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OPERATING AGREEMENT

THIS AGREEMENT, entered nto by and between MERIDIAN OIL INC.

hereinarter designated and
reterred to as *"Operator *, and the signatory party or parues otner than Operator, somenmes nereinaiter reterred to individually herenn
as "‘Non-Operator ", and collectiveiy as ‘*Non-Operators .

WITNESSETH:

WHEREAS. the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land idendfied in
Exhibit **A"", and the parues hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinaiter provided.

NOW, THEREFORE. it is agreed as follows:

ARTICLE I
DEFINITIONS

As used in this agreement. the following words and terms shall have the meanings here ascribed to them:

A. The term “‘oil and gas'’ shall mean oil. gas. casinghead gas, gas condensate. and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewnth, uniess an intent to limit the inciusiveness of this term is specificaily stated.

B. The terms “‘oil and gas lease’’. ‘‘lese’” and ‘‘leasehold’ shall mean the o and gas leases covering tracss of land
lying within the Contract Area which are owned by the parues to this agreement.

C. The term ‘‘oil and gas interests™” shall mean unieased fee and mineral interests in twaces of land lying within the
Contract Area which are owned by parties 1o this agreement,

D. The term “*Contract Area’” shall mean ail of the iands. oil and gas leasehoid interests and oil and gas interests mmnded to be

developed and operated for oil and gas purposes under this agreement. Such lands. eH-end-ges-leasehoid- d-oul
are described in Exhibit ‘A"’

E. The term ‘‘drilling umt’™ shall mean the area fixed for the drilling of one weil by order or ruie of sny state or
federal body having autharity. If a drilling unst is not fixed by any such rule or order, a drilling unit shail be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term ‘‘drillsite’* shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms **Drilling Party " and *‘Consenting Party"" shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Party’’ and ‘‘Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operstion.

s—

Unless the context otherwise ciearly indicates. words used in the singuiar include the plural, the piural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE Il
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
® A. Exhibit ‘*A*", shall include the following information:
(1) Identfication of lands subject to this agreement,
(2) Restricuons, if any, as to depths, formations. or substances,
(3) Percentages or fractional imemu of paru's to this agreement,

M_—A ) 1L m“ *
) Addrmudpuuafornoucepurposes
w,l_\n" Lo

C. Exhibit **C"’, Accounting Procedure.

D. Exhibit *“D"’, Insurance.

E. Exhibit “‘E"*, Gas Balancing Agreement.

F. Exhibit ““F**, Non-Discrimination and Certification of Non-Segregated Facilities.
If any provision of any exhibit, except Exhibits ‘‘E'’ emewsbd@’, is inconsistent with any provision contsined in the body
of this agreement, the provisions in the body of this agreement shall prevail.

OHHBNHH
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an cu ang gas incerest in e Contract Area. tnat :nterest snail be treated for ail purposes of this agreem
-ad during tne term nereot as it it were coverea pv tne lorm of oif ana 2as iease attacned hereto as Exhibit **B'", and the owner ther
snail be deemed to own ootn the rovaiy interest reserved N sucn tease ana the interest of the lessee thereunger.

8. Interests of Parties in Costs and Production:

Unless changed by owner provisions. ail costs and Labilities incurred 1n cperations under this agreement shali be borne 2
;ud. and all equipment and mazenats acouired in operatons on the Contract Area snail be owned, by the parties as their interests are
.srth in-Exhibit "' A'". ln the same manner. tne parues snall aiso own au proaucuon ot oil and gas irom the Contract Area subject to
avment of royalties 1o the extent of__one sinhth (1/8) which shail be borne as hereinaiter set for

Regardiess of which partv has contributed the ieasets) andior o and gas interests) hereto on which royaity is due :
~iyable, each party enutied to receive a share of proguction of ail and gas irom e Contract Arez shail bear and shall pay or deliver.
ciuse to be paid or deliverea. to tne extent of its interest 1n such producuon. the rovaity ipuiated hereinabove and shall hold
stner parties free from any liadility nereior. No party shall cver be responsible. however, on a price basis higher than the price recer
by such party, to any other parcy's lessor or royaity owner, and if any sucn other party’s lessor or royaity owner should demand =
receive settiement on a nigher price pasis. the party contributing the aifected lease shall bear the additionai rovaity burden atributable
such higher price.

Nothing containeg in tnis Arucie {{1.B. shail be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overniding Rovalties and Other Payments:

Unless changed by outer provisions. if the interest of any party in any lease covered hereby is subject to any roya
overriding royaity, production pavment or other burden on production 1n excess of the amount stipulated in Article HL.B., such party
burdened shall assume and alone bear all such excess obligations and shall indemmify and hold the other parues hereto harmiess from :
and sll claims and demands for payment asserted by owners of such excess burden.

D. Subsequentiy Created [nterests:

If any party should herearter create an ovemdmg rovakv. producuon payment or other burd:a paysble out of product:

mnbuuble 0 |ts workmg interest hereuuder : e, TR OTe TSl
- " v o ". ¥ } ‘: -
P0abligesionmsizeis v such interest being hereinafter raerred to as subsequendy created interest ™ * irrevpeeuveoi

IS OrNTereanen and :he party out of whose working interest the subsequently created interest is derived being hereinafter refer:
to as ‘‘burdened party''), and:

1. if the burdened party 1s required under this agreement to assign or relinquish to any other party, or parties. all or a poru
of its working interest andror the production attributable thersto, said ather party. or parties, shall receive ssid assignment ana
production free ana ciear of said subsequently created interest and the burdened party shail indemnify and save said other par
or parues, harmiess irom any and all claims and demands for payment asserted by owners of the subsequently created interc
and,

2. If the burdened party iails to pay. when due. its share of expenses chargeable hereunder. all provisions of Articie VII.B. shall

enforceable against the subsequentiy created interest in the same manner as they are enforcesbie 2gainst the working interest
the burdened party.

ARTICLE 1V,
TITLES

A. Tite Examination:
-~

Title examination shall be made on the drilisite of any proposed well prior o commencement of drilling operstions or.
the Drilling Parties so request. title exammnauon shali be made on theleuesmd!oroilmdguinminduded.otpimedtobéhdu
ed, in the drilling unit around such weil. The opinion will include the ownership of the working interest. minerais, royaity, overridi-
royalty and production payments under the applicable leases. At the time a weil is proposed. each party contributing leases andioroil 2
4as interests to the drillsite. or to be included in such drilling unit. shall furnish to Operator ali abstracts (including federai lease stat
reports). title opinions, title papers and curative matenal in its possession free of charge. All such informanon not in the possession of
made available to Operator by the parues. but necessary for the examination of the title, shall be obtsined by Opersror. Opemrsh
cause title to be examined by attommeys on its staff or by outside attorneys. Copxao(xllndeopznmshﬂlbeﬁxmnhedmenhpar
hereto. The cost incurred by Operator i this title program shail be borne as follows:
T Option No. I: Casts incurred by Operator 1n procuring abswacts and title examination (including Pm WM

S ——— ol 3
shutin gas royaity opinuons and division order titie opinions) shall be a part of the administrative overhead as provided it T B
and shall not be a direct charge. wnether periormed by Operator’s staif attorneys or by outside attorneys.

.2-
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ARTICLE [V
contnued

0

L Opuon No. 2 Costs wncurred by Operator i grocuring apstracts ind lees pawd outside actormevs for ude examinauon
including preurmnary. suppiementai. shut-in gas rovaity opinions ana division order title opinions) snail be borne by the Drilling Parnes
‘n 1ne proporuon tnat the mrerest ot eacn Drilling Party sears to tne totai wnterest ot all Drilling Parties as such interests appear in Ex-
~iotr AT Operator snail make no charge tor services rendered Dv tts statt attorneys or Other personnet m the pertormance ot the above
rJncuons.

Zach partv snail be responsidie lor securing Curiuve Mauer anu pooung URURUMENTS Or ldreements required in cOnNECHon
~ien leases or o1l und gas 1nterests contriduteg DV Such sartv. Uperator snail be responstoie 10r tne preparation and recording of pooling
Zusignations or declarations as wei as the conauct ot hearings petore governmental akencies tor the securing ot spacing of pooiing orgers.
This shail not prevent any party Irom appearing on its own pehaif at any sucn heannu.

No weil shall be drilied on the Contract Area untii atter (i) the title o the driilsite or drilling unit has been examuned as above
rrovided. and (2) the title nas peen approved bv the examining attorney or title has peen accepted by all of the parnes who are to par-
ncipate n tne driling of the weil.

B. Loss of Title:

1. Failure ot Title: Should any o and uas interest or iease. or interest tneren, de lust throuen failure ot ucle. which lass results in a
;:quction of interest trom that snown on Exhibit A", the partv contnibuting e atfected lease or interest shall have ninety (90) davs
:7om tinal determnaton ot title fadure to acawire a new iease or other mstrument cunng the entirety of the utle 1ailure. which acquisi-
ion will not be subiect to Articte VIILB., and taling to do so. this agreement. nevertneiess. shall contnue n torce as to ali remanuag oti
ind gas leases and interests: and.

(a) The party whose o1l and gas lease or interest 1s aifected by the title failure snall bear slone the enure loss and it shall not be
entided 10 recover from Operator or the other parties any development or operaung costs which it may nave theretorore paid or incurred.
but there shail be no additionai iiubility on its part 0 the other parues hereto py reason of such titie failure:

\b) There shall be no retroactive adjustment ot expenses incurred or revenues recewved from che operanon of the interest which has
been jost, but the interests of the parues shail be revised on an acreage dasss. as of the ume 1t 15 determine finailv that utie failure has oc-
wucred. so that the interest ot the partv whose fease or interest 1s arfected bv the titie @iluce wiil thereatter be reduced in the Contract
Area by the amount of the interest ost:

(c) If the proportonate wnterest of the other parties hereto i any producing weil theretotore drilled on the Contract Area s
\ncreased by reason of the title failure, the party whose utie has failed shall receive the proceeds attributable to the ncrease in such in
terest tless costs and burdens attributable theretoy unul it has been reimbursed tor unrecovered costs pad by it in connection with such
well;

(d) Should any person not a party to this agreement. who is determmed to be the owner of any interest in the tide which ha
failed. pay 1n any manner any pare of the cost ot operation, deveiopment. or equipment. such amaune shall be pasd to the party or partie:
wha bore the costs which are so refunded:

{€) Any liability to account to a third party for prior production of oil and uas which arises by reason of title failure shail b
borne by the party or parties whose ttle failed in the same proporuons in which they shared in such prior production: and.

() No charge shail be made to the joint accounc tor fegal expenses. fees or salaries. in connection with the defense of the interes
claimed bv any parry hereto. it being the intenaon of the parties hereto that each shall defend tide to its incerese 2nd besr all expenses 1
connection therewith.

2. Loss bv Non-Pavment or Erroneous Pavment ot Amount Due: If. throueh mistake or oversgnt. anv rental. shutin we
plvment. minimum royaity of rovaity pavment. 1s not paid of 15 erroneousiv paid. and as a result a lease or interest theren termimnates
there shall be no monetary liability against che party who failed to make such payment. Unless the party who tailed to make the require-
payment secures a new lease covering the same interest within ninety (90) days irom the discovery of the failure 1o make proper paymen
which acqusition will not be subject to Article VIILB., the interests of the parties shail be revised on an acreage basis. etfective as of -
date of termmation of the iease invoived. and the party who failed 1o make proper payment will no longer be credited with an interest
the Contract Area on account of ownership of the lease or interest which has termunated. In the event the party who failed to make tt
required payment shail not have been fully reimoursed. at the time of the foss. from the proceeds of the sale of oil and gas attributable =
the lost interest. caiculated on an acreage basis. for the development and aperating costs thererofore paid an account of such interese.
shall be rermbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drille
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas. less operanng expenses. theretofore accrued to the credit of the lost interest. on an acreage bas
up to the amount of unrecovered costs:

(b) Proceeds, less operating expenses. thereafter accrued attributable to the fost interest on an acreage basis. of that portion
oil and gas thereafter produced and marketed (exciuding proguction from any wells there~fter drilled) which. in the absence of such lea:
termination. would be attributable to the lost interest on an acreage basis. up to the amount of unrecovered costs, the proceeds of sa

portion of the oil and gas to be contnbuted by the other parties in proportion to their respective interests: and. -~
{c) Any monies, up to the amount of unrecovered costs. that may be paid by any party who is. or becomes, the owner of the intere
{ost, for the priviiege of participating in the Contract Arez or becoming a party to this agreement. -

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.1. and [V.B.2. above, shall be joinc loss
and shall be borne by ati parties in proportion to their nterests. There shall be no readiustment ot interests in the remaining portion
the Contract Area.
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ARTICLE V.
OPERATOR
A. Designation and Respoasipilities ot Operator:
MERIDIAN OIL INC. shall be

Operator ot tne Contract Area, and snal conauct ana direct ana have i controt ot all operations on e Contract Area as permicten

required by. and within the Umuts of this agreement. it shall conduct au sucn operauons in 2 kood and workmantike manner. put it s.
have no iability as Operator o the other parties for {osses sustaned or Labilies incurrea. except such as may resuic from g:
negligence or wiiiful misconduct.

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

[. Resignaton or Removai of Overator: Operator mav resign at anv tme by giving wrirten notice thereof 0 Non-COperat
{f Operatar termmates ics iegai existence. no ionger owns an tnterest nereunder in the Contract Area. or 1s no longer capable of servin
Operator. Operator shail be deemed to have resigned without any action by Non-Operators. except the selection ot a successor. Oper
may be removed if it fails or refuses to carry out uts duties hersunder. or becomes nsoivent. bankrupt or 1s piaced in recetvership. by
atfirmauve vote of two (2) or more Non-Operators owning a marority interest based on ownership as shown on Exhibit **A"" remau
atter exciuding the voung interest of Operator. Such resignation or removal shail not become erfective unui 7:00 o'clock A.M. on
tirst day of the calendar month foliowing the expirauon of ninety 190) davs atter the giving of notice of resignaucn by Operator or ac
by the Non-Operators to remove Operator. uniess a successor Operator nas been seiected and assumes the duties of Operator at an e2
date. Operator, after effective date of resignauion or removal, shall be bound bv the terms hereotf as 2 Non-Operstor. A changeoi 2
parate name of structure of Operator or transter of Operator s interest to any single subsidiary. parent or successor corporation shal
be the basis for removai of Operator.

2. Selection of Successor Operator: Ugon the resignation or removal of Operator. a successor Operator shall be seiecte
the parnes. The successor Operator shali be seiected from the parties owning an interest 1n the Contract Area at the rime such succ.
Operator 1s selected. The successor Operator shall be seiected by the atfirmauve vote of two 1 2) or more parues owning a maiofity int
based on ownersiup as shown on £xhibit '*A’'; provided. however, u an Operator which has been removed fails to vote or votes on
succeed itself, the successor Operator shall be seiected by the affirmauve vote of two 2) or more parties owning a majority interest ¢
on ownership as shown on Exhibit *A'’ remaning after exciuding the voung nterest of the Operator that was removed.

