towar

oraine, Suite 101 R
iﬁoi:l:ndl,’ x 797?)1 e ECE ’VED
y:f;sewosa APR
Fax 432/683-6847 o8 ;gﬂf
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
872 Section 4, T-21-S, R-35-E
Lea County, New Mexico

Gentlemen:

Samson is in receipt of the Operating Agreement {or the referenced well. However,
please be advised that by letter dated March 30, 2005 (copy attached) Samson rescinded
its election 10 participate in the well and, therefore, will not be executing the Operating
Agreemenl. '

Should you have any questions regarding this matter, please contact the undersigned at
(432) 686-6312.

Sincerely,
‘ Tim Reece
Senior Landman

! DEFURE (II"II:

, OIL CONSERVATION DIVISION
Case # 13492813483  Exhibit No.
Submitted By: -
| Chesapeake Inc.

i - Hearing Date: August 22, 2005

[alalata Lt R

Stipulated Exhibit 14
NMOCD Case Nos. 13492 / 13493
| ; CHK 000153
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1

—
= Samson

- - , -

Centennial Tower N
200 N, Lomine, Sulle 1010
Midtand, TX 79701

USA

432/683-7063

Fax 432/683-8847

March 30, 2005

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251
Atin. Lynda F. Townsend

P.O.Box 18496

Okiahoma City, OK 73154-0496

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

Gentiemen:

Reference is made (o Samson Resources Company's letter of March 16, 2005 in response {o
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.

Sincerely,
e .
Tim C. Reece : — :
Senior Landman
TCR:
DS ~© 5 5
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tate of New Mexi
PATRICK H. LYOAS 5 fN e{lco COMNMIISSIONER'S OFFICE

COMMISSIONER Commissioner offpuﬁ[u; Lands Phone (505) 827-5760

3100LD SANTA FE TRAIL Fax (505) 827-5766
PO BOX 1148 www nmslatelands.org

SANTA FE.NEW MEXICO 8§7504-1148

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-33-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 interestis 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 vears 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 cormrect spacing and all the parties will
have their opportunity 1o be heard at the Oil Commission proceeding.

Sincerely,

: /S
Patrick H. L vons
Commissioner of Public Lands

cc: Mark E. Fesmire, P.E. BEF

OIL BEFORE THE

K:dox client 232341116 340492695 DOC CONSERVATION COMMI
Case # 13492 & 13493 SoIoN
Exhib‘it No. CHK-L 000015
Subrr'ntted By: Chesapeake Operating Inc.
Hearing Date: August 10, 2006 }

-State Lond Office Bencficiaries -
Came Tinclev Hosotal o Chantable Penal & Rotnm e Copmnnn Schools o Bastern NM Uninersny ® Rio Grande hoproverment ® Miners” Hocpiial of MM eNRM Boys
Schoot @ NM Hhghipnds Unsversiy o NA Jossine of M £ Technelopy o New Meaice Midnary bisutuic e NM Schoo! (0 the Deat  NAM Selond for the Misaaliy
Haodicanoest @ ANAT Qs 3ol a Rl MY, &riia Bie o oo s e REaasbiava A ba 0 oL R . - - o W)



98/17/2005 WED 14:13 FAX 432+683+684'{ Samson Companies

T
1]
Diminl . ' . FormC-10
1625 H. Frandh Dx., Hobbs, NI 86240 State of New Memc? Permit 8547
Distria I Energy, Mmerals and Natural Resources
1301 'W. Orand Ave., Amrh,mgallo i . o
prema I ’ O1l Conservation Division
1000 Rio Bramac RA,, Adiec, NBL 87410 1220 5. St Francis Dr.
District IV
1120 5 et D, S Fe, MO Santa Fe, NM 87505
87503
. APPLICATION FOR PERMIT TO DRILL .
; Opauar Nama and Address . . : OGR:‘.;;:‘;;”‘ :.
i CHESAPRAKE OPERATING, INC. | I , 3
! PG Box 11050 3 e :
f Midland, T:X 79702-8050 . 3002537150 :
17 propey Cooe | _ Dropaty Neme Wall o
: 34698 : CATTLEMAN 4 STATE COM | 001 i
s e e e ) .. Swface Location .
UL Lot | Seaim i Township " Rmnge | Ll || FeProm | /S Line | Fea Fram | EW Line Comty
H i a | us 3B Y 16 B0} s ) 90 | E Les 8
... . [Proposed Pools _ -
';[ESU DO.MORROW SOUTH (GAS) S200 — i
Weak Type Well Type } : CibleRotay i Lease Type Ground Level Rlevation :
New Well GAS s ) St“e 3612 ':
héndiple Proposed Depth '3 Fovmalon Contractar Syrod Dete ﬁ:.:
N 11900 : . Momow . 04/01/2005

