
Natural Oas. 
Natural Advantages. 

Lynda F. Townsend, CPL/ESA 
Senior Landman 

April 4, 2O05 

VIA UNITED PARCEL SERVICE 

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

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

Dear Mr. Wakefield: 

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

Should you have any questions please give me a call. 

Enclosures 

W:\PermianlOpirated WBHSIKF Slatt 4 (MUCAttransfTrtlal L«l<era.i'jc 

Owapetke F w g i Corporation 
6100 N. WesieroAvc. • OWihoma City, OK 731 Jf • P.O. Box I6<«fi • Oklahoma City. OK 73H4-CM96 

405 S79.9414 • (»x 405.767.4251 « Uownscnd@chkcncsy.com 

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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CUSTOMER ID (IF NECESSARY) Wakefield. Jim 

COMPANY NAME Mr. Jim Wakefield 

ATTENTION Kaiser Francis Oil Companv 

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

6733 South Yale Avenue 

CITY Tulsa STATE OK ZIP 74136 

PHONE# (918U91-4510 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 DEUVERY* 

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

—IF YOU HAVE AMY QUESTIONS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS'" 

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 
PER AREA OF QEUVERY 

SENDER Sara Caldwell 

APPROVED 

CONTENTS: KF State 4 #1 JOA 



Natural Gas. 
Natural Advantage?. 

Lynda F. Townsend, CPL/ESA 
Senior Landman 

April 4, 2005 

VTA UNITED PARCEL SERVICE 

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

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

Dear Mr. Reece: 

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

Should you have any questions please give me a call. 

Very truly yours, — 

Lynda F. Townsend 

Enclosures 

W:\PermianVOparateo Wells\KF Slate ' ItVJOAVTransmittal letterc.doc 

Chesapeake Energy Corporation 
6)00 N. Western Ave. • Oklahoma City, OK 731 It • P.O. Box 184S>6 • Ofclahomi City, OK 73154-0496 

405.879.9414 •fax 405.767.4251 • ltewnsend@chkcntrty.com 
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CUSTOMER ID (IF NECESSARY) Reece. Tim 

COMPANY NAME Mr. Tim Reece 

ATTENTION Samson Resources Companv 

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

200 N Loralne. Suite 1010 

CITY Midland STATE TX ZIP 79701 

PHONE # (432) 686-6312 RESIDENTIAL DELIVERY Y ( ^ T ) 

SERVICE TYPE (PLEASE CHECK ONE) 

DOMESTIC SERVICES: 

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

NEXT BUSINESS DAY "BY 8 A M " 
"ADD'L $25.00 CHARGE" 

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

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

$ INSURANCE (IF VALUE EXCEEDS $100) 

INTERNATIONAL SERVICES: 

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

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

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

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

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY 
PER AREA Or>OettVERY 

SENDER Sara Caldwell. / 

APPROVED BY 

CONTENTS: KF State 4 #1 JOA 
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A.A.P.L. FORM 610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

March 9 , 2005 , 

OPERATOR Chesapeake Exploration Limited Partnership 

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

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

COUNTY OR PARISH OF Lea County STATE OF New Mexico 

Well Name: K F 4 State #1 

COPYRIGHT 1982 - ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 4)00 FOSSIL CREEK BLVD., FORT 
WORTH. TEXAS, 76137-2791, APPROVED 
FORM. AA.PL. NO. 610 - 1982 REVISED 
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OPERATING AGREEMENT 

THIS AGREEMENT, entered into by and between Chesapeake Exploration Limited Partnership 
, hereinafter designated aDd 

referred lo as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
as "Non-Operator", and collectively as "Non-Operators". 

WITNESSETH: 

WHEREAS, the parties to this agreement are owners of oil nnd gas leases andVor oil and gas interests in the land identified in 
Exhibit "A", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
production of oil and gas lo the extent and as hereinafter provided, 

NOW. THEREFORE, it is agreed is follow. 

ARTICLE I . 
DEFINITIONS 

As used in this agreement, thr following words and terms shall have the meanings here ascribed to them: 
A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated 
B. The terms "oil and gas lease", "lease" and "leasehold*' shall mean the oil and gas leases covering tracts of land 

tying within the Contract ArcB which are owned by Ihe parties to llus agreement 
C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

Contract Area which arc owned by parties lo this agreement 
D. The lerm "Contract Area" shall mean all of tbe lands, oi! and gas leasehold interests and oil and gas interests intended to be 

developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and cil and gas interests 
are described in Exhibit "A". 

E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
federal body hBving authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall bc the drilling unit as establish­
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 

F. The term "drillsite" snail mean the oil and gas leese or interest on which a proposed well is to be located. 
G. The terms "Drilling Party" and "Consenting Party" shall mean a party *'ho agrees lo join in and pay its share of the cost of 

any operation conducted under the provisions of this agreement. 
H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 

in a proposed operation. 

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

ARTICLE I I . 
EXHIBITS 

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
0 A. Exhibit "A", shall include the following information: 

(1) Identification of lands subject to this agreement, 
(2) Restrictions, if any, as to depths, formations, or substances, 
(3) Percentages or fractional interests of parties to this agreement, 
(<1) Oil and gas lease* andfor oil aad gas interests subjoct to this ugroomunt, 
(5) Addresses of parties for notice purposes. 

D Exhibit "D", Fomi of Lcacr 
C. Exhibit "C", Accounting Procedure. 
D. Exhibit "D", insurance. 
E Exhibit "E", Gas Balancing Agreement. 
F. Exhibit "F", Mon Dioatinwnatian unit Centfieotio i of >lon Cagrcus'icd Fauilit Memorandum of Operating Agreement, 
Cl. Exhibit "O", Tax Partnership. 
If any provision of any exhibit, except Exhibits **E" 

ofthis agreement, the provisions in the body of this agreement shall prevail. 
is inconsistent wilh any provision contained in the body 

-1 -
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, ARTICLE in. 

2 INTERESTS Of PARTIES 

3 
4 A. Oil and Gat Interest!: 
5 

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

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

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

8 

10 B. Interests of Parties In Costs and Production: 

11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all eouipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit "A". In the same j™*™**. Parties shall also own all production of oil and gas from the Contract Area subject to the 
15 p.ymeni nf myxlties'Ap'ifil'oxianf of* ' "hioh shall be borne os he' .matter rol forth. 

Regardless nf which party haa nontributfri the lw»e(») and/or oil and gos interestis) herwo on «faioh royalty is due anil 
16 pavablt. cosh party entitled to reooiva a shut* of prudm-'tior, of oil and goc from tho Controot Area shall bear ond shut! po?1 or delivot. ot 
18 aaucti io be paid-or delivered, to ihe patent of its interest in such production, the royalty amount stipulated hereinabove nnd ahall hold the 
20 other parties free from ony liability tharefofi Mo pony nhall over be responsible! hpwevei, on o ptioe basic higher than tha prioe roooivod 
21 won pany. to any othn parly's lessor or royalty owner, and-if ony- suoh otliar party's leaser er royalty owner should demand and 
22 receive oottlament on o higher prion basis, tho party oontribulinj; ths affaolnd tenia chull bam tin udditianul royalty burdon attributable to 
23 flooh higher pries. 
24 

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

26 
27 €i—Exeess Royolticfri Overriding Royalties and Other PoymeoKi 
28 
29 ynlenfi changed by-other provisions, if the interest of ony party in any leooe oovered hereby is subject to any royalty, 
30 ovurriding royalty, produotion pnymont or olhor burden-on production in eaeoss of tho amount stipuloted in Article III.B., cuob parti1 so 
31 burdened shall resume and alone bear all suoh oxeooc obligations nnd shnll indemnify ond hold the other parries herpto harmless from any 
32 and all claims and demands for payment manned by owneis of aueh flxoeso burden, 
33 
34 D. Subsequently Crested Interests: 

35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit "A", or 
38 was not disclosed in writing to all other parlies prior to the execution of this agreement by all parties, or is not a jointly acknowledged and :losed m writing to all other parties pnor to the execution of this agreemei 

or does not appear of record ID the records of the county tn wbicb 
39 Ihe Contract Area Is located prior to tbe exception f>f this Agreement . . . . . 

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

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 . .. . „ . eorjtract 
59 
60 
61 
62 
63 
64 
65 
6$ 
67 
68 

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

to as "burdened party"), and: 

1. If the burdened parry is required under thit agreement to assign or relinquish to any other party, or parries, all or a portion 
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment oncV'or 
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 asserted by owners of the subsequently created interest; 
and, 

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 
enforceable against the subsequently crested interest in the same manner as they are enforceable against the working interest of 
tbe burdened party. 

ARTICLE IV. 

