
GALLEGOS LAW FIRM 
A Professional Corporation 

460 St. Michael's Drive MM QiiQ 9 9 2.1 
Building 300 l - u u u 

Santa Fe, New Mexico 87505 
Telephone No. 505-983-6686 
Telefax No. 505-986-1367 August 9, 2006 
E-Mail jeg@gallegoslawfirm.net (Our File No. 05-376.00) 

J.E. GALLEGOS*. 

VIA HAND-DELIVERY 
Florene Davidson, Administrator 
New Mexico Oil Conservation Commission 
1220 S. Saint Francis Drive 
Santa Fe, New Mexico 87504 

Re: Application of Samson Resources Company, Kaiser-Frances Oil Company 
and Mewbourne Oil Company for Cancellation of Two Permits and 
Approval of a Drilling Permit, Lea County, New Mexico, Case No. 13492 
Application of Chesapeake Permian, L.P. for Compulsory Pooling, Lea 
County, New Mexico, Case No. 13493 

Dear Ms. Davidson: 

Please find enclosed for filing in these consolidated Commission cases a 
Stipulation by the Parties of Undisputed Evidence. We are also providing five copies of 
that document for the Commission. 

Also enclosed for the Commission are five copies of additional Samson et. al. 
exhibits 58, 59 and 60. 

Thanks you for your usual cooperation in handling these matters. 

Sincerely, 

GALLEGOS LAW FIRM, P.C. 

'J.E. GALLEGOS 

JEG:sg 
Enclosures 

•Admitted in N.M. & Colo. 

'New Mexico Board of Legal Specialization 
Recognized Specialist in the area of 
Natural Resources-Oil and Gas Law 



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: 

APPLICATION OF SAMSON RESOURCES 
COMPANY, KAISER-FRANCIS OIL COMPANY, 
AND MEWBOURNE OIL COMPANY FOR 
CANCELLATIN OF TWO PERMITS AND 
APPROVAL OF A DRILLING PERMIT, L E A 
COUNTY, NEW MEXICO. 

CASE No££3493 
APPLICATION OF CHESAPEAKE PERMIAN, L.P. 
FOR COMPULSORY POOLING, L E A 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 ofTownship 21 South, Ranch 35 East, NMPM, in Lea County, is an 
irregular section consisting of approximately 950.8 acres, more or less, and is approximately one 
mile wide from east to west, and one and one-half miles long from north to south. The 
subdivisions of Section 4 are as follows: 

(1) the southeast quarter (geographically, the east half of the south one-third), 
consisting of lots 17, 18, 23 and 24; 

(2) the southwest quarter (geographically, the west half of the south one-
third), consisting of lots 19 through 22; 

(3) lots 9, 10, 15 and 16, being the quarter section immediately north ofthe 
southeast quarter, hereinafter called "the east half ofthe middle one-third;" and 

CASE N@? 13492 

C D 

CD 

Z3 

CD 



(4) lots 11 through 14, being the quarter section immediately north of the 
southwest quarter, hereinafter called "the west half of the middle one-third." 

(5) lots 1 through 5, consisting of 310.8 acres, more or less, being the two 
northern most quarter sections. 

B. Oil and gas minerals within the entire Section 4 (as well as the surface) are owned 
by the State of New Mexico, and all acres have been leased. Lease status and ownership are as 
follows: 

(1) The southeast quarter is leased under State of New Mexico Lease No. B-
1481. Kaiser-Francis, Samson, and Mewbourne own all the working interest. 

(2) The southwest quarter is leased under State of New Mexico Lease No. 
VO-7063. Chesapeake Permian LP owns all the working interest. 

(3) The middle one-third of Section 4 is leased under State of New Mexico 
Lease No. VO-7054. Samson owns all the working interest. 

(4) The northern one-third of Section 4 is leased under State of New Mexico 
Lease No. VO-7062. Chesapeake Permian LP owns all the working interest. 

(5) Chesapeake does not own any interest in the southeast quarter of Section 
4, and has not owned any such interest at any time relevant to this case. Chesapeake has no 
contractual right with respect to the mineral estate in the southeast quarter of Section 4 unless 
such right arises by virtue of approval by Samson of an AFE (authorization for expenditures) 
issued by Chesapeake for the KF 4 well, under circumstances detailed below. 

C. On February 27, 2005, Mewbourne ran electric logs showing over 40 feet of 
Morrow porosity on its Osudo 9 State Com. Well No. 1 (API No. 30-025-36828) (the "Osudo 9 
well") located in the southeast quarter 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 
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election under this well proposal." Chesapeake also sent a similar proposal letter to Kaiser-
Francis. Chesapeake did not send a proposal letter to Mewbourne because Mewbourne had not 
yet obtained an interest in the proposed spacing unit. 

F. There was no operating agreement between Chesapeake and Samson or Kaiser-
Francis that would require an election, and Chesapeake knew that there was no such agreement. 

G. On March 22, 2005 Samson signed and returned Chesapeake's election letter and 
AFE, indicating that it elected to participate in the proposed KF 4 well, but did not send its 
portion in of the dry hole costs as requested in the letter. 

H. On March 28, 2005 Mewbourne, as operator on behalf of Samson et al., filed an 
APD for its proposed Osudo 4 State Com. No. 1. The Mewbourne APD proposed a location in 
the southeast quarter and the east half of the middle third of Section 4. The Division rejected 
Mewbourne's APD on March 30, 2005, by reason of the earlier approval of Chesapeake's APD. 

I . On March 30, 2005 Samson sent a letter and fax to Chesapeake stating that, 
"Samson hereby rescinds and revokes its invalid election to participate in [the KF 4 well]." 

J. On April 15, 2005 Chesapeake began site construction for the KF 4 well. 

K. On April 20, 2005 Mewbourne, as the last of the designated parties (Kaiser-
Francis, Samson, and Mewbourne), signed a communitization agreement providing for a 
communitized unit in the Morrow consisting of the southeast quarter and the east half of the 
middle third of Section 4. 

L. On April 26, 2005 the applications in these cases were filed with the Division. 

M. On April 27, 2005, the New Mexico State Land Office approved the 
Communitization Agreement described above, noting that, "[t]he effective date of this approval 
is April 1,2005." 

N. On April 27, 2005 Chesapeake spudded the KF 4 well. 

O. The well was completed and placed on production on January 2006. 

P. As of April 2006, the well had produced 270,279 Mcf of gas and 2,286 barrels of 
oil. 

The following stipulated Exhibits are attached and incorporated herein: 

Stip. Ex. 1: Plat of Section 4-21S-35E showing well locations 

Stip. Ex. 2: Plat of Section 4-21S-35E showing lease ownership as of 3-10-05. 

Stip. Ex. 3; Plat ofSection 4-21S-35E showing Communitization Agreement acreage 

Stip Ex. 4: Chesapeake APD, March 10, 2005, Form C-101 KF 4 State 
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Stip. Ex. 5: Chesapeake Well Location Plat, March 10, 2005, Form C-102 KF 4 State 

Stip. Ex. 6: Chesapeake Sundry Notice, March 10, 2005, Form C-103 KF 4 State 

Stip. Ex. 7: Oil Conservation Division Rule - Rules 19.15.13.1102 (Form C-102) and 
19.15.13.1103 (Form C-103) 

Stip. Ex. 8: Oil Conservation Division C-102 Instructions 

Stip. Ex. 9: Commissioner of Public Lands, Communitization Approval, April 27, 
2005 

Stip. Ex. 10: Chesapeake Pooling Application 

Stip. Ex. 11: March 9, 2005 letter from Chesapeake to Samson re Well Proposal for KF 
4 State No.l with election by Samson 

Stip. Ex. 12: March 30, 2005 letter from Samson re Withdrawal of Election 

Stip. Ex. 13 April 4, 2005 letters from Chesapeake to Kaiser Francis and Samson 
enclosing Joint Operating Agreement 

Stip. Ex. 14: April 5, 2005 letter from Samson to Chesapeake re JOA 

Chesapeake Operating Inc 

' Its Attorney 

Earl E. DeBrine, Jr. 
Modrall, Sperling, Roehl, Harris 

& Sisk, P.A. 
P.O. Box 2168 
Albuquerque, NM 87103-2168 
Telephone: (505) 848-1800 
Facsimile: (505) 848-1891 

W. Thomas Kellahin 
Kellahin & Kellahin 
P.O. Box 2265 
Santa Fe, NM 87504-2265 

Samson Resources Company and 
Kaiser-Francis Oil Company 

/Their Attorney /Their Attorney 
i 

J.E. Gallegos 
Gallegos Law Firm, P.C. 
460 St. Michael's Drive, Bldg. 300 
Santa Fe,NM 87505 
Telephone: (505) 983-6686 
Facsimile: (505)986-1367 

Scott Hall 
Miller Stratvert P.A. 
P.O. Box 1986 
Santa Fe,NM 87504-1986 
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Mewbourne 
State of New Mexico 
Lease #-EO-1732 
Date: 2-10-48 

OSUDO 9 STATE COM 1 

c 

Chesapeake 

Leases 
Chesapeake 
Kaiser Francis 

| [ j Mewbourne 
Samson 

N 

A Chesapeake Energy Corporation 
l \ Osudo Prospect 

Leases 
Chesapeake 
Kaiser Francis 

| [ j Mewbourne 
Samson 

750 0 750 1500 Feet Scale: 1:18000 Projection: „ . . . 
' No Projection 

Leases 
Chesapeake 
Kaiser Francis 

| [ j Mewbourne 
Samson 

Date: 05/12/2005 Author: Brian Weaver 

St ipulated Exhibi t |_ 
NMOCD C a s e Nos. 13492 / 13493 



Lease No. 4 
V-7062 

Chesapeake Exploration Limited Partnership - 75% 

Rubicon Oii & Gas I, LP - 25% 

Lease No. 3 
V-7054 

Samson Resources Co. - 100% 

Lease No. 2 Lease No. 1 
V-7063 B-1481 

Chesapeake Exploration Samson Resources Co. -12.5% 
Limited Partnership - 75% 

Kaiser-Francis 
Rubicon Oil & Gas I, LP - 25% Oil Company - 87.5% 

SECTION 4-21S-35E 

OWNERSHIP AS OF 3/10/05 
Stipulated Exhibit Ci 

NMOCD Case N o s . 1 3 4 9 2 / 1 3 4 9 3 



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 3 

NMOCD Case N o s . 1 3 4 9 2 / 1 3 4 9 3 



Diana L 

11525 H. French Dr., Hobbs, HM 88340 

Dktrian 

1301 W. Grind Avt., Artesia, NM 88210 

District IH 

1000 Rio Brass Rd., Jtlet, HM 87410 

District IV* 
1320 S. St Fancis Dr., Sunt Ft, HM 
87J05 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe .NM 87505 

Form C-101 
Permit$104 

APPLICATION FOR PERMIT TO DRILL 

Operator Name a i Addreit 
OGRID Humber 

Operator Name a i Addreit 
OGRID Humber 

CHESAPEAKE OPERATING, INC. 147179 

POBox 11050 API Number 
Midland, TX 79702-8050 30-025-37129 

Property Code Property Hem* WeU Ho. 

34679 KF4STATE 001 

Surface Location 

UL or Lot : Section j Township Rangt Lot Idn Feet From. H/S Line Feet Horn EWLine County 

X j 4 j 21S 1 35E 660 S 990 E Lea 

Proposed Pools 
jOSUDO,MORROW, SOUTH (OAS) 82200 ~ 

Wo* Type Well Type J Ceblt/Roteiy Lease Type GroartdLevtl Deyetiart 

New Well GAS ] State 3621 | 

Multiple Proposed Depth 1 Format ion Con&ractoc Spud I>cte j 

N 12100 I Morrow 03/1572005 ) 

Proposed Casing and Cement Program 
I Type [ Hole Size ] Casing Size (| Casing Weight/ft j Setting Depth | Sacks o f Cement | Estimated TOC 

1 S u r f ; L JM._J 13375 11 450 500 1 0 ! 
| Intl 12.25 ! 9.625 il 40 5350 1300 o ! 

Prod 8.75 j 5_5 17 12100 1350 4000 i 

Casing/Cement Program: Additional Comments 
Il3 3/8 csg; Lead295 sx35:65 PozC + additives, Tail205 sxCLC + additives, circ to surface;9 5/8 cmt: 1,150 sx50.50 Poz j 
C1C + additives. Tail 150 sxCl. C + additives circ. to surface; 5 1/2 Prod Csg. 1 st Stage Lead 275 sx50:50 PozCl H + 
additives, 1 st Stage Tail 470 sx 50 JO Poz Cl H + additives; 2nd stage 555 sx 50̂ 50 Poz Cl H + additives, 2nd stage Tail 50 ! 
sx 50:50 Poz C1H + additives. I 

Proposed Blowout Prevention Program 

1 Type || Working Pressure j | Test Pressure | M areolae rarer \ 

1 Annular J| 5000 i| 5000 1 I 
1 Double Ram JJ 5000 j 5000 j 

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

ElectronicallySignedBy: BrendaCoffinan 

OIL CONSERVATION DIVISION I hereby certify that the information given above is true 
and complete to the best of my knowledge and belief. 

ElectronicallySignedBy: BrendaCoffinan 
Electronically Approved By Paul Kautz 

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

ElectronicallySignedBy: BrendaCoffinan Title: Geologist 

Title: Regulatory Analyst Approval Date: 03/11/2005 Expiration Date: 03/11/2006 
Date: 03/10/2005 Phone: 432-685-4310 J Conditions of Approval 

| There are conditions. See Attached. 

Stipulated Exhibit *-{ 
NMOCD Case Nos. 13492 /13493 



• District J 

1625 H. French Dr., Hobbs, HM 88240 

DKtria.II 

1301 W. Omul Ave., Artwia, NM88210 

District m 

1000 Rio Brass Rd., Aaec.NM 87410 

Piatto.IV 

1230 S. St fttncis Dr., SantaFe, HM 
87505 

State of New Mexico 

Energy, Minerals and Natural Resources 

Oil Conservation Division 

1220 S. St Francis Dr. 

Santa Fe, N M 87505 

Form C-102 
Permit 8104 

WELL LOCATION AND ACREAGE DEDICATION FLAT 

API Humber j Pool Heme Pool Code 

30-025-37129 { OSUDO MORROW, SOUTH (GAS) 82200 

! 
Property Code [ 

Property Heme WeH Ho. 

34579 | KF 4 STATE 001 

OGRID Ho. j Operator Name FJevation 

147179 [ CHESAPEAKE OPERATING, INC. 3621 

Surface And Bottom Hole Location 

UL or Lot 

X 
Section 1 

4 ! 
~ f 

Township 

21S 

Range 

35E 
Lot Ida Feet From 

660 
H/S Line 

s 
Feet From j 

990 j 
EWLin* ! 

E 
County 

Lea 

Dedicated Acres j 

320 j 
Joirg or feriill Consolidation Code Order Ho. 

OPERATOR CERTIFICATION 
I hereby certify that the information contained herein is 
true and complete to the best of my knowledge and belief. 