I Proposed Casing and Cement Program .
1 Casm(Sna l Casing Wa;hi!ﬁ l Satfing Depth j{ Sacks of Ceraent .‘ Estimated TOC
il Su:{;—ir 175

13375 8 1 a0 0 00 [ 0

| w1235 9625 Ao 4 s T s T 3 ,
[ Proa [ 335 Y 55 G 17 DT A B
Casing/Cement Program: Additional Comments o

N33R cggcmld w/Lead 295 6233565 Poz C1 C + additives; Tail 205 sxC1 C +2% CaCI2; 9 5/8 ceg. led W/Lead 1160 =x &
150,50 Poz C1C + additives; Tail 135 sx CL C+ 5% CaC12; 5 1/2Csg. 15t Stage Lead; ZSU $x.50:50 Poz C1, H + additives:

iT ail 470 ex 50:50 Poz C1H + edditives; 2nd Stage Lead: 405 ¢x 30:50 Poz CLH + additives: 2nd Stage Tail 50 sx 50;50 Poz’
CIH + uddxtwos TOC@4000 .

oo e e Proposed Blowout Prevention Program ~~ ©
1 Type I Working Pressara [ Test Preceure ! Maucfactaer &
[ Awawe [ o0 sw :
{ DobleRam__ § 5000 T i
Il hereby centify that ths informatien given, shove is 1rue o e —— 3
and cox{pl:f{o the bost ofmylmowidge and befief, _ >E;“OMC$A(£:%¥§1?WWION e
{EL ctronically Signed By: Brenda Coffinen : lTn‘ls Geologist i
Emo Regulatory Analyst ] IAPProval Date: 03/21/2005 ) [E)pxmnnDale 03/21/2006
[Dete: 03/18/2005 Phonoe: 432-685-4310 IE lCmdLunna of Approval:
L o i|i|Thare are conditions. Sas Attached.
Samson Exhibit 58)
NMOCD Case Nos. 13492/13493
Submitted 8/10/06

Received Time Aug. 17. 1:13PM
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08/17/2005 WED 14:13

FAT 432468346847 Samson Companies

| m

| Title: Regutatory Anelyst
i Date: 03/18/2005

[ hereby cert{fy that the srformation confained hareinis
i frue and complere to the best of my kriowledge and beltef. |

| Etectronic ally Signed By: Brenda Coffman

correct 1o the best of mp belief
Electronically Signed By: Gary G Eidson
Date of Survey, 03/17/2005

Centificate Number: 12641

T hereby cartify that the well location shown on this plat
was plotted from fleld notes of actual sirveps mada by me ;
i| O under my suparvision, and that the same is frug and

. . . Form C-102
1625 . French Dr., Hodbs, HM 66240 . State of New Mexico Permit 8547
Diswia I Energy, Minerals and Natural Resources
1301 W. Grend Awx., Attscis, NLA 88710 ) .

Diaria I Ol Censervation Division
1000 Rio Brus R., Adiec. NAL 67410 1220 S. St Franciz Dr.
Distria IV
1220 5. 5t Francte Dr., Sena Fo, NB Santa Fe, NM 87505
07505
WELL LOCATION AND ACREAGE DEDICATION FLAT

;;”"”"““ -:\PI Wuenber : Pool Nerna ': Pool Cody ‘;;

; 3002537130 : OSUDO;MORROW, SOUTH (GAS) ] 82200 &

Property Coas ' Propety Naor ﬁ: Well No.

; 34608 ! CATTLEMAN 4STATE COM : ool il

‘ OGRID No : Opertrr Womg l Elevaion "

141179 ‘ CHESAPEAKE OPERATING, INC, : 3612 N

Surface And Bottom Hole Location A
ULalat!| Seaim | Towmhp i| Rewe Lot || FeaFrem | WL {| Fefrem || BWLin t Cowey
H § 4 213 3SE i} 16§ 3300 3 90 4 B Lea i
Dedicaed Aces Toira ar Bl | Concalidgion Coae Order Mo -
320 : | :.
: OPERATOR CERTIFICATION SURVEYOR, CERTIFICATION §

'
i
¥
'
'

'
'
i
)

Received Time Aug. 17.