C. Empioyees:

The aumber of employees used by Operator in conducting operations hereunder, their seiection. and the hours of labor an
compensauon for services performed shall be determined by Operator. and all such employees shall be the empioyees of Operat

D. Drilling Contracts:

All welis drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the srea. L
desires. Operator may empioy its own tools and equipment in the drilling of wells, but its charges therefor shail not exceed the prev
races & che area and the rate of such charges shail be agreed upon by the parues in writing before drilling operations are commence:
such work shail be pertormed by Operator under the same terms and conditions as are customary and usual in the area in contracts
dependent contractors who are doing work of a similar narure.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initial Weil:
or re
On or before the__ 3L 4ay of_ DECEMBER . 1995, Operaror shail commence the drillinglot a *
oil and gas at the following iocavon:
E/2 SECTION 22, T-25-N, R-03-W, N.M.P.M.
or recompletion -
and shall thereafter continue the drillingl of the weil with due diligence o
A DEPTH SUFFICIENT TO TEST THE MESAVERDE FORMATION.
or recomp

uniess grarute or other pracucally impenetrabie substance or condition tn the hole. which renders further dnllmgllmpnmw
countered at a lesser depth, or uniess ail parties agree w compiete or abandon the well at a lesser depth.

or recompletion .
Operator shall make reasonabie tests of all formanons encountered during drillingd which give indication of contining

2as i quanuuies sufficient to test. unless this agr shall be limited in its application to a specific formation or formations. in
event Operator shall be required 10 test only the formaton or formaucns to which this agreement may apply. . . -
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ARTICLE V1
continued

If. in Operator's judgment. the well will not produce oil or gas i paying quantities, and it wishes t0 plug and abandon !
weil as a dry hole, the provisions ot Article VI.E.1, shall thereatter appiy.

8. Subsequent Operauons:

L. Proposed Overauons: Should any party hereto aesire to drill any weil on the Contract Area other than the well provu
for in Article VLA.. or to rework. deepen or plug back a dry hole drilled at the joint expense of all parties or & well jointy owned by
the parties and not then producing in paying quanuues, the party desiring to drill, rework, deepen or plug back such a well shall give
other parues written notice of the proposed operation. specifying the work to de periormed. the location, proposed depth, objective for:
::0n and the estimated cost of the operauon. The parues receiving such a notice shall have thirty (30) days aiter receipt of the no
within which to noufy the party wishing to do the work whether they elect 1o participate in the cost of the proposed operation. If a d
10y r1g 15 on location, nouce of 2 proposai to rework, plug back or driil deper may be given by telephone and the response period shal
iimited to forty-eight (48) hours. exciusive of Saturday, Sunday and iegal holidays. Failure of a party receiving such notice to reply wit
tne pcvnod above fixed shall consutute an ciection by that party not to participate 1n the cost of the proposed operation. Any notice
response given by telephone siall be promptly coniirmed in wriring.

It all parties eiect to participate in such a proposed operation, Operator shall. within ninety (90) days aiter expiration of the no
period of thirty (30) days (or as promptly as possible after tne expiration of the forty-eight (48) hour period when a drilling rig is on lc
uon, as the case may be), actuaily commence the preposed operauon and complete it with due diligence at the risk and expense of all «
ties hereto; provided, however, ssid commencement date may be extended upon written notice of same by Operator to the other part
for a period of up to thirty (30) additional days i, in the sole opinion of Operator, such additional time is reasonably necessacy to obt
permits irom governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title
amination of curative matter required for title approval or acceprance. Notwithstanding the force majeure provisions of Article XI, if
actual operatian has not been commenced within the time provided (including any extension thereof as speciiicaily permitted herein)
if any party hereto sull desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in acc
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Articie VI1.B.1. or VILD.1. (Op'
No. 2) elects not to parucipate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or pu
giving the notice and such other parties as shall elect o participate in the operation shall, within ninety (90) days sfter the expiratio:
the notice period of thirty (30) days (or as sromptly as possible 2fter the expiration of the forty-eight (48) hour period when a drilling
on location, as the case may be) actually commence the proposed operation and compiete it with due diligence, Operstor shall perform:.
work for the account of the Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Operstc
2 Non-Consenting Party, the Consenting Parties shall either: (3) request Operator to perform the work required by such proposed op
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operstor to perform such work. C
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI,B.2., shall comply with all terms and ¢
ditions of this agreement.

If less than all parties approve any proposed operanon, the proposing party, immediately after the expiration of the sppiic
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendatio
to whether the Cansenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hc
(exclusive of Saturday, Sunday and fegal holidays) after receipt of such notice, shall advise the proposing party of its desire to (s) limit
ticipation to such party’s interest as shown on Exhibit **A"" or (b) carry its proportionate part of Non-Consenting Parties’ interests,
ailure to advise the proposing party shall be deemed an election under (a). In the event & drilling rig is on location, the time permittec
such 8 response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidsys). The proposing pa
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decis

The entire cost and risk of conducting such upendonsshzﬂbebomebycheConandngPuﬂaintthtwa\imchqh
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehoid estates i
operations iree and clear of all liens and encumbrances of every kind created by or srising from the operations of the Par
If such an operation resuits in a dry hole, the Consenung Parties shail plug and abandon the well and restore the surface locatiope'st t
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resule
ducer of oil andior gas 1n paying quantities. the Consenung Parties shall compiete and equip the well to produce at their sole cos
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ARTICLEVI
continued

1nd the weil shall then be turned over to Operator and shall be operated by it at the expense and for the account ot the Consenting Par-
ties. Upon commencement of operauons for the drilling, reworking, deepening or piuggigg back of any such well by Consenting Parties
in accordance with the provisions of this Arucle, eacn Non-Consenung Party shall be deemed to have relinquisied to Ce Parties.
and the Consenung Parties snail own and be enutied to recetve, in proporton to Wewr respecuve interests, all of such Non-Consenting
Party's interest 1n the well and share ot production tnererrom unul the proceeds of the sale of such share. calculated at the weil. or
Tarxet vaiue wereot if such share is not soid. {after deducung proguction taxes. excise zzxaﬁwgﬁ?.léve%;:%%grréyaaﬁ%slhd other m-
werests not excepted by Article {I.D. payanie out of or measured by the proguction trom such well accruing with respect to such interest
cnul it reveres) shail equal the total of the foilowing:

{a) 100% of each such Non-Consenung Party’s share of the cost of any newiy acquired surface equipment beyond the weilhezd
connections anciuding, but not limited to. stock tanks. separatars. treaters, pumptng equipment and piping), pius 100% of each such
Non-Consenung Party's share ot the cost of operation of the weil commenang with first production and continuing unai each such Non-
Consenting Party's relinquished interest shall revert 10 1t under other provisions of this Article, it being agreed that each Non-
Consenung Party's share of such costs and equipment wiii be thut interest which wouid have been chargeabie to such Non-Consenung
Puarty had it parucipated in the weil from the beginning of the operations: and

1) 300 % of thae portion of the costs and expenses of drilling. reworking, deepening, plugging back. testing and completing.
atter deducting any cash contributions recetved under Arucie VIILC., und 3002 of that portion of the cost o newiy scquired equip-
ment m the weli (to and including the wellhead connections), which wouid have been chargeabie to such Non-Cansenting Party if it had
parucipated therein.

An elecion not to parucipate n the driling or the deepening of a weil shail be deemed an election not to participate in any re-
working or piugging back operauon proposed in such a weil, or portion thereot. to which the inidal Non-Consent siection applied that is
conducted at any time prior to full recovery by the Consenung Parties oi the Non-Consenting Party's recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which wouid have been chargeabie to such Non-Consenting Party had it participated therein. i
such a reworking or piugging back operauon is proposed during such recoupment period. the prowvisions of this Asticie VI.B. shail be ap-
plicable as between said Consenung Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of W e
proceeds therefrom. Consenting Parties shall be responsible for the payment of ail production, severance, eme A l?xgo

taxes, and all royaity, overriding royaity and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar
ticle {IL.D.

In the case of any reworking, piugging back or deeper drilling operation. the Consenting Parties shall be permitted to use, fre-
of cost, ail casing. tubing and other equipment in the well, but the ownership of ail such equipment shall remain unchanged; and upor
abandonment of a2 weil after such reworking, piugging back or deeper drifling, the Consenting Parties shall account for all such equip
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of saivage.

Within sixty (60) days after the compietion of any operation under this Article.  the party conducting the operations for th
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the weil, and a.
itemized statement of the cost of drilling, deepening, plugging back. testing, compieting, and equipping the weil for production; or, at it
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit s detailed statement of menthly bil
ings, Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting th
operations for the Consenting Parties shail furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities ir
curred in the operation of the well, together with a statement of the quantity of il and gas produced from it and the smount of groceec
realized from the sale of the well’s working interest production during the preceding month. In determining the quaatity of oil and g2
produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering o periodi
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any mdxfnpenm
which wouid have been owned by a Non-Consenting Party had it participated therein shail be credited against the total um'emméa cos:
of the wark done and of the equipment purchased in determiming when the interest of such Non-Consenang Farty shail revertIto it :
above provided; and if there is a credit balance, it shall be paid to such Non-Consenung Party. .
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ARTICLZ V1
continued

{ and when tne Ccnsenung Paruies recover rem a Non<Consenung Party s reunquished interest the amounts provided for :
the relinquished interests of such Non-Consenung Party shail automaucally revert to it, and, from and after such reversion, sucn
Consenung Party shall own tne same interest in such well, the materai and equipment in or pertaining thereto, and the prod:
trerefrom 2s sucn Non-Consenung Party wouid have been enutied to nad it parucipated in the drilling, reworking, deepening of plu
back of said well. Thereatter. sucn Non-Consenung Party snau be crargea with ana shall pay its proportionate part of the further ¢
e operauen of said weil in accoraance wan the terms of this 2greement ana the Accounung Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2.. it is agreed that without the mutuai consent of ail parties, no weil:
e completed in of preduced from a source of supply from wiich a weii locatea elsewnere on the Contract Area is producing, unles:
weil conforms to the then-existing weil spacing pattern for such source of suoply.

The provisions of this Article shall have no appucation whatsoever to tne drilling of the initial well described in Article
excepe () as to Article VILD.L, (Option Na. 2), if seiected, or (b) as to the reworking, deepening and plugging back of such initic
atter it has been drilled to the depth speciiied in Article VLA, if it shall thereaiter prove to be a dry hole or, if initially completed fc
duction. ceases to produce in paying quantities.

3. Stand-Bvy Time: When 2 weil which has been drilled or deepened has reached its authorized depth and all tests have
completed, and the resuits thereof furnished to the parties, stand-by costs incurred pending response to 3 party's notice prope:
reworking, deepening, plugging back or compieting operaucn in sucii a weil shall be charged and borne a3 part of the drilling or de
ing operanon fust compieted. Stand-by costs subsequent to aii parties responding, or expiration of the response ume permitted. whic
first occurs, and prior to agreement as to the participaung interests of all C g Parties p to the terms of the second
matical paragraph of Articte VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequ
withdrawn because of insufficient partucipation, such stand-by costs shall be aliocated between the Consenting Parties in the propc

each Consenting Party's interest as shown on Exhibit "*A’* bears to the total interest as shown on Exhibit “*A** of all Consentin-
ties,

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to s **deepening’* operatior
also be appiicable to any propasai to directionaily control and intentionaily deviate s well from vertical 50 33 to change the bottor
location (herein called ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest
atfected weil bore st the time of the notice shail, upon eiecting to participate, tender to the weil bore owners its proportionate share
to its interest in the sidetracking operation) of the vaiue of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the sctuat costs incur:
the initial drilling of the well down to the depth at wnich the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shali be on the basis of the
salvable marerials and equipment down to the depth at which the sidetracking operstion is initisted, detersuned in accordance wi
provisions of Exhibit *'C**, less the estimated cost of salvaging and the estimated cost of plugging and sbandoning.

In the event that notice for 3 sidetracking operation is given while the drilling rig to be utilized is on location, the response 1
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided. howaver, sy party msy reque
receive up to eight (8) additional days aiter expiration of the forty-eight {48) hours within which t respond by paying for all stand-by
incurred during such extended response period. If more than one party elects to take such sdditionsi time to respond to the notice, .
by costs shall be silocated between the parties taking additional time to respond on s day-o-day besis in the proportion esch ejectin
ty's interest as shown on Exhibit **A"* bears to the total interest as shown on Exhibit "A"oldlthedecnn;mlndlod-
stances the response period to 8 propossi for sidetracking shall be limited to thirty (30) days.

ﬁm*
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C. TAKING PRODUCTION IN KIND:

m.!r:-
Ea:hpmy:hzﬂnkemhadorsepmmlydupouofxupropornmzzshmdlllodmdmpmduudmm’&nm
exclusive of production which may be used in development and producing operations and in preparing 1nd mﬁuﬂand §
marketing purposes and production unaveidably lose. Any ummmnmmmmem;mundwmw
pacty of its propertionate share of the production shall be borne by such party. Any party taking its share of ptodueddﬂmldrl&
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ARTICLE VI
continued

required to pay for oniy 1ts proporuonate snare of such part of Operator s surlace faciiities wich it uses.

Each party shall execute such division orders and contracts as mav be necessary for the sae of its interest i production fror
the Contract Area. and. except as provided in Articie VILB.. shail be enutied to recerve payment arrectly from tne purchaser thereot fc
its share ot ail production.

,‘,’}f event any party snail fail to maxe tne arrangements necessary 1o take in kind or separately dispose ot 1t proportionate share -
the oiliproduced irom tne Contract Area Operator shail have tne right, suoiect to the revocauon at will by the party owning it, but n<
the obligadon. to purchase such oiler sexr"“? 10 others at any ume and from ume to ume. for the account of the non-taking party at tr
best price obtainable in the area for such production. Any such purcnase or sale by Operator shall be subiect always to the right of t
owner of the production to exercise at any ume its right to take in kind, or separately dis, ot its share of ail odﬁm: prgixous
delivered to0 a purchaser. Any purchase or saie by Operator of any other party s share of odlsE%’e %e only tor such ressonable periods
time as are consistent with the mimimum needs of the :ndustry under the particuiar arcumstances, but in no event foc a period in exce
of one (1) year.

[n tire event one or more parues’ separate disposition of its share of the gas causes spiit-stream deliveries to saparate pipelines and:.
deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proporuonate share of total gas sales
be allocated 1o it, the balancing or accounting berween the respective accounts of the parues shall be in accordance with any gas balanair
agreement between the parues nereto. whether such an agreement is atrached as Exhibit *'E™", or 15 a separate agreement.

D. Access 1o Contract Area and Information:

Each party shail have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operatior
and shall have access at reasonable times to informauon pertaining to the deveiop or operation thereof, including Operator's boo
and records relating thereto. Operator, upon request, shail furnish each of the other parties with copies of ail forms or reports filed wi
governmental agencies, daily dritling reports, well logs, tank tables. daily gauge and run tickets and reports ot stock on hand at the first
each montn, and shall make available sampies of any cores or cuttings taken from any weil drilled on the Contract Area. The cost
gathering and furnishing information ta Non-Operator, other than that speciiied above. shall be charged to the Non-Operator that :
quests the wnformation.,

E. Abandoament of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant 1o Arsticle V1.B.2., any weil which has be
drilled or deepened under the terms of this agreement and is proposed to be completed as 2 dry hole shail not be plugged and abandon
without the consent of all parties. Should Operator, aiter diligent eifort. be unabie to contact any party, or should any party fai to re:
within forty-eight (48) hours (exciusive of Saturday, Sunday and legai holidays) after receipt of notice of the propesal to plug and aband
such weil. such party shail be d d 10 have ¢ d to the proposed aband All such weils shail be plugged and abandoned
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepent
such well. Any party who objects to plugging and abandoning such weil shall have the right o take over the weil and conduct furd:
operations in search of oil and/or gas subject to the provisions of Article VILB.