Electronically Signed By. BrendaCofrtnan 
Title: Regulatory Analyst 
Date: 03/10/2005 

SURVEYOR CERTIFICATION 
I hereby certify that the we!! location shown on this plat 
was plottedfrom field notes ofactual surreys made by me 
or under my supervision, and that the same is true and 
correct to the best of my belief 

Hectronically Signed By: Gary L Jones 
Date of Survey 03/1072005 
Certificate Number 7977 



Permit Conditions Of Approval 
C-101, Permit 8104 

Operator CHESAPEAKE OPERATING, INC. , 147179 

Well: KF 4 STATE #001 

OCD Reviewer Condition 

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

PKATJTZ 
_ . „ . f 

Notice is to be given to the OCD prior to construction ofthe pit(s) j 
j 

PKAUTZ Pit construction and closure must satisfy all requirements of O. CD. Rule 19.15.2.50, and the Pit and j 
Below-Grade Tank Guidelines j 



03/10/2005 17:40 FAX 432 687 3675 CHESAPEAKE MIDLAND 0 004/004 

DISTRICT I 
KM a. t m * la. 
DISTRICT H 
• I I Bnttk Tint, 

DISTRICT TB 
una aim Tb.... i 

DISTRICT IT 

State ef New Mexico t o r n C-102 
n . I M 

laUe, HH 17*10 O I L C O N S E R V A T I O N D I V I S I O N 
2MB SraUi tmaatm 

Santa F t . New Mexico 67504-2068 
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WELL LOCATION AND ACREAGE DEDICATION PLAT 

ox.37 
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HHEB SB. 0t«n*w Van* 

CHESAPEAKE OPERATING INC. 3621" 
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Stipulated Exhibit O 
NMOCD C a s e Nos. 13492 / 13493 



03/10/2005 17.39 FAX 432 B87 3G75 CHESAPEAKE MIDLAND &002/004 

Submit 3 Copies To Appropriate District 
Office 
District I 
1625 N. French Dr, Hobbs, NM R«240 
District II 
1301 W. Grand Ave., Artrsin. NM 88210 
District 111 
1000 Rio Brazos Rd, Aztec, NM 87410 
District IV 
122D S. SL Francis Dr., Santa Fc, NM 
47505 

State of New Mexico 
Energy, Minerals and Natural Resources 

OLL CONSERVATION DIVISION 
1220 South St. Francis Dr. 

Santa Fe, NM 87505 

Form C-103 
May 27. 2004 

WELLAPINO. -

oY Lease 5. Indicate Type or Lease 
STATE B FEE • 

6. State Oil & Gas Lease No. 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USETHIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUO BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" ORM C-101) FOR SUCH 
PROPOSALS.) 
1. Type of Well: Oil Well D Gas Well BQ Other 

7. Lease Name or Unit Agreement Name 
KF 4 State 

8. Well Number 001 
2. Name of Operator 

Chesapeake Operating, Inc. 
9. OGRTD Number 147179 

3. Address of Operator p Q #O X 1)050 
Midland, TX 79702-8050 

10. Pool name or Wildcat /• \ 
Osudo, Monovy 5 o { ( f f y 

feet from the East 
Well Location 

Unit Letter. 
Section 4 ' 

660 Jeet trom the South 
Township 21S Range 

line and 990 
35E 

line / 
NMPM County Lea 

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

Pit qr Below-grade Tank Application I 

Pit type Drilling Depth to Groundwater 150 Distance from nearest fresh water well 1000 Distance from nearest surface water 1000 

Pit Liner Thickness: 12 mil Bd on-Grade Tank: Volume 12139 boh; Construction Material 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: 
PERFORM REMEDIAL WORK • PLUG ANO ABANDON • 
TEMPORARILY ABANDON • CHANGE PLANS • 
PULL OR ALTER CASING • MULTIPLE COMPL • 

OTHER.-Close Pit K] 

SUBSEQUENT REPORT OF: 
REMEDIAL WORK • ALTERING CASING • 
COMMENCE DRILLING OPNS.D P AND A • 
CASING/CEMENT JOB • 

OTHER: • 
13. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, mcluding estimated date 

of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

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

r hereby certify that the information abovgis true and complete to the best of my knowledge and belief. I further certify that any pit or bdnw-
grade tank has becR/Wtthbe construcjad or clfrftd a>mrjjjrurta NMOCD gnidelines CS.» general permit • or nn (Attached) alternative OCD-approved pUn f j . 

SIGNATURE 

a^ctrrdmfrta N M O C D gni 

T I T L E Regulatory Analyst 

Type or print name Brenda Coffinan 
For State Use Only 

APPROVED BY: y ^ ^ ^ ^ ^ ^ c ^ 
Conditions of Approval (it arty): 

. I I I 

DATE 03/10/2005 

E-mail add ŝsibcofimft̂ jĵ rifergyxom Telephone No. (432)687-2992 

TITLE ^ ? ^ V r M 1 1 2005 



03/10/2005 17.33 FAX 432 687 3675 CHESAPEAKE MIDLAND ©002/004 

Submit 3 Copies To Appropriate District 
Office 
District I 
1625 N. French Dr, Hobbs, NM St2*t> 
District II 
1301 W Grand Ave., Anesift. NM 882)0 
District IB 
1000 Rio Brazos Rd, Aztec, NM 87410 
District IV 
1220 S. SL Francis Dr., Santa Fe, NM 
K7SD5 

State of New Mexico 
Energy, Minerals and Natural Resources 

OLL CONSERVATION DIVISION 
1220 South St Francis Dr. 

Santa Fe, NM 87505 

Form C-103 
May 27, 2004 

WELL API NO. -

oT Lease 5. Indicate Type oT Lease 
STATE IS FEE • 

6. State Oil & Gas Lease No. 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-l 01) FOR SUCH 
PROPOSALS) 
1. Type of Well: Oil Well • Gas Weli %) Other 

7. Lease Name or Unit Agreement Name 
KF 4 State 

8. WeU Number ooi 

2. Name of Operator 
Chesapeake Operating, Inc. 

9. OGRID Number 
147179 

3. Address of Operator p Q ^ O X I )0S0 
Midland, TX 79702-8050 

10. Pool name or Wildcat s- \ 

Osudo, ft Morrow Sft^^-l^) 
4. Well Location 

Unit Letter, 
Section 4 

660 Jeet from the South 
Township 21S 

line and 990 feet from the East line 

Range 35E NMPM County Lea 
11. Elevation (Show whether DR, RKB, RT, GR, etc.) 

3621 
Pit or Bdow-gradc'fnnk Application IX or Closure • 

Pit type Drilling Depth to Groundwater 150 Distance Irom nearest fresh water well 1000 Distance from nearest surface water 1000 

Pit LioerThickness: 12 mil Bdow-Cradc Tank: Volume 12139 bbls: Construction Material 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: 
PERFORM REMEDIAL WORK • PLUG AND ABANDON • 
TEMPORARILY ABANDON • CHANGE PLANS • 
PULL OR ALTER CASING • MULTIPLE COMPL • 

OTHER:Close Pit EB 

SUBSEQUENT REPORT OF: 
REMEDIAL WORK • ALTERING CASING • 
COMMENCE DRILLING OPNS.D PANDA • 
CASING/CEMENT JOB • 

OTHER: • 
13. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date 

of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

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

I hereby certify that the infonuation aboveis true and complete to the best of my knowledge and belief, l farther certify that any pit or bdow-
grade tank has bepa'Wntbt conslrncpd or cltrfid a>corj}ir)inn NMOCD guidelines OS. a general permit • or nn (nttaefced) alternative OCD-approved plan Oconstrncud or eUsteTî cordiuRa NMOCD guidelines OS. a 

l O A r a a l _ n f 4 ^ W ^ ^ U E ^ g u l a t ( > r y Analyst SIGNATURE 

Type or print name Brenda Coffman 
For State Use Only 

APPROVED BY: 
Conditions of Approval (if arfy) 

DATE 03/10/2005 

^s£>-
E-mail tuid^ss:bcofJrma^^^icWrgy.coni Telephone No. (432)687-2992 

TITLE ^ft^V r M * 1 2005 
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iabmit 3 Copies To Appropriate District State o f N e w M e x i c o 
Office 
District i Energy, Minerals and Natural Resources 
1625 N. French Dr, Hobbs, NM 88240 

UoTwGrandAve., Artesia,NM88210 O I L C O N S E R V A T I O N D I V I S I O N 

Dsarictni. 1220 South St. Francis Dr. 
1000 Rio Brazos Rd., Aztec, NM 87410 „ . X T , , O T C A / -

Di5tric,iv Santa Fe,NM 87505 
1220 S. Sl. Francis Dr., Santa Fe, NM 
87505 

Form C-103 
May 27, 2004 

iabmit 3 Copies To Appropriate District State o f N e w M e x i c o 
Office 
District i Energy, Minerals and Natural Resources 
1625 N. French Dr, Hobbs, NM 88240 

UoTwGrandAve., Artesia,NM88210 O I L C O N S E R V A T I O N D I V I S I O N 

Dsarictni. 1220 South St. Francis Dr. 
1000 Rio Brazos Rd., Aztec, NM 87410 „ . X T , , O T C A / -

Di5tric,iv Santa Fe,NM 87505 
1220 S. Sl. Francis Dr., Santa Fe, NM 
87505 

WELL API NO. 
30-025-37129 

iabmit 3 Copies To Appropriate District State o f N e w M e x i c o 
Office 
District i Energy, Minerals and Natural Resources 
1625 N. French Dr, Hobbs, NM 88240 

UoTwGrandAve., Artesia,NM88210 O I L C O N S E R V A T I O N D I V I S I O N 

Dsarictni. 1220 South St. Francis Dr. 
1000 Rio Brazos Rd., Aztec, NM 87410 „ . X T , , O T C A / -

Di5tric,iv Santa Fe,NM 87505 
1220 S. Sl. Francis Dr., Santa Fe, NM 
87505 

5. Indicate Type of Lease 
STATE H FEE • 

iabmit 3 Copies To Appropriate District State o f N e w M e x i c o 
Office 
District i Energy, Minerals and Natural Resources 
1625 N. French Dr, Hobbs, NM 88240 

UoTwGrandAve., Artesia,NM88210 O I L C O N S E R V A T I O N D I V I S I O N 

Dsarictni. 1220 South St. Francis Dr. 
1000 Rio Brazos Rd., Aztec, NM 87410 „ . X T , , O T C A / -

Di5tric,iv Santa Fe,NM 87505 
1220 S. Sl. Francis Dr., Santa Fe, NM 
87505 

6. State Oil & Gas Lease No. 

SUNDRY NOTICES AND REPORTS ON WELLS 
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A 
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT* (FORM C-101) FOR SUCH 
PROPOSALS.) 
1. Type of Well: Oil Well • Gas Well S Other 

7. Lease Name or Unit Agreement Name 
KF 4 State 

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 S Other 8. Well Number rjOl 

2. Name of Operator 
Chesapeake Operating, Inc. 

9. OGRID Number 
147179 

3. Address of Operator p Q Box 11050 
Midland, TX 79702-8050 

10. Pool name or Wildcat 

Osudo;Morrow,South (Gas) 
4. Well Location 

Unit Letter X : 660 feet from the South line and 990 feet from the East i m e 

Section 4 Township 2IS Range 35E NMPM CountyLea 
S & ^ ^ l l ^ r P ^ W ^ 11. Elevation (Shaw whether DR, RKB. RT. GR, etc) ^ W ^ ^ M ^ ^ ^ 

w^m^^^mmr^^"- 3621 GR W%m?M^i&M&<. Pit or Below-grade Tank Application r~] or Closure • 

tance from nearest surface water 

instruction Material 

Pit type Deptb to Groundwater Distance from nearest fresh water well Dis 

Pit Liner Thickness: mil Below-Grade Tank: Volume bbls; C 

tance from nearest surface water 

instruction Material 

12. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data 

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF: 
PERFORM REMEDIAL WORK • PLUG AND ABANDON • REMEDIAL WORK • ALTERING CASING • 
TEMPORARILY ABANDON • CHANGE PLANS • COMMENCE DRILLING OPNS.D3 P AND A • 
PULL OR ALTER CASING • MULTIPLE COMPL • CASING/CEMENT JOB LS 

OTHER: • OTHER: • 
13. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date 

of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion 
or recompletion. 

4-27-05 Spud 17 1/2" surface hole @ 10:30 p.m. 
4-29-05 Ran 10 jts. 13 3/8" 48# H-40 STC csg. set @ 4#6>. 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. 

rf \* ;J 

I hereby certify that the information above is (rue and complete to the best of my knowledge and belief. I further certify that any pit or teiowT 
grade tank has b^en/will be constructed o^tosed according to NMOCD guidelines • , a general permit • or an (attached) alternative OCD-approved plan • . 

SIGNATl 

Type or print name Brenda Coffinan 
For State Use Only 

APPROVED BY: 
Conditions of Approval (if any): 

TITLERegulatory Analyst DATE 05/02/2005 

E-mail address:bcoffean@chkenergy.corn Telephone No. (432)687-2992 

TITLE DATE 



of Approval 
(47) Form C-140 Application For Qualification of Well Workover Project and Certification of 

Approval 
[1-1-50...2-1-96; 19.15.13.1100 NMAC - Rn, 19 NMAC 15.M.1100, 06/30/04] 

19.15.13.1101 APPLICATION FOR PERMIT TO DRILL, DEEPEN OR PLUG BACK (Form C-101): 
A. Before commencing drilling or deepening operations, or before plugging a well back to another 

zone, the operator of the well must obtain a permit to do so. To obtain such permit, the operator shall submit to the 
division five copies of form C-101, application for permit to drill, deepen or plug back, completely filled out. I f the 
operator has an approved bond in accordance with 19.15.3.101 NMAC, one copy of the drilling permit will be 
returned to him on which will be noted the division's approval, with any modification deemed advisable. 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. I f the well is to be drilled on state land, submit six copies of form C-101 and four copies of form C-
102, the extra copy of each form being for the state land office. 
[1-1-64...2-1-96; 19.15.13.1101 NMAC - Rn, 19 NMAC 15.M.1101, 06/30/04] 

19.15.13.1102 W E L L 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-l 02 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 ofthe 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 

wells 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.) 

Stipuflated Exhibit 7 
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, 1 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.1 box. Otherwise use the OCD unit letter. 

11. Proposed bottom hole location. If this is a horizontal hole indicate the location of the end ofthe hole. 

12. The calculated acreage dedicated to this completion to the nearest hundredth of an acre. 

13. Put a Y i f more than one completion will be sharing this same acreage or N if this is the only completion on this acreage. 

14. If more than one lease of different ownership has been dedicated to the well show the consolidation code from the following table: 

C Communitization 

U Unitization 

F Forced pooling 

O Other 

P Consolidation pending 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED OR A NON­
STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION! 

15. Write in the OCD order(s) approving a non-standard location, non-standard spacing, or directional or horizontal drilling. 

16. This grid represents a standard section. You may superimpose a non-standard section over this grid. Outline the dedicated acreage and the 
separate leases within that dedicated acreage. Show the well surface location and bottom hole location, i f it is directionally drilled, with the 
dimensions from the section lines in the cardinal directions. (Note: A legal location is determined from the perpendicular distance to the edge 
ofthe tract.) If this is a high angle or horizontal hole, show that portion ofthe well bore that is open within this pool. 

Show all lots, lot numbers, and their respective acreage. 

If more than one lease has been dedicated to this completion, outline each one and identify the ownership as to both working interest and 
royalty. 

17. The signature, printed name, e-mail address, and title ofthe person authorized to make this report, and the date this document was signed. 

18. The registered surveyors certification. This section does not have to be completed i f this form has been previously accepted by the OCD and is 
being filed for a change of pool or dedicated acreage. ,--

St ipu la ted Exhib i t 3 
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APR-27-2005 WED 10:54 AM OIL GAS MINERALS ST LAND FAX NO. 5058274739 P. 02 

PATRICK H.LYONS 
COMMISSIONER 

State of View Mexico 
Commissioner of&uSCic Lands 

310 OLD SANTA FE TRAIL 
P.O. BOX 1148 

SANTA FE. NEW MEXICO 87504-1148 

COMMISSIONER'S OFFICE 
Phone (505) S27-5760 
Fax (505) 827-5766 

www.nmsiaiclands.org 

April 27, 2005 

Mewbourne Oil Company 
Post Office Box 7698 
Tyler, Texas 75711 

Attn: Allen Brinson 

Re: Corruiiurriti2ation Agreement Approval (Pennsylvanian) 
Osudo 4 State Com Well No. 1 
Lots 9,10, 15,16, and SE4, Section4, Township 21 South, Range 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 
Communitization Agreemeni for the Permsylvanian 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 thereafter as communitized substances are produced from the conrmunitized 
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* „ 
JAM BAILEY, Director 1 

Oil, Gas & Minerals Division 
(505) 827-5744 
PHL/JB/ja . „ . 

