’ Ches ape ake . Lyndz F. Townsend, CPL/ESA
p Senior Landman
Nalw‘m' Ga.f.
Natural Advantages.

April 4, 2005 -

VIA UNITED PARCEL SERVICE

Mr. Jim Wakefield

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

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

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

standard operating agreement. Please sign and return the signature pages fo my atiention
and the zddress below.

Should you have any questions please give me a call.

Very truly yours,
0 Chesapeake Operatinf,

Lyndé . Townsend

Enclosures

W:\CermianiOperated Wells\KF Slate 4 #1\JCAITransminal Letters dnc

Chesapeske F.nergy Corporation
6100 ;4. Western Ave. « Okleshoma Ciey, OK 73118 « P.O. Box 18496 » Okishoma City, OK 731540496
405 £79.9414 » fax 4057674251 « hownseni@ chienergy.com

(VI TS N N T

3 , OIL CONSERVATION DIVISION
‘ © Case # 13492813493 Exhibit No.__
. ' Submitted By:
Chesapeake Inc.

Stipulated Exhibit l ; S Hearing Date: August 22, 2005
NMOCD Case Nos. 13492 / 13493
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CUSTOMER ID (IF NECESSARY) Wakefield, Jim

COMPANY NAME Mr. Jim Wakefield

AT'l’ENTION Kaiser Francis Oll Company

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

6733 South Yale Avenue

CITY, Tulsa STATE OK ZIP 74136

PHONE # {918) 491-4510 RESIDENTIAL DELIVERY Y @
SERVICE TYPE (PLEASE CHECK ONE)
DOMESTIC SERVICES:

N NEXT BUSINESS DAY BY 10:30 AM .
NEXT BUSINESS DAY BY END OF DAY
NEXT BUSINESS DAY *BY 8 AM™
*ADD'L $25.00 CHARGE**
TWO DAY DELIVERY - AM
TWO DAY DELIVERY - PM
UPS GROUND (3-5 DAY)
*SATURDAY DELIVERY*
*ADDITIONAL $10.00 CHARGE*
USPS EXPRESS MAIL (P.O. BOX ONLY)
$ INSURANCE (IF VALUE EXCEEDS $100)

INTERNATIONAL SERVICES:

WORLDWIDE EXPRESS PLUS **BY 8:30 AM NEXT DAY*
**TO CANADA - ADD'L $40.00 CHARGE**
WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY
WORLDWIDE EXPEDITED WITHIN 3 DAYS
STANDARD GROUND ECONOMY
*SATURDAY DELIVERY*
*ADDITIONAL $10.00 CHARGE*
USPS EXPRESS MAIL (P.O. BOX ONLY)
$ INSURANCE (IF VALUE EXCEEDS $100)

*=iF YOU HAVE ANY QUESTIORS ABOUT DELIVERY SERVICES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS™

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY
PER AREA OF D RY

~ SENDER Sara Caldwell

APPROVED BY (ﬂ;{rﬂ,‘ afa »34 / W/VLOL

CONTENTS: KF State 4 #1 JOA
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® Chesapeake Lt Tt TL/ESA

Natural Gas.
Natural Advantages.
April 4, 2005
VIA UNITED PARCEL SERVICE

Mr. Tim Reece

Samson Resources Company
Centennial Tower

200 N Loraine, Suite 1010
Midland, TX 79701

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

Dear Mr. Reece:

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

Should you have any questions please give me a call,

‘ Very truly yours,

Chesapeake Operating, Inc.

Coyrcton il Jmiroemol

Lynda F. Townsend

Enclosures

W:Permian\Oparated Wells\KF State 4 #1\.10A\Transmital Letters.doc

Chesapeske Energy Corp

6100 N. Wesiern Ave. » Oklshoma City, OK 73116 » P.O. Box 18496 - Oklahoma City, OK 73154-0496
405.879.9414 « fax 405.767.4251 * Jtownsend @ chkenergy.com
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CUSTOMER ID (IF NECESSARY) Reece, Tim

COMPANY NAME Mr. Tim Reece

" ATTENTION Samson Resources Company
ADDRESS (STREET ADDRESS ONLY - NO P.O. BOX)

200 N Loralne, Suite 1010

CITY Midland STATE X ZIP 79701

PHONE # {432) 686-6312 RESIDENTIAL DELIVERY Y @

SERVICE TYPE (PLEASE CHECK ONE)
DOMESTIC SERVICES:

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

*ADD'L $25.00 CHARGE**

TWO DAY DELIVERY - AM

TWO DAY DELIVERY - PM

UPS GROUND (3-5 DAY)

*SATURDAY DELIVERY*

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

INTERNATIONAL SERVICES:

WORLDWIDE EXPRESS PLUS *BY 8:30 AM NEXT DAY*
**TO CANADA - ADD’L $40.00 CHARGE™
WORLDWIDE EXPRESS BY 10:30 AM NEXT DAY
WORLDWIDE EXPEDITED WITHIN 3 DAYS
STANDARD GROUND ECONOMY
*SATURDAY DELIVERY*
*ADDITIONAL $10.00 CHARGE*
USPS EXPRESS MAIL (P.O. BOX ONLY)
$ INSURANCE (IF VALUE EXCEEDS $100)

*IF YOU KAVE ANY QUESTIONS ABOUT DELIVERY SERVIGES AND TIMES, PLEASE CONTACT THE MAILROOM FOR SPECIFICS*™

ALL SERVICE TYPES ARE SUBJECT TO AVAILABILITY
PER AREA OF RY

/
SENDER Sara Caldwell

—

/
APPROVED BY M mcpa..ﬂ / / /D,(/)’lmé
w‘/z/ { 7 =
CONTENTS: KF State 4 #1 JOA
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A.APL.FORM 610-1982

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED
March 9 , 20058 ,

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 Seuth, Range 35 East, Containing 320 acres, more or less, NMPM

COUNTY OR PARISHOF Lea County STATE OF New Mezxico

Well Name: KF 4 State #1

COPYRIGHT 1982 ~ ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSL. CREEK BLVD., FORT
WORTH, TEXAS, 76i37-279], AFPPROVED
FORM. AAPL. NO. 610 ~ 1982 REVISED
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A.APL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1932
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A.APL.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

QOPERATING AGREEMENT

THIS AGREEMENT, entered into by and between ___ Chesapeak loratiop Limited Partpershi
hercinafier designated and

refered 10 as “Operator™, and the signutory party or parties other than Operuior, 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 and gas Jeoses andlor oil and gas interests in the land identified in
Exhibit “A”, and the parties bereio have reached an agreement 1o explore and develop these leases and/or ol and gas interests for the
production of oil and gas 16 the extent and os hereinafier provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings heze escribed to themn:

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

B. The terms “oil and pgas lease”, “lease™ and “leaschold” shall mean the oil and gas leases covering tracts of land
lying within the Conlract Ares which are owned by the panies to this agreement.

C. The term “oi! and pgas imerests® shall mean umleased fee and mineral interests in tacts of land lying within the
Connecl Arce which are owned by panties to this agreement.

D. The term “Comract Area” shell mean all of the lands, oil and gas leasehold interests 2nd oil and gas interests intended 0 be
developed mnd openited for oil and gas pury wnder this Such lands, oil and gos lessehold interests ond oil and gus intesests
are described in Exhibit “A”, ’

E. The term “driling unit” shall mcan the grea fixed for the drilling of one well by osder or mule of any state or
federal body having euthority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as eswublish-
ed by the paticrn of drilling in the Contract Area or 85 fixed by cxpress agreement of the Drilling Parties.

F. The term “drillsite” shall mean the oil and gas Jeese or interest on which a proposed well is to be located.

G. The terms “Drilling Party” and “Consenting Party™ shall mean a party who agrees o0 join in and pay its share of the cost of
any operation conduried under the provisions of this agreement.

H. The terms “Non-Drilling Party” and “Non-Consenting Party™ shell mcan & party who eiecis aot to paricipate
in a proposed operation.

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

ARTICLE II.
EXHIBITS

The follawing exhibits, as indicated below and hed hereto, are incorp d in and made a part heseof:
A. Exhibit “A", shall ivclude the foliowing infermation:
(1) Identification of lands subject 1o this agreement,

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

(3) P ges or fractional i of parties to this agreement,

[7 W aW] - L als H] ad N abioai-ta-thic.

“ rd-gor-leaser-andloroil-uad-ges f f ;

(5) Addresses of parties for notice purposes.

0O B-Exbibit"B Fom-ofbeasa

& C. Exhibit “C", Accounting Procedure.

D. Exhibit D", insurance.

B Exhibit “E™, Gas Balancing Agreement.

F. Exhibit “F", Nen-Disstiminetionuond-Cortfieation-olMon-Cegreusied Faviliies: M dum of Operating Agreement.,
D l'" Exhibit “l‘“,T R i

If any provision of sny exhbibit, except Exhibits “E” «nd-G* is inconsistent with any provision comtined in the body
of this agreement, the provisions in the body of this agreement shall prevail.
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A.A.P.L.FORM 610 - MODEL FORM GPERATING AGREEMENT - 1982

ARTICLE I
INTERESTS OF PARTIES

A.  Oll and Gas Interests:

1f sy party owns an oil end gas interest in the Contract Area, that wmierest shall be treated for all purpoeses of this agresment
and during the term hereof a5 if 1t were covered by the form of oil and gas leust attached hereto as Exhibit “B", and the owner thereof
shall be deemed to own both the Toyalty interest reserved in such lease and the interest of the lessee thereunder,

B. Inmterests of Parties in Costs and Production:

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

paid, end all equipment and materials acquired in operations on the Contract Aren shall be owned, by the parties as their interests are set
forth in Exhibit “A™. In the S%TE mrner. the paries shall also own 2)t production of oil and gas from the Contract Area subject to the
v .
payment of royaltics f“‘ + whioh-shall-be-borne-as-he:--inafiervot-forh-
b3 well. I ek PP Y abs A th hY ol al il aRd a3 f 25 herat whtak- (T 2 4
& £ the—teavelst § £ e A—eitel p—i—due
salad ea H hy £f. 3 H afail d Erorm-tho~-Cantraat-—A ball fan A-chal. dal:
pavable—each-party-antith of-p Bt £ Po:
26-be P 2 dali J' ry LL.. :.:l‘;fh HEY) T b P d M iy tha :' lh} " 3. e H h, .- -3 i\'.'-“ L;.IA 1k
other—parties-free—from-any-Hebitip-therefor—hlo-pany—rhalt be-responsible—ho 0 price-basis-highor—than-the-pR od
by—such-partr—to—any—othet—parryislessor yaley e—and-iF-any—sueh-otisr—partyslesses vainy hould—d d-and
. . . i . N
4 I‘B!ml’ i 'LL-F-'} t -L It d-lea: L!_! A__._ﬁ*‘“’“ ‘Wu.h Basds b 1. 40
»hih senn
Nothing contained in this Article I11.B. shall be 4 d an assip OF CTOSS-ASSig of § d hereby.
Gr—Fxeesi-RoyaltiesrOverridiegRoyelties-asd-OtherRaymentst
TInl b d—b ath. € th 0y Y £ Bk, laae- b b- haet—to. trsY
& Cd - L g . b . d gl ca ¢h ” 4
e ™ Lo anki ther_bied 4 I the lated Aricle IR bt a sty
A4 BRI TP PRy Lid P Eaal) Porsy
b 4 d=hall d.al be I 1oh- sact-abl d-ehall & A a-hald-th b = b ‘. h \l £
g 8 P Fom-eny
d-all-ala dd dafe a4 £ g Bl
Laks*d - "

D. Subsequently Crested laterests:

If any party should bereafler creaie an ovemiding r&ynlty. production psyment or other burden payable out of production
anmibutable t its working intcrest hereunder, or i’ such 2 burden existed prior 1o this agreement and is not set forth in Exhibit “A™, or
was not di sc]osc mwmm to all olher anties prior to the execution of this agreemen: by all parties, or is not a jointly acknowledged and
! not aﬁnnr of re eg'i &e rtcol'lbsa 1 th ecounl; {n g{‘: {P y afl pamies, Jotny ged
lhe ont{:ﬂ reg Is prior to the xm:m;l his Agreemen
accepted obligation o pmm any such mnletest being hereinatier relerred to as “subsequently created interest” irespective of the
timing of its crestion and the party oul of whost working intetest the subsequently created interest is derived being hercinafier referred

to as “burdened party™), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or panies, gll or a portion
of its working inerest end/or the production anributable therets, soid other party, or parties, shall receive said essigrment andior
production free and clear of said subsequently crzated interest and the burdened party shell mdemnify and save said other pany,
or parties, hammiess from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdencd party fails to pay, when duc, its share of } ble h der, all provisions of Articte VIL.B, shal} be

P &

& ble agninst the subsequently created iu'crest in the same manner 35 they are enforceable agrinst the working intesest of
the burdened party,

ARTICLE LV.
TITLES

A.  Titie Examination:

tract land:
Title cxemination shall be rnade on the ] 8 “.l.‘ Fe d-wall—priorie —ofdrildi H ~4f

the-DsillingPoring-so-requesi-titic ion-shall-be-made-on-theteases-and/or—oil-and—gas-int included tanned-to-be-inelud
oé.—m-eho-dr-dkng—um(—omnd—eueh-wour The opinion will include the owncrship of the wo:kmg interest, nunerlls, royalty, overriding
royalty and pr ion pay under the applicable Jeases, At the time 8 well is proposed, each party contributing ieases andlor oil ard
gas inlerests to the drillsite, or to be included in such drilling unit, shall fumish to Operator ll abstracts (including federa! lcase status
reports), title opinions, tille papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obteined by Op Op shalt
cause litle 10 be exaimnined by stiomeys on its staff or by outside anomneys. Copies of all title opiuions shali be furnished 10 each pany
hercto. The cost incurred by Operator in this title program shall be borne as follows:

D  Option No. I; Costs incurred by Operator in procuring ah and title eaamination (inciuding prefimicary, suppl |

shut-in gas royalty opinions snd division order utle opinions) shall be a pan of the administrative ovethead as provided in Exhibit “C",
and shall not be a direct charge, whether performed by Opsrator’s staff anomeys or by outside zttomneys.