TITLES 

A. Title Examination: 

70 

contract lands. 
Title examination shall be made on the / drillsite of ony proposed woll prior to oommenoemonl of drilling operations or, if 

the Drilling Parties so request, title examination lihall be made on tlic leasee and/or oil and gas inloreBSr. inoludad, or puuiwod to be inOurf 
edi in the drilling unit oround suoh woll. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
royalty and production payments under ihe applicable leases. At the time a well is proposed, each party contributing leases andVor oil and 
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
reports), title opinions, tide papers and curative material in its possession free of eharge. All such information not in the possession of or 
made available to Operator by the parties, but necessary for the examination of the litle, shall be obtained by Operator. Operator shall 
cause litle to be examined by anomeys on its staff or by outside attorneys. Copies of all title opimons shall be furnished to each party 
hereto. The cost incurred by Operator in this title program shall be borne as follows: 

D Ontien No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplement, 
shul-in gas royalty opinions and division order utle opinions) shall be a pan of the administrative overhead as provided in Exhibit "C", 
and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

- 2 -



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

A R T I C L E I V 
continued 

aod lease broken 
-j SI Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys / for Title examination 

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

3 in the proportion that the interest of each Drilling Party bears 10 the total interest of all Drilling Parties as such interests appear in Ex-

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

5 functions. 

6 

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

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 et any such hearing. / Costs incurred by Operator in procuring 

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

12 

13 

14 

15 

16 

17 

18 

19 

20 

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

provided, and (S) the title hoc been approved by theHwamming-attorney- or-titlc has been owwpteri by oil of 4he paaitw who ore-to-par-

iMMpatfrin-the-driHing of 4h« wefl. 

B. Loss of Title; 

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

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 (he title failure, which acquisi-

^ tion will not be subject to Article VI113., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

2 j and gas leases and interests: and, 

2£ (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 

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

but there shall bt no additional liability on its part tc the other parties hereto by reason of such title failure; 
£ 0 

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

„ been tost, but the interests of the parties shall be revised on an acreage basis, as of the time h is detennined finally that title failure has oc-

2 3 cunrd, so thai the interest of the party whose lease or interest is affected by the title failure will thereafter bc reduced in the Contract 

2£ Arcs by the amount of the interest lost; 

(<0 I f the proportionate interest of the other panics hereto in any producing well theretofore drilled on the Contract Area is 

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

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

well; 

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

failed, pay ia any manner any pact of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 

who bore the costs which arc so refunded; 

(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 

2^ borne by ihe party or parties whose title failed in the same proportions in which they shared in such prior production; and, 

40 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection wilh the defense of the interest 

4 j claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
.„ connection therewith. 

4Z 

43 

44 2. Loss bv Non-Payment OT RTTOT.CDUS Payment of Mrxmrn Due; If , through mistake or oversight, any rental, shut-in well 

45 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terrrune.es, 

4 g there shall be no monetary liability against the party who failed to maV:e such payment. Unless tbe parry who failed to make the required 

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

4 g which acquisition will not be subject lo Article Vlli.B., the interests of the parties shall be revised on an acreage basis, effective as of the 

date of termination of the lease involved, and Ihe party who failed tD mtke proper payment will no longer bc credited with an interest in 

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

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

22 *hc lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of su:h interest, it 

22 sh"!! be reimbursed for unrecovered actual costs theretofore paid by h (but not for its share ofthe cost of any dry hole previously drilled 

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

(a) 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 the absence of such lease 

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

g 0 portion ofthe cil and gas to be contributed by the other panics in proportion to their respective interest, and, 

(c) Any monies, up to the amount of unrecovered costs, that may bc paid by any party who is, or becomes, the owner of the interest 

3. Other Losses All losses / incurred, other than tho*e set forth in Anicles IV.E.I. and IV.B.2. above, shnll bc joint losses 

and shall bt- borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 

the Contract Area. 

61 
g2 lost, for the privilege of participating in tbe Contract Area or becoming a party to this agreement. 

6 3

 rtt r .„ , otxitXc 

64 

65 

66 

67 

68 

69 

70 
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1 ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator; 

5 

6 Chesapeake Eynioratron Limited Partnership, bv and through Its agenl Chesapeake Operating. Inc. shall be the 

7 Operator of the Contract Area, and shall conduct and direcl and have full control of al! operations on the Contract Area as permitted and 

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

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

10 negligence or willful misconduct. 

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

13 

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

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

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

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

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

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

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

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

22 dale. Operator, after effective dale of resignation or removal, shall bc bound by the terms hereof as a Non-Operator. A change of aror-
aff i l infe 

23 porate name or structure of Operator ot transfer of Operator's interest to any / smgi« subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 

26 2. Selection pf Successor Operator Upon the resignation or removal of Operator, a successor Operator shall bc selected by 

27 ihe parties. The successor Operator shall be selected front the parties owning an interest ht the Contract Area at the time such successor 

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

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

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

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

32 

33 C. Employees*. 

34 

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

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

37 

38 D. Drilling Contracts: 

39 

40 AH wefts drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prcvaibng ht the area. If Vt so 

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

42 rates in the area and tho rote of suoh ohuraao iiliaH be agreed upon by tho puniaa in writing, boforo drilling oporationn ope commenoed, and 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area ir. contracts of in-

44 dependent contractors who are doing work of 8 similar nature. 

45 

45 

47 

48 

49 ARTICLE VI . 

50 ' DRILLING AND DEVELOPMENT 

51 

52 A. Initial Well: 

53 

54 Or. or before the 1st day of May , 2005 , Operator shall commence the drilling of a well rot 

55 oil and gas at the following location: 

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

56 

59 

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

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

62 

63 

64 

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

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

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

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

70 event Operator shall be required to rest only the formation or formations lo which this agreement may apply. 
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1 If. in Operator's judgment, the weU wilt noi produce oil or gas in paying quantities, and it wishes to plug 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 wel} on rhe Contract Area other than the well provided 

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

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

11 other parties written nolice of the proposed operation, specifying the work lo 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, t f a drill* 

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

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

16 the period above fixed shall constitute an election by that party no: to participate in the cost of ihe proposed operation. Any notice or 

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

16 

19 

20 

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

22 period of thirty (30) days {or its promptly as possible aftr- 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 cornplete it with due diligence at the risk and expense of all par-

24 lies hereto; provided, however, said commencement date may be extended upon wriUen notice of same by Operator to the other parties, 

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

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

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

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

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

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

31 

32 

33 

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

35 No. 2) elects no! to participate in the proposed operation, then, in order to be entitled to the benefits of this Articie, tht party or parties 

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

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

3S on .oca i on, as the case may be) actually commence the proposed operation * and complete it with due diligence. Operator shall perform all 

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

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

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 the 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 (be participating parties from actually commencing tbt proposed 

48 operation before the expiration of the notice period nor shall the timing of such commencement aflect tn any way the validity of a 

49 party's election or deemed election. 

50 

51 

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

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

54 l l? | t

wJ ,

|

c t^ c r Consenting Parties should proceed with the operation as proposed. Eaeh Consenting Party, within forty-eight (45) hours 

55 ( ' exohiwt of Saturday, Sunday and legal holidays.) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-

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

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

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

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

60 

61 

62 

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

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

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

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

67 sole cost, risk Bnd expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

6B 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 

70 
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1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of 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 welt and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

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

7 terests not excepted by Article IT1.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) of each such Non-Consenting Parry's share of the cost of any newly acquired surface equipment beyond the wellhead 

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

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

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

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

17 Parry had it 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 VIII.C., and 500 % of that portion of Ihe cost of newly acquired equip-

23 ment in the well (to 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 the drilling or the deepening of a well shall be deemed on election not to participate in any re-

29 working or plugging hack operation propoeed m such a well, or portion thereof, to which the initial Non-Consent election applied that is 

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

31 reworking or plugging back operation cc-nducted during the recoupment period shall be deemed part oftoe cost of operation of said well 

32 and there shall be added to the sums to be recouped by the Consenting Parties Jew hundred percent ^HW%) of that portion of the costs of 

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

34 such £ reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article V I . B. shall be ap-

35 plicable as between said Consenting Parties in said well. 

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 I'i ere from. Consenting Parties shall be responsible for (he payment of all production, severance, excise, gathering and other 

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

42 tick III.D. 

43 

44 

45 

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

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

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

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

50 

51 

52 

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

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

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

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

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

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

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

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

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

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

63 which would have been owned by a Non-Consenting Party had it participated therein sliall be credited against the total unrcturncd costs 

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

65 above provided; and if there ia s credit balance, it shall be paid to s^di Non-Consenting Pany. 