Stipulated Exhibit 
NMOCD C a s e Nos. 13492 /13493 

-Stale Land Office Beneficiaries -
Carrie Tiojjky Hospital » Chafiiahle Penn) i - httarm « Common Seliools • Eaciero NM U/iivexsjly • Rio Gttuiik imprvvtmtm » Minere' Hospij.il of NM »NM Boyi 
School » NM Highlands University • NM liuiimie of Mir&nt & Technology » New Mexico Miliusy luiitute'NM School tor the Deaf • NM Sc-lmn) ror the Visually 
Hinfficifipec! » NM Slits Haipila! • New Mexico Stale University » Northern NM Community Coftejc * Peoiicnintry of New M=xi«i • Public Building al Capital • State 
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STATE/STATE 
OR 

STATE/FEE 
REV. 2/92 

COMMUNITIZATION AGREEMENT 

STA TE OF NEW MEXICO/ KNOW ALL MEN BY THESE PRESENTS: 

COUNTY OF LEA ) 

THA T THIS AGREEMENT* is entered into as of the April 1. 2005. by and between the parties 
subscribing, ratifying or consenting hereto, such parties hereinafter being referred to as "Parties 
hereto"; 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by the 
Legislature, as set forth in Sec. 19-10-53, NewMexico Statutes, Annotated, 1978, in the interest 
of conservation of oil & gas and the prevention of waste to consent to and approve the 
development or operation of State lands under agreements made by lessees of oil & gas leases 
thereon, jointly or severalty with other oil & gas lessees of State Lands, or oil and gas lessees or 
mineral owners of privately owned or fee lands, for the purpose of pooling or communitizing such 
lands to form a proration unit or portion thereof, or well-spacing unit, pursuant to any order, rule or 
regulation ofthe New Mexico Oil Conservation Division ofthe NewMexico Energy, Minerals and 
Natural Resources Department where such agreement provides for the allocation of the 
production of oil or gas from such pools or communitized area on an acreage or other basis found 
by the Commissioner to be fair and equitable. 

WHEREAS, the parties hereto, own working, royalty, or other leasehold interests or operating 
rights under the oil and gas leases and lands subject to this agreement, which leases are more 
particularly described in the schedule attached hereto, marked Exhibit "A" and made a part 
hereof, for all purposes; and 

WHEREAS, said leases, insofar as they cover the Pennsylvanian formation (hereinafter referred 
to as "said formation*)- in and under the land hereinafter described cannot be independently 
developed and operated in conformity with the well spacing program established for such 
formation in and under said lands; and 

WHEREAS, the parties hereto desire to communitize and pool their respective interests in said 
leases subject to this agreement for the purpose of developing, operating and producing 
hydrocarbons in the said formation in and under the land hereinafter described subject to the 
terms hereof. 

NOW THEREFORE, in consideration ofthe premises and the mutual advantages to the parties 
hereto, it is mutually covenanted and agreed by and between the undersigned as follows: 

1. The lands covered by this agreement (hereinafter referred 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, NewMexico, 

Containing 320.00 acres, more or less. It is the judgment of the parties hereto that the 
communitization, pooling and consolidation of the aforesaid land into a single unit for the 
development and production of hydrocarbons from the said formation in and under said land is 
necessary and advisable in order to properly develop and produce the hydrocarbons in the said 
formation beneath the said land in accordance with the well spacing rules ofthe Oil Conservation 
Division of the NewMexico Energy, Minerals and Natural Resources Department, and in order to 
promote the conservation ofthe hydrocarbons in and that may be produced from said fonnation in 
and under said lands, and would be in the public interest; 

AND, for the purposes aforesaid, the parties hereto do hereby communitize for proration or 
spacing purposes only the leases described, in Exhibit "A" hereto insofar as they cover 
hydrocarbons within and that may be produced from the said formation (hereinafter referred to as. 
"Communitized Substances") beneath the above-described land, into a single communitization, 
for the development, production, operation and conservation ofthe hydrocarbons in said formation 
beneath said lands. 

Attached hereto and made a part of this agreement for all purposes, is Exhibit "A" showing the 
acreage, and ownership (Lessees of Record) of all leases within the communitized area. 

2. The communitized area shall be developed and operated as an entirety with the 
understanding and agreement between the parties hereto that all communitized 
substances produced therefrom shall be allocated among the leases described in 
Exhibit "A" hereto in the proportion that the number of surface acres covered by 
each of such leases and included within the communitized area bears to the total 
number of acres contained in the communitized area. 

3. Subject to Paragraph 4, the royalties payable on communitized substances 
allocated to the individual leases and the rentals provided for in said leases shall 
be determined and paid in the manner and on the basis prescribed in each of said 
leases. Except as provided for under the terms and provisions of the leases 
described in Exhibit "A" hereto or as herein provided to the contrary, the payment 
of rentals under the terms of said leases shall not be affected by this agreement; 
and except as herein modified and changed or heretofore amended, the oil and 
gas leases subject to this agreement shall remain in full force and effect as 
originally issued and amended. 

4. The State of New Mexico hereafter is entitled to the right to take in kind its share 
for the communitized substances allocated to such tract, and Operator shall make 
deliveries of such royalty share taken in kind in conformity with applicable 
contracts, laws, and regulations. 

*This agreement not to be used for helium or carbon dioxide 
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5. There shall be no obligation upon the parties hereto to offset any well or wells 
situated on the tracts of land comprising the communitized area, nor shall the 
Operator be required to measure separately the communitized substances by 
reason ofthe diverse ownership ofthe separate tracts of land comprising the said 
communitized area; provided, however, that the parties hereto shall not be 
released from their obligation to protect the communitized area from drainage of 
communitized substances by welis which may be drilled within offset distance (as 
that term is defined) ofthe communitized area. 

6. The commencement, completion, and continued operation or production ofa well 
or wells for communitized substances on the communitized area shall be 
considered as the commencement, completion, continued operation or production 
as to each ofthe leases described in Exhibit "A" hereto. 

7. The production of communitized substances and disposal thereof shall be in 
conformity with the allocations, allotments, and quotas made or fixed by any duly 
authorized person or regulatory body under applicable Federal or State laws. This 
agreement shall be subject to all applicable Federal and State laws, executive 
orders, rules and regulations affecting the performance ofthe provisions hereof, 
and no party hereto shall suffer a forfeiture or be liable in damages for failure to 
comply with any ofthe provisions of this agreement if compliance is prevented by 
or if such failure results from compliance with any such laws, orders, rules and 
regulations. 

8. Mewbourne Oii Company shall be the Operator of said communitized area and all 
matters of operation shall be determined and performed by Mewbourne Oil 
Company. 

9. This agreement shall be effective as of the date hereinabove written upon 
execution by the necessary parties, notwithstanding the date of execution, and 
upon approval by the Commissioner of Public Lands, shall remain in full force and 
effect for a period of one year from the date hereof and as long thereafter as 
communitized substances are produced from the communitized area in paying 
quantities; provided, that this agreement shall not expire if there is a well capable 
of producing gas in paying quantities located upon some part ofthe communitized 
area, if such a well is shut-in due to the inability ofthe operator to obtain a pipeline 
connection or to market the gas therefrom, and if either (a) a shut-in royalty has 
been timely and property paid pursuant to the provisions of one of the State of New 
Mexico oil and gas leases covering lands subject to this agreement so as to 
prevent the expiration of such lease; or(b) each ofthe State of New Mexico oil and 
gas leases covering lands subject to this agreement is in its primary term (if a five-
year lease), or in its primary or secondary term (if a ten-year lease), or is held by 
production from another well. Provided further, however, that prior to production in 
paying quantities from the communitized area, and upon fulfillment of all 
requirements ofthe Commissioner of Public Lands with respect to any dry hole or 
abandoned well drilled upon tiie communitized area, this Agreement may be 
terminated at any time by mutual agreement ofthe parties hereto. This agreement 
shall not terminate upon cessation ofproduction of communitized substances if, 

•This agreement not t o be used for helium or carbon dioxide 
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within sixty (60) days thereafter, reworking or drilling operations on the 
communitized area are commenced and are thereafter conducted with reasonable 
diligence. As to lands owned by the State of New Mexico, written notice of intention 
to commence such operations shall be filed with the Commissioner within thirty 
(30) days after the cessation of such production, and a report ofthe status of such 
operations shall be made by the Operator to the Commissioner every thirty (30) 
days, and the cessation of such operations for more than twenty (20) consecutive 
days shall be considered as an abandonment of such operations as to any lease 
from the State of NewMexico included in this agreement. 

10. Operator will furnish the Oil Conservation Division of the New Mexico Energy, 
Minerals and Natural Resources Department, and the Commissioner of Public 
Lands of the State of New Mexico, with any and all reports, statements, notices 
and well logs and records which may be required under the laws and regulations of 
the State of New Mexico. 

11. It is agreed between the parties hereto that the Commissioner of Public Lands, or 
his duly authorized representatives, shall have the right of supervision over all 
operations under the communitized area to the same extent and degree as 
provided in the oii and gas leases described in Exhibit "A" hereto and in the 
applicable oil and gas regulations ofthe State of New Mexico. 

12. If any order ofthe Oil Conservation Division of the New Mexico Energy Minerals 
and Natural Resources Department, upon which this agreement is predicated or 
based is in anyway changed or modified, then in such event said agreement is 
likewise modified to conform thereto. 

13. This agreement may be executed in any number of counterparts, no one of which 
needs to be executed by all parties, or may be ratified or consented to by separate 

• instruments, in writing, specifically referring hereto, and shall be binding upon all 
parties who have executed such a counterpart, ratification or consent hereto with 
the same force and effect as if all parties had signed the same document. 

14. This agreement shall be binding upon the parties hereto and shall extend to and be 
binding upon their respective heirs, executors, administrators, successors and 
assigns. 

•This agreement not to be used for helium or carbon dioxide 
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IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the day and 
year first above written. 

OPERATOR: Mewbour/tk Oil Company 

James Alien Brinson 
ttorney In Fact 

LESSEES OF RECORD: Samson Resources Company 

Vice ~Fre.*i*lefdr 

Kaiser-Francis Oil Companv 

By:_ 

*This agreement not to be used for helium or carbon dioxide 
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IN WITNESS WHEREOF, the parties hereto have executed this agreement as of the day and 
year first above written. 

OPERATOR: Mewbourne Oil Companv 

By:_ 
James Allen Brinson 
Attorney In Fact 

LESSEES OF RECORD: Samson Resources Companv 

By:. 

Kaiser-Francis Oil Companv 

By:. 

rf->~*7~<? /LOJLy - M) -Arte< 

By:. 

*This agreement not to be used f o r helium or carbon dioxide 
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STATE OF 

COUNTY OFcS fVIf ~tk-J 
Jss 

The foregoing instrument was acknowledged before me this 
1 

'005 by 
James Allen Brinson, as Attorney in Fact for Mewbourne Oil Company, a Delaware Corporation, 
on behalf of said corporation. _ ^ 

My Commission Expires 

rmSHARPUNG^ 

Notary Public 

STATE OF 

COUNTY OF 
)ss 

55 

I ' tTB'T i MV COMMISSION EXPIRES 
October 14,2008 

Notary Public 

STATE OF 

COUNTY OF J 
)ss 

The foregoing instrument was acknowledged before me this day of , 2005 by 
, as of/for 

_, on behalf of said _ 

My Commission Expires Notary Public 

•This agreement not to be used for helium or carbon dioxide 
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STATE OF__ 

COUNTY OF 

) 
)ss 

J 
The foregoing instrument was acknowledged before me this_ day of_ . 2005 by 
James Allen Brinson, as Attorney in Fact for Mewbourne Oil Company, a Delaware Corporation, 
on behalf of said corporation. 

My Commission Expires Notary Public 

STATE OF_gfij±£. 

COUNTY OF 7t7/s A 

The 

)ss 
>UNI r u r / U / S A / 

3 foregoing instrument was acknowledged before me this ^ day of /^»W . 2005 by 
t^AQ yt Jj.fctf/S's , as Alcorn<y »y„-/^c f of/for 
ttiisSf/- - fr+^tSS 0/) /i~y?A.„y on behalf of sa/o C'r^or *t A» r> 

My^g^^ssioh'Expires 

if /MSfek -s / P-= -: 0<.s-o, 
OFFICIAL SEAL £ 

, Deborah McCulloogh 5 
Tulsa County • ? 

j • ^ w ^ ' .S3. Ca', 7425 cxa 1j1 - - — t 

STATE OF ) 

COUNTY OF_ ) 
)ss 

The foregoing instrument was acknowledged before me this 

_, on behalf of said _ 

day or". _, 2005 by 
of/for 

My Commission Expires Notary Public 

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

TRACT NO. NO. OF ACRES PERCENTAGE OF INTEREST 
COMMITTED IN COMMUNITIZED AREA 

-Lease No. 1 160.00 50% 

Lease No. 2 160.00 50% 

320.0 Jb~0% 

STATE OF NEW MEXICO 
COUNTY OF LEA 

FILED 

ffi MAY 1 3 2005 * 

And recorded In Book — 

Mriinda Hughes, U * ^ ^ Oeric -- ' 

a .' 

^ \ -ft* 

L ^ > - " 

*This agreement not to be used for helium or carbon dioxide 
8 
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K E L L A H I N & K E L L A H I N 
Attorney at Law 

W. Thomas Kellahin 
Recognized Specialist in the Area of 
Natural Resources-oil and gas law-
New Mexico Board of Legal Specialization 

P.O. Box 2265 
Santa Fe, New Mexico 87504 

117 North Guadalupe 
Santa Fe, New Mexico 87501 

Telephone 505-982-4285 
Facsimile 505-982-2047 
kellahin@earthlink.net 

April 26, 2005 

HAND DELIVERED ro 
co 

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

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 

Stipulated Exhibit I Q 
NMOCD C a s e Nos. 13492 / 1 3 4 9 3 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF CHESAPEAKE PERMIAN, L.P. 
FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

CASE NO. 

A P P L I C A T I O N 

CHESAPEAKE PERMIAN, L.P. ("Chesapeake") by its attorneys, 
Kellahin & Kellahin, and in accordance with Section 70-2-17.C NMSA (1978) 
seeks an order pooling all mineral interests from the top of the Wolfcamp 
formation to the base of the Morrow formation underlying the S/2 of Irregular 
Section 4, T21S, R35E, NMPM, Lea County, New Mexico, forming a standard 
320-acre gas spacing and proration unit for any production for any and all 
formations/pools developed on 320-acre gas spacing within that vertical extent, 
including but not limited to the South Osudo Morrow Pool. This unit is to be 
dedicated to its KF 4 State Well No. 1 (API#30-025-37129) that is being drilled at 
a standard well location in Unit X of this section. Also to be considered will be 
the costs of the drilling and completing this well and the allocation of the costs 
thereof as well as actual operating costs and charges for supervision, designation 
of Chesapeake Operating, Inc. as the operator of the well and, pursuant to 
Commission Order R-l 1992, a risk charge of 200% for the risk involved in this 
well. 

In support of its application Chesapeake states: 

(1) Chesapeake is the current lessee of State of New Mexico Oil & Gas 
Lease #VO-7063-1, effective May 1, 2004, covering the SW/4 of 
Irregular Section 4. 

(2) The SE/4 of this section is subject to a State of New Mexico Oil & 
Gas Lease #B1481, effective December 19, 1932 that as of March 9, 
2005 the working interest owners were: Kaiser Francis Oil Company 
with 43.75% interest and Samson Resources Company with 6.25% 
interest. 

(3) On March 9, 2005, Chesapeake, by letter including an AFE, proposed 
the drilling of its KF State 4 Well No. 1 for an estimated completed 
well costs of $2,012,000.00 to be dedicated to a standard 320-acre gas 
spacing unit consisting of the S/2 of this irregular section to both 
Kaiser Francis Oil Company and Samson Resources Company. 