2. Abandonment of Welis that have Produced: Except for any weil in which a Non-Consent operation has been conduc:
hereunder for which the Consenung Parties have not been fully reimbursed as heretn provided. any weil which has been compieted 2
producer shail not be plugged and abandoned without the consent of all parties. If all parties consent to such abandoament, the weil st
be plugged and abandoned in accordance with applicable reguiations and at the cost. risk and expense of ail the parues hereto. If, witi
thirty (30) days after recetpt of notice of the proposed abandonment of any weil, all parties do not's agree 1o the abandonment of such w
those wishing to continue its operation from the intervai(s) of the formation(s) then open to production shall terder to each of the ot
parties its proportionate share of the value of the well's salvable materiai and equipment, determined in accordance with the provision:
Exhibit '‘C'", less the estimated cost of salvaging and the esumated cost of plugging and abandoning. Each sbandoning party shall ass
the non-abandoning parues, without warranty, express or implied. as 1o title or as to quantity, or fitness for use of the equipment :
material, all of its interest in the well and related equipment. together with its interest in the leasehold estate as 10, but only as to, the
terval or intervals of the formanon or formations then open to production. If the interest of the abandoning party is or inciudes an oil ©
g8as interest. such party shall execute and deliver to the non-sbandoning party or parties an oil and gas lease, limited to the interval o
tervais of the formadon or formations then apen to production, for a term of one (i) year and so iong theresfter as oil andfor gasis ¢
duced from the interval or intervais of the formation or formations covered thereby, such lease w be on the form attached as Exh:

* Failure of any Party to respond within the said thirty (30) day period shall be deemed conuqc
to the proposed abandonment.
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ARTICLE VI
continued
“*B'". The assignments or leases so umited snail encompass the '*driiling untt’* upon which the weil is located. The payments by, anc
ssignments or leases to. tne assignees snail be in a ratio dasea upon tne relatonsnio of their respecuve percenrage of participation ir.

Contract Area to the aggregate of the percentages of partcipanon in te Contract Area of all assignees. There shail be no readiustne:
interests in the remaning poruon of e Contract Area.

Thereatter. apangoning paruies snali have no turuier responsiouity, adility, or interest 1n tne operaton of or production i
‘ne wetl in the interval or intervats then open otner than the rovaities retaned in any iease made under the terms of this Arucle. Upor
quest, Operator shall conunue 1o operate tne assignea well for the account of the non-adandoning parties at the rates and charges
templated by this agreement. pius anv additionai cost ana charges wnicn may arise as the result of the separate ownersnip of the assic
weil. Upon proposed abanaonment ot the proguang intervals) assignea or leased, the assignor or lessor shall then have the optio:
repurchase its prior mrerest in the weil (using tne same vaiuauon formuia! and parucipate in further operations therein subject to the
visions hereof.

3, Abandonment of Non-Consent Ooerations: The orovistons of Article VLE.L or VLE.2. above shall be applicable as betw
Consenung Parties in the event of the proposea abangonment of any weti excepted from said Articles: provided. however. no weil sha.
permanently plugged and abandoned uniess and unni all parties having the right to conduct further operanons theremn have been not:

of the proposed abandonment and afforded the opportunity to eiect to take over the well in accordance with the provisions of this Ar
VI1E.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parues shall be several. not joint or collective. Each party shall be responsibie only for its abligations,
shall be liable only for its proporuionate share of tne costs af developing and operaung the Contract Area. Accordingly, the liens gra
imong the parues in Articie VIL.B. are given to secure only the debts ot each severaily. It is not the intention of the parues to create.
shall this agreement be construed as creating, 3 MIINg OF Other Partnersmup or association, ofr to render the parues liable as partr

B. Lieas and Payment Defaults:

Each Non-Operator grants wo Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its s
of oil and/or gas when extracted and its interest in aii equipment, to secure payment of its share of expense, together with interest the.
at the rate provided in Exhibit '*C'". To the extent that Operator has a security interest under the Uniform Commercist Code o
state, Operator shall be enutled to exercise the nights and remedies of a secured party under the Code. The bringing of a suit and the
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the
rights or secunity interest as security for the payment tnereoi. in addition. upon default by any Non-Operator 1n the payment of its s.
of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds £
the sale of such Non“Operator's share of cil and/or gas undii the amount owed by such Non-Operator, plus interest, has been paid. E
purchaser shail be enditled to rely upon Operator 's written statement concerning the amount of any defsuit. Operatoe grants a like
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or s unabie to pay is share of expense within sixty (60) days siter rendition of 2 statement therefor
Operator. the non-defauiting parues, including Operator, shall. upon request by Operator. pay the unpaid amaouat in the proporuon
the interest of each such party bears to the interest of ail such parttes. Each party so paying its share of the unpaid amount shall, to ot
reimbursement thereof. be subrogated to the security rights described in the foregong paragraph.

C. Payments and Accounting:

Except as herein otherwise speaificaily provided. Operator shall promptly pay and discharge expenses incurred in the developn
and operaunon of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro
tionate shares upan the expense basis provided in Exhibit *'C"’. Operator shall keep an accurate record of the joint sccount hereun
showing expenses incurred and charges and credits made and received.

Operator. at its election. shail have the right from time to time to demand and receive from the ather parties payment in advs
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeec
month, which right may be exercised anly by submission to each such party of an itemnized staterent of such estimated expense, toget
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submi:
on or before the 20th day of the next preceding month. Each party shall paymOpenmnnprmxmshmdmchmmx
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of ssid estimate within ssid time, zhpmo
due shall bear interest as provided in Exhibit **C’* unul paid, Proper adiustment shall be made monthly between advances and-actual
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred. and no more. f: ")

C-1: Cost & Expense of Dual Compietion Well: See pages 9A through 9E. P
D. Limicwtion of Expenditures: ™~

1. Drll or Deeven: Without the consent of ail parties, no well shall be drilled or deepened. mmyvdldrﬂld‘w‘dgepe
pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the dnumgotdeqmgshaﬂindudai. .‘zi\’n
Tk g
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C-1.__COSTS AND EXPENSES OF DUAL COMPLETION WELL

The entire costs and expenses involved in drilling, completing, operating, and reworking
said well. in the event said well is completed in more than one formation or in pgging and
abandoning if said weli is a dry hole or non-commercial weil in either or both formarions.
shall be borne by the parties hereto in accordance with the foilowing provisions:

A Definitions

"Shallow Owners/Fruitland Coal Owners":
the working interest owners in the Unit Area. owning the working interest in
and to the shallower (Fruitland Coal) formation of a well to be drilled or which
is completed in two formations.

"Deep Owners/Pictured Cliffs Owners":
the working interest owners in the Unit Area. owning the working interest in
and to the deeper (Pictured Cliffs) formation of a well to be drilled or which is
completed in two formations.

"SalvagesSalvable Value":

the fair market value of equipment and material at the surface, after deduction
of such expenses as would be necessary to remove any such equipment and

material from the hole.
B. Formula for Allocation of Costs for Drilling and Compieting Dual Wells

Whenever in this Agreement it is provided that costs will be borne by Shallow
Owners and Deep Owners in accordance with this subsection B, the following
procedures will be used:

1. At the same time Shallow and Deep Owners separately agree to the drilling of
a well to be projected to dual formations, both such categories of Owners shall
approve an estimate prepared by Unit Operator of the total costs of drilling and
compieting said well to the wellhead in both formations. The estimated totai costs
shall be divided into the following categories:

(a) Costs to be incurred above the base of the shallower of the two
formations, except those set forth in subsection B.1.(c) hereof.

(b) Costs to be incurred below the base of the shallower of the two
formations.

(c) Costs attributable to testing and compieting in the shallower formation.
2. The actual costs of drilling, compieting, testing and equipping the weil will be
accumulated among the three categories set forth hereinabove, and upon

completion of the well, these actual costs will be paid by the obligated parties as
follows:

-OA-



(a) Costs incurred above the base of the shallower formation except
those set forth in the subsection B.1.(c) hereor will be shared equally by
and between Shallow Owners and Deep Owners.

(b) The costs incurred below the base of the shallower formation shall
paid by Deep Owners.

(c) Costs attributable to testing and completing in the shailower
formation shall be paid by Shallow Owners.

C. Drilling and Completing Dual Wells

Costs of drilling, testing, treating, equipping and completing wells to the welthead
which are begun with the objective of dual completion and which are completed as
dual wells shall be borne bythe Shallow Owners and by the Deep Owners in
accordance with the provisions of said Subsection B. The material and equipment
thereof shall be owned by the party or parties paying the cost thereof pursuant to said
subsection B. Shallow Owners and Deep Owners shall respectively own all oil and
gas produced from their respective formations. Upon abandonment of the well if dry
in both formations, costs of plugging and abandoning shall be shared equally by and
between Shallow Owners and Deep Owners.

D. Completion of Well in Shallower Formation but Abandoned as to Deep
Formation.

In the event that a well begun with the objective of dual completion is drilled to the
deeper formation and results in discovery of oil and gas in paying quantities in the
shallower formation but is dry in the deeper formation, all costs of drilling, testing
and treating shall be borme by the Shallow Owners and Deep Owners in accordance
with said subsection B. All costs of equipping the well shall be borne by Shallow
Owners. Further, Shallow Owmers shall pay to Deep Owners the salvable vaiue of
the Owners. Thereafter Shallow Owners shall own all material and equipment
acquired in the drilling and completing of said well. Shallow Owners shail own ail oil
and gas produced from the shallow formation and shall bear all costs of plugging and
abandoning of the weil.

E. Compietion of Well in Deeper Formation but Abandoned as to Shallower Formation

In the event that a well begun with the objective of dual completion results in
discovery of oil and gas in paying quantities in the deeper formation, but dry in the
shallower formation, all costs of drilling, testing and treating shall be bomne by the
Shallow Owners and the Deep Owners in accordance with the provisions of said
subsection B. All costs of equipping the weil shall be borne by Deep Owners.
Further, Deep Owners shall pay to Shallow Owners the salvable vaiue of the materiai
and equipment or share thereof paid for or furnished by Shailow Qwners. Thereafter,
Deep Owners shall own ail material and equipment acquired in the drilling and
compietion of such well. Deep Owners shall own all oil and gas produced from the
deeper formation, and shall bear all costs of plugging and abandoning the weil.

F. Abandonment as to One Formation After Completion of Well in Both Forrnations

In the event that, after completion of a dual well, the working interest owners of one
formation should decide to abandon the well as to their formation, the working
interest owners of the remaining producing formation shail pay to the working
interest owners of the formation to be abandoned, the salvage vaiue of equipment
belonging to the owners of the formation to be abandoned. The owners of the
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formation to be abandoned shail pay for the abandonment of that formation. After
payment of the amount provided for above. the working interest owners of the
formarion from which the well continues to produce shall own ail of such equipment.
The working interest owners or the producing formation. shall also bear all costs of
plugging and abandoning upon iater abandonment of the weil as to their formation.

G. Deepening a Shallow Well or Converting a Deeper Well for Dual Completion

Before any well which is compieted in a single formation may be deepened. or
perforated at a shallower depth for purposes of completion as a dual well, the
working interest owners of both formations must approve the operation. The owners
desiring to attempt dual completion of said well shall pay to the owners of the single
formation completion the salvable value of the material and equipment, or share
thereof, furnished by the owners of the single zone compietion. and thereafter the
matenial and equipment shall be owned proportionately pursuant to the terms of
Article VIL. Section C.1.B. hereof. If the operation should result in an impairment of
production from, or a loss of, the existing well. the provisions of Section J. shall
govern uniess otherwise provided for in the approval.

H. Allocation of General Operating and Maintenance Costs in Dual Wells

After completion of a dual well, the costs of producing operations shall be borne by
the working interest owners of the two formations as follows:

1. The completion of each separate formation shall be treated as a separate well
for overhead and district and camp expense. Such expense shall be borne by the
working interest owners of the respective formatons as a separate cost allocable to
their interest.

2. Each formation shall bear ail costs of normal producing operations, including
costs of labor, repairs, maintenance and replacement of equipment attributable to
such formation. All costs of operations performed for the joint benefit of both
formations shall be borne on a per well basis by the Shallow Owners to the extent
of 50% of the total cost, and by the Deep Owners to the extent of 50% of totai
cost.

L Allocation of Cost of Workover Operations for Both Formations

After completion of a dual well, the costs of any workover or other operations on
such well involving both formations shall be bome by the working interest owners of
such formations as follows:

1. The costs of any operations which is directly related to one -formation,
including but not limited to operations such as treatments and perforations, shall be

borne by the working interest owners of the formation for which the operation is
performed.

2. All costs of material, equipment, repairs, replacements and labor not directly
related to one formation, including but not limited to repair and correction of leaks
which may result in communication between the two formations within the
wellbore shail be borne by the Shallow Owners to the extent of 50% of the totai
cost and by Deep Owners to the extent of 50% of the total cost.

3. Any material and equipment acquired by any such expenditures provided for in
subsection 1.1 and 1.2 above shall be owned by the Shallow Owners and the Deep
Owners 50 as to be consistent with the ownership of the material and equipment as
set forth in said subsection C.
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4. The working interest owners of each formation shall not be responsible for nor
be charged with any ioss of production from any other formations during any such
operation.

Workover Operations of One Formation

After completion of a dual well. any subsequent workover, deepening, plugging back.
or other operations or repair as to one formation only of such weil, which requires a
separation of the formations for the repair or other work on any portion of the well,
shall be governed by the provisions which follow:

1. The proposed plan of operation must be approved in accordance with Article
V1B or Article VII.D.2 of this Operating Agreement.

2. The costs and expenses of any such operations will be borne by the working
interest owners of such well in the formation to be worked upon.

3. The working interest owners bearing the cost of the operation shall not be
liable to the working interest owners of the formation not being worked upon for
cessation of production during such operations for a period of time not exceeding
a total of sixty (60) days. I[n the event such cessation of production during
operations is for a longer period of time, the working interest owners of the
formation being worked upon, hereinafter referred to as Remedial Qwners, shail
pay to theworking interest owners of the formation not being worked upon,
hereinafter referred to as Damaged Owners and Damaged Owners jointly for loss
of production occurring after a sixty (60) day period.

4. If such operations disturb or remove the means of separation of the two
formations in the wellbore or otherwise require a cessation of production from the
other formation not being reworked, the operator shall, before and after the
operation, conduct a test of the well as to such other formation for the purpose of
determining whether or not the producing capacity as to said formation has been
impaired, by employing the procedure as set forth as follows:

(@) For an oil well producing capacity will be measured by actual
production obtained for thirty (30) producing days immediately preceding
the workover and compared with the actual production for thirty (30)
producing days immediately following the workover operations. If either
the conditions or equipment have in any way been changed during the
period of comparison, then the production figures obtained shall be
corrected by calculation to account for any such change or changes.