66 

67 

68 

69 

70 

- 6 -
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1 I f end when Ihe Consenting Panics recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 
1 on Ihe first day oi Ihe month following ti|c month of payout. 
2 the relinquished interests of suoh Non-Consenting Parry thai! automatically revert to it / , and, from and after such reversion, such Non-

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

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

5 back of said well. Thereafter, sveh Non-Consenting Party shtli he charged with and shall pay iu proportionate pan ofthe further costs of 

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

7 

8 

9 
10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parlies, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

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

13 

14 
15 
16 The provisions of this Anicle shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 

17 except (a) as to Article Vl l .D . I . (Option No. 2), i f selected, or (b) us to the reworking, deepening and plugging back cf such initial well 

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

19 duetion, ceases to produce in paying quanritie&T, or ( c ) Operator proposes to recomplete additional zones in any producing well drilled 

20 under tbe terms of this Agreement 

21 
22 

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

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

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

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time pet-mined, whichever 

27 first occurs, and prior to agreement as 10 the participating interests of all Consenting Panies pursuant lo the terms of the second gram-

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

29 withdrawn because of insufficient panicipation, such stand-by costs shall be allocated between the Consenting Parties 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 Pat-

31 ties. 

32 

33 

34 

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

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

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

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does nol own au interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners Us proponionate share (equal 

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

41 

42 

43 

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

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

46 

47 

48 

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

50 salvable materials and equipment down to the depth at which the siilclrucking operation is initiated, determined ir. accordance with the 

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

52 

53 

54 

55 ln the evenl that notice for a sidetracking operation is given while the drilling rig lo be utilized is on location, tbe response period 

56 shall be limited to forty-eight (48) hours.'? e "elusive of Saturday, Sunday and legal holidays-, provided, however, any party may request and 

57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which lo respond by paying for all stand-by time 

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

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

60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties, ln all other m-

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

62 

63 

64 

65 C. TAKING PRODUCTION IN KIND: 

66 

67 Each party shall take in kind or separately dispose o f 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 und gas for 

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

70 parry of its proportionate share of the production shall be bome by such party. Any party taking its share of production in kind shail bc 
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1 required 10 pay for only its proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Bovh-porry shall execute suoh diMWion orders ond ooatraoio as may be nooessury- for th* -tittle of-ite inWteol in ptodwtwn -fr-wn 

4 the Contract A ino, &nd,-e-*oept as-providoc ia Article VR.B., obaft-be entitled to receive paymofft-dirooOy fraro tht purohaseMhereof tor 

6 

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

8 the oi from the Contract A^en, Operator shall have the right, subject to the revocation at will by the party awning it, but not 

9 the obligation, to purchase such oil / or fc\\ it to others at any lime and from time to time, for the account of the oon-ukbg party at the 

10 fees* price obiainobhHn ibe-area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 
and/or gas 

11 owner ofthe production to exercise al any lime its right to take in kind, or separately dispose o£ its share of all oil / 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 one ( I ) year. 

15 

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

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

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

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

20 

21 D. Access to Contract Area and Information: 

22 

23 Each parry shall have access to the Contract Area at all reasonable limes, at hs sole cost and risk to inspect or observe operations, 

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

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

26 governmental agencies, duly drilling reports, well logs, / tank lobleo, daily gougS-mw -nm t*okct*<u*) reports of atom on tend at -fee first-gf 

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 

26 gathering and furnishing information to Non-Operator, other man that specified above, shall be charged to the Non-Operator that rc-

29 quests the Information. / Non-contenting parties shall be denied access to the well location and well inform i t ion until tbe non-consent 

30 period has expired. 

31 E. Abandonment of Wells: 

32 

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

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

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

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

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

36 accordance with applicable regulations and al the cost, risk and expense ofthe parties who participated 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 further 

40 operalions in search of oil and/or gas subject to ths provisions of Article VLB. 

41 
42 2. Abandonment of Wells that have Prodqced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 

. „ , _ ~ i • i , wbo participated In tht cost of drilling tbe well 
44 producer shall not bc plugged and abandoned without the consent of all parties/. If all parties consent to sucb abandonment, the wel! shall 
45 bt plugged and abandoned in accordance with applicable regulations and at tht cost, risk and expense of all the panies hereto. K, within 

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

47 those wishing to continue its operation ftcm the intcrval(s) of the formation's) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, detennined bi accordance with the provisions of 

Failure ore parry to make written dectioD within thirty (3 0) days 
c , , , , , j , "UP be deemed to be a consent to the abandonment of the wel£ " 
Exhibit C , (ess the estimated 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 

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

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

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

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

duced from die interval or intervals of (he formation or formations covered thereby, such lease io be on the form attached as Exhibit 

49 
50 
51 
52 
53 
54 
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 "drilling unit" upon which the well is located. Tlic payments by, and the 

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

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

4 interests in the remaining portion of the Contract Area. 

5 

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

7 the welHn th^ interval or intervals then open other than the royalties retained in any lease made under the terms of this Articie. Upon re 

8 quest,*/ Operator snail continue to operate the assigned well for the account of Uie non-abandoning parties at the rates and charges con-

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

10 well. Upon proposed abandonmenl of the producing intervals) assigned or leased, the assignor or lessor shall then have th:: option to 

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

12 visions hereof. 

13 

14 3. Abandonment of Nop-Cpnsenl Operations: The provisions of Article VI.E.l . or VLE.2 above shall be applicable as between 

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

16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations (herein have beer notified 

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

18 V1.E. 

19 

20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 

22 

23 A. Liability of Parties: 

24 

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

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

27 among the parties in Article V1I.B- are given to secure only the debts of each severalty. It is not tbe intention of the parties to create, nor 

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

29 

30 B. Liens and Payment Defaults: 

31 

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

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

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

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

36 taming of judgment by Operator for the secured indebtedness shall nut be deemed an election of remedies or otherwise affect the lien 

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

36 of expense. Operator shall have the right, without prejudice to other rights oi remedies, to collect hom the purchaser the proceeds from 

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

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

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

42 

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

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

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

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

47 

46 C. Payments and Accounting: 

49 

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

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

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

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

54 

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

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

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

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

59 on or before the 2Dlh day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate wilhin 

60 fifteen (IS) days after such estimate and invoice is received. Jf any party fails to pay hs share of said estimate within said time, the amount 

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

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

63 

64 D. Limitation of Expenditures: 

65 

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

67 pursuant to t' provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: 

66 

69 

70 
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continued 

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

2 necessary tankage and/or surface facilities. 

3 

4 SI Option ftp. 1: AH necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
made available 

5 authorized depth, and al! tests have been completed, and the results thereof / rurotonod to the parties, Operator shall give immediate notice 

6 to the Non-Oneralors who have the right to participate in the completion costs. The panics receiving such notice shall have forty-eight 

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

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

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

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

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

12 back" as contained in Article VI3.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than all panies. 

14 

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

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

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

18 and/or surface facilities. 

19 

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

21 to require an expenditure in excess of Fifty Thousand Dollars fS5C.0Op.0O ) 

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

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

24 emergency, whether of 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 properly but Operator, as promptly as possible, shall report the emergency to 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 

28 Dollars fSS0,Pfl».D0 ) but less than rhe amount first set forth above in this paragraph. / An AFE Is an estimate only of costs and 

29 in no way shall the execution of an AFE limit the liability of any p:>rty. 

30 E. Rentals* Shut-In Well Payments and Minimum Royalties; 

31 

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

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

34 tribuled interests in the same lease io this agreement, such parties may designate one of such parties 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 the event of 

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

37 men: is required to continue the lease tn 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 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

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

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

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

44 shall be bome jointly by the parties hereto under the provision? of Article 1V.B.3. 

45 

46 F, Taxes; 

47 

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

49 subjea to this agreement which by law should be rendered for such tw.es, find it shall pay all such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as tc burdens (to include, but nut 

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

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

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

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

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

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

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

58 the manner provided in Exhibit "C". 

59 

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

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

62 mmation During the pendency of administrative or judicial proceedings, Operator may eleel to pay, under protest, all such taxes and any 

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

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

65 provided in Exhibit *'C". 

66 

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

6B to the production or handling of stiiA pany'« share of oil and'or gas produced under the terms of this agreement 

69 

70 
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G. Insurance: 

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

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

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

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

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

law ofthe state where the operations are being conducted and lo maintain such other insurance as Operator may require. 

fa-then t automobile public liability i i apuoified in stiid Enhibit "D" or subi 

partioG) no dircol ohorge shall be mode by Operator for premiums paid for such ii ft-for-Open equipment. 

ARTICLE V I I I . 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

Surrender of Leases: 

The li rases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
; however, SD consent snail be necessary to release 

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

not be surrendered in whole 

However, should any parry desire to surrender hs interest in any lease or in any portion oiereof, and the other parties do not 

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

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

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

terest, the assigning party shall execute and deliver lo the parry or panies not consenting to such surrender an oil and gas lease covering 
. . „ . in commercial quantities , , 

s-jch oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced / from the tend covered thereby, such 
lease to be on the form anacbed hereto as Exhibit "B". Upon sueh assignment or lease, the assigning parry shall be relieved from all 

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

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

duction other than the royalties retained in my lease made under the terms of this Article. The pany assignee or lessee shall pay ro the 

parry assignor or lessor the reasonable salvage value ofthe latter's interest in any wells and equipment attributable to the assigned or leas­

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

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

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

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

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

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

agreement. 

