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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

CARTER-SHIPP STRAWN UNIT 
LEA County(ies), NEW MEXICO 

THIS AGREEMENT, entered into as of the 1 s 1 day of JULY , 20 09 by and between the parties 
subscribing, ratifying or consenting hereto, and herein referred to as "parties hereto"; 

W I T N E S S E T H T H A T : 

WHEREAS, the parties hereto are the owners of working, royalty or other oil and gas interests in the Unit Area subject to 
this agreement; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by law (Sec. 3, Chap, 88, Laws 
1943) as amended by Dec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N.M. Statutes 1978 Annotated), to consent 
to and approve the development or operation of State lands under agreements made by lessees of State land jointly or severally 
with other lessees where such agreements provide for the unit operation or development of part of or all of any oil or gas pool, field 
or area; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislature 
(Sec. 1, Chap. 162, Laws of 1951; Chap. 19, Art. 10, Sec. 47, N.M. Stats. 1978 Annotated) to amend with the approval of lessee, 
evidenced by the lessee's execution of such agreement or otherwise, any oil and gas lease embracing State lands so that the length 
of the term of said lease may coincide with the term of such agreements for the unit operation and development of part or all of any 
oil or gas pool, field or area; and 

WHEREAS, the Oil Conservation Division of the Energy and Minerals Department of the State of New Mexico is 
authorized by law (Chap. 72, Laws 1935, as amended, being Sec. 70-2-1 et seq. N.M. Statutes 1978 Annotated) to approve this 
agreement and the conservation provision hereof; and 

WHEREAS, the parties hereto hold sufficient interests in the CARTER-SHIPP STRAWN Unit 
Area, comprised ofthe land hereinafter designated, to give reasonably effective control of operations therein; and 

WHEREAS, it is the purpose of the parties hereto to enable institution and consummation of secondary and/or enhanced 
oil recovery operations, conserve natural resources, prevent waste and secure the other benefits obtainable through development 
and operation of the area subject to this agreement under the terms, conditions and limitations herein set forth. 

NOW THEREFORE, in consideration of the premises and the promises herein contained, the parties hereto commit to 
this agreement their respective interests in the Unitized Formation underlying the Unit Area, and agree severally among themselves 
as follows: 

SECTION 1. ENABLING ACT AND REGULATIONS: The oil and gas operating regulations in the effect as of the effective date 
hereof governing drilling and producing operations not inconsistent with the terms hereof or the laws of the State of New Mexico are 
hereby accepted and made a part of this agreement. 

SECTION 2. DEFINITIONS: For the purpose of this agreement, the following terms and expressions are used herein shall mean: 

(a) "Unit Area" is defined as the land depicted on Exhibit "A" and described by Tracts in Exhibit "B" attached hereto and 

said land is hereby designated and recognized as constituting the Unit Area. 

(b) "Commissioner" is defined as the Commissioner of Public Lands ofthe State of New Mexico. 

(c) "Division" is defined as the Oil Conservation Division of the State of New Mexico. 
(d) "Unitized Formation" is defined as that stratigraphic interval within the Strawn formation underlying the Unit Area, the 

vertical limits of which extend from the top of the lower Strawn formation 11298 feet to the top of the Lower 
Strawn "B" formation 11522 feet (-7494 feet to -7718 feet subsea) as measured by the Compensated 
Density/Compensated Neutron Log run in 1985 on the Amerind Oil Company, Carter #2 well (API No. 
30-025-29248), located 1330' from the North line and 1980' from the East line of Section 28, Township 16 
South, Range 37 East, NMPM, Lea County, New Mexico. 

(e) "Unitized Substances" is defined as all oil, gas, gaseous substances, sulphur contained in gas, condensate, distillate 
and all associated and constituent liquid or liquefiable hydrocarbons within or produced from the Unitized 
Formation. 
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(f) "Working Interest" is defined as an interest in Unitized Substances by virtue of a lease, operating agreement or 
otherwise, including a carried interest, which interest is chargeable with and obligated to pay or bear, either in 
cash or out of production or otherwise, all or a portion of the cost of drilling, developing, producing and 
operating the Unitized Formation. Any interest in Unitized Substances which is a Working Interest as of the 
date the owner thereof executes, ratifies or consents to this agreement shall thereafter be treated as a Working 
Interest for all purposes of this agreement. 

(g) "Royalty Interest" is defined as a right to or interest in any portion of the Unitized substances or proceed thereof other 

than a Working Interest. 

(h) 'Working Interest Owner" is defined as a party hereto who owns a Working Interest. 

(i) "Royalty Owner" is defined as a party hereto who owns a Royalty Interest. 

(j) 'Tract" is defined as each parcel of land described as such and given a Tract number in Exhibit "B". 
(k) 'Tract Participation" is defined as the percentages of Unitized Substances allocated hereunder to a Tract during 

Phase I and Phase II, as hereinafter defined. The Tract Participation of the Tracts within the Unit Area is 
shown on Exhibit "C" attached hereto. 

(I) "Unit Participation" is defined as the sum of the percentages obtained by multiplying the Working Interest of a Working 
Interest Owner in each Tract having Tract Participation by the Tract Participation of such Tract. 

(m) "Unit Operating Agreement" is defined as any agreement or agreements entered into, separately or collectively, by 
and between the Unit Operator and the Working Interest Owners as provided in Section 9, Accounting Provisions and 
Unit Operating Agreement, infra, and shall be styled "Unit Operating Agreement, 

for the CARTER-SHIPP STRAWN UNIT. Lea County, New Mexico". 

(n) "Unit Manager" is defined as the person or corporation appointed by the Unit Working Interest Owners to perform the 
duties of the Unit Operator until the selection and qualification of a successor Unit Operator as provided for in 
Section 8, Successor Unit Operator, hereof. 

SECTION 3. UNIT AREA: The area specified on the map attached hereto marked Exhibit "A" is hereby designated and recognized 
as constituting the Unit Area, containing 360 acres, more or less. 

Exhibit "A" to the extent known to Unit Operator shows the boundaries and identity of Tracts and leases in the Unit Area. 
Exhibit "B" attached hereto is a schedule showing, to the extent known to Unit Operator, the acreage comprising each Tract and the 
percentage of ownership of each Working Interest Owner in each Tract. However, nothing herein or in said schedule or map shall 
be construed as a representation by any party hereto as to the ownership of any interest other than such interest as are shown in 
said map or schedule as being owned by such party. Exhibit "C" attached hereto is a schedule showing the Tract Participation of 
each Tract in the Unit Area during Phase I and II, which Tract Participation has been calculated upon the basis of all tracts within the 
Unit Area being committed to this agreement as ofthe effective date hereof. 

Exhibits "A", "B", and "C" shall be revised by Unit Operator whenever changes render such revision necessary and not 
less than two copies of such revision shall be filed with the Commissioner and the Division. 

SECTION 4. EXPANSION: The Unit Area may, when practicable, be expanded to include therein any additional Tract or Tracts 
regarded as reasonably necessary or advisable for the purposes of this agreement. Such expansion shall be effected in the 
following manner. 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into the Unit Area 
shall file an application therefor with Unit Operator requesting such admission. 

(b) Unit Operator shall circulate a notice of the proposed expansion to each Working Interest Owner in the tract or tracts 
proposed to be included in the Unit and/or affected by the proposed expansion setting out the basis for admission, the 
Tract Participation proposed to be allocated to such Tract or Tracts, and other pertinent data. After negotiation (at 
Working Interest Owners' meeting or otherwise) if Working Interest Owners having a combined Phase II Unit 
Participation of ninety percent (90%) or more have agreed to such Tract or Tracts being brought into the Unit Area, 
then Unit Operator shall, after preliminary concurrence by the Commissioner and the Commission: 

(1) Prepare a notice of proposed expansion describing the contemplated changes in the boundaries of the 
Unit Area, the reason therefor, the basis for admission ofthe additional Tract or Tracts, the Tract Participation to 
be allocated thereto, and the proposed effective date thereof; and 
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(2) Furnish copies of said notice to the Commissioner and the Division, each Working Interest Owner and to 
the lessee and lessor whose interests are proposed to be committed, advising such parties that thirty (30) days 
will be allowed for submission to the Unit Operator of any objections to such proposed expansion; and 

(3) File, upon the expiration of said thirty-day period as set out in Subsection (2) immediately above, with the 
Commissioner and Division the following: (a) Evidence of mailing copies of said notice of expansion; (b) An 
application for such expansion; (c) An instrument containing the appropriate joinders in compliance with the 
qualification requirements of Section 13, Tracts Qualified for Unit Participation, infra; and (d) Copies of any 
objections received. 

The expansion shall, after due consideration of all pertinent information and upon approval by the Commissioner and 
Division, become effective as of the date prescribed in the notice thereof. The revised Tract Participation of the 
respective Tracts included within the Unit Area prior to such enlargement shall remain in the same ratio one to 
another. 

There shall never be any retroactive allocation or adjustment of operating expenses or of interest in the Unitized 
Substances produced (or the proceeds of the sale thereof) by reason of an expansion of the Unit Area; provided, 
however, this limitation shall not prevent any adjustment of investment necessitated by such expansion. 

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES: All land committed to this agreement as provided in Section 13, 
Tracts Qualified for Unit Participation, as to the Unitized Formation defined in Section 2, Definitions, shall constitute land referred to 
herein as "Unitized Land" or "land subject to this agreement". All oil and gas in the Unitized Formation in the Unitized Land are 
unitized under the terms of this agreement and herein are called "Unitized Substances". 

SECTION 6. UNIT OPERATOR: CHESAPEAKE EXPLORATION, L..L.C, bv and through its agent CHESAPEAKE 
OPERATING INC., is hereby designated as Unit Operator, and by signing this instrument as Unit Operator it agrees and consents to 
accept the duties and obligations of Unit Operator for the operation, development and production of Unitized Substances as herein 
provided. Whenever reference is made herein to the Unit Operator, such reference means the Unit Operator acting in that capacity 
and not as an owner of interest in Unitized Substances! and the term 'Working Interest Owner" when used herein shall include or 
refer to Unit Operator as the owner of a Working Interest when such an interest is owned by it. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Operator shall have the right to resign at any time, but 
such resignation shall not become effective so as to release Unit Operator from the duties and obligations of Unit Operator and 
terminate Unit Operator's rights as such for a period of six (6) months after written notice of intention to resign has been given by 
Unit Operator to all Working Interest Owners and the Commissioner and Division unless a new Unit Operator shall have taken over 
and assumed the duties and obligations of Unit Operator prior to the expiration of said period. 

The Unit Operator shall, upon default or failure in the performance of its duties and obligations hereunder, be subject to 
removal only by unanimous vote of all Working Interest Owners other than Unit Operator. Such removal shall be effective upon 
notice thereof to the Commissioner and Division. 

In all such instances of resignation or removal, until a successor to Unit Operator is selected and approved as hereinafter 
provided, the Working Interest Owners shall be jointly responsible for the performance of the duties of the Unit Operator and shall, 
not later than thirty (30) days before such resignation or removal becomes effective, appoint a Unit Manager to represent them in 
any action to be taken hereunder. 

The resignation or removal of Unit Operator under this agreement shall not terminate its right, title or interest as the owner 
of a Working Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becoming 
effective, such Unit Operator shall deliver possession of all equipment, books and records, materials, appurtenances and other 
assets used in conducting the Unit operations and owned by the Working Interest Owners (including any and all data and 
information which it might have gained or assembled by reason of its operation of the Unit Area) to the new duly qualified successor 
Unit Operator or to the Unit Manager if no such new Unit Operator is elected, to be used for the purpose of conducting Unit 
Operations hereunder. Nothing herein shall be construed as authorizing removal of any material, equipment or appurtenances 
needed for the preservation of any wells. Nothing herein contained shall be construed to relieve or discharge any Unit Operator 
who resigns or is removed hereunder from any liability or duties accruing to or performable by it prior to the effective date of such 
resignation or removal. 

SECTION 8. SUCCESSOR UNIT OPERATOR: Whenever Unit Operator shall tender its resignation as Unit Operator or shall be 
removed as hereinabove provided, the Working Interest Owners, voting in the manner provided in the Unit Operating Agreement, 
shall select a successor Unit Operator; provided, however, that the voting interest of the outgoing Unit Operator shall not be 
considered for any purpose if such outgoing Unit Operator fails to vote or votes only to succeed itself. Such selection of a 
successor Unit Operator shall not become effective until: (a) a Unit Operator so selected shall accept in writing the duties and 
responsibilities of Unit Operator, and (b) the selection shall have been approved by the Commissioner and Division. If no 
successor Unit Operator is selected as herein provided, the Commissioner may declare this agreement terminated. 
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SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT: Costs and expenses incurred by Unit 
Operator in conducting Unit Operations hereunder shall be paid, apportioned among and borne by the Working Interest Owners in 
accordance with the Unit Operating Agreement. Such Unit Operating Agreement shall also provide the manner in which the 
Working Interest Owners shall be entitled to receive their respective proportionate and allocated share of the benefits accruing 
hereunder in conformity with their underlying operating agreements, leases or other independent contracts and such other rights 
and obligations as between Unit Operator and the Working Interest Owners as may be agreed upon by the Unit Operator and the 
Working Interest Owners; however, no such Unit Operating Agreement shall be deemed either to modify any of the terms and 
conditions of this Unit Agreement or to relieve the Unit Operator of any right or obligation established under this agreement, and in 
case of any inconsistency or conflict between this agreement and the Unit Operating Agreement, this agreement shall prevail. One 
true copy of any Unit Operating Agreement executed Pursuant to this Section shall be filed with the Commissioner. 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically provided herein, the 
exclusive right, privilege and duty of exercising any and all rights of the parties hereto which are necessary or convenient for 
prospecting for, producing, storing, a/locating, and distributing the Unitized Substances are hereby delegated to and shall be 
exercised by the Unit Operator as herein provided. Upon request therefor, acceptable evidence of title to said rights shall be 
deposited with said Unit Operator, and together with this agreement shall constitute and define the rights, privileges and obligations 
of Unit Operator. Nothing herein, however, shall be construed to transfer title to any land or to any lease or operating agreement, it 
being understood that under this agreement the Unit Operator, in its capacity as Unit Operator, shall exercise the rights of 
possession and use vested in the parties hereto only for the purposes herein specified. 

SECTION 11. PLAN OF OPERATIONS: It is recognized and agreed by the parties hereto that all of the land subject to this 
agreement has been reasonably proven to be productive of Unitized Substances in paying quantities or is necessary for Unit 
Operations and that the object and purpose of this agreement is to formulate and to put into effect a secondary enhanced oil 
recovery project in order to effect a greater recovery of Unitized Substances, prevent waste and conserve natural resources. The 
parties hereto agree that the Unit Operator may, subject to the consent and approval of a plan of operation by the Working Interest 
Owners, the Division and the Commissioner, inject into the Unitized Formation, through any well or wells completed therein, brine, 
water, air, gas, oil, liquefied petroleum gas, steam and any other substances or a combination of any said substances, whether 
produced from the Unitized Formation or not, and that the location of input wells and the rates of injection therein and the rate of 
production shall be governed by standards of good geological and petroleum engineering practices and conservation methods. 
Reasonable diligence shall be exercised by Unit Operator in complying with the obligations of any approved plan of operation. The 
parties hereto, to the extent they have the right so to do, hereby grant Unit Operator the right to use brine or water (or both) 
produced from any formation underlying the Unit Area for injection into the Unitized Formation; provided, however, that this grant of 
said right shall not preclude the use of brine or water (or both) produced from any formation other than the Unitized Formation for 
injection into formations other than the Unitized Formation. After commencement of secondary and or enhanced oil recovery 
operations, Unit Operator shall furnish the Commissioner and the Division monthly injection and production reports for each well in 
the Unit. The Working Interest Owners, the Commissioner and the Division shall be furnished periodic reports on the progress of 
the plan of operation and any revisions or changes thereto necessary to meet changed conditions or to protect the interests of all 
parties to this agreement; provided, however, that any major revisions of the plan of operation involving a basic deviation from the 
initial plan of operation shall be subject to the consent and approval of the Working Interest Owners, the Commissioner and Division. 

The initial plan of operation shall be filed with the Division and the Commissioner concurrently with the filing of this Unit 
Agreement for final approval. Reasonable diligence shall be exercised in complying with the obligations of said plan of operation. 

Notwithstanding anything to the contrary herein contained, the Unit Operator shall commence, if not already having done 
so, secondary recovery operations and/or enhanced oil recovery operations on the Unit Area not later than six (6) months after the 
effective date of this Agreement, or any extension thereof approved by the Commissioner and Division or this Agreement, shall 
terminate automatically in which latter event the Unit Operator shall notify all interested parties. After such operations are 
commenced, Unit Operator shall carry on such operations as would a reasonably prudent operator under the same or similar 
circumstances. 

SECTION 12. TRACT PARTICIPATION: The percentages of Tract Participation set forth in Exhibit "C" for each Tract within the 
Unit Area have been calculated and determined hereof in accordance with the following formulas: 

Tract Participation Percentage = (Equals): 

Formula here .40 A/B + .50 C/D+ .10 E/F 

A = the primary recovery for the tract. 