1:13PM

[003/008



08/17/2005 WED 14:13 FAX 432+683+6847 Samson Companies [d004/008

Permit Conditions Of Appraval
, C-101, Permit 8547

Operator: CHESAPEAKE OPERATING, INC. , 147179
Welk CATTLEMAN 4 STATE COM #001

[OCDReviewsr | Condition —
[PKAUTZ o Re-seeding _Timrc will must be approved or authorized by surface owner 1
lPKAUTZ , and the Pit and

Received Time Aug. 17. 1:13PM



05/09/2005 08:05 FAX 432 837 4112

DESYRICT §
U . FUENOX 03 ERETE, 100 extew

DISTRICY I

Lo W, GERED AVENTE, ANTSma, [Q G019

DISTRICT IX
1000 Mo Mewmos B4 Axtsc, KM 67410

DASERICT IV
WO K. B, paEcIs A, o pe. S ey

08/17/2005 WED 14:14 FAX 432+683+6847 Samson Companies

CHK MIDLAND

State of New Mexico
Beargy, Minorale axé Hetmral B

Batasts

OIL CONSERVATION DIVISION Bubnit to Appropriste Dlvrict

1220 SOUTH ST. FRANCIS DR.
Santa Fe, New Mexico 87505

WELL LOCATION AND ACREAGE DEDICATION PLAT

[41005/008

_1@o03/003

Form C-108
Roviood JORK IO. 2003
office

$taia Leane < 4 Coplow
Pus Leags — 4 Coplas

){nmnm EEPOET

320

APf Stambher Pant Cada Pool Wama
30-025-37150 82200 Osudo:Morrow,South (Gas)
Proparty Code Proparty Mame Woll Number
34698 CATTLEMAN 4 STATE COM i
OQRID No. Operutar Nares Elovarfon
147179 CHESAPEAKE OPERATING, INC. 3612
Surface Location
UL o bot Ko. | Sectiom | Towonhip Rangw Lot Man Fect troem the Hocth/South lims Fast from the Kask /Weont Uoa Coanty
16 4 21-S} 35— 3300 SOUTH 890 EAST LEA
Bottom Hole Location If Differant From Surface
UL or Lot Mo. | Boctien | Toumadiy Bangn Lot 3dn Pert frwans the | Morth/Bouth line | Pest frosa the Eant/Next Mne Caunly
Duthceted Acrea | Jotat or Safill | Conmildation Code Ordnr Ho.

-NO ALLOWABLE WilL, HE ASSIGNRD TO THIS COMPLRTION UNTIL ALL INTERESTS HAVE BERN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN ARPROVED BY THE DIVISION

osa™ | e e T

P — . — ——

— — )

" GEODDETIC COORDINATES

| < Ac.|40.oo |w.oo~:luwanc. NAD 27 NuE
wr 12 o7 (1 LOT 10 wip |
] Y~550498.2 N
I J( I 1 X=797971.2 £
4000 aC. | 4000 l 4000 AC. | 4000 &G, [ LAT.=32°30°34.98" N
BT 13 1 lor 4 |~ G i3 T 16 | LONG.=10322'00.351" W
r
l f oY
<3.00 AL.
000 20  d000 40 |cagy 22

OPERATOR CERTIFICATION
I haveby voriifty tha tha ixforvalblen

tontained Aevvin ta irur and compivie in e
best of vy drooledpe arel detinf.

Grarbl, (it

Brenda Coffman
. Printad Mame

Regulatory Analyst
Way 03, 2005

Date

SURVEYOR CERTIFICATION

7 hereby certlfyy thet (he wunll cafion shewwn
ndﬂ.pﬂwy‘-ﬂdﬁnmma_.,
il pwrveyr eads by e o wnder wmy
rupsrvizew omd fhad (AC o (4 (e wna
carrect o (A9 Dart of my Sy