(b)  With respect to gas welis connected to a gas gathering system, the
producing capacity shall be determined by the actual production before and
after the workover and shall be the thirty (30) days in which there was
actual production into the fine immediately before or after the workover as
applicable with the welil producing under similar pressure differential and
other conditions. If the producing conditions or equipment size are
different or the well is not connected to a gathering system, an appropriate
applicable method will be utilized to determine the effect on deliverabilities
which the workover has caused.

(c)  Ifthe producing capacity of the weil as to such other formation has
been reduced in excess of twenty percent (20%), damages will be deemed
to have occurred. If damage has occurred, the rights and liabilities between
Remedial Owners and Damaged Owners shall be adjusted in accordance
with the provision set out below:

-9D-



Remedial Owners may at their sole cost. risk and expense attempt to
restore the well to 80% of its former capacity or may pay to Damaged
Owners the cost of a replacement weli completed in the damaged
formation. If the artempt is unsuccessful. or if no attempt is made. and if
the cost of a repiacement weil is not so paid. Remedial Owners shall pay
damages to Damaged Owners in an amount determined by the following
formuia:

Damage Payment = Cost of Replacement Well

X(1- _A)
0.80B

A = The capacity of the well from the damaged formation after the
workover or other operation or after completion of any further work to
restore the well as to the damaged formation which the Remedial Owners
elect to perform.

B = The capacity of the weil from the damaged formation before the
workover or other operation which impaired the producing capacity of
such well.

In no event, however, shall the amount of damages, computed in the manner
hereinabove provided. exceed the value of the remaining recoverable reserves
(less cost of recovery) of the formation as to which the well was damaged
which could havebeen recovered from such well if it had not been damaged. If
more than one capacity test is made after completion of the election of
Remedial Owners, the last capacity obtained in such testing will be used in
calculating the reduction of capacity. The Remedial Owners will pay such
damages within fifteen (15) days following the date the amount of damages is
determined. Payment of damages will not alter the ownership of formations or
equipment except if full cost of a repiacement well is paid; Remedial Owners
shall own ail material and equipment on or used in connection with the
damaged well and shall bear ail costs of plugging and abandonment. If an
attempt to restore the well to 80% of its former capacity is made and such
attempt is successful, Remedial Owners shall have no further liability.

5. It is understood, however, that liability for loss or damages shail not accrue
hereunder if: (1) in the workover of the shallow formation such loss or damage
exists prior to actual commencement of the operations to be performed in said
formation, or, in workover of the deep formation, loss or damage exists prior to
penetration of workover equipment below the base of the shallow formation, and
(2) the evidence is conclusive that the loss or damage resulted solely from the
previously existing poor mechanical condition of the well.

K. Allocation of Qverhead and District Expense in Dual Completion Operations

As to any well which was begun with the objective of dual compietion and as to any
well on which work is begun to deepen or to convert it into a dual completion,
overhead charges during driiling shall be billed as though the well were a single well
to be drilled to test the deepest formation, and for purposes of allocating district
expense among wells, each drilling weil shall be treated as one well Upon
completion of such a well, each formation in which the well is completed shall be

treated as a separate well for the purposes of charging overhead and allocating field
expenses.
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ARTICLE VII
condnued

&X Option No. 1: All necessary expengitures tor tne drilling or ceepening, tesung, compieting and equipping of the well. inclu
necessary tanxage ana;or suriace faciities.

' Option No. 2 All necessary expenaitures (or ne driiling or ccepeming ang testng of the weil. When such well has reacne
uthorizea depth, ang ail tests have deen compoieted. anc Ule resuits tnereot rurmisned to the parues, Operator shall give immediate n.
15 the Non-Operators wno have tne r1gnt o parucipate M tne compieton costs. The parties receiving sucn nouce snall have forty<
48) hours (exciusive of Saturday, Sunday angd iegal Rolidavs) in WNICH Lo eiect 10 parucipate 1n the setung of csing and the compieno:
tempt. Such election, when mage, shad inciude consent to ail necessary expenastures for the completing and equipping of such wet
ciuding necessary tankage and/or surtace facilities. Faiiure of any party recetving such notice to reply within the period above fixed

CONSHLULE an eiecHion by that party not to Parucipate 1n the cost ot the compietion attempt. if one or more, bus less than all of the pa:
eiect 1o set pipe and to atempt a completion. tne provisions of Arucie VI.B.2. hereot (the phrase *‘reworking, deepening or pluy

back’" as contained in Aructe VI.B.2. shall be deemeg 1o inciude *‘compieung ) shall apply to the operations tiereaster conducted by
than all parues.

2. Rework or Plug Back: Without tne consent ot all partes. no well shall be reworked or plugged back except a2 weil reworke
niugged back pursuant to tne provistons of Aructe VI.B.2. of this agreement. Conseat to the reworking or plugging back of 2 well
include all necessary expenartures in conducung such operations and compieung and equipping of said weil. including necessary wan
andfor suriace facilities.

3. Other Overauons: Without the consent of ali parties. Operator shall nct undertske any single project reasemblv estir
10 require an expenditure 1n excess of twentv-five thousand Dollars ($_29 s 0ao
¢XCEpt 1N connecuon with a well, the drilling, reworxing, deepeming, compieung, recompieting, or plugging back of which has
previousiv authorized by or pursuant to this agreement: provided. however, that. in case of explasion, fire. flood or other su.
emergency, whether oi the same or aiiferent nature, Operator may take such steps and incus such expenses as 1n its opinion are reqt

1o deal with the emergency to saieguard Life and property but Oper-.uor. as prompdy as pusslble shau report me emefgenq to the ¢
parues. H-ae

. -y . ___
oS NP S s

poreprep

E. Rentals, Shut-in Well Payments and Minimum Royaities:

Rentals, shut-in weil payments and minimum royalties which may be required under the terms of any lease shall be paid by
party or parties who subjected such lease to this agreement at its or their expense. in the event two or more parties own and have
aributed interests i the same lease 10 this agreement. such parties may designate one of such parties to make said payments for an
behalf of all such parues. Anv party may request. and shall be enutied to recetve, proper evidence of all such payments. In the eve
failure to make proper payment of any rental, shut-in well payment or mumumum rovalty through mistake or oversight where such

ment is required to continue the lease 1n force. any loss which resuits from such non-payment shail be borne 1 accordance with the
visions of Article IV.B.2.

Operstor shall notify Non-Operator of the anticipared comptetion of a shut-in gas weil. or the shutting in or return o produc
of & producing gas weil. at lease five (5) days (exciuding Saturday, Sunday and legai holidays), or at the eariiest opportunity permitte
circumstances, prior to taking such action. but assumes no liability for failure to do so. in the event of failure by Operator to 30 nc
Non-Operator. the loss of any Icase contributed hereto ov Non-Operator for failure to make timely payments of any shut-in well payr
shall be borne jointly by the parties herete under the provisions of Articie IV.B.3.

F. Taxes:

Beginning with the first calendar vear after the eifective date hereot, Operator shall render for ad valorem taxstion ail prop
subject to this agreement which by law should be rendered for such taxes. and it shall pay ail such taxes assessed thereon before -
become delinquent. Prior to the rendition date, each Non-Operator snall furnish Operator information as to burdens (to include. but
be limited to, royalties, overriding royaities and production payments) on leases and oil and gas interests contributed by such M
Operator. if the d valuation of any leasehold estate 1s reduced by reason of its being subiject to outstaning excess royalties. ¢
riding royalties or production payments. the reduction in ad valorem raxes resuiting therefrom shall inure to the benefit of the owne
owners of such leasehold estate. and Operator shail adjust the charge to such owner or owners 30 as w reflect the benefit of such re.
tion. If the ad valorem taxes are based in whote or in part upon separate valuations of each party's working interest. then notwithstanc
anything to the contrary herein, charges o the joint account shail be made and paid by the perties hereto in accordance with the

value generated by each party's working interest. Operator shall bill the other parues for their proportionate shares of ali tax psyment
the eanner provided in Exhibic 'C"*.

I Operatar considers any tax assessment tmproper, Operator may, at its discretion, protest within the time mdnmn-
prescribed by law, and prosecute the protest to a final determination. uniess ail parties agree to sbandon the protest prior to fital de
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under provest. all such taxes.and
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the-jcint

count, together with any interest and penaity accrued, and the total cost shail then be assessed against the parues. and be paid byhhen
provided in Exhibit '*C'".

ST
Each party shall pay or cause to be paid all production, severance, excise. gathering and other taxes imposed W"‘:"“"\“‘P‘
the production or handling of such party's share of oit and/ar gas produced under the terms of this agreement. : °~ 323, ™
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ARTICLE VII
contnuead

G. Insmrance:

At all times whiie operauons are canauctea hereunder. Operator snail comply with the workmen's compensauon [H
‘he state where the Operations are Demng concucled: broviged, however. tnat Operator may be a seif-insurer tor liability unaer said
censauam 1aws 10 WRiCh event the oniv crarge wiat snail be mage to tne 101Nt account snail be as promided i Exhibit **C*", Operator
1iS0 CarTy of Drovide Imsurance 107 (e DANERT SI 1he 10INT ACCOWRL Of tne Sarties as outuned in Exhidit *'D ™", awached to and made
~areot, Operator snail reouire i contraciers enyaged 1 work on or tof the Contract Area to comply witn the workmen 's Compens.
.iW Of D State where the DOErauons 4ré 56:Ng conducted and o mantam suca other insurance as Operator may require.

In the event automooiie pudic liabisty nsurance s specified in sug Exhibit "D, or subsequentiv recerves the approvai c
parties. w0 direct cnarge snail be mage ov Operator lor premiums paia for such insurance tor Operator's automonve equipmen:
' ARTICLE VIIL
) ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. - Summender of Leases:
.
The leases covered by this agresment. insotar as they emorace screage in the Contract Area. shall not be surrendered in <
cr 0 pamuniess all purues consent tnereto.

However, should any party desire 10 surrender its interest in any lease or mn any poruon thereot. and the other parues dc
syree of consent thereto, the party desiring to surrender shall assign. without express o¢ implied warranty of title, all of its intere
such le:ur_ or portuon thercot. and sy weii. matersai and eqmpment which may be located thereon and any nghzs in produ:
thereaster wecured, to the parties not consanting to such surrender.

- - B P 1)

3 5F

.

bpon such assignment or lcnse me assigning party shall be relieved fror
uhhganommerenltcr accruing. but not tneretotore accrued. vith respect 1o the interest assignea or leased and the operauon of any
sutributable. thereto, and the assigning party snail have no turther interest in the assigned or leased premuses and its equipment and
duction ogker than the royaities retained 1n Inv lease made under the terms of this Article. The party assignee or lessee shail pay «
purty assigmor or lessor the reasonable saivage value of the latter’s interest n any welis and equipment ateributable to the assigned or
ed acreage. The value of all matenal shall be determined in accordance with the provisions of Exhibit “*C'*, less the estimated oo
salvaging amd the esumated cost o1 pluging and sbandoning. {f the assignment or Icase is in favor of more than one party, the int:
shall be shewed by such parues in the proportions that the interest of each bears to the total interest of atl such pacties.

Any ssignment, lease or surrender made under this provision shall not reduce or change the assignor’s. lessor's or surrende
party’s inmerest s it was immedately betore the assignment. lesse or sucrender in che balance ot the Contract Ares: and the acx

assigned. lexsed or surrendered. and subsequent operations thereon. shail not theresfter be subject to the terms and provisions of
agreement.

8. Renewai or Extension of Lcases:

If any<party secures a renewai of anv ol and gas lease subiect to this agreement, all other partes shall be noufied prompriy.
shall have tee right for a period of thirty 1 M davs tollowing recerpt of such notice in which to elect to participaie in the ownership o
renewal legme, insofar as sucn lease aifects lands within the Contract Area. by paving to the party who acquured it their severai proper
portionate amares of the acquisition cost ailocated to that pact of such lease within the Contract Ares. which shall be in proporton tc
interests held at that time by the parues in the Contract Area.

If sorme. but less than all. of the parues elect to participate in the purchase of a renewal lease. it shall be owned by the pa:
wha elect mparucipate therein. in 3 ratio based upon the relacionship of their respectve percentage of participation in the Contract ¢
to the aggragate of the percentages of parucipatian in the Contract Area of all parues participating in the purchase of such renewal le
Any renevasl lease in which less than ali parues elect to parucipate shail not be subject to this agreement.

Each mmrty who parucipates in the purchase of 4 renewal lcase shall be given an assignment of its proportionace interest the.
by the acquising party.

The pmwsions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring I
or cover oniy a portion of its are2 or an interest therein. Any renewai lease taken before the expiration of its predecessor lease. or taker
contracted fwr within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease aken-or ¢

tracted for ramre than six (6} manths after the expiration of an exssting lease shall not be deerned 2 renewal lease and shall no be: mb)ec
the provisioms of this agreement.

The prowisions in this Article shall also de applicable to extensions of oil and gas leases. N

C. Acreage or Cash Contributions:

While this agreement s in force, if any party contracts for a contribution of cash towards the drilling of a weil or. my ou
speration onthe Contract Acea. such contripuuon shall be paid to the party who conducted the drilling ar other operstion and:shall
«pplied by it aganst the cost of such drilling or other operation. If the contribution be in the form of acresge, the party-to whotir.the o
tribution s raade shall promptiy tender an assignment of the acreage, withaut warranty of title. to the Drilling Parties in the M " _c




A.A.P.L. FORM 610 - MODEL FORM CPERATING AGREEMENT - 1982
ARTICLE VIII
condnued

said Drilling Par:ies snared the cost of drilling the well. Such acreage snaii become a separate Contract Area and, -0 the extent possible,
governed by provisions identical to this agreement. Exch party snall cromptiy nouiy all other parties of any acreage or cash contributic
it may obtain in support of any weil or any other operation ¢a the Contract Area. The above provisions shall also be applicable to .
onal rights 1o earn acreage outwside the Contract Area WRICh are 1 support of 2 weil drilled inside the Coniract Area,

If any party contracts 10f 1Ny CONSIAErAlON relanng (O GISDOSILON CI such party s share of substances produced hereunder, st
:ansideration snail not pe deemea a conwriouton as contempuated in s Article VIILC,

D. Maintenance of Uniform Interest:

S TTrUse -t I R T > B L B T TR e S R rs
rarty shall seil, em ier or make otner disposition of its interest in the leases embraced withi €2 40a 18 WE

cquipment and production unicss sucn QP! vers either:

1. the entire interest of the p Ises ana equipment ana production: of

TG TR T e ST T TSI T T T T T T SO I T

Every such sale, encumbrance, transier or other disposition made Dy any party shall be made expressiy subject to this agreem
and shall be made without prejudice to tre right of the other parties.