B = the primary recovery for the proposed unit. 
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C = the original oil in place for the tract. 

D = the original oil in place for the proposed unit. 

E = the number of useable wellbores for the tract. 

F = the number of useable wellbores for the proposed unit. 

Such percentages of Tract Participation have been calculated upon the basis of all of said Tracts within the Unit Area 
being committed to this agreement as of the effective date hereof, and such Tract Participation shall govern the allocation of all 
Unitized Substances produced after the effective date hereof, subject, however, to any revision or revisions of the Unit Area and 
Exhibit "C" in accordance with the provisions hereof. 

In the event less than all of the Tracts are committed hereto as of the effective date hereof Unit Operator shall promptly 
file with the Commissioner and Division at least two copies of revised Exhibits "B" and "C" setting forth on Exhibit "C" the revised 
Tract Participations opposite each of the qualified tracts, which shall be calculated by using the tract factors and formula set forth 
hereinabove, but applying the same only to the qualified Tracts. The revised Exhibits "B" and "C" shall, effective as of the effective 
date of this agreement, supersede the original Exhibits "B" and "C" attached hereto and shall thereafter govern the allocation of 
Unitized Substances unless disapproved by the Commissioner and Division within 30 days after filing. 

If, subsequent to the effective date of this agreement, any additional tract becomes committed hereto under the 
provisions of Section 3, Unit Area, or Section 28, Non-joinder and Subsequent Joinder, or any committed tract is excluded herefrom 
under the provisions of Section 27, Loss of Title, Unit Operator shall revise said Exhibits "B" and " C or the latest revision thereof to 
show the new percentage participations of the then committed tracts, which revised exhibit shall, upon its approval by the 
Commissioner and the Division supersede, as of its effective date, the last previously effective Exhibits "B" and "C". In any such 
revision of Exhibit "C" the revised percentage participations of the respective tracts listed in the last previously effective Exhibit "C" 
shall remain in the same ratio one to another. 

SECTION 13. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On and after the effective date hereof, the Tracts within the 
Unit Area that shall be entitled to participate in the production of Unitized Substances therefrom shall be the Tracts within the Unit 
Area that are qualified as follows: 

(a) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working Interest 
therein have become parties hereto and as to which Royalty Owners owning seventy-five percent (75%) or more of the 
Royalty Interest therein have become parties hereto. 

(b) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working interest 
therein have become parties hereto and as to which royalty Owners owning less than seventy-five percent (75%) of the 
Royalty Interest therein have become parties hereto and, further, as to which: 

(i) All Working Interest Owners in any such Tract have joined in a request for the commitment of such Tract to 
this agreement, and 

(ii) Seventy-five percent (75%) of the combined voting interest of Working Interest Owners in all Tracts meeting 
the requirements of Section 13 (a) hereof have voted in favor of the commitment of such Tract. 

For the purposes of this Section 13 (b), a Working Interest Owner's "voting interest" shall be equal to the ratio (expressed 
in percent) which its aggregate Unit Participation in all tracts qualifying under Section 13 (a) bears to the total Unit 
Participation of all Working Interest Owners in all Tracts qualifying under Section 13 (a), as such Unit Participation is 
determined from the Tract Participation set out in Exhibit "C". 

(c) Each Tract as to which Working Interest Owners owning less than one hundred percent (100%) of the Working 
Interest therein have become parties hereto, regardless of the percentage of Royalty Interest therein which is committed 
hereto and, further, as to which: 

(i) The Working Interest Owner operating any such Tract and all of the other Working Interest Owners in such 
Tract who have become parties hereto have joined in a request for the commitment of such Tract to this 
agreement and have executed and delivered an indemnity agreement indemnifying and agreeing to hold 
harmless the other Working Interest Owners in the Unit Area, their successors and assigns, against all claims 
and demands which may be made by the owners of working interest in such Tract who are not parties hereto 
and which arise out of the commitment of such Tract to this agreement, and 

(ii) Seventy-five percent (75%) ofthe combined voting interests of Working Interest Owners in all Tracts meeting 
the requirements of Section 13 (a) and (b) have voted in favor of the commitment of such Tract and acceptance 
of the indemnity agreement. 
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For the purpose of this Section 13 (c), a Working Interest Owner's "voting interest" shall be equal to the ratio (expressed in 
percent) which its aggregate Unit Participation in all Tracts qualifying under Section 13 (a) and 13 (b) bears to the total 
Unit Participation of all Working Interest Owners in all Tracts qualifying under Section 13 (a) and 13 (b) as such Unit 
Participation is detennined from the Tract Participations set out in Exhibit "C". Upon the commitment of such a Tract to 
this agreement, the Unit Participation that would have been attributed to the nonsubscribing owners of the Working 
Interest in such Tract, had they become parties to this agreement and the Unit Operating Agreement, shall be attributed to 
the Working Interest Owners in such Tract who have become parties to such agreements in proportion to their respective 
Working Interests in the Tract. 

SECTION 14. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Substances produced and saved from the committed 
Tracts within the Unit Area (less, save and except any part of such Unitized Substances which is used in conformity with good 
operating practices on the Unit Area for drilling, operating, camp and other production, development and pressure maintenance 
purposes, or which is unavoidably lost) shall be apportioned among and allocated to the committed Tracts within the Unit Area in 
accordance with the Tract Participation effective hereunder during the respective periods, in which such Unitized Substances were 
produced, as such Tract Participation is shown in Exhibit "C" or any revision thereof. The amount of Unitized Substances so 
allocated to each Tract, and only that amount (regardless of whether it be more or less than the amount of the actual production of 
Unitized Substances from the well or wells, if any, on such Tract), shall, for all intents, uses and purposes, be deemed to have been 
produced from such Tract. 

The Unitized Substances allocated to each Tract shall be distributed among or accounted for to the parties hereto 
entitled to share in the production from such Tract in the same manner, in the same proportions, and upon the same conditions, as 
they would have participated and shared in the production from such Tract, or in the proceeds thereof, had this agreement not been 
entered into, and with the same legal force and effect. No Tract committed to this Agreement and qualified for participation as 
heretofore provided shall be subsequently excluded from participation hereunder on account of depletion of Unitized Substances 
from such Tract. 

If the Working Interest or the Royalty Interest in any Tract is, on or after the effective date hereof, divided with respect to 
separate parcels or portions of such Tract and owned severally by different persons, the Tract Participations assigned to such Tract 
shail, in the absence of a recordable instrument executed by all owners and furnished to Unit Operator fixing the divisions of 
ownership, be divided among such parcels or portions in proportion to the number of surface acres in each. 

The Unitized Substances allocated to each Tract shall be delivered in kind to the respective Working Interest Owners 
and parties entitled thereto by virtue of the ownership of oil and gas rights therein or by purchase from such owners. Each Working 
Interest Owner and the parties entitled thereto shall have the continuing right to receive such production in kind at a common point 
within the Unit Area and to sell or dispose of the same as it sees fit. Each such party shall have the right to construct, maintain and 
operate all necessary facilities for that purpose on the Unit Area, provided the same are so constructed, maintained and operated as 
not to interfere with operations carried on pursuant hereto or with operations upon or with regard to formations other than the 
Unitized Formation conducted within the Unit Area. Subject to Section 16, Royalty Settlement, hereof, any extra expenditure 
incurred by Unit Operator by reason of the delivery in kind of any portion of the Unitized Substances shall be borne by the party 
receiving the same in kind. 

If any party fails to take in kind or separately dispose of its proportionate share of Unitized Substances, Unit Operator 
shall have the right, for the time being and subject to revocation at will by the party owning the share, to purchase for its own 
account or sell to others such share at not less than the prevailing market price in the area for like production; provided that, all 
contracts of sale by Unit Operator of any other party's share of Unitized Substances shall be only for such reasonable periods of 
time as are consistent with the minimum needs of the industry under the circumstances, but in no event shall any such contract be 
for a period in excess of one year. The proceeds of the Unitized Substances so disposed of by Unit Operator shall be paid to the 
party entitled thereto. 

Any party receiving in kind or separately disposing of all or any part of the Unitized Substances allocated to any Tract or 
receiving the proceeds therefrom shall be responsible for making payment of all royalty to the parties entitled thereto, and shall 
indemnify all parties hereto, including Unit Operator, against any liability for all royalties, overriding royalties, production payments, 
and all other payments chargeable against or payable out of such Unitized Substances or the proceeds therefrom. 

SECTION 15. OIL IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shall make a proper and timely gauge of all lease 
and other tanks within the Unit Area in order to ascertain the amount of merchantable oil above the pipeline connection in such 
tanks as of 7:00 A.M. on the effective date hereof. All such oil which has then been produced legally shall be and remain the 
property of the Working Interest Owner entitled thereto the same as if the Unit had not been formed; and such Working Interest 
Owner shall promptly remove said oil from the Unit Area. Any such oil not so removed shall be sold by Unit Operator for the 
account of such Working Interest Owner, subject to the payment of all royalty to Royalty Owners under the terms and provisions of 
the Unit Agreement and any applicable lease or leases and other contracts. All such oil as is in excess of the prior allowable of the 
well or wells from which the same was produced shall be regarded and treated the same as Unitized Substances produced after the 
effective date hereof. If, as of the effective date, hereof, any Tract is overproduced with respect to the allowable of the well or wells 
on the Tract and the amount of such overproduction has been sold or otherwise disposed of, such overproduction shall be regarded 
and included as a part of the Unitized Substances produced after the effective date hereof and the amount thereof charged to such 
Tract as having been delivered to the persons entitled to Unitized Substances allocated to such Tract. 
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SECTION 16. ROYALTY SETTLEMENT: All Royalty Owners who, under existing contracts, are entitled to take in kind a share of 
the substances produced from any Tract unitized hereunder, shall hereafter be entitled to take in kind their share of the Unitized 
Substances allocated to such Tract, and Unit Operator shall make deliveries of such Royalty share taken in kind in conformity with 
the applicable contracts, laws and regulations. Settlement for Royalty Interests not taken in kind shall be made by Working Interest 
Owners responsible therefore under existing contracts, laws and regulations, on or before the last day of each month for Unitized 
Substances produced during the preceding calendar month; provided, however, that nothing herein contained shall operate to 
relieve the lessees of any land from their respective lease obligations for the payment of any Royalty due under their leases, except 
that such Royalty shall be computed in accordance with the terms of this Unit Agreement. 

If gas obtained from lands not subject to this Agreement is introduced into the Unitized Formation for use in pressure 
maintenance, stimulation of production, or increasing ultimate recovery, which shall be in conformity with a plan first approved by the 
Commissioner and the Division a like amount of gas, less appropriate deductions for loss from any cause may be withdrawn from 
the formation into which the gas was introduced, royalty free as to dry gas, but not to the products extracted therefrom; provided that 
such withdrawal shall be pursuant to such conditions and formula as may be prescribed or approved by the Commissioner; and 
Division provided further, that such right of withdrawal shall terminate on the termination of this agreement. If liquefied petroleum 
gases obtained from lands or formations not subject to this agreement be injected into the Unitized Formation for the purpose of 
increasing ultimate recovery, which shall be in conformance with a plan first approved by the Commissioner and Division; part or all 
of such liquefied petroleum gases may be withdrawn royalty free pursuant to such conditions and formula as may be prescribed or 
approved by the Commissioner and Division. 

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties due on leases committed hereto shall be paid by Working 
Interest Owners responsible therefor under existing contracts, laws and regulations, provided that nothing herein contained shall 
operate to relieve the lessees of any land from their respective lease obligations for payment of any rental or minimum royalty in lieu 
thereof due under their leases.. 

SECTION 18. CONSERVATION: Operations hereunder and production of Unitized Substances shail be conducted to provide for 
the most economical and efficient recovery of said substances without waste, as defined by State laws and regulations. The use of 
fresh water in waterflood operations is prohibited unless expressly approved by the Commissioner of Public Lands on the basis of 
excessive technological or financial burden. 

SECTION 19. DRAINAGE: The Unit Operator shall take appropriate and adequate measures to prevent drainage of Unitized 
Substances from unitized lands by wells on land not subject to this agreement, or, with consent ofthe Commissioner and pursuant 
to applicable regulations, pay a fair and reasonable compensatory royalty as determined by the Commissioner. 

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED: The terms, conditions and provisions of all leases, 
subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on lands committed to this 
agreement are hereby expressly modified and amended to the extent necessary to make the same conform to the provisions hereof, 
but otherwise to remain in full force and effect. Without limiting the generality of the foregoing, all leases, subleases and contracts 
are particularly modified in accordance with the following: 

(a) The development and operation of lands subject to this agreement under the terms hereof shall be deemed full 
performance of all obligations for development and operation with respect to each and every part or separately owned 
Tract subject to this agreement, regardless of whether there is any development of any particular part or Tract of the Unit 
Area, notwithstanding anything to the contrary in the lease, operating agreement or other contract by and between the 
parties hereto, or their respective predecessors in interest, or any of them. 

(b) Drilling, producing secondary recovery or enhanced oil operations performed hereunder upon any Tract of unitized 
lands shall be accepted and deemed to be performed upon and for the benefit of each and every Tract of unitized land, 
and no lease shall be deemed to expire by reason of failure to drill or produce wells situated on land therein embraced. 

(c) Suspension of drilling or producing operations on all unitized land pursuant to direction or consent of the Division and 
Commissioner or their duly authorized representatives, shall be deemed to constitute such suspension pursuant to such 
direction or consent as to each and every Tract of unitized lands. 

(d) Each lease, sublease, or contract relating to the exploration, drilling, development or operation for oil and gas which 
by its terms might expire prior to the termination of this agreement, is hereby extended beyond any such term so provided 
therein, so that it shall be continued in full force and effect for and during the terms of this agreement. 

(e) Termination of this agreement shall not affect any lease which, pursuant to the terms thereof or any applicable laws, 
shall continue in force and effect thereafter. 

(f) Any lease which is made subject to this agreement shall continue in force beyond the term provided therein as to the 
lands committed hereto as long as such lands remain subject hereto. 

(g) Any lease having only a portion of its land committed hereto, shall be segregated as to that portion committed and 
that not committed, and the terms of such lease shall apply separately to such segregated portions commencing as of the 
effective date hereof; provided, however that notwithstanding any ofthe provisions of this agreement to the contrary, such 

10 



lease shall continue in full force and effect beyond the term provided therein as to all lands embraced in such lease if oil or 
gas is, or has heretofore been discovered in paying quantities on some part of the lands embraced in such lease 
committed to this agreement or, so long as a portion of the Unitized Substances produced from the Unit Area is, under the 
terms of this agreement, allocated to the portion of the lands covered by such lease committed to this agreement, or at 
any time during the term hereof, as to any lease that is then valid and subsisting and upon which the lessee or the Unit 
Operator is then engaged in bonafide drilling, reworking, or secondary recovery operations on any part of the lands 
embraced in such lease, then the same as to all lands embraced therein shall remain in full force and effect so long as 
such operations are diligently prosecuted, and if they result in the production of oil or gas, said lease shall continue in full 
force and effect as to all of the lands embraced therein, so long thereafter as oil or gas in paying quantities is being 
produced from any portion of said lands. 

SECTION 21. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be covenants running with the land 
with respect to the interests of the parties hereto and their successors in interest until this agreement terminates, and any grant, 
transfer or conveyance of interest in land or leases subject hereto shall be and hereby is conditioned upon the assumption of all 
privileges and obligations hereunder by the grantee, transferee, or other successor in interest. No assignment or transfer of any 
Working Interest subject hereto shall be binding upon Unit Operator until the first day of the calendar month after Unit Operator is 
furnished with the original, or acceptable photostatic or certified copy, of the record instrument of transfer; and no assignment or 
transfer or any Royalty Interest subject hereto shall be binding upon the Working Interest Owner responsible therefor until the first 
day of the calendar month after said Working Interest Owner is furnished with the original, or acceptable photostatic or certified 
copy, of the recorded instrument of transfer. 

SECTION 22. EFFECTIVE DATE AND TERM: This agreement shall become binding upon each party who executes or ratifies it 
as of the date of execution or ratification by such party and shall become effective as of 7.00 A.M. of the first day of the month next 
following: 

(a) The execution or ratification of this agreement and the Unit Operating Agreement by Working Interest Owners having a 
combined Participation of at least seventy-five percent (75%), and the execution or ratification of this agreement by Royalty Owners 
owning a combined interest of at least seventy-five percent (75%) of the Royalty Interest in said Unit Area; and 

(b) The approval of this agreement by the Commissioner and the Commission; and 

(c) The filing of at least one counterpart of this agreement for record in the office of the County Clerk of Lea 
County, New Mexico, by the Unit Operator; and 

(d) The filing in the office of the County Clerk of Lea County, New Mexico, of a 
certificate by Unit Operator to the effect that (a), (b) and (c) above have been accomplished, and stating the effective date hereof; 

and provided, further, that if (a), (b), (c) and (d) above are not accomplished on or before December 31. 2012 
this agreement shall terminate ipso facto on said date (hereinafter called "termination date") and thereafter be of no further force or 
effect, unless prior thereto this agreement has been executed or ratified by Working Interest Owners having a combined Unit 
Participation of at least sixty-five percent (65%) and the Working Interest Owners having a combined Unit Participation of at least 
eighty percent (80%) committed to this agreement have decided to extend said termination date for a period not to exceed one (1) 
year (hereinafter called "extended termination date"). If said termination date is so extended and (a), (b), (c) and (d) above are not 
accomplished on or before said extended termination date this agreement shall terminate ipso facto on said extended termination 
date and thereafter be of no further force or effect. 

