Ohio Department of Natural Resources

JOHN R. KASICH, GOVERNOR JAMES ZEHRINGER, DIRECTOR

Richard J. Simmers, Chief

Division of Oil and Gas Resources Management
2045 Morse Road — Bldg. F-2

Columbus, OH 43229-6693
Phone: (614) 265-6922 Fax: (614) 265-6910

ORDER BY THE CHIEF

December 9, 2014
ORDER NO. 2014-545

TO: Chesapeake Exploration, L.L.C.
6100 N. Western Ave.
P.O. Box 18496
Oklahoma City, Oklahoma 73154-0496

9% 7189 "3959% Y034 19279 2437

RE: Application for Unitization
Heston Southeast Unit
Carroll County, Ohio

SUBJECT: Order for Unit Operations of the Utica/Point Pleasant Formations
Pursuant to Ohio Revised Code Section 1509.28, the Chief of the Division of Oil and Gas
Resources Management (“Chief” or “Division™) makes the following Findings and issues

the following Order:

BACKGROUND

1) On June 9, 2014, Chesapeake Exploration, L.L.C. (“Chesapeake™) filed an
application pursuant to Revised Code 1509.28 to operate as a unit the Utica/Point
Pleasant Formations at an approximate true vertical depth located from fifty (50)
feet above the top of the Utica Shale to fifty (50) feet below the base of the Point
Pleasant Formation. The proposed “Unit Area” is 258.651984 acres in East
Township, Carroll County, Ohio. The proposed Unit Area is comprised of a total
of twenty-six (26) tracts, and known as the “Heston Southeast Unit.” The
application included a Unit Agreement, Unit Operating Agreement, and relevant
exhibits. The application also included the pre-filed testimony of the following
Chesapeake employees: Larry Carter, Geologist; David Yard, Reservoir Engineer;
and Grant Parker, Landman.
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2)

3)

Pursuant to R.C. 1509.28, the Division held a hearing on October 8, 2014, in
Columbus, Ohio at the Ohio Department of Natural Resources (“ODNR™), to
consider the need for the operation as a unit of an entire pool or part thereof. At
the hearing, Chesapeake employees Carter, Yard, and Parker confirmed their pre-
filed testimony and answered questions posed by Division staff members.

Chesapeake’s application for unitization of the Heston Southeast Unit proposed to
include two (2) unleased tracts owned by the following “unleased mineral
owners”: Ohio River Pipe Line, LLC, 0.961187311 acre (Tract 1); and American
Electric Power Service Corporation, F/K/A The Ohio Power Company,
0.403961492 acre (Tract 26). The Division provided notice of the June 11, 2014
hearing, return receipt requested, to all unleased mineral owners. Addresses and
title work were provided by Chesapeake. Although notified of the hearing, no
representatives of the unleased mineral owners attended the hearing, and the
Division did not receive any written comments from these parties.

FINDINGS

4)

5)

6)

Based on the application submitted by Chesapeake, and subsequent testimony by
its employees, the Chief finds that Chesapeake has established that it is the
“owner,” as that term is defined in R.C. 1509.01(K), of at least ninety-nine
percent (99%) of the land area overlying the pool in the Heston Southeast Unit,
which is greater than the sixty-five percent (65%) as required by R.C. 1509.28(A).

Based on the application submitted by Chesapeake, and subsequent testimony by
its employees, the Chief finds that the operation of the Heston Southeast Unit is
reasonably necessary to increase substantially the ultimate recovery of oil and gas
(“oil” and “gas™ are defined in R.C. 1509.01).

Based on the application submitted by Chesapeake, and subsequent testimony by
its employees, the Chief finds the value of the estimated additional recovery of oil
or gas (“oil” and “gas™ are defined in R.C. 1509.01) from the Heston Southeast
Unit exceeds the estimated additional cost incident to conducting the operation of
the Heston Southeast Unit.
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ORDER

IT IS HEREBY ORDERED:

Pursuant to R.C. 1509.28, Chesapeake is authorized to conduct operations within the
Heston Southeast Unit in accordance with all of the following:

Plan for Unit Operations

D

2)

3)

4)

5)

The Unit Area is comprised of twenty-six (26) tracts totaling 258.651984 acres in
East Township, Carroll County, Ohio, as shown in Exhibits A and B.

Chesapeake proposes to drill one (1) well from a single pad site in the Heston
Southeast Unit for the purpose of recovering oil and gas. Drilling operations shall
commence in the Unit Area within twelve (12) months from the date of approval
of this Order. In order to achieve the stated goal of substantially increasing the
ultimate recovery of oil and gas (as those terms are defined in R.C. 1509.01) from
the Utica/Point Pleasant Formations within the Unit Area, Chesapeake shall
produce from the one (1) well no later than twelve (12) months after the well is
completed. If Chesapeake fails to drill, complete, and produce at least one (1) well
in the Unit Area, the Chief may amend or terminate this Order. Any additional
wells permitted by the Chief for the Utica/Point Pleasant Formations in the Unit
Area are subject to this Order.