NMOCD Application 
Chesapeake Operating, Inc. 
-Page 2-

(4) On March 10, 2005 Chesapeake staked the subject well and on March 
11, 2005, obtained Division approval of Chesapeake's application for 
permit to drill ("APD") 

(5) By letter dated March 16, 2005, Samson Resources Company, on its 
behalf and for all its related affiliates including Geodyne Nominee 
Corporation, elected to participate in Chesapeake's proposed well 
and spacing unit. 

(6) By letter dated March 30, 2005, Samson Resources Company 
attempted to rescind its March 16, 2005 election to participate 
contending that there was no JOA between the parties despite the fact 
that Chesapeake well proposal was not made pursuant to any JOA. 

(7) The validly of Samson Resources Company attempt to rescind its 
election is disputed by Chesapeake. 

(8) By letter dated April 4, 2005, Chesapeake sent its Joint Operating 
Agreement ("JOA") to Samson Resources Company and to Kaiser 
Francis Oil Company. 

(9) By letter dated April 5, 2005, Samson Resources Company, still 
assuming that it could rescind its prior election to participate, 
acknowledge receipt of Chesapeake's JOA and advised that its would 
not sign it. 

(10) On April 5, 2005, Jim Wakefield, on behalf of Kaiser Francis Oil 
Company, informed Chesapeake that he owed Mewbourne Oil 
Company and "big favor" and was assigning it what amounted to 
7.1875% interest the SFV4 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-l 1992, effective August 15, 2003, 
Chesapeake requests that the 200% risk charge be applied. 

(17) Pursuant to Section 70-2-17.C NMSA (1978) and in order to obtain 
its just and equitable share of potential production underlying this 
spacing unit, Chesapeake needs an order of the Division pooling the 
identified and described mineral interests involved in order to protect 
correlative rights and prevent waste. 

(18) In accordance with the Division's notice requirements, a copy of this 
application has been sent to the parties whose interest is to be pooled 
as listed on Exhibit "A" notifying each of this case and of the 
applicant's request for a hearing of this matter before the Division on 
the next available Examiner's docket now scheduled for May 19, 2005. 

WHEREFORE, Chesapeake, as applicant, requests that this application be 
set for hearing on May 19, 2005 before the Division's duly appointed examiner, 
and that after notice and hearing as required by law, the Division enter its order 
pooling the mineral interest described in the appropriate spacing unit for this well 
at a standard well location upon terms and conditions which include: 

(1) Chesapeake Operating, Inc. be named operator; 

(2) Provisions for applicant and all working interest owners to participate 
in the costs of re-entering, completing, equipping and operating the well; 
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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 



EXHIBIT "A" 

Kaiser Francis Oil Company 
P. 0. Box 21468 
Tulsa, Oklahoma 74121-1468 

Attn: Jim Wakefield 

Samson Resources Company 
2 W. 2 n d Street 
Tulsa, Oklahoma 74103 

Attn: Mono Abies 

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



CASE : Application of Chesapeake Permian, L.P. for compulsory 
pooling, Lea County, New Mexico. Applicant seeks an order pooling all 
mineral interests from the top of the Wolfcamp formation to the base of the 
Morrow formation underlying the S/2 of Irregular Section 4, T21S, R35E, 
NMPM, Lea County, New Mexico, forming a standard 320-acre gas spacing 
and proration unit for any production for any and all formations/pools 
developed on 320-acre gas spacing within that vertical extent, including but 
not limited to the South Osudo Morrow Pool. This unit is to be dedicated to 
its KF 4 State Well No. 1 (API #30-025-37129) that is being drilled at a 
standard well location in Unit X of this section. Also to be considered will be 
the costs of the drilling and completing this well and the allocation of the 
costs thereof as well as actual operating costs and charges for supervision, 
designation of Chesapeake Operating, Inc. as the operator of the well and, 
pursuant to Commission Order R-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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Lynda K Tmnwend, CPL/ESA 
Senior Uimlmm 

March 9. 2005 

VIA FACSIMILE (918) 59M796 
& EXPRESS MAIL 

Ms. Mona Abies 
Samson Resources Company 
2 W. 2 n d St. 
Tulsa, OK 74103 

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

Dear Sir or Madam: 

Chesapeake Operating, Inc., on behalf of Chesapeake Permian. LP ("Chesapeake"), 
hereby proposes to drill ttie 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% Wl X $1,229,000.00), which represents Samson's 
share of the AFE dry hole costs. Please also include a Well Requirement Sheet 
containing a contact name, facsimile number and e-mail address, if available, to insure 
receipt of well information. 

As an alternative to the above, Chesapeake would be interested in purchasing 
Samson's interest, including any producing weli bores, subject to the negotiation of a 
mutually agreeable price and terms. If Samson is interested in pursuing this alternative, 
please so indicate in the space provided below and/or contact the undersigned. We will 
immediately forward this information to our Acquisitions and Divestitures Department fbr 
follow up. However, please be advised that entering into negotiations to sell Samson's 
interest does not excuse or allow Samson to delay the required election under this well 
proposal. 

iiMM N. WCOftn Aw • Oklahoma City. OK 7JHX • KO. K«n IJU'Jrt-OUahnma cnjr.UK 7.M.«•<«•*> 
JMJ.HW.'MU • fei JW 707.4251 • li<nniiKnil«»dikeneip|rA'am 

Stipulated Exhibit I 1 
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Ms. Mona Abies 
March 9,2005 
Page 2 of 2 

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

V Samson Resources Company hereby elects to participate in the KF State 4 #1. 

Samson Resources Company/hereby elects not to participate in the 
KFState4#1. 

SAMSON RESOURCES COMPANY 

Sincerely, 

Lynda F. Townsend 

Name: fO ft.r)i^ fc Q&rr<z$r 

Title: Vic.O r\e^]A^T 

Samson Resources Company is interested in selling its interest in this unit 
including any producing well bores. Please contact me to discuss. 
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5̂5; Samson 
Centennial Tower 
200 N. Loraine. Suite 1010 
Midland, TX 79701 
USA 
432/683-7063 
Fax 432/683-6847 

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

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

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your letter dated March 9, 2005. Upon reviewing Samson's records we have determined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 

CHK 000145 



Samson 
Centennial Tower 
200 N. Loraine. Suite 1010 
Midland, TX 79701 
USA 
432/6B3-7063 
Fax 432/683-6847 

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

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

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your letter dated March 9, 2005. Upon reviewing Samson's records we have determined that 
there is actually no JOA between the parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 



r-
n 
a 

—• n 

rn 
• 
• 
r-

co 
o 
4 
L O 

x 2 
5 E 

CO o 
. _c 

_ O JS 
O < CL O 

BJ C 

V TO 

re "2 0) c 
a >< 

-J 
w . 
a> c 

<« 
P 
<: 
0 
I 

If' 

r-

w 5 D 

IAIOOCHIVW 

SOOT, t 0 Hdtf 

Q3AI3D3H 

CHK 000146 

Stipulated Exhibit 1 ^ 
NMOCD C a s e Nos. 13492 /13493 

OIL CONSERVATION DIVISION 
Case # 13492&13493 Exhibit No._ 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 
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Natural Gas. 
Natural Advantages. 

Lynda F. Townsend, CPUESA 
Senior Landman 

April 4, 2005 

VIA UNITED PARCEL SERVICE 

Mr. Jim Wakefield 
Kaiser Francis Oii Company 
6733 South Yale Avenue 
Tulsa, OK 74136 

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

Dear Mr. Wakefield: 

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

Should you have any questions please give me a call. 

Enclosures 

TV:l0ertrtanlOpenat«l WeHstKF Slaw 4 MUCAVftaosnrtlal ttdera Aie 

Ch**apefke F w p Corporation 
6100 N. Western Ave. • Oklahoma Ciiy.OK 73Hf • P.O. Boj IJ436 • Oklahoma City. OK 731*4-0496 

40? S79.94I4 • fax 405.767.4251 • 1townscnd@chkciicrEy.coni 

OIL CONSERVATION DIVISION 
Case # 13492&13493 Exhibit No.. 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 

NMOCD C a s e Nos. 13492 /13493 
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4/4/05 

CUSTOMER ID (IF NECESSARY) Wakefield, Jim 

COMPANY NAME Mr. Jim Wakefield 

ATTENTION Kaiser Francis OII Companv 

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

6733 South Yale Avenue 

CITY Tulsa STATE OK ZIP 74136 

PHONE # (918) 491-4510 RESIDENTIAL DELIVERY 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

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

**ADD'L $25.00 CHARGE" 
TWO DAY DELIVERY - AM 
TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
*SATURDAY DELIVERY* 

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

$_ INSURANCE (IF VALUE EXCEEDS $100) 

© 

INTERNATIONAL SERVICES: 

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

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

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

$ INSURANCE (IF VALUE EXCEEDS $100) 

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

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 
PER AREA OF DELIVERY 

SENDER Sara Caldwell 

APPROVED BY < ^ = j r i p ^ n j f n * r 4 { J 6 \ m O / A n n t ^ 

CONTENTS: KF State 4 #1 JOA 
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Natural Gas. 
Natural Advantage" 

Lynda F. Townsend, CPL/ESA 
Senior Landman 

April 4, 2005 

VIA UNITED PARCEL SERVICE 

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

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

Dear Mr. Reece: 

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

Should you have any questions please give me a call. 

Very truly yours, 

Lynda F. Townsend 

Enclosures 

W:\Permian\Oporatod WellsWF Slate 4 KVJOAWransmlllal Lelteis.doc 

Chesaptakt Energy Corporauon 
6I0P S. Western Ave. • Oklahoma City. OK 731 IE • P.O. Box 18496 • Oklahoma City. OK 73154-0496 

405.87S.9414 • fai 405.767.4251 • ltcwnsend@chlci:ncr{y.com 
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CUSTOMER !D (IF NECESSARY) Reece. Tim 

COMPANY NAME Mr. Tim Reece 

ATTENTION Samson Resources Companv 

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

200 H Loraine. Suite 1010 

CITY Midland STATE TX ZIP 79701 

PHONE # (432) 686-6312 RESIDENTIAL DELIVERY 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

•V NEXT BUSINESS DAY BY 10:30 AM 
NEXT BUSINESS DAY BY END OF DAY 
NEXT BUSINESS DAY **BY 8 AM** 

**ADD'L $25.00 CHARGE** 
TWO DAY DELIVERY - AM 
TWO DAY DELIVERY - PM 
UPS GROUND (3-5 DAY) 
'SATURDAY DELIVERY* 

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

$_ INSURANCE (IF VALUE EXCEEDS $100) 

© 

INTERNATIONAL SERVICES: 

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

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

•ADDITIONAL $10.00 CHARGE* 
USPS EXPRESS MAIL (P.O. BOX ONLY) 
INSURANCE (IF VALUE EXCEEDS $100) 

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

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 
PER AREA OF-DCtfVERY 

SENDER Sara Caldwell 

APPROVED BY 

CONTENTS: KF State 4 #1 JOA 

4[ //nAfYvlf/rwL 



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, 

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

COUNTY OR PARISH OF Lea Conn ty 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. A.A.P L. NO. 610 - 1982 REVISED 

CHK 000176 
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A.A.P.L. FORM 6!0 - MODEL FORM OPERATING AGREEMENT - 1982 

1 OPERATING AGREEMENT 
2 

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

4 , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

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

7 

8 WITNESSETH: 

9 

10 WHEREAS, the parlies to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

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

12 production of oil and gas tc llie extent and OS hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 

16 ARTICLE I . 

17 DEFINITIONS 

18 

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

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

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

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

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

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

25 Connect Area which arc owned by panies to this agreement 

26 D. The term "Contract Area" shall mean all of tbe lands, oi! and gas leasehold interests and oil and gas interests intended lo be 

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

28 are described in Exhibit "A". 

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

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

31 ed by the pattern Df drilling in the Contract Area ores fixed by express agreement of the Drilling Parties. 

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

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

34 any operation conducted under the provisions of this agreement. 

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

36 in a proposed operation. 

37 

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

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

40 

41 ARTICLE FJ. 

42 EXHIBITS 

43 

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

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

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

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

48 (3) Percentapes or fractional interests of parties to this agreement. 

49 (t) Oil nntl gns lease:, and'or oil uad gns interests subject tn this agreement, 

50 (5) Addresses of parties for notice purposes. 

51 • D. Exhibit "BtVFomi of Lease 

52 0 C. Exhibit "C", Accounting Procedure 

53 0 D. Exhibit "D", Insurance. 

54 0 E Exhibit "E", Gas Balancing Agreement. 

55 0 F. Exhibit "F", Mon Dianriminalui und Certification of Man Segregated Faaililies. Memorandum of Operating Agreement. 

56 • ft Exhibit "C", Tax Partnership. 

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

5B of ihis agreemeni, the provisions in the body of this agreement shall prevail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

70 

- 1 -

CHK 000178 



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

1 

2 

3 

4 

5 

6 

7 

8 

B 

10 

11 

12 

13 

14 

15 

ARTICLE m . 

INTERESTS OF PARTIES 

A. OH and Cas Interests: 

If any party owns an oil and gas interest in the Contract Area, lliat interest shall be treated for all purposes of this agreement 

and during Ihe term hereof as i f it were covered by the form of oil and gas lease attached hereto as Exhibit "B", and the owner thereof 

shall be deemed to own both the royalty interest reserved in such lease and the interest ofthe lessee thereunder. 

B. Interests of Parties In Costs and Production: 

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

paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

forth in Exhibit "A". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject lo thc 
as provided bv law. 

• the emenfef — payment of royalties /1 whioh shall be borne as hc-.innfter set forth. 

Regardlo; nf whish party has contributed thc Itaaajfaj anoVot oil and goo intcrcst(c) hereto— v.'hioh alty-

16 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

23 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

payablt. cash part)' entitled 1 i shate of ptudu i of oil and gas from the Contraat Ajoa shall bear nnd ahull po; r deliv< 

. tc be paid-or delivered, lo the I cf its inlwesl in suae production, the royalty 

ether parties free from any liability therefor. Mn pany nhall ovor bo ror.ponsiblet howe 

it stipulated hereinabove and shall hold th* 

i piioc basic higher than the price raooived 

p;i tmch party, to any elhei parry's lessor or royalty t ifr-and-if ony suoh outer party's toajoj yolty should dumapd and 

> ccltlement on a higher prioe basis, tho party contributing tht affoolud lease shall beat the additionul ruyolty burden attributeble-t 

uoa higher pric 

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

G.—Excess Royalties Overriding Royalties and Other Paymepni 

Unions ohanged by other provisions, i f the interest of any part)' in any leal voted hereby is subject to any royalty, 

burdened shall pssurr 

ond oil oltums ond del 

and alone bear all auch areata 

anda for paymeni usaonod by t 

obligarionc aad shell indemnify ond hold the I 

HWH of auch encase burden. 

trier patties hereto harmless from any 

D. Subsequently Created Interests: 

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

attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is nol set forth in Exhibit "A", or 

was not disclosed in writing to all other panics prior to the execution of this agreement by all panies, or is not a jointly acknowledged and 
or does not appear of record In tbe records of the countv tn which 
the Contract Area Is located prior tc tbe execution of this Agreement 

accepted obligation of all parties / (any such interest being herematter referred to u "subsequently created interest" irrespective of the 

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

to as "burdened party"), and: 

1. I f the burdened party is required under this agreement to assign or relinquish lo any other parry, or parties, all or a portion 

of its working interest and/or the produclion attributable thereto, said other paity, or parties, shall receive said assignment ond.br 

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

or parties, harmless from any and all claims and demands for payment assened by owners of thc subsequently created interest, 

and, 

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

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

the burdened party. 

ARTICLE IV. 