The term of this agreement shall be for and during the time that Unitized Substances are produced in paying quantities 
from the Unit Area and as long thereafter as diligent drilling, reworking or other operations (including secondary recovery operations) 
are prosecuted thereon without cessation of more than ninety (90) consecutive days, and as long thereafter as Unitized Substances 
are produced as aforesaid, unless sooner terminated by Working Interest Owners in the manner hereinafter provided. 

This agreement may be terminated at any time with the approval of the Commissioner by Working Interest Owners having 
at least ninety percent (90%) Unit Participation, as determined from Exhibit "C". The Unit Operator shall give notice of such 
termination to all parties hereto. 

Unit Operator shall within thirty (30) days after the termination date of this agreement, file for record in the office where a 
counterpart of this agreement is recorded, a certificate to the effect that this agreement has terminated according to its terms and 
stating further the termination date. 

If not otherwise covered by the leases unitized under this agreement, Royalty Owners hereby grant Working Interest 
Owners a period of six (6) months after termination of this agreement in which to salvage, sell, distribute or otherwise dispose of the 
personal property and facilities used in connection with Unit Operations. 

SECTION 23. APPEARANCES: Unit Operator shall have the right to appear for or on behalf of any and all interests affected 
hereby before the Commissioner and the Commission, and to appeal from any order issued under the rules and regulations of the 
Commissioner or the Commission, or to apply for relief from any of said rules and regulations or in any proceedings relative to 
operations before the Commissioner or the Commission, or any other legally constituted authority; provided, however, that any other 
interested party shall also have the right at his or its own expense to be heard in any such proceedings. 
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SECTION 24. NOTICES: All notices, demands, objections or statements required hereunder to be given or rendered to the 
parties hereto shall be deemed fully given if made in writing and personally delivered to the party or parties or sent by postpaid 
certified mail addressed to such party or parties at their respective addresses set forth in connection with the signatures hereto or to 
the ratification or consent hereof or to such other address as any such party or parties may have furnished in writing to the party 
sending the notice, demand or statement. 

SECTION 25. NO WAIVER OF CERTAIN RIGHTS: Nothing in this agreement contained shall be construed as a waiver by any 
party hereto of the right to assert any legal or constitutional right or defense as the validity or invalidity of any law of the State 
wherein said unitized lands are located, or rules or regulations issued thereunder in any way affecting such party, or as a waiver by 
any such party of any right beyond his or its authority to waive; provided, however, that each party hereto covenants that during the 
existence of this agreement such party will not resort to any action at law or in equity to partition the Unit Area or the facilities used 
in the development or operation hereof and to that extent waives the benefits of all laws authorizing such partition. 

SECTION 26. LOSS OF TITLE: In the event that any Tract ceases to have sufficient Working Interest Owners committed to this 
agreement to meet the conditions of Section 13, Tracts Qualified for Unit Participation, because of failure of title of any party hereto, 
such Tract shall be automatically regarded as not committed to this agreement effective as of 7:00 A.M. on the first day of the 
calendar month in which the failure of title is finally determined; provided, however, that such Tract shall not be so regarded if said 
Tract can be requalified for admission under Section 13 within ninety (90) days after the date on which such title failure was finally 
determined. 

If any such Tract cannot be so requalified, Unit Operator shall revise the schedule previously filed with the Commissioner 
setting forth the Tracts committed hereto, and Unit Operator shall revise Exhibit "C" to show the tracts in the Unit Area that remain 
committed hereto and the Tract Participation of each of said Tracts, which revised Tract Participation shall be calculated and 
determined on the basis that the Tract Participation shall be calculated and detennined on the basis that the Tract Participation of 
each of said Tracts shall remain in the same ratio one to the other. Copies of the revised schedule and exhibit shall be filed with 
the Commissioner and same shall be effective as of 7:00 A.M. on the first day of the calendar month in which such failure of title is 
finally determined. 

If title to a Working Interest fails, the rights and obligations of Working Interest Owners by reason of such failure shall be 
governed by the Unit Operating Agreement. If title to a Royalty Interest fails, but the Tract to which it relates remains committed to 
this agreement, the party whose title failed shall not be entitled to participate hereunder insofar as its participation is based on such 
lost Royalty Interest. 

In the event of a dispute as to the title to any Working Interest or Royalty Interest subject hereto, payment or delivery on 
account thereof may be withheld without liability or interest until the dispute is finally settled. 

Unit Operator, as such, is relieved from any responsibility for any defect or failure of any title hereunder. 

SECTION 27. NONJOINDER AND SUBSEQUENT JOINDER: As the objective of this Unit Agreement is to have lands in the Unit 
Area operated and entitled to participation under the terms hereof, it is agreed that, notwithstanding anything else herein, no joinder 
shall be considered a commitment to this Unit Agreement unless the Tract involved is qualified under Section 13 hereof, Tracts 
Qualified for Unit Participation. Joinder in the Unit Agreement by a Working Interest Owner, at any time must be accompanied by 
appropriate joinder to the Unit Operating Agreement in order for the interest to be regarded as effectively committed to this Unit 
Agreement. Joinder by any owner of a Royalty Interest at any time must be accompanied by appropriate joinder by the owner of 
the corresponding Working Interest in order for the interest to be regarded as committed hereto. 

Any oil or gas interest in the Unitized Formation in lands within the Unit Area not committed hereto prior to final approval 
of this agreement by the Commissioner may thereafter be committed hereto upon compliance with the applicable provisions of 
Section 13, Tracts Qualified for Unit Participation, hereof, within a period of two (2) months thereafter, on the same basis of 
participation as provided for in Section 12, Tract Participation, and set forth in Exhibit "C", by the owner or owners thereof 
subscribing or consenting in writing to this agreement and, if the interest is a Working Interest, by the owner of such interest 
subscribing also to the Unit Operating Agreement. 

It is understood and agreed, however, that after two (2) months from the effective date hereof, the right of subsequent 
joinder as provided in this Section shall be subject to such requirements or approvals and on such basis as may be agreed upon by 
Working Interest Owners having a combined Unit Participation of not less than ninety percent (90%), provided that the Tract 
Participation of each previously committed Tract shall remain in the same ratio one to the other. Such joinder by a Working Interest 
Owner must be evidenced by its execution or ratification of this Unit Agreement and the Unit Operating Agreement. Such joinder by 
a Royalty Owner must be evidenced by its execution or ratification of this Unit Agreement and must be consented to in writing by the 
Working Interest Owner responsible for the payment of any benefits that may accrue hereunder in behalf of such Royalty Owner. 
Except as may be otherwise herein provided, subsequent joinders shall be effective at 7:00 A.M. of the first day of the month 
following the filing with the Commissioner, of duly executed documents necessary to establish effective commitment unless 
reasonable objection to such joinder by the Commissioner is duly made within sixty (60) days after such filing 

SECTION 28. COUNTERPARTS. This agreement may be executed in any number of counterparts, no one of which needs to be 
executed by all parties and may be ratified or consented to by separate instrument in writing specifically referring hereto, and shall 
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be binding upon all those parties who have executed such a counterpart, ratification, or consent hereto with the same force and 
effect as if all parties had signed the same document, and regardless of whether or not it is executed by all other parties owning or 
claiming an interest in the lands within the above described Unit Area. 

SECTION 29. JOINDER COMMITMENT: Execution as herein provided by any party either as a Working Interest Owner or as a 
Royalty Owner shall commit all interests that may be owned or controlled by such party. 

SECTION 30. TAXES: Each party hereto shall, for its own account, render and pay its share of any taxes levied against or 
measured by the amount or value of the Unitized Substances produced from ths; unitized land; provided, however, that if it is 
required or if it be determined that the Unit Operator or the several Working Interest Owners must pay or advance said taxes for the 
account of the parties hereto, it is hereby expressly agreed that the parties so paying or advancing said taxes shall be reimbursed 
therefor by the parties hereto, including Royalty Owners, who may be responsible for taxes on their respective allocated share of 
said Unitized Substances. No such taxes shall be charged to any lessor who has a contract with a lessee which requires his lessee 
to pay such taxes. 

SECTION 31. PERSONAL PROPERTY EXCEPTED: All lease and well equipment, materials and other facilities heretofore or 
hereafter placed by any of the Working Interest Owners on the lands covered hereby shall be deemed to be and shall remain 
personal property belonging to and may be removed by the Working Interest Owners. The rights and interest therein as among 
Working Interest Owners are covered by the Unit Operating Agreement. 

SECTION 32. NO PARTNERSHIP: The duties, obligations and liabilities of the parties hereto are intended to be several and not 
joint or collective. This agreement is not intended to create, and shall not be construed to create, an association or trust, or to 
impose a partnership duty, obligation or liability with regard to any one or more of the parties hereto. Each party hereto shall be 
individually responsible for its own obligations as herein provided. 

SECTION 33. CORRECTION OF ERRORS: It is hereby agreed by all parties to this agreement that Unit Operator is empowered 
to correct any mathematical or clerical errors which may exist in the pertinent exhibits to this agreement; provided, however, that 
correction of any error other than mathematical or clerical shall be made by Unit Operator only after first having obtained approval of 
Working Interest Owners having a combined Unit Participation of fifty percent (50%) or more, and the Commissioner. 

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be executed as ofthe first above written date 
and have set opposite their respective names the date of execution. 

UNIT OPERATOR AND WORKING INTEREST OWNER 4f 

BUSINESS ENTITY 

CHESAPEAKE EXPLORATION, L.L.C. 
An Oklahoma limited liability company 

•FICER SIGNATURE" 
Henry J^T-food, Se,mo"r Vice President -
Land aSwLLegal"& General Counsel 

P.O. Box 18496 
Oklahoma City, OK 73154-0496 

Address 

STATE OF. OKLAHOMA 
)ss 

COUNTY OF. OKLAHOMA 
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Acknowledgment in an Individual Capacity 

This instrument was acknowledged before me on Date 

B y _ 
NAME(S) OF PERSON(S) 

(SEAL) SIGNATURE 6F NOTARIAL OFFICER 

My commission expires: 

Acknowledgment in a Representative Capacity 

This instrument was acknowledged before me i 

W X E ( S ) OF PfcRSON(: 
Henry J. Hood 

Henry J. Hood, Senior Vice President 
Land and Legal & General Counsel 

..oft! 1 

3S 
TYPE AUthORlfV;"r!.GToP'^CER, TRUSTE~£. ETC 

^ v. ... ,. , 

of 
NAME OF PARTY 

CHESAPEAKE EXPLORATION. L L C, 
an Oklahoma limited liability company 
^ IY ON BEHALF OF WHOM INSTRUMENT WAS EXECUTED" 

O I N A P E T E R S O N ' 

>"».>!arv Public 
S t m of Oklahoma 

Commiss i ^ # 08008510 Expires 03/28/12 

My commission expires: 
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EXHIBIT "A" 

1 

I 

4 

Carter 2 
• 

R 

3 

• 
Carter 1 

2 

Shipp Zl #2 

• 

Shipp Zl #3 
• 

7 I 

TOWNSHIP 16 SOUTH, RANGE 37 EAST 
LEA COUNTY, NEW MEXICO 

CARTER-SHIPP STRAWN UNIT 
CHESAPEAKE EXPLORATION, LLC 

Federal Acreage = 0 acres 

m Wells State Acreage = 0 acres 

Proposed Waterflood Unit Boundary 
Fee Acreage = 360.00 acres 

Total Acreage = 360.00 acres 
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EXHIBIT "C" 

SCHEDULE OF TRACT PARTICIPATION 

Tract No. 
Unitized Participation 
Percentaqe Parameter 

Percent 
Weiaht 

1 .3792 Primary Recovery 40% 
2 42.4558 Oil in Place 50% 
3 34.8067 Useable Well Bores 10% 
4 22.3583 Total 100% 

100.0000 
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UNIT OPERATING AGREEMENT 
CARTER-SHIPP STRAWN UNIT 
LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as of the 1 s t day of July, 2009, by the parties who have signed the original 
of this instrument, a counterpart thereof, or other instrument agreeing to be bound by the provisions hereof; 

WITNESSETH: 

WHEREAS, the parties hereto as Working Interest Owners have executed, as of the date hereof, an 
agreement entitled "UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE CARTER-
SHIPP STRAWN UNIT AREA, LEA COUNTY, NEW MEXICO", herein referred to as "Unit Agreement", 
which, among other things, provides for a separate agreement to be entered into by Working Interest Owners 
to provide for Unit Operations as therein defined. 

NOW THEREFORE, in consideration of the mutual agreements here set forth, it is agreed as follows: 

ARTICLE 1 
CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement: The Unit Agreement is hereby confirmed and by reference 
made a part of this agreement. The definitions in the Unit Agreement are adopted for all purposes of this 
agreement. If there is any conflict between the Unit Agreement and this agreement, the Unit Agreement shall 
govern. 

ARTICLE 2 
EXHIBITS 

2.1 Exhibits: The following exhibits are incorporated herein by reference: 

2.1.1 Exhibit "A", "B" and "C" of the Unit Agreement. 

2.1.2 Exhibit "D", attached hereto, is a schedule showing the Working Interest of each Working 
Interest Owner in each Tract, each Working Interest Owner's Unit Participation attributable to each such 
interest, and the total Unit Participation of each Working Interest Owner. Exhibit "D", or a revision thereof, 
shall not be conclusive as to the information therein, except it may be used as showing the Unit Participations 
of Working Interest Owners for purposes of this agreement until shown to be in error or revised as herein 
authorized. 

2.1.3 Exhibit "E". attached hereto is the Accounting Procedure applicable to Unit Operations. If 
there is any conflict between this agreement and Exhibit "E", this agreement shall govern. 

2.1.4 Exhibit "F", attached hereto, contains insurance provisions applicable to Unit Operations. 

2.1.5 Exhibit "G", attached hereto, is an outline of categories of Pre-Unitization Expenses for the 
formation of the subject Unit. 

2.2 Correcting Errors: The shapes and descriptions of the respective Tracts have been 
established by using the best information available. If it subsequently appears that any Tract, because of 
diverse royalty or working interest ownership on the Effective Date hereof, should be divided into more than 
one Tract, or that any mechanical or clerical error has been made in the preparation of Exhibits or information 

7 



shown thereon, the Unit Operator, with the approval of the Working Interest Owners, may correct the mistake 
by revising the Exhibits to conform to the facts. The revision shall not include any re-evaluation of engineering 
or geological interpretations used in determining Tract Participation. Each such revision of an Exhibit made 
prior to thirty (30) days after the Effective Date shall be effective as of the Effective Date. Each such revision 
of an Exhibit thereafter made shall be effective at 7:00 a.m. on the first day of the calendar month next 
following the filing for record of the revised Exhibit, or such date as may be determined by the Working 
Interest Owners and set forth in the revised Exhibit. 

2.3 Reference to Exhibits: When reference is made herein to an exhibit, it is to the exhibit as 
originally attached, or, if revised, to the last revision. 

ARTICLE 3 
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision: The Working Interest Owners shall exercise overall supervision and 
control of all matters pertaining to Unit Operations pursuant to this Unit Operating Agreement. 

3.2 Specific Authorities and Duties: The matters with respect to which the Working Interest 
Owners shall decide and take action shall include, but not be limited to, the following: 

3.2.1 Method of Operation: The method of operation, including any type of pressure 
maintenance, secondary recovery, or other recovery program to be employed. 

3.2.2 Drilling of Wells: The drilling of any well whether for production of Unitized Substances, for 
use as an injection well, or for other purposes. 

3.2.3 Well Recompletions and Change of Status: The recompletion, abandonment, or change of 
status of any well, or the use of any well for injection or other purposes. 

3.2.4 Expenditures: Authorization of any single expenditure, in excess of One Hundred Thousand 
Dollars ($100,000.00); provided that, approval by the Working Interest Owners of the drilling, workover, 
drilling deeper, or plugging back of any well shall include approval of all necessary expenditures required 
therefor, and for completing, testing, and equipping the well, including necessary flow lines, separators, and 
lease tankage. 

3.2.5 Disposition of Unit Equipment: The selling or otherwise disposing of any surplus Unit 
Equipment, if the current list price of new equipment similar thereto is Fifty Thousand Dollars ($50,000.00) or 
more. 

3.2.6 Appearance Before a Court or Regulatory Agency: The designating of a representative to 
appear before any court or regulatory agency in matters pertaining to Unit Operations; provided that, such 
designation shall not prevent any Working Interest Owner from appearing in person or from designating 
another representative in its own behalf at such Working Interest Owner's own expense. 