.2~
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ARTICLE IV
contipued

and lease brokers
QEM_M._Z. Costs incurred by Operator in procuring abstracts and fees paid outside attorneys / for title examination
({including preli Y, b I, shut-in gas royalty opisions and division order title opinions) shall be borme by the Drilling Parties
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-
hibit *A”, Opcrator shall make no charge for scrvices rendered by its siaff atorneys or other personnel in the performance of the above

functions.

Each panty shall be responsible for sccuring curetive matier end pooling d or agr required in connection
ding of pooling

11

with Icases or oil and gas interests contributed by such party. Operator shall be responsible for the prepatation and
desigustions or declarations as well as the conduct of hearings before g | agencies for the ing of spacing or pooling orders,
This shall not prevent any party from appeering or its own behalf et any such heanng. / Costs incurred by Operator in procuriug

spacing and Pooling orders Includiag fecs paid outside attorneys shall be borne by the Drilling Parties.

No wel! shall be drilled on the Centract Arcz umil after (1) the title to the drillsite or drilling unit has been examined as ahove
provided—and-{2)-the-title—has—b pproved-by-the Hing y—or-title-has-been pred-ball-af the-pastion—whe-areto-par
L eiling-of t ®

B. Loss of Title:

1. Failure of Title; Should any oil and gas interest or lease, or inicrest therein, be lost trough 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 nincty (90) days
from fina! determination of title failure to acquire a new lease or other instrumént curing the entirety of the title fuilure, which scquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(a) The purty whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitied to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its past tc the other panies hereto by reason of such title failure;

{b) There shall be no r ive adj of exp incurred or 1evenues received from the operation of the interest which has
been lost, but the inlerests of the parties shall be revised on an acresge basis, as of the time it is dercrmined finally that title failure has oc-
curred, so that the interest of the pany whose lease or intercst is affecied by the title failure will thereafter be reduced in the Contract
Arca by the amount of the interest lost;

(¢) 1If the proportionate intercst of the other pamies hereto in any producing well therctofore drilied on the Contract Ares is
imcreased by reason of the title failure, the pacty whose title has failed shall receive the proceeds attributable to the increase in such ine
terest (less cosis and burdens antributable thereto) unti] it has been reimbursed for unrecovered costs paid by it in connection with such

well;

{d) Should any »crson not a party to this agreement, who is dﬂcrmmed to be the owner of eny inlerest in the iite which hes
failed, pey in any manner sny pact of the cost of operation, develop ar equip such shall be paid to the party or panties
who bore the costs which arc so refunded;

(¢) Any liability to account to & third party for prior production of oil and ges which arises by resson of title failure shall be
borne by the party or partics whose title failed in the same proportions in which they shared in such prior producuon; and,

(f) No charge shall be made 1o the joint accoum for legal expenses, fees or salaries, in connechion with the defense of the imerest
claimed by any party hereio, it being the intention of the panies hereto that cach shell defend title to its interest and bear ol expenses in
connection therewith.

2. Loss by Non-Payment or Emoncous Paymemt of Amount Dug; 1f, through mistake or oversight, any rental, shul-in well
payment, minimum royalty or royalty paymeni, is not peid or is emoncously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability agsinst the party who failed 1o maice such pzyment. Uniess the party wbo failed to make the required
peyment secures 2 new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject 1o Anicle VIILB,, the interests of the parties shall be revised on zn acteage basis, effective &s of the
date of termination of the lcuse involved, and the panty who failed 1o meke proper payment will no longer be credited with an interest in
the Contract Asea on account of ownership of the lezse or intesest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the ime of the loss, from the proceeds of the sale of oil and gas artributable 1o
the lost intcrest, calculated on an atreage basis, for the development and operating costs theretofore paid on account of such intersst, it
shail be reintbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously sbandoned) from so much of the following as is necessary to effect reimbursement:

(3) Proceeds of oil and gas, less operating h fi d to the credil of the Jost interest, on un acresge basis,

up to the amount of unrecovered costs;
(b) Proceeds, ess operating expenses, thereafler accrued attributable to the lost intercst on an acreage basis, of thet portion of
oil and gas thereafier produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lcase

4 SRRy

fon, would be afir
portion of the ¢il and gas 10 be contributed by the other parties in proponion to their respective interest; and,

(c) Any monies, up to the amount of unrecovercd costs, that may be paid by any party who is, or becomes, the owner of the interest
lost, for the privilege of participating in the Contract Area o becoming a perty to this agreement.

fo the lost interest on an acrcage basis, up to the amount of unrecovered costs, the proceeds of said

of tide . .
3. Other Losses:  All Josses ¢ incarred, other than those set forth in Anicles IV.E.1. and JV.B.2. above, shal} be joint losses
and shall br berne by all panties in proportion to their interests. Thure shall be no scadjustment of intcrests in the remaining portion of
the Contvact Arsa.
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1952

1 ARTICLE V.

2 QPERATOR

3

4 A. Designation snd Responsibilities of Operator;

5

6 Chesnpeake loration Limited Pa) ip, by and through its agent Chesapeake rating, Ine : shall be the
7 Operator of the Contract Ares, and shali conduct and direct and have full conmrol of all operations on the Contract Ares 25 permitted and
8 rcquired by, and within the limits of this agr 1t shall conduct ali such operations in & good and workmanlike manner, but it shall
9 have no Jisbikity a5 Operator to the other partics for losses sustained or liabilities incurred, except such as may result from gross
10 negligence or willful miscond

1" '
12 B. Resignation or Removal of Operator and Selectlon of Successor:

13

14 I. Resignation or Removal of Operetor Operator may resign at any time by giving written notice thereof to Non-Opcrators.
15 If Operalor termi its legal exi no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
16 Op . Op shall be d d 16 have resigoed withowt eny action by Non-Op except the selection of & Operatar

17 may be removed if 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) or more Non-Opemiors owning 2 majority interest based on ownership ss shown on Exhibit “A™ remaining
18 afier exciuding the voling interest of Operator. Such resignation or ! shall not b effective until 7:00 o'tlock AM. on the
20 fust day of the calendar month following the expiration of ninety (90) days afler the giving of notice of resignation by Opertor or sction
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator a; an earlier

22 date. Operator, after effective date of resignativn or removal, shall be bound by IM 1erms hmaf as 2 Non-Ogerator. A change of a ror-

23 poraic name or structure of Operator or transfer of Operator's interest (o any / smg-s Y, parent ar cotporetion shall not
24 be the basis for removal of Opetator.

25

26 2. Selection of Spccessor Operator; Upon the resipnation or removal of Operator, a Op shall be sclected by
27 the parties. The Of shall be selected from the parties owning an interest in the Conwact Area at the time such successor

28 Operator is selected. The successor Operator shall be selected by the affimative voic of two (2) or more partics owning a majority inferest
29 based on ownership as shown on Exhibit “A”™, provided, however, if an Operator which has been removed fails to vote or voies oaly 1o
30 succecd itsell, the successor Operator shall be selected by the affirmative vore af two (2) or mare parties owning a majority interest based
31 on owncrship as shown on Exhibit “A™ remaining fier excluding the voting interest of the Opcerator that was removed.

33 C. Employees:

35 The number of employces used by Operator in conducting operations hereunder, their selection, end the hours of lebor and the
38 compensation for services performed shall be determined by Operator, and all such employees shall be the employecs of Operator.

37 '

38 D. Drilling Contracts:

38

40 ALl wells drilled on the Contract Arca sholl be drilled on » competitive contract basis at the usal rates prevailing in the area. If it so
41 desires, Operator may employ its own 1ools and equipment in the driliing of wells, but its charges therefor shnll not exceed the prevailing
42 rates in the arca snd-the-rate-ofsuch-churges-shall-be-apreod-upen-by-the-purtios-in-writing-beforo-drHing o d, and

43 such work shall be performed by Operator under the same terms and conditions as are cuswmary and usual in the arca in contracts of in-

44 dependent contraclors who are doing work of s similer nature.

49 ARTICLE V1,
50 " DRILLING AND DEVELOPMENT

52 A. Initial Well:

54 On or before the 1st day of May , 2008, Opcrator shall commence the drilling of 2 welt for
55 oil and gas at the foliowing locution:

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

80 and shall thereafter continue the drilling of the well with due diligence 1o 1 depth of 12,100 feet or 3 depth sufficient, in
€1 Operator’s sole opinion, to adequately test the Morrow formation

62

63

64

65 unless granite or other practically imp ble sub or condition in the hole, which renders further dnlliog impracticel, is en-
66 countered ata Jesser depth, or unless all parties agree 1o complete or abandon the well at 8 lesser depth,

(14

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

69 gas in quantitics sufficient 1 test, unless this agreement shall be limited in its appiication to 2 specific formation or formations, in which
70 event Operator shall be required to test only the formation or formations 1o which this agrecment may apply.
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ARTICLE V1
contipued

If. in Operalor's judgment, the well will not produce oil or gas in paying guantitics, and it wishes to piug and abandon the
well as a dry hole, the provisions of Articie VLE.1. shall thereufter upply.

B.  Subsequept Operations:

1. Propesed Opemations: Should any panty herew desire lo drill any wel on the Contract Arez other than the well provided
for in Article V0A., or to Tework, deepen or plug back s dry hole drilled at the joint expense of all paniies or a well jointly owned by ail
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written nolice of the proposed operation, specifying the work 1o be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such 8 notice shall have thinry (30) days after receipt of the notice
within which to notify the pacty wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal 10 rework, plug back or dril! deeper may be given by telephone and the response period shall be
limited 10 forty-cight (48) hours,'f mw of Saturday, Sunday, and lcgal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

P given by telephone shall be promptly confirmed in writing.

I s} parties elect to participaie in such a proposed operation, Operator shall, within nincty (90 days afier expiration of the aotice

penod of thirty (30) days {or as promptly es possible aftz- the expirsiion of the forty-eight (48) hour period when a drilling rig is on Joca-
tion, as the case may be), actually the proposed operation * and plete it with duc diligence at the risk and expense of all par-
tics hereto; provided, h , said date may be extended upon written notice of same by Operator to the other parties,
for a period of up o thitty (30) additional days if, in the sok opinion of Operator, such additions} fime is by v 0 obtain
permits from gover 1 authoritics, surface rights (including rights-of-way) or appropriate drilling equip orio plele title ex-
amination or curative matier required for titie approval or s Notwithstanding the force majeure provisions of Anicle X1, of the

stiual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto stil} desires to conduct saic operation, written notice proposing same must be resubmifted to the other partics in sccor-
dance with the provisions hereof as il no prior proposal had been made.

2. Operatiops by Less than AUl Paries: 1If any party seceiving such notice as provided in Anicle VL.B.1, or VILD.1. (Option
No. 2) elects not to panicipate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other partics as shall clect to panicipate in the operation shall, within rincty (90) days afier the expiration of
the nolice period of thirty (30) days (or as promptly as possible afier the expiration of the forty-cight (48) hour period when a drilling rig is
on lucsaon, as the case may be) actvally the proposed operation ¥ and complete it with due diligence. Operatos shall perform all
work for the account of the Consenting Partics: provided, however, if no drilling rig or other equip is on location, and if Op is
2 Non-Ci ing Party, the C ing Parties shall cither: (a) request Opcrator 10 perform the work required by such proposed opere-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Partics as Operator 1o perform such work. Con-
senting Parties, when conducting operations on the Contract Ares pursuent to this Anticte VI.B.2., shall comply with all terms snd con-

ditions of this agreement.

* Nothing contained herein sball prohibit Operator or the participating parties from actuslly commeacing the proposed
operation before the expiratiun of the notice period por shall the timing of such commencement afTect in any way the validity of a
party’s election or deemed clection.

If dess than sll parties approve any proposed operation, the proposing party, i diately after the cxpimtion of the applicabl
notice period, shall advise the Consenting Parties of the tntal interest of the parties approving such operation snd its dation as
x;nwcr:sthweer the Consenting Partics should procesd with the operation as proposed. Each Consenting Party, within forty-cight (48) hours
{/ exelusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing panty of its desire 10 (8) limit par-
ticipation to such party's interest as shown on Exhibit “A" or (b} camy its proportionate part of Non-C ing Parties’ and

failure 10 advise the proposing party shall be deemed an election under (a). In the event » drilling i is on location, the time permitted for
such & response shall not exceed & total of forty-eight (48) hours (incjusive of Samrday, Sunday and legal holidsys). The proposing party,
at iis clection, may withdraw such proposal if there i insufficient panticipation and shalt promptly notify al} parsies of such decision.

