Form 3160-3

August 1999
(August 1999) UNITED STATES D-HOBBS
DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT 5. Lease Senal No.
NMNM24683
PLICATION FOR PERMIT TO DRILL OR REENTER &, If Indian, Allotice of 111be Name
la. Type of Work: ® DRILL 0 KREENTEK ) : 7. 1t Unit or CA Agreement, Name and No.
8. Lease Name and Well No.
1b. Type of Well: O Oil Well = Gas Well ] Other ® Single Zone a Multiple Zone ' MERCHANTg EDERAL/% 1 ‘
—Z. Name ot Operator Contact: SHARON E. DKIES 9. APl Well No.™
CHESAPEAKE OPERATING INC E-Mail: sdries@chkenergy.com F2 . ’ 2
ail: sdries@chkene 3 ’02/\)'__3 3/5)
Ja. Address 3b. Phone No. (includearea code . F1eld and Pool, or Explorafory ] .
P O BOX 18496 Ph: 405.879.7985 PERMAN :
OKLAHOMA CTIY, OK 73154 Fx: 405.879.9583 UNBESIGN};%JjD
Bootles idee: Moo
4. Location of Well (Report location clearly and in accordance with any State requirements. ) 11 Sec., T,K, M., @Blkjand durvey or Area
At surface SESW 880FSL 1760FWL 32.24050 N Lat, 103.35488 W Lon SecEB TB%_ZN? R33E Mer NMP
v At proposed prod. zone /\/ Ws boiash SME:
T2~ Distance in miles and direction from nearest own oiposio  QPRPER. QGRID MO ’ TZ. County or Pansh 13 Stale
67 MILES FROM HOBBS e ALY LEA NM
PROPERTY NO.ZBASIA - o -
15. Dhstance Trom proposed location to nearest property or 2 ey e . dpacing Unit dedicated to this we.
Jease Tine, fL. (Also o nearest drig, unit e, if any) POOL COnE /A SO P
560 EFE. DATE 7-8-23 320,00

T8. Distance from proposed [ocation to nearest well, dnliing, AP! NO 3@‘” ‘\3 3/ J] 20. BELM/BEIA Bond No. on hle

completed, applied for, on this lease, ft. —- sy
UNKNOWN 540000 /S {/ﬂ/@

21. Elevations (Show whether DY, Kb, KT, GL, etc. Z2Z. Approximate date work will start 73, Estimated dguration
3571 GL

24. Attachments  Garisbad Contrelied Water Basin

The following, completed in accordance with the requirements of Onshore Oil and Gas Order No. 1, shall be attached to this form:

1. Well plat certified by a registered surveyor. ) 4. Bond to cover the operations unless covered by an existing bond on file (see
2. A Drilling Plan. ) Item 20 above).
3. A Surface Use Plan (if the location is on National Forest System Lands, the 5. Operator certification
SUPO shall be filed with the appropriate Forest Service Office). 6. Such other site specific information and/or plans as may be required by the
authorized officer.
23. dignature Name (Pnnted/Typed) Date
(Electronic Submission) SHARON E. DRIES 05/02/2003

Iatle R
AUTHORIZED REPRESENTATIVE

Approved by (Signature) Name (Pnied’ 1yped) Daie
ISI RICHARD A. WHITLEY IS/ RICHARD A. WHITLEY JUN 30 2003

Title Ofthice

p N SIATE DIRECTOR NM STATE OFFICE
pph n approval does not warrant or ceriily the applican m&mmmmm

operations thereon.
C%nditions of approval, if any, are attached. APPF{OVAL FO R 1 YEAR

Title 18 U.S.C. Section 1001 and Title 43 U.S.C. Section 1212, maKe 1t a crime for any person knowingly and willfully to make to any department or agency of the United
States any false, fictitious or fraudulent statements or representations as to any matter within its jurisdiction.

Additional Operator Remarks (see next page)

APPROVAL SUBJECT TO " For CHESAPEAKE OPERATING ING, sent o the Hobbe ™ o0~

GENERAL Rg@@ﬂ RED %@@%?glﬁﬁﬁ AFMSS for processing by Armando Lopez on 05/02/2003 (O3AL! 289AE) Jut o\
SPECIAL STIPULATIONS o RLUNED
ATTACHED T

R

** BLM REVISED ** BLM REVISED ** BLM REVISED ** BLM REVISED ** BLM REVISED,. b




Additional Operator Remarks:
Chesapeake Operating, Inc. proposes to drill a well to 5400' to téét the Bell Canyon Basal Brushy
Canyon Sd, Upper Bone Springs Pay, First Bone Springs, Atoka, and Morrow formations. If productive,
casing will be run and the well will be completed. If dry, the well will be plugged and abandoned as
per BLM and New Mexico Oil Conservation Division requirements.