3.2.7 Audits: The auditing of the accounts of Unit Operator pertaining to Unit Operations 
hereunder; provided that the audits shall: 

a) Not be conducted more than once each year except upon resignation or removal of Unit 
Operator; 

b) Be made upon the affirmative vote of at least fifty-one percent (51%) of the voting interest 
remaining after excluding the voting interest of Unit Operator; such costs incurred shall be at the expense of 
all Working Interest Owners other than Unit Operator; 
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c) Be made at the expense of all Working Interest Owners other than the Working Interest 
Owner designated as Unit Operator except that if the affirmative vote is less than the fifty-one percent (51%) 
required in subparagraph (b) of this section, then the audit shall be made at the expense of those Working 
Interest Owners requesting such audit; and, 

d) Be made upon not less than thirty (30) days' written notice to Unit Operator. 

3.2.8 Inventories: The taking of periodic inventories under the terms of Exhibit "E". 

3.2.9 Technical Services: The authorizing of charges to the joint account for services by 
consultants or Unit Operator's technical personnel not covered by the overhead charges provided by Exhibit 
"E". 

3.2.11 Replacement of Operator: The removal of Unit Operator and the selection of a successor. 

3.2.12 Investment Adjustment: The adjustment and readjustment of investments. 

3.2.13 Termination of Operations: The termination of Unit Operations and the Plan of Unitization. 

3.2.14 Release of Information: The release of information, photographs, or television pictures 
concerning operations conducted hereunder and incidents occurring in connection with operations conducted 
hereunder; provided, however, that drilling depths, names of formations encountered, and other information 
normally furnished to industry scouting or news services may be released by the Unit Operator without 
approval of the Working Interest Owners. 

ARTICLE 4 
MANNER OF SUPERVISION 

4.1 Designation of Representatives: Each Working Interest Owner shall in writing inform Unit 
Operator of the names and addresses of the representative and alternate who are authorized to represent 
and bind such Working Interest Owner with respect to Unit Operations. The representative or alternate may 
be changed from time to time by written notice to Unit Operator. 

4.2 Meetings: All meetings of working Interest Owners shall be called by Unit Operator upon its 
own motion or at the request of one or more Working Interest Owners having a total Unit Participation of not 
less than two percent (2.00%). No meeting shall be called on less than fourteen (14) days' advance written 
notice, with agenda for the meeting attached. Working Interest Owners who attend the meeting shall not be 
prevented from amending items or other items presented in the agenda or from deciding the amended item 
or other items presented at the meeting. The representative of Unit Operator shall be chairman of each 
meeting. 

4.3 Voting Procedure: Working Interest Owners shall decide all matters coming before them as 
follows: 

4.3.1 Voting Interest: Each Working Interest Owner shall have a voting interest equal to its Unit 
Participation. 

4.3.2 Vote Required - Generally: Unless otherwise provided herein, all matters shall be decided 
by an affirmative vote of seventy percent (70%) or more voting interest; provided that, should any one 
Working Interest Owner have more than seventy percent (70%) voting interest, its vote must be supported by 
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the vote of at least one remaining Working Interest Owner. 

4.3.3 Vote at Meeting by Non-Attending Working Interest Owner: Any Working Interest Owner who 
is not represented at a meeting may vote on any agenda item by letter, telegram, fax or email addressed to 
the representative of the Unit Operator, if its vote is received prior to the vote on the item. Such vote will not 
be counted with respect to any item on the agenda which is amended at the meeting. 

4.3.4 Poll Votes: Working Interest Owners may vote by letter, telegram, fax or email on any matter 
submitted in writing to all Working Interest Owners. If a meeting is not requested as provided in Article 4.2, 
within fourteen (14) days after a written proposal is sent to Working Interest Owners, the vote taken by letter, 
telegram, fax or email shall control. Failure to vote within the time prescribed by the Unit Operator, which 
shall be no less than thirty (30) days after receipt of such matter, shall be deemed to be a no vote with 
respect to the proposal. Unit Operator will give prompt notice of the results of such voting to all Working 
Interest Owners. 

ARTICLE 5 
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights: Working Interest Owners severally reserve to themselves all their 
rights, except as otherwise provided in this Agreement and the Unit Agreement. 

5.2 Specific Riqhts: Each Working Interest Owner shall have, among others, the following 
specific rights: 

5.2.1 Access to Unit Area: Access to the Unit Area at all reasonable times to inspect Unit 
Operations, all wells, and the records and data pertaining thereto. 

5.2.2 Reports: The right to receive from Unit Operator, upon written request, copies of all reports 
to any governmental agency, reports of crude oil runs and stocks, inventory reports, and all other information 
pertaining to Unit Operations. The cost of gathering and furnishing information not ordinarily furnished by 
Unit Operator to all Working Interest Owners shall be charged to the Working Interest Owner that requests 
the information. 

ARTICLE 6 
UNIT OPERATOR 

6.1 Initial Unit Operator: Chesapeake Exploration, L.L.C, by and through its agent Chesapeake 
Operating, Inc., is hereby designated as Unit Operator. 

6.2 Resignation or Removal: Unit Operator has the right to resign at any time. The Unit Operator 
shall, upon default or gross negligence in the performance of its duties hereunder, be subject to removal by 
the Working Interest Owners by the affirmative vote of at least eighty percent (80%) of all remaining Working 
Interest Owners. A Unit Operator that resigns or is removed shall not be released from its obligations 
hereunder for a period of six (6) months after the resignation or discharge unless a successor Unit Operator 
has taken over the Unit Operations prior to the expiration of such period (as provided in the Unit Agreement). 

6.3 Selection of Successor: Upon the resignation or removal of a Unit Operator, a successor Unit 
Operator shall be selected by the Working Interest Owners. If the Unit Operator that is removed fails to vote 
or votes only to succeed itself, the successor Unit Operator may be selected by the affirmative vote of two (2) 
or more Working Interest Owners having at least ninety percent (75%) of the voting interest remaining, after 
excluding the voting interest of the Unit Operator that was removed. 
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ARTICLE 7 
AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate Unit: Subject to the provisions of this Agreement and to 
instructions from Working Interest Owners, the Unit Operator shall have the exclusive right and be obligated 
to conduct Unit Operations. 

7.2 Workmanlike Conduct: The Unit Operator shall conduct Unit Operations in a good and 
workmanlike manner and in accordance with accepted industry standards as would a prudent operator under 
the same or similar circumstances. Unit Operator shall freely consult with Working Interest Owners and keep 
them informed of all matters which Unit Operator, in the exercise of its best judgment, considers important. 
Unit Operator shall not be liable to Working Interest Owners for damages, unless such damages result from 
its gross negligence or willful misconduct. 

7.3 Liens and Encumbrances: The Unit Operator shall endeavor to keep the lands and leases 
in the Unit Area and the Unit Equipment free from all liens, and encumbrances occasioned by Unit 
Operations, except the lien and security interest of Unit Operator granted hereunder. 

7.4 Employees: The number of employees used by Unit Operator in conducting Unit 
Operations, their selection, hours of labor, and compensation shall be determined by the Unit Operator. 
Such employees shall be the employees ofthe Unit Operator. 

7.5 Records: The Unit Operator shall 
Operations. 

7.6 Reports to Working Interest Owners: 
Owners periodic reports of Unit Operations. 

7.7 Reports to Governmental Authorities: 
governmental authorities that it has the duty to make as 

keep correct books, accounts and records of Unit 

The Unit Operator shall furnish to Working Interest 

The Unit Operator shall make all reports to 
Unit Operator. 

7.8 Engineering and Geological Information: The Unit Operator shall furnish to Working 
Interest Owner, upon written request, any engineering and geological data pertaining to Unit Operations. 

7.9 Expenditures: Unit Operator is authorized to make all expenditures for normal or recurring 
operating expenses and other single expenditures not in excess of One Hundred Thousand Dollars 
($100,000.00) without prior approval of Working Interest Owners. If an emergency occurs, the Unit Operator 
may immediately make or incur expenditures that, in its opinion, are required to deal with the emergency. 
Unit Operator shall report to Working Interest Owners, as promptly as possible, the nature of the emergency 
and the action taken. 

7.10 Wells Drilled by Unit Operator: All wells drilled by Unit Operator shall be at the usual rates 
prevailing in the area. Unit Operator may employ its own tools and equipment, but the charge therefor shall 
not exceed the prevailing rate in the area and the work shall be performed by Unit Operator under the same 
terms and conditions as are usual in the area in contracts of independent contractors doing work of a similar 
nature. 

7.11 Restoration of Surface Conditions Existing Prior to Unitization: Working Interest Owner, upon 
request of Unit Operator, shall fill all pits, remove concrete foundations, or perform any other restorative work 
necessary to restore surface damage which existed prior to the Effective Date. If Working Interest Owner 
has not completed said work within ninety (90) days after notification by the Unit Operator, then the Unit 
Operator shall be authorized to perform the necessary restoration. The cost of any such work to restore 
surface to a condition that is acceptable to the proper regulatory body shall be borne entirely by the Working 
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Interest Owner or Working Interest Owners who contributed such lands to the Unit. 

7.12 Mathematical Errors: It is hereby agreed by all parties to this agreement that Unit Operator 
is empowered to correct any mathematical errors which might exist in the exhibits to this agreement. 

7.13 Border Agreements: Unit Operator may, after approval by Working Interest Owners, enter 
into border agreements with respect to lands adjacent to the Unit Area for the purpose of coordinating 
operations. 

7.14 Indemnities: As to all contracts executed by the Unit Operator with an independent 
contractor governing operation or services to be performed in connection with unit operations, Unit Operator 
shall require that any indemnification provision in favor of Unit Operator contained therein shall extend to and 
inure to the benefit of Working Interest Owners in the same manner as Unit Operator. 

ARTICLE 8 
TAXES 

8.1 Ad Valorem Taxes: Beginning with the first calendar year after the Effective Date hereof, 
Unit Operator shall make and file all necessary ad valorem tax renditions and returns with the proper taxing 
authorities with respect to all property of each Working Interest Owner used or held by Unit Operator for Unit 
Operations. Unit Operator shall settle assessments arising therefrom. All such ad valorem shall be paid by 
Unit Operator and charged to the joint account of all Working Interest Owners; however, if the interest of a 
Working Interest Owner is subject to a separately assessed overriding royalty interest, production payment, 
or other interest in excess of a one-eighth (1/8) royalty, such Working Interest Owner shall notify Unit 
Operator of such interest prior to the rendition date and shall be given credit for the reduction in taxes paid 
resulting therefrom. 

8.2 Other Taxes: Each Working Interest Owner shall pay or cause to be paid all production, 
severance, gathering, and other taxes imposed upon or with respect to the production or handling of its share 
of Unitized Substances. 

ARTICLE 9 
INSURANCE 

9.1 Insurance: Unit Operator, with respect to Unit Operations, shall do the following: 

9.1.1 Workmen's Compensation Law: Comply with the Workmen's Compensation Law of the State 
of New Mexico. 

9.1.2 Employer's Liability Insurance: Carry Employer's Liability and other insurance required by the 
laws of the State of New Mexico. 

9.1.3 Other Insurance: Provide other insurance as set forth in Exhibit "F". 
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ARTICLE 10 
ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over: Upon the Effective Date hereof, Working Interest Owners 
shall deliver to the Unit Operator the following: 

10.1.1 Wells: All wells completed in the Unitized Formation together with the casing therein. 

10.1.2 Well and Lease Equipment: The tubing in each such well, the wellhead connections thereon, 
and all other lease and operating equipment that is used in the operation of such wells which the Working 
Interest Owners determine is necessary or desirable for conducting Unit Operations. (If any such wells are 
multiple-completed wells, the provisions of the subsection shall apply only to that equipment used in 
connection with the Unitized Formation.) 

10.1.3 Records: A copy of all production and well records that pertain to such wells. 

10.2 Inventory and Evaluation of Personal Property: The Unit Operator shall, at Unit Expense, 
inventory and evaluate as determined by Working Interest Owners, the personal property taken over. Such 
inventory shall include, and be limited to, those items of equipment considered controllable under Exhibit "E" 
unless determined otherwise by Working Interest Owners in order to insure a more equitable adjustment of 
investment. Casing shall be included in the inventory for record purposes, but shall be excluded from 
evaluation and investment adjustment. 

10.3 Inventory Adjustment: Upon approval by Working Interest Owners of the inventory and 
evaluation, each Working Interest Owner shall be credited with the value of its interest in all personal property 
taken over under paragraphs 10.1.1 and 10.1.2 and shall be charged with an amount equal to that obtained 
by multiplying the total value of all personal property taken over under paragraph 10.1.2 by such Working 
Interest Owner's Unit Participation. If the charge against any Working Interest Owner is greater than the 
amount credited to such Working Interest Owner, the resulting net charge shall be an item of Unit Expense 
chargeable against such Working Interest Owner. If the credit to any Working Interest Owner is greater than 
the amount charged against such Working Interest Owner, the resulting net credit shall be paid to such 
Working Interest Owner by Unit Operator out of funds received by it in settlement of the net charges 
described above. Each Working Interest Owner, instead of owning an interest in all its personal property 
delivered to the Unit Operator under paragraph 10.1, will be considered as having exchanged such interest 
for an undivided interest in all personal property so delivered to the Unit Operator, subject to the investment 
adjustment herein provided. 

10.4 General Facilities: The acquisition of warehouses, warehouse stocks, lease houses, 
camps, facility systems, and office buildings necessary for Unit Operations shall be, by negotiations by the 
owners thereof and Unit Operator, subject to the approval of Working Interest Owners. There shall be no 
adjustment for lease roads or appurtenances thereto. 

10.5 Ownership of Personal Property and Facilities: Each Working Interest Owner, individually, 
shall by virtue hereof own an undivided interest, equal to its Unit Participation in all personal property and 
facilities taken over by the Unit Operator pursuant to this Agreement. 

10.6 Adjustment for Non-Usable Wells: All wells delivered to the Unit Operator as usable wells 
shall be (a) in usable physical condition, (b) completed in some portion of the Unitized Formation, and (c) 
physically separated from formations not a part of the Unitized Formation as of the Effective Date. The 
Working Interest Owners will within six (6) months after the Effective Date, determine which wells are in non-
usable physical condition. The cost of placing any such well in usable physical condition, or physically 
separating non-Unitized Formations, shall be charged to the Lessee or Lessees owning the well immediately 
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prior to the Effective Date, such work is to be performed by the Unit Operator. 

10.7 Surface Leases: Upon the effective date hereof Working Interest Owners shall deliver to 
Unit Operator assignment(s) of all surface lease agreements pertaining to the Unit Area, and Unit Operator 
shall become responsible for all future rentals on behalf of Working Interest Owners. All said surface unit 
rental costs shall be apportioned to each Working Interest as set forth in Exhibit "D". 

ARTICLE 11 
UNIT EXPENSE 

11.1 Basis of Charge to Working Interest Owner: The Unit Operator initially shall pay all pre-
Unitization Expenses and such expenses shall be considered Unit Expense. All charges, credits, and 
accounting for Unit Expense shall be in accordance with Exhibits "EI" and "H". Each Working Interest Owner 
shall reimburse the Unit Operator for its share of Unit Expense. Each Working Interest Owner's share of all 
operating expenses shall be the same as its Unit Participation in effect at the time the expense was incurred. 

11.2 Budgets: The "Feasibility Study" which has been provided to all Working Interest Owners 
and is included with the Unit Agreement and Unit Operating Agreement will serve as the budget. This study 
provides a detailed listing of capital expenditures during the Phase I and Phase II development stages ofthe 
project. Should significant adjustments be made an adjusted budget shall promptly be furnished to each 
Working Interest Owner. 

11.3 Advance Billings: The Unit Operator shall have the right, without prejudice to other rights or 
remedies to require Working Interest Owners to advance their respective share of Unit Expense by 
submitting to Working Interest Owners, on or before the 15th day of any month, an itemized estimate thereof 
for the succeeding month, with a request for payment in advance. Within fifteen (15) days after the receipt 
thereof, each Working Interest Owner shall pay to the Unit Operator its share of such estimate. Adjustments 
between estimated and actual Unit Expense shall be made by the Unit Operator at the close of each 
calendar month, and the accounts of the Lessees shall be adjusted accordingly. 

11.4 Commingling of Funds: Funds received by the Unit Operator under this Plan of Unitization 
need not be segregated or maintained by it as a separate fund, but may be commingled with its own funds. 