The entire cost and risk of condurting such operations shall be bomne by the Consenting Pariies in the proportions they have
elected to bear same under the terms of the preceding paragraph. C ing Parties shall keep the leasehold estates involved in such
operations free and clear of all liens snd encumbrances of cvery kind created by or srising from the operations of the C ing Parties.
If such an operation results in a dry hofe, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, Tisk and expense. 1f any well drilled, rewnrked, deepened or plugged back under the provisions of this Article results in 8 pro-

ducer of oil and/or gas in paying quantities, the C ing Parties shall

plete and equip the well 1o produce at their sole coust end risk,
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ARTICLE VI
continned

and the well shull then be turned over to Operator and shal) be operated by it at the expense and for the account of the Cansenting Par-
ties. Upon of aperations for the drilling, reworking, deepening or plugging back of any such well by Consening Parties
in accordunce with the provisions of this Article, each Non-Consenting Party shall be d d to have relinquished 1o Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, ali of such Non-Consenting
Party's intercst in the well and share of production therefrom until the proceeds of the sale of such share, calculated st the well, or
market value theseof if such share is not sold, (afier deducting production taxes, excise taxes, royalty, overriding soyalty and other ip-
terests not excepted by Anticle TTILD. payable out of or d by the prod from such well accruing with respect to such interest
unti] it reverts) shall equal the total of the following:

500
(8) 460% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment nd the wellhead
cennections (including, but not limited 1o, stock tanks, ser treaters, pumping eguip and piping), plus % of each such
Non-Consenting Party's share of the cost of operation of the well ing Wwith first production and inuing until each such Non-
C ing Party's relinquished intetest shall revert to it under other provisions of this Article, it being agreed that each Non-
Conscrting Party's share of such costs and equipment will be that imerest which would have been chargeable 10 such Non-Consenting
Party had it pasticipated in the well from the beginning of the operations; and

{b) 500 ___ % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C., end ____ 500 % of that portion of the cost of newly ecquired equip-
ment in the well (10 and inctuding the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An tlection not to participate in the drilling or the deepening of 2 well shall be d d an ion not to participate in any re-
working or plugging back operation proposed in such & well, or portion thereof, to which the initial Non-Consent election applied that is
conducied at any time prior to full recovery by the Consenting Peurties of the Non-C ing Party's p Any such
reworking or plugging back operati ducted during the p period shall be decmed pan of the cost of operation of said well
and there shall be added 10 the sums to bz recouped by the Consenting Pmiesly Ene hundred percent {386%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Panty had it participated therein. If
such » reworking or plugging back operation is proposed during such p period, the provisians of this Article VLB, shall be ap-
plicable as b said C ing Parties in said well.

Douring the period of fime Consenting Panies are emitled 10 receive Non-Consenting Party's share of production, or the

p ds therefrom, C ing Parties shall be responsible for the payment of all production, scverance, excise, gathering and other
texes, and all yoyalty, overriding royalty and other burd ppliceble 10 Non-C ing Party's share of production not excepted by Ar-
tick 111.D.

In the case of any reworking, plugging back or decper drilling operation, the Consenting Partics shall be permitted to use, free
of cost, ali casing, tubing and other equipment in the well, but the ownership of all such equipmient chall remain unchanged; and upon
abandonment of & well sficr such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
menl 1o the owners thereof, with each party receiving its proportionaie part in kind of in veluc, less cosl of salvage.

Within sixty (60) deys afier the wpletion of any operation under this Anicle, the party conducting the operations for the
Consenting Panies shall furnish cach Non-Consenting Party with an inventory of the i in and d 10 the well, and an
iternized staternent of the cost of drilling, deepening, plugging back, lesting, completing, and equipping the well for production; of, at its
option, the operating party, in licu of an itemized siatement of such custs of opecution, may submit & detailed of hly bill
ings. Each month thereafier, during the time the Consenting Partics are being reimbursed as provided above, the party conducting the
operations for the Conseruing Parties shall fumnith the Noan-Consenting Partizs with an itemnized statement of al} costs and Habilities in-
curred in the operation of the well, togetber with & stat of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month In determining the quantity of oil and gas
produced during any month, Consenting Parties shall usc indusiry accepied methods such =s, but not limited to, metcring or periodic
well tesis. Any amount realized from the sate or other disposition of equipment newly scquired in connection with any such operation
which would have been owned by 8 Non-Consenting Party had it patticipated therein shall be credited against the 10l unreturned costs
of the work done 2nd of the equip hased in 4 ining when the interest of such Non-Consenting Party shall revert 1o it as
above provided; and il there is 2 credit balunce, it shall be paid 10 such Non-Consenting Party,
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ARTICLE VI
continued

1f and when the Consenting Parties recover from a Non-(.;am r;g‘ 5:%;’&':““:2?&3] n:‘l’(‘:'r‘ﬁ‘ l!eh;ému?% 1:“ ;;’r:;;ldcd for above,
the relinguished interests of such Non-Ci sng Pasty shell eally revert to it /, and, from and afier such’ réversion, such Non-
Consenting Party shall own the same imerest in such well, the material and equipmant in or peruining thereto, and the production
therefrom as such Non-Consenting Party would have been entilled to had it panticipated in the drilling, reworking, decpening or plugging
back of said well. Theseafter, sush Noo-C ing Party shili be charged with and shall pay its propartionate part of the further costs of

P, 4

the operation of said well in sccordance with the terms of this ag snd the A ing F (3 hed herelo.

Notwithstanding the provisions of this Articke VLB.2,, it is agreed that without the mutual consent of all parties, no wells shall

be completed in or produced from 2 source of supply from which a well located elscwhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing patern for such source of supply.

The provisions of this Anicle shall have no application whatsocver to the drilling of the initial well deseribed in Anticle VLA,
except (a) as to Article VILD.1. (Option No. 2}, if selected, or (b) us to the reworking, deepening and plugging back of such initiat well
efer if has been drilled to the depth specified in Article VLA, if it shall thereafier prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantitics: , 0¥ ( ¢ ) Operator propuses to recomplcte additionsl zones in any producing well drilled
under the terms of this Agreement.

3. Stapd-Bv Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have becn
completed, and the resulis thereof fumished 10 the parties, stand-by costs incumed pending respense to a party’s notice proposing a
reworking, despening, pligging back or compicting operetion in such a well shall be charged und borne as part of the drilling or dexpen-
ing operation just compicied. Stand-by costs subscquent to all panies responding, or expiration of the resp tme perminied, whichever
first occurs, and prior o ag as 1o the participating i of all C ing Parties p 1o the terms of the second gram-
matica! paragraph of Article VI.B.2,, shall be charged 10 and bome as part of the proposed operation, but if the proposai is subsequently
withdrawn because of insufficient perticipation, such stand-by costs shall be ali d b the T ing Parties in the proportion
each Consenting Party's interest 88 shown on Exhibit A" bears 10 the toiat imerest 25 shown on Exhibit "A” of oll Consenting Par-
hes.

4. Sidetcking: Except as hercinafier provided, those provisions of this agreement applicabic 1o 8 “deepening™ operation shall
also be applicable to any propossl to directionally control and intentionally deviate a well from ventical s0 as to change the botiom hole
locatior (herein call “sidetracking™), unless done to straighten the hole or to drill around juek in the hole or hucause of other
ing aperation that does not own an interest in the

A o

mechanical difficulties. Any party having the right to participate in 8 prop
affected well bore at the time of the natice shall, upon electing to participate, tender to the well bore awnert its proportionate share (equal
to its interest in the sideaacking operation) of the velue of that poftion of the existing well bore 10 be utilized as follows:

(a) I the proposal is for sidctracking an existing dry hole, reimburscment shall be on the basis of the sctuai costs incurred in
the initia) drilling of the well down 10 the depth at which the sidetracking operation is initiated.

(b) !f the proposal is for sidetracking 8 well which has previously produced. reimbursement shall be on the basis of the well's
salvable maierials and cyuipment down 10 the depth at which the sidetracking operation is initisted, determined i, accordance with the
provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event ihat notice for a sidetracking operation is given while the drilling rig o be utilized i5 on Jocation, the response period
shall be limited 10 forty-eight (48) honm,‘? ¥ of Satucday, Sunday and legal holiduys; provided, however, sny party may request and
receive up to eight (8) additional days after expiration of the forty-cight (48) hours within which 10 respond by paying for all stend-by time
incuered during such extendad response period. If more than onc party elects to teke such additiona! time to respond 1o the notice, stand
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the propottion each electing par-
ty's interest as chown on Exhibit “A” bears 10 the total interest a5 shown on Exhibit “A” of all the electing perties. In all other m-
stences the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or scpasately dispose of its proportionate share of all oil end gas produced from the Corntract Area,
exclusive of production which may be used in development and producing operations and in preparing and weating ofl wnd gas for
marketing purposes and production unavaidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be bome by such party. Any party 1aking its share of production in kind shail be

-7-
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ARTICLE VI
continued

required 10 pay for only itz proportionaie share of such parnt of Operator's surface facilities which it uses.

Bach b chall PVS S PR dace_and 5 r. b, ) L oate irtaract i v 3 ke

Each-party S e e y y-for-the-sale-of P rom
s Y e A 4. . rdac-in-datiele VI B. Ball T niﬂ.‘ Y H di A 7 e e VO o &
ne 3 085 Y Pt P M A 458 O 4o Paymef troaty—Harm- 4
its-share-ofeil-produstion:

In the cvenl any panty chall fail to make the arrangements necessary to take in kind or separately dispose of its proportivnate share of

the ouﬂ' proc‘u%cd {rom the Coutmct ea., [o; r shall heve the right, subject to the revocation at will by the party owning it, but not

the obligation, 1o purchase such oxl Egll it to others at any time and from time to time, for the account of the pon-taking party at the
best price obtainable-inthe-area for such production, Any such purchase or sale by Opetator shall be subject always 0o the right ftne

owner of the production 10 exercise a¢ any lime its right to ke in kind, or sepamiely dispose of, its share of ell o /d not yrevmusly
delivered to 8 purchaset, Any purchase or sale by Operutor of any other party's share of oil shall be only for such reasonable periods of
time as are i with the mink needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

In the event ont or more parties’ seprrate disposiion of its share of the gas causes split-sweam deliveries 1o separate pipelines and/or
deliveries which on 8 day-to-day besis for any reason are not exactly equal to a party's respective proportionate share of 1otal gas sales to
be alt d 1o it, the bak g or ing between the respective aceounts of the partics shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an sgreement is attached as Exhibit “E”, o is » separaie agreement.

D.  Access to Contract Area and Information:

Each party shall have aceess to the Contact Area at all m.somble times, at its sole cost and risk to inspect or observe operations,
and shall have access at ble times 1o inft on p ag o the devel or thereof, including Op 's books
and records relating thereto, Operator, upon request, shall furnish nch of the olh:r&amu with co;nes of all fonns or reparts i filed with

odnct

and petual mnnlh 9 { on nd aa es vohuym
govemmental agencies, daily drilling reports, well [ogs. )‘ daty-ga 56

sach—month, and shall make available samples of any coses or :unmgs taken from any wel] drilled on the Contract Area The cost of
galhcrmg and fumnishing information 10 Non-Operator, other than that specified above, shall be charged 0 the Non-Operator that re-
quests the Inf ion. / Non- ting parties shall be denied access to the well location and well information until the non-consent

period has expired.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Eacept for any well drilled or deepened pursuant 1o Article VI.B.2., any well which has been
drilled or despened under the terms of this ag and is proposed to be pieted as a dry hole shall not be plugged and abandoned

without the consent of all parties. Should Operator, afier diligent effort, be unable 1o contact any party, or should any pesty fail to reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and sbandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and zxpense of the perties who participaied in the cost of drilling or decpening
such well. Any party who objetts to plugging end abandoning such well shall have the right to take over tbe well and conduct further
operations in search of ol end/or gus subject to the provisions of Anticle VLB,

2. Abandonment of Wells that have Produced: Except for sny well in which s Non-Consent operation has been conducted

hereunder for which the Conscating Parties have not been fully rumbuxsed as herein provided, any well \dpdn hes been completed a5 a
cipat ul thecost of drilling the well

producer shall not be plugged and abandoned without the consent of alt pamer /. rﬁ nr "Dartics conscal 1o such afandonment, the well shall

be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of ali the panies hereto. I, wittun

thirty (30) days sfier receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing ta continue its operation frem the intervai(s) of the formation(s) then open to production sball tender 1o each of the other

parties its proportionate share of the value of the well's salvable mate?l u‘;sn“ lpplm %ocl‘sstltw;% g: :.:.ardance w:ﬁ“ gsﬁmns of

Exhibit “C", less the estimaied cost of salvaging and the estimated cost nf pluggmg mg oomee 'mh:@donmem o guh assign
the non-abandoning parties, without warranty, express or implied, as to title or &s to quantity, or fimess for use of the equipment and
material, all of its interest in the well and related cquipment, 1ogether with its interest in the Jeaschold estate a3 1o, but oaly 25 to, the in-
terval or intervais of the fic ion or fc ions then open to production, If the interest of the abandoning party is or i an oil and
gas inierest, such party shall execute and deliver 1o the non-abandoning party or pasties an oil and gas lease, limited 1o the interval or in-
tervais of the formation or formations then open 1o production, for a term of one (1) year and so long thereaficr a5 oil and/or gas is pro-
duced from the interval or intervels of the formation o formations covered thereby, such lease 10 be on the jorm attached as Exhibit

10k
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ARTICLE V1
continued

“B". The assignments or leases so limited shall encompass the “drilling upit” upon which the well is loczied. The payments by, and the

assignments or leases tu, the assignees shall be in 2 ratio based upon the relationship of their respective p of panticipation in the
Contract Avea 10 the aggregste of the percentages of participation in the Contract Area of alf assignees. There shall be no readjustment of

interests in the remaining ponion of the Contract Area.

