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1 OPERATING AGREEMENT 

3 THIS AGREEMENT, entered into by and MERIDIAN O I L I S C . 

J . , hereinafter designated and 

5 reterred to as "Operator", and the signatory party or parties otner than Operator, sometimes hereinafter reterred to individually herein 
6 as "Non-Operator", and collecnveiy as "Non-Operators ". 
7 

8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided. 
13 
14 NOW, THEREFORE, it is agreed as follows: 
15 
16 ARTICLE I . 

17 DEFINITIONS 
18 

19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil. gas, casinghead gas. gas condensate, and aU other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the indusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease". "lease" and "leasehold" shall mean the oil and gas leases covering tracts oi land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unieased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oii and gas purposes under this agreement. Such lands, oil and gm lemhiiid imer-ejia n i ail m i gaa i iuuun 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parries. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party " and "Consenting Parry " shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise dearly indicates, words used in the singular include the piuraL the piurai includes the 
39 singular, and the neuter gender indudes the masculine and the feminine. 
40 
41 ARTICLE I I . 

« EXHIBITS 
43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 

45 9 A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement. 
47 (2) Restrictions, if any, as to depths, formations, or substances. 
48 (3) Percentages or fractional interests of parties to this agreement. 
49 H ' IJ-- ' - - " - i ' ml HI i iij l u m p r 

50 (5) Addresses of parties for notice purposes. 
51 3 D. EiJuliii nn", r in n i l ba. 
52 3 C. Exhibit "C", Accounting Procedure. 
53 31 D. Exhibit " D " , Insurance. 
54 3 E Exhibit "E" , Gas Balancing Agreement. 
55 Zl F. Exhibit "F" , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 O 0. Cuuuii "G ' ' . Tax Piumujliip. 
57 tt any provision of any exhibit, except Exhibits " E " and "O*', is inconsistent with any provision contained in-the body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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ARTICLE III. 
INTERESTS OF PARTIES 

Oil and Gas interests: 

If any party owns an on ana gas interest in -.ne Contrary Area, mat interest snaii be treated for ail purposes of this agreem 
-ad during tne term nereot is u it were covereo ov tne rorm ot oii ana gas lease attacned hereto as Exhibit "8". and the owner the: 
>nail be deemed to own tiotn tne rovattv interest reservea m sucn lease ana the interest of the lessee tnereunder. 

. J B. Interesu of Parties in Costs and Production: 

'. 2 Unless changed by ouier provisions, aii costs and liabilities incurred in cperanons under this agreement shall be borne 2 
:: paid, and all equipment and materials acauired in operations on tne Contract Area snail be owned, by the parties as their interests are 
: 1 ::rm in Exhibit "A". In the same manner, tne parties snail also own ati Droaucuon 01 oil and gas from the Contract Area subject to 
: 5 payment of royalties to the extent ni nnp ni ghth f 1 / f l ) which shall be borne as hereinafter set for 

Regardless 01 which partv has contributed the ieaseisl ancuor oil and gas interests) hereto on which royalty is due : 
IS payable, each party enutied to receive a snare 01 proauction of ail and gas from ine Contraa Area snail bear and shall pay or deliver. 
: 9 -'-use to be paid or deliverea. to tne extent at its interest in such production, tne rovalty amount stipulated hereinabove and shall hold 
20 otner parties tree from any liability increior. No party shall ever be responsible, however, on a price basis higher than the price recer 

by such party, to any other party s lessor or royalty owner, and if any sucn other party's lessor or royalty owner should demand . 
22 receive settlement on a nigher price Dasis. the party contributing the aiiectea lease shall bear the additional royalty burden attributable 
; j such higher price. 
2 i 
25 Nothing contained, in tnis Article III.B. shall be deemed an assignment or cross-assignment ot interests covered hereby. 
26 
:7 C. Excess Royalties. Overriding Royallies and Other Payments: 
23 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any roya 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article W.B.. such part} 
31 burdened shall assume and alone bear all such excess obligations and shall indemnuy and hold the other parties hereto harmless from. 
32 and all claims and demands tor payment asserted by owners of such excess burden. 
33 
34 D. Subsequently Created Interests: 
35 
36 If any parry should hereatter create an overriding royalty, production payment or other burden payable out of product: 
57 attributable to its working interest hereunder, ui n JUUI • miiim i.imwgwewu unj iiui-wweTirww^TwewewBwwwtwiwwr^M^ 