B. Renewal or Extension of Leases: 

I f any pnrty secures a renewal of any oil and gas lease subject to this agreement, all other parties shall bc notified promptly, and 

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

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

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

interests held at that lime by the panies in the Contract Area. 

If some, but less than all, of the panies elect to participate in the purchase of a renewal lease, il shall be owned by the panies 

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

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

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

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

by the acquiring party. 

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

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

conlra-.-ted for within six (6) months aher the expiration of the existing lease shnll be subject to this provision, but any lease taken or con­

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

the provisions ofthis agreement. 

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

V/hile this agreement i force, i f any pony1 vontribution of ciiah towards the grilling pf t 

. If the contribution be in the form i ' f acreage, Iha party ic whon ippliuil by it ugoinst Ihe i of suoh drilling i 

Koat-warfamy-oP 
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ARTICLE VI I I 
continued 
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23 
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28 
29 
30 
31 
32 
31 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
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47 
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51 
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raid Driving Ponies shored thr ffttit f f finding I 1 ' * "'"^ I*""* 1 i>nrw»r» "Vintl WIWIW. i» i»pnnrt* Cnntmel Aran imrV in thu extant popsibla. he 

governed by provi 
-efetet 

right* 

idanticol to thia ngroemom. Booh parr)1 shall promptly notify oil other panies of ony acreage or oash eontributioi 
shall alao ba applioahle to ep f any well or ony other qperotioH on the Gonfrncl Area. The obow provii wpport-

n acreage outside tha Contrast Area which i support of a well orillod inside tha Contract Area. 

If any port)' contracts for any consider! 
consideration shall not bc detuned a contributio 

i relating to disposition of suoh porry'c chore of substances produood heroundor, sueh 
contemplulwl ir. this AnioiB Vfll.C. 

D. Maintenance of Uniform Interests: 

For the puroose of maintaining uniformity of 
pony shall soil, onoumber, rronefer or make othor disposition of 

hip in tha oil ond 

i interest i 
leaochold interacts ooverad by thi? agreamanl. no 

4ha looses erubmoorl within tha Contniot Area and in wells, 
eouipment ond production unless such diapo HtheR 

1 thee e intoiost af the party in all leasee and equipment a 

n equal undivided interact in all leeoao and equipment and pcothii ri the Contract Ar 

Every sueh sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
and shall be made without prejudice to the right of the olher parties. 

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

£. Waiver of Rights to Partition: 

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
undivided interest in the Contract Area waives any and all rights il may have to panition and have set aside to it in severalty its undivided 
interest therein. 

Should any party desi tall all or any pan of itr ndar this agreement. rights and 

Area, it oholl promptly give i the ctbor parties, with full inforroatio1 led solo, whioh shall include tbe 
a and address of the prospective puiohasei (who must bo ready, willing and able t 

of tho offer. The other partieo shall then have an optional prior right, for o period of ton (10) days afler receipt of tho r t pwchai 
t-the- jid conditions the i 

ing parties oholl share the purchased interest in the propo l of all purchasing por 

i by merger ronrganination, consolidation, or sole of oil or substantially oil of its afifiois to a subsidiary or parent c dispose of its i 
pany or to j subsidiary of o parent-company, or to ony company in whioh any one pany o D majority of the stock. 

ARTICLE IX. 
INTERNAL REVENUE CODE ELECTION 

This agreement is no; intended to create, and shali 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 shall not cortsticute a partnership, if, fot federal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from the application of all of the provisions of Subchapter "K". Chapter 1, Subtitle "A", of the Internal Revenue Code of 1986. as per­
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex­
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
United States or the Federal Interna] Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
and the data required by Federal Regulations 1.761. Should there be any requirement lhat each party hereby affected give further 
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 
Federal Interna] Revenue Service or as may be necessary to evidence this election. No such pany 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 stale or states in which the Contract 
Area is located or any future income tax laws of the United Stales contain provisions similar to those in Subchapter "K", Chapter I , 
Subtitle "A", of the Internal Revenue Code of 1986, under which an election similar lo that provided by Section 761 of the Code is per­
mitted, each pony hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec­
tion, each such part*' stares that the income derived by such party from operations hereunder can be adequately determined widioul the 
computation of partnership taxable income. 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 

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

5 does not exceed Fifty Thousand Dollars 

6 fS50.P0Q.Q0 ) and i f the payment is in complete senlement of such claim or suit. I f the amount required for settlement ea-

7 ceeds the above amount, the parties hereto shall assume and lake over the further handling of the claim or suit, unless sucb authority is 

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

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

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

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

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 I f any parry is rendered unable, wholly or in part, by force majeure to carr}' out its obligations under tliis agreement, other than 

18 the 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 of tbe force majeure. The affected party sliatl use all reasonable 

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

22 

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

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

25 within the discretion of the party concerned. 

26 

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

26 the public enemy, war, blockade, public hot, lightning, ure, storm, Hood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability cf equipment, and any other cause, whether of the kind specifically cnumcraied above or otherwise, which is 

30 not reasonably within the control ofthe party claiming suspension. 

31 

32 ARTICLE X I I . 

33 NOTICES 

34 

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

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

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

3S shall be deemed given only when received by the party to whom such nolice 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 lelcx 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 to all other parties. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

46 This agreement shall remain in full force and effect as to the 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 io any 

48 .east or oil and gas interest contributed by any other party beyond tht term of this agreement. 

49 

50 O Option ffa, 1; So long as any of Ihe oi! und gas leases subject to this agreement1 remain or are continued in force as to any part 

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

52 

53 13 Option No, 2: In the 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 sliall continue in force so long as any such well or 

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

56 however, if, prior lo the expiration of such additional period, one or more ofthe parties hereto are engaged in drilling, reworking, deepen-

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, This agreement shall continue in force until such opera* 

58 tion. have been completed and if production results therefrom, this tgitemem shall continue in force as provided herein. In the event the 

59 well described in Article V I A , or aay suhsequeat well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

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

61 ing operations aie commenced within SO days from ibe date of abandonment of said well, 
62 

63 It is agreed, however, that ihe termination of ihis agreement shall not relieve any parry herero from any liability which has 

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

65 

66 

67 

68 

E9 

70 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws. Regulations and Orders: 

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

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

dinances, rules, regulations, and orders. 

B. Governing Law: 

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

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

the Contract Area is located. -If-lhA^onftafr Iron in in two or more stolen, the low ofthe DUHO of 

C. Regulator? Agencies: 

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

privileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated 

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

ting or adjacent to the Contract Area. 

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

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

ruhngs, regulations or ciders of the Department of Energy ot predecessor or successor agencies to the extent such interpretation or ap­

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

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

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

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to die purchaser 

of any crude oil F-ild hereunder or to any other person or enrity ptasuant to the requirements of the "Crude Oil Windfall Profit Tax Act 

of 1980", as same may be amended from time to time ["Act"), and any valid regulations or rules which may be issued by the Treasury 

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

which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 

ARTICLE XV. 

OTHER PROVISIONS 

A. CONFLICTS 

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

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

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

B. PRIORITY OF OPERATIONS 

If at any time there Is more than one operation proposed In connection with any well subject to tbts agreement and if the 

Consenting Parries do not agree on the sequence of proposed operations, such proposed operations shall be conducted ID tbe 

following sequence: 

First 

Second 

Thiid 

Fourth 

Fifth 

testing, coring or logging 

completion attempts without plugging back in ascending order from 

deepest to shallowest depths; 

sidetracking in Ihe order of least deviation from the original bottomhole 

loeation to the greatest deviation; 

deepening of a well below the authorized depth In descending order 

from shallowest to deepest depths; 

plugglag back and completion attempts in ascending order from 

deepest to shallowest depths. 