Therealter, sbandoning perties shall have no further responsibility, liability, or interest in the operation of or production from
the weiltin uthj E\g(lg'ul or intervals then open other than the royalties retained in any lease made under the terms of this Articie. Upet-re-
quest; / 6pcralor spd\ll continue to operate the assigned well for the of the non-abandoning parties ar the rates and charges con-

plated by this ag phus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed aband of the producing intervak(s) assigned or Jeased, \he assignor or lessor shall then bave the option ©
repurchese its prior interest in the well (using the same valuation formula) and participate in further operations therein subject i the pro-
visions hereol.

3. Abandonment of Nop-Consent Opergtions: The provisions of Article VLE.1. or VLE.2 sbove shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Anicles; provided, however, no well shall be
permanently plugged and abandoned vnless and wntil all parties having the right to conduct funther operations iherein have been notified
of the propesed sbandonment and afforded the opportunity to elest to take over the well in accordance with the provisions of this Anicle
VLE.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A.  Liability of Parties:

The Lability of the parties shall be several, not joint or collective. Each party shall be responsivie only for its obligations, and
shall be liable only for iis proportionate share of the costs of developing and operating the Contract Arca. Accordingly, the liens grented
among the partics in Article VILB. are given 10 sccure only the debts of cach severally. It is not the intention of the parties to create, nor
shall this ag; be des ing, 8 mining or other partnership or association, of to render the parties Tiable as parmers,

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil end gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracied and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit “C™. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operatar shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
wining of judgment by Operator for the secured indebiedness shall not be deermed an election of remedies or otherwise affect the lien
rights or security interest s security for the payment thereof. In addition, upon defauit by any Non-Optrator in the payment of its share
of expease, Operator shall heve the right, without prejudice to other rights of remedics, to collect from the purchaser the pruceeds from
the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Opeiator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator's written staiement concerning the amount of any default. Operator granis a iike lico
and security interest to the Non-Operators to sccure payment of Operator’s proportionate share of expense.

If any pany fails or is unsble to pay its share of expense within sixty (60) days afier rendition of a therefor by

Opemtor, the non-defaulting partics, including Operator, shall, upon request by Opcrator, pay the unpaid amount in the proportion that
the interest of each such party bears 1o the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
imnb thereof, be subrogated to the security rights described in the forcgoiog paragraph.

C. Payments and Acconnling:

Except 23 herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incumed in the develcpment
and operation of the Contract Area pursuant to this agreement and shall charge each of the partics hereto with their respective propor-
tionete shares upon the expense basis provided in Exhibit "C”, Operator shali kecp on accurate record of the joint account hersunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time 10 time to demand and receive from the other parties payment in advance
of their respective shares of the cstimated amount of the expense 10 be incurred in operations hereunder during the next succseding
month, which right may be ised only by submission to each such party of an itemized of such esti d expense, togeth
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti d shall be subnutted

P

on or before the 20th doy of the next preceding month. Each purty shall pay to Operstor its proportionsie share of such estimate within
fifieen (15) days after such estimate aod invoice is received. ¥ any party fails to pay its share of said estimnte within said time, the amount
due shall bear interest as provided in Exhibit “C™ until paid. Proper adjusiment shall be made menthly between advances and scwal ex-
pense 1o the end that each party shall bear and pay its proponionate share uf actus! expenses incumed, and no more.

D. Limitation of Expenditures:

1. Qrill or Deepen:  Without the consent of all partics, no well shall be drilled or decpened, éxcept any well drilled or deepened
pursuant 1o U provisions of Article VI.B.2. of this sgrecment. Consent 1o the drilling or decpening shall include:
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ARTICLE VII
continued

[J Option No. 1; A) necessary expenditures for the drilling or deepening, testing, pleting and equipping of the well, including
necessary tankege and/or surface facilities.

@ Option No. 2: All necessary expenditures for the drilling or deef:mn\; and lemng of the well. When such well has reached its
suthorized depth, and all tests have been completed, and the results thereof / %nmlsgod to the parties, Operator shall give immediate notice
‘1o the Nowa'emm whe have the right to perticipate in the pletion costs. The partics teceiving such notice shali have forty-cight
(48) hiours (/ ewelusive of Sanurday, Sunday lnd legal holideys) in which to elect 1o perticipate in the sctting of casing and the completion at-
tempt. Such election, when made, shall include consent to all Y exp for the completing and ipping of such well, in-
cluding necessary tankage andfor surface facilities. Pailure of any party receiving such notice to teply within the period above fixed shall
constitute an election by that party not 10 participate in the cost of the completion antempt. If one or more, but less than all of the parties,
elect to set pipe and to pt B pletion, the provisi of Article V1.B.2. hercof (the phrase “reworking, despening or plugging
back™ as contzined in Article VIB.2, shall be deemed 1o include “completing™) shall apply to the operati hereaft ducted by less
than all panies.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except & well reworked or
plugged back pursuant to the provisions of Anicle VI.B.2. of this agreement Consent to the reworking or plugging back of 8 well shall
include all y e ditures in conducting such op and pleting and ipping of said well, including nccessary tankage

and/or surface facilities.

3. QOther Operations; Without the consemt of all panies, Op shall not undertake any single project reasonably estimated
10 Tequire an expenditure in excess of Fifty Thounnd Dollars (S5¢.600.00 )
except in copnection with a well, the drilling, reworking, deepening, P recompleting, or plugging back of which has been
previousty authorized by or pursuant to this agr provided, h dul, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different neture, Operator may teke such steps and incur such exp as in its opinion are required
to desl with the emergency to safzguard life and property but Opetatot, as promptly as possible, shall report the emergency 1o the other
parties. 1f Operator prepares an authority for expendiure (AFE) for its own use, Operator shall fumish any Non-Operator so requesting
an informetion copy thereof for any single project costing in excess of Fifty Thousand

Dollars ($50,600.00 ) but Jess than the amount first set forth above in this paragraph. / An AFE is an estimate only of costs and
in no way shall the execution of an AFE limit the liability of any pucty.
E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royaltics which may be required under the terms of any lease shall be paid by the
party or partics who subjected such lease to this agreement at its or their expense. In the tvent two or more partics own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
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
failute to make proper payment of any rental, shut-in well payment or minimuim royalty through mistake or oversight where such pay-
ment is reguized to continue the lease in force, By loss which results from such non-payment shall be borne in accordence with the pro-
visions of Article [V.B.2.

Operator shall notify Non-Op of the anticipated pletion of a shut-in gas well, or the shutting in or remm to production
of a producing gas well, at Jeast five (5} deys (excluding Sawrday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to eking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any least contributed hereto by Non-Opcerator for failure to suske timely paymments of any shut-in well payment

shall be borne jointly by the partics hereto under the provisions of Anticle 1V.B.3.

F.  Taxes;

Beginning with the first calendar year afier the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such tarcs, and 3t shall pay all such taxes assessed thereon before they
become delinquent. Prior 1o the rendition date, each Non-Operator shall fumish Operator information as tc burdens {to wnclude, but not
be limited 1o, royalties, overriding royahies and production peyments) on leases and ol and ges interests contibuted by such Non-
Opcrator. If the d valuation of any leaschold estate 15 reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure 1o the benefit of the owoer or
owners of such leasehold estate, and Operator shall adjust the charge to such owmer or owners so as to reflect the benefit of such redue-
tion_ If the ad valorem taxes are based in whole or in pan upon separate valuations of cach party’s working interest, then notwithstanding
anything fo the contrary herein, charges to the joimt account shall be made and paid by the partics hereto in accordance with the tax
value generated by each party’s working intcrest. Operator shall bill the other parties for their proportionate shares of 2] tax payments in
the manner provided in Exhibit "C".

iIf Op: id any tax improper, Operslor may, at s discrction, protest within the time and manner
prescribed by luw, and prosecute the protest tc & final determination, unless all panies agree to abandon th: protest prior 1o fina) deter-
During the pendency of admint ive or judicial p di Op may elect to pay, under protesy, all such taxes and any

interest and penalty. When any such protesied assessment shall have been finally detcrmined, Operator shall pay the tax for the joint ac-
count, together with tny intercst and penalty accrued, end the total cost shall then be assessed zgainst the parties, and be paid by them, 25
provided in Exhibit "C".

Each party shall pay or causc to be paid all production, severance, excise, gathering and other taxes imposed upon or with respeet
to the production or handling of such punty’s share of oil 2nd‘or gas produced under the terms of this agreement.

-10 -
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ARTICLE V11
continued
G. Insurance:
At all times while operati are ducted b ger, O shall comply with the workmen's compensation lew of
the state where the operations are being ducted; provided, however, that Operator may be a self-insurer for Tinbility under ssid com-

pensation Jaws in which event the anly charge that shall be made to the joint account shall be s 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", anached to and made 2 part
hereof, Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation

law of the siate where the operations ase being conducted and to maintain such other insurance as Operator may require.
in—the A bite—publie-ability— is-specifiod—in—said—Exhibit-"D"—ersubsequentlyreceivec—the—approval-eithe
T rH t_ad ol ba mmade b O L x sd fortuch s £e Fat aJ
e i B’ v ’ L P gt Ld bbbl of
ARTICLE VIIIL.

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
A. Surreader of Leases:

The leases covered by this agreement, insofar as they embrace amag&in the Contract Aree, shall not be surrendered in whole
. ) 3 i‘nwwei BD CONSERL ‘2:“ be ne pary 10 relesse
or in pan unless all panies consent thereto / 2 lease w! lich has expired or otberwise ferminated.

However, should any party desire 10 surrender its imierest in any lease or in any portion thereof, and the other panies do not
agree or consent thereto, the patty desiring to surtender shall assign, without express or implied warranty of titke, 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
therenfler secured, lo the partics not consenting 10 such surrender, If the interest of the assigning party is or includes an oil and gas in-
terest, _lhc igning perty shall end deliver 10 the purty or panties nf)l 2 to a:chw e;'claTn o;lnmc.l ePas lease covering
sach oil and gas interest for 2 1erm of one (1) yeer and so long thereafter es oil andfor gus is pmfucmﬂl%vm thg\.and covered thercby, such
lease to be on the form anached hereio as Exhibit “B™. Upon such pssignment or lcase, the assigning party shall be rclisved from sl]
obligations thercafter accruing, but not theretofore accrued, with respect to the imerest nssigned or leased and the operation of any well
ahributable thereto, and the assigning party shall have no further interest in the essigned or leesed premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Anicle. The panty assignee or lessee shall pay ro the
party assignor ar lessor the reasonable salvage value of the later’s interest in any wells and equi atiributable to the assigned ot leas-
ed acreage. The value of all ial shall be d ined in d with the provisions of Exhibit “C”, Jess the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or Jease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the 1ota! interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the essignor’s, lessor's or surrendering
party’s interest as it was i diately before the assig Jease or surrender in the balanze of the Cortract Ares; and the acreage
assigned, Jeased or surrendered, and subsequent operations thercon, shall not thereafier be subject 10 the terms and provisions of this

agreement.
B.  Renewsal or Extension of Leases:

If any party sccures a renewal of any oil and gas lease subject 1o this agreement, ell other parties shall be notificd promptly, and
shal} have the right for a period of thiny (30) days following receipt of such notice in which to elect 1o participate ip the ownership of the
renewal Jeasce, insofar as such Jease affects lands within the Contract Area, by paying 1o the party who acquired it their several proper pro-
porticnate shares of the requisition cost 2llocated 10 that pan of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the panties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchesc of a renewa) Jease, it shall be owned by the parties
who elccl o participate therein, in a ratio based upon he reiationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Arca of sll parties participating in the purchase of such rcnewal lease.
Any tenewal Jease in which less than all parties clect to panticipate shall not be subject to this agrecment.

Enth party who particip in the purchase of a ] Jeast shall be given sn assignment of its proportionate imterest thercin
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the cxpiring lcase
or cover only 2 portion of its area or an interest therein. Any renewal lepse 1aken before the expiration of its predecessor lease, or taken or
contracted for within six (€) months afier the expisation of tbe existing least shall be subject to this provision; but any fease taken or con-
wacted for more than six (6) months afier the expiration of an existing lcase shall not be deemed & rencwal lease and shall not be subject to
the provisions of this agreement.