Attached please find the Surface Use Plan, Dﬁlling Plan, and attachments as required by Onshore Order
No. 1. A generic rig layout is attached as Exhibit F.
A final rig layout will be submitted prior to spud once a rig is assigned.

Please be advised that Chesapeake Operating, Inc. is considered to be the Operator of the above
mentioned well. Chesapeake Operating, Inc. agrees to be responsible under the terms and condltlons of
the lease for the operations conducted upon the lease lands.

Bond coverage for this well is provided by Chesapeake Operating, Inc. under Nationwide Bond No. NM2634.
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ONSHORE ORDER NO. 1 CONFIDENTIAL — TIGHT HOLE

Chesapeake Operating, Inc. ‘ Lease Contract No. NMNM 096244
MERCHANT FEDERAL 1-8 ,

880’ FSL & 1,760’ FWL ' DRILLING PROGRAM
SE SW of Section 8-22S-33E

Lea County, NM Page 1

ONSHORE OIL & GAS ORDER NO. 1
Approval of Operations on Onshore
Federal and Indian Oil and Gas Leases

All lease and/or unit operations are to be conducted in such a manner that full
compliance is made with the applicable laws, regulations (CFR 43, Part 3160) and the
approved Application for Permit to Drill. The operator is considered fully responsible for
the actions of his subcontractors. A copy of the approved APD must be on location
during construction, drilling and completion operations.

Approval of this application does not warrant or certify that the applicant holds
legal or equitable title to those rights in the subject lease which would entitle the
applicant to conduct operations thereon.

1. FORMATION TOPS

The estimated tops of important geologic markers are as follows:

Formation Depth Subsea
Rustler 890 2705
Delaware 4770 -1175
Bell canyon 4900 -1350
Cherry Canyon 5690 -2095
- Cherry Canyon Marker 5910 -2315
Brushy Canyon 6900 -3305
Basal Brushy Canyon Sd 8430 ' -4835
Bone Springs Lime 8610 -5015
Upper Bone Springs Pay 8820 -5225
First Bone Springs 9820 -6225
Second Bone Springs 10470 -6875
Third Bone Springs 11640 -8045
Wolfcamp 11870 -8275
Cisco ‘ 12790 -9195
Canyon 13260 -9665 P P
Strawn 13420 -9825 e A /\
Atoka 13620 -10025 /.7 \
Atoka Sand 13710 -10115 /7 di ™
Atoka Bank 13760 -10165 - LU VED <"?}
-Upper Morrow Marker 14310 - -10715  » o
U Morrow Red Tank Sand 14390 10795 .- 3/
Morrow Clastic 14500 -10905 S,




ONSHORE ORDER NO. 1 CONFIDENTIAL ~ TIGHT HOLE

Chesapeake Operating, Inc. Lease Contract No. NMNM 096244
MERCHANT FEDERAL 1-8
880’ FSL & 1,760’ FWL ) DRILLING PROGRAM
SE SW of Section 8-22S-33E
Lea County, NM Page 2
Middle Morrow Marker 14550 -10955
Morrow B Sand 14600 -11005
Morrow C Sand 14730 -11135
Lower Morrow 14960 -11365
Upper Lower Morrow Sand 14990 -11395
Barnett Shale 15120 -11525
Total Depth 5400 -11805

2. ESTIMATED DEPTH OF WATER, OIL GAS & OTHER MINERAL BEARING
FORMATIONS

The estimated depths at which the top and bottom of the anticipated water, oil, gas
or other mineral bearing formations are expected to be encountered are as follows:

Substance Formation Depth
QOil 4900

Bell Canyon
Oil Basal Brushy Canyon 8430
Sand
Qil Upper Bone Springs Pay 8820
Oil First Bone Springs 9820
Gas Atcka Sand 13710
Gas U Morrow Red Tank 14390
Sand
Gas Morrow B Sand 14600
Gas Morrow C Sand 14730
Gas Upper Lower Morrow 14990
Sand

All shows of fresh water and minerals will be reported and protected.