MARCH 17, 2005

Recetved Time Auvg. 17

1:13PM



08/17/2005 WED 14:14 FAX 432+683+6847 Samson Companies 4006/008

]
Dismice . Form C-101
1625 N, Fyench Dr., Hobbs, W34 88240 State of New MEX[I:O Pormit 8549
Dismia T Energy, Minerals and Namral Resources
1301 W. Ocand Ave., Atesia, NM 88210 )
piama m Oil Conservation Division
1000 Rio Brazos Ra.. AZec. NM 87410 1220 S. St Francis Dr.
District TV
1930 5. St Franciz Dr., Sata Fe, N3L Santa Fe, NM 87505
87505
o APFLT CAIION FOR FERMIT TO DRILL
' Operazsr Nane end Address : DORID Numiber '
I CHESAPEAKE OPERATING, INC. i ﬂ !
| PO Box 11050 3 T Nt i
Midland, TX 7%702-8050 - ' 002537149 ‘
Propaty Coda  : Propaty Nane Wall No. i
34698 : CATTLEMAN 4 STATE COM : 002 ':
o 7 Swrface Location K B o -
ULoacLeot §| Secian —“1 Towothp | Ramge I-o'LIr:I:xji FetProm || 2Sime | FaBuon || Bwiis | Coumty
D : 4§ us Y 35 4 || 9% N 930 : W Lea i
e - Proposed Pools
|OSUDO;MORROW, SOUTH (GAS) §2200 - i
Work Type | wane Cdle/Rotery Lease Type Oromd Level Hlevetien 3
| Newwel GAS i t Stete 3632 i
mmm 1 Proposed Degh —{' Fomhdon j Cortmatior Spald Date ﬁ':::
1900 Mozow § ouisnoos
_____ Proposed Casing and Cement Program
F Type || HoleSim | Cain\',512 i __Casing Woight/ft ] SettingDepth ||  Sacks of Camert _ i| _ Estimated TOC it
f Sudf o 17s | 1335 4 @ = ! 500 : o i
I ou 1225 T ves 40 _ il -s400 ] 1295 | 0 i
Uroa “ers [ 55 {1 {__ Tt | Zes | om
- Casing/Cement ngram. Additjonal Comments e

0

13 3/8 ceg. Cmtd Wl'Lead 205 sx35:65 PozC1C + adddives, Tall 205 sx CL C +2% CoC12,9 518 csg. Cmtd wf1160 sx50,50 i
JPozClC Tail 135 sx CL C; 5 112 csg. cmtd w/lst stglead 250 ex 58;50 Poz CL H, Tail 470 sx50_50 PozCIH; 2nd Stage Lud..._
495 sx 50,50 PDZCLH,anStQGO Teit 50 SXSD S50 Poz C1 H + additives

Proposed Blowout Prevention Program

i.- e LIRS Working Pm’“n______ ; Tast Pressure J:L Manfae burey ﬁ.;
! Annular | 5000 1 5000 N —
Double Rom. 5000 ’:Lm - 5000 j[ 5 ===

[T horeby cortify thet the infomation given cbova ia trus I I OIL CONSERVATION DIVISION

. end complete 10 the -bes\ of my knowiedge mnd bokisf. : Elect:omc ally Approved By: Paul Keviz :
|Etectronically Signed By: BrendaCoffnen ___ |l{fTine: Geologist , ;
{Title: Regulatosy Analyst ... iliiApproval Date: 03/2172005 }&puauonnate _03/21/2006 }
Dete: 03/18/2005 Phone 432-685-4310 }};[Conditicns oprpzovuL :
[D e e || N0 Condtions e

Received Time Aug. 17.  1:13PM
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FAX 432+683+6847 Samson Companies

b

Iharaby cartifp that the information contained hereinis |
I frue and complete 16 the best of mp knowledge and bslicf. ;

Electronically Signed By: Breada Coffman
| Title: Regulatory Analyst
YDate: 03/1272005

4

| { hareby cernfy that the well location shown on tids plat '

|| o under my supervision, and that the same {s fruc and |
| corract fo the best of mp belief :

i| Electronicelly Signed By: Gacy Eidson ;
i Dete of Survey: 03/17/72005 ;

Digoia I ; Form C-102
1625 N. ¥ranch Ix., Hobbs, NEA 88240 State of New Mexico P ommit §549
Disrin I Energy, Minerals and Natural Resources
1301 W. (rmnd Ave., Artesia, NEE2€210 . o
Diavic o Oi Conservation Division
1000 Rio Engos RA., Adtec. NI 57410 1220 S. St Francis Dr.
District IV
1220 S. St Frantis Dr., Seota Fo, WL Santa Fe, NM 87505
87505
WELL LOCATION AND ACREAGE DEDICATION PLAT
AP Nazbea Pool Hame | rootcos i
: 30-025-37149 : OSUDO MORROW, SOUTH (GAS) 82200 b
Propary Code : Propaty Nane ‘: Well Ho. '
: 34698 . CATTLEMAN 4STATE COM i 002 ;
: T oD . ' Operasr Hona Elevaion ‘
147179 ; CHESAPEAKE OPERATING, INC. ! 2632
Surface And Bottom Hole Location
%ULm'l.m.é Setem, || Townhip | Rege | Lotmm | Fo Fram s NS Lte || FetFrom | EAW Ling i comny
{ D § 4 § ns o3 § 4 4 90 4 N 990 } W | Lea i
Dedirdad frve o o B Consoltdmien Coda Ordar Na . '.
3108 ; ;
OPERATOR. CERTIFICATION SURVEYOR CERTIFICATION

was plofted from field nofes of actual surveys made by me ;