The provisions in this Article shal! also be applicable to extensions of oil and gas leases.
[ o A Cach C bt
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ARTICLE VIII
continued
1 said-Deling-Rertiesshored—the-sesi-cr-driiting-theweli—Sueh pe-shatih -S-aepatate-Contrusi-A D8 -te-tho-ontont-pessible—be
2 £ ‘L-r' ' 14 soal-to-thic. g l::.-l.r-. L-_nr ’lJ .(J bl n.k..y—-:“ ey go-0F > 4
3 3 oy ey H PP f. ¥ v:l y “u.k.. » e 1A - Th b P hall-alk . rr‘ AN M_AF
4 s taide-the-Contra b " \."v-L rr-f ..‘.ILA.&“;A 2da-the-Contaot-i
tionatRghis-to-car g
5
6 I-any-pory for—nny & Noting—to-—-Jisp of—sueh—pory-t—share—af-sub produeed-h d h
7 a. (3 | WS S ) d- k \Y )“n_\:-r'. ArsieMil-G.
8
9 D. Maintenance of Uniform Interests:
10
1" Jor—the- PUEP £ & ry. £
12 pam-shall-seli; b nsfer—or-malie-other-disp
13 equip ¢-prod fose-suokrdiop
14
15 1l 4]. 2 4, F:‘LAF ‘-"l - GHHp l._Jr A or
16
17 2 pral dividad-int: '3 11 leanat-aRe el H tha Lo LA zon
o e P P
18
19 Every sueh sale, encumbrance, wensfer or other disposition made by any party shall be made expressly subject to this agreemen

20 and shali be made without prejudice 1o the right of the other partics.

If, at ony time fhe interest of any pasty is divided among and owmed by four or more , Op at its discretion, may

21
22
23 require such co-owners 1o appoint 2 single trusice or agent with full authority 1o receive uotices, approve expenditures, receive billings for
24

and approve and pay such party’s shete of the joint expenses, and to deal gencrally with, and with power 1o bind, the co-owners of such

25 pany's interest within the scope of the operations embraced in this agreement; b , all such shall have the right to enter
26 into and all or agr for the disposition of their respective shares of the oil and gas produced from the Contract
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof,

28 4

29 E. Waiver of Rights to Partition:

30

31 If permitted by the laws of the state or states in which the property covered hereby is located, cach party hercto owning an

32 undivided interest in the Contract Ares waives any and all rights it may have to partition and have sct aside w it in severaly its undivided
33 interest therein,

34
35 F—Preferentiol-Right-to-Purehase:
38
37 s,. 1 ARY- V""‘; deack 1 !L““ y§ RPN Y H v IL"' EF i n’sl..h)_,l H in-the-GCoairaot
38 Arearit-chall-prompliy-give-wrinon-notise-1o-the-cther-paries—with-full-inf i ing-its-proposed-sale—whioh-shell-include-tbe
39 rd-ndd l‘u\..r P H P k (L 4 be o “k;‘-dnkl.q b, \"‘“:'“r \1 l" '_.A VLY )
40 Mn thes. —u SR T Jhasi H v + A I rey soc-al+ £103-é £i o aof-h '+ & }
N ¥ Rt bl ol dd T hidad Ld e ARC A L o ¥
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46
47 ARTICLE IX.
48 INTERNAL REVENUE CODE ELECTION
49
50 This agreement is noi intended to creaw, and shaii not be construed to create, a relationship of par ip or an iation

51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and lizbilities hereunder are severa}
§2 and not joint or collective, or that this

h 4

g and op
purpases, this spreement and the operations h

shall not constitute a parnership, if, for federal income tax
p. cach party hereby affected elects 10 be excluded

3 q

are regarded as a par

i

§3
54 from the application of all of the provisions of Subchapter “K", Chapter 1, Subtifle “A”, of the foternal Revenue Code of 1986, as per-
55

mitied and suthorized by Section 761 of the Code and the regulations p Igated th der. Operator is authorized and directed 1o ex.

56 ecuie on behalf of each party hereby affected such evidence of this election es may be required by the Secretary of the Treasury of the
57 United Staws or the Federal intemal Revenue Service, including specifically, but not by way of Jimitation, all of the retums, staiements,
58 and the daa required by Feden! Regulations 1.761. Should there be any requitement that cach party heteby affected give furher
59 evidence of this election, cach such pamy shall execuie such documents and furnish such other cvidence as may be required by the
60 Federal Internal Revenue Service or as may be necessary to cvidence this election. No such party shall give sny notices or take any other
61 action i 3 with the eiection made hereby. If any presemi or future income 1ax Jaws of the state or staies in which the Conrat
62 Ares is located or eny future income tax laws of the United States conuin provisions similar to those in Subchapter “K*, Chapter 1,
63 Subtitie “A”, of the Internal Revenue Code of 1986, under whith an eicction similar 10 that provided by Section 761 of the Code is per-
64 mined, each pany bereby affected shall make such election as may be permined or required by such laws. In making the foregoing elec-
65 tion, each such party states thut the income deriveG by such party from opcrations hereunder can be adequately determined without the
66 computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS
Operator may settle any single uni d third party damage claim or suit arising from operations hersunder if the expenditure
does not exceed Fi oussnd Doltars
($50.000.00 ) and if the payment is in complete serttement of such cleim or suit. If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the further handling of the caims or suit, unless such suthority is
delegated to Opersior. All costs and expenses of hendling, settling, or otherwise discharging such claim or sust shall be a1 the joint ex-
pense of the parties participating in the operation from which the cluim or suit arises. I » claim is made sgainst any party or if any party is
sued on account of Ry manes arising from operations hereunder over which such individual has no conwol because of the rights given
Operator by this agreement, such party shall immediately notify all other pasties, and the claim or suit shall be treated a5 any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCEMAJEURE

I amy party is rendered unsble, wholly or in part, by force majeure to carry out its obligations under this ag other than
the obligation 10 meke moncy payments, that party shall give 10 all other parties prompt wiitten notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force

jeure, shall be suspending during, but no Jonger than, the h of the force maj The affected party shall use all reasonabic
diligence to remove the force majcure situation as quickly as practicable.

The sequirement that sny force maj shall be Jied with all r ble dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shaf] be entirely
withis the discretion of the party d.

The term “force mejeure”, es here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, wat, blockade, public riot, lightning, fire, storm, fiood, explosion, go { uction, go i delay,
or inaction, unavailability of equipment, and eny other cause, whether of the kind specifically enumcraled above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES

All notices sutharized or required between the parties and required by any of the provisions of this agreement, ualess otherwise
specifically provided, shal) be given in writling by mail or ieleg: posiage or charges prepaid, or by telex or iciecopier and addreased to
the parties 10 whom the notice is given at the addresses listed on Exhibit A", The originating notice given under any provision hereof
shall be decned given only when received by the party 1o whom such notice is dirested, angd the time for such party 10 give any notice in
respanse thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopicr. Each party

shell have the right to change s address at any ime, and from time lo time, by giving written notice thereof to all other parties.

ARTICLE X113,
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oi) and ges Jeases and/or oil and gas interests subject hereto for the
period of time selecied below; provided, however, no pany hereto shall ever be construed a5 having any right, title or interest in or 1o any
fease of oil and gas mierest contributed by any other party beyond the tem of this agreement,

O QOnption No, 1; So long as any of the oi! und gas Jeases subject 1o this agreement semain or are continued in force as 10 any part
of the Contract Area, whether by produciion, t 1, or otherwise.

B Option No_2: In the event the well described in Article V1IA., or any subsequemt well drilled under any provision of this
agreement, results in production of oil and’or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capabie of production, and for su additionl period of 90 days from cessation of all production: ptovided,
however, if, prior 10 the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or antempting to complete 3 well or wells hereunder, this agrcement shall continue in force unti} such opers-
tions have been pleted and if production resulis therefrom, this ug shali inue in force as provided herein. In the cvent the
well described in Asticle VI.A., or any subsequent well drillcd hereunder, resulis in a dry hole, and no other well is producing, or cupable
of producing oil and/or gas from the Contract Area, this agreement shall terminste unless drilling, deepening, plugging back or rework-
ing operstions are commenced within ____ 90 days from the date of abandonment of said well,

It is agreed, however, that the ination of this ag shall not relieve any party herero from any liability which has
secrued or unached priot 1o the daw of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Lawg, Regulations end Orders:

This agreement shall be subject 10 the conservation laws of the state in which the Contract Ares is located, to the valid rules,
regutations, and orders of any duly tonstituied Tegulatory body of sad state; and to all other spplicabic federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law;

This agreement ond all matters pertaining hercto, including, but not fimited to, matters of perf non-perfe breach,
remedies, procedures, rights, duties, and mtcrprtlanon or construction, shal! be poverned and determined by the law of the staie in which
the Contract Ares is Jocated. Jfihe-Gontrs 4 i8¢ more-stetes—the-Jov—nithe stute-of
shall-govern-

C. Regulatory Agencies:

Nothing herein contained shall granl, or be construed to prent, Operator the right or authority to waive or release any rights,
privileges, or obligations which Noa-Operators may have under fedesal or statc lews or under rules, regulations or orders p Iguted
under such laws in reference to oil, gas and mineral operations, including the Jucati p or production of wells, on tracts offsei-
ting or adjacent to the Contract Ares,

With respect to operations hereunder, Non-Operators agree 10 release Operator from any and all loss:s, demages, injuries, claims
and causes of achion arising out of, incident to or resulting directly or indirestly from Op 's interp or application of rules,
rubngs, regulations or orders of the Depanment of Energy or pred or g 10 the exient such interpreiation or ap-
plicetion was made in good faith. Bach Non-Opwrator further agrees o reimb Op for any pplicable 1o such Non-
Operator's share of production that Operator may be required to refund, rebote or pay us 2 result of such an incorrect interpretation or
application, logether with interest and penaltics thereon owing by Operator as a result of such incosmect interpreiation or application.

Non-Op s authorize Op to prepase and submit such documenis as may be requited to be submitted to the purch
of any crude oi] £ald hereunder or o0 any other person or entity puwsuant to the requirements of the “Crude Oi) Windfall Profit Tax Act
of 1980”, ss same misy be amended from time lo time (“Act™), and any valid regulations or rules which may be issued by the Treasury
Department from time (o time putcuant to said Act. Eech party herete agrees o fumiish any and all ify or other infc
which is required to be furnished by said Act in 2 timely manner and in sufficicnt detaij) to permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS
A. CONFLICTS

Notwithstanding anything berein contained to the contrary, it is understood and agreed that if there is any conflict
between any part of or all of the terms and provisions of Article XV and any other terms and provisions of this agreement,
the terms and provisions of this Article XV shall prevail and control,

B. PRIORITY OF QOPERATIONS

If 2t any time there is more thap one operstion proposed in connection with any well subject to this agreement and if the
Consepting Parties do not agree on the sequence of proposcd opcrations, such proposed operations shall he conducted in the
following sequence:

First - testing, coring or logging

Second - completion pts without plugping back in ding order from
deepest to shallowest depths;

Third - sidetracking in tbe order of icast devlation from the originsl bottomhole
location to the greaiest deviation;

Fourth - decpening of 2 well below the autborized depth I descending order
from shullowest to deepest depths;

Fifth - pluggiag back and i pts in ding order from
deepest to shaliowest depths.

Sl
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c. MISCE STS

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

L All reasonsble 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 iocal 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 Departent of Energy regarding the Contract
Arca.

D. MULTIPLE BILLING

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

E. PAYMENT OF CERTAIN ROY,

If at any time a portion or all of the Contract Area is subject to 2 valid drilling and spacing unit order entered
by the New Mexico Oil Conservation Division and nowithstanding the provision of Article II.B. and Artcle ITT.C.
hereof with respect 1o payment of royalties, the Operator is hereby authorized 1o receive all royalty proceeds from the
sale of gas production from each such drilling and spacing unit within the Contract Area and to remit such proceeds 1o
the parties entitled thereto, Non-Operators agree to direct their gas purchasers 1o remit all royalty proceeds to Operator
for distribution to royalty owners. If any gas purchaser refuses to remit directly to the Operator for any or all of Non-
Operator's share of such procecds, 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 atributable to its net revenue
interest in each suck drilling and spacing unit. Suck proceeds shall be net after taxes and shall not include any portion
of the value of gas sold which in the opinion of a party hereto selling such gas, is subject to refund by virtue of an order
of the Federal Encrgy 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 identificavon or Social Security
numbers, and fractional interests of all owners of royalty in the Jeasehold and oil and gas interests contributed to the
unit by each Non-Operator and shall immediately advise Operator of 2ny change in such data of which Non-Operator
subsequently becomes awarc. If division order title opinions are not otherwise provided for herein, Non-QOperator shall,
upon Operator's request, furnish Operator with copies of division order title opinions prepared by a reputable attomey
covering the land subject to Non-Operator's leascholds or oil and ges 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, losscs,
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 ageinst loss resulting from Openator'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 belicves are subject to refund as bereinabove provided. Each party hereto agrees to hold
each other party harmless from any and all claims for royally payments asserted by royalty owners to whom each party
is accountable.