TITLES 

A. Title Examination: 

. .. , contract lands. 
Title examination shall be made on tbe / dnllsiu of any proposed well prior to eommen 

the Drilling Parties so request, title anamination until be made on the leasee and'or nil and gap i 
of drilling operations or, i f 

; iweludud, er planned lo be ineUiri 

uoh weU. Thc opinion will include the ownership or the working interest, minerals, royalty, overriding 

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

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

reports), title opinions, title papers and curative material in its possession free of charge. All such information not in thc possession of or 

made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 

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

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

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 

shul-in gas royalry opinions and division order tjlle opinions) shall be a pan of thc administrative overhead as provided in Exhibit "C", 

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

- 2 -
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No well shall be drilled on the Contract Area until xfier (1) the title to the drillsite or drilling unit has been examined as above 

provided, and (2) lhe title hoc been apptoved by tha eitammwg-aaorooy or title has bean oootipiml by oil of tf— parties who are-to-pa*-

woipaU' in the driUing of lan well. 

B. Loss or Title: 

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

A R T I C L E I V 
continued 

and lease brokers 
1 S3 Qption No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside anomeys / for title examination 

2 (including preUminary, supplemental, shui-ir. gas royalty opinions and division order title opinions) shall be borne by the DriUing Parties 

3 in Ihe proportion that the interest of each Drilling Party bears to thc total interest of all Drilling Parties as such interests appear in Ex* 

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

5 functions. 

6 

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

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

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

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

1 1 spacing and Pooling orders Including fees paid outside attorneys shall be borne by the Drilling Parties. 

12 

13 

14 

15 

16 

17 

18 

^ 1. Failure pf fide; Should any oil and gas interest or lease, or interest therein, be lost through failure of trie, which loss results in a 

2Q reduction of interest from that shown on Exhibit "A", the party contributing the affected lease or interest shall have ninety (90) days 

2^ from fina! determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-

22 tion will not be subject to Article VHLB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

22 and gas leases and interests: and, 

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

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

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

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

2g been lost, but thc interests of the parties shall be revised on an acreege basis, as of the time h is dctcmuhed finally that title failure has oc-

2g currcd, so that the interest of Ihe party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 

Area by the amount of rhe interest lost 

(c) I f the proportionate interest of the other panics hereto in any producing well theretofore drilled on the Contract Area is 

,, ^ increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-

22 teresl (leas costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

34 

... - (d) Should any person not a party to this agreement, who is determined lo be the owner of any interest in the title which has 

tailed, pay in any manner any part ofthe cost of operation, development, or equipment, such amount shall be paid to the party or panies 

^ who bore thc costs which arc so refunded; 

(c) Any liability lo account to a third party for prior production of oil and gas which arises by reason of title failure shall be 

bome by the party or parties whose title failed in (he same proportions in which they shared in such prior production; and, 

(0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with thc defense of the interest 

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

^2 connection therewith. 

43 

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

4g payment, minimum royalty or royalty payment, is not paid or is erroneously paid, anrf as a result a lease or mterest therein terminates, 

4g there shall be no monetary liability against thc party who failed to make such payment. Unless the party who failed to make the required 

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

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

4^ dale of termination of the lease involved, and the party who failed lo make proper payment will no longer be credited with an interest in 

5 Q the Contract Area on account of ownership ofthe lease or interest which has terminated, m the event the parry who failed to make thc 

required payment shal) not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 

g2 *he lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 

22 shall be reimbursed for unrecovered actual costs theretofore paid by it (bul nol for its shate ofthe cost of any dry hole previously drilled 

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

55 Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
gg up to the amount of unrecovered costs; 

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

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

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

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

g.j (c) Any monies, up to the amount of unrecovered costs, lhat may be paid by any party who is, or becomes, the owner ofthe interest 

g 2 lost, for the privilege of participating in tbe Contract Area ot becoming a party to this agreement. 

6 3 of title 
w 3. Other Losses All losses / incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be joint losses 

6 g and shall be borne by all parties in proportion to their interests. There shall be nu readjustment of interests in the remaining portion of 
_ e thc Contract Area. 
DO 

67 

68 

69 

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

1 ARTICLE v. 

2 OPERATOR 

3 

4 A . Designation and Responsibilities of Operalor: 

5 

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

7 Operator of thc Contract Area, and shal! conduct and direct and have full control of all operations on the Contract Area as permitted and 

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

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

10 negligence or willful misconduct. 

11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

13 

14 I . Resignation or Removal of Operator Operalor may resign at any time, by giving written notice thereof lo Non-Operators. 

15 If Operalor terminates ils legal existence, no longer owns an interest hereunder in Ihe Contract Area, or is no longer capable of serving as 

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

17 may be removed i f it tails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by thc 

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

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

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

21 by lhe Non-Operators lo remove Operator, unless a successor Operator has been selected and assumes the dudes of Operator at an earlier 

22 dale. Operator, after effective date of resignation or removal, shall be hound by the terms hereof as a Non-Operator A change of a ror-

23 porate name or structure of Operator or transfer of Operator's interest to any / SM£*» subsidiary, parent or successor corporation shall not 

24 be the basts for removal of Operator. 

25 

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

27 the parlies. Tne successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 

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

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

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

31 on ownership as shown on Exhibit "A" remaining after excluding Ihe voting interesr of the Operator lhat was removed. 

32 

33 C. Employees: 

34 

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

36 compensation for services performed shall be determined by Operalor, and all such employees shall bt Ihc employees of Operator. 
37 

36 D, Drilling Contracts: 
39 

40 AQ welis drilled on Ihe Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If il so 

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

42 rates ia the area and the rate of suoh charges shall he agstaad upon by lhe punios in writing bofore drilling oporfltions are oonsmaweed, and 

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

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

45 

45 

47 

48 

*9 ARTICLE V I . 

50 DRILLING AND DE\"ELOPME.\T 
51 

52 A. Initial Well: 
53 

54 On or before Ihe 1st dav of fvjaj; , 2005 . Operalor shall commence thc drilling of a well for 
55 oil and gas at the following location: 
56 
5 7 660' FSL &. 990' FEL Secllon 4, Township 21 South. Range 35 East, NMPM, Lea County, New Mexico 

58 

59 

60 and shall thereafter continue the drilling ofthe well with due diligence to a depth of 12,100 feet or a depth sufficient, in 
61 Operator's sole opinion, to adequately test the Morrow formation 
62 
63 
64 

65 unless granite or other practically impenetrable substance or condition in tht hole, which renders fltnhcr drilling impractical, is en-
66 countered at a lesser depth, or unless all parties agree lo complete or abandon the well at a lesser depth. 
67 

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

69 gas in quantities sufficient to test, unless ihis agreement shall be limited in ils application to « specific formation or formations, in which 

70 event Operalor shall be required to lest only the formation or formations 10 which this agreement may apply. 
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A J i T I C L E V I 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to piug and abandon the 

2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 

3 

4 

5 

6 B. Subsequent Operations: 

7 

8 1. Proposed Operations: Should any party hereto desire lo drill any well on the Contract Area other than thc well provided 

9 for in Article VI.A., or to rework, deepen or plug back i dry hole drilled at the joint expense of all parlies or a well jointly owned by all 

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

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

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

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

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

15 limited to forty-eight (4?) hour^T#K^awv> of Saturday, Sunday, and legal holidays. Failure ofa party receiving such notice to reply within 

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

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

18 

19 

20 

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

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

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

24 tics hereto, provided, however, said commence mem date may be extended upon written notice of same by Operator to the other parries, 

25 fot a period of up to thirty (30) aod:bona) days if, in tbe sole opinion of Operator, such additional time is reasonably necessary to obtain 

26 permits from governmental authorities, surface nghts (including rights-of-way) or appropriate drilling equipment, or to complete title cx-

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

26 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

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

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

31 

32 

33 

34 2. Operations by Less than All Parries: If any party receiving such notice as provided in Article VI .B. l . or VII.D.l . (Option 

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

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

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

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

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

40 a Nor-Consenting Party, the Consenting Parties shall either: (a) request Operalor to perform the work required by such proposed opera-

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

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

43 ditions of this agreement-

44 

45 

46 

47 * Nothing contained herein shall prohibit Operator or tbe participating parties from actually commencing thr proposed 

48 operation before the expiration of the notice period nor shall the Limine of such commencement affect in any way the validity of a 

49 party*! election or deemed election. 

50 

51 

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

53 notice period, shall advise the Consenting Panies of the total interest of the parties approving such operation and its recornmendation as 

54 towtolicj the Consenting Parties should proceed with the operation as proposed. Each Consenting Parry, within forty-eight (48) hours 

55 (/ ewolusiwe of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise thc proposing party of its desire lo (a) limit par-

56 ti c i pat ion to such part)' 's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' interests, and 

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

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

59 at its election, may withdraw such proposal if there it insufficient participation and shall promptly notify all parries of such decision. 

60 

61 

62 

63 The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in the proportions they have 

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

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

66 If such an operation results in a dry hole, the Consenting Parties shal) plug and abandon the well and restore tbe surface location at then 

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

68 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole COST end risk, 
69 

7D 
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ARTICLV.. V I 

continued 

1 arte) tiie well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

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

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 

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

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

6 market value thereof ir such share is not sold, (after deducting produaion taxes, excise taxes, royalty, overriding royalty and other in-

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

6 until it reverts) shall equal the total of the following: 

9 

10 

11 500 

12 (a) +00% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment eeyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus +99% of each such 

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

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

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

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

18 

19 

20 

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

22 after deducting any cash contributions received under Article Vin.C, and 50$, . % of that portion ofthe cost of newly acquired equip-

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

24 participated therein. 

25 

26 

27 

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

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

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

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

32 and there shall be added to the sums to be recouped by tbe Consenting Parties'/me hundred percent £490%) of that portion of the costs of 

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

34 such z. reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties m said welt. 

36 

37 

38 

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

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

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

42 ticlellLD. 

43 

44 

45 

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

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

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

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

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

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

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

56 option, thc operating party, in lieu of an itemized statement of such ousts of operation, may submit a detailed statement of monthly bill-

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

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 cuntd in tht operation of the well, together with a stalemeot of the quantity of oi] and gas produced frcm it and the amount of proceeds 

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

61 produced during any month. Consenting Panics shall use industry accepted methods such ES, but not limited to, metering or periodic 

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

63 which would have been owned by a Non-Consenting Party had it participated therein shall be crcdiuxl against the total unrcturned costs 

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

65 above provided; and if there is 2 credit balance, il shall be paid to sach Non-Consenting Party. 

66 

67 

68 

69 

70 
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1 I f and when the Consenting Parties recover from a Non-Consenting Parrv's relinquished interest the amounts provided for above, 
on the nrsl day oi the month following die incnth of payout 

2 the relinquished interests of such Non-Consenting Parry Shalt automatically revert to it / . and, rrom and after such reversion, such Non-

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

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

5 back of said well Thereafter, sveh Non-Consenting Parry shLli be charged with and shall pay its proportionate part ofthe further costs of 

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

7 

e 
9 

10 Notwithstanding Ihe provisions of this Article VI.E.'!., it is agreed that without the mutual consent of all parties, no wells shall 

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

12 well conforms to tiie then-existing well spacing pattern for such source of supply. 

13 

14 

15 

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

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

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

19 auction, ceases to produce in paying quantities., or ( c ) Operator proposes to recomplete additional zones in any producing well drilled 

20 under the terms of this Agreemeot. 

21 

22 

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

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

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

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

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

28 marical paragraph of Article VLB.2. shall be charged to and borne es part of the proposed operation, but i f the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting l'arties in the proportion 

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

31 ties. 

32 

33 

34 

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

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

37 locabor. (herein call "sidetracking"), unless done to straighten the hole or to drill around junk io the hole or hecauso of other 

38 mechanical difficulties. Any party having the right lo participate in a proposed sidetracking operation that does not own au interest in the 

39 affected well bore at ihc time of thc notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

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

41 

42 

43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

45 the initial drilling of thc well down to the depth at which Ihe sidetracking operation is initiated. 

46 

47 

48 

49 (b) ! f the proposal is for sidetracking a well which has previously produced, reimbursement shal! be on the basis of thc well's 

50 salvable materials ind equipment down to the depth at which the sidetracking operation is initiated, determined ir. accordance with thc 

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

52 

53 

54 

55 In the event thai notice for a sidetracking operation is given while the drilling rig lo be utilized is on location, the response period 

56 shall be limited to forty-eight (48) hours, / exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

57 receive up to eight (S) additional days after expiration of thc forty-eight (48) hours within which to respond by paying for all stand-by time 

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

59 by costs shall be allocated between tht parties taking additional time to respond on a day-to-day basis in lhe proportion each electing par-

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

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

62 

63 

64 

65 C. TAKING PRODUCTION IN KIND: 

66 

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

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

69 marketing purposes and produclion unavoidably iost. Any extra expenditure incurred in the taking in kind or separale disposition by any 

70 parry of ils proportionate share of the production shall be bome by such party. Any party taking ils share ofproduction in kind shaU be 
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1 required io pay for only its proportionate share of such part of Operator's surface facilities which k uses. 

2 

3 Each party shall exeoula suoh divioioft wi tW and -cwtraotfi or. may be Majaaaajy for the oala of Ms inweot in production from 

4 tha Gowtraot AKWI *»dt axoept as provided ia- Artiek Vfi.B., shall bo wtfitied to receive paymetit direetly from we purobasef thereof fof 

6 

7 In die event any party shall fail to make the arrcngetncnls necessary to take in kind or separately dispose of its proportionate share of 

8 thc oil 1[ from the Contract Area, Operalor shall have the right, subject to the revocation at will by the parry owning it, but not 
and/or gal 

9 the obligation, to purchase such oil / or sen il to others at any time and from time to time, for the account of the Don-taking party at Ihe 
10 best price obtainable tn I he-ore* for such production. Any such purchase or sale by Operator shall be subject always to thc right ofthe 

aod/or gas 

11 owner of the production to exercise al any time its right to take in kind, or separately dispose of, its share of all ou / not previously 

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

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

14 of on- { ! ) year. 

15 

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

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

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

19 agreemeni berween the parties hereto, whether such an agreement is attached as Exhibit "E", or is a separate agreement 

20 

21 D. Access to Contract Area and Information: 

22 

23 Each parry shall have access to thc Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

24 and shall have access al reasonable times to irJormabor. pertaining lo the development or operation thereof, including Operator's books 

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

26 governmental agencies, daily dnlling reports, well logs, / lank tobies, daily gauge and run m m * and toeortc of«o<k on hand at iw fott of 

27 eaeh—month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area The cost of 

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

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

30 period has expired. 

31 E. Abandonment of Wells: 

32 

33 I . Abandonment of Dry Ho|es: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

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

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

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

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

38 accordance with applicable regulations and at the cost, risk and expense of the panies who participsied in the cost of drilling or deepening 

39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over tbe well and conduct farther 

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

41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which thc Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
. . . . . . „ w h o participated ,ln thc cost of drilling the well 
44 producer shall not be plugged and abandoned without the consent of all parties /. If all parties consent to such atundomnent, the well shnll 

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

46 thirty (30) days afler receipt of notice of the proposed abandonment of any well, all parties do nol agree to the abandonment of such well, 

47 those wishing to continue its operation frcm the intervals) of the formation's) then open to production shall tender to each of the other 
^3 parties its proportionate share of the value of the well's salvable imlerial and equipment, delenrtined in accordance with the provisions of 

Failure ora party to make written election within thirty 0 0) days 
_ . . . . i „ ™ . . . . , , , , wiU bedcemed to be a consent to the abandonment of the well, 
Exhibit C , less the esumatcd cost of salvaging and the estimated cost of plugging and abandoning. / bach abandoning party shall assign 

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

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

terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil aod 

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

tervals of thc formation or fonnations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro­

duced from the interval or intervals of thc formation or formations covered thereby, such lease to be on the form attached as Exhibit 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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1 **B". The assignments or leases so limited shall encompass the "dnlling unit" upon which the well is bee ted. Tne payments by, and the 

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

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

4 interests in the remaining portion of the Contract Area. 

5 

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

7 the well in ihe interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re 

8 t^tesn/f Operator snail continue to operate the assigned well for the account of the non-abandoning parlies at the rates and charges con-

9 templated by this agreement, plus any additional cost and charges which may arise as tbe result ofthe separate ownership ofthe assigned 

10 well. Upon proposed abandonment, of the producing interva)(s) assigned or leased, ihc assignor or lessor shall then have ths option to 

11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations Uerern subject u> the prc-

12 visions hereof. 