If, ac any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, ¢
require such co-owners to appoint a single wustee or agent with full authority to receive notices, approve expenditures, receive billings
and apprave and pay such party's share of the joint expenses, and to deal generaily with, and with power tw bind, the co-owners of s:
party's interest within the scope of the operauons embraced in this agreement; however, all such co-owners shall have the right to er
into and execute ali contracts of agreements for the dispasition of their respecuve shares of the oil and gas produced from the Cont.
Area and they shall have we right to recewve, separateiy, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

T Ty ng-
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an associat
far profit between or among the parties hereto. Notwithstanding any provision herein that the rights and lisbilities hereunder are seve
and not joint or collective, or that this agreement and operations hereunder shail not constitute s partnership, if, for federsl income
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby sffected elects t be exciuc
{rom the application of all of the provisions of Subchapter **K'*, Chapter 1, Subtitle '*A"", of the Internai Revenue Code of 1934, a5 ¢
mitted and authorized by Sectian 761 of the Code and the regulations promulgated thereunder. Operator is suthorized and directed to
ccute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of +
United States or the Federal Internal Revenue Service, including specificaily, but not by way of limitation, ail of the returns, statemer.
and the data required by Federal Regulations 1.761. Shouid there be any requirement that esch party hereby affected givc furtt
evidence of this election, each such party shail execute such documents and furnish such other evidence as may be Rby ¢
Federal Internai Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take tpy ot
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thatGontr.
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K',

Subtitle “*A™", of the Internai Revenue Code of 1954, under which an eiection similar to that provided by Section 761 of the Q& 8p
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. in making the foreg 'g el

uon, each such party states tat the income derived by such party from operations hereunder can be adequately determined
computation of partnership taxable income.

Hes ol the Cortrivng mas W £
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settie anv singie uminsurea tird Dartv Aamage Ciaim Of SUIL arising trom operauons nereunder if the expenait:

22es not excesa ten thousang ana no/1C00 el
5__LO .000.390 . .ad if the oavment 1s 1n comptete serriement of SUCR Ciaim or suit. if the amount required for setuement

_eus tRE 10OVE AMOUNL. (Ne parues Nereto snaii assume and take over tne turtner nanaiing of the ciaim or suit. unless such authont
-cieeatea to Ooerator. Al costs ana expenses of hanziing. setzung. of otaerwise aischarging sucn claim or suie shall be at we joint
Tense ot the P3rtes parucipaung 1a the COEration Irom wich the claim of suit anses. Uf a claim is made agamnst any party or 1 any part
“ued O JCCOUNL O JnY mutter arising trom operations nereunaer over which such individual has no control because of the rignts g
Operator oy tnis agreement, sucn party snatl immegiatetv noty ail owner parties. and the claim or suit snall be treated as any other ci:
*f SULL INVOIVINg Operations nereunder.

ARTICLE XL
FORCE MAJEURE

Ii any parey 1s rendered unabie. whollv or 10 part. by 1orce mateure to carry out its obligations under this agreement. ather t:
the obhustion to make monev pavments. tat party shail wve to aui other parties prompt written nouce of the torce majeure ¥
reasonabiy tuii particutars concerning 1t tereupon, tne ovligations of the party uving the notice, so far as they are attected by the fc
naeure. shail be suspended during. but no longer than. ine continuance of the torce majeure. The affected party shall use Jil reason:
diligence to remove the torce mateuse situation as quicklv as pracncaoie.

The requirement chat any torce majeure shail be remedied wien all reasonsbic dispatch shall aot require the settiement of st
lockouts. or otner labor gifticulty by the party invoived., contrary o 1ts wishes: how all such difficulties shall be: handied shall be entr:
within the discretion of the party concerned.

The term  “torce majeure . s here empioved. shall mean an act of God. strike. lockout. or other industrial disturbance. ac
“he public enemy. wur. blockade. public fiot. lightmin. bre, storm. 1:c0d. cxpiosiun. covernmentai acuon. governmentai delay. cestr.
or inaction. unavailability of equipment. ang any otner cause. whether ot the kind speciticaily enumerated abeve or otherwise. whic
not reasonapiv within the cuntrot of the purty claiming suspension.

ARTICLE XIL
NOTICES

All notices autharized or required between tnc purties and required by anv of the provisions of this agreement, unless others
spectfically provided. shall be given in writing by mail or telegram. postage or charges prepaid, or by telex or telecopier and addressec
the parues 1o whom the nouce is given at the addresses hsted on Exhibit **A"". The originating notice given under any provision he:
shall be deemed given only when received by the party to whom such notice s directed. and the time for such party t give any notice
response thereto shall run irom the date the originaung notice is recerved. The second or any respoasive notce shall be deemed git
when deposited in the mail or with the telegraph company. with postage or charges prepaid. or sent by telex or telecopier. Each pz
shail have the right to change s address at uny time. and from ume to time. by giving written notice thereof to ail other parne:

ARTICLE XIIL
TERM OF AGREEMENT

This aereement shail remain in full force and effect as to the ol and gas leases andior oil and gas interests subject hereto for
period of time selected below: provided. however. no party hereto shail ever be construed as having any right. ttle or interest in of t0
lcase or ol and gas interest contributed by any other party bevond the term of this agreement.

"~ Option No. |: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as w any ¢
of the Contract Area. whether by production. extension. renewal or otherwise.

3 Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of ¢
agreement. results in production of oil andlor gas in paying g ies. this agr shall continue in force 3o long as any such wel:
wells produce. or are capable of production. and for an additionai period of 90 days from cessation of all production: provic
however. . prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling, reworking. deep
ing. plugging tack. testing or actempting to compiete a weli or wells hereunder. this agreement shail continue in force until such ope
tions have been pleted and if production resuits therefrom. this agreement shail continue in force as provided herein. in the event -
well described in Article VILA.. or any subsequent weil drilled hereunder. resufts in a dry hole, and no other well is producing. of capa
of producing oil and/or gas trom the Contract Area, this agreement shall terminate uniess drilling, deepening, plugging back or rewo
ing operancns are commenced within _ 90 davs from the date of abandonment of said weil. '

It is agreed. howcever. that the ter N ot this agr shail not relieve any party hereto from sny liability which
accrued or artached prior to the date of such termnation.

13-
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws. Reguiations and Orders:

This agreement snail be suplect o tne conservanon wws ol tne state i waich the Contract Area s iocated. to tne valid rufe
“COWIAUONS. ANG OFGErS Of 2NV duly CONSUTUTES regulaory DoAY Of SUIU State: 4nd (O il other abpucabie sederai. state. and local laws, ¢
Jinances. rules. reguiauons. ana orders.

B. Governing Law:

This agreement and all marters pertamning nereto. inciuding. but not iimed to. Matters ot pertormance, rion-performance, breac
remeaies, procedures, rights. duties and interpretaton or construcuon. snail be governed and determinea by the law of the state tn wi

the Contract Arez is jocated. Hwr v
Prare R aaaanid

C. Reguiatory Agencies:

Nothing herein contained shail grant. or be construed to grant. Overator the right of authoritv to wawe or relexse anv righ
priviieges, or obligations which Non-Operators mav nave under tederal or state laws or under ruies, reguiations or orders promuiva:
under such laws in reterence (o oil. ¥as 2nd mneras operanons. :ncluding the locaton. operaton. or productiorn ot wetls. on tracts offt
ting of adjacent to the Contract Area.

With respect to opersuons hereunder. Non-Operators auree to reiease Operator trom any and ail losses, damages. injuries. cla
and causes of action arising out of. incident to or resuiting directiy or indirectly from Operatoe s interpretsnon or application of fu.
rutings. reguiations or orders ot the Deparument ot Enerey or predecessor or successor avencies to the extent such interpreranon of
plication was made 1 good faith. Each Non-Operator turther agrees to retmburse Operator tor 2ny amounts sppticable to such N
Operator's share of producuon chat Operator mav pe required (o retund. rebace o pay as a resuic ot such an incocrect tnterpretanon
application. together with interest and penattes thereon owing by Operator as a resuit ot such incorrect mtetpretation of apphicsn

Non-Operstors authorize Operator © prepare and submit such documents as may be required to be submirted o the purch:
of any crude oil soid hereunder or to any other person or entity pursuant 1o the requirements of the **Crude Oil Windfall Profit Tax .
of 1980, s same may be amended irom tume to nme ("*Act™") and any valid reguiations or rules which may be issued by the Treas
Deparument from ume to ume pursuant t said Act. Each party hereto agrees to furnish any and ail cernficstions or ocher informa-
which is required to be furnished by said Act tn a timely manner and in sufficient dewii to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A Failure of any party t0 execute this agreement shall not render it ineffective as to any party which does sxsouts the same. il conmee
this agreement are executed. the signatures and acknowiedgments of the parnes, as affixed therow. may bs combined by Oporswor i, a
tressnd and given sifect for all purposes as. a single & This agn aiso meay be ratified by separmm instrement referving £
cach of which shall have the effect of the original and of adopting by sl of the o sons horetn contained.

B. Nmnnylhmgnmemmmm;hWBluVﬂDl.meMofmdmﬁm.dem
shall be deemed to have reiinquished to parnes in any reworking, decpening. plugging back or compisting of & weil: (as suc
are defined and used in Article Y1.B 2. and Article VI1.D.2.) shail be the non-conseanng parties’ share of production only from the iatc
intrvais of the formation o formations from which production is obtained or increased as & resuit of the operstions ia which the ooa-
mmdﬂmp‘mm In the event & subseq operation is proposed for such weill by one or more consenting perties
recovery of all costs and penai bie from the relinquished interest of non-consenting party in said inmeval or formation. aca-
conseaning party shall be enutied to parucipate th o the extent of its inwrest prior to relinquishment.

C. Notwithstanding anything ined hereinabove to the Y. non-op s may elect to be carried a3 & non-conseating party.
initiel weil to be drilied or recompieted b der, The aon: ngmdwwmofmwazxmhmﬂhmb
that for purposes of calculating payout on the initisl weil if it is 8 New Mexico Fruitiand Coal weil. and only if, the *300%" figure on
and 22 of Articls V1.B.2b. shail be reptaced with the figures "256%". mmﬁmmum'nuwsmm
weil. All other weils in both sates remain at “3J00%".

D. Notwithstanding anything to the contrary contained within Articis VIILB.. cach party (contributing party’ contributing a jeass or
(original lease) to this agroement shail have the option, but not the obligation, at any time prior % and foc sixty (60) dys after the exp
the origiual icase W renew such leass and to sioae bear the cost and expense thereof and thereby maintain its right, title and intorest
or teacts included in the oniginal icase and the renowal thereof If more thas one party owns aa interest in the original lease, the optior
hereim shail inuse w the benefit of such parucs jointdly and severaily. If any party hereto other thas the contributing party (fenewipg p
frenews the leass at any time. the renewing party shail furnish the contributing party an itemized statemont of the wtal cost and expon:
incurred in acquiring such renewai lesse. The conmbuting pasty shail bave sixty (60) days afier the recsipt of such itvmized statsaen
reimmburse the renewing party in full. If the contnbuting party makes such reimbursement. it shall received from the reaswing perty o'
assignment. subject to this agreement. of all right, title and intevest in and to the renewal lease. EmmmuMm
!eulumcxpemotmuv reimburses the renewing party, the parties’ interests h«amdnrmmeConmmmﬂmnmu
party neither of the options provided above it shail thereby forfeit its nght under this Article XV.D.. as to sueb .
letslndlhermewdlmesruﬂthembesub)ectmdlthemm:mdeondmomoxthﬂB hereof. TlnsAmleVD‘ sh..
in like manner w extensions of leases.

E. This Operating Agr shall supersede and replace any previous Op wmmmmm:&.c

5

Arca shown on the Exhibit "A”. Livt
~.' s
F. KMMWMMW jousere snpledaidenx
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV1.
MISCELLANEOUS

This agreement snail be binding upon and snail inure o the benerit of the parues hereto and to their respective heirs. devise

.egal representauves, successors and assigns.

This instrument may oe executeg 1 any numper of counterparts, eacn of which shall be considered an onginal for ail purpe:

IN WITNESS WHEREOF. this agreement snail be effective as of 17 day of JULY. 1995

OPERATOR

MERIDIAN OIL INC.

ROBERT T. KENNEDY, A'ITORNEY—IW(
NON-OPERATORS
MERIDIAN OIL PRODUCTION INC.

ROBERT T. KENNEDY, ATTORNEY-IN-FACT \’w’
RAMCO-NYL 1987 LIMITED PARTNERSHIP

BY:

RB OPERATING COMPANY

BY:

HOOPER, KIMBALL & WILLIAMS, INC.

BY:

IBEX PARTNERSHIP

PC,LTD.

BY:

MABEL REED, TRUSTEE OF THE WARREN CLARK TRUST f

BY:

CAROLYN CLARK OATMAN

BY:

MABEL REED AND W.W. OATMAN, CO-TRUSTEE
OF THE WARREN CLARK TETAMENTARY TRUST

BY:

18-



EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated July 17, 1995 between Meridian Oit
Inc., as Operator, and Non-Operators.

L LANDS SUBJECT TO OPERATING AGREEMENT:

Township 25 North, Range 3 West

Section 22; ER2
Containing 320.00 acres more or less, located in Rio Arriba County, New Mexico

IL RESTRICTIONS, IF ANY, AS TO DEPTHS OR FORMATIONS:

Limited in depth as to the Mesaverde formation only.

I ADDRESSES AND PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES
TO THIS AGREEMENT:

Meridian Oil Inc. OPERATOR
c/o Land Department

P.0O. Box 4289

Farmington, New Mexico 87499-4239

WORKING INTEREST OWNERS

Meridian Oil Production Inc.
PO Box 4289 50.000000%
Farmington, NM 87499-4289

RB Operating Company 0.16666%
Two Warren Place, Suite 1700,

6120 South Yale

Tulsa, OK 74136

Hooper, Kimball & Williams, Inc. 16.66666%
P.O. Box 620970
Tulsa, OK 74152

IBEX Partnership, Ltd. 7.80437%
P.O. Box 911
Breckenridge, TX 76424-0511

PC, Lid. 7.80437%
P.O. Box 911
Breckenridge, TX 76424

Warren Clark 0.40690%
¢/o Mabel Reed, Trustee

P.O. Box 1846

Austin, TX 78767

Warren Clark 0.21362%
¢/o Mabel Reed & W. W. Qatman, Co-Trustees

P.0O. Box 1846

Austin, TX 78767

Carolyn Clark Oatman 0.43742%
P.O. Box 1846

Austin, TX 78767

Ramco-NYL 1987 Limited Partership 16.500000%
5100 Skelly Dr., Suite 650 Total 100.00000%

Tulsa, OK 74135-6549

ARCO HILL #1
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Recommended by the Counci

~mfthll 601, 234 800 of Petroleum Accountants

TULSA OK 74101t Societies

e

EXHIBIT “ € -

Altacheid o and made a part of _that certain Operaring Agreement dated July 17, 1995
hemen—umm—m__lnﬂ—w ~—and Non-(peratars

[

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENERAL PROVISIONS

Definitions

“loint Property™ shall mean the real and personal property subject to the agreement to which this Accounting Procec
= attached.

“Joint Operations” shall mean all operations necessary or proper for the development. operation. protection and mai
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Op
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Uperators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those emplovees whose primary function in Joint Operations is the direct superv:
of uther emplovees and, or contract labor directiv emploved on tie Joint Property in a field operating capacity.
“Technical Employvees” shall mean those emplovees having special and specific engineering. geological or other pre
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and prob:
for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personai property. equipment or supplies acquired or held for use on the Jeint Property.
“Controliable Material” shail mean Material which at the time is so classified in the Materiai Clussification Manu:
most recently recommended by the Councit of Petroleum Accountants Societies.

Statement and Billings

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

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

lease or facilitv. and all charges and credits summarized by appropriate classifications of investment and expense ex

éhat _iltems of Controllable Material and unusuai charges and credits shall be separately identified and fully describe
etail.