F. PREPAYME ST, ENSES

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

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

Payment of an advance will not relieve a Non-Operator of the obligation to pay such Non-Operetor'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 2 Non-Operator to which a request for advance payment was made does not, within the time and manner
above provided, fully satisfy the request for advance payment as provided in this parapraph F, then Operator may, in
the Operator's sole discretion at any time prior to actual payment, exercise any one or more of the following rights and

_remedies: (a) if the advance was requested for leaschold acreage acquisition or the drilling of the initial well under
Article VI.A., Operator may rescind and terminate this agreement as to such Non-Operator by written notice to such
Non-Operator, and upon sending such notice, Non-Operator will be deemed to have relinguished all of its leaschold
and contract rights in the Contract Area; (b) if the advance was requested for any Drilling Operation, including, without
limitation, the initial well drilled pursuant to Article VLA, Operator may notify such Non-Operator that such Non-
Operator is deemed to have rclinquished its interest in the well to which the Drilling Operation relates and to have
elected to go non-consent on such Drilling Operation under Article V1.B.2; (c) sue the Non-Operator who faiied 1o pay
as provided above for its proportionate share of expenses plus interest; or {d) exercise any and all other nghts and
remedies available to the Operator under this agreement and applicable law. Each of the parties to this agreement
hereby agrees to execute and deliver to the other parties hereto any and all documents, agreements and
acknowledgments necessary to evidence any actions taken by the Operator pursuant to the provisions of this paragraph
F. All remedies herein provided are cumulative and not altemative, end no failure to exercise or delay in exercising any
such right will operate as a waiver thereof.

G. DISTRIBUTION OF REVENUE

Notwithstanding anvthing 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 ges production
attributable to any Non-Operator's ownership in the Contract Area and distribute those proceeds 1o said Non-Operator
during the next calendar month ensuing following receipt of the proceeds by Operator from the purchaser.

W:\Permian\Opcrated Wells\KF State 4 #1\JOA\14a & 14b Other Provisions.doc
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A AP.L.FORM 610 - MODEL FORM OPERATING AGREEMENT - 1§82

ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure 1o the benefit of the parties hercio and to their respective heirs, devisees,

jegal representatives, successors and assigns.

This instrument may be executed in any number of countesparts, each of which shall be considersd an original for all purposes.

IN WITNESS WHEREOF, this agrecment shall be effective as of

9th day of March , (yeas) __2008 .

Sara Caidwell

who hes prepared and circulated this form for execution, represents and warants that the form

was prifted from and with the exception listed below, is identice) to the AAPL Form 610-1582 Model Form Operating Agreement, as

or modificati other-than thosedn-Astieles———————

published in diskette form by Forms On-A-Disk, In¢. No chang

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

CPERATOR

CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP by Chesapeske Operating, [nc.,
General Pariner

Henry J. Hood, Scnior Vice President - Land and Legal

NON-QFERATORS

KAISER FRANCIS OIL COMPARY

BY.

TITLE:

SAMSON RESOURCES COMPANY

b 8

TITLE:

-15-
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EXHIBIT "A"

EXHIBIT A TO THAT CERTAIN JOINT OPERATING AGREEMENT DATED MARCH 9, 2005 BY
AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS OPERATOR AND
KAISER FRANCIS Ol 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 Easl, Containing 320 acres, more or iess,
NMPM, Lea County, New Mexico

2. Restrictions as to depths and formations: None.

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

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

Kaiser Francis Oil Company 43,750000%
P.O. Box 21468
Tulsa, Okiahoma 74121-1468

Samson Resources Company 6.250002%
Centennial Tower

200 N Loraine, Suite 1010

Midland, TX 79701

TOTAL 100.000000%

WiPemnian\Operated Wells\KF Stale 4 #1\JOA\Exhibit A Wi.dac
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EXHIBIT "A-1"

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

AND SAMSON RESOURCES COMPANY, AS NON-OPERATORS

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

Lease No.. NM7830001-002

Lessor: State of New Mexico V0-7063

Lessee: Rubicon Oil & Gas |, LP

Lease Date: May 1, 2004

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

Lessor: State of New Mexico B1481
Lessee: Empire Gas and Fuel Company
Lease Date: December 19, 1932

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

END OF EXHIBIT "A-1"

W:\Permiam\Operated Wells\KF State 4 #1\JOA\Exhibit A-1 Leases.doc
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EXHIBIT “C”

Attached 10 and made a part of ___that centain Operating Agre ted March 9. 2002 by and bcrwecn Chesapeake
Exploration 1.imited Partmership, as Operator and Kaiser Francis 311 Company and Samso (o as Non-Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions

“Joint Propesty shall mean the real and personal property subject fo the agreement to which this Accounting Procedure
is attached.
“Joimt  Operations” shall mean sl operations necessary or  pruper  for . the  develoy permti p d and

maintenance of the joint Property.

"joint Account” shall mean the sccount showing the charpes paid and credits received in the  conduct of the Joint
Operations and which are to be shared by the Panties,

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

“Non-Operators” shall mesn the Parties 10 this agreement other than the Operator.

"Parties™ shall mean Operator and Non-Operators.

*First Level  Supervisurs®  shall mean  those  cnployees  whose  primary  function in Joint  Operstions s the  direct
supervision of other employses and/or  contract labor  directly employed om the Joint Propeny in a field operating
capacity.

“Technical Employces” shall mecan  those  emplcyees  having  special  and  specific  engineering, geological or  other
professional  skilis, snd whose primary funclion in Joint Operations is the hondling of specific opemting  conditions  and
problems for the benefit of the Joint Property.

*Pecsonal Expenses” shall mean ravel and other reasonable reimbursable expenses of Operator's employees.

“Material” shall mean p | property, equip or supph quired or held for use on the Joint Property.

“Controllable  Matenal” shall mean Material which st the time is so classified in the Material Classificaion Manval as

most recentiy recommended by the Council or P Ac Societi
Statement and Billings

Operator  shall  bill Non-Operators on  or before the last day of esch month for their proportionate sharc of the Joint
Account for the preceding month.  Such  bills  will be sccompanied by staiements  which  identify the authority for
expenditure, lease  or  facilicy, and all charges and credits  summarized by appropriate  clussifications of invesment and
expense eoxcept that jtemns of Controllable Material and  wnusual charges and  credits shall be scperately idemified  and
fully described in detail.

Advances and Payments by Non-Operators

A Unless  otherwise provided for in  the agresment, the Operator may requice the Non-QOpermtort 1o advance their
share of ecslimated cash outlay for the succeeding mornth's operation within fificen (15) days afler receipt of the
bitling or by the frst day of the month for which the advance is roquired, whichever is later. Operator shali adjust

cach monthly billing 10 reflect advances received from the Non-Operators.

B. Each Non-Opersior shall pay its praponic'\ of all bills within fificen (15) days afler rescipt. If payment is not mede

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

i tale pemnitied by the applicoble usury laws in the siae in which the Joinl Property s located,

whichever is the lesser, plus sttomey's fees, court costs, zod other costs in connection with the collection of unpaid
amounts.

(ﬁ)r;lg’rtm‘v !;Ls&gg&gh:b%s:&m bstitute other penallics described eisewhere in this Ag for failuse 1o pay bills within the thirty
Adjustments

Payment of any such bills shell not prejudice the right of any Nop-Operator to protcst or question the comeciness thereof;
provided, however, all bills =and statements rendered 1o Non-Operators by Operator doring  any calendar  year  shall
conclusively be presumed 1o be tuc and comect afer twenty-fowr (24) months following the end of ary such calendar
yenr, unless within the said twenty-four (24) month petied a Non-Operstor takes writen exceprion thejeto and  makes
claim on Operator for adjustment. Mo adjustment favorable to Operstor shall be made unless it is made within the same

prescribed  period.  The  provisi of this graph  shall not prevenl  adjustments  resuling  from  a  physical inventory of

Controllable Material as provided for in Section V.

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

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operalors, shall have the right 1o audst
Operator's  accounts and  records relating 1o the Joint Account for any calendar year within the twenty-four
(24) month paiod following the end of such calendar year, provided, however, the making of an audit shall oot
extend the time for the tking of wrines exception to and the adiustments of accounts as provided for in
Paragraph 4 of this Section I Where there are two or more Non-Operlors, the Non-Opemtors sball make
every ctcasonable effon to conduct a joint audit i & manner which will result in 2 mini of i i
to the Operaor. Opemlor  shall bear no  ponion of the Non-Operators’ audt cost  incurred  under  this
paragraph  unicss agreed to by the Operator. The audis shall not be conducted more than once each year
without prior spproval of Operator, except upon the resignaion or removal of the Operator, and shall be mane
a1 the expease of those Non-Operators spproving such audit.

B.  The Operator shall reply in writing 1o an andit report within 180 days afier receipt of such report.

Approval By Non-Operators

Where an  approval or other agreememt of the FParties or Non-Op is pressly required under other scotions of this
Accounting  Procedure  and  if  the  agreement  to which  this  Accounting  Procedwr:  is amached  containg  no
contraty provisions in rcgard therete, Operator  shall  notify all  Non-Operators  of the  Operatr’s  proposal, and  the
agreement or approval of a majority in intesest of the Non-Operstors shail be controlting on all Non-Operators.

1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L.

Ecological and Eavironmental

Costs incurred for 1he benefit of the Joint Property as a resull of g I or 3 Yy requi 10 saticfy
envi 1 iderati Jicable to the Joimt Operations. Such cousts may inchude surveys of an  ecological or

P

chaenl

gical nature and pollution control procedures 25 required by appliczble laws and regulations.
Rentals and Rovalties
L.cose rentals and royaltics paid by Operator for the Joint Operations.

Labor
and/or consultants
A. (1) Sslaries and wages of Operators field employees directly employed on the Joimt Propety in the conduct of
Joint Operations.

2) Salaries of First level Supervisors in the ficld.
@ i vP e and/or consuliants

!
(3) Salaries and wages of Technical Employ directly ployed on the Joint Property if such charges are

exciuded from the overhead rates.
and/or consultants
(4) Salaries and wapes of Technical Employees cither temporarily or permanently assigned to  and  directly
employed in the operstion or the Joint J*:aperty if such charges are excluded from the overhead rates.

B. Operator's cost of holidey, vacation, cickness and  disability benefits and  other cumomary allowancss  paid 1o
employees  whose salaries and wages are chargeable 1o the Joint Account under Paragraph 3A  of this  Section Il
Such costs under this Peragmph 3B may be charged on 2 "when end as paid basis® or by “perventage mssessment”
on the smount of salarics and wages chargeable 1o the Joint Account under Pangraph 3A of this Section 0 If
percentage assessment is used, the rate shall be bascd on the Operator's cost expericnce.

C.  Expendituces  or contributions made  pursuant  to posed by g | authority which  are
applicable to Operator's costs chargeable 10 the Joint Account undes Paragraphs 3A and 3B of this Section 1.

D.  Pesonal Expenses  of those  employees whose salaries and wages are chargeable 1o the  Joint  Account  under
Paragraphs 3A and 3B of this Section J1.

Employee Benchts

Operator's  current  costs  or  established  plans  for  cmployees' growp  Jife  insumnce, hospiwlization, pension,  retirement,
stock purchase, thrift, bonus, and other benefit plans of a like namre, applicable 10 Operator's kbor cost chargesble o the
Joint Account under Parsgraphs 3A and 3B of this Section I shall be Opermior's actual cost not 1o exceed the percent
most recently recommended by the Counsil of Petroleum Accountants Sozieties.
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Material

Material  purchased or fumished by Operaor for use on the Joint Property as provided under Section V. Only such

Material shall be puschased for or fecred 0 the Joint Property as mey be required for mmediste use and s
bly practical and i with  efficient and ical operati The i of surplus  stocks shall be

avoided.

Transportalion

Transponiation of employees and Material necessary for the Joir” Operations bat subject 10 the following limitations:

A. If Materisl is moved to the Joint Propeny from the Operalor's warchouse or other properties, no charge shall be
made to the Joint Accoumt for a distance greater than the distance from the nearest reliable supply store where like
ia is Jty available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. If surplus Material is moved 1o Operator's warchouse or other siorage point, no charge shall be made to the Jaint
Account for a distance pgrealer than the distanct 1o the ncarest meliable supply store where ke malcrial is normally
availatie, or rilway recciving point nearest the Joint Property unless agreed to by the Panies. No charge shall be
made 10 the Joint Account for moving Material o other propenics belonging to Operstor, unless agreed w0 by the

Pames,

C. In the applicati of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted © the
RMOUR! most recently recommended by the Council of Petrol A Societi

Services

The cost of comract services, cquipment end utilitis provided by outside sources, cxcepl services excluded by Pamgraph
10 of Section Il and Paragraph i, i, and i, of Secvien 1IN The cost of professional consulant services and contract
services of technical persopnel directly engaged on the Joint Property if such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not direcly engaged on  the
Joint Property shall not b charged to the Joint Account unless previously egreed to by the Parties.

Equipment rnd Facilitles Furaished By Operator

A. Operator  shall charge the Joint Account for use of Operator owned equipment and facilities at ries commensurate
with costs  of ownership and  operation. Such rates shell  include costs of aintensnce, repairs, other opersting
expense,  insurance, taxes, deprecintion, and inmtercst on gross investment less  accumulated  depreciation  not 1o
exceed __jgn percent { 10 %) per annum. Such rates shali not exceed average commercial

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

B. In liew of charges in Paragraph 8A above, Operator may elect to usc gverage commercial rates prevailing in  the
immediaste area of the Joint Property less  20%. For mutomotive ecquipmenl, Opersior may clect to use rates
published by the Pewoleum Motor Transport Association.