69 

70 
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c. jyflSCELLANEOUS COSTS 

The following expenses shall be a direct charge, bome by the Joint Account as provided in Exhibit "C", nnd 
shall not be included as administrative 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 the 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. tvft-TLTlPLE BILLING 

In no event shall Operator be required to make more than three billings for the entire interest credited to each 
Non-operator on Exhibit "A". If any Non-Operator to this Agreement disposes of any part or all ofthe interest credited 
to it on Exhibit "A", hereinafter referred to as "Selling Party", such Selling Pany shall be solely responsible for billing 
its assignee or assignees and shall remain primarily liable to tbe other Parties fot the interest or interests assigned until 
such time as Selling Party has 1) designated and qualified the assignees to receive the billing for its interest, 2) 
designated assignees have been approved and accepted by Operator, and 3) has furnished to Operator written notice of 
the conveyance and photocopy ofthe recorded assignments by which the 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. PA YrvfENT 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 tbe New Mexico Oil Conservation Division and notwithstanding the provision of Article III.B. and Article 1IT.C. 
hereof with respecc 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 wilhin the Contract Area and to remit such proceeds to 
the parties entitled thereto. Non-Operators agree to direct their gas purchasers to remit all royalty proceeds to Operator 
for distribution to royalty owners. I f any gas purchaser refuses to remit directly to the Operator for any or all of Non-
Operator's share of such proceeds, then such Non-Operator shall within ten (10) days of receipt thereof, remit such 
portion to Operator, less that portion of such Non-Operator's share of such proceeds attributable to its net revenue 
interest in each such drilling and spacing unit Suck proceeds shall be net after taxes and shall not include any portion 
of uie value of gas sold which in the opinion of a party hereto selling such gas, is subject to refund by virtue of an order 
of the Federal Energy Regulatory Commission. Upon approval by the Federal Energy Regulatory Commission of any 
portion of such rate subject to refund obligation, a Non-Operator shall, if increased royalties result, remit to Operator 
such increased royalty amount, which shall be distributed over the unit on the basis of royalty ownership at 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 tlic leasehold and oil and gas interests contributed to the 
unit by each Non-Operator and shall immediately advise Operator of any change in such data of which Non-Operator 
subsequently becomes aware. If division order title opinions are not otherwise provided for herein, Non-Operator shall, 
upon Operator's request, furnish Operator with copies of division order title opinions prepared by a reputable attorney 
covering the land subject to Non-Operator's leaseholds or oil and gas interests in each drilling and spacing unit 
Operator shall have no liability to Non-operator for losses sustained or liabilities incurred except as may otherwise be 
provided herein. Each Non-Operator agrees to indemnify, hold and save Operator harmless from any claims, losses, 
demands and causes of action which may be asserted by reason of an error in the ownership information furnished to 
Operator and each Non-Operator shall indemnify operator against loss resulting from Operator's actions taken in 
reliance upon any information furnished by Non-Operator to Operator or by reason of Non-Operator withholding 
payment of any sums which it believes are subject to refund as hereinabove provided. Each pany hereto agrees to hold 
each other party harmless trom any and all claims for royally 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 ofthe completed well cost for the initial well to be drilled under Article VTA. or any 
other well to be drilled hereunder to which such Non-Operator has consented, and (ii) the cost of any completion, 
reworking, recompletion, sidetracking, deepening, plugging back operation or any other operation hereunder to which 
sucb Non-Operator has consented (any such operation under clause (i) or (ii) being herein called a "Drilling 
Operation"). Such request for advance payment may be made on all Non-Operatore or on any one Non-Operator in 
writing and may bc either mailed, hand-delivered or Irantmittcd by facsimile machine. 

14(a) 



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

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

In the event a Non-Operator to which a request for advance payment was made does not, wifltin 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 ofthe following rights and 
remedies: (a) if the advance was requested for leasehold acreage acquisition or the drilling of the initial well under 
Article VIA., Operator may rescind and terminate this agreement as to such Non-Operator by written notice to such 
Non-Operator, and upon sending such notice, Non-Operator will bc deemed to have relinquished all of its leasehold 
and contract rights in the Contract Area; (b) if the advance was requested for any Drilling Operation, including, without 
limitation, the initial well drilled pursuant to Article VTA., Operator may notify such Non-Operator that such Non-
Operator is deemed to have relinquished its interest in the well to which the Drilling Operation relates and to have 
elected to go non-consent on such Drilling Operation under Article 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 the Operator pursuant to the provisions ofthis paragraph 
F. All remedies herein provided are cumulative and not alternative, end no failure to exercise or delay in exercising any 
such right will operate as a waiver thereof. 

G. DISTRIBUTION OF REVENUE 

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

W:\Perrnian\Opcrated WellsUCF State 4 #l\JOA\14a & 14b Other Provisions.doc 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 19S2 

1 ARTICLE XVI. 
2 MISCELLANEOUS 
3 
4 This agreement shall be binding upon and shall inure to the benefit of the parlies hereto and to 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 lot all purposes. 
8 
9 IK WITNESS WHEREOF, this agreement shall bc effective as of »lh day of March , (year) 2005 

10 
. . Sara Caldwell , 
11 who has prepared ana 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, alterabons, 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 
16 OPERATOR 
17 CHESAPEAKE EXPLORATION LIMITED 
18 PARTNERSHIP by Chesapeake Operating, Inc. 
19 General Partner 
20 
21 22 Henry J. Hood, Senior Vice President - Land and Legal 
23 
24 
25 
26 NON-OPERATORS 
27 
28 
29 KAISER FRANCIS OIL COMPANV 
3D 

31 

32 

33 
~ETT~ 

34 TITLE: 
35 
38 
37 
38 

39 

40 

41 

42 

43 

SAMSON RESOURCES COMPANY 

-BTT 

44 TITLE: 
45 
46 
47 
4B 
49 
50 
51 

52 
53 
54 
5S 
56 

57 

58 
59 
60 
61 

62 
63 
64 
65 
66 

67 
68 " ' 
69 
70 
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EXHIBIT "A" 

EXHIBIT A TO THAT CERTAIN JOINT OPERATING AGREEMENT DATED MARCH 9, 2005 BY 
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 & S£>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 
P.O. Box 21468 
Tulsa, Oklahoma 74121-1468 

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

Working Interest 

50.000000% 

43.750000% 

6.250000% 

TOTAL 100.000000% 

W:\Perrnian\OperatBd Wells\KF Stale 4 #1\JOA_xhibit A Wl.doc 



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- l " 

W:\Pemiiart\Operated WelhrtKF State 4 #1UOA\Exhibit A-1 Leases.** 



THERE IS NO EXHIBIT "B" 
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COPAS 1984 ONSHORE 
Recommended by Ihe Council 
of Paffoteiim Accountants 
Societies 

EXHIBIT " C " 
1 Attached to and made a part of that certain Cmeralinr Agreement dated March 9. 2005 bv and between Chesapeake 
2 Execration Limited Partnership, as Ooeraior and Kaiser Francis Oil Company and Samson Resources Company, as Non-Operators 
3 . . 

4 — . . _ 
5 

6 

7 

8 

9 

10 

n 
12 

13 

14 

15 

16 

17 

18 

ACCOUNTING P R O C E D U R E 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

Definitions 

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

is attached. 

"Joint Operalions" shall mean all operations necessary or proper for the development, operation, protection and 

maintenance of the Joint Property. 

2Q "Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 

2̂  Operations and which are to be sliared by the Parties. 

22 "Operator" shall mean Ihe party designated to conduct the Joint Operalions. 

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

2 4 "Parties'* shall mean Operator and Non-Operators. 

2 5 "First Lrvel Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 

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

27 capacity. 
"Technical Employees" shall mean those empleypes having special and specific engineering, geological or other 

29 professional skills, and whose primary function in Join) Operalions is the handling of specific operating conditions and 

problems for the benefit ofthe 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 Property. 

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

^ most recent;} recommended by the Council or Petroleum Accountants Societies. 

35 

3b *• 

37 

38 

39 

40 

41 

Statement and Bitting* 

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

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

expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment aud 

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

42 fu'ly described in detail. 

43 

4 4 i . Advances and Payments by Non'Opera tors 

45 

4g A. Unless otherwise provided fot in the agreemeni, the Operator may require the Nort-Operwon to advance their 

41 share of estimated cash outlay for the succeeding mor.th's operation within fifteen (15) days after receipt of the 

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

4 j , each monthly billing to reflect advances received from the Non-Operators. 
50 

5 1 B. Each Non-Operator shall pay its proportion of all bills within fifteen. (15) days after receipt. If payment is not made 

52 wilhin such lime, the unpaid balance shall bear interest monthly at the prime raie in effect at . Dank _One of Oklahoma. N.A. -*-2% 

53 on the first day of the month in which delinquency occurs plus 1% or the 

54 maximum contract rale permitted by the applicable usury laws in the state in which tlic Join! Property is located, 

5 5 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 

5g amounts, 
c-j Omnia: rnay. ai its option, choose to substitute olher penalties described elsewhere in ihis Agreement for failure lo pay bills within the Ihirty 
3 ' (3u) day time ifirame described above. 