Advances and Payments by Non-Operators

A.  Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance !
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) davs after receipt. If pf,gment isnotr
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect at 22222

rce Bank, Houston, TXp the first day of the month in which delinquency occurs plus 1% or the maxi

contract rate permitted by the applicable usury taws in the state in which the Joint Property i3 located. which

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

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness the
provided. however. all bills and statements rendered to Non-Operators by Operator during any calendar year shall
clusively be presumed to be true and correct after twenty-four (24) months foilowing the end of any such calendar -
uniess within the said twenty-four (24) month period a Non-Operator takes written exception therzto and makes clai
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same presc:
period. The provisions of this paragraph shall not prevent adjustments resulting from a physicai inventory of Control
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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6.

Audits

4. A Non-Operator. upon notice in writing to Uperator ana ail other Non-Operators. shall have the rignt to audit ¢
{0r'S ACCOUNLS ana recoras reiating to the Joint Account for any Catendar vear within the twenty-rour 1241«
nertod foilowinwr the ena of sucn caiendar vear: provided. iowever. the maxking of an audit shall not extena the
‘or the taking of writlen excention (0 and the adiustments of accounts as nrovided for in Paragrapn 4 of this 3
{. Where there are two or more Non-Uverators, the Non-uoerators snail maxe everv reasonavie effort to con:
oint auait in a manner wnich wiil resuit in 2 minimum ot inconvenience to tne Uverator. Uperator snail bear r
tion of the Non-Uperators audit cost incurrea under tnis paragrapn uniess agreed to by the Operator. The
shalil not be conducted more than once eacn vear without orior approvai of Operator. except upon the resignat
removai of the Operator. and shall be made at the expense of those Non-Operators approving sucn audit.

B.  The Operator shall repiy in writing to an audit report within 130 days after receipt of such report.
Approvai By Non-Operators

Where an upprovai or other agreement of the Parties or Non-Operarors is expressiv required under other sections
Accounting Procedure ana if the agreement to which this Accounune Procedure 1s attached contains no contrary pre

in regard thereto, Operator shail notifv all Non-Operators of the Operator's proposal. and the agreement or appr
1 majority tn interest of the Non-Operators shail be controtling on atl Non-Operators.

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmentai

Costs incurred for the beneiit of the Joint Property as a resuit of governmentaj or reguiatory requirements to satisfy e
mental considerations applicable to the Joint Operations. Such costs may mci.ude surveys of an ecoiogical or archae«
nature and pollution controi procedures as required by appiicable laws and reguiations.

Rentals and Royaities

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

Labor

A. (1) Salaries and wages of Operatwr's field employees directly empioyed on the Joint Property in the conduct
Operauons.

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Empioyees directly employed on the Joint Property if such charges are e
from the overhead rates.

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

B. Operator’s cost of holiday, vacation. sickness and disability benefits and other customary aliowances paid to er
whose saiaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such cos
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the ar
salaries and wages chargeabie to the Joint Account under Paragraph 3A of this Section I1. If percentage ass
is used. the rate shail be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are a;
to Operator's costs chargeabie to the Joint Account under Paragraphs 3A and 3B of this Section II.

D. Personai Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Pz
3A of this Section II.

Empioyee Benefits

Operator's current costs of established pians for employees’ group life insurance, hospitalization. pension. retireme
purchase, thrift. bonus. and other benefit plans of 2 like nature, applicabie to Operator’s iabor cost chargeabie to

Account under Paragrapns 3A and 3B of this Section II shall be Operator’s actuai cost not to exceed the percent mo:
ly recommended by the Council of Petroleum Accountants Societies.

Material

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

shall be purchased for or transierred to the Joint Property as may be required for immediate use and is reasonably
and consistent with efficient and economicai operations. The accumuiation of surplus stocks shall be avoided.

Transportation
Transportation of empioyees and Material necessary for the Joint Operations but subject to the following limit:
A. If Material is moved to the Joint Property from the Operator's warehousa or other properties. no charge shail

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
is normalily avaiiable or railway receiving point nearest the Joint Property uniess agreed to by the Parties.
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10.

1L

12.

13.

14.

15.

B. If surpius Materiai is moved to Operators warenouse or otner storage point. no charge shall be made to the Jo
count for a distance greater than the distance to the nearest reiiable suppiy store where 'ike material is nc
avaiiable. or railwayv receiving point nearest the Joint Property uniess agreed to by the Parties. No charge s
rl;\aue to the Joint Account for moving Materiat to other oroperties beionging to Uperator. unless agreeq o

arties.

{n the appiication of subparagraons A and B above. tne option 10 equatize ar charge actuai trucking cost is a
vhen the actual charge 1s 3400 or tess exciuding accessorial cnarges. The 3400 wiii be aqjusted to the amou:
recentiv recommended bv the Councii of Petroteum Accountants Societies.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Pa:
10 of Section II and Paragrapn i. ii. and iii. of Section III. The cost of professionai consuitant services and contr
vices of technical personnei directiv engaged on the Joint Property if such charges are excluded from the overne:
The cost of professionai consuitant services or contract services of technicai personnel not directly engaged on t
Property shall not oe chargea to the Joint Account uniess previousiy agreed to by the Parties.

Equipment and Facilities Furnished Bv Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates comm:
with costs of ownersnip ana operation. Such rates shall inciude costs of maintenance. repairs. other operating
insurance. taxes. depreciation, and interest on gross investment less accumnuiated depreciation not to exceec

twelve percent {__12 95) per annum. Such rates shall not exceed average commercial rates curre
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above. Operatwr may elect to use average commercial rates prevaiiing in the
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates publishe
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessarv because of damages
incurred by fire. flood. storm, theft. accident. or other cause. except those resuiting from Operator's gross negi
willful misconduct. Operator shali furnish Non-Operator written notice of damages or iosses incurred as soon as pt
after a report thereof has been received by Operator.

Legai Expense

Expense of handling. investigating and settling litigation or claims, discharging of liens. payment of judger
amounts paid for settlement of ciaims incurred in or resuiting from operations under the agreement or necessary
or recover the Joint Property, except that no charge for services of Operator’s legai staff or faes or expense of outs
neyn shall be made unless previously agreed to by the Parties. All other legal expense is considered to be cover
;wrhead provisions of Section III uniess otherwise agreed to by the Parties. except a3 provided in Section I, P

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operatio
or the production therefrom. and which taxes have been paid by the Operator for the benefit of the Parties. if th
rem taxes are based in whole or in part upon separate vaiuations of each party’s working interest. then notwit
anything to the contrary herein. charges to the Joint Account shall be made and paid by the Parties hereto in a
with the tax value generated by each party’s working interest.

Insurance
Net premiums paid for insurance required to be carried for the Joint Qperations for the protection of the Part
event Joint Operations are conducted in a state in which Operator may act as seif-insurer for Worker's Compens

or Employers Liability under the respective state’s laws. Operator may, at its election, inciude the risk und:
insurance program and in that event. Operator shail inciude a charge at Operator's cost not to exceed manua;

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property. including costs required by governmental or other -
authority.

Communications
Cost of acquiring, leasing. installing. operating, repairing and maintaining communication svstems. including

microwave facilities directly serving the Joint Property. in the event communication facilities/systems servin
Property are Operator owned. charges to the Joint Account shall be made as provided in Paragraph 8 of this

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section III
is of direct benefit to the Joint Property and is incurred by the Operatwr in the necessary and proper conduct ¢
Operations.
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1.

[P

ii.

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

As compensation for administrative. supervision, office services and warenousing costs. Operator shall charge dritlin
and producing operations on either:

(XX Fixed Rate Basis. Paragraph 1A. or
() Percentage Basis. Paragraph LB

Unless otherwise agreed to by the Parties. such charge shall be in lieu of costs and expenses of ail offices and salaric
or wages plus applicable burdens and expenses of ail personnei. except those directly chargeable under Paragrap
3A. Section [I. The cost and expense of services from outside sources in connection with matters of taxation. traffi
dccounting or matters before or involving governmental agencies shail be considered as inciuded in the overhead rat:
provided for in the above selected Paragraph of this Section [1I uniess such cost and expense are agreed to by tt
Parties as a direct charge to the Joint Account.

The salaries. wages and Personal Expenses of Technical Employees and/or the cost of professional consuitant servic
and contract services of technical personnel directiy empioyed on the Joint Property:

( ) shail be covered by the overhead rates. or
(XX shall not be covered by the overhead rates.

The salarjes, wages and Personal Expenses of Technical Employees and/or costs of professional consuitant servic
and contract services of technical personnel either temporarily or permanently assigned to and cirectly employed
the operation of the Joint Property:

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

Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § _4,176.00
(Prorated for tess than a full month)

452.41
Producing Well Rate $ 32.4

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
(1) Charges for drilling weils shall begin on the date the well is spudded and terminate on the date the dr
ing rig, completion rig, or other units used in completion of the weil is reieased. whichever is later. exc

that no charge shall be made during suspension of drilling or completion operations for fifteen (15)
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecut
work days or more shall be made at the drilling well rate. Such charges shall be applied for the per
from date workover operations. with rig or other units used in workover, commence through date of
or other unit release, except that no charge shall be made during suspension of operations for fift
(15) or more consecutive calendar days.

(b) Producing Well Rates

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole s
be considered as a one-well charge providing each completion is considered a separate well by the gov
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production s
be considered as a one-well charge providing the gas well is directly connected to a permanent s:
outlet.

{4) A one-well charge shall be made for the month in which plugging and abandonment operations are ¢
pleted on any well. This one-well charge shall be made whether or not the weil has produced except w
drilling well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease al’
able, transferred ailowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreer
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and
Production Workers for the last calendar year compared to the calendar year preceding as shown by the i1
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United St
Department of Labor. Bureau of Labor Statistics. or the equivalent Canadian index as published by Stati:
Canada. as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed
justment.

B. Overhead - Percentage Basis

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




{a) Development

Percent ( ») of the cost of develonment of the Joint Property exclusive of costs pr
under Paragrapn {0 of Secuion {{ und 2il saivaze credis.

iby Operating

Percent | “4 of the cost of operating tne .Jjoint Property exciusive of costs providec
Paragrapns z and 10 of Section ii. ull saivage creaits. the vaiue of iniected substances purchased for sec
recoverv and all taxes and assessments which are ievied. assessed and paid upon the minerai interest
to the Joint Property.

12} Appiication of Overhead - Percentage Basis snhail be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section IIL. devei
shall include ail costs in connection with drilling, rearilling. deepemng. or anv remedial operations on an
wells invoiving the use of drilling rig ana crew capable of drilling to the producing interval on the Join
erty: aiso. preliminary expenditures necessarv in preparation for c'u_'lllimz and expenditures incurred in abar
when the weil is not compieted as a progucer. and originai cost of construction or instatlation of fixed asc
expansion of fixed assets and anv other project cleariv discernible as a fixed asset. except Maior Constru
defined in Paragraph 2 of this Section {II. All other costs shail be considered as operating.

(Jverhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expa
fixed assets. and any other project cleariy discermiple as a fixed asset required for the development and operatic
Joint Property, Operator shall either negotiate a rate prior 1o the beginning of construction. or shal charge t.
Account for overhead based on the following rates for any Major Construction project in excess of § _23:000
A3 % of first $100.000 or total cost if less. plus

B. >

C.

% of costs in excess of $100.000 but less than $1.000.000. plus

2
% of costs in excess of $1.000.000.

Total cost shail mean the gross cost of any one project. For the purpose of this paragraph. the component parts of
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment
excluded.

Catasirophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resuiting from a singie occurr
to oil spill. blowout. explosion, fire, storm. hurricane. or other catastrophes as agreed to by the Parties. which are r
to restore the Joint Property to the equivaient condition that existed prior to the event causing the expenditures,

shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead
the following rates:

A 5 % of total costs through $100.000: plus
B. % of total costs in excess of $100.000 but less than 31.000.000: pius
C. % of total costs in excess of $1.000.000.

Expenditures subject to the overheads above wiil not be reduced by insurance recoveries. and no other overhe
sions of this Section III shall apply.

Amendment of Rates

The overhead rates provided for in this Section [II may be amended from time to time oniy by mutual agreemen
the Parties hereto if, in practice. the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIO!

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Mate.
ments affecting the Joint Property. Operator shail provide all Materiai for use on the Joint Property; however. at t
option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/c
Material. such disposal being made either through sale to Operator or Non-Operator, division in kind. or sale to

Operator may purchase. but shall be under no obligation to purchase. interest of Non-Operators in surplus conditi
Material. The disposai of surpius Controtlable Material not purchased by the Operator shall be agreed to by the Pa-

1.

Purchases

Material purcnased shail be charged at the price paid by Operator after deduction of all discounts received.
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Join
when adjustment has been received by the Operator.

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
unless otherwise agreed to by the Parties, shail be priced on the following basis exciusive of cash discounts:
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A. New Materiai (Condition A)

B3]

2

3

4

Tubular Goods Other than Line Pipe

ta) Tubular goods. sized 2% inches UD ana larger. excent 1ine oipe. shall be priced at Eastern mill publisk
carload base prices erfective as ol date ol movement DIUS LranspoOrtaLion cost ysing tne =0.000 pouna caric
welgnt basls [0 tne raiiwav recerving point nearest tne Joint Propertv for whicn putiished rail rates
tubular gooas exist. [f the ¥0.000 pouna raii rate 1s not otfered. the 70.000 pouna or 90.000 pouna rail r:
may be usea. Freight charges for tuning wiii be caicuiated from Lorain. Ohio and casing from Youngstov
Ohio.

(b) For grades which are special 1 one mili only. prices shall be computed at the miil base of that miil plus tra
portation cost from that muil to the railway receiving point nearest the Joint Property as provided above
Paragrapn 2.A.(1)a). For transnortation cost from points other than Eastern mills. the 30.000 pound Oil Fi
Haulers Association interstate truck rate shall be used.

tc) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.0.b. Houst
“Pexas. plus transportation cost. using Oil Field Haulers Association interstate 30.000 pound truck rate
the raiiway receiving point nearest the Joint Property.

td) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.
the suppiier pius transportation costs. using the Oil Field Haulers Association interstate truck rate per we:
of tubing transrerred. to the raiiway recetving point nearest the Joint Property.

Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Fre
charges shail be caiculated from Lorain. Ohio.

{b) Line pipe movements (except size 24 inch OD and larger with wails % inch and over) less than 30.000 pot
shall be priced at Eastern miii published carioad base prices eifective as of date of shipment. plus 20 perc
plus transportation costs based on freignt rates as set forth under provisions of tubular zoods pricing in P
graph A.(1Xa) as provided above. Freight charges shall be caiculated from Lorain. Ohie.

{c) Line pipe 24 inch OD and over and % inch wall and larger shail be priced f.o.b. the point of manufac
;t current new published prices plus transportation cost to the railway receiving point nearest the .
roperty.

(d) Line pipe. including fabricated line pipe. drive pipe and conduit not listed on published price lists sha
priced at quoted prices pius freight to the raiiway receiving point nearest the Joint Property or at p.
agreed to by the Parties.

Other Materiai shall be priced at the current new price. in effect at date of movement. as listed by a reliable su
store nearest the Joint Property. or point of manufacture. plus transportation costs. if applicable. to the rai:
receiving point nearest the Joint Property.