Damagpes and Losses to Joint Property

b Yy

All costs or cxpenses necessary for the repair or replacement of Joim Property made Y of g or
losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting fiom Operator's  gross

negligence or  willful misconduct. Operator  shall fumish Non-Operator written notice of damages or losses incured as
soon as practicable afier a report thereof has been received by Operator,

Lega! Expense .
title a-l'/ld segulatory work,
N . . ’ ler : ’

Exp of hand! g and senling litigation or claims, discharging of licns, payment of judgments and
smounts paid for semlement of claims incumed in or resulting from  operations under the agreememt or mecessary o
prolect or recover the Joint Propery. pi——that—no—oharge—for of—Op 4—logal—stafl—or—~fors- ) £
UG s che- ~shall b e W W Y] vd—30—britht—PRarsas——AN __otherleaal i ich &t Le

i L ) 233 s Ce 13 T oe

deBas—th head 8 £ Conts biid i 1 H ! oto ba  ehe Dot arEEEL sdad & Cocts
12 Pr 3 — g ™ prov

L-Raragraph-3-
Taxes

All taxes of every kind and nature assessed or lewied upon or in conncction with the Joint Property, the operation thereof,
or the production thereffom, and which iaxes have been paid by the Operator for the benefit of the Parties. 1f the od
valorers  taxes are based in whole or in part upon scpacate valuations of esch pany's working interest, then
notwithstanding enything 1 the contrary herein, charges to the Joint Account shall be made and paid by the Parntics
heretc in sccordance with the tax vaiue generated by euch pany's working interest.
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Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Patties. In the
event lont Operations arc conducted 1t a stale in  which Operator may ac1 as sclf-insurer for Worker's Compensation
andjor Employers Liability under the respective state’s Jaws, Operator may, al its clection, include the risk undu its self-
insurence program and in thai event, Operator shall include a charge at Operator's cost not 1o exceed manual rates.

Aband and Reclamati
Costs incurred for abandonment of the Joimt  Property, luding  costs quired by 3o I or other regulatcry
authority.

Communications

Cost of acquiring, leasing, installing, ooenting, repairing  and intaining i ystemns,  inchiding radic  and
microwave facilities directly serving the Joimt Propery. In the cvent communication facilitiewsystems serving the Joint

Property are Opersior owned, charges 1o the Joint Account shall be made as provided in Paragraph 8 of this Section 1.

Other Expenditures

The cost of Operator*s Field Offices not covered in Section IT1, or any

Anay other expenditwre not covered or deall with in the foregoing provisions of this Section II, or in Section Il and which
is of direct benefit 10 the Joint Propenty and is incumed by the Operstor in the necessary and proper conduct of the Joimt

Operations.

ITl. OVERHEAD
Overhead - Dritting and Prodacieg Operations

d.

i As i for i ive, supervision, office services and  warchousing  costs, Operator shall charge

diitting and producing opeations on either:

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

Unless otherwise agreed to by the Parviea, such charge shall be in liew of costs and expenses of all offices and
salaries  or wapes plus  applicsble burdens and expenses of all pesonnel,  excapt those directly chargeable under

Paragraph  3A, Section D. Fhe Y f- hoor—is Stiside ton—with ) £
taxation—iraffio; Hhg—oF Rers—bed: Ot —ifrelwiag—p +—agencies—shal—b idered included—in
th hond ——rates dod—rfe M b 1 1 1. R, (N LAY % 5 H m \} 95 3, and-

ii. The salaries, wages and Personal Expenses of Technical Employees andlor the cost of professional consubant
services and contract services of technicsl personnel directly employed on the Joinl Property:

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

jii. The salaries, wages and Personad Expenses of Technical Employees andfor costs of pmfessional consulnnt  services

q

and contmct services of techmical persunnel  eitber porarily or p ly to and direcily employed in

the opesation of the Joint Property:

{ ) shall be covered by the everhend raes, or
( X )shall not be covered by the pverhead rates,

A, Overheand - Fixed Rawe Basis

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

Drilling WellRae S____8,136.10

{Prorated for less than 2 full munth)

Producing Well Rate 5__ 813.61

2) Application of Overhead - Fixed Rate Busis shal! be as follows:

{z) Drilling Well Rate
locarinn work begins

(i) Cherges for drilling wclis shall bhegin on  the date th Wi aded  and 3 on  the date

P

the drilling cig, completion rig, or other units used in completion of the wel s released, whichever
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is later, escept (hat no charge shall be made during suspension of drilling or complction  operations

for fifieen (15) or more tonsecutive calendar days.

(2) Charges for welis undergoing any 1wpe of workover or recompietion  for a  peried of five (5)
consecutive  work  days of more shall be made 2t the drilling well rae  Such charges shell  be
applied for the peod fom dale workover operaions, with g or other units used in  workover,
commence through datr of rig or other unit reieass, except that no chagge sheil be made  during
suspension of cperations for fificen (15) or more consecutive calendar days.

W DR Oy W B W R e

i0 (b)  Producing Well Raies

12 (1) An active well cither produced or injected imo for any porion of the month shall be considered as
13 2 one-well charge for the entite month.

23 (4) A one-well charge shsll be made for the month in  which plugging and sbandonment opemtions
24 2re  compleied on any well. This  one-well charge shall he made whether or not the well has
25 produced except when drilling well rate applies.

27 (5) Al other ipactive wells (including but not limited to inactive wells covered by unit allowable, lease
28 liowable, ferred allowable, eic.) shall not qualify for an overhead charge.

0 (3) The well rmes shall be adjusted 25 of the first day of April each year following the effeclive date of the
I{)y the percent licrease or decrease puhlished by COPAS
- e t " L3

hed

A : B 4
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4. Amendment of Rates

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

n. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operstor is  responsible  for Joimt Accoumt Material and shall make proper and timely chsrges and credits  jor all Material
movements  affecting the Joimt Property. Operator shall provide ofl Maweria! for uwse on  the Joint Property; howewver, at
Operator's option, such Material may bec supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus  Material, such disposal being made cither through sele 1o  Operalor or Non-Operator, division in kind, or sale 1o
outsiders. Opertor may purchase, but shall be under no obligation 10 purchase, interest of Noa-Operators in  surples  condition
AorB 1a). The dispesal of surplus C le Materia) not purchased by the Operaior shall be agreed to by the Parties,

1 Purchases

Metcrial purchased shall be charged at the price poid by Operator sfier deduction of all discounts received. Jn case of
Maieria) found to be defective or rewmed to vendor for any other reasoms, credit shall be passed to the Joint Aceount
when adjustment has been received by the Operator.

2 Transfers and Dispositions

Material  fumished to the Joint Propesty and Material tronsfered fram  the Joint Property or disposed of by the Operator,
uniess otherwise agreed to by the Parties, shall be priced on the following basts exclusive of cash discounts:

A.  New Material (Condition A)
{1) Tubular Goods Other than Linz Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Easterm mill
published carlosd base prices effective as of daie of movement plus transportation * cost using the 80,000
pound carload weight basis 1o the silway receiving point neatest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound mil rate is not offered, the 70000 pound
or 90,000 pound rail mic may be used. Freight charges for tubing will be calculated fom Lorzin, Ohio
ond casing from Youngstown, Ohio.

(b) For prades which arz special 1 one mill only, prices shall be computed at the mil) base of that midl plus
transportation  cost from that mifl t the rilway recciving poimt nearest the  Joint  Property e provided
apove in Paragraph 2.A())a). For twansportation cost from points other thsr Eastern mills, the 30,000
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1 pound Oil Field Haulers Association interstare truck rate shall be used.
2
3 (c) Spei:al end finisk twbular goods shall be priced at the Jowest published out-of-stock price, fob. Houston,
4 Texas, plus  tamsponation cost, using Oil  Ficld Haulers  Association interstate 30,000 pound truck  rawe,
) to the railway receiving point nearest the Joim Property.
6
7 {d) Macaroni tubing (size less than 2 3/ inch OD) shall be priced st the lowest published out-of-stock prices
3 fok. the supplier plus transportation cosis, using the Oil  Fieldd Haulers Associmion ipterstaie  wuck  rae
9 per weight of tubing transferved, to the railway receiving point nearest the Joint Property,
16
I {2) LinePipe
12
13 (a) Line pipe movements (except size 24 ich OD and larger with wals % inch and over) 30.000 pounds or
14 more shall be priced under provisions of wbular goods pricing in Parograph A(l}a) as provided sbove.
15 Freight charges shall be calculated from Lorain, Ohio.
16
17 (b) Line Pipe movemests (except size 24 inch OD) and Jager with walls % inch and over) less than 30,000
11 ;?:?ﬁepseﬁalln.;tu‘pg:ﬂ“;;c 3mddm.i’l’l' CB‘?ES"“ urloa-d base prices effecive as  of dn.l? of shipment,
1 pkn——l&pmm. pius transportation costs based on freight rates as set forth under provisions of wbular
20 goods pricing in Paragraph A(l)a) as provided above. Freight charges shall be calcolaed from Lorain,
21 Ohio.
22
23 {c) Line pipe 24 inch OD and over and % inch wall and lager shalt be priced fob. the point of
24 manufactlure  at  cument  new  published  prices  plus  tansportation  cost 10 the milway receiving  point
25 nearest the Joiny Froperty.
26
27 (d) Line pipe, including fabricaied line pipe, diive pipe and conduil not listed on published price lisis  shall
28 be priced at quoted prices plus froght o the ailway recciving  poimt nearest the  Joint Property or at
29 prices agreed to by the Perties.
30
31 (3) Other Material shall be priced a1 the cunent new price, in effect at date of movement, as listed by a refiable
32 supply store nearest the Joint Property, or poimt of fucture, plus portati costs, if applicable, to the
33 railway receiving point asares: the Joint Properzy.
34
35 (4) Unused new Material, except mwhular goods, moved from the Joint Property :ima.ll be priced at the cumrent
36 new price, in effect on date of movement, as listed by a refiable supply store nearest the Joint Propeny, or
37 point  of manufacrure, plus wansponation cosw, if applicable, to the ssilway recoiving point nearsst the  Joint
iR Propenty. Unused new wubulars will be priced as provided above in Paragraph 2.A.(1) 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
a4 {1) Maerisl moved 10 the Joint Propernty
45
46 Al seventy-five percent (75%) of current new price, as determined by Paragraph A.
47
48 {2) Material used on and moved from the Joint Property
49
50 (2) At seventy-five percent (75%) of cumemt new price, as determined by Pwagmph A, if Material was
] originally charged 1o the Joint Account as new Material or
52
5 (@) At gixty-five percent (65%) of current new price, 85 deletmined by Pamgmph A, if Material was
s4 originally charged 1o the Joint Account as used Material
55
56 (3) Material not used on and moved fsom the Joint Property
57
58 At seventy-five pereent (75%) of current new price as detecmined by Paragraph A.
9
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
&5
66 Material  which is pot in sound and serviceable condition and not suitable for its original function unti}
67 after reconditioning  shall be priced #t fifty porcent (50%) of cumemt new  price a5 determined by
68 Parsgraph  A. The cost of reconditioning shell be charged w0 the receiving  property, provided Condition
69 C value plus cost of rzconditioning dees not exceed Condition B value.
k(]

-7-
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(2) Condition D

Material, excluding junk, no longer suvitable for its original purpose, bwt usable for some other purpose
shall be priced on a3 basis commensurate with its wse. Operstor may dispese of Conditior D Material
under procedures normally used by Operator without prior approval of Non-Operators. ’

(a) Casing, wubing, or drill pipe used as line pipe shall be priced ss Grade A and B seamless line pipe
of comparable size and weight Used casing, whbing or drll pipe wilized us line pipr shall be
priced at usad line pipe prices.

() Casing, tubing or drill pipe used as higher pressure  service  fines  than  standard  line  pipe, e
power ol lines, shall be priced under normal prcing procedures for casing, tubing, or drill pipe.
Upset tubulae goods shall be priced on a non upset basis.

(3} Condition B

Junk shall be priced &t oprevailing prices. Operator may dispose of Condition E  Material  under
proceduses normally utilized by Operator without prior approval of Non-Operators.

D.  Obsolere Matenal

Material  which is serviccable and usable for ils original function but condition and/or vale of such Material
is not ecquivalemt tw that which would justify a price a8 provided oshove may be specially priced as agreed 1o by
the Partiss. Such price should result in  the Joint Account being charged with the wvalue of the service
rendered by such Material. .

E.  Pricing Conditions

{1} Loading or unicading costs may be charged 1o the Joint Account at the raie of rtwenty-five cenu (25¢)
per  hundred weight on  all tubuler goods movements, in  liew of acmal loading or unloading costs
sustained a1 the stocking point. The above rate shall be odjusied as of the first day of Aprl each year
following Immuary i, (%85 by the same p pge o d used o adjust overhead rates in
Section IIl, Paragmph 1.A(3). Each vear, the mic coleulsted shsll be rounded o the nearest cent and
shall be the rate in effect until the firt dey of April next year. Such e shall be published cach year
by the Council of Petroleum Accountants Societies.