3. BOP EQUIPMENT: 10,000# System

Chesapeake Operating, Inc.'s minimum specifications for pressure control
equipment are as follows:

|. BOP, Annular, Choke Manifold, Pressure Test

A. Equipment .
1. The equipment to be tested includes all of the following that is installed on the
well. See Exhibit H and 1.
(a) Ram-type and annular preventers,

(b) Choke manifolds and valves, . A
(c) Killlines and valves, and .
(d) Upper and lower kelly cock valves, inside BOP's and safety valves. JiE
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ONSHORE ORDER NO. 1 CONFIDENTIAL - TIGHT HOLE

Chesapeake Operating, Inc. Lease Contract No. NMNM 096244
MERCHANT FEDERAL 1-8

880’ FSL & 1,760’ FWL DRILLING PROGRAM
SE SW of Section 8-22S-33E

Lea County, NM Page 3

B. Test Frequency
1. All tests should be performed with clear water,
(a) when installed,
(b) before drilling out each casing string,
(c) at any time that there is a repair requiring a pressure seal to be broken in
the assembly, and
(d) atleast once every 30 days while drilling.

C. Test Pressure }

1. In some drilling operations, the pressures to be used for low and high-pressure
testing of preventers and casing may be different from those given below due to
governmental regulations, or approved local practices.

2. If an individual component does not test at the low pressure, do not, test to the
high pressure and then drop back down to the low pressure.

3. All valves located downstream of a valve being tested must be placed in the
open position.

4. All equipment will be tested with an initial “low pressure” test at 250 psi.

5. The subsequent “high pressure” test will be conducted at the rated working
pressure of the equipment for all equipment except the annular preventer.

6. The “high pressure” test for the annular preventer will be conducted at 70% of
the rated working pressure.

7. A record of all pressures will be made on a pressure-recording chart.

D. Test Duration
1. In each case, the individual components should be monitored for leaks for 5
minutes, with no observable pressure decline, once the test pressure as been
applied.

1. Accumulator Performance Test

A. Scope
1. The purpose of this test is to check the capabilities of the BOP control systems,
and to detect deficiencies in the hydraulic oil volume and recharge time.

B. Test Frequency
1. The accumulator is to be tested each time the BOP’s are tested, or any time a
major repair is performed.

C. Minimum Requirements s

1. The accumulator should be of sufficient volume to supply 1.5 times: the volume

to close and hold all BOP equipment in sequence, without rechargmg and‘the
pump turned off, and have remaining pressures of 200 PSI above[\ ¢he VED

precharge pressure. - } H{%gs




ONSHORE ORDER NO. 1 ' CONFIDENTIAL ~ TIGHT HOLE

Chesapeake Operating, Inc. Lease Contract No. NMNM 096244
MERCHANT FEDERAL 1-8

880’ FSL & 1,760’ FWL DRILLING PROGRAM
SE SW of Section 8-22S-33E

Lea County, NM Page4

2. Minimum precharge pressures for the various accumulator systems per
manufacturers recommended specifications are as follows:

System Operating Pressures Precharge Pressure
1,500 PSI 750 PSI
2,000 PSI 1,000 PSI
3,000 PSI 1,000 PSI

3. Closing times for the Hydril should be less than 20 seconds, and for the ram-
type preventers less than 10 seconds.

4. System Recharge time should not exceed 10 minutes.

D. Test Procedure
1. Shut accumulator pumps off and record accumulator pressure.

2. In sequence, close the annular and one set of properly sized pipe rams, and
open the HCR valve.

3. Record time to close or open each element and the remaining accumulator
pressure after each operation.

4. Record the remaining accumulator pressure at the end of the test sequence. Per
the previous requirement, this pressure_should not be less than the following

pressures:
System Pressure , Remaining Pressure At Conclusion of
Test
1,500 PSI 950 PSI
2,000 PSI ' 1,200 PSI
3,000 PSI 1,200 PSI

5. Turn the accumulator pumps on and record the recharge time. This time should
not exceed 10 minutes.

6. Open annular and ram-type preventers. Close HCR valve.

7. Place all 4-way control valves in full open or full closed position. Do not
leave in neutral position. ~
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CONFIDENTIAL - TIGHT HOLE
Lease Contract No. NMNM 096244

ONSHORE ORDER NO. 1
Chesapeake Operating, Inc.
MERCHANT FEDERAL 1-8
880’ FSL & 1,760’ FWL

SE SW of Section 8-22S-33E

DRILLING PROGRAM

Lea County, NM Page §
4. CASING AND CEMENTING PROGRAM
a. The proposed casing program will be as follows:
Hole | Casing
Purpose Interval Size Size | Weight | Grade | Thread | Condition
Surface 0'-775' 17-1/2 | 13-3/8 54.5 J-55 STC New
Intermediate 0'-4,600° 12-1/4" | 9-5/8 40 J-55 LTC New
Production 0-12,100’ 8-3/4 7 29 L-80 LTC New
Prod Liner 11,900-15,400' | 6-1/8" | 4-1/2" 13.5 P-110 LTC New

b. Casing design subject to revision based on geologic conditions encountered.
c. The cementing program will be as follows:

Interval Type Amount Yield Washout | Excess
0-775' Class C 500 1.34 50% 100%
0'-4,600’ Class C 50/50 Poz 800 2.37 50% 100%
0-12,100’ Class H 300 1.07 25% 40%
11,900'-15,400’ Class H 400 1.07 5% 10%
5. MUD PROGRAM
a. _The proposed circulating mediums to be used in drilling are as follows:
Interval Mud Type Mud Weight Viscosity | Fluid Loss
0-775’ Fresh Water 8.4-8.9 34-36 NC
775’-4,600’ Salt 9.9-10.1 32-34 NC
4600'-12,100’ Fresh Water 8.4-8.5 28-29 NC
; ; Fresh water 9.8-12.8 36-40 10-12
12,100-15,400 " polymer

A lined earthen pit will be utilized during the drilling of this well. All fluids and cuttings
will be disposed of in accordance with New Mexico Qil Conversation Division rules and
regulations.

A mud test shall be performed every 24 hours after mudding up to determine, as
applicable: density, viscosity, gel strength, filtration, and pH.

6. TESTING. LOGGING AND CORING AT AN
The anticipated type and amount of testing, logging and coring are as follows

Ii/
a. Drill stem tests are not planned. <

b. The logging program will consist of GR, Density, Neutron Pe & ngh resolu‘gpn ,50
Induction, Sonic from 4800-12,100. Then GR, Density, Neutrong.Pe,
laterolog, Sonic 12,100 to TD. NS




ONSHORE ORDER NO. 1 CONFIDENTIAL - TIGHT HOLE

Chesapeake Operating, Inc. Lease Contract No. NMNM 096244
MERCHANT FEDERAL 1-8

880’ FSL & 1,760’ FWL DRILLING PROGRAM
SE SW of Section 8-22S-33E

Lea County, NM Page 6

c. Cores samples are not planned.

7. ABNORMAL PRESSURES AND HYDROGEN SULFIDE
a. The estimated bottom hole pressures is 9000 psi. No abnormal pressures or
temperatures are anticipated.
b. Low levels of Hydrogen sulfide gas are expected to be encountered.

S\regopsiregulatory\APDs\MerchantFederal_1-1\DriliingPlan.doc
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BLOWOUT PREVENTOR SCHEMATIC
CHESAPEAKE OPERATING NC .
WELL . Merchant Federal 1-8 S
FIELD :
RiG . Unknown
COUNTY ¢ Lea STATE: New Mexico
QOPERATION: Drill out balow 13-5/8" Casing

SIZE PRESSURE DESCRIPTION
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WELL 3
FIELD :
RIG .
COUNTY
OPERATION:

BLOWOUT PREVENTOR SCHEMATIC

CHESAPEAKE OPERATING INC
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ONSHORE ORDER NO. 1 CONFIDENTIAL - TIGHT HOLE
Chesapeake Operating, Inc.

Merchant Federal 1-8 Lease No. NMNM 96244
880’ FSL & 1,760’ FWL

SESW of Section 8-22S-33E SURFACE USE PLAN
Lea County, NM Page 1

ONSHORE OIL & GAS ORDER NO. 1
Approval of Operations on Onshore
Federal and Indian Oil and Gas Leases

1. EXISTING ROADS

a. Existing county road 29 and access roads to the Conoco Boot Leg
Compress Station will be used to enter the proposed well location:
access road. The Merchant Federal 1-8 is located approximately 1
mile north of the Conoco Boot Leg Compressor site. The total mileage
from Hobbs will be approximately 67 miles.

b. Location, access and vicinity plats attached hereto. See Exhibit A, B,
and C.

2. PLANNED ACCESS ROADS

- a. A new access road 3434.8’ in length and 14' in travel way width with a
maximum disturbance area of 30’ will be built coming off an existing
access road in a easterly direction. See Exhibit C. The road will be
built in accordance with guidelines set forth in the BLM Onshore

Orders.

b. No turnouts are expected.

C. A locking gate will be installed at the site entrance.

d. Any fences cut will be repaired. Cattle guards will be installed, if
needed.

e. Surface disturbance and vehicular travel will be limited to the approved

location and approved access route. Any additional area needed will
be approved in advance.