Adjustments 

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

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

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

year, unless within the said twenty-four (24) month period a Non-Operator take* written exception thereto and makes 

t*4 claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same 

^ prescribed period. The provisions of this paragraph shall nol prevent adjustments resulting fiom a physical inventory of 
6 6 Controllable Material as provided for in Section V. 
67 

" COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 
70 
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«0 

6) 

62 

63 

64 

65 

66 

67 

6S 

69 

70 

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

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

(24) month period following the tnd of such calendar year, provided, however., the maJdnj ot an audit shall not 

extend the time for the taking of written exception to and (he adjustments of accounts as provided for in 

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

every reasonable effort to conduct a joint audit in a manner which wit! result in a minimum of inconvenience 

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

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

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

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

B. The Operator shall reply in writing to an audit report within 180 days afler receipl of such report. 

6. Approval By Non-Operators 

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

Accounting Procedure and if the agreement to which this Accounting Pioccdut: is anached contains no 

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

agreement or approval of a majority tn interest of the Non-Operators shall be controlling on all Non-OperaiDrs-

H DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1, Ecological and Environmental 

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

environmental considerations applicable (0 the Joint Opeiations. Such costs may include surveys of an ecological or 

archaeological nature and pollution control procedures as required by appl icible taws and regulations. 

2, Rentals and Royalties 

Lease rentals and royalties paid by Operator for the Joint Operations. 

3, Labor 

A. (1) Salaries and wages of Operator's field employees directly employed oo the Joint Property in the conduct of 

Joint Operations. 
40 

41 

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

43 and/or consultants 

44 

45 

46 

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

excluded from the overhead rates. 

and/or consultants 
47 / 

(4) Salaries and wages of Technical Employees cither temporarily or permanently assigned to and directly 
employed in the operation or the Joint l*:operty if such charges are excluded from the overhead rates. 

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

employeei whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II . 

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

J 4 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section A I f 

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

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

c g applicable to Operator's costs chargeable to the Joint Account undei Paragraphs 3A and 3B of this Section I I . 

D, Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 

Paragraphs 3 A and 3D of this Section II. 

Employee Benefits 

Operator's current costs ot established plans fo: employees' group life insurance, hospitalization, pension, retirement, 

stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the 

Joint Account under Paragraph* 3A ar»d 3B of this Seetion If shall be Operator's acrual cost not to exceed the percent 

most recently recommended by the Council ofPeiroleum Accountants Societies. 

- 2 -

CHK 000199 



COPAS 19B4 ONSHORE 
Recommend&cl by the Council 
ot Petroleum Accountants 

l 5. Material 

2 

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

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

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

6 avoided. 

7 

S 6. Transportation 

9 

10 Transportation of employees and Material necessary for the io'tf Operations bun subject ID the following limitations: 

11 

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

1} made to (he Joint Account for a distance greater than the distance from the nearest reliable supply store where tike 

] 4 material is normally available or railway 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 the distance to the nearest reliable supply store where like material is normally 

11 available, or railway receiving point nearest the Joint Propeny unless agreed to by the Panies. No charge shall be 

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

20 Panies. 

21 

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

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

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

25 

26 7. Sen-ices 

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 IU. The cost of professional consultant services and contract 

30 services of technical personnel directly engaged on the Joint Property i f such charges arc excluded from the 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 Parlies. 

•
33 

34 8. Equipment and Facilities Furnished By Operator 

35 

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

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

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

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

40 rates currently prevailing in rhe immediate area of the Joint Property. 

41 

42 B. In lieu of charges in Paragraph 8A 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 Feuoleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

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

49 losses incurred by HTC, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 

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

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

52 

53 10. Legal Expense 
* title and regulatory work, 
54 ^ 

55 Expense of handling, investigating and sen I ing litigation or claims, discharging of liens, payment of judgments and 

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

57 protect or recover rhe Joint Property, except tlmi—no ohorgt—feg—sewoes of Operator.! legal swff ar foes—or expenoe— 

58 outoidV attorneys—shetl—be—mode -wnless—previously—agreed—to—by—the—Part+et—All—ether—legal- expense—is—oenoidered—to—-he 

59 cawr f by- the—overhead- provisions—of Section-III- -wiwas—otherwise • ngiwd to -by the Parties, eseept -ac—provided HV• Sosttoa 

60 I , Pmagroph-̂  

61 

62 11. Taxes 

63 

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

65 or the production therefrom, and which taxes have been paid by the OperBtor for the benefit of the Parties. I f the ad 

•
66 valorem taxes arc based in whole or in part upon separate valuations of each party's working interest, then 

6 ' notwithstanding anything to the contrary herein, charges to the Joint Account shall be rnaJe and paid by the Parties 

63 hereto in accordance with the ux value generated by each party's working interest. 

69 

70 
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2 

3 

4 

S 

6 

7 

s 
9 

10 

II 

12 

13 

14 

15 

16 

17 

I t 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

3t 

39 

40 

41 

42 

43 

44 

45 

46 

47 

4S 

49 

50 

51 

52 

53 

54 

55 

56 

57 

J8 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

09 

70 

Insurance 

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

event .'oint Operations are conducted in a state in which Operator may ad as self-insurer for Worker's Ccirnpensarion 

and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under Us self-

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

Abandonment sad Reclamation 

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

authority. 

Communications 

COST of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 

microwave facilities directly serving the Joint Properry. In the event communication faeilitiesfcystems serving the Joint 

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

Other Expenditures 

The con of Operator's Field Offices not covered in Section UT.. or any 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section H, or in Section HI and which 

is of direct benefit to the Joint Propeny and is incurred by the Operator in the necessary and proper conduct of the Joint 

Operations. 

n i . OVERHEAD 

Overt-tan - Drilling and Prrxsnetag Operations 

i. As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge 

drilling and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA. or 

C ) Percentage Basis, Paragraph IB 

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

salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 

Paragraph 3A, Section fJ. —OOM—nnd eMpenae—ef—sepvieo*—from—eweide—snufien—M—oannaolioa—with—mtriwre—of 

t&xfttkmr-

tha overhead - p « v ided—fttf- —ttw—oho -aaleotm) Paragraph—of—this—Eeotwn—Rl—unless—suoli and expense 
opreod to by tha Panit it ohnrge to the Joint Anoount, 

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

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

( ) shall be covered by the overhead rales, or 

( X ) shall not be covered by Ihe overhead rates. 

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 

and contract services of technical personnel either temporarily or permanently assigned to anj directly employed in 

the operation of the Joint Properry: 

( ) shall be eovered by the overhead rates, or 

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

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate I B.136.10 

(Prorated for less than a fall month) 

Producing Well Rate I 813 .61 

(2) Application of Overhead - Fixed fvale Basis shall bc as follows: 

(a) Drilling Well Rate 

l̂ocation work begins 

(I) Charges TOT drilling »'clls shall begin on The date H»—"**W—is—spudded and terminate on the date 

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

- 4 -
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is later, except that no charge shall be made during suspension of drilling or completion operations 

for fifteen (15) or more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 

consecotive wort days or more shall be made at the drilling well rate. Suet charges shall be 

applied for the period from date workover operations, with rig or other units used in workover, 

commence through datf of rig or other unit release, except that no charge shell be made during 

suspension of operations for fifteen (15) or more coosecutjve calendar days. 

(b) Producing Well Rates 

(1> An active well either produced or injected into for any portion or the month shall be considered as 

a one-well charge for the entire month. 

&j—Eaelv- oonmletio -nwhi completed - —which—pfedtt wnfted—down 

ael*- Hdeted— elttfg* providing—ettek— 

•oii by the governing wgulaioryHwtlwriiy. 

—gee—••vett-—ehu*— —faikw - -*»f-—purohminw 

produttiiow - -shall—b«—eoesidef 

a permanent solas outlet. 

t-woli—oWg*—providing—(he—gas -directly—eewweted— 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations 

are completed on any well. This one-well charge shall he made whether or not the well has 

produced except when drilling well rate applies. 

(5) All other inactive wells (including but not limited to 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 of the first day of April each year following the effective date of the 
by the percent Increase or decrease oohtished by COrAS 

agreement to which this Accounting Procedure is attached /. :H«e—adjustment—shatt—be •wnpwed' oy—makmlyiftfi 

tho- -auiWHiy —the—pefeentit] -riooreaee- —the—avapage—weekly—earnings-- ftf—Crude 

shown-by the index of average weekly •wrwingo orCrij^Pwrc^ure fl^^B Winkers e* eppreved-̂ r+d-f 

pwhfahed —by lh* ' United Stoles Depanment of Labor, -Bureau ef haber- Switwftes,—w—ch«—eouivaJ* 

& Overhead Percentage Basis 

—Operator shall ehafge the Join 

(e)—Development 

lardedhy COPAS. 