! Certificate Number, 12641 . :

Received Time Aug. 17. 1

: 13PM

141007/008
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’ 05/09/2005 08:05 FAX 432 887 4112 CEK MIDLAND . &002/003
- A State of New Mexico
?ﬂisilu'ﬂ—mmﬂm Rerrgy. (Gowdis ssd Folaral Reoeuwrses Brpar®uent, Porea C~102
Reviaed NIMR
DISTRICT 11 ~ OIL. CONSERVATION DIVISION s to drpropcists Dickcios 0ftce
1220 SOUTH ST. FRANCIS DR. e T T 3 oo
DISTRICT I Santa Fe, New Mexico 87505
1000 Wo Brunos B4, istso. TGS fYALD
T Y e e o WEM- LOCATION AND ACREAGE DEDICATION PLAT Y AMENDED ®EPORY
M
- 30-028-37109 82308 = - Osudo;Morrow,South P(EasT' .
maﬂe Proporty Retoe Weil Rumber
CATTLEMAN. 4 STATE COM ‘ 2
OGRID Mo, Oparator Namo Revetion
147179 : CHESAPEAKE OPERATING, INC. 3632

Surface Location
Section | Tewnzhip Bangs Lot n Foot from. the | forth/Mnath ling | Pest from the Yot/ Weat YUne | Coumty
4 4 21-S{ 35-tE 990 NORTH 99qQ WEST LEA
Bottoam Hole Location I Different Froin Surface .
Sectionn | Township Range Tof Mn Peat from thn | Nooth/Bouth low | Peet trom the Bk /ant. o Costsly

VL ar kot Ro.

UL or IR Mo

Datioatsd sneew | Jomt ar Bnfil) | Coneglidation Code Ovdar No.

320

NO ALLOWABLE WILL BR ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLWATED
OR A NON-ITANDARD UNIT HAS DBEEN APPFROVED BY THE DIVISION

OPERATOR CERTIFICATION
T hevaby cortlfy the the tformation

contatned Agrein Yo e and cwwpleta tn the
,___# .y ) bt of vy Sovlasign ol beblef.
LoT l L J-T Lar 2 ] LOT 1
A 2
CJd
(o O P T
| 37.75 AC 3769 Ac. b 3771 el 3778 ac | Sigratare
) ' wre J, wor 7 l o7 6 Brenda Coffman
A Pl‘ill“}l‘m 1
CEODETIC COORDINATES Regulatory Analyst
_woopclw.oo lnnoac.lumaw.__ NAD 27 NME e
or 12 o 1t ot 0 Ut » May 3, 2005
| Y«5540334 N s
& ' ¥ | X=794635.2 € Bate
| _40.00 ac. | 40.00 AC. ‘ @.00 AC. | w00 s | LAT.=3231"10.25% N SURVEYOR CERTIFICATION
LT (3 e wr i8S Wt 8 | LONG. =103 22°'38.90" W
T havely owrsify (Aot the well treation sheunt
:y l T l . an Odr plof was plotied from Pisid weiss of

miual tarvery made Dy wma or  snder my

__IO.#_@ 40-” AC, l 00 AC. .00 AL wapovedron wul Aot Y8 mane (« frue and

wovveet (v LAe busd of wmy aetaf

— ——— ——— e ——

Received Time Auvg. 17. 1:13PM



Basin surveyS

Invoice
P. 0. Box 1786 DATE | INVOICENO
Hobbs, NM 88241 -
3/10/2005 5206
BILL TO CLIENT INFO
Chesapeake Operating Cecil
P.O. Box 548806
Okiahomas City, OK 73154-8806
ITEM DESCRIPTION QrYy RATE AMOUNT
Survey the K F 4 State #1 well location in Sec. 4,
T-21-S, R-35-E, Lea Co., NM
Crew Time Field Survey 4 80.00 320.00T
Mileage Travel for crew 30 0.50 15.00T
Drafiing Draftsman 3 50.00 150.00T
GPS GPS 3 50.00 150.00T
NM sales tax 5375% 34.13
i
i
i
o’ L lﬂm
$669.13

We appreciate your business!! Thank you. (WBQU\

U

VA

Samson Exhibit_ 559

NMOCD Case Nos. 13492/13493

Submitted 8/10/06
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THIB I3 NOT AN INVODICE

* ' SUNBELT OILFIELD SUPPFLY, INC.