11.5 Unpaid Unit Expense: If any Working Interest Owner fails or is unable to pay its share of 
Unit Expense within thirty (30) days after rendition of a statement therefor by Unit Operator, the unpaid 
balance of its share of Unit Expense shall be carried and paid by all non-defaulting Working Interest Owners 
subject to the provisions of paragraph 11.8 herein who are signatory of this Agreement in the proportion that 
the Unit Participation of each bears to the total such Unit Participation of all such Working Interest Owners. 
Such amount shall bear interest at the rate of prime plus two percent (2%) per annum (as determined by 
current prime interest rate charged by Bank of Oklahoma, NA; Oklahoma City, Oklahoma), or such 
maximum rate as permitted by law, whichever is lesser, until paid. Working Interest Owners so paying shall 
be reimbursed therefor, together with interest thereon, when the amount so carried and the interest thereon 
are collected from the Working Interest Owners primarily chargeable therewith. The amount carried shall be 
due and payable out of the proceeds from the defaulting Working Interest Owner's share of Unitized 
Substances, including, to the extent provided for in the State of New Mexico Statutory Unitization Statutes, 
overriding royalty interests, oil and gas payments, or other interests in excess of one eighth (1/8) royalty 
interest to which such Working Interest Owner's interest is subject. During the time that any Working Interest 
Owner fails to pay its share of the Unit Expense, the Unit Operator without prejudice to other existing 
remedies shall be entitled to collect and receive from the purchaser the proceeds from such Working Interest 
Owner's share of the Unitized Substances. All credits to any such defaulting Working Interest Owner on 
account of the sale or other disposal of Unit Equipment, or otherwise, shall also be applied against the unpaid 
share of Unit Expense charged against such Lessee. 
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11.6 Lien, Security Interest and Right of Foreclosures: The Unit and the Working Interest Owner's 
who pay a portion of Unit Expense on behalf of a carried Working Interest Owner shall have a first and prior 
lien and security interest upon the carried Working Interest Owner's leasehold interest and the other Oil and 
Gas Rights (exclusive of a 1/8 royalty interest) within the Unit Area, as well as the carried Working Interest 
Owner's share of the Unit Production, and all Unit Equipment in possession of the Unit, to secure payment of 
all Unit Expense properly charged to the carried Working Interest Owner. If the owner of any excess royalty 
interest, overriding royalty, oil and gas payment, or other interest, which under this Plan of Unitization is not 
primarily responsible for costs and expenses, pays any part of Unit Expense for the purpose of protecting 
such interest, or if the amount of such Unit Expense in whole or in part is deducted from the Unitized 
Substances credited to such interest, the owner shall, to the extent of such payment or deduction, be 
subrogated to all the rights of the Unit, the Unit Operator and other Working Interest Owners with respect to 
the interest primarily chargeable with such expense. The lien and security interest herein provided shall be 
for the use, benefit, and protection of the Unit, Unit Operator, and other Working Interest Owners or Persons 
entitled to receive or share in the monies, the payment of which is secured thereby; and the Unit, the Unit 
Operator, or any of the Working Interest Owners who have made payment of the Unit Expense, or part 
thereof for the carried Working Interest Owner, shall be entitled to exercise all lien rights, including the right of 
foreclosure. The lien may be foreclosed at any time after a Working Interest Owner has been carried for a 
maximum period of sixty (60) days from the date of billing and all or a portion of the account remains unpaid 
by the carried Lessee. 

11.7 Carved-Out Interest: In the event any Working Interest Owner shall, after executing this Plan, 
create an overriding royalty, production payment, net profits, or carved-out interest, or any other interest out 
of its interest then subject to this Plan, such carved-out interest shall be subject to the terms and provisions of 
this Plan. In the event the Working Interest Owner owning the interest out of which the carved-out interest 
was created fails to pay any costs or expense chargeable to such Working Interest Owner under this Plan 
and the production to the credit of such Working Interest Owner is insufficient for that purpose, the owner of 
the carved-out interest will be liable for its pro rata portion of all costs and expenses for which the working 
Interest Owner that created such carved-out interest would have been liable hereunder by virtue of such 
Working Interest Owner's entire original interest, just as though such carved-out interest had not been 
created. In this event, the lien provided in paragraph 11.6 hereof may be enforced against such carved-out 
interest in the same manner as if the lien was enforceable against the original interest out of which the 
carved-out interest was created. If, at any time, the interest of any party is divided among and owned by 
four(4) or more co-owners, the Unit Operator, at its discretion, may require such co-owners to appoint a 
single trustee or agent with full authority to receive notices, approve expenditures, receive billings for and 
approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, 
the co-owners of such party's interest within the scope of the operations embraced in this Plan; however, all 
such co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
of their respective shares of the oil and gas produced from the Unit Area and they shall have the right to 
receive, separately, payment of the sale proceeds thereof. If such co-owners fail to appoint said trustee or 
agent upon request of the Unit Operator, then the Unit Operator, at its discretion, may designate one of said 
co-owners as said trustee or agent. 

11.7.1 Other Remedies: In addition to the foregoing remedies, with respect to any Working Interest 
Owner carried in the payment of its share of the Unit Expense when due, the Unit Operator shall, for itself, 
the paying Working Interest Owners and the Unit, during the period of such carry, be entitled to the following 
rights: 

a) To itself purchase the share of Unit Production of any such carried Working Interest Owner, 
including all overriding royalties, oil and gas payments and other interests in excess of the normal one eighth 
(1/8) royalty interest to which such carried Working Interest Owner's share of Unit Production is subject, at 
the prevailing market price in the field which shall, in no event, be less than the price received by the Unit 
Operator for its portion ofthe Unit Production; and, 
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b) To collect and receive from the purchaser thereof, the proceeds from the sale of such 
carried Working Interest Owner's share of Unit Production, including all overriding royalties, oil and gas 
payments, and other interests in excess of the normal one eighth (1/8) royalty interest to which such carried 
Lessee's share of Unit Production is subject. 

11.8 Credits: The Unit Operator shall apply all proceeds collected by it, pursuant to the 
provisions of paragraph 11.7, against the unpaid Unit Expense due from such carried Lessee, the balance of 
such proceeds, if any, to be paid to such carried Lessee. 

ARTICLE 12 
NON-CONSENT PROVISION 

12.1 Election: It is understood and agreed that any Working Interest Owner may elect to be 
carried hereunder, subject to the following terms and conditions: When Unit Operator circulates the Unit 
Operating Agreement for execution, Unit Operator shall also circulate a ballot under which a party may elect: 
(a) whether it wishes to be carried; and (b) if it elects not to be carried, the amount of Working Interest as to 
which it is willing to assume additional participation pursuant to the terms hereof. Failure to return said ballot 
shall be deemed an election to be carried. In the event that, following the receipt of the Working Interest 
Owners' ratifications by Unit Operator, the Working Interest Owners, collectively, have not agreed to assume 
participation as to one hundred percent (100%) of the Working Interest, Unit Operator shall give all Working 
Interest Owners that have elected to Participate the option to increase the amount of additional participation 
they are willing to assume within ten (10) days of receiving notice of such option. Thereafter, Unit Operator 
may elect to assume additional participation. If, following such contact, the Working Interest Owners, 
collectively, have still not agreed to assume participation as to one hundred percent (100%) of the Working 
Interest, Unit Operator shall not proceed with the Unitization which is the subject of this agreement. It is 
understood and agreed that, if the Unit Operating Agreement and the Unit Agreement do become effective 
under the respective terms thereof, and any parties that did not previously ratify the Unit Operating 
Agreement and the Unit Agreement, nevertheless become Working Interest Owners as a result of the Oil 
Conservation Division of the State of New Mexico (the "Division") approving this Unit pursuant to the New 
Mexico Statutory Unitization Act, such Working Interest Owners shall have the right to elect to participate in 
the Unit and to elect an amount of additional participation that they are willing to assume within thirty (30) 
days after said approval by the Division. Once all parties have made the elections allowed under the 
provisions hereof, the interest of those Working Interest Owners that have elected to be carried shall be 
allocated among those Working Interest Owners that have elected to participate in proportion to their 
Working Interest in the Unit, provided that no Working Interest Owner shall be allocated any additional 
participation in excess of the amount of participation which said Working Interest Owner has elected to 
assume. 

12.2 Non-Consent Penalty: The entire cost and risk of conducting operations shall be borne by the 
Working Interest Owners in the proportion that they have elected to participate pursuant to the terms hereof 
(hereinafter, such Working Interests Owners shall be referred to as "Consenting Parties"). Each Working 
Interest Owner that has elected to be carried (hereinafter, such Working Interest Owners shall be referred to 
as "Non-Consenting Parties") shall be deemed to have relinquished to Consenting Parties, and the 
Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such 
Non-Consenting Parties' share of Unit Production (including its share of any Outside Substances produced 
and sold) until the proceeds of the sale of such share, calculated at the well, or the market value thereof if 
such share is not sold (after deducting production taxes, excise taxes, royalty or/and overriding royalty 
payable out of or measured by the production from such well accruing with respect to such interest) shall 
equal the Unit Expense accruing for such interest plus an amount equal to 200% of all such Unit Expense 
allocated to such Non-Consenting Parties' Working Interest, it being further understood and agreed that the 
unpaid balance of any amount payable out of a Non-Consenting Party's interest hereunder (including the 
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additional 200% of such expenses provided for above) shall bear interest at the rate of 2% above prime rate 
as established by Bank One of Oklahoma, N.A. to be determined monthly, or at the maximum contract rate 
permitted by the applicable usury laws, whichever is the lesser. 

12.3 Handling of Inventory Adjustment for Non-Consent Parties: It is understood and agreed that 
Unit Operator shall promptly provide Working Interest Owners with notification of the approval of the 
inventory and valuation pursuant to Article 10, and that, with regard to any Working Interest Owner that has 
elected to be carried under Section 12.1, and has not had its Working Interest revert to it pursuant to the 
terms hereof, the following shall apply: (i) if such Working Interest Owner has a net charge against its interest 
following the inventory adjustment, such charge shall be considered an expense in the month in which the 
inventory adjustment is applied and shall be treated as any other expense under Sections 12.1 and 12.2 (ii) if 
such Working Interest Owner has a net credit against its interest following the inventory adjustment, the 
amount of such credit shall be applied to the outstanding balance of such Working Interest Owner in the 
same manner as revenue in the month in which the inventory adjustment is applied, and if the amount of 
such credit is sufficient for the Working Interest of such Working Interest Owner to revert to it pursuant to the 
terms hereof, such Working Interest shall revert, and the amount of any net credit remaining shall be paid to 
Working Interest Owner. 

12.4 Payoff of Non-Consent Party's Unpaid Balance: Any Non-Consenting Party shall have the 
right, at any time, to pay off the amount of its net unpaid balance and, in the event that any Non-Consenting 
Party exercises this right, the Working Interest of such Non-Consenting Party shall revert to it on the month 
following the month of such payment. 

ARTICLE 13 
NON-UNITIZED FORMATIONS 

13.1 Right to Operate: Any Working Interest Owner that now has, or hereafter acquires, the right 
to drill for and produce oil, gas or other minerals other than from the Unitized Formation shall have the right to 
do so notwithstanding this Plan of Unitization. In exercising the right, however, the Working Interest Owner 
shall exercise reasonable precaution to prevent unreasonable interference with Unit Operations. No Working 
Interest Owner shall produce Unitized Substances through any well drilled or operated by it. If any Working 
Interest Owner drills any well(s) into or through the Unitized Formation, the Unitized Formation shall be 
protected in a manner satisfactory to Working Interest Owners so that the production of Unitized Substances 
will not adversely be affected. 

13.2 Multiple Completions: No well now or hereafter completed in the Unitized Formation shall 
ever be completed as a multiple completion with the Unitized Formation and any other formation unless such 
multiple completion and the subsequent handling of the multiple completion is approved by Working Interest 
Owners in accordance with the voting procedure set out in Section 4.3.2 of this Agreement. 

ARTICLE 14 
TITLES 

14.1 Title Information: The Working Interest Owners of a Tract shall furnish and make available 
to the Unit Operator the most recent title opinion and supporting documents, which may or may not include 
updated abstracts to title, together with all other title information in the possession of such Lessees, affecting 
their title and that of their Royalty Owners to the Oil and Gas Rights in and to such Tract. 

14.2 Warranty and Indemnity: Each Working Interest Owner represents and warrants that it is 
the owner of the respective Working Interests set forth opposite its name in Exhibit "D" and agrees to 
indemnify and hold harmless all other Working Interest Owners from any loss due to failure, in whole or in 
part, of its title to any such interest, except failure of title arising out of Unit Operations; however, such 
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indemnity and any liability for breach of warranty shall be limited to an amount equal to the net value that has 
been received from the sale or receipt of Unitized Substances attributed to the interest as to which title failed. 
Each failure of title will be deemed to be effective, insofar as this Agreement is concerned, as of 7:00 a.m. on 
the first day of the calendar month in which such failure is finally determined, and there shall be no retroactive 
adjustment of Unit Expense, or retroactive allocation of Unitized Substances or the proceeds therefrom as a 
result of title failure. 

14.3 Failure Because of Unit Operations: The failure of title to any Working Interest in any Tract 
because of Unit Operations, including nonproduction from such Tract, shall not change the Unit Participation 
of the Working Interest owner whose title failed in relation to the Unit Participation of the other Working 
Interest Owners at the time of the title failure. 

ARTICLE 15 
LIABILITY, CLAIMS. AND SUITS 

15.1 Individual Liability: The duties, obligations, and liabilities of Working Interest Owners shall 
be several and not joint or collective; and nothing herein contained shall ever be construed as creating a 
partnership of any kind, joint venture, association, or trust among Working Interest Owners. Each party here 
to shall be individually responsible for its own obligations as herein provided. 

15.2 Settlements: Unit Operator may settle any single damage claim or suit involving Unit 
Operations if the expenditure does not exceed fifty thousand dollars ($50,000.00) and if the payment is in 
complete settlement of such claim or suit. If the amount required for settlement exceeds the above specified 
amount, Working Interest Owners shall assume and take over the further handling of the claim or suit unless 
such authority is expressly delegated Unit Operator. All costs and expense of handling, settling, or otherwise 
discharging such claim or suit shall be an item of Unit Expense. If a claim is made against any Working 
Interest Owner or if any Working Interest Owner is sued on account of any matter arising from Unit 
Operations over which such Working Interest Owner individually has no control because of the rights given 
Working Interest Owners and Unit Operator by this agreement and the Unit Agreement, the Working Interest 
Owner shall immediately notify the Unit Operator, and the claim or suit shall be treated as any other claim or 
suit involving Unit Operations. 

15.3 Indemnification of Unit Operator: The Working Interest Owners agree to indemnify and hold 
harmless the Unit Operator from each ofthe following losses: 

(a) Bankruptcy or misappropriation of funds by a drilling contractor to whom a prepayment of 
intangible drilling costs has been paid for a well to be drilled in a subsequent year. The loss of such 
prepayment shall constitute an individual loss to the parties making such prepayment. 

(b) Any adverse loss or tax consequence incurred as a result of a tax court or any other 
governmental agency not allowing the deduction of any intangible investment, for any reason. 

15.4 Governmental Rulings: Non-Operators agree to release Unit Operator from any and all 
losses, damages, injuries, claims and causes of action arising out of, incident to or resulting directly or 
indirectly from Unit Operator's interpretation or application of rules, rulings, regulations or orders of the 
Department of Energy or predecessor agencies to the extent Unit Operator's interpretation or application of 
such rules, rulings, regulations or orders were made in good faith. Non-Operators further agree to reimburse 
Unit Operator for their proportionate share of any amounts Unit Operator may be required to refund, rebate or 
pay as a result of an incorrect interpretation or application of the above noted rules, rulings, regulations or 
orders, together with the Non-Operators' proportionate part of interest and penalties owing by Unit Operator 
as a result of such incorrect interpretation or application of such rules, rulings, regulations or orders. 
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ARTICLE 16 
INTERNAL REVENUE PROVISION 

16.1 Internal Revenue Provision: Each Lessee hereby elects that it and the operations covered by 
this Agreement be excluded from the application of Subchapter K of Chapter I of Subtitle A of the Internal 
Revenue Code of 1986, as amended, or such portion thereof as the Secretary of the Treasury of the United 
States or his delegate shall permit by election to be excluded therefrom. The Unit Operator is hereby 
authorized and directed to execute on behalf of each Lessee such additional or further evidence of said 
election as may be required by regulations issued under said Subchapter K, or should said regulations 
require each Person to execute such further evidence; each Lessee shall execute or join in the execution 
thereof. The election hereby made and the other provisions of this Article shall apply in like manner to 
applicable state laws, regulations, and rulings now in effect. In making this election each of the Lessees 
hereto hereby states that the income derived by it from the operations under this Plan of Unitization can 
adequately be determined without the computation of partnership taxable income. 

16.2 Governmental Fines, Penalties: All fines, interest, penalties, etc., leveled by the Department 
of Energy or other governing authority shall be paid for out of the Joint Account Furthermore, if the DOE 
determines an overcharge has occurred, each party agrees to pay to Unit Operator his share of the 
overcharge. Unit Operator shall forward this payment to the Agency. If any Overriding Royalty Interest or 
Royalty Interest Owner refuses to pay his share of the overcharge; then (1) his share of the overcharge shall 
be charged to the Joint Account; and, (2) if he later pays his share, either with cash or production, the Joint 
Account will be reimbursed. 

ARTICLE 17 
NOTICES 

17.1 Notices: All notices required hereunder shall be in writing and shall be deemed to have been 
properly served when sent by mail, telegram, fax, email, or electronic means to the address of each Working 
Interest Owner as furnished to the Unit Operator in accordance with Article 4.1 of this agreement. 