Unused new Material. except tubular goods. moved from the Joint Property shail be priced at the current
price, in effect on date of movement. as listed by a reiliable supply store nearest the Joint Property. or po1
manufacture, plus transportation costs. if applicabie. to the raiiway receiving point nearest the Joint Prop
Unused new tubulars wiil be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Materiai (Condition B)

Material in sound and serviceabie condition and suitable for reuse without reconditioning:

3y

Material moved to the Joint Property

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

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

(a) At seventy-five percent (75%) of current new price. as determined by Paragraph A. if Material was origy
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price. as determined by Paragraph A. if Materiai was orig:
to the Joint Account as used Material.

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

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

The cost of reconditioning. i1f any, shall be absorbed by the transferring property.
C. Other Used Materiai
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after r
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The &
reconditioning shall be charged to the recetving property, provided Condition C value pius cost of reconditic
does not exceed Condition B value.




(2) Condition D

Materias. excluding juni. no longer suitable for its originai purpose. but usable for some other purpose sh:
priced on a basis commensurate with its use. Uperator mav dispose of Condition D Material under procec
normaiiv usea by Operator without orior approvai of Non-Uperators.

ta) Casing, tubing. or drill pipe used as line oipe snaii be oriced as Grade A and B seamiess line pipe of
parabie size and weight. Used casing, tuoing or ariii pipe uuiiized as line pipe shail be priced at use:
pipe prices.

(b} Casing. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.z. power oii
shall be priced under normat oricing procedures Ior castng. tubing. or driil pipe. Upset tubular goods
be priced on a non upset basis.

3

Condition E

Junk shall be priced at prevailing prices. Operator mav dispose of Condition E Materia) under procedure
mally utilized by Operator without prior approvai of Non-Operators.

D. Obsoiete Materiai

Materiai which is serviceable and usable for its original function but condition and/or value of such Materiai
equivalent to that which woulid justify a price as provided above mav be speciailv priced as agreed to by the F
Such price should resuit in the Joint Account being charged with the value of the service rendered by such M:

E. Pricing Conditions

(1) Loading or unioading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per ht
weight on all tubular goods movements. in lieu of actual loading or unicading costs sustained at the st
point. The above rate shall be adjusted as of the first day of April each year following January 1. 1985 by th
percentage increase or decrease used to adjust overnead rates in Section III, Paragrapa 1.A(3). Each ve
rate caiculated shall be rounded to the nearest cent and shall be the rate in effect untit the first day of Apr
year. Such rate shail be pubiished eacn year by the Council of Petroleum Accountants Societies.

(2) Materiai invoiving erection costs shail be charged at applicable percentage of the current knocked-down
new Materiai.

Premium Prices

Whenever Materiai is not readily obtainable at pubiished or listed prices because of nationai emergencies, strikes ¢
unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the r
Materiai at the Operator’s actual cost incurred in providing such Material. in making it suitabie for use. and in
it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior tc
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator
ten days after receiving notice from Operator. to furnish in kind ail or part of his share of such Material suitable
and acceptable to Operator.

Warranty of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Materiai. credit shail not be passed to t!
Account until adjustment has been received by Operator from the manufacturers or their agents.

V.INVENTORIES

The Operator shall maintain detailed records of Controilable Material.

1.

Periodic Inventories. Notice and Representation

At reasonable intervais. inventories shall be taken by Operator of the Joint Account Controiiable Material. Writt:
of intention to take inventory shail be given by Operator at least thirty (30) days before any inventory is to begi
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at ©
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories
Adjustments to the Joint Account resuiting from the reconciliation of a physical inventory shall be made w

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Acc
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonabie dil

Special Inventories

Speciai inventories may be taken whenever there is any sale. change of interest. or change of Operator in the Joint
It shall be the duty of the party seiling to notify all other Parties as quickly as possible after the transfer of inter
place. in such cases. both the seiler and the purchaser shall be governed by such inventory. In cases invoiving
of Operator. ail Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, ¢
ventories required due to change of Operator shall be charged to the Joint Account.

-




"ONSHORE"

EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated July 17, 1995,
between Meridian Qil Inc., as Operator, and Non-Operators.

INSURANCE

To protect against fiability, loss or expense arising from damage to property, injury or death of any person
or persons, incurred out of, in connection with, or resulting from the operations provided hereunder,
Operator shall maintain in force during the entire period of this agreement the following Schedule A
insurance coverage for the benefit of the joint account. Schedule B coverages are the minimurn limits and
type of insurances required to be maintained by Operator and each Non-Operator as to their respective
working interest. All Schedule A and Schedule B insurance shall be obtained from financially sound, Best
rate B+ Class VI or above reliable insurance companies authorized to do business in the state in which the
operations are to be performed. Each policy shall provide for a waiver of subrogation rights against the
other signatory parties.

SCHEDULE A - OPERATOR FOR THE JOINT ACCOUNT

COVERAGES LIMITS OF LIABILITY
a. Workers' Compensation Statutory
b. Employers' Liability Combined Single Limit

Per occurrence of $1,000,000.

SCHEDULE B - OPERATOR AND EACH NON-OPERATOR
AS TO ITS WORKING INTEREST

Each working interest owner's insurance is intended to cover such owner's working interest in the
Joint Account and its coverages respond to such owner's pro-rata share of any Joint Account loss.

COVERAGES LIMITS OF LIABILITY

a Comprehensive General Liability
including Personal Injury, Premises/
Operations coverage, Pollution
Coverage, Owners and Contractors
Protective Liability, Contractual Liability,
Products and Completed Operation

Liability
Bodily Injury Liability/ Combined Single Limit
Property Damage Liability Per occurrence of $1,000,000
b. Comprehensive Automobile Lia-
bility including coverage of

Owned and Non-Owned Automobiles
and Hired Car coverage

Bodily Injury Liability/ Combined Single Limit
Property Damage Liability Per occurrence of $1,000,000
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Exhibit D" continued
Page 2 of 3

EXAMPLE:

Note:

Control of Well including Clean-

Up, Containment, Seepage, Pollu-
tion, Contamination, and Redrilling
Expense (This coverage is maintained
for the term of the agreement.)

A Non-Operator owning a 30%
working interest in the Joint
Account properties is required
to carry a minimum of 30% x
$5,000,000 or $1,500,000
Control of Well coverage, but

2 4% Working Interest Owner is
required to carry a minimum of
$1,000,000 coverage.

If a Non-Operator elects not

to purchase Control of Well
coverage direct to protect

his working interest, he may
elect to participate in Oper-
ator's coverage at a premium
rate heretofore determined

by Operator and available to

all Non-Operators upon request.

If Aircraft, including helicopters,
are used in operations, include
Aircraft Liability, Passenger
Liability and Property Damage
Liability Insurance, covering
Owned, Non-Owned Aircraft and
Hired Aircraft

If Watercraft are used in any

inland operations:
(a) Protection and Indemnity
Insurance on the SP23 form or
equivalent, (or, in the alter-
native, deletion of the water-
craft exclusion from the
Comprehensive General Liability
Policy)

(b) Huil and Machinery
Insurance to the market value
of the vessel or $1,000,000,
whichever is greater, on the
American Institute Hull Clause
(June 2, 1977) form or its
equivalent

Per occurrence of each working
interest owner's share of
$5,000,000, but not less than
$1,000,000

Combined Single Limit
Per occurrence of $5,000,000

Combined Single Limit
Per occurrence of $10,000,000



Exhibit "D" continued

Page 3 of 3
f Property (excluding Business Blanket limit
Interruption)

Operator may include the Schedule A coverage for the joint account under its self insurance program
provided Operator complies with applicable laws, and in such an event Operator shall charge to the Joint
Account manual rate premiums.

Operator, as a working interest owner, shall also obtain for his own account the minimum insurances and
limits required by Schedule B. These insurances obtairied by Operator and Non-Operators will respond to a
loss on a pro-rata working interest basis, and not as primary, to any other valid and collectible insurances.
Non-Operators will not be additional insurers on Operator's policy uniess specifically agreed to by
Operator and the appropriate premium charged Non-Operator. Failure of the Operator to maintain its
required Schedule A and Schedule B insurance coverages shall be deemed cause for removal of Operator
as the operator of the joint properties at the option of a majority in interests of the Non-Operators as
provided in the Joint Operating Agreement to which this Exhibit "D" is attached.

Operator shall not be obligated to obtain or carry on behalf of the Joint Account any insurance additional
to Schedule A but may, at its discretion, provide additional coverage to a Non-Operator(s) for the
operations to be conducted hereunder. Each Non-Operator shall acquire at its own expense the Schedule
B coverage and such excess insurance as it deems proper to protect itself against claims, losses, or
damages arising out of the joint operations. Such insurance shall include a waiver of subrogation against
the other Parties in respect of their interest hereunder. Joint Account deductibles and uninsured losses shall
be borne by the Parties in proportion to their respective working interests.

Deductibles and/or limits established by Operator's Schedule A coverages shall apply to all Non-Operators
on a working interest share basis and premiums for Schedule A coverage, losses falling within the
deductible, or which exceed insurable limits, or which are otherwise not covered by insurance will be
expenses of the Joint Account.

Each Non-Operator shall furnish Operator with Certificates of Insurance evidencing satisfactory Schedule
B coverages are in force, and Operator shall furnish each Non-Operator, upon request, with Certificates of
Insurance evidencing Schedule A coverage and all Schedule B coverages that are in force.

The Certificates of Insurance specifying Schedule B coverage must be provided by each Non-Operator to
Operator within 10 working days from execution hereof or commencement of operations hereunder,
whichever is earlier. Non-Operators shall supply Operator "Certificate of Insurance” annually, during the
term of this agreement. Failure of a Non-Operator to provide Certificates of Insurance within the required
time period will authorize Operator to either (i) purchase the required insurance for such Non-Operator
and bill the Non-Operator for the cost thereof, (ii) add the Non-Operator as an additional insured to the
Operator's policy and automatically allocate, without refund, the first year's insurance premium to the Non-
Operator, or (iii) notify the other Non-Operators that the Non-Operator's working interest is uninsured or
underinsured.

Operator shall promptly notify Non-Operators in writing of all losses involving damage to a Joint Account
property in excess of $250,000.

Operator shall require ail contractors engaged in operations under this Agreement to comply with the
applicable Worker's Compensation laws and to maintain such other insurance and in such amounts as
Operator deems necessary.



EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement dated JULY 17, 1995, between
MERIDIAN OIL INC., as Operator and, Non-Operators.

GAS BALANCING AGREEMENT

ARTICLE 1
Definitions

1.01  For the purposes of this Agreement, the terms set forth below shall have the meanings
herein ascribed to them.

(a) "Balance" is the condition existing when a Party has disposed of a cumulative
volume of Gas from a Well which is equal to such Party's Percentage Ownership of the total
cumulative volume of Gas disposed of by all Parties from such Well. For purposes of Balancing,
references herein to price, value and volume shall be adjusted or calculated on a Btu basis.

() "Btu" is one British thermal unit, which is the amount of heat required to raise the
temperature of one pound of water one degree Fahrenheit from 58.5° Fahrenheit to 59.5°
Fahrenheit, at 14.73 pounds per square inch absolute. The term "MMBtu" refers to one million
(1,000,000) Btu's.

(¢)  "FERC" refers to the Federal Energy Regulatory Commission, or any similar or
successor agency, state or federal.

(d  "Gas" includes all hydrocarbons produced or producible from a Well, whether a
Well classified as an oil Well or gas Well by the regulatory agency having jurisdiction in such
matters, which are or may be made available at the Measurement Point for sale or separate
disposition by the Parties, excluding oil, condensate and other liquids separated upstream from the
Measurement Point. "Gas" does not include gas used for joint operations, or gas which is vented
or lost, prior to delivery at the Measurement Point. Reference herein to the right to "dispose of”
Gas or Gas "disposed of" includes all methods of disposition of Gas, including taking in kind,
delivering in kind to a Lessor, sales to a Party or third party or an affiliate, or gas used by a Party
for purposes other than joint operations.

(e) “Imbalance” refers to either the Overproduction of an Overproduced Party or the
Underproduction of an Underproduced Party, as applicable.

® "Make-up Gas" refers to that incremental volume of Gas, up to but not exceeding
forty percent (40%) of the Percentage Ownership of an Overproduced Party in the Gas which can
be produced from a Well which an Underproduced Party is entitled to dispose of in accordance
with this Agreement in order to make up its Imbaiance.

(8  "Mcf" means the quantity of Gas occupying a volume of one thousand (1,000) cubic
feet at a temperature of sixty degrees Fahrenheit (60°F) and a pressure of fourteen and seventy-
three hundredths pounds per square inch absolute (14.73 psia).

(h)  "Measurement Point" refers to the outlet side of the jointly owned production
facilities, or such other point mutually agreeable where Gas from a Well is measured after the
separation of oil, condensate or other liquids.

(1)) "Operator" refers to the Operator under the terms of the Operating Agreement.

o "Overproduced” is the condition existing when a Party has disposed of a greater

cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative
volume of Gas disposed of by all Parties from such Well.
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(k)  "Party" means any party subject to the Operating Agreement. "Parties" means all
parties subject to the Operating Agreement.

(0] The "Percentage Ownership" of each Party is equal to that Party's percentage or
fractional interest in a Well, as determined under the terms of the Operating Agreement.

(m)  “Underproduced” is the condition existing when a Party has disposed of a lesser
cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative
volume of Gas disposed of by all Parties from such Well.

(n)  The terms "Underproduction” and "Overproduction” refer to that lesser or greater
incremental volume of Gas which a Party would have disposed of from a Well, on a monthly or
cumulative basis, if it had disposed of its Percentage Ownership of Gas from that Well.

(0) "Well" means a well drilled on the Contract Area covered by the Operating
Agreement and capable of producing Gas.

1.02  Unless the context clearly indicates to the contrary, words used in the singular include
plural, the plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE I
Scope and Term of Agreement

2.01 This Agreement establishes a separate gas balancing agreement for each Well covered by
the Operating Agreement to the same extent as if a separate Gas Balancing Agreement had been executed
for each such Well.

2.02 The Agreement shall terminate, separately as to each Well, the earlier of (a) when the oil
and gas lease(s) covering the Well terminate, or (b) when production from such Well permanently ceases
and the Gas accounts for such Well are brought into Balance pursuant to this Agreement.

ARTICLE IO
Right to Produce and Ownership of Gas

3.01 Subject to the rights of an Underproduced Party to produce and dispose of Make-up Gas
pursuant to this Agreement, each Party shall own and be entitled to produce and dispose of its Percentage
Owmership of Gas which can be produced from a Well. During any month when a Party does not dispose
of its entire Percentage Ownership of such Gas, the other Parties shall be entitled to produce and dispose
of all or any portion of such Gas; provided, that to the extent such Parties desire to dispose of more Gas
than is available, they shall share in such Gas in the proportion that each such Party's Percentage
Ownership bears to the combined Percentage Ownership of all Parties desiring to dispose of such Gas.

3.02  As between the Parties hereto, each Party shall own and be entitled to the Gas disposed of
by such Party for its sole account, and the proceeds thereof, including constituents contained therein that
are recovered downstream from the Measurement Point. If at any time, and from time to time, a Party is
Underproduced with respect to a Well, its Underproduction shall be deemed to be in storage in the Well,
subject to the right of such Party to produce and dispose of such Gas at a later time.