—H)-of the oust of development of iha Joint Property oxchisiwof a 

_.8<i)oftBe-eos!-of-opHrQtifig ttei»wt4froc>erryewol*isiv»of-& 

endec—Pei^»p«s— 

fef-

selvage—orutJi ts— 

-essmeBts—whtetV-

-the -wilue- • of—tnji'Oted substances—pufohased 

are - levied,—eaaesHod—end—paid—ween—the 

Ovetjhfcad Major Construction 

To—compensate 1 Operator—for overhgad—aeets—iftvurfwl— 

fi«*d—**»•*•»;—and—any—tHlw—pmj&A—t4eefly—difaeeniihk* 
—Ute—e»pM 

ie*H—f̂ ropertyr—Operate*—shaH—either—ftegetia 
—feo>ifW—fcf—ffce—ij<*e}eB*f 

•••rnte—pn© iha beginning—of— -sheJl—ehe*ge—the—J&int 

-5-
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-0 
! Aocoura fat avetheld hasnd or. the foliowinj!, rotas for any Major ConslruoliotHprojaat in m m s of 5 jP.OOO.OO _ 

2 

3 A - . — 1.0 <t o f first StOO.OOO or total ooa i f laaa, plus 

4 
5 gr, 3 0 % o f costs if. eaeecr. of 8100,000 Vinl to Btm CI IMOIOOOI plus 

6 

7 ft— 10 V{ of posts in oacess of £1.000,000. 

8 

9 Total coat shall mean tha cross oosl o f any one projeot, For the purpose of this patpcraph. the component par* 

)n peejeol—aVietf—net—be—treated—oepwoUy—and—thu cost—nf dri l l i t tp,—and—•wutkover——and—aewfioial—ti*—equipment—shaU—he 

12 

13 3. Cotastrophc Overhead 

i4 

15 'ethead—eestt—toemed—*—the ewoai—of ettpetvthures—wwltwe,—from—a—single—ow 

l£ ip QH—tpM-—btowm.—ewplosion,—fee,—sfsfm,—hunioaop)—ot olher—omnr.irDpf.es—«—agreed—te—by—tne—Pemeci—whiofc—ere 

17 neoesgory—te—Festere—the—Jtwrt—Pmpwiy—te—Ihe—equivalent—eondihor.—that—existed—priw—w—tbe—event—eeeeing—the 

18 ewperaditure*;—Operotor—shat!—oitber • negotiate a—roto—prtof—te—ehofgtfig—the - -Je tw—AMOWH—nr— ehati—ohatge—tht—rleiw—Aeeewtt 

19 for overhead-hosed on the following miem 

20 

21 — - - «>j of total eoato through 1100,000, Hug 

22 

23 & — Tt e f total costs in BUMPS »f EIOO.OOQ hm less ihmi fil.000.000i plus 

2$ & K, o f lotel posts in aweefis of S1.000.0QQ. 

26 

27 Expenditures—wbjeet—to—the—overheads—above—wtfi—net—ee—Fedt*eed—by—iiMwnnoe—reepvef4e*>)—end—ne—ether—ove*be*d 

28 

29 

30 4. Amendment of Rates 

31 

32 The overhead rates provided for in this Section I I I may be amended from time to lime only by mutual agreement 

33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

M 

,'5 

36 IV . PRICINC OF JO INT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS AND DISPOSITIONS 

37 

38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 

39 movements affecting the Joint Property. Operator shall provide oil Materia! for use on the Joint Property; however, 3t 

40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle andVor 

41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 

42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest o f Non-Operators in surplus condition 

43 A or 6 Material. The disposal o f surplus Controllable Material not purchased by the Operator shall bc agreed to by the Parties. 

44 

45 1. Purchases 

46 

47 Mercrial purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case o f 

46 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 

49 when adjustment has beer, received by the Operator. 

50 

51 2- Transfers and Dispositions 

52 

53 Material furnished to the Joint Property and Material transferred from the Joint Property or disposed o f by the Operator, 

54 unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive o f cash discounts: 

55 

56 A. New Materia! (Condition A) 

57 

58 (1) Tubular Goods Other than Line Pipe 

59 

60 (a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mi l l 

61 published carload base prices effective as o f dale o f movement plus transportation ' cost using the 80,000 

62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 

63 published rail rates for tubular goods enist. I f tht 80,000 pound rail rate is not offered, the 70.000 pound 

64 or 90,000 pound rail rate may be used. Freight charges for tubing wi l l be calculated from Lorain, Ohio 

£5 and casing from Youngstown, Ohio. 

66 

67 (b) For grades which are special to one mil l only, prices shall be computed at the mi l l base o f that mill plus 

68 transportation cost from that mill to the railway receiving point nearest ihe Joint Property as provided 

69 above in Paragraph 2.A.(l)(a). for transportation cost from points other than Eastern mills, the 30,000 

70 

- 6 -
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1 pound Oil Field Haulers Association interstate truck rate shall be used. 

2 
3 (c) Spec*, end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 

4 Texas, plus iranirxrrtauon cost, using Oil Field Haulers Association interstate 30,000 pound truce rate, 

5 to the railway receiving point nearest the Joint Property. 

6 

7 (d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices 

8 to.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 

9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 

11 (2) Line Pipe 

12 

13 (a) Line pipe movements (except size 24 inch OD and larger with walls V* inch and over) 30.000 pounds or 

14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 

15 Freight charges shall be calculated from Lorain, Ohio. 

16 

17 (b) Line Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000 

18 pounds shall be priced at Eastern mill published carload base prices effective at of date of shipment, 
plus the percent most recent!} recommeitdwd bv COPAS , . . 

19 i ph»—30—percent, plus transportation costs based on freight rates as set form under provisions of tubular 

20 goods pricing in Paragraph A.(l)(a) as provided above. Freight charges shall be calculated from Lorain. 

21 Ohio. 

22 

23 (c) line pipe 24 inch OD and over and V* inch wall and larger shall be priced f.o.b. the point of 

24 manufacture at current new published prices plus transportation cost to the railway receiving point 

25 nearest the Joint Properly. 

26 

27 (d) Line pipe, including fabricated line pipe, diive pipe and conduit not listed on published price lists shall 

28 be priced at quoted prices plus freight to the i ail way receiving point nearest the Joint Property or at 

29 prices agreed to by rhe Panies. 

30 

31 (3) Other Material shall be priced at the cunent new price, in effect at date of movement, as listed by a reliable 

32 supply store nearest the Joint Properry, or point of manufacture, plus transportation costs, if applicable, to the 

33 railway receiving point nearest the Joint Property. 

34 

35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 

36 new price, in effect on date of moverricnt, as listed by a reliable supply store nearest the Joint Property, or 

37 point of manufacture, phis transportation costs, if applicable, to the railway receiving point nearest me Joint 

38 Property- Unused new cubulars will be priced as provided above in Paragraph 2_A.(l) and (2). 

19 

40 B. Good Used Material (Condition B) 

41 

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

43 

44 (1) Material moved to tht Joint Property 

45 

46 At seventy-five percent (75%) of cunent new price, as determined by Paragraph A. 

47 

48 (2) Material used on and moved from the Joint Property 

49 

50 (a) At seventy-five percent f75%) Df current new price, as determined by Paragraph A, if Material was 

51 originally charged to the Joint Account as new Material or 

52 

53 (b) At sixty-five percent (65%) of current new price, as determined by Pasftgnvph A. if Material was 

54 originally charged to the Joint Account as used Material 

55 

56 (3) Material not used on and moved from Ihe Joint Property 

57 

58 At seventy-five percent [75%) of current new price as determined by Paragraph A. 

59 

60 The cost of reconditioning, if any, shall be absorbed by the transferring property. 

61 

62 C. Other Used Material 

63 

64 (1) Condition C 

65 

66 Material which is not in sound and serviceable condition and not suitable for its original function until 

°7 after reconditioning shall be priced st fifty percent (50%) of current new price as detenuncd by 
6 8 Paragraph A. The cow of reconditioning shall be charged to the receiving property, provided Condition 

69 C value plus cost cf reconditioning dees not exceed Condition B value. 

70 

- 7 -
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] (2) Condition D 

2 
3 Material, excluding, junk, no longer suitable for its original purpose, but usable for some other purpose 

4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 

5 under procedures normally used by Operator without prior approval orhlon-Operaiorx. 

6 

7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 

8 of comparable size and weight. Used casing, tubing or drill pipe utilized as Vine 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, shnll be priced under normal pricing procedures lar casing, tubing, or drill pipe. 

13 Upset tubular goods shall he priced on a noo upset basis. 

14 

IS (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 its original function but condition and/or value of such Material 

23 is not equivalent to that which would justify a price as provided above may bc specially priced as agreed to by 

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

25 rendered by such Material. 

26 

27 E. Pricing Conditions 

28 

29 (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25 

30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

3 1 sustained at the stocking point. Tbe above rate shall be adjusted as of the first day of April eaeh year 

32 following January 1, 1965 by the same percentage increase or decrease used lo adjust overhead rates in 

33 Section III , Paragraph I.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and 

34 shall be the rate in effect until rhe first day of April next year. Such rate shall be published each year 

35 by the Council of Petroleum Accountants Societies. 

36 

37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 

38 price of new Material. 