Evidence introduced by Chesapeake at the Heston Southeast Unit hearing
established that the Utica/Point Pleasant Formation uniformly underlies the Unit
Area. Therefore, the value of each separately owned tract in the Unit Area shall be
determined by calculating the ratio of the surface acreage of a specific tract to the
total surface acreage of the Unit Area. This ratio shall be known as the “Unit
Participation.” The allocated share of production to each tract shall be equal to
that tract’s Unit Participation.

All charges and credits made for investments in wells, tanks, pumps, machinery,
materials, and equipment shall be allocated among the working interest owners of
each tract based on the Unit Participation. For purposes of this Order, any
unleased mineral owner is not a working interest owner, and the proportionate
share of the expenses allotted to the unleased mineral owners shall be allocated to
the participating working interest owners.

All unit operation expenses shall be charged to, and paid by, the working interest
owners of each tract in amounts based on the Unit Participation. All unit operation
expenses concerning wells and operating equipment shall be just and reasonable.
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6)

7)

8)

9)

If necessary, Chesapeake and all other participating working interest owners shall
carry, or otherwise finance, any person who is unable to meet that person’s
financial obligations in connection with the unit operations. For purposes of this
Paragraph, “person” shall mean “non-participating working interest owner.”
Chesapeake and all other participating working interest owners’ reasonable
interest charge for carrying or financing the non-participating working interest
owner shall be determined by the terms of Chesapeake’s Unit Agreement and
Unit Operating Agreement for the Heston Southeast Unit. Once a specific cost is
charged to the initial well, that same cost cannot be charged to subsequent wells
in the Unit Area.

Chesapeake shall supervise and conduct all unit operations. Each working interest
owner shall have a voting interest equal to its Unit Participation. Approval of unit
operations shall be subject to the terms of Chesapeake’s Unit Agreement and Unit
Operating Agreement for the Heston Southeast.

Unit operations may commence as of 7:00 a.m. on the day following the effective
date of this Order. Once the initial well is placed into production, operations
within the Heston Southeast Unit may continue as long as hydrocarbons are
produced from any well in the Unit Area without a cessation of more than ninety
(90) days, unless otherwise approved by the Chief in writing. The Heston
Southeast Unit may be terminated if working interest owners owning at least fifty-
one percent (51%) of the working interest in the Unit Area determine that the unit
operations are no longer warranted. If the unit operations are so terminated,
Chesapeake shall provide written notice of the termination to the Division and to
all unleased mineral owners. In the event that termination of unit operation occurs
prior to drilling and completing for production one (1) well in the Heston
Southeast Unit, the Chief may issue an order reducing the Unit Area to the
minimum amount of acreage necessary to support those wells that have been
drilled and are producing.

The following additional provisions are found to be appropriate:

a) No activity associated with the drilling, completion, or operation of the
Heston Southeast Unit shall be conducted on the surface of any unleased
property without the prior written consent of the owner of the surface
rights of the unleased property.

b) Unleased mineral owners shall not incur liability for any personal or
property damage associated with any drilling, testing, completing,
producing, operating, or plugging activities within the Heston Southeast
Unit.
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c)

d)

g)

Each unleased mineral owner shall receive a monthly cash payment equal
to a one-eighth (1/8) landowner royalty interest calculated on gross
proceeds. Allocation of the one-eighth (1/8) landowner royalty shall be
based on the Unit Participation of each unleased mineral owner’s tract.
Chesapeake shall make landowner royalty payments to leased and
unleased mineral owners at the same time.

In addition to the royalty payment, each unleased mineral owner shall
receive a monthly cash payment equal to a seven-eighths (7/8) share of the
net proceeds from production. Allocation of the seven-eighths (7/8) share
shall be based on the Unit Participation of each unleased mineral owner’s
tract. After Chesapeake recovers a reasonable interest charge equal to
150% of the cost of drilling, testing, completing, and producing the initial
well, Chesapeake shall begin making such monthly payments for that well.
For each additional well drilled in the Unit Area, Chesapeake shall begin
making monthly payments equal to seven-cighths (7/8) share of net
proceeds from production to each unleased mineral owner once
Chesapeake has recovered a reasonable interest charge equal to 150% of
the cost of drilling, testing, completing, and producing the well. Once a
specific cost is charged to the initial well, that same cost cannot be
charged to subsequent wells in the Unit Area.

Nothing in this Order prohibits an unleased mineral owner from entering
into a lease agreement with Chesapeake pursuant to terms agreeable to
both parties. An unleased mineral owner who enters into a lease with
Chesapeake after the issuance of this Chief’s Order is no longer an
unleased mineral owner under this Chief’s Order as of the effective date of
the lease. Chesapeake shall notify the Division upon the execution of a
lease agreement with any unleased mineral owner who is subject to this
Chief’s Order.

Except as provided in Paragraph 9(d) of this Order, no expenses shall be
paid by an unleased mineral owner for drilling, testing, completing,
producing, or operating any well in the Unit Area. The unleased mineral
owner is not responsible for any costs related to plugging any well in the
Unit Area.