13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or V1.E.2 above shall be applicable as berween 

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

16 permanently plugged and abandoned unless and until aU parties having the right lo conduct further operations therein have been notified 

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

18 VLE 

19 

20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 

22 

23 A. Liability of Parties: 

24 

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

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

27 among the parties in Article VII.B. are given tc secure only the debts of each severally. It is not the intention of the parlies to create, nor 

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

29 

30 B. Liens and Paymeni Defaults: 

31 

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

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

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

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

36 taming of judgment by Operator for the secured indebtedness shall no! be deemed an election of remedies or otherwise affect the lien 

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

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

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

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

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

42 

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

44 Operalor, the non-defaulting parties, including Operator, shall, upon request by Operalor, pay the unpaid amount in thc proportion thai 

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

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

47 

46 C Payments and Accounting: 

49 

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

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

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

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

54 

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

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

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

58 with an invoice for ils share thereof. Each such statement and invoice for thc payment in advance of estimated expense shall be submitted 

59 on or before the 20th day of the next preceding month. Each pany shall pay lo Operalor its proportionate share of such estimate within 

60 ftfteeu (15) days after such estimate aod invoice is received. If any party f i i h to pay ru share of said estimate within said time, the amount 

61 due shall bear interest 35 provided in Exhibit "C** until paid. Proper adjustment shall bt made monthly between advances and actual cx-

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

63 

64 D. Limitation of Expenditures: 

65 

W I . Drill pr Deepen,: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened 

67 pursuant to l ! provisions of Article VI.B.2. of this agreement. Consent to thc drilling or deepening shal) include: 

68 

69 

70 
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1 D Option No, i : All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 

2 necessary tankage and/or surface facilities 

3 

4 53 Option No 2: All necessary expenditures for the drilling or deepening and jesting of Ihe welt. When such well has reached its 

5 authorized depth, and all rests have been completed, and the results thereof / W O M M H to the parties. Operator shall give immediate notice 

€ to the Nun-Op-raiors whe have the right to participate in rhe completion costs. The panies receiving such notice shall have forty-eight 

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

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

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

10 constitute an election by thai party not to participate in the cost of rhe completion attempt. I f one or more, but less than all of the parties, 

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

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

13 (ban all panies. 

14 

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

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

17 include at! necessary expenditures in conducting such operation! and completing and equipping of said well, including necessary tankage 

16 and/or surface facilities. 

19 

20 3. Other Operaijons: Without the consent of all panies, Operator shall nol undertake any single project reasonably estimated 

21 to require an expenditure in excess of Fifty Thousand Dollars fSSC.OQP.pO ) 

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

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

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

25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shal) report the emergency lo the other 

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

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

26 Dollars (S50.0IW.00 ) but less than the amount first set forth above in this paragraph. / An AFE is an estimate only of costs and 

29 io no way shall the execution of an AFE limit the liability of any party. 

30 E. Rentals, Shu I-in Well Payments and Minimum Royalties: 

31 

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

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

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

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

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

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

38 visions of Article IV.B.2. 

39 

40 Operalor shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shuning in or return lo production 

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

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

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

44 shall be bome jointly by the panies hereto under the provision? of Article IV.B.3. 

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation al) property 

49 subject to this agreement which by law should be rendered for such taxes, nnd it shall pay all such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition dale, each Non-Operator shall furnish Operator information as to burdens (lo include, but not 

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

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

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

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

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

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

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

58 the manner provided in Exhibit " C . 

59 

60 If Operator considers any tax assessment improper, Operalor may, «( its discretion, protest within the time and manner 

61 prescribed by lav., and prosecute the protest to a final deicrmination, unless all panics agree lo abandon the protest prior to final dctcr-

62 mination. During the pendency of administrative or judicial proceedings, Openuor may elect io pay, under protest, all such taxes and any 

63 interest and penalty. When any such protested assessment shall have been finally dcicrmincd, Operator shall pay thc tax for the jcint ac-

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

65 provided in Exhibit "C \ 

66 

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

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

70 
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1 G. Insurance: 

2 

3 At all times while operations are conducted hereunder, Operator shall comply with tbe workmen's compensation law of 

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

5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *C*\ Operator shall 

6 also carry or provide insurance for Ihe benefit of the joint account of the panics as outlined in Exhibit M D", attached to and made a pan 

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

S law ofthe state where Ihc operations are being conducted and to maintain such other insurance as Operator may require. 

9 

10 ln the evani automobile-publie liability insurance ia apeoifted » said 5*thibil "P" t or •wbooquanlly reoe woe -the—approval of the 

12 

13 ARTICLE VTU. 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

15 

16 A. Surrender of Leases: 

17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall nol be surrendered in whole 

; however, BD consent shall be necessary to release 
19 or in pan unless all panics consent thereto / a lease which has expired or otherwise terminated. 

20 

21 However, should any party desire to surrender hs interest in any lease or in any portion thereof, and the other parties do not 

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

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

24 thereafter secured, lo the parties nol consenting to such surrender. I f the interest of the assigning party is or includes an oil and gas in-
25 tcrest, the assigning party shall execute and deliver to the party or parties not consenting lo such surrender an oil and gas lease covering 
„ in commercial Quantities 
26 such oil and gas interest for a term of one (I) year and so long thereafter as oil and/or gas is produced / from the land covered thereby, such 

27 lease to be on the form anacbed hereto as Exhibit "E". Upon such assignment or lease, the assigning party shall be relieved from all 

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

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

30 duction other than the royalties retained in my lease made under the terms of this Antcle. The parry assignee or lessee shall pay to the 

31 part)' assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment attributable to the assigned or leas-

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

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

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

35 

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

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

38 assigned, leased or sunendered, and subsequent operalions thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 R Renewal or Extension of Leases: 

42 

43 I f sny party secures a renewal of any oil and gas tease subject to this agreement, all other parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate ic the ownership ofthe 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying lo the party who acquired it their several proper pro-

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

47 interests held at that time by the panics in rhe Contract Area. 

48 

49 If some, but less than all, of the parties elect to participate in thc purchase of a renewal lease, it shall be owned by the parties 

50 who eleel to participate therein, in a ratio based upon ihe relationship of their respective percentage of participation in the Contract Area 

51 to Ihe aggiegale of the percentages of participation in the Contract Area of ail parties participating fan the purchase of such renewal lease. 

5* Any renewal lease in which less thin all panies elect to participate shall not be subject to this agreement. 

53 

54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

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

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

59 contra'.ted for within six (6) months after the expiration of the existing lease shall be subject to Ihis provision, but any lease taken or con-

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

61 the provisions of this agreement. 

62 

63 The provisions in this Article shall also be applicable lo extensions of oil and gas leases. 
64 

65 C. Acreage or Cnsb Cootribmtioac1 

66 
6 7 WtBl 'his agreement is in force, i f any pan)' eontiecu; for I contribution of push mXwi l the drilling «f I w H or an'.' other 

ea 
69 umliwl by i 

70 
apphBi' py H f W M the COSHX suoh unl!mE or otnar operation. IT th* 

Iribution is mad, ehall promptly tondor in assignment of the aerecga, 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

A R T I C L E v n i 
continued 
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of drilling the well Guoh aereage shall lm i separate Contrite! Area nnd. t pocsibla, be 

i thi* ngroomenl Eaon. part;1 shall promptly notify all other parties of any aoreage or cash contribution! 

qblaiti in nniport of an; " — any Vim epwwaeta ' ' ' 6nnmml A m Th* ahny. nroviaiorni ahall also ba analiwible le e» 

ttoiwl rights I aoreage outside the Cowtraat An I cuppon of a well drilled inside the Contraot Area. 

-for eny consideration relating to dispo — I f any party ei 

aideration shall nut be dewaad a auntribytiun l 

of such parra 's chare of cubotonoes produoed hereunder, suoh 

emplulad ir. this Aniaie V1U.C. 

Maintenance of Uniform Interests: 

For the purpose of maintaining, Mnifownity of ownership in tha oil and gas lei ahold oovomd by thtr. agreement, 

porty shall sell, eneumber. rreniifer oi make ethot disposition of itt interact in the leases etubraeed within the Conliaol Area end i 

equipment and produanan unless aueh diepoeilion aê eea aithen 

-4,—she-* ofthe party iw all lei nd equipment and produolion1, c 

D and equipment md production in the Contraa! Afi 2r—un equol undivided intepeet in • 

Every sueh sale, encumbrance, transfer or other disposition made by any parry shall be made expressly subject to this agreemeni 

and shal! be made without prejudice lo the right ofthe other parties. 

If. at any time the miriest of any parry is divided among and owned by four or more co-owners. Operator, at ils discretion, may 

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

and approve and pey such parry's share of the joint expenses, and to deal generally wilh, and with power to bind, the co-owners of such 

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

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

Area aod Ihey shall have the right to receive, separately, payment ofthe sale proceeds thereof. 

E. Waiver of Rights to Partition: 

IT permitted by the laws of lhe sute or stales in which the property covered hereby is located, each party hereto owning an 

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

interest therein. 

Shoald any party do nM all ny part of i under Ihio agreement, i rights and the Goon/not 

Area, it chntl promptly p » t written notioe to the ctfaw 

wan** and address of the proapeolive purohasar (wee I 

parties, with full inforroolionH 

lust be ready, willing a 

; its proponed sale, whioh ahall tnoludc tbe 

an aha 

of tho offer. Tha other pectin shall then have an optional prior rigbv for a period of ten (10) dnyo ufler receipt of the i i purchase 

i th* l i and i nditions the i "•hieh the other party propoiv 

ing portias chnll share the purehaaed interest iw th* proportions lh.it lhe int 

i i*vH| and! ' f this optional righl-i oiaod. the pufohw 

ef pooh beam I . tolnl i of oil parohesing pur 

efepe-

•shall-

1 by merger. 'nrganiiMlton! oonisolidatio gale of oil or substantially all of its ansclo I r pananl c 

l subsidiary of ft parent-company, or 10 oay ooropony in whiuh uny one party c wajeffly ofthe stoslt. 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreemeni is no: intended to create, and shall not be construed to create, a relationship of partnership or an association 

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

and not joint or collective, or that this agreement and operalions hereunder shal] not constitute a partnership, if, for federal income tax 

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

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

mjned and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operalor is authorized and directed lo ex­

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

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

and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

evidence of thin election, each such party shall execute such documents and furnish such other evidence as may be required by the 

Federal Internal Revenue Service or as may be necessary to evidence this election. No sueh party shall give any notices or take any other 

action inconsistent wilh the election made hereby. If any present or future income tax laws of the state or stales in which the Contract 

Area is located or any future income ux laws of the United States contain provisions similar to those in Subchapter "K", Chapter 1. 

Subtitle "A", of the Internal Revenue Code of 1986, under which an election similar lo that provided by Section 761 of the Code is per­

mitted, each pony hereby affected shall max: such election as may be permitted or required by such laws, ln making the foregoing elec­

tion, each such part;' stares thai the income derived by such party from operations hereunder can be adequately determined without the 

computation of partnership taxable income. 

- 12-
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 

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

5 does not exceed Fitly Thousand Dollars 

6 fSS0.ttO0.O0 ) and i f the paymeni is in complete settlement of such clum or suh. I f lhe amount required for sctdernem cx-

7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

6 delegated to Operator. Ail costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of thc parties participating in the operation from which the claim or suit arises. I f s claim is made against any party or if any party is 

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

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

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

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

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

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

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

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

22 

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

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

25 within the discretion ofthe party concerned. 

26 

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

28 the public enemy, war. blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, goverrunental delay, restraint 

29 or inaction, unavailability r f equipment, and any other cause, whether of thc kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control ofthe party cla*iruhg suspension. 

31 

32 ARTICLE X I I . 

33 NOTICES 

34 

35 All notices authorized or required berween thc parties and required by any of the provisions of this agreement, unless otherwise 

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

37 the parties 10 whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 

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

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

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

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

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

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

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

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

49 

50 • Option NQ.. 1; So long as any of the oi! und gas leases subject to Ibis agreement remain or are continued in force as to any part 

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

52 

53 0 Option No. 2: ln lhe event the well described in Article VIA. , or any subsequent well drilled under any provision of this 

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

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

56 however, if, prior to the expiration cf such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

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

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

59 well described in Arricle VI.A., oi any subsequent well drilled hereunder, resuks tn a dry hole, and no other well is producing, or capable 

60 of producing oi) and'or gas from lhe Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework' 

61 mg operatiunsare commenced within 90 days from the date of abandonment of said well. 
62 

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

64 accrued or attached prior lo (he date of such termination. 

65 

66 

67 

68 

ES 

70 

- 1 3 -
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A.A.P.L. FORM 61C - MODEL FORM OPERATING AGREEMENT - 1982 

1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 

4 A. Laws, Regulations and Orders: 

5 

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

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

6 dinances, rules, regulations, and orders. 

9 

10 B. Governing Law: 

11 

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

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

15 r.hall govern. 

16 

17 C. Regulatory Agencies: 

18 

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

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

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

22 ting or adjacent to the Contract Area. 

23 

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

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

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

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

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

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

30 

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

32 of any crude oil sold hereunder or ut any other person or enrity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

33 of 1980", as same may bt amended from time to time C'Act"), and any valid regulations or rules which may be issued by the Treasury 

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

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

37 ARTICLE XV. 

38 OTHER PROVISIONS 

39 

40 

41 A. CONFLICTS 

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

43 berween any part of or all of the terms and provisions of Article XV and any other terms and provisions of this agreement, 

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

45 

46 B. PRIORITY OF OPERATIONS 

47 I f at any time there Is more than one operation proposed in connection wltb any well subject to this agreement and if the 

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

49 following sequence: 

50 

51 First - testing, coring or logging 

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

53 deepest to shallowest depths; 

54 Third - sidetracking in tbe order of least deviation from tbe original bottomhole 

55 location to the greatest deviation; 

56 Fourth - deepening of > well below the authorized depth In descending order 

57 from shallowest to deepest depths; 

56 Fifth - plugging back and completion attempts In ascending order Irom 

59 deepest to shallowest depths. 
60 

ei 
62 

63 

64 

65 

65 

67 

68 

69 

70 
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c. MISCELLANEOUS COSTS 

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

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

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

D. MULTIPLE BILLING 

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

E. PAYMENT OF CERTAIN ROYALTIES 

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

F. PREPAYMENT OF COSTS AND EXPENSES 

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

14(a) 



A Non-Operator receiving 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 fifteen (15) days ofthe receipt of such request in al] 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 thc 
payment of such Non-Operator's share of costs of such Drilling Operation and, following the end of each month, 
Operator will charge such account with such Non-Operator's share of actual costs incurred during such month. 

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

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

G. DISTRIBUTION OF REVENUE 

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

W:\Perrnian\Opcrated Wclls\KF State 4 *l\JOA\14a & 14b Other Provtsions.doc 
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AA.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 19S2 

1 ARTICLE X V I . 

2 MISCELLANEOUS 

3 

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

5 legal representatives, successors and assigns. 