TX-7529
2301 S. Oe
P.O. Bax 82488 / Oklahoma City, OK 73148 . 04/19/03
Phone (405) 6323 Fax (405) 632-1471 DATE e -
e -2
SOLDTO:  Chesapeake Operating : SHIP TO: X F State 4 #1 _
Coonty, NM
CUATOMER'S | GUR ORDER | DATE SHIPPED GHIFFED VA COLLECT | PREPAID TERNS SALERMAN
ORDER RO. NO. Sunbelt ) Jos

ITEM | guanTiTY DESCRIPTION PRICE piac NET RRICE

1 1 Casing Head, FIP, C-22, 13-5/8" M x 13-3/8 oo
SOW w2 LPO MRC# SBT-115629 (N) - 2175:00
2 1 | Bull Plug, 2" LP XXH, sclid © 1495
3 1 | Nippie, 2”LP XXH, § long 15.03
4 i Ball Valve, AOP, 2" LP M 01 85
5 1 Ring Gasket, R-57, C/S 36.26
Sub Total 2333.09

DELIVERY TICKET .
: 1
. RECEIVED By J@é&kﬂg_{_;dﬂﬂﬁuw RECEIVED
t . ) '\_ . -




PHONE: {505) 393-8228

RAT HOLE
MOUSE HOLE W.C.andP. L. & P.D- OR: (800) 781-8228
SURFACE HOLE INSURANCE FAX: (505) 397-4814
FOUNDATION HOLE Abbott Bros. Rat Hole Service Co. FEO.ID 3 850161951
Division of ABBOTT BROS. COMPANY o %
P.0. BOX 308 . vorce N2 (1

HORBBS, NEW MEXICQ-8

16194 W
Dats _.

accty_ 318 T

~Rr state 4 #1 k

Chesapeake Production ... — |
..PO_Box 54BRO6G : S AigNo, .__Patterson #504
_ Oklahoma City — __OK 73154-8806 -

o T T T _......_.r\{..w,_,.w e
Drili rat & mouse holea 800.0C"
38'x24" conductor hole & 31.00/ft. 0 ART ___,_u_..ﬂn 0| 1178.00
Rig time - 7 hrs @ 150.00/hr. iS58 WIO m 1050, 00

DERMM 1] 1932.00
OLEREM (1| 150.0C

42'x20" conductor pipe 8 46.00/1ft.
set, level and cement conductor pipe

2.75 yd= Wallach $64540 o W, < %4 »tm 2. 315.0C
Mileage - 64 mi 8 2.50/mi L K .M.\.%&iﬂ .h‘\ 160.0C
Dely pe to location - 32 mi @ 3.00/mi., . 96.00
_/.3%_&.4... 099: 0 1(7 & oy o __KL32 (857
o ot eeopee [ See Date T Angunt T v T Dist” e - -
fVWJ R ASHOO O~ - e . e o .WN,W\%V
1 | weer DATE
REC'D  MAY 09705 ACCTS PAY i, __ Sublotal o 6100
Ty . L ;._..:.:lll.igugi..].lliui'll UQ@ WJ
Dese. Dol vat | gb\,glw% Total Invoice Amomnt T

Proparer; )/D\/ xrn,:a;@



——— e

DELIVERY "TICKET

602 Tatum Mighway
& D Lovingion, NM 88260
' ETROLEUM INC. (505) 396-4522
. Ul‘) {
SokdTo: [ /‘U"' Wﬂk@ L;l‘ Date: j/" z5 20225
Address:
Location: K F ll 54 &.Z o/ (100 / ﬁw}kk 700 PO #
No PACKAGE PRODUbT QUANTITY PRICE AMOUNT

3o PROPANE 3 UN 1075 PG | 1300 [ | 7372

GASOLINE 3 UN 1203 PG ||

FUEL OIL / DIESEL 3 UN 1202 PG Il

KEROSENE 3 UN 1223 PG Il

T qéz(’
FAN 57
N np"}‘
Ay = . — g
, gL ] 989 <]e——r0
/ E4 [ap————— 14
EXCISE TAX
SALESTAX |/ 28 .27
Acceptad By, TOTAL jﬂé 5. 33
DELIVERY

Defivered By:

TICKET Ng 027838



B & L EQUIPMENT,

INC.

_ sooto__ LHESA PEARE

10916 WCR 140
P.O. BOX 80476 * MIDLAND, TEXAS 79711-0476
1-800-563.1330

Your Ordar No.

No.