3. LOCATION OF EXISTING WELLS WITHIN A 1-MILE RADIUS OF THE
PROPOSED LOCATION — see Exhibit D.

4. LOCATION OF PRODUCTION FACILITIES

Production facilities will be located on location. See Exhibit E.

5. LOCATION AND TYPE OF WATER SUPPLY : N
N 4 o
"' i )
Fe. £
Lol 2
Hobbsv £ Sy /

GCo -



. ONSHORE ORDER NO. 1 CONFIDENTIAL - TIGHT HOLE
Chesapeake Operating, Inc.

Merchant Federal 1-8 Lease No. NMNM 96244
880’ FSL & 1,760’ FWL

SESW of Section 8-22S-33E SURFACE USE PLAN
Lea County, NM ) Page 2

10.

11.

Water will be obtained from a private water source. Chesapeake Operating,

~ Inc. will ensure all proper notifications and filings are made with the state.

CONSTRUCTION MATERIALS

All other material (i.e. shale) will be acquired from private or commercial
sources. '

METHODS FOR HANDLING WASTE DISPOSAL

A closed system will be utilized consisting of above ground steel tanks. All
wastes accumulated during drilling operations will be contained in a portable
trash cage and removed from location and deposited in an approved sanitary
landfill. Sanitary wastes will be contained in a chemical porta-toliet and then
hauled to an approved sanitary landfill.

ANCILLARY FACILITIES

None.

WELLSITE LAYOUT,

The proposed site layout plat is attached showing rig orientation and
equipment location. See Exhibit F.

PLANS FOR RECLAMATION OF THE SURFACE
The location will be restored to as near as original condition as possible.
Reclamation of the surface shall be done in strict compliance with the existing
New Mexico Oil Conservation Division regulations.

Backfilling leveling, and contouring are planned as soon as the drilling rig and
steel tanks are removed. Wastes and spoils materials will be buried
immediately after drilling is completed. If production is obtained, the unused
area will be restored as soon as possible. The rehabilitation will begin after
the drilling rig is removed.

SURFACE AND MINERAL OWNERSHIP

United States of America
Department of Interior
Bureau of Land Management e
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12. ADDITIONAL INFORMATION
A Class llI cultural resource inventory report was prepared by Danny Boone
of Boone Archaeological Services, LLC, for the proposed location and new
access road. Clearance has been recommended. See Exhibit G.

13. OPERATOR'S REPRESENTATIVES

Drilling and Completion Operations

Colley Andrews

District Manager

P.O. Box 18496

Oklahoma City, OK 73154

(405) 879-9230 (OFFICE)

(405) 850-4336 (MOBILE)

(405) 879-7930 (FAX)
_candrews@chkenergy.com

Production Operations
Mark Mabe

5014 Carlsbad Hwy
Hobbs, NM 88240

(505) 391-1462 (OFFICE)
(505) 391-6679 (FAX)
(505) 390-0221 (MOBILE)
mmabe@chkenergy.com

Regulatory Compliance
Sharon E. Dries
Regulatory Analyst

Mailing Address: P.O. Box 18496

Drilling Engineer

Rob Jones

P.O. Box 18496

Oklahoma City, OK 73154

(405) 848-8000 Ext. 2694 (OFFICE)
(405) 879-9571 (FAX)

(405) 650-6399 (MOBILE)
riones@chkenergy.com

Asset Manager

Andrew McCalmont

P.O. Box 18496

Oklahoma City, OK 73154-0496
(405) 848-8000 Ext. 852 (OFFICE)
(405) 879-7930 (FAX)

Oklahoma City, OK 73154

Street Address: 6100 N. Western
Oklahoma City, OK 73118
(405) 879-7985 (OFFICE)

(405) 879-9583 (FAX)

sdries@chkenergy.com

amccalmont@chkenergy
g . ’:\‘\
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Loa County: N Page 4
14, CERTIFICATION

I hereby certify that ], or persons under my dirgot ¢ up&n ision, have inspacted
the propose site ard access route: that | am familiar with the conditions
which presently exist; that the statements made in this surface use-plan are,

to the best 'of my knowledge, true and cofrect; and, that the work associated
with e oparations pm,}cacd wilt Je fxerz’ormm by operator rmmudmg
contractors and subcontractors) submilting the APD, In conformity. with this.
.plan and the terms and conditions under which it is approved. This qtatemf:»m
s su.;j{,a ts ihe mov islons of 18 US.C. wm for the filing of a faise
siatement.

By:

Date: < / zZ / o

AP RichantF e derai_{-Ssufiosl el dion.
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