6 

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

8 

9 IN WITNESS WHEREOF, this agreement shall be effective as of »lh day of March , (year) 20B5 

10 

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

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

13 published in diskette form by Forms On-A-Disk, Inc No changes, alteruuDns. or modifications, other than those in Artioles — 

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

15 

15 O P E R A T O R 

17 CHESAPEAKE EXPLORATION LIMITED 

18 PARTNERSHIP by Chesapeake Operating, I nc, 

19 Ceneral Parmer 

20 

21 

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

23 

24 

25 

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

27 

28 

29 KAISER FRANCIS OIL COMPANY* 

30 

31 

32 

3 J sr. 
34 TITLE: 

35 

36 

37 

38 

39 

40 

41 

42 

43 

SAMSON RESOURCES COMPANY 

"HTT" 

44 TITLE: 

45 

46 

47 

46 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 
59 
60 
61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

- 15-



EXHIBIT "A" 

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

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

2. Restrictions as to depths and formations: Nons. 

3. Interests of Parties; 

Owner 

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

Kaiser Francis Oil Company 
PO. Box 21468 
Tulsa, Oklahoma 74121-1468 

Working Interest 

50.000000% 

43.750000% 

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

6.250000% 

TOTAL 100.000000% 

W:\Permian\Operated Wells\KF Stale 4 #1'JOA\Exriibit A Wl.cbs 



EXHIBIT "A-1" 

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

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

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

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

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

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

END OF EXHIBIT "A-1" 

W:\Pem-iianliOper3ted Wells\KF Stale 4 tflUOAVExhibil A-1 Leases.doc 
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THERE IS NO EXHIBIT "B" 
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EXHIBIT " C " 

Attached to and mads a part nf that certain Opcratinr Agreement dated March 9. 2005 bv and between Chesapeake 
Exnlcration Limited Partnership, as Operator and Kaiset Francis Oil Company and Samson Resources Company, as Non-Qperaturs 
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2 
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ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

the conduct of the Joint 

in Joint Operations is thc direct 

Joint Property in a field operating 

I . GENERAL PROVISIONS 

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

is af l ache 1 

"Joint Operalions" shall mean all operations necessary or proper for the development, operation, protection and 

maintenance ofthe Joint Property. 

"Joint Account" shall mean die account Knowing the charges paid and credits received 

Operations and which are to be shared by thc Parties. 

"Operalor" shall mean the pany designated to conduct the Joint Operations. 

"Non-Operators" vhall mean the Parties to tlus agreement other than the Operator, 

"Parties'* shall mean Operator and Non-Opcraton. 

"First Level Supervisors' shall mean those employees whose primary function 

supervision of other employees and/or contract labor directly employed on the 

capacity. 

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

professional skills, and whose primary function in Joint Operations ts the handling of specific operating conditions and 

problems for the benefit of the Joint Property. 

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

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

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

most rec em.> recommended hy the Council or Petroleum Accountants Societies. 

Statement and Btllinp 

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

Account for the prt ceding month. Such bills will be accompanied by statements which identify the authority for 

expenditure, lease or facility, and all charges and credits summari7xd by appropriate classifications of investment and 

expense except tbat items of Coat/ollablc Material and unusual charges and credits shall be separately identified and 

fully described in detail. 

Advances and Payments by Non-Operators 

A. Unless otherwise provided for in Ihe agreement, the Operator may require rhe Non-Operaiors lo advance their 

share of estimated cash outlay for the succeeding mor.ihs operation within fifteen (15) days after receipt of rhe 

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

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

B. Each Non-Operator shall pay its proportion of all bills witliin fifteen (15) days after receipt. If payment is not made 

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Rank One »f_Q_klahoma. N.A. x 2% 

on the first day of the month in which delinquency occurs plus IW> or Ihe 

maximum contract rale permitted by the applicable usury laws in the sute in which thc Joint Property is located, 

whichever is the lesser, plus attorney's feet, coun eosts. and other costs in connection with the collection of unpaid 

amounts. 

Operator rnay. at its option, choose to substitute other penalties described elsewhere in Ibis Agreemeni for failure lopay bills wiihin ihe thirty 
(JO; day time frame described above. 

Adjustments 

Payment of any such bills shall not prejudice thc right of any Nnn-Operator to protest or question the correcincst thereof; 

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

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

year, unless within the said twenty-four (2J) month period a Non-Operator takes written exception thereto and makes 

claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same 

prescribed period. Tne provisions of ihis paragraph shall nol pievent adjustments resulting fiom a physical inventory of 

Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 

-1 -
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Audits 

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

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

(24) month period following the end of such calendar year, provided, however, the rnaJcing of an audit shall no: 

extend the time for the taking of written exception to and the adjustments of accounts as provioed for in 

Paragraph 4 of this Section 1. Where there are IWD or more Non-Operators, the Non-Operslots shall make 

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

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

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

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

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

B. The Operator shall reply in writing lo an audit report within 180 days after receipt of such report 

Approval By Non-Operators 

Where an approval or other agreement of Ihc Parties or Non-Operators it expressly required under other sections of this 

Accounting Procedure and if Ihe agreement to which Ihis Accounting Procedure is attached contains no 

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

agreement or approval of I majority in interest of the Non-Opeiaton shall be controlling on all Non-Operators. 

a DIRECT CHARGES 

Operator shall charge the Joint Account with ihe following items: 

1. F[-illogical nnd Environmental 

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

environmental considerations applicable to the Joint Operations. Such ousts may include surveys of an ecological or 

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

2. Rent all and Royalties 

Lease rentals and royalties paid by Operator for thc Joint Operations 

3. Labor 

and/or cunsulunts 

A. f l ) Salaries and wages of Operator's field employees directly employed on thc Joint Property io the conduct of 

Joint Operations. 

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

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

excluded from the overhead rates. 

and/or consultant! 

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

employed in the operation or thc Joint I'.aperty if such charges are excluded from Ihe overhead rates. 

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

employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II . 

Sueh costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 

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

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

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

applicable to Operator's costs chargeable to Ihe Joint Account under Paragraphs 3A and 3B of this Section II . 

D. Personal Expenses of those employees whose salaries and wages are chargeable lo the Joint Account under 

Paragraphs 3 A and 3B of this Section II. 

Employee Benefits 

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

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

Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent 

most recently recommended by the Council of Petroleum Accountants Societies. 

- 2-
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— consi 
1 5. Material 

2 

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

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

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

6 avoided. 

7 
8 6. Transportation 

9 

10 Transportation of employees and Material necessary fur the Join' Operations b^i subject to the following limitations: 

11 

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

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

] 4 materia 1 is normally available or Tail way receiving point nearest the Joint Property unless agreed to by the Parties. 

15 

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

|" Account for a distance greater than Ihc distance to the nearest reliable supply store where like material is normally 

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

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

20 Panies, 

21 

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

23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to tbe 

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

25 

26 7. Service! 

27 

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

29 10 of Section II and Paragraph i , i i , and iii, of Section III. The cost of professional consultant wrvices and contract 

30 services of technical personnel directly engaged on (he Joint Property if such charges are excluded rrom lhe overhead 

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

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

33 

34 8. Equipment and Facilities Furnished By Operator 

35 

36 A. Operatoi shall charge Ihe Joint Account foe use of Operator owned equipment and facilities at rates rafrunensurate 

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

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

39 exceed ten percent ( LL2 %) per annum. Such rates shall not exceed average commercial 

40 rates currently prevailing in the immediate area of the Joint Property. 

41 

42 B. In lieu of charges in Paragraph 6A above. Operator may elect to use average commercial rates prevailing in the 

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

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

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

49 losses incurred by fire, Hood, storm, theft, accident, or other cause, except those resulting from Operator's gross 

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

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

52 

53 10. Legal Expense 
5 4 title and regulatory work, 

55 Expense of handling, investigating and senling litigation or claims,1 discharging of liens, payment of judgments and 

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

57 protect or recover the Joint Properry. neept Am—no oharge—for wv»oes of Oparaiori—legal aaag or—fees—or tqmm—of 

58 4HMBa«iai—attaawayi—s4t«H—be—ma4*—wtless—pravioualy—egread—1«—by—th«—Parti er,-—AH—ether-—legal—ntfWAte—ia oonwoVed—te—bv 

5° warm, by thc overhead—pmimm of Sao l ion HI unii-ns cthunvise aenj.il lo by the Purtias, eKOop. ac pro îdod in Soc UP* 

61 

62 11. Taxes 

63 

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

65 or the production therefrom, and which luxes have been paid by the Operator for the benefit of the Parties. If the ad 

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

67 notwithstanding anything to die contrary herein, charges to the Joint Account shall be nude and paid by the Panics 

63 hereto in accordance with the tax value generated by each party's working interest. 

69 

70 

- 3 -
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1 12. Insurance 

2 

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

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

5 and/or Employers Liability under the respective state's laws. Operator may, al its election, include the risk under its self-

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

7 

8 13. Abandonment and Reclamation 

9 

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

11 authority. 

12 
13 14. Communication* 

U 

15 Cost of acquiring, leasing, installing, ooerating, repairing and maintaining communication systems, including radio and 

16 microwave facilities directly serving the Joint Properry. In the event communication facihtin/systems serving the Joint 

17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II. 

I I 

19 15. Other Expenditures 

20 The cost of Operator's Field Offices not covered in Section IT1, or any 

21 Any other expenditure not covered or deah. with in the foregoing provisions of this Section I I , or in Section III and which 

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

23 Operations. 

24 

25 

26 n i . OVERHEAD 

27 

28 1. Overhead • Drilling and Producing Operations 

29 

30 i . Ar compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

31 drilling and producing operalions on either: 

32 

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

34 ( ) Percentage Basis, Paragraph IB 

35 

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

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

38 Paragraph 3A, Section JX Tht -ooat—and • enpetw—ef—sewiees—from eeaaaaa—anweee—ta—eennotirw—with—matters—of 

39 tttrtttrtft tr^ffio eooounting "Or monor* brforo or io vol vice, r̂ ovcurneiual arjOncjow chall bo concidcred cir inoludcd in 

40 the -overhead—raieo provided far—itt -ene above aaleaaeal Paragraph—of- this—Seot+en—Hi—unless—sueh- cost—and expense—e» 

41 agfeee* te-fry rh* Parties at a direct ohwge le lhe Joint Account! 

42 

43 ii. The salaries, wages and Persona! Expenses of Technical Employees and/or the cost of professional consultant 

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

45 

46 ( } shall be covered by the overhead rates, or 

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

48 

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

50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

51 tiie operation ofthe Joint Property: 

52 

53 { ) shall be covered by rhe overhead rates, or 

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

55 

56 A Overhead - Fixed Rate Basis 

57 

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

59 

60 Drilling Well Rate S 6 .136.10 

61 (Prorated for less than a full month) 

62 

63 Producing Well Rate I 813 .61 

64 

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

66 

67 (a) Drilling Well Rite 

gg ^location work begins 

fi9 (•) Charges for drilling wells shall begin on the date me—vnM—is—spudded and terminate on the date 

? 0 the drilling rig, completion rig. or other units used in completion of the weB is released, whichever 

-4 -
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is later, except that no charge shall be made during suspension o f dnlling or completion operations 

for fifteen (15) or more ccnseculive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period o f five- (5) 

consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

applied for die period from date workover operations, with rig or other units used in workover, 

commence through dat- of rig or other unit release, except lhat no charge shall be made during 

suspension o f operations for fifteen (15) or more consecutive calendar days. 

(b) Producing Well Rales 

( I ) An active well eilher produced or injected into for any poninn of the month shall be considered as 

a one-well charge for the entire month. 

i t ) — E a a k - multi ( 

hole shall be- isidared— i wall charge providing—eaah—oonaplat 

woii b j 1 She governing regulatory authority, 

(5 )—r,n maom'e—gaa w a l l — s h u t — » — a — a — 'tpproriii 

piodwfaltow—shaU—be— 

a peiwiaaenl sales outlet. 

Hdesad i wall—oharge 

-or failure-

pro»idinc—lhe—gaa cine-oily—oonneoled 

(4) A one-well charge shall be made for Ihe month in which plugging and abandonment operations 

are completed on any well. This one-well charge shall be made whether or not the well has 

produced except when drilling well rate applies. 

(5) A l l other inactive wells (including but not limited lo inactive wells covered by unit allowable, lease 

allowable, transferred allowable, etc.) shall not qualify for an overhead charge 

(3) The well rates shall be adjusted as o f the first day of April each year following lhe effective date of the 
by the percent increase or decrease published by COPAS 

agreement to which this Accounting Procedure is attached /. Vft*—adjustment—shall—ba acmpulad py—multiplying 

the l*te- uurwnHy —by—lhe- •pcfeenii.ee—mweat e—er-—eeereese- in the •Mange—weekly— -earning* o f Cwide 

by th* Ui t i t td - fit* lee Depenniewt o f Labor, 6 aaae* o f Ijabof- w—the—equivalent •' Qworiiaa—indea—as 

l the computed adjw 

8; —Overhead- Percentage Basis 

tf+9—Operator shell eharge the Joint Account rt the following* 

(a) • Development 

~%)-ot the cost of develepw ef-the towt Property encluftive-ofe. 

ielvagporeditfl. 

i j j j Operating 

Percent <_ 

tmde*—Paragraphs—3—and—14>- o f—Se*«e 

^^^)ofthooo5'--of-operBtiftg trt* Joint Property ewolusivee/cosis provided 

—H 

(of- >ery—tHVij—e4f-

«H—salvage—or adit-*;—the—vaWe of—ttyeeead substances—purchased 

and—esvessmerrts—whice—ere levied,—anaoaed—«*»d—peid—upon • the 

(Z) Applie •af-Overliead Pereemoge Basis shall be or. fm 

F « — t h e pappose • of - -« lm •eg—ohargee- «def—Paragraph 1£ t*F—thic 

aavetopmen 1 chall include a-U-—4 n—-eertneetten w+tr. oft'lmg,— redrilling, deepening-; ef any remedial 

cupoblu o ^ n H i n r to Ihc producing 

eapeedinipg' 
pn rj pen 

...» at a producer, und original coil nf 

Overhead M a j a r Cunsiructioa 

To—oompenseK—©powt* 

fwed—n'j»eiij.—and—«*y-

—**f—everiiead- —the—ocurhlmcimn 

Property,- Ope 

— P " ' J U f l 

—shell—either-

•dearly ait 

- f f i o 

ii asset—reo^ir-

—the—beginning 
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Aoooupu for overhead based or. the following rates for any-Major Construction projoet in saeeas of S_ 

A i — <0 V. of fint S 100,000 nr total eoat if leas, plus 

a f e = of casta in en CMC of 5100,000 hut less ttMa-M^OOOpXIOrpto 

j j j = = W of cost) in Meats of11,000,000. 

Tmai—aaat shall—mats*—she—gross oest of uny one projeoti Tor Ihe purpose of t'nic—paragraph;—the—component—parte of a single 

paejas-l—shaU—wat ba treated—aaperaluly—ana—lha aaw—arf—eVilimr;—and wurhover—wullr and—anifieial—lift eqaifunefit—shall—h« 

event of empewditiires—resulting —freen—a—si*g4e—peeutrenee —due 

op , 

expenditures,— 

for overheod-baoed on the following tatee, 

An— ee ef total eoms thwart tlOO.OPOi f¥m 

_g.of.OtDU of t!00,OtW hut lass then 61,000,000, plus 

6 of $ 1,000.000, 

EKpewdif He- -fedwed—by— -ethw—ovethead 

Amendment of Rates 

The overhead rates provided for in Ihis Section III may be amended from time to time only by mutual agreement 

between lhe Parties hereto if, tn practice, lhe rales are found to be insufficient or excessive. 

IV. PRJCINC OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

Opetator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 

movements afTecting lhe Joint Properly. Operator shall provide all Material for use on the Joint Property; however, at 

Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/of 

surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 

outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 

A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Panies. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 

Material found to be defective or returned to vendor for any other reasons, credit shall be passed io the Joint Account 

when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 

unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 

A. New Material (Condition A) 

(I) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill 

published carload base prices effective as of dale of movement plus transportation cost using tbe 80,000 

pound carload weight basis to the railway receiving point nearest the Joint Property for which 

published rail rates for tubular goods exist. If the 80,000 pound tail rate is not ofTered, the 70.000 pound 

or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 

nnd casing from Youngstown, Ohio. 

0>) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 

transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 

above in Paragraph 2.A.(J)(a). for transportation cost from points other than Eastern mills, the 30,000 

- 6 -
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pound Oil Field Haulers Association interstate truck rate shall be used. 

(c) Speed! end finish Tubular goods shall be priced at the lowest published out-of-stock price, f o b Houston, 

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truc'K rale, 

lo the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices 

f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale 

per weight of tubing transferred, to Ihe railway receiving point nearest the Joint Property, 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls Va inch and over) 30.000 pounds or 

more shall be priced under provisions of tubular goods pricing in Paragraph A.(11(a) as provided above. 