{2) Macnal involving erection cosis shall be charged at opplicesble percentage of the current knocked-down
price of new Material,

Premium Prices
Whenever Msterial is not readily obtainable a1 published or listed prices becsuse of national emergencies. strikes or other

unusual causes over which the Operator hes no control, the Operator may charge the Joint Account for the required
Materis! at the Operator's actial cost incumed in providing such Maerial, in making it suitable for use, and I moving it

to the Joint Propeny; proviced notice in wiiting s furnished 16 Non.Op of the proposed charge prior o billing
Non-Operators  for such  Material Bach—hlon-Operutor—shali—h the—night—by- teoting—ond- iEying—Opesal within
:v‘_TAJ.;m alles A 2 troe—fiont I\r e Y formich - k:"\l' H * PA_L "fVAI.Z: 'h_ feuch—Ad 1a) el f‘" 450
end-acorplable-lo-Opecitor

Warranty of Material Furnisbed By Operator

Operator  does not warmant the Maicrial fumished In case of defective Material, credit shall nol be pessed 1o the Joint
Account unti] adjustment has been received by Operator from the manufacturers or their sgents.

V. INVENTORIES

The Operator shall maintain detailed records of Controltable Material,

Perlodic Inventories, Notice and Representation

At reasonable intervals, invemtories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intertion to wke inventory shall be given by Operator 8t least thiny (30) deys before any inventory is to bsgin so that
Non-Operators  may be yepresented when any inventory is  taken. Failure of Non-Op 16 be d a an

inventory shall bind Non-Operators 1o accept the inventory taken by Operator.
Reconciliation and Adjustment of Inventories

Adjustments to  the Joint Account resuling from the reconciliation of & physical inventory shall be ade within siX
manths foliowing the taking of the inventory. Invenmtory adjustments shall be made by Operator 1o the Joint Account for
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overages and shorages, but, Operawr shall be held accountable only for shortages due 1o lack of reasonable diligence.

Spectal Inveniories

Spetial  invemories may be wken whenever there s any sale, change of intesest, or change of Operator in the Joim
Property. M shall be the duty of the party sclling to notify all other Parties as quickly as possible afler the transfer of
interest  takes place. In such cases, both the seler end the purchaser shall be g 4 by sech i Y. In cases
involving a change of Operasor, all Partics shall be govemed by such inventory.

Expense of Conducling Inventories

A. The of ducting periodic inventorics shall not be charged to the Joint Account unless sgreed to by the

Parties.

B. The expense of conducting special inventorics shsll be charged 1o the Parties requesting  such  inventon:s, except
inventories required due to change of Operator sha)l be charged to the Joint Account.
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EXHIBIT D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS Olt. COMPANY AND SAMSON
RESQURCES 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
{p}  contractual liability assumed $1,000,000
under this Agreement. Combined single limit
C. Comprehensive Automobile Liability
covering owned, non-owned and hired $1,000,000
vehicles. Combined single limit
D. Umbrella Liability
in excess of A (except Worker's $20,000,000
Compensation), B, and C above. Combined single fimit
E. Cost of Well Control and Operator's $5,000,000 OEE and
Extra Expense, including Care, Well Contro! $250,000 CCC

Custody, and Control Coverags

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
Jaint Account in accordance with the Accounting Procedure attached as Exhibit "C" to this
Agreement, unless prior to spud a Non-Operstor 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 shalt Operator be liabie 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 unabie
to procure or maintain said insurance, Operator shall promptly so notify Non-Operator in writing.

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

6. Any party hereto may individually and at its own expense procure such additional
insurance as it desires; provided, however, such party shzli provide Operator with a certificate of
insurance evidencing such coverage before spud of the well and such coverage includes waivers
by the insurer of all right of subrogation in favor of the other parties.

WiPermianm\Operated Wells\KF State 4 #1\JOA\Exhibit D Insurance.doc
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EXHIBIT "E"

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

GAS STORAGE AND BALANCING AGREEMENT

The parties to the Operating Agreement to which this gas 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 confracted
to sell its share of gas produced from the Contract Area to a purchaser which is unable at
any time while this agreement is in effect to take the share of gas attributable to the interest
of such party, the terms of this storage agreement shali 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 o
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 al! 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 1aking
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 entitied to
twenty-five percent (25%) of the overproduced party or parties' share of gas produced, they
shall divide such twenty-five percent (25%) in accordance with their percentage of
participation in the Contract Area.
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Shouid production of gas be discontinued before the gas account is balanced, a
monetary settiement will be made between the underproduced and overproduced parties.
In making such 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 fc its overproduction.

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

WAPermianiOperated Walls\KF State 4 #1\JOA\Exhibil E Gas Batancing.doc
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EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
DATED_MARCH 8, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED
PARTNERSHIP, AS OPERATOR AND KAISER FRANCIS OIL COMPANY AND
SAMSON RESOURCES COMPANY, AS NON-OPERATORS

STATE OF OKLAHOMA )
: ) sS:
COUNTY OF OKLAHOMA )

WHEREAS, Chesapeake Exploration Limited Partnership, as Operator, having a
notice address of P.O. Box 18496, Okiahoma City, Okiahoma 73154-0496 and Kaiser
Francis Oil Company, having a notice address of P.O. Box 21468. Tulsa, Okiahoma
74121-1468 and Samson Resources Company having a notice address of Centennial
Tower.200 N Loraine, Suite 1010 Midland, TX 79701, as Non-Operators have entered
into that certain Operating Agreement dated effective on March 8, 2005, covering oil and
gas operations being conducted on those certain lands described in Exhibit "A” (the
“Contract Area”), attached hereto and made a part hereof, as said Exhibit may be
amended from time to time; and

WHEREAS, Operator and Non-Operators desire to give third pariles 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 sfipulate and agree as foliows:

The Operating Agreement is on an A.A.P.L. form 610-1382 Mods! Form Operating
Agreement, as amended by the parties, plus attachments.

.

Article VI.C. grants each party fo 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
aftached as Exhibit “E” to the Operating Agreement.

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 “oll and gas interests”, as that
term is defined in Article 1.C. thereof, in the Contract Area, and grants to Operator a
security interest in its share of oil or gas when extracted from the Contract Area and its
interest in all equipment 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 settliement 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 Confract 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 off and gas produced
from the Contract Area shall be entitled to rely upon Operator's written statement
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concering 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 recesive a
share of any interest in the Contract Area forfeited by the defaulfing party as well as any
percentage penalty recoupment from such defaulting party. The share for each such
contributing party shall be in proportion to its contribution.

V.

This Memorandum shall constitute a Financing Statement covering oil and gas
extracted from the Contract Area o the extent that 'such oil and gas is owned by a
defaulting party under the Operating Agreemert. 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-
Operatars 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 morigagee.

V.

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

VI

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

VI

Any party requiring additional information concerning the rights and obfigations 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

VI,
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 purpeses.

W:PermiamOpersted Wells\KF State 4 #1WUOA\Exhibit F Form of Memorandum.doc
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MEMORANDUM OF OPERATING AGREEMENT

STATE OF OKLAHOMA )
8S:
COUNTY OF OKLAHOMA )

WHEREAS, Chesapeake Exploration Limited Parinership, as Operator, having a
notice address of P.0O. Box 18496, Okiahoma City, Oklahoma 73154-0496 and Kaiser
Francis Oil Company, having a notice address of P.O. Box 21468, Tulsa, Oklahoma
74121-1468 and Samson Resources Company having a notice address of Centennial
Tower 200 N Loraine, Suite 1010 Midland, TX 75701, as Non-Operators have entered
into that certain Operating Agreement dated effective on March 9, 2005, covering oil and
gas operations being conducted on those certain fands 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 foliows:

L

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

8

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” o the Operating Agreement.

L.

Pursuant to Asticle VII.B., each Non-Operator mortgages to Operator, and grants to
Operator a lien upon, its oil and gas leasehold estates and “cil 2nd gas interests”, as that
term is defined in Article 1.C. thereof, in the Contract Area, and grants to Operator a
security interest in its share of oil or gas when extracted from the Contract Area and its
interest in all equipment 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 entiled to rely upon Operator's written statement
concerning the amount of any default. Operator grants a like morigage, lien and security
interest to the Non-Operators to secure payment of Operator's proportionate share of
expense.
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If Operator pays a defaulting party’s share of any costs or expenses pursuant to
Articie Vil. B.4 of the Operating Agreement, all other parties fo the Operating Agreement,
including Non-Operators shall, upon being billed by Operator, confribute their proportionate
share of all sums advanced by Operator for and on behalf of the defaulting party. Such
contributing parties shall in addition to any other right they may have hereunder receive a
share of any interest in the Contract Area forfeited by the defaulting party as well as any
percentage penalty recoupment from such defaulting party. The share for each such
contributing party shall be in proportion to its contribution.

V.

Th:s Memorandum shall constitute a Financing Statement covering oil and gas
extracted from the Contract Area to the extent that such oit and gas is owned by a
defautting 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, {o the extent that such party has failed 1o
pay his or its share of expense, and as a secured party mortgagee.

V.

In addition to the lien contained in Article VIL.B. of the Operating Agreement, the
Gas Balancing Agreement attached as Exhibit “"E" to the Operating Agreement provides
that each overproduced party grants a lien to each Underproduced Party upon ils
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 fong 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.

VL.

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

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

VL.

This Memorandum may be executed in any number of counterparts, each of which
shall be considered an original for all purposes and shall be binding upon the heirs,
successors and assigns of the parties. The Operator is hereby authorized to compile the
signature and notary pages from each of the counterparts in order to have one instrument
containing signature and notarial acknowiedgments for all parties for recording purposes.
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OPERATOR!

CHESAPEAKE EXPLORATION
LIMITED PARTNERSHIP

By:

Henry J. Hood,

Senior Vice President-Land and Legal
of Chesapeake Operafing, Inc.,
General Partner

NON-OPERATOR:
KAISER FRANCIS OiL COMPANY

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

Erancis Oit 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 behaif of the company.

Notary Public

‘Name (Print)
My Commission Expires:

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

EXHIBIT A TO THAT CERTAIN MEMORANDUM OF JOINT OPERATING AGREEMENT DATED
MARCH 9, 2005 BY AND BETWEEN CHESAPEAKE EXPLORATION LIMITED PARTNERSHIP, AS
OPERATOR AND KAISER FRANCIS OIL COMPANY AND SAMSON RESQURCES COMPANY AS

NON-OPERATORS

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

Restrictions as to depths and formations: None.

Interests of Parties:

Owner

Chesapeake Exploration Limited Partnership
P. O. Box 18436

Okiahoma City, Oklahoma 73154-0496
Aftention: 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
Midiand, TX 79701

TOTAL

W:\Permnian\Operated Wells\KF State 4 #1UOAWMemorandum Exhibit A.doc

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 8, 2005 BY AND BETWEEN CHESAPEAKE
EXPLORATION LIMITED PARTNERSHIP, AS OPERATCR AND KAISER FRANCIS
OIL COMPANY AND SAMSON RESOURCES COMPANY, AS NON-OPERATORS

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

Lease No.: NM7930001-002

Lessor: State of New Mexico V0-7063

Lessee: Rubicon Oil & Gas [, LP

Lease Date: May 1, 2004 ‘

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

Lessor: State of New Mexico B1481

Lessee: Empire Gas and Fuel Company

Lease Date: December 19, 1832

Legal Desc: SE/4 Section 4, Township 21 South, Range 35 East, Containing
160 acres, more or less, NMPM, L.ea County, New Mexico

END OF EXHIBIT "A-1"

W:\Permian\Operated Wslls\KF State 4 #1\JOAMemorandurn Exhibit A-1 Leasss.doc
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Centennial Tower

e “Eeeng,

emres 7063 APR

Fax 432/663-6847 o8 ggﬂj
a1 K& O

April 5, 2005

Chesapeake Operating, Inc.
Atm: Lynda F. Townsend

P. O. Box 18496

Oklahoma City, OK 73154-0496

Re:  Operating Agreement
Proposed KF State 4 1
$/2 Section 4, T-21-S, R-35-E
Lea County, New Mexico

Gentlemen:

Samson is in receipt of the Operating Agreement {or the referenced well. However,
piease be advised that by letter dated March 30, 2005 (copy attached) Samson rescinded
its elcction to participate in the well and, therefore, will not be executing the Operating
Agreement.

Should you have any questions regarding this matter, please contact the undersigned at
{432) 686-6312.

Sincerely,
l Tim Reece
Senior Landman

! DErUNRE (it

: OIL CONSERVATION DIVISICN
Case # 13492&13493  Exhibit No.
Submitted By: B
| Chesapeake Inc.

| [ Hearing Date: August 22, 2005

nrrAne e
i

Stipulated Exhibit 'E{
NMOCD Case Nos. 13492 / 13493 '
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<= Samson

Centennial Tower .
200 N. Lomine, Suite 1010
Midtand, TX 79701

USA

432/683-7063

Fax 432/683-6847

March 30, 2005

Chesapeake Permian, L. P. VIA Facsimile  405-767-4251
Atin. L ynda F. Townsend

P. O. Box 18496

Okiahoma City, OK 73154-0496

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

Gentlemen:

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

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

Sincerely,

Tim C. Reece : T '
Senior Landman

TCR:

05~ 05R>
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