L TUAT e Toemomaemt o TTTRO e VR T TEETE ..?..Iww....?.s...:gin ST 22

Delivery Ticket

42135

DATE

_. ADDRESS

cITy

EEQUantty

LOCATION HF ST4TE L 2t

.N@s%bmv MDQ\ARW N.!Nm.\m\ 0

- Dessiiption of Nateiinte::

_ LINE REScrve PIT.
| 7200 |SQuagE FEET OF Zo miL WIVEN WSER 7o

7

i ApR)N RESERVE

Pr7,

00 | LINEAR FEE? LAfIL ANf MATER AL

T2y

f s

kti/Bz PESeaviz

PiT,

7734

Jo

5% Tax

86

-

To7A ¢~

120

Nu.. ,

oL

Ao

AEE #0508

y nancy

\u

J
-~
o

v

/o .
Received by .="! H\.u-.u
I /
H .\

]

4
. g
gl

o .




e

e -2 5-0 s A&BTRANSPORT, INC. \ TICKET |
“ Ijﬂmlvmv\lfli e F.0. DRAWER 1265 N© 7402 6 _
{ TAUCK... —— ,_>_..zms,>mx,oo§% n.

O OTMEOUT —_ _TMEIN_— 505-395-3502

| HAULED FOR ]lhlﬂpmlnr\h!\h\

| MATERIAL HAULED FROM . o HOURS AMOUNT

WY AR AV Y A AN TR L

- T P07 [ [30 | RIR.10
wi [8.8]
Toray 300.97

. HELPER_

' DRIVER

i
: Buperior Priming Servics, ing.




DATE 4.2 5 -05

A & B TRANSPORT, INC.

TRUCK 73 o

TiME OUT

HAULEDFOR____ R«NI-M %Rw

TMEIN . e

'P.O. DRAWER 1285
JAL, NEW MEXICO 88252

508-385-3502

\ w_oxm«
N 74027

MATERIAL HAULED FROM . AOL’ " HQOURS AMOUNT
130 80/ FTlo | A28 i SR I WE T SAZ 2T _
\Ww J/47 | 130 |/F9/./0
T R E—

TOTAL

303.8%

Svperior Printing Sorvce, inc.




oare F2 S5 A&B ._.m>ZWﬂom.q. INC. x\« ICKET
5.0, DRAWER 1266 0 74028

ruck - 30 JAL, NEW MEXICO 88252
TIMEOUT . TIMEIN o 505-395-3502

HAULED mom\ii _
MATERIAL HAULED FROM TQ HOURS AMOUNT

/3088 AT m\w\: 5 Gk o] K FIH A S

I[47 | 30 [ [9]10

:
1

| 278 |
ENErES

HELPER \ 7 \\ LEE /o sad.

. I
G = w
DRIVER \ — RECEIVED B 1l ;

Supanor Prnting Service, Inc,




A & B TRANSPORT, INC.

| omd-psw , e
P.O. DRAWE ST
TRUCK Yo L>rwm_,w< ;mxm%mwmmw \ NS 74717
| imeour 28 B e _zﬁhw\ 505-395-3502 |
|
nauLen ror ¢ Nhhkv\&n.&%\
MATERIAL HAULED ~ FROM . 0 7. . HOURE AMOUNT
KO 84D L§ st PRl p %ﬁhv@
fo0 1SBLSH 7 he. \ﬂwn\ A ST YA
| $5:2/7 ___lR0o 434 a0
™| HF.03
TOTAL ﬁ%m.cm&r
 ReLPER -~ : W24 n..\.,w...u Z-.
w DRIVER + < [\ = RECEIVED BY, j it



" Wr—r— m———— eme
A NPT -+ W82 .\ A ——— P T — [ bt gy,
-

owe, 40809 - A & B TRANSPORT, INC. TICKET

0

P.O. DRAWER 1265 - QMHmH
4mcoleth||l. JAL, NEW MEXICO 88252 E

TIME OUT TIME IN - 505-305-3502

nauceo For.C e sa mmpkm

MATERIAL HAULED FROM TO HOURS | AMOUNT
130 bhys CA0 esoy /3 K. F. Y Stade®!

3147 | 3o | /4140

HELPER_A 4 J— .
- {
om.<mm€&>%



. ] . N ._—. . .:O_.Am.ﬂ
oate 1 ,wq =) — A&BTRANSPORT, INC No 75182
TRUCK, 10617 JAL, NEW MEXICO 88252

TIME OUT TIME IN — 505-395-3502 R

’

nauep For_ChesaPeako —
MATERIAL RAULED FROM 10 HOURS AMOUNT

130 bbi's. %o a@ﬁ% s KoF 4 Statet .