If requested in writing by any unleased mineral owner or by any non-
participating working interest owner, or in any manner by the Division,
Chesapeake shall provide, not later than thirty (30) days after the request,
any of the following:

1. A monthly statement of all costs incurred, together with the
quantity of oil and gas produced, and the amount of proceeds
realized from the sale of production during the preceding month;
and
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ii. Any authorization for expenditure (AFE) prepared by Chesapeake;
and

iii. A statement of all costs and expenses for purposes of Paragraphs 6
and 9(d) of this Order.

h) Chesapeake shall notify the Division of the assignment or transfer of any
of its working interest in the Heston Southeast Unit. If Chesapeake assigns
or transfers any of its working interest, the assignee or transferee shall
comply with this Order.

1) Chesapeake shall notify the Division if a tract that is leased by
Chesapeake, or any other working interest owner, for purposes of
operating the Heston Southeast Unit becomes an unleased tract. If
Chesapeake or the working interest owner is unable to enter into lease
agreement for the unleased tract, Chesapeake must submit a request to the
Division for an amendment of this Order, which will include a new
hearing before the Chief.

10) This Order is not effective unless and until Chesapeake provides the Chief with
final written approval of the unit operations as prescribed in this Order from
Chesapeake, who is required to pay at least sixty-five percent (65%) of the costs
of the unit operations, and from the royalty owners or unleased fee owners of
sixty-five percent (65%) of the acreage to be included in the unit. Upon receipt of
this approval, this Order shall become effective, and unit operations may
commence as set forth above. In the event that Chesapeake fails to provide all
required approvals within six (6) months after the issuance date of this Order, the
Order will be deemed revoked, and the Chief shall provide notice of the
revocation to Chesapeake, to the unleased mineral owners, and to the non-
participating working interest owners.

11) In the event that this Chief’s Order is appealed, the time periods as specified in
this Chief’s Order are tolled pending final determination of the appeal.

12) Within twenty-one (21) days of this Order becoming effective, Chesapeake shall
file a copy of this Order within the Carroll County (Ohio) Recorder’s Office, in
the records of each of the twenty-six (26) tracts that are subject to this Order and
referenced in Exhibits A and B. Chesapeake shall submit a certification of the
filing to the Division within fourteen (14) days of filing. The certification shall
include a reference to the volume and page number corresponding to each record
where the Chief’s Order is recorded.

13) The Chief of the Division retains continuing jurisdiction over the Heston
Southeast Unit as is consistent with the Chief’s powers and duties as established
by R.C. Chapter 1509 and Ohio Adm.Code 1501:9. The Chief reserves the right
to amend this Order subsequent to the commencement of unit operations within
the Unit Area.
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14) Except as specifically set forth in the terms of this Order, nothing herein shall be
construed as a waiver of any private right or cause of action that may be brought
by or against any party to this Order.

15)In the event of a conflict between the Plan for Unit Operations contained in this
Chief’s Order, and Chesapeake’s Unit Agreement and Unit Operating Agreement,
this Chief’s Order shall take precedence.

D;'LA__%;@L

ate Richard J. Simmers, €hief
Division of Oil and Gas Resources Management

Addressee is hereby notified that this action is final and effective and may be appealed
pursuant to Section 1509.36 of the Ohio Revised Code. If the Order is appealed to the
Ohio Oil and Gas Commission, the appeal must be in writing and must set forth the
Orders complained of and the grounds upon which the appeal is based. Such appeal must
be filed with the Oil and Gas Commission, 2045 Morse Road, Building H-3, Columbus,
Ohio 43229-6693, within thirty (30) days after receipt of this Order.

In addition, within three (3) days after the appeal is filed with the Oil and Gas
Commission, notice of the filing must be submitted to Richard J. Simmers, Chief,
Division of Oil and Gas Resources Management, Ohio Department of Natural Resources,
2045 Morse Road, Building F-2, Columbus, Ohio 43229-6693.

Enclosures

CERTIFIED MAIL TO:

Grant Parker

Staff Landman — Appalachia South
Chesapeake Energy Corporation
6100 N. Western Avenue

P.O. Box 18496

Oklahoma City, OK 73154-0496

Tk 7199 999k 7034 1929 8744
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R. Neal Pierce

Katerina E. Milenkovski
Steptoe & Johnson PLLC
Huntington Center

41 S. High Street, Suite 2200
Columbus, OH 43215

91 7?1939 9991 7034 1929 2751

Ohio River Pipe Line, LLC
539 South Main Street
Findlay, OH 5840

91 7199 9991 7034 1929 27ké

American Electric Power Service Corporation
F/K/A The Ohio Power Company

301 Cleveland Avenue SW

Canton, OH 44701

91 7199 9991 7034 1929 2775

James D. McKinney
EnerVest Operating, LLC
300 Capitol Street, Suite 200
Charleston, WV 25301

%9k F1I98 9991 7034 3829 2768

Chief’s Order No. 2014-545



Exhibit A
Chief's Order No. 2014-545
Heston Southeast Unit
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