Freight charges shall be calculated from Lorain, Ohio. 

(b) Line Pipe movements (except size 24 inch OD) and larger with walls V« inch and over) less than 30,000 

pounds shall be priced at Eastern mill published carload base prices effective ss of date of shipment, 
plus the percent most recently recommended by COPAS , . . . , . . 
' paws—30 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 

goods pricing in Paragraph A.(l)(a) as provided above. Freight charges shall be calculated from Lorain, 

Ohio. 

(c) Line pipe 24 inch OD and over and VJ inch wall and larger shall be priced f.o.b. the point of 

manufacture at current new published prices plus transportation cost to the railway receiving point 

nearest the Joint Property 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shal] 

be priced at quoted prices plus freight to the tailway receiving point nearest thc Joint Property or at 

prices agreed to by ihe Panics. 

(3) Other Materia! shall be priced at the cunent new price, in effect at date of movement, as listed by a reliable 

supply store nearest the Joint Properry, or point of manufacture, plus transportation costs, if applicable, to the 

railway receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Properry shall be priced at the current 

new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 

point of manufacture, phis transportation costs, if applicable, to the railway receiving point nearest the Joint 

Properly. Unused new tubulars will be priced as provided above in Paragraph 2_A.(1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

Al seventy-five percent (75%) of cunent new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 

originally charged to the Join) Account as new Material or 

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A. if Materia) was 

originally charged to the Joint Account as used Materia! 

(3) Materia! not used on and moved from the Joint Property 

At seventy-five percent (75%) of current new price as determined by Paragraph A. 

The cost of reconditioning, if any, shal! be absorbed by the transferring property. 

C. Other Used Material 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 

after reconditioning shall be priced at fifty percent (50%) of current new price as deten-nined by 

Paragraph A. 'ihe cost of reconditioning shall be charged lo the receiving property, provided Condition 

C value plus cost of reconditioning dees not exceed Condition B value. 

- 7-
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1 (2; Condition D 

2 

3 Materia;, excluding junk, no longer suitable for its original purpose, but usable for some other purpose 

4 shall be priced on a basil commensurate with its use. Operator may dispose of Condition D Material 

J under procedures ncffmalry used by Operator without prior approval orrvon-Operaiort. 

6 

7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 

5 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices. 

10 

11 (b) Casing, tubing or drill pipe used as higher pressure sen-ice lines than standard line pipe, e.g. 

12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 

13 Upset tubular goods shall be priced on a non upset basis. 

14 

15 (3) Condition E 

16 

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

18 procedures normally utilized by Operator without prior approval of Non-Operators. 

19 

20 D. Obsolete Material 

21 

22 Material which is serviceable and usable for hs original function but condition and/or vahie of such Material 

23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 

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

25 rendered by such Material. 

26 

27 E. Pricing Conditions 

28 

29 (1) Loading or unloading costs may be charged to the Joint Account at rhe rare of twenty-five cents {250 

30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading coals 

31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 

32 following January I , 1965 by the same percentage increase or decrease used to adjust overhead rates in 

33 Section III . Paragraph t.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and 

34 shall be The rate in effect until the first day of April next year. Such rate shall be published each year 

35 by the Council of Petroleum Accountants Societies. 

36 

37 (2) Materia) involving erection costs shall be charged at applicable percentage of the current knocked-down 

38 price of new Material. 

39 

40 3. Premium Prices 

41 

42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 

43 unusual causes over which the Operaior has no control, the Operalor may charge the Joint Account fbr the required 

44 Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and m moving it 

45 to the Joint Property; provided notice in writing is furnished to Moa-Operators of the proposed charge prior to billing 

46 Non-Operators for such Material. Baeti—Won Op we tor——have—the right,—ey—se> electing—e*d—aaweeyaafj—Operate*—wi&Ht 

47 ten •days after receding •notiofr- -from—Or>erator,--to--fuffliii^—tn • kiwd -H- Of—pert- of his share—of such -Material -suiiabk—fee—«sa 

46 and •aecep table le Operator 

49 

50 4. Warranty of Material Furnished By Operator 

51 

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 

53 Account until adjustment has been received by Operator from the manufacrurers or their agents. 

54 

55 

56 V. INVENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material. 

59 

60 1. Periodic Inventories, Notice and Representation 

61 

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

63 or intention to take inventory shall be given by Operalor at least thirty (30) days before any inventory fc to begin so that 

64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 

65 inventury shall bind Non-Operators to accept the inventor}- taken by Operator. 

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
7 0 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 

-8-
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CORAS-
I overages and shortages, but. Operator shsli be held accountable only for shortages due to lack of reasonable diligence. 

2 

3 3. Special Inventories 

4 

5 Special inventories may be Liken whenever there is any sale, change of interest, or change of Operalor in the Joint 

6 Property. It shall be The duty of the party selling to notify all other Parlies as quickly as possible after the transfer of 

7 interest takes place, ln such cases, both the seller and the purchaser shall be governed by such inventory. In cases 

8 involving a change of Operator, all Panics shall be governed by such inventory. 

9 

10 4. Expense of Conducting Inventories 

11 

12 A. Tbe expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by thc 

13 Panics. 

14 

15 B. The expense of conducting special inventories shall be charged io the Panies requesting such inventon--s, except 

16 inventories required due lo change of Operator shrill be charged to Ihe Joint Account. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON 
RESOURCES COMPANY*, AS NON-OPERATORS 

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

Worker's Compensation Statutory 

Employer's Liability $100,000 each accident 

Comprehensive General Liability 
including: 

(a) property damage and bodily 
injury liability including, 
but not limited to, losses 
resulting from explosion, 
collapse, underground damage; 
and 

(b) contractual liability assumed 
under this Agreement 

Comprehensive Automobile Liability 
covering owned, non-owned and hired 
vehicles. 

Umbrella Liability 
in excess of A (except Worker's 
Compensation), B, and C above. 

Cost of Well Control and Operator's 
Extra Expense, including Care, Well Control 
Custody, and Control Coverage 

$1,000,000 
Combined single limit 

$1,000,000 
Combined single limit 

$20,000,000 
Combined single limit 

$5,000,000 OEE and 
$250,000 CCC 

2. The insurance described in 1. above shall be carried at the joint expense of the parties 
hereto and all premiums and other costs and expenses related thereto shall be charged to the 
Joint Account in accordance with the Accounting Procedure attached as Exhibit "C" to this 
Agreement, unless prior to spud a Non-Operator who desires to provide its own insurance 
provides Operator with a certificate of insurance evidencing such individual coverage. 

3. Operator shall use every reasonable effort to have its contractors and subcontractors 
comply with applicable Worker's Compensation laws, rules and regulations and carry such 
insurance as Operator may deem necessary. 

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

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

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

W:\Permian\Operated Wells\KF State 4 #1VJOA\Exhibit D lnsurance.doc 



EXHIBIT "E" 
ATTACHED TO AND MADE A PARTY OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

GAS STORAGE AND BALANCING AGREEMENT 

The parties to the Operating Agreement to which this gas storage agreement is 
attached own the working interest in the gas rights underlying the Contract Area covered 
by such agreement in accordance with the percentages of participation as set forth in 
Exhibit "A" to the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party thereto has 
the right to take its share of gas produced from the Contract Area and market the same. In 
the event any of the parties hereto is not able to market its share of gas or has contracted 
to sell its share of gas produced from the Contract Area to a purchaser which is unable at 
anytime while this agreement is in effect to take the share of gas attributable to the interest 
of such party, the terms of this storage agreement shall automatically become effective. 

During the period or periods when any party hereto is not selling or otherwise 
disposing of its share of gas produced from the Contract Area, or its purchaser is unable to 
take its share of gas produced from the Contract Area, the other parties shall be entitled to 
produce each month one hundred percent (100%) of the allowable gas production 
assigned to such Contract Area and shall be entitled to take and deliver to its or their 
purchaser all of such gas production. All parties hereto shall share in and own the liquid 
hydrocarbons recovered from such gas by lease equipment in accordance with their 
respective interests and subject to the Operating Agreement to which this gas storage 
agreement is attached, but the party or parties taking such gas shall own all of the gas 
delivered to its or their purchaser. Each party not selling or otherwise disposing of its 
share of the gas produced shall be credited with gas in storage equal to its share of the gas 
produced and metered under this Agreement. A nonconsenting party pursuant to Article VI 
of this Operating Agreement shall be credited with only its proportionate share of gas 
against its nonconsent penalties regardless of what share such owner's purchaser is taking 
at any given time. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. 
The Operator will maintain a current account of the gas balance between the parties and 
will furnish all parties hereto monthly statement showing the total quantity of gas taken 
and/or sold by each party and the monthly and accumulative over and under delivered of 
each party. 

Each party producing and/or delivering gas to its purchaser shall pay any and all 
production taxes due on such gas. 

At all times while gas is produced from the Contract Area, each party hereto will 
make settlement with all royalty owners for said unit as required by applicable regulations. 
Each party hereto agrees to hold each other party harmless from any and all claims for 
royalty payments asserted by royalty owners to whom each party in accountable. 

After notice to the Operator, any party at any time may begin taking or delivering to 
its purchaser its share of the gas produced from the Contract Area. In addition to its share, 
each party, including the Operator, until it has recovered its gas in storage and balanced 
the gas account as to its interest, shall be entitled to take or deliver to a purchaser a 
volume of gas equal to twenty-five percent (25%) of the overproduced party or parties' 
share of gas produced from the Contract Area. If two or more parties are entitled to 
twenty-five percent (25%) of the overproduced party or parties' share of gas produced, they 
shall divide such twenty-five percent (25%) in accordance with their percentage of 
participation in the Contract Area. 

l 



Should production of gas be discontinued before the gas account is balanced, a 
monetary settlement will be made between the underproduced and overproduced parties. 
In making such settlement, each overproduced party shall remit to the Operator an amount 
of money that such party received for its overproduction, less taxes theretofore paid, for a 
volume of gas equal to its overproduction. 

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

W.APormartOperaleo WsnsVKF state 4 r lUOAtExhibi l E Gas Ba'ancha.doc 



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND 
SAMSON RESOURCES COMPANY. AS NON-OPERATORS 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Oil Companv. having a notice address of P.O. Box 21468. Tulsa, Oklahoma 
74121-1468 and Samson Resources Companv having a notice address of Centennial 
Tower 200 N Loraine. Suite 1010 Midland, TX 79701, as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

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

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of all oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

III. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oil and gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 

CHK 000210 



concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 

If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement. This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement. 

VI. 

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

VII. 

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

OPERATOR: Chesapeake Exploration Limited Partnership by its 
Genera] Partner, Chesapeake Operating, Inc. 
P.O. Box 18496 
Oklahoma City, Oklahoma 73154 
Attn: Henry J. Hood 

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 

W:\Permian\Oper3led Wells\KF State 4 #1UOA\ExhM F Form of Memorandum.doc 
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MEMORANDUM OF OPERATING AGREEMENT 

STATE OF OKLAHOMA ) 
) SS: 

COUNTY OF OKLAHOMA ) 

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a 
notice address of P.O. Box 18496, Oklahoma City, Oklahoma 73154-0496 and Kaiser 
Francis Oil Company, having a notice address of P.O. Box 21468. Tulsa. Oklahoma 
74121-1468 and Samson Resources Companv having a notice address of Centennial 
Tower 200 N Loraine. Suite 1010 Midland. TX 79701, as Non-Operators have entered 
into that certain Operating Agreement dated effective on March 9. 2005, covering oil and 
gas operations being conducted on those certain lands described in Exhibit "A" (the 
"Contract Area"), attached hereto and made a part hereof, as said Exhibit may be 
amended from time to time; and 

WHEREAS, Operator and Non-Operators desire to give third parties record notice 
of the existence of said Operating Agreement and of the rights and obligations of Operator 
and Non-Operators thereunder. 

NOW, THEREFORE, for and in consideration of One Dollar ($1.00) and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 
Operator and Non-Operators hereby stipulate and agree as follows: 

I. 

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

II. 

Article VI.C. grants each party to the Operating Agreement the right to take in kind 
its proportionate share of all oil and gas produced from the Contract Area. Additionally, the 
parties have agreed to be bound by a volumetric Gas Balancing Agreement which is 
attached as Exhibit "E" to the Operating Agreement. 

111. 

Pursuant to Article VII.B., each Non-Operator mortgages to Operator, and grants to 
Operator a lien upon, its oil and gas leasehold estates and "oit and gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area until the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 



If Operator pays a defaulting parry's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

Th;s Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement. 

VI. 

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

VII. 

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

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

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 
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OPERATOR: 

CHESAPEAKE EXPLORATION 
LIMITED PARTNERSHIP 

NON-OPERATOR: 

KAISER FRANCIS OIL COMPANY 

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

SAMSON RESOURCES COMPANY 

By: 
Its: 

STATE OF OKLAHOMA ) 
) 

COUNTY OF OKLAHOMA ) 

This instrument was acknowledged before me on , 2005, 
by Henry J. Hood, Senior Vice President-Land and Legal of Chesapeake Operating, Inc., 
General Partner of Chesapeake Exploration Limited Partnership, an Oklahoma limited 
partnership. 

Notary Public 
Name: Sandra L. Mathis 
My Commission Expires: May 5, 2006 
Commission Number: 02007791 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me on , 2005 
by , of Kaiser 
Francis Oil Companv, a(n) company, on behalf of the company. 

Notary Public 

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

COUNTY OF ) 

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

Notary Public 

Name (Print) 
My Commission Expires:. 

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

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

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

2. Restrictions as to depths and formations: None. 

3. Interests of Parties: 

Owner 

Chesapeake Exploration Limited Partnership 
P. 0. Box 18496 
Oklahoma City, Oklahoma 73154-0496 
Attention: Henry J. Hood 

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

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

TOTAL 

Working Interest 

50.000000% 

43.750000% 

6.250000% 

100.000000% 

W:\Permian\Operated WellsAKF State 4 #1UOA\Memorandum Exhibit A.doc 
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EXHIBIT "A-1" 

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

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

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

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

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

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

END OF EXHIBIT "A-1" 

W:\PermianVOperated WsllstKF State 4 #1UOA\Mernorandum Exhibit A-1 Leases.doc 
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« Samson 
Centennia! Tower 
200 N Loraine. Surle 1010 
Midland, TX 79701 
USA 
43^683-7063 
Fax 432'6e3-6EU7 

April 5, 2005 

Chesapeake Operating, Inc. 
Attn: Lynda F. Townsend 
P. O. Box 1S496 
Oklahoma City, OK 73154-0496 

Re: Operating Agreement 
Proposed KF State 4 #1 
S '2 Section 4, T-21-S, R-35-E 
Lea County, New Mexico 

Gentlemen: 

Samson is in receipt of thc 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 thc well and, therefore, will not be executing thc Operating 
Agreement. 

Should you have any questions regarding this matter, please contact the undersigned at 
(432) 686-6312. 

Sincerely, 

Tim Reece 
Senior Landman 

Bcrut ic i n c 
OIL CONSERVATION DIVISION 

Case # 13492&1 3493 Exhibit No 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 
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« Samson 
Centennial Tower 
200 N. Loraine, Su 
Midland, TX 79701 
USA 
432/653-7063 
Fax 432/683-6847 

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

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

Gentlemen: 

Reference is made to Samson Resources Company's letter of March 16, 2005 in response to 
your letter dated March 9, 2O05. Upon reviewing Samson's records we have determined that 
there is actually no JOA between lhe parties which would support an election for this well. In 
addition, the timeframe for the purported election has not yet expired. Accordingly, please be 
advised the Samson hereby rescinds and revokes its invalid election to participate in 
Chesapeake's proposed KF State 4#1 well. 

If you have any questions please call me at 432-686-6312. 

March 30, 2005 

Chesapeake Permian, L. P. VIA Facsimile 405-767-4251 

Sincerely, 

Tim C. Reece 
Senior Landman 

TCR: 