2-
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ARTICLE IV
Make-Up Gas

4.01  In order to make up an Imbalance, each Underproduced Party in a Well shall have the right,
after twenty (20) days written notice to ail parties, to produce and dispose of Make-Up Gas, subject to the
following rules:

(a)  An Overproduced Party shall not be required to furnish Make-Up Gas unless an
Underproduced Party is first taking or disposing of its full Percentage Ownership of Gas from a
Well; and

(b)  An Overproduced Party shall not be required under any circumstances to reduce its
takes to less than its Percentage Ownership of Gas which can be produced from a Well during the
months of January, February, and December of a calendar year; and

(¢)  An Overproduced Party shall not be required under any circumstances to reduce its
takes to less than sixty percent (60%) of such Overproduced Party's Percentage Ownership of Gas
which can be produced from a Well; and

(d)  If there is more than one Overproduced Party, the Make-Up Gas will be taken from
the Overproduced Parties in the proportion that each Overproduced Party's Percentage Ownership
in a Well bears to the total Percentage Ownership of all Overproduced Parties in that Well; and

(e)  Ifthere is more than one Underproduced Party who desires and is able to dispose of
Make-Up Gas in a month, each Underproduced Party will share in the Make-Up Gas in the
proportion which its Percentage Ownership in a Well bears to the total Percentage Ownership of all
Underproduced Parties in that Well disposing of Make-Up Gas that month.

4.02 The provisions of this Article IV shall constitute an Underproduced
Party's exclusive rights and an Overproduced Party's exclusive obligations with regard to the right of an
Underproduced Party to require an Overproduced Party to furnish Make-Up Gas.

4.03 Nothing herein shall be construed to deny any Party the right from time to time to produce
and deliver its full Percentage Ownership of Gas in a Well for the purpose of conducting deliverability tests
pursuant to its gas purchase contracts.

ARTICLE V
Balancing of Gas Accounts

5.01 The Operator shall have the right of controlling production and deliveries of Gas and
administering the provisions of this Agreement. The Operator shall use its best efforts to cause Gas to be
delivered at the Measurement Point in such a manner and at such rates as may be required, from time to
time, to give effect to the intent that any Imbalances shail be brought into Balance in accordance with the
provisions hereof. The Operator shall only be liable for its failure to make deliveries of Gas in accordance
with the terms of this Agreement if such failure is due to its gross negligence or willful misconduct.

5.02 The Operator will maintain a separate Gas account for each Party and Well. The Operator
will furnish each party quarterly a report showing the total Mcf of gas produced from each Well, the Mcf
used in joint operations, or which was vented or lost, the Mcf of Gas disposed by each Party, each Party's
Overproduction or Underproduction for each month during the preceding calendar quarter, and the
cumulative Imbalance of all Parties in each Well at the end of each month during such quarter. In the event
that production from each Well is not separately measured, then the Operator will allocate production to
each Well on the basis of periodic test or such other methods as are commonly used and accepted in the
industry. The Imbalance of an Underproduced Party shall be made up on a month-to-month basis and in
the order of accrual; i.e., any Gas taken by an Underproduced Party over and above the monthly amount
attributable to its Percentage Ownership shall be credited against and offset its first Underproduction from
time-to-time.
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5.03  Each Party shall retain all data, information and records pertaining to the Gas taken and
disposed of by such Party in a Well during periods of Imbalance hereunder, including, but not limited to,
records pertaining to the volumes of Gas disposed of, the gross and net proceeds received from the
disposition of such Gas, and the information utilized to adjust volumes and prices on a Btu basis, for a
period expiring two (2) years after the termination of this Agreement as to such Well.

5.04 During the term of this agreement, each Parth shall have the right to request information from
and to audit the records of the Operator and any other Party as to all matters concerning volumes, Btu
adjustments, prices and disposition of Gas from a Well. These rights for each Well shall extend until two
(2) years after the expiration of this Agreement as to that Well. Any audit shall be conducted at the
expense of the Party or Parties desiring such audit, and shall be conducted, after reasonable notice, during
normal business hours in the office of the Party whose records are being audited. If more than one Party
desires to audit the records of another Party, then all such Parties shall cooperate with each other in order
that only one audit shall be conducted in any twelve (12) month period.

ARTICLE VI
Cash Settlement of Imbalance

6.01 "Upon (i) approval of all parties owning a working interest in the well to plug and abandon
the well or (i) when production from a well permanently ceases, the Operator shall render its final account
of the cumulative imbalance of all Parties for that well within sixty (60) days after receiving the information
requested as hereafter provided." Within thirty (30) days of Operator's request, each Overproduced Party
shall provide information to Operator sufficient for the preparation of such statements including, but not
limited to the net price received for its Overproduction and each Underproduced Party shall submit to
Operator such data and information evidencing its payment of all royalties, overriding royalties, production
burdens and taxes on its Underproduction which it was obligated to pay. Each Overproduced Party shail
account to and pay each Underproduced Party within sixty (60) days of Operator's final account a sum of
money equal to the net price on the Underproduction which an Underproduced Party was entitled to
receive from an Overproduced Party. All past due payments due Underproduced Parties shall bear interest
at the prime rate of interest in effect from time to time of Chemical Bank, N.Y., from date due until date
paid. Net price for cash settlements herein shall be determined in accordance with Paragraph 6.02.

6.02 The net price for cash settiements (without interest) under this Article VI shall be the price
actually received by the Overproduced Party for the sale of the Overproduction at the time the
Overproduction accrued less production, severance and other similar taxes, fees or levies thereon and less
royalties actually paid by an Overproduced Party attributable to the Underproduction of an Underproduced
Party.

6.03  If any portion of the price which is to be paid to an Underproduced

Party is subject to refund under order, rule or regulation of the FERC, then the Overproduced Party shall
withhold the increment of price subject to refund until the price is fully approved, unless the
Underproduced Party fumnishes a corporate undertaking satisfactory to the Overproduced Party
guaranteeing the return of the increment in price attributable to such refund, including interest, if any,
which is required to be paid with such refund. In addition, if FERC or any other governmental agency
having jurisdiction requires that an Overproduced Party make a refund with respect to any portion of a
price used to make payment under this Article VI, then the Underproduced Party(ies) shall reimburse the
Overproduced Party(ies) for such refund, including any interest required to be paid with respect thereto.
This Paragraph 6.03 shall survive the termination of this Agreement until the period has passed for which a
refund may be required.

6.04 In the event an over-produced party sells, assigns, or otherwise transfers any of its interest
in the leases to which this agreement applies, it shall promptly notify the other parties and upon written
request from Underproduced parties proceed to make a cash settlement with Underproduced parties as
provided hereunder, provided that a cash settlement may not be demanded by such Underproduced party
solely because an Overproduced party has mortgaged its interests, or disposed of its interest by merger,
reorganization, consolidation, or sale of substantially all of its assets to a subsidiary or parent company, or
to any company in which any one party owns a majority of the stock.
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ARTICLE VI
Costs and Ownership of Liguids

All operating risks, expenses and liabilities shall be borne and paid by the Parties in accordance with
the provisions of the Operating Agreement, or other agreement, rule or order if there is not an Operating
Agreement, regardless of whether the Gas is being taken or disposed of from a Well at any given time in
proportion to the Percentage Ownership of the Parties in the Well. Liquid hydrocarbons of a Well
separated from the Gas prior to delivery at the Measurement Point shall be owned by all Parties in
accordance with their Percentage Ownership in the Well, and each of the Parties shall be entitled to own
and market their liquid hydrocarbons separated prior to the Measurement Point in accordance with the
Percentage Ownership in the Well, irrespective of the fact that one or more of the Parties may not be
disposing of Gas from the Well.

ARTICLE vIII
Indemnity

Each Party hereby indemnifies and agrees to hold the other Parties harmiess from all claims which
may be asserted by any third party arising out of the operation of this Agreement and the performance of
the indemnifying Party of its obligations hereunder. Such indemnity shall extend to and include all costs of
investigation and defense (including reasonable attorneys fees), and all judgments and damages incurred or
sustained, as a resuit of any such claim.

ARTICLE IX
Payment of Lease Burden

Unless otherwise required by provisions of a lease, agreement or statute, rule, regulation or order
of any governmental authority having jurisdiction, and regardless of who is actually taking or disposing of
Gas from a Well, each Party shall be responsible for and shall pay or cause to be paid any and all royalties,
overriding royalties, production payments and similar encumbrances on production due to its full
Percentage Ownership of Gas production from a Well and shall hold the other Parties free from any liability
therefor. The Party or Parties actually taking and disposing of Gas from a Well shail be responsible for and
shall pay all production severance or similar taxes, fees or levies on such production.

ARTICLE X
Notice

Any notices or other communications required or permitted hereunder shall be in writing and shall

be deemed given only when received by the Party to whom the same is directed at the addresses and in the
manner then provided under the Operating Agreement.

ARCO HILL #1



EXHIBIT "F"

Attached to and made a part of that certain Operating Agreement dated JULY 17, 1995, between
MERIDIAN OIL INC,. as Operator, and Non-Operators.

L EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:
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The Operator will not discriminate against any employee or applicant for employment
because of race, color, religion, national origin, or sex. The Operator will take affirmative
action to ensure that applicants are employed, and that employees are treated during
employment, without regard to their race, color, religion, national origin, or sex. Such
action shall include, but not be limited to the following: Employment, upgrading, demotion,
or transfer, recruitment or recruitment advertising; layoff or termination; rates of pay or
other forms of compensasion; and selection for training including apprenticeship. The
Operator agrees to post in conspicuous places available to employees and applicants for
employment notices to be provided by the contracting officer setting forth the provisions of
this nondiscrimination clause.

The Operator will, in all solicitations or advertisements for employees placed by or on
behalf of the Operator, state that all qualified applicants will receive consideration for
employment without regard to race, color, religion, national origin, or sex.

The Operator will send to each labor union or representative of workers with which it has a
collective bargaining agreement or other contract or understanding a notice to be provided
by the agency contracting officer advising the labor union or workers' representative of the
Operator's commitments under Section 202 of Executive Order 11246 of September 24,
1965, and shall post copies of the notice on conspicuous places available to employees and
applicants for employment.

The Operator will comply with all provisions of Executive Order 11246 of September 24,
1965, and of the rules, regulations and relevant orders of the Secretary of Labor.

The Operator will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or
pursuant thereto, and will permit access to its books, records, and accounts by the
contracting agency and the Secretary of Labor for purposes of investigation to ascertain
compliance with such rules, regulations, and orders.

In the event of the Operator's non-compliance with the nondiscrimination clauses of this
contract or with any of such rules, regulations, or orders, this contract may be cancelled,
terminated or suspended in whole or in part and the Operator may be declared ineligible for
further Government contracts in accordance with procedures authorized in Executive Order
11246 of September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through (7) in every subcontract
or purchase order unless exempted by rules, regulations, or orders of
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the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each subcontractor or
vendor. The Operator will take such action with respect to any subcontract or purchase
order as the contracting agency may direct as a means of enforcing such provisions
including sanctions for non-compliance: Provided, however, thatin the event the Operator
becomes involved in, or is threatened with, litigation with a subcontractor or vendor as a
result of such direction by the contracting agency, the Operator may request the United
States to enter into such litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEO-I)
promuigated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission, and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 11246, as amended, and
Rules and Regulations adopted hereunder.

Operator further acknowledges that he may be required to develop a written affirmative
action compliance program as required by the Rules and Regulations approved by the
Secretary of Labor under authority of Executive Order 11246 and supply Non-Operators
with a copy of such program if they so request.

II. CERTIFICATION OF NON-SEGREGATED FACTLITIES

(1)  Operator assures Non-Operators that it does not and will not maintain or provide for its
employees any segregated facilities at any of its establishments, and that it does not and will
not permit its employees to perform their services at any location, under its control, where
segregated facilities are maintained. For this purpose, it is understood that the phrase
"segregated facilities" includes facilities which are in fact segregated on a basis of race,
color, religion, or national origin because of habit, local custom, or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for its empioyees
or permitting its employees to perform their services at any location under its control where
segregated facilities are maintained is a violation of the equal opportunity clause required by
Executive Order 11246 of September 24, 1965.

(2)  Operator further understands and agrees that a breach of the assurance herein contained
subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary of Labor
dated May 21, 1968, and the provisions of the equal opportunity clause enumerated in
contracts between the United States of America and Non-Operators.

(3)  Whoever knowingly and willfully makes any false, fictitious, or fraudulent representation
may be liable to criminal prosecution under 18 U.S.C. Sec. 1001.

mr.  OCCUPATIONAL SAFETY AND HEALTH ACT

Operator will observe and comply with all safety and health standards promuigated by the Secretary
of Labor under Section 107 of the Contract Work Hours and Standards Act, published in 29 CFR
Part 1518 and adopted by the Secretary of Labor as occupational safety and health standards under
the Williams-Steiger Occupational Safety and Health Act of 1970. Such safety and health
standards shall apply to all subcontractors and their employees as well as to the prime contractor
and its employees.
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[V.  VETERAN'S PREFERENCE

Operator agrees to comply with the following insofar as contracts it lets for an amount of $10,000
or more or which will generate 400 or more man-days of employment (each man-day consisting of
any day in which an employee performs more than one hour of work) and further agrees to include
the following provision in contracts with Contractors and Subcontractors:

"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT

(D

@

As provided by 41 CFR 50-250, the contractor agrees that all employment openings of the
contractor which exist at the time of the execution of this contract and those which occur
during the performance of this contract, including those not generated by the contract and
including those occurring at an establishment of the contractor other than the one wherein
the contract is being performed, but excluding those of independently operated corporate
affiliates, shall, to the maximum extent feasible, be offered for listing at an appropriate local
office of the State employment service system wherein the opening occurs and to provide
such periodic reports to such local office regarding employment openings and hires as may
be required: Provided, that this provision shall not apply to openings which the contractor
fills from within the contractor's organization or are filled pursuant to a customary and
traditional employer-unionhiring arrangement and that the listing of employment openings
shall involve only the normal obligations which attach to the placing of job orders.

The contractor agrees to place the above provision in any subcontract directly under this
contract."

\A CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS
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Operator agrees to comply with the Clean Air Act (42 U.S.C. Sec. 1857) and the Federal
Water Pollution Control Act (33 U.S.C. Sec. 1251) when conducting operations involving
nonexempt contracts. In all nonexempt contracts with subcontractors, Operator shall
require:

No facility is to be utilized by Subcontractor in the performance of this contract with
Operator which is listed on the Environmental Protection Agency (EPA) List of Violating
Facilities. See Executive Order 11738 of September 12, 1973, and 40 CFR Sec. 15.20.

Prompt written notification shail be given by Subcontractor to Operator of any
communication indicating that any such facility is under consideration to be included on the
EPA List of Violating Facilities.

Subcontractor shall comply with all requirements of Section 114 of the Clean Air Act (42
U.S.C. Sec. 1857) and Section 308 of the Federal Water Pollution Control Act (33 U.S.C.
Sec. 1251), relating to inspection, monitoring, entry, reports, and information, as well as all
other requirements specified in these Sections, and all regulations and guidelines issued
thereunder.

The foregoing criteria and requirements shall be included in all of Subcontractor’s non-
exempt subcontracts, and Subcontractor shall take such action as the Government may
direct as a means of enforcing such provisions. See 40 CFR Sec. 154 & 5.
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