3149 13p 1/9/1./0

TAX \O\P.N%
O | 3 038X

HeEweer. A . - A, &,\\\D T4,

pAver_K LAAR R - RECEIVED B




. R P o p— A A AT 1§10 S B0 g T 1 L T e ey -

DATE 42585 - A & B TRANSPORT, INC. | TICKET
oo Z 7¢ —— AL NEWNEXICD aa2s2 J Ne 75252
TMEOUT. . TIME IN 505-295-3502

HAULED morllm\.@%h\hk\\w& S

HOURS AMOUNT

MATERIAL HAULED FRCM

J18 &5 FEY 2]

..\M&w\év

$17 | 130 |H3R .\_D

| /X %7
To1AL| 32Y) . QV

HELPER - Je/ 0522

DRIVER \&A\ &\F N RECEIVED mxmn




- ——— —— o — P . b - g

owe_ #1505 - A&BTRANSPORT, INC. ToKET

P.O. DRAWER 1265 ,\

TRuck__ % u\\m JAL, NEW MEXCO 88252 _ N9 1525 3
TIME OUT TIMEIN ____ 505-305-3502
HAULED FOR ..:Rmkkn%x

HOURS AMOUNT

MATERIAL RAULED FROM

1O
Lo P, VB /s KE4 SZZ*/

9 277 | wo 1A I7.00

w45
TOTAL E

HELPER . : . L4052 D

a Yy
oxEm:-‘E\ RECEIVED m<.q.\




Phone :

(505) 396-4822 Fax

"~ u -

P & D PETROLEUM, INC.
602 TATUM HIGHWA
LOVINGTON X 88260

(505) 396-6276

INVOICE
Date No. :
Due Date: 05/25/05 Page:
Shi
CHESAPEAKE OPERATING, INC, AT
ATT; ACCT. PAYABLE WATER WELL-600-0-2637
P O BOX 548806 BOOSTER-700-244759
OKLAHOMA CITY OK 73154-8806
Via ) FOB ) " Terms Your# Our# Rep.
0/ 0/ N30 27838 HH
Desctiption Ordered Shipped Unit Price Extended
Item Number Measure Backordered Discotnt %
PROPANE - LPG 1937.00
\’Q& REC'D
LeEE
CHESAPEAKE-CRERATING Qropian g,
A: ~dha. 7
DRILING PART L. TUNG | Reviowar e
CRHFWIO [ EXPENSEWIO D \ T
FACILITIES  [J P8A o
OPERATING EXP[] SURFACER&M [0
DOWNHOLE R&M 0O
NENG _LIDT 2.2
weis, A IFpte AL
/25
PAST DUE BALANCES WILL BE SUPT DATE
CHARGED INTEREST OF 1.5% PER MONTH.
HIGR DATE
"THANK YOU FOR YOUR BUSINESS....... Sub-Total : 1937.00
TAX 128,33
TOTAL 2065.33
Net To Pay; 2065.33




Page 1 of |

Mark Lauer

From:
Sent; Tuesday, April 26, 2005 2:40 PM

To: nMark Lauver

Y
Mark,

Ples

2ss ol me back about this, 've reviewed the files and talked to our allorneys and we'd like to go ahead here.

it
L

From: Leo Callegos

Sent: Tuesday, April 26, 2005 1:57 PM
To: Rita Buress; Tim Reece

Cec: Marlin Garrett

Subject: Chesapeake's KF St -4- #1

Floyd Sieed, our foreran in the Osudo area. inspected the subject location today and reported that the location i_s built, reserve pit
i5 buill and being filled w/ water, conductor pipe is sel. It looks like they can maove a rig in anytime. He checked the sheet on the
well stake 10 make sure it is the well we are talking about.

iooks like we need {0 hurry and get some sort of injunction against Chesepeake.

Leo Gallegos
Samson Resourcas

Office {432) 6E6-B308
Cell (432) 661-6868
Home (432) 684-5148

Samson Exhibit (D’O

NMOCD Case Nos. 13492/13493
Submitted 8/10/06
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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 4-215-35E, 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 Hand T, S, U and V. We have
wells staked and permitted in a laydown 320 on plat units @, 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 MandN.

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 |, 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. | 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. | understand why Mewbourne
is pulling this delay tactic, but | 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).

BEFORE THE
OIL CONSERVATIGN COP{\{N‘SSION
SANTA FE, NEW MEXICD
sty HeHL
OASE Y 245 S