17.2 Notice of Transfer of Title: No change of title shall be binding on the Unit or the Unit Operator 
until the first day of the calendar month next succeeding the date of receipt by the Unit Operator of evidence 
satisfactory to it of change of such ownership. Each such transfer, assignment or conveyance, whether so 
stating or not, shall operate to impose upon the Person or Persons acquiring such interest the obligation of 
the predecessor in interest with respect to the interest so transferred and shall likewise operate to give and 
grant to the Person or Persons acquiring such interest all benefit attributable hereunder to such interest. 

ARTICLE 18 
WITHDRAWAL OF WORKING INTEREST OWNER 

18.1 Withdrawal: A Working Interest Owner may withdraw from this Agreement by transferring, 
without warranty of title either express or implied, to the Working Interest Owners who do not desire to 
withdraw, all its Oil and Gas Rights, exclusive of Royalty Interests, together with its interest in all Unit 
Equipment an in all wells used in Unit Operations, provided that such transfer shall not relieve such Working 
Interest Owner from any obligation or liability incurred prior to the first day of the month following receipt by 
Unit Operator of such transfer. The delivery of the transfer shall be made to Unit Operator for the transferees. 
The transferred interest shall be owned by the transferees, in proportion to the respective interests so 
acquired, shall pay the transferor for its interest in Unit Equipment, the salvage value thereof less its share of 
the estimated cost of salvaging same and of plugging and abandoning all wells then being used or held for 
Unit Operations, as determined by Working Interest Owners. In the event such withdrawing owner's interest 
in the aforesaid salvage value is less than such owner's share of such estimated costs, the withdrawing 
owner, as a condition precedent to withdrawal, shall pay the Unit Operator, for the benefit of Working Interest 
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Owners succeeding to its interest, a sum equal to the deficiency. Within sixty (60) days after receiving 
delivery of the transfer, Unit Operator shall render a final statement to the withdrawing owner for its share of 
Unit Expense, including any deficiency in salvage value as determined by Working Interest owners, incurred 
as of the first day of the month following the date of receipt of the transfer. Provided all Unit Expense, 
including any deficiency hereunder, due from the withdrawing owner has been paid in full within thirty (30) 
days after the rendering of such final statement by the Unit Operator, withdrawing owner shall be relieved 
from all further obligations and liabilities hereunder and under the Unit Agreement, and the rights of the 
withdrawing Working Interest Owner hereunder and under the Unit Agreement shall cease insofar as they 
existed by virtue of the interest transferred. 

18.2 Restriction of Disposition and Withdrawal: A Working Interest Owner shall not make any 
disposition of a Working Interest which does not include a corresponding interest in the Unit Equipment. No 
Working Interest shall be owned apart from a corresponding interest in the Unit Equipment and vice versa. 
Notwithstanding anything set forth herein, Working Interest Owners may refuse to permit the withdrawal of a 
Working Interest Owner if its Working Interest is burdened by any royalties, overriding royalties, production 
payments, net proceeds interest, carried interest, or any other interest created out of the Working Interest in 
excess of 18.75% unless the other Working Interest Owners willing to accept the assignment agree to accept 
the Working Interest subject to such burdens. No Working Interest Owner shall be relieved of its obligations 
hereunder during a blowout, a fire, or other emergency, but may withdraw from this agreement after 
termination of such emergency, provided such Working Interest Owner shall remain liable for its share of all 
costs arising from said emergency. 

ARTICLE 19 
ABANDONMENT OF WELLS 

19.1 Riqhts of Former Owners: If Working Interest Owners elect to permanently abandon any 
Unit well prior to termination of the Unit, the Unit Operator shall give notice thereof to the Working interest 
Owners of the Tract on which the well is located, and they shall have the option for a period of sixty (60) days 
after the sending of such notice to notify the Unit Operator in writing of their election to take over and own the 
well. Within ten (10) days after the Working Interest Owners of the Tract have notified the Unit Operator of 
their election to take over the well, they shall pay the Unit Operator, for credit to the joint account, the amount 
estimated by Working Interest Owners to be the net salvage value of the equipment in and on the well. The 
Working Interest Owners of the Tract, by taking over the well, agree to promptly and effectively seal off and 
protect the Unitized Formation in a manner satisfactory to the Working Interest Owners, and upon 
abandonment to plug the well in compliance with applicable laws and regulations. 

19.2 Plugging: If the Working Interest Owners of a Tract do not elect to take over a well located 
within the Unit Area that is proposed for abandonment, Unit Operator shall plug and abandon the well in 
compliance with applicable laws and regulations of the Oil Conservation Division of the State of New Mexico 
with the expense of plugging be charge to the joint account. 

ARTICLE 20 
MAINTENANCE OF UNIFORM INTEREST 

20.1 Maintenance of Uniform Interest: For the purpose of maintaining uniformity of ownership in 
the oil and gas leasehold interests covered by this agreement, no party shall sell, encumber, transfer or make 
other disposition of its interest in the lease embraced within the Unit Area and in wells, equipment and 
production unless such disposition covers either: 

1. the entire interest of the party in all leases and equipment and production; or 
2. an equal undivided interest in all leases and equipment and production in the Unit Area. 
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Every such sale, encumbrance, transfer or other disposition made by any party shall be made 
expressly subject to this agreement and shall be made without prejudice to the right of the other parties. 

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

ARTICLE 21 
EFFECTIVE DATE AND TERM 

21.1 Effective Date: This Agreement shall become effective when the Unit Agreement becomes 
effective. Upon its effective date, this Unit Operating Agreement shall supercede and supplant any and all 
previously existing operating agreements covering the Unitized Formation, or any portion thereof. 

21.2 Term: This agreement shall continue in effect so long as the Unit Agreement remains in 
effect, and thereafter until (a) all Unit wells have been plugged and abandoned or turned over to Working 
Interest owners in accordance with Article 19 and Article 21; and (b) all Unit Equipment and real property 
acquired for the joint account have been disposed of by Unit Operator in accordance with instructions of 
Working Interest Owners; and, (c) there has been a final accounting. 

ARTICLE 22 
ABANDONMENT OF OPERATIONS 

22.1 Termination: Upon termination of the Unit Agreement, the following will occur: 

22.1.1 Oil and Gas Rights: Oil and Gas Rights in and to each separate Tract shall no longer be 
affected by this agreement, and thereafter the parties shall be governed by the terms and provisions of the 
leases, contracts, and other instruments affecting the separate Tracts. 

22.1.2 Right to Operate: Working Interest Owners of any Tract that desire to take over and continue 
to operate wells located thereon may do so by paying Unit Operator, for credit to the joint account, the net 
salvage value, as determined by Working Interest Owners, of the casing and equipment in and on the wells 
taken over and by agreeing upon abandonment to plug each well in compliance with applicable laws and 
regulations ofthe Oil Conservation Division ofthe State of New Mexico. 

22.1.3 Salvaging Wells: Unit Operator shall salvage as much of the casing and equipment in or on 
wells not taken over by Working Interest owners of separate Tracts as can economically and reasonably be 
salvaged, and shall cause the wells to be plugged and abandoned in compliance with applicable laws and 
regulations. 

22.1.4 Plugging and Abandoning Wells: The responsibility and expense of plugging and 
abandoning all wells not taken over by individual Working Interest Owners pursuant to Paragraph 22.1.2 
hereof, shall be borne by the Working Interest Owners. It is expressly understood that upon termination of 
this Unit Agreement, the responsibility and expense of plugging wells in compliance with all applicable laws 
and regulations shall rest with all of the Working Interest Owners of the Unit. 
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22.1.5 Distribution of Assets: Working Interest Owners shall share in the distribution of Unit 
Equipment, or the proceeds thereof, in proportion to their Unit Participation. 

22.1.6 Obligations Payable After Termination: If any liability or obligation incurred prior to 
termination of the Unit shall accrue and become payable thereafter, the account shall be borne and paid as 
Unit Expense in the same manner as if it had accrued prior to termination of the Unit. 

ARTICLE 23 
RIGHTS OF WAY AND EASEMENTS 

23.1 Assignment to Unit Operator: Each Working Interest Owner having rights of way, easements 
or leasehold interest in surface sites necessary for Unit Operations hereby agrees to assign, to the extent of 
its right and interest, to Unit Operator for the benefit of the Working Interest Owners, a non-exclusive right 
and interest in and to such interest. 

23.2 Rental Payments: The owners of such interest agree to make any rental payments which 
may become due to avoid termination of any such interest for failure to make such payment prior to thirty (30) 
days beyond the date formal assignment of such interest to Unit Operator is accomplished as described in 
Section 22.1 above. Any payments made under this paragraph shall be considered a direct charge under 
Unit Expense. 

23.3 Rights of Unit Operator: Such interest described in Section 21.1 above, shall continue with 
Unit Operator for so long as such are used for Unit Operations. 

ARTICLE 24 
EXECUTION 

24.1 Original, Counterpart, or Other Instrument: An owner of a Working Interest may become a 
party to this agreement by signing the original of this instrument, a counterpart thereof, or other instrument 
agreeing to be bound by the provisions hereof. The signing of any instrument shall have the same effect as if 
all the parties had signed the same instrument. 

ARTICLE 25 
SIGNING. RATIFICATION OR APPROVAL 

25.1 Original, Counterparts or Ratification: This Unit Agreement and Unit Operating Agreement 
may be signed, ratified or approved by signing the original of this instrument, a counterpart, or other 
instrument adopting the provisions hereof, all with the same effect as if a Person had signed the same 
instrument. Persons signing, ratifying or otherwise approving this Agreement thereby agree to all the 
provisions thereof. 

25.2 Joinder in Dual Capacity: The signing, ratification or approval of this Unit Agreement and Unit 
Operating Agreement as herein provided by any Person as either a Lessee or as a Royalty Owner shall 
commit all interests that may be owned or controlled by such Person. 

25.3 Heirs, Successors and Assigns: The signing, ratification or approval of this Unit Agreement 
and Unit Operating Agreement shall be binding upon the heirs, personal representatives, successors and 
assigns of the Persons so signing, ratifying or approving the same. 
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Executed as of the day and year first above written. 

UNIT OPERATOR 

By 

Chesapeake Exploration' LL.C< 7^ j^n 
An Oklahoma limited^^\\^0^a^afiii^ •^j?? 

Henry J. Hood, Senior Vice Pre^i^ntj^m'd'and Legal & General Counsel ^ - j ^ ^ 

Date of execution v-' ]1)^M'Y ! "^OQC\ 
a 1 

iJ 

STATE OF ) 
) SS: INDIVIDUAL 

COUNTY OF ) 

Before me, , a Notary Public in and for said County and State, 
on this day personally appeared to me known to be the identical 
person who executed the within and foregoing instrument and acknowledged to me that executed the 
same as free and voluntary act and deed for the uses and purposes therein expressed. 

Given under my hand and seal of office this day of , 2009. 

NOTARY PUBLIC 

My Commission Expires: 
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STATE OF OKLAHOMA 

COUNTY OF OKLAHOMA 
) SS 
) 

Acknowledgement in a Representative Capacity 

This instrument was acknowledged before me on J '^J/My ^ H") ^ ^'^ I 

By. 
Name(s) of Persons) 

Date 

Name(s) of Pejg 

Chesapeake Exploration, LLC, an Oklahoma limited 

As Senior Vice President - Land and Legal & General Counsel of liability company 

Type of Authority; E.G. Officer, Trustee, etc Name of Partyjjn behalf of whom instrument was executed 

{ i SE AI. j j Nrsiary r'ubHf; 
V ^ j t i / -iim oi Oklahoma 

Commisaloji #0300831^ 

Signature of Notarial Officer 

My Commission Expires:_ 
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Exhibit "D" 
Carter-Shipp Strawn Unit 

WIO Unit Participation Based on TPF's 

Tract's Unit Participation Fraction 
Working Interest Owner Wl NRI 

Tract 
1 

0.003791695 

UNIT Wl UNITNRI 

Magnum Hunter Production, Inc. 0.2079325 0.1675821 0.0007884 0.0006354 
Amerind Oil Company 0.1809070 0.1357813 0.0006859 0.0005148 

Nowitzki Oil & Gas, LP 0.1329140 0.1003059 0.0005040 0.0003803 

Chesapeake Exploration, LLC 0.0873094 0.0686019 0.0003311 0.0002601 

Harken Anadarko Partners, LP 0.0861135 0.0650039 0.0003265 0.0002465 
Memorial Exploration Co. 0.0747396 0.0550737 0.0002834 0.0002088 

J. Patrick Corrigan O.D312500 0.0312500 0.0001185 0.0001185 
MVC, Inc. 0.0239204 0.0180566 0.0000907 0.0000685 

Callaway Production Co., Inc. 0.0232825 0.0175751 0.0000883 0.0000666 

Hunt Oil Co. 0.0218750 0.0218750 0.0000829 0.0000829 
LMAM Partnership 0.0191363 0.0144453 0.0000726 0.0000548 
LMCM Partnership 0.0191363 0.0144453 0.0000726 0.0000548 
KHS Associates 0.0106771 0.0080078 0.0000405 0.0000304 
Spectrum 7 Energy Corporation 0.0095682 0.0072227 0.0000363 0.0000274 

Robert H. Hannifin and Maxine B. Hannifin, Trustees of the Robert and 

Maxine Hannifin Trust under Trust Agreement dated March 1, 2005 0.0088516 0.0088516 0.0000336 0.0000336 

Andrew A. Andros 0.0080078 0.0060059 0.0000304 0.0000228 
Nolan Hirsch 0.0079735 0.0060189 0.0000302 0.0000228 
Elaine Magruder 0.0076545 0.0057781 0.0000290 0.0000219 

Unit Petroleum Corp. 0.0053385 0.0040039 0.0000202 0.0000152 

MJZ Petroleum Corp. 0.0040039 0.0030029 0.0000152 0.0000114 

Roseweb Partners, LP. 0.0040039 0.0030029 0.0000152 0.0000114 

Charles E. Marsh 111 0.0038273 0.0028891 0.0000145 0.0030110 
Harold K. Work 0.0038273 0.0028891 0.0000145 0.0000110 

W.F. Ortjoff 0.0038273 0.0028891 0.0000145 0.0000110 

W.L Barnes 0.0038273 0.0028891 0.0000145 0.0000110 
Maecenas Minerals, LLP 0.0023625 0.0023625 0.0000090 0.0000090 
Harris E. Kerr 0.0019136 0.0014445 0.0000073 0.0000055 
P. Gordon Stafford 0.0019136 0.0014445 0.0000073 0.0000055 
Rosebery Oil & Gas Investments 0.0019136 0.0014445 0.0000073 0.0000055 

The Fasken Foundation 0.0006250 0.0006250 0.0000024 0.0000024 

Myrtle Book Durnell 0.0003906 0.0003906 0^0000015 0.0000015 

Pearl Book Ketler 0.0003906 0.0003906 0.0000015 0.0000015 
Raymond Book 0.0003906 0.0003906 0.0000015 0.0000015 

Douglas C. Koch 0.0001953 0.0001953 0.0000007 0.0000007 

James D. Russell 
Samson Resources Company 
Annis Roberts, Trustee of the Vicki Jeanne Saari Special Needs Trust 

Carroll Lyn Cocke Oliver 
Petrohawk Properties, LP. 

Cleroy, Inc. 
Lanroy, Inc. 
Erik W. Leibrock 

Robert C. Leibrock 
Robert M. Leibrock 

Robert and Maxine Hannifin, Trustees of the Robert and Maxine 

Hannifin Trust U/T/A/D 3/1/2005 
Dorothy Jeanne Van Zant Sanders 

J.H. Van Zant II 
Dodge Jones Foundation 
Charles E. Marsh, II 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 

Julia Jones Matthews, Trustee of the Julia Jones Matthews Living Trust 

2MW Limited Partnership 

Matt-Tex, LLP 
John A. Matthews, Jr. 
Jon M. Morgan and Kimberly K. Morgan, Tees/Jon M. Morgan Liv. Tr. 