39 

40 3. Premium Prices 

41 

42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 

43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 

44 Material at the Operator** actual cost incurred in providing such Material, in making it suitable for use, aad in moving it 

45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 

46 Non-Operators for such Material. Eaeh—Won Op armor—shaft—have--the—right;—by—so - evening and • notifying—Operate*—within 

47 ton dayo oAor receiving notioe Aom Operator, to—famish-in kind -ell or part—of- -his • shore ef—such Material •cunablt—foe use 

48 end aooeptoWe to Operator. 

49 

50 4. Warranty of Material Furnished Dy Operator 

51 

52 Operator does nol warrant the Material furnished. In case of defective Material, credit shall not be passed lo the Joint 

53 Account until adjustment has been received by Operator from the manufacturers or their agents. 

54 

55 

56 V. INVENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material 

59 

60 1. Periodic Inventories, Notice and Representation 

61 

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

63 of intention lo take inventory shall be given by Operator at least thirty (30) days before nny inventory is to btgin so that 

64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to bc represented at an 

65 inventory shall bind Non-Operators to accept the inventory taken by Operator. 

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from Ihe reconciliation of a physical inventory shall bc made wilhin six 

70 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 

CHK 000205 
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overages and shortages, but. Operator shall bc held accountable Duly for shortages due to lack of reasonable diligence. 

Special Inventories 

Special inventories may be toxen whenever there is any sale, change of interest, or change of Operator to the Joint 

Properry. ll shall be rhe duty of the parry selling to notify all other Parties as quickly as possible afler the transfer of 

interest takes place. Ln such cases, both the seller and the purchaser shall be governed by such inventory. ln eases 

involving a change of Operator, all Parties shall be governed by such inventory. 

Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the 

Parties. 

B. The expense of conducting special inventories shall be charged to the Parties requesting such inveniori-js, except 

inventories required due to change of Operator shol! be charged to the Joint Account 

-9-
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
MARCH 9. 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED 

PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON 
RESOURCES COMPANY. AS NON-OPERATORS 

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

A. Worker's Compensation Statutory 

Employer's Liability $100,000 each accident 

B. Comprehensive General Liability 
including: 

(a) property damage and bodily 
injury liability including, 
but not limited to, losses 
resulting from explosion, 
collapse, underground damage; 
and 

(b) contractual liability assumed 
under this Agreement 

$1,000,000 
Combined single limit 

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 

$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 loss suffered because of insufficiency of 
the insurance procured and maintained for the Joint Account nor shall Operator be liable to 
Non-Operator for any loss occurring by reason of Operator's inability to procure or maintain the 
insurance provided for herein. If at any time during the term of this Agreement, Operator is unable 
to procure or maintain said insurance, Operator shall promptly so notify Non-Operator in writing. 

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

6. Any party hereto may individually and at its own expense procure such additional 
insurance as it desires; provided, however, such party shall 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 WellsVKF State 4 #1UOA\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 
any time while this agreement is in effect to take the share of gas attributable to the interest 
of such party, the terms of this storage agreement shall automatically become effective. 

During the period or periods when any party hereto is not selling or otherwise 
disposing of its share of gas produced from the Contract Area, or its purchaser is unable to 
take its share of gas produced from the Contract Area, the other parties shall be entitled to 
produce each month one hundred percent (100%) of the allowable gas production 
assigned to such Contract Area and shall be entitled to take and deliver to its or their 
purchaser all of such gas production. All parties hereto shall share in and own the liquid 
hydrocarbons recovered from such gas by lease equipment in accordance with their 
respective interests and subject to the Operating Agreement to which this gas storage 
agreement is attached, but the party or parties taking such gas shall own all of the gas 
delivered to its or their purchaser. Each party not selling or otherwise disposing of its 
share of the gas produced shall be credited with gas in storage equal to its share of the gas 
produced and metered under this Agreement. A nonconsenting party pursuant to Article VI 
of this Operating Agreement shall be credited with only its proportionate share of gas 
against its nonconsent penalties regardless of what share such owner's purchaser is taking 
at any given time. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. 
The Operator will maintain a current account of the gas balance between the parties and 
will furnish 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. 

WAPermiBrtOperalBd WsBslKF stale 4 nuOAVExhibil E Gas Baiarctag.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 1B496, 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 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 



concerning the amount of any default Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 

If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement. This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

In addition to the lien contained in Article VII.B. of the Operating Agreement, the 
Gas Balancing Agreement attached as Exhibit "E" to the Operating Agreement provides 
that each overproduced party grants a lien to each Underproduced Party upon its 
leasehold interest and upon its interest in gas production and the proceeds therefrom, and 
upon its interest in material and equipment, to the extent and so long as the Overproduced 
Party is overproduced, to secure its balancing obligations, both in kind and in cash, which 
lien shall be inferior and subject to the Operator's lien as provided in Article VII.B. of the 
parties Operating Agreement. 

VI. 

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

VII. 

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

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

VIII. 

This Memorandum may be executed in any number of counterparts, each of which 
shall be considered an original for all purposes and shall be binding upon the heirs, 
successors and assigns of the parties. The Operator is hereby authorized to compile the 
signature and notary pages from each of the counterparts in order to have one instrument 
containing signature and notarial acknowledgments for all parties for recording purposes. 
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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 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 snd gas interests", as that 
term is defined in Article I.C. thereof, in the Contract Area, and grants to Operator a 
security interest in its share of oil or gas when extracted from the Contract Area and its 
interest in all equipment located thereon to secure payment of its share of expense under 
the Operating Agreement (including costs of investigation, defenses and payment of any 
final judgment or settlement for damages arising out of operations thereunder), together 
with interest thereon in accordance with the Operating Agreement, in addition to any other 
remedies available to Operator in law or pursuant to the Operating Agreement. Upon 
default by a Non-Operator in the payment of its share of expense, without prejudice to any 
other rights and remedies, Operator shall have the right to collect from the purchaser of 
production from the Contract Area the proceeds from the sale of such Non-Operator's 
share of oil or gas produced and sold from the Contract Area unb'l the amount owed by 
Non-Operator, including interest, has been paid. Each purchaser of oil and gas produced 
from the Contract Area shall be entitled to rely upon Operator's written statement 
concerning the amount of any default. Operator grants a like mortgage, lien and security 
interest to the Non-Operators to secure payment of Operator's proportionate share of 
expense. 



If Operator pays a defaulting party's share of any costs or expenses pursuant to 
Article VII. B.4 of the Operating Agreement, all other parties to the Operating Agreement, 
including Non-Operators shall, upon being billed by Operator, contribute their proportionate 
share of all sums advanced by Operator for and on behalf of the defaulting party. Such 
contributing parties shall in addition to any other right they may have hereunder receive a 
share of any interest in the Contract Area forfeited by the defaulting party as well as any 
percentage penalty recoupment from such defaulting party. The share for each such 
contributing party shall be in proportion to its contribution. 

IV. 

This Memorandum shall constitute a Financing Statement covering oil and gas 
extracted from the Contract Area to the extent that such oil and gas is owned by a 
defaulting party under the Operating Agreement This Mortgage and Financing Statement 
shall be filed for record in the real estate records of any county or parish in which the 
contract Area is situated and/or the Secretary of State and shall be filed by Operator upon 
its own motion or upon the request of any Non-Operator. Each of the undersigned Non-
Operators shall be considered as both a debtor, to the extent that such party has failed to 
pay his or its share of expense, and as a secured party mortgagee. 

V. 

ln 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 ali 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 Company. a(n) company, on behalf of the company. 

Notary Public 

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

COUNTY OF ) 

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

Notary Public 

. Name (Print) 
My Commission Expires:. 
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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% 
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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, New Mexico 

END OF EXHIBIT "A-1" 
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« Samson 
Centennial Tower 
200 N Loraine, Suite 10*0 
Midland. TX '79701 
USA 
432/683-7063 
Fax 432'6e3-6847 

April 5, 2005 

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

Re: Operating Agreement 
Proposed KF State 4 i i \ 
S/2 Section 4, T-21-S, R-35-E 
Lea County, New Mexico 

Gentlemen: 

Samson is in receipt of the Operating Agreement for the referenced well. However, 
please be advised that by letter dated March 30, 2005 (copy attached) Samson rescinded 
its election to participate in the well and, therefoie, will not be executing the Operating 
Agreemeni. 

Should you have any questions regarding this matter, please contact the undersigned at 
(432) 686-6312. 

Sincerely, 

Tim Reece 
Senior Landman 

u c r u n t i n t 
OIL CONSERVATION DIVISION 

Case # 13492&1 3493 Exhibit No. 
Submitted By: 
Chesapeake Inc. 
Hearing Date: August 22, 2005 

NMOCD C a s e Nos. 13492 / 13493 
CHK 000153 



x Samson 
Centennial Tower 
200 N. Loratne. Sui 
Mtfand, TX 79701 
USA 
43Z'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: 