1.0000000 0.7821353 0.0037917 0.0029656 



Exhibit "D" 
Carter-Shipp Strawn Unit 

WIO Unit Participation Based on TPF's 

Tract's Unit Participation Fraction 
Working Interest Owner 

Tract 
2 

0.424558837 

Wl NRI UNITWI UNITNRI 

Magnum Hunter Production, Inc. 
Amerind Oil Company 
Nowitzki Oil & Gas, LP 
Chesapeake Exploration, LLC 
Harken Anadarko Partners, LP 
Memorial Exploration Co. 
J. Patrick Corrigan 
MVC, Inc. 
Callaway Production Co., Inc. 
Hunt Oil Co. 
LMAM Partnership 
LMCM Partnership 
KHS Associates 
Spectrum 7 Energy Corporation 
Robert H. Hannifin and Maxine B. Hannifin, Trustees of the Robert and 
Maxine Hannifin Trust under Trust Agreement dated March 1, 2005 

Andrew A. Andros 
Nolan Hirsch 
Elaine Magruder 

Unit Petroleum Corp. 
MJZ Petroleum Corp. 
Roseweb Partners, LP. 
Charles E. Marsh III 
Harold K. Work 

W.F. Ortlpff 
W.L. Barnes 
Maecenas Minerals, LLP 
Harris E. Kerr 
P. Gordon Stafford 

Rosebery Oil & Gas Investments 
The Fasken Foundation 
Myrtle Book Durnell 
Pearj Book Ketler 

Raymond Book 
Douglas C. Koch 
James D. Russell 
Samson Resources Company 
Annis Roberts, Trustee of the Vicki Jeanne Saari Special Needs Trust 

Carroll Lyn Cocke Oliver 
Petrohawk Properties, L.P. 
C|eroy, |nc. 
Lanroy, Inc. 
Erik W. Leibrock 
Robert C. Leibrock 
Robert M. Leibrock 

Robert and Maxine Hannifin, Trustees of the Robert and Maxine 

Hannifin Trust U/T/A/D 3/1/200S 
Dorothy Jeanne Van Zant Sanders 
J.H. yan Zant II 
Dodge Jones Foundation 

Charles E. Marsh, II 

JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 
Julia Jones Matthews, Trustee of the Julia Jones Matthews Uving Trust 

2MW Limited Partnership 

Matt-Tex, LLP 
John A. Matthews, Jr. 
Jon M. Morgan and Kimberly K. Morgan, Tees/Jon M. Morgan Liv. Tr. 

0.4186622 0.3349297 

0.0138889 0.0138889 

1.0000000 0,8027778 0.4245588 0.3408264 



Exhibit "D" 
Carter-Shipp Strawn Unit 

WIO Unit Participation Based on TPF's 

Tract 
3 

Tract's Unit Participation Fraction 0.348066529 
Working Interest Owner Wl NRI UNIT Wl UNITNRI 

Magnum Hunter Production, Inc. 
Amerind Oil Company 0.0041415 0.0027360 0.0014415 0.0009523 
Nowitzki Oil & Gas, LP 
Chesapeake Exploration, LLC 0.7511284 0.5834396 0.2614427 0.2030758 
Harken Anadarko Partners, LP 
Memorial Exploration Co. 
J. Patrick Corrigan 
MVC, Inc. 0.0043412 0.0034836 0.0015110 0.0012125 
Callaway Production Co., Inc. 
Hunt Oil Co. 
LMAM Partnership 
LMCM Partnership 

KHS Associates 
Spectrum 7 Energy Corporation 0.0017365 0.0013761 0.0006044 0.0004790 
Robert H. Hannifin and Maxine B. Hannifin, Trustees of the Robert and 

Maxine Hannifin Trust under Trust Agreement dated March 1, 200S 

Andrew A. Andros 
Nolan Hirsch 0.0014471 0.0011612 0.0005037 0.0004042 
Elaine Magruder 0.0013892 0.0011148 0.0004835 0.0003880 
Unit Petroleum Corp. 
MJZ Petroleum Corp. 
Roseweb Partners, LP. 
Charles E. Marsh III 
Harold K. Work 0.0006946 0.0005574 0.0002418 0.0001940 
W.F. Ortloff 
W.L. Barnes 0.0006894 0.0005532 0.0002399 0.0001926 
Maecenas Minerals, LLP 
Harris E. Kerr 0.0003473 0.0002787 0.0001209 0.0000970 
P, Gordon Stafford 0.0003447 0.0002766 0.0001200 0.0000963 
Rosebery Oil & Gas Investments 0.0003447 0.0002766 0.0001200 0.0000963 
The Fasken Foundation 
Myrtle Book Durnell 
Pearl Book Ketler 
Raymond Book 
Douglas C. Koch 
James D. Russell 
Samson Resources Company 0.0698542 0.0594557 0.0243139 0.0206945 
Annis Roberts, Trustee of the Vicki Jeanne Saari Special Needs Trust 

0.0250000 0.0250000 0.0087017 0.0087017 

Carroll Lyn Cocke Oliver 0.0239306 0.0239306 0.0083294 0.0083294 
Petrohawk Properties, L.P. 0.0156282 0.0123848 0.0054396 0.0043107 
Cleroy, jnc. 0.0104167 0.0104167 0.0036257 0.0036257 
Lanroy, Inc. 0.0104167 0.0104167 0.0036257 0.0036257 
ErikW. Leibrock 0.0088980 0.005B783 0.0030971 0.0020460 
Robert C. Leibrock 0.0088980 0.0058783 0.0030971 0.0020460" 
Robert M. Leibrock 0.0088980 0.0058783 0.0030971 0.0020460 
Robert and Maxine Hannifin, Trustees of the Robert and Maxine 

Hannifin Trust U/T/A/D 3/1/2005 
0.0088516 0.0088516 0.0030809 0.0030809 

Dorothy Jeanne Van Zant Sanders 0.0078125 0.0078125 0.0027193 0.0027193 
J.H. Van Zant II 0.0078125 0.0078125 0.0027193 0.0027193 
Dodge Jones Foundation 0.0072390 0.0072390 0.0025197 0.0025197 
Charles E. Marsh, II 0.0069458 0.0055738 0.0024176 0.0019401 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 

0.0052083 0.0052083 0.0018128 0.0018128 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 0.0041937 0.0033653 0.0014597 0.0011714 
Julia Jones Matthews, Trustee of the Julia Jones Matthews Living Trust 

0.0009509 0.0009509 0.0003310 0.0003310 

2MW Limited Partnership 0.0006751 0.0006751 0.0002350 0.0002350 
Matt-Tex, LLP 0.0006751 0.0006751 0.0002350 0.0002350 
John A. Matthews, Jr. 0.0006748 0.0006748 0.0002349 0.0002349 
Jon M. Morgan and Kimberly K. Morgan, Tees/Jon M. Morgan Liv. Tr. 

0.0004163 0.0004163 0.0001449 0.0001449 

1.0000001 0.8037484 0.3480666 0.2797579 



Exhibit "D" 
Carter-Shipp Strawn Unit 

WIO Unit Participation Based on TPF's 

Tract 

Tract's Unit Participation Fraction 0.223582939 
Working Interest Owner Wl NRI UNITWI UNITNRI 

Magnum Hunter Production, Inc. 
Amerind Oil Company 0.0041415 0.0024772 0.0009260 0.0005538 
Nowitzki Oil & Gas, LP 

Chesapeake Exploration, LLC 0.7511284 0.5834396 0.1679395 0.1304471 
Harken Anadarko Partners, LP 
Memorial Exploration Co. 

J. Patrick Corrigan 
MVC, Inc. 0.0043412 0.0034836 0.0009706 0.0007789 
Callaway Production Co., Inc. 

Hunt Oil Co. 
LMAM Partnership 
LMCM Partnership 

KHS Associates 
Spectrum 7 Energy Corporation 0.0017365 0.0013761 0.0003882 0.0003077 
Robert H. Hannifin and Maxine B. Hannifin, Trustees of the Robert and 

Maxine Hannifin Trust under Trust Agreement dated March 1, 2005 

Andrew A. Andros 
Nolan Hirsch 0.0014471 0.0011612 0.0003235 0.0002596 
Elaine Magruder 0.0013892 0.0011148 0.0003106 0.0002492 
Unit Petroleum Corp. 
MJZ Petroleum Corp. 
Roseweb Partners, LP. 

Charles E. Marsh III 
Harold K. Work 0.0006946 0.0005574 0.0001553 0.0001246 
W.F. Ortloff 
W.L Barnes 0.0006894 0.0005532 0.0001541 0.0001237 
Maecenas Minerals, LLP 
Harris E. Kerr 0.0003473 0.0002787 0.0000776 0.0000623 
P. Gordon Stafford 0.0003447 0.0002766 0.0000771 0.0000618 
Rosebery Oil & Gas Investments 0.0003447 0.0002766 0.0000771 0.0000618 
The Fasken Foundation 

Myrtle Book Durnell 
Pearl Book Ketler 
Raymond Book 
Douglas C. Koch 

James D. Russell 
Samson Resources Company 0.0698542 0.0594557 0.0156182 0.0132933 
Annis Roberts, Trustee of the Vicki Jeanne Saari Special Needs Trust 

0.0250000 0.0250000 0.0055896 0.0055896 

Carroll Lyn Cocke Oliver 0.0239306 0.0239306 0.0053505 0.0053505 
Petrohawk Properties, LP. 0.0156282 0.0123848 0.0034942 0.0027690 
Clerqy, Inc. 0.0104167 0.0104167 0.0023290 0.0023290 
Lanroy, Inc. 0.0104167 0.0104167 0.0023290 0.0023290 
Erik W. Leibrock 0.0088980 0.00S3222 0.0019894 0.0011900 
Robert C. Leibrock 0.0088980 0.0053222 0.0019894 0.0011900 
Robert M. Leibrock 0.0088980 0.0053222 0.0019894 0.0011900 
Robert and Maxine Hannifin, Trustees of the Robert and Maxine 

Hannifin Trust U/T/A/D 3/1/2005 
0.0088516 0.0088516 0.0019791 0.0019791 

Dorothy Jeanne Van Zant Sanders 0.0078125 0.0078125 0.0017467 0.0017467 
J.H. Van Zant II 0.0078125 0.0078125 0.0017467 0.0017467 

Dodge Jones Foundation 0.0072390 0.0072390 0.0016185 0.0016185 
Charles E. Marsh, II 0.0069458 0.0055738 0.0015530 0.0012462 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 

0.0052083 0.0052083 0.0011645 0.0011645 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
Fred Callaway 0.0041937 0.0033653 0.0009376 0.0007524 
Julia Jones Matthews, Trustee of the Julia Jones Matthews Living Trust 

0.0009509 0.0009509 0.0002126 0.0002126 

2MW Limited Partnership 0.0006751 0.0006751 0.0001509 0.0001509 
Matt-Tex, LLP 0.0006751 0.0006751 0.0001509 0.0001509 
John A. Matthews, Jr. 0.0006748 0.0006748 0.0001509 0.0001509 
Jon M. Morgan and Kimberly K. Morgan, T'ees/Jon M. Morgan Liv. Tr. 

0.0004163 0.0004163 0.0000931 0.0000931 

1.0000001 0.8018211 0.2235830 0.1792735 



Exhibit "D" 
Carter-Shipp Strawn Unit 

WIO Unit Participation Based on TPF's 

All Tract's TPF 

Tract's Unit Participation Fraction 1.0000 
Working Interest Owner UNIT Wl UNIT NRI 

Magnum Hunter Production, Inc. 0.00078842 0.00063542 
Amerind Oil Company 0.00305341 0.00202100 
Nowitzki Oil & Gas, LP 0.00050397 0.00038033 
Chesapeake Exploration, LLC 0.84837538 0.66871280 
Harken Anadarko Partners, LP 0.00032652 0.00024647 
Memorial Exploration Co. 0.00028339 0.00020882 
J. Patrick Corrigan 0.00011849 0.00011849 
MVC, Inc. 0.00257232 0.00205989 
Callaway Production Co., Inc. 0.00008828 0.00006664 
Hunt Oil Co. 0.00008294 0.00008294 
LMAM Partnership 0.00007256 0.00005477 
LMCM Partnership 0.00007256 0.00005477 
KHS Associates 0.00004048 0.00003036 
Spectrum 7 Energy Corporation 0.00102893 0.00081403 
Robert H. Hannifin and Maxine B. Hannifin, Trustees of the Robert and 

Maxine Hannifin Trust under Trust Agreement dated March 1, 2005 0.00003356 0.00003356 

Andrew A. Andros 0.00003036 0.00002277 
Nolan Hirsch 0.00085744 0.00068663 
Elaine Magruder 0.00082314 0.00065916 
Unit Petroleum Corp. 0.00002024 0.00001518 
MJZ Petroleum Corp. 0.00001518 0.00001139 
Roseweb Partners, LP. 0.00001518 0.00001139 
Charles E. Marsh III 0.00001451 0.00001095 
Harold K. Work 0.00041157 0.00032958 
W.F. Ortloff 0.00001451 0.00001095 
W.L Barnes 0.00040859 0.00032719 
Maecenas Minerals, LLP 0.00000896 0.00000896 
Harris E. Kerr 0.00020579 0.00016479 
P. Gordon Stafford 0.00020430 0.00016360 
Rosebery Oil & Gas Investments 0.00020430 0.00016360 
The Fasken Foundation 0.00000237 0.00000237 
Myrtle Book Durnell 0.00000148 0.00000148 
Pearl Book Ketler 0.00000148 0.00000148 
Raymond Book 0.00000148 0.00000148 
Douglas C. Koch 0.00000074 0.00000074 
James Q. Russell 0.00589666 0.00589666 
Samson Resources Company 0.03993212 0.03398782 
Annis Roberts, Trustee of the Vicki Jeanne Saari Special Needs Trust 

0.01429124 0.01429124 

Carroll Lyn Cocke Oliver 0.01367989 0.01367989 
Petrohawk Properties, LP. 0.00893382 0.00707978 
Cleroy, Inc. 0.00595470 0.00595470 
Lanroy, Inc. 0.00595468 0.00595468 
ErikW. Leibrock 0.00508652 0.00323599 
Robert C. Leibrock 0.00508652 0.00323599 
Robert M. Leibrock 0.00508652 0.00323599 
Robert and Maxine Hannifin, Trustees of the Robert and Maxine 

Hannifin Trust U/T/A/D 3/1/2005 
0.00505999 0.00505999 

Dorothy Jeanne Van Zant Sanders 0.00446601 0.00446601 
J.H. Van Zant II 0.00446601 0.00446601 
Dodge Jones Foundation 0.00413818 0.00413818 
Charles E. Marsh, II 0.00397059 0.00318627 
JR McGinley, Jr., Trustee of the J.R. McGinley Revocable Trust UTAD 

1/2/90 
0.00297734 0.00297734 

Fred Callaway 0.00239733 0.00192378 
Julia Jones Matthews, Trustee of the Julia Jones Matthews Living Trust 

0.00054358 0.00054358 

2MW Limited Partnership 0.00038591 0.00038591 
Matt-Tex, LLP 0.00038591 0.00038591 
John A. Matthews, Jr. 0.00038577 0.00038577 
Jon M. Morgan and Kimberly K. Morgan, T'ees/Jon M. Morgan Liv. Tr. 

0.00023795 0.00023795 

1.0000001 0.8028234 
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Attached to and made a part of that certain Operating Agreement dated July 1. 2009 bv and between Chesapeake 1 
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2 Exploration. L.L.C. bv and through its agent Chesapeake Operating. Inc.- as Operator and 
3 . as Non-Operator 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . G E N E R A L PROVISIONS 

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

is attached. 

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

maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid m d credits received in the conduct of the Joint 

Operations and which are to be shared by the Parties. 

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

"Non-Operators" shall mean the Parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

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

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

capacity. 

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

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

problems for the benefit of the Joint Property. 

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

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

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

most recently recommended by the Council or Petroleum Accountants Societies. 

Statement and Billings 

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

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

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

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

ful ly described in detail. 

Advances and Payments by Non-Operators 

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

share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the 

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

each monthly bil l ing to reflect advances received from the Non-Operators. 

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

within such time, the unpaid balance shall bear interest monthly at the greater rate of prime plus 2% or at the rate of 12% per 

annum, compounded monthly, on the first day of the month in which delinquency occurs or the 

maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 

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

amounts. 

Operator may, at its option, choose to substitute other penalties described elsewhere in this Agreement for failure to pay bills within the fifteen 

58 ( f 5 ) day time frame described above. 

59 4. Adjustments 

60 

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

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

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

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

65 claim oo Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same 

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

67 Controllable Material as provided for in Section V. 

68 
6 9 COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 
70 
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 

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

(24) month period following the end of such calendar year, provided, however, the making of an audit shall not 

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

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

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

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

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

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

at the expense of those Non-Operators approving such audit 

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

Approval By Non-Operators 

Where an approval or other agreement of tlie Parties or Non-Operaton; is expressly required under other sections of this 

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

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

agreement or approval of a majority in interest of the Non-Operators shall be controlling on al] Non-Operators. 

BL DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 

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

2. Rentals and Royalties 

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

3. Labor 

and/or consultants 
39 / 

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

40 

41 

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

43 and/or consultants 
44 / 

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

excluded from the overhead rates. 
46 

and/or consultants 
47 / 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed in the operation or the Joint Property if such charges are excluded fr om the overhead rates. 

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

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

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

on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section EL If 

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

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

applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3 A nnd 3B of this Section II. 

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

Paragraphs 3A and 3B of this Section 11 

Employee Benefits 

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

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

Joint Account under Paragraphs 3A and 3B of this Section U shall be Operator's actual cost not to exceed the percent 

most recently recommended by the Council of Petroleum Accountants Societies. 
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1 5, Mater ia l 

2 

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

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

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

6 avoided. 

7 

8 6. Transportation 

9 

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

11 

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

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

14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 

15 

16 B. I f surplus Material is moved to Operator's warehouse OT other storage point, no charge shall be made to the Joint 

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

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

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

20 Parties. 

21 

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

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

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

25 

26 7. Services 

27 

28 The cost of contract services, equipment and utilities provided by outiide sources, except services excluded by Paragraph 

29 10 of Section I I and Paragraph i , i i , and i i i , of Section UL The cost o f professional consultant services and contract 

30 services o f technical personnel directly engaged on the Joint Property i f such charges are excluded from the overhead 

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

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

33 

34 8. Equipment and Facilities Furnished By Operator 

35 

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

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

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

39 exceed ten percent ( 10 % ) per annum. Such rates shall not exceed average commercial 

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

41 

42 B. In lieu o f charges in Paragraph 8A above. Operator may elect to use average commercial rates prevailing in the 

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

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

48 A l l costs or expenses necessary for the repair or replacement o f Joint Property made necessary because o f damages or 

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

50 negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as 

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

52 

53 10. Legal Expense 
title and regulatory work, 

54 / 

/ 
55 Expense o f handling, investigating and settling litigation or claims, discharging of liens, payment of judgments and 

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

57 protect or recover the Joint Property, exoept—that—ne—ohafge—fof—services-—of1—Operator's—legal—staff—OF—fees—or—expense—ef 

58 outside—attorneys—shall—fee—maae—nflteas—previously—agreed—te—fey—the—Parlies.—A41—other—legal—expense—is—ooftskiefed—te—be 

59 eevefed—by—the—overhead—provisions—ef—Seed on—IH—unless—otherwise—agreed—te—by—the—Parties,—e*eept—us—provided—m—Section 

60 I , Paragraph-^ 

61 

62 11. Taxes 

63 

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

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

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

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

68 hereto in accordance with the tax value generated by each party's working interest 

69 

70 
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1 IZ . Insurance 

2 

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

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

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

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

7 

8 13. Abandonment and Reclamation 

9 

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

11 authority. 

12 

13 14. Communications 

14 

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

16 microwave facilities directly serving the Joint Property. ln the event communication facilities/systems serving the Joint 

17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL 

18 

19 IS. Other Expenditures 

20 The cost of Operator's Field Offices not covered in Section KL or any 

21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section IL or in Section LU and which 

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

23 Operations. 

24 

25 

26 I I L O V E R H E A D 

27 

28 1. Overhead - Dr i l l ing and Producing Operations 

29 

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

31 drilling and producing operations on either: 

32 

33 ( X ) Fixed Rate Basis, Paragraph LA, or 

34 ( ) Percentage Basis, Paragraph IB 

35 

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

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

38 Paragraph 3A, Section H The—east—and—expense—ef-—services—from- outside—sources—ia—connection—with—matters—ef 

39 taxation,—traffic^—accounting—of—matters—before—et—involving—governmental—agencies—ahall—be—oonsidered—as—inoluded—in 

40 the—overhead—rates—provided—fe*—in—the—above—selected—Paragraph—ef—this—Section—IS—unless—sueh—©est—end—expense—are 

41 agreed to by the Parties ta-a-direot oharge to the'Joint Account 

42 

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

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

45 

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

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

48 

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

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

51 the operation of the Joint Property: 

52 

53 { ) shall be covered by the overhead rates, or 

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

55 

56 A Overhead - Fixed Rate Basis 

57 

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

59 

60 Dril l ing Well Rate $ 8 .500.00 

61 (Prorated for less than a ful l month) 

62 

63 Producing Well Rate $ 850 .00 

64 

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

66 

67 (a) Dri l l ing Well Rate 

^ ^location work begins 

^ (1) Charges for drilling wells shall begin on the date the—weH—is—spudded and terminate on the date 

the drilling rig, completion rig, or other units used in completion of the well is released, whichever 
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1 is later, except that no charge shail be made during suspension of drilling or completion operations 

2 for fifteen (15) or more consecutive calendar days. 

3 

4 (2) Charges for wells undergoing any type o f workover or recompletion for a period o f f ive (5) 

5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

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

7 commence through date of rig or other unit release, except that no charge shall be made during 

8 suspension of operations for fifteen (IS) or more consecutive calendar days. 

9 

10 (b) Producing Well Rates 

11 

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

13 a one-well charge for the entire month. 

14 

15 (2) Each active completion in a mu Iti-completed well in which production is not commingled down 

16 hole shall be considered as a one-well charge providing each completion is considered a separate 

17 well by the governing regulatory authority. 

18 

19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 

20 production shall be considered as a one-well charge providing the gas well is directly connected to 

21 a permanent sales outlet 

22 

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

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

25 produced except when dri l l ing well rate applies. 

26 

27 (5) A l l other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 

28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

29 

30 (3) The well rates shall be adjusted as of the first day of Apr i l each year fol lowing the effective date of the 
by Kne percent increase or decrease published by COPAS 

31 agreement to which this Accounting Procedure is attached /. The—adjustment—shati—bo —computed oy—multiplying 

32 the—Fate—currently—in—use—by—the—percentage—increase—of—decrease—in—the—average—weekly—comings—ef—Crude 

33 Pefroleum—and—Gas—Production—Workers—fe*—the—lest—calendar—year—compared—te——calendar—year—preceding—as 

34 shown b y / tho index •oi'-avemgO'weekly •earnings-of Crude Petroleum-and Gosr Production Workers as approved and recorded by COPAS* 

35 published—by—the—United—States—Deportment—of Labor,—Bweee—of -Labor—Statistics,—»f—the—equivalent—Canadian—index—as 

36 published—by—Statistics—Canada,—as—applicable.—The—adjusted—mtes—shell—be—the—Fates—currently—in—use;—ptes—er 

37 minus the computed adjustment 

38 

39 & Overhead—Percentage Basis 

40 

41 {£)—Operator shall charge the Joint Account ot the following rates: 

42 

43 fa) Development 

44 

45 — Percent ( % } of the cost of development of the Joint-Pfopertv exclusive ef-oosts 

46 providod-under Paragraph 10 of Section I I and all salvage credits: 

47 

48 fe) Operating 

49 

50 ••— Percent ( - — •%) of thc-oost of operating the-Joint Property exclusive o f costs provided 

51 under—Paragraphs—2—aftd——ef—Section—B;—&H—salvnge—credits;—the—volae—ef—injected—substances—purchased 

52 for-—secondary—recovery—and—at-1—taxes—and—assessments—which—ar*—levied;—assessed—and—paid'—upon—Ae 

53 mineral interest inand to the Joint Property. 

54 

55 (2)—Application of Overhead—Percentage Basis shall be os follows: 

56 

57 Fe*—the—purpose—ef—determining—charges—en—e—percentage—basis—under—Paragraph—IB—ef-—this—Section—SL-

58 development shall moludo all eests in connection with drilling,-—redrillmg, deepening——et any remedial 

59 operations—en—&«y—ef—aH—wells—involving—the—use—of drilling—fig—and—erew—eepoble—ef—drilling—te—the—producing 

60 interval en the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 

61 expenditarea—incurred—in—abandoning—when—the—weU—is—net—completed—as—a—producer,—and—original—eest—ef 

62 construction er installation—ef—feted—assets;—the—expansion—ef—fixed assets—and—any—ether—project—clearly 

63 discernible—as—a—feted—asset;—except—Major—Construction—as—defined—m—Paragraph—2—ef—this—Section—SL-—AH—ether 

64 costs shall be considered as operating. 

65 

66 2. Overhead - M a j o r Construction 

67 

68 To compensate Operator for overhead costs incurred in the construction and installation of Fixed assets, the expansion of 

69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 

70 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 

Account for overhead based on the following rates for any Major Construction project in excess of S 50.000.00 : 
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A. 5 0 % of first $100,000 or total cost if less, plus 

B. 3 0 % of costs in excess of $100,000 but less than $1,000,000, plus 

C. 2.0 % of costs in excess of tl.000.000. 

Total cost shall mean the gross cost of any one project For the purpose of this paragraph, the component parts of a single 

^ project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 

^ excluded. 

8 

^ 3. Catastrophe Overhead 
10 

^' To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 

to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 

necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 

' 4 expenditures. Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 

' ^ for overhead based on the following rates: 
16 

5.0 % of total costs through $100,000; plus 1 7 A 
IB 

1 9 B. 3 .0 % of total costs in excess of $100,000 but less than $1,000,000; plus 
20 

2 1 C 2.0 % of total costs in excess of $1.000.000. 
22 

2 ^ Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
2 4 provisions of this Section QI shall apply. 
25 

2 ^ 4. Amendment of Rates 
27 

2** The overhead rates provided for in this Section HI may be amended from time to time only by mutual agreement 
2 ^ between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 
30 

31 

3 2 IV. PRICING OF JOLNT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
33 

•*4 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 

^ movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 

36 Operator's option, such Material may be supplied by the Non-Operator. Operalor shall make timely disposition of idle and/or 

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

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

A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

38 

39 

40 

41 

42 

4 ^ Material purchased shall be charged at the price paid by Operator after deduction of all discounts received In case of 

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

Purchases 

4 ^ when adjustment has been received by the Operator. 
46 

4 7 2. Transfers and Dispositions 
48 

4 ^ Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 

^ unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
51 

5 2 A New Material (Condition A) 
53 

5 4 (1} Tubular Goods Other than Line Pipe 
55 

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

published carload base prices effective as of date of movement plus transportation cost using the 80,000 

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

59 

60 

published rail rates for tubular goods exist If the 80,000 pound rail rate is not offered, the 70,000 pound 

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

^ and casing from Youngstown, Ohio. 
62 

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 

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

above in Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the 30,000 
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1 pound Oil Field Haulers Association interstate truck rate shall be used. 

2 

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

4 Texas, plus transportation cost using Oil Field Haulers Association interstate 30,000 pound truck rate, 

5 to the railway receiving point nearest the Joint Property. 

6 

7 (d) Macaroni tubing (size less than 1 3/8 inch OD) shall be priced at the lowest published out-of-stock prices 

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

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

10 

11 (2) Line Pipe 

12 

] 3 (a) Line pipe movements (except size 24 inch OD and larger with walls V* inch and over) 30,000 pounds or 

14 more shail be priced under provisions of tubular goods pricing in Paragraph A(I)(a) as provided above. 

15 Freight charges shall be calculated from Lorain, Ohio. 

16 

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

18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 

19 / plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 

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

21 Ohio. 

22 

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

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

25 nearest the Joint Property. 

26 

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

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

29 prices agreed to by the Parties. 

30 

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

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

33 railway receiving point nearest the Joint Property. 

34 

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

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

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

38 Property. Unused new tubulars will be priced as provided above in Paragraph 2. A.(l) and (2). 

39 

40 B. Good Used Material (Condition B) 

41 

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

43 

44 (1) Material moved to the Joint Property 

45 

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

47 

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

49 

50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 

51 originally charged to the Joint Account as new Material or 

52 

53 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, i f Material was 

54 originally charged to the Joint Account as used Material 

55 

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

57 

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

59 

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

61 

62 C. Other Used Material 

63 

64 (1) Condition C 

65 

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

67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 

68 Paragraph A The cost of reconditioning shall be charged to the receiving property, provided Condition 

69 C value plus cost of reconditioning does not exceed Condition B value, 

70 
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1 (2) Condition D 

2 

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

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

5 under procedures normally used by Operator without prior approval of Non-Operators. 

6 

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

8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices. 

10 

11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 

12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 

13 Upset tubular goods shall be priced on a non upset basis. 

14 

15 (3) Condition E 

16 

17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 

18 procedures normally utilized by Operator without prior approval of Non-Operators. 

19 

20 D. Obsolete Material 

21 

22 Material which is serviceable and usable for its original function but condition and/or value of such Material 

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

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

25 rendered by such Material. 

26 

27 E. Pricing Conditions 

28 

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

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

31 sustained at the stocking point The above rate shall be adjusted as of the first day of April each year 

32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 

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

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

35 by the Council of Petroleum Accountants Societies. 

36 

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

38 price of new Material. 

39 

40 3. Premium Prices 

41 

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

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

44 Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it 

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

46 Non-Operators for such Material. Each—Non Operator—shaU—have—the—right;—by—se—electing—and—notifying—Operator—within 

47 ten—days—after—receiving—netiee—frem—Operator,—te—furnish—in—kind—ali—ef—pert—ef—his—share—of —suoh—Material—suitable—for-—use 

48 nnd acceptable to Operator. 

49 

50 4. 'Warranry of Material Furnished By Operator 

51 

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

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

54 

55 

56 V. INVENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material. 

59 

60 1. Periodic Inventories, Notice and Representation 

61 

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

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

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

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

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 

70 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
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1 overages and shortages, but. Operator shah* be held accountable only for shortages due to lack of reasonable diligence. 

2 

3 3. Special Inventories 

4 

5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 

6 Property. It shail be the duty of the party selling to notify all other Parties as quickly as possible after the transfer o f 

7 interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases 

8 involving a change of Operator, al] Parlies shall be governed by such inventory. 

9 

10 4. Expense of Conducting Inventories 

11 

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

13 Parties. 

14 

15 B. The expense of conducting special inventories shail be charged to the Parties requesting such inventories, except 

1 6 inventories required due to change of Operator shall be charged to the Joint Account 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN UNIT OPERATING AGREEMENT DATED 
July 1, 2009 BY AND BETWEEN CHESAPEAKE EXPLORATION, L L C , AND THROUGH ITS AGENT 
CHESAPEAKE OPERATING, INC., AS OPERATOR AND AS 
NON-OPERATOR 

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. Workers' Compensation 
Employer's Liability 

B. General Liability including bodily injury and 
property damage liability 

C. Auto Liability 

D. Excess or Umbrella Liability 

E. Cost of Well Control and Care, Custody and 
Control 

F. Pollution Liability 

Statutory 
$1,000,000 Each Accident 

$1,000,000 Combined Single Limit 

$1,000,000 Combined Single Limit 

$20,000,000 Combined Single Limit 

$5,000,000 Each Occurrence and 
$250,000 CCC 

$20,000,000 Combined Single Limit 

2. The insurance described in 1. above shall include Non-Operator as additional insured (except 
Workers' Compensation) and shall include a waiver by the insurer of all rights of subrogation in favor of Non-
Operator. Such insurance shail be carried at the joint expense of the parties hereto and all premiums and 
other costs and expenses related thereto shall be charged to the Joint Account in accordance with the 
Accounting Procedure attached as Exhibit "E" to this Agreement, unless prior to spud a party hereto who 
desires to provide its own insurance or self-insurance provides Operator with a certificate of insurance 
evidencing such individual coverage. 

3. Operator shall endeavor to have its contractors and subcontractors comply with applicable Workers' 
Compensation laws, rules and regulations and carry such insurance as Operator may deem necessary. 

4. Operator shall not be liable to Non-Operator for loss suffered because of insufficiency of the 
insurance procured and maintained for the Joint Account nor shall Operator be liable to Non-Operator for any 
loss occurring by reason of Operator's inability to procure or maintain the insurance provided for herein. If, in 
Operator's opinion, at any time during the term of this Agreement, Operator is unable to procure or maintain 
said insurance on commercially reasonable terms, or Operator reduces the limits of insurance, Operator shall 
promptly so notify Non-Operator in writing. 

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

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



EXHIBIT "G 

PRE-UNITIZATION EXPENSES 

Pre-Unitization Expenses shall include, but not necessarily be limited to, the following categories: 

1) Pre-production and printing expenses related to unit agreements, engineering reports, 
legal opinions, operation agreements, and all other documents and instruments 
necessary for the formation of the unit. 

2) Postage for all mailings to involved working interest and mineral interest owners. 

3) Recording fees, where applicable, for unitization agreements, ratifications, certificates, 
and other instruments that are required to be recorded in various places. 

4) Actual expenses incurred by personnel directly involved in the formation of the Unit. 

5) Telephone expenses that are directly concerning approval of mineral estate and working 
interest owners. 

6) Cost of rental of meeting rooms for Unit Committees when conducted outside the office of 
the working interest owners. 

7) Salaries of operators, employees, outside legal counsel necessary to present the 
Application for Unitization to various governmental agencies having jurisdiction over 
these matters. 

8) Cost of engineering, contract land work, which may include curative work and any other 
items necessary to determine the feasibility of the Unit. In addition, expenses incurred for 
original title opinions, supplemental title opinions, and updates of title work as deemed 
necessary. 

9) All costs involved in well testing expense for existing wells to establish the value of these 
wells, consulting fees attributed directly to such testing, and other expenditures 
necessary as a prelude to the formation of the Unit prior to the Effective Date of the Unit. 
The working interest owners may limit this amount of money by mutual agreement. 

10) Attorney's fees and other legal expenses incurred in connection with formation of the 
Unit. 

11) Any extraordinary costs not included in any of the above categories when authorized by 
the working interest owners by mutual agreement. 

12) Acquisition of any leasehold or equipment for the specific account of any working interest 
owner prior to the formation of the Unit shall not be charged as a Pre-Unitization 
Expense, and any costs directly attributed to such acquisition for the benefit of the 
specific working interest owner shall also be excluded from the category of Pre-
Unitization Expense. 