39 1 Tipua ihliyii—mti ii 1 my such interest being hereinafter referred to as "subsequently created interest" iimpaaan ui 
40 immfqtmmttmum and the pany out of whose working interest the subsequently created interest is derived being hereinafter refer: 
t[ to as "burdened party "), and: 
42 
43 I- II burdened pany is required under this agreement to assign or relinquish to any other party, or panies. all or a port 
44 of ia working interest ind/or the production attributable thereto, said other pany. or parries, shall receive said assignment ana 
45 production free ana clear ot said subsequently created interest and the burdened party shall indemnify and save said other par 
46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created intert 
47 and. 
48 
49 2. If the burdened pany fails to pay. when due. its share of expenses chargeable hereunder, all provisions of Artide VII.B. shall 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest 
51 the burdened party. 
52 
53 ARTICLE IV. 
' 4 TITLES 
55 
56 A. Title Examination: 
57 
58 Title examination shall be made on the drillsite of any proposed well prior to commrncrment of drilling operations or, 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests mctuded. or planned to be indt 
60 ed. in the drilUng unit around such well. The opinion will indude dw ownership of the working interest, minerals, royalty, overridi-
61 royalty and production payments unaer the applicable leases. At the time a well is proposed, each parry contributing leases andior-oil a: 
"2 jjas interests to the drillsite. or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease Stat 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such informaoon not in the possession of 
64 made available to Operator by the parties, but necessary for the examination of the ntle. shall be obtained by Orierator.Operator sh. 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opmions shail be furnished to etch par 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 .. ........ 

68 • Option No. 1: Costs incuned by Operator in procuring abstracts and title examination (induding prelimnary, supplement: 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the adnunistrative overhead as provided m-EsYutni' "C* 
70 and shall not be a direct charge, wnether performed by Operator 's staff attorneys or by outside attorneys. 

•2-
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ARTICLE IV 
continued 

1 X Option. .No. i Casts incurred by Operator m procuring aostracts ana tees paiu outside attorneys tor ude examination 
- including preuminarv. supplemental, shut-in gas royaity opinions ana division order title opinionsi shail be borne by the Drilling Panies 
5 n tne oroportion tnat the interest ot eacn Drilling Partv Dears to tne total interest ot all DrilUng Parties as such interests appear in Ex-

":DU " A " Ooerator snail make no charge lor services renaered bv its start attorneys or other personnel m the performance ot the above 
: :jncuons. 

zdch partv snaii be responsioie lor securing curative matter anu Dooune -mvr.amenis or jgreements required in connection 
• ::n leases or oil and gas interests contrirjutea DV sucn Dartv. Operator snail be responstDie tor tne Dreparation ana recording ot pooiing 

1 resignations or aeciarauons as weii as the conauct ot hearines Detore governmental agencies tor the securing ot spacing or pooiing oraers. 
lo This shaU not prevent anv pany irom appearing on its own Dehaif at any sucn hearing. 
-.1 
: 2 \fo weii snail be drilled on the Contract Area untii alter (i) the title to tne drillsite or urilling unit has been examined as above 
13 provided, and \2) the title has Deen apprDveo bv the examining attorney or title has Deen accepted by all oi the panies who are to par-

I i "cipate m the dnlling ot the weii. 
1} 

10 B. Loss ot Title: 

IS 1. Failure ol Title: Should any oil and gas interest or iease. or interest tnerein. oe lost through failure ot title, which loss results in a 
19 .'iaucuon ot interest trom that snown on Exhibit " A " , the partv contributing the aifected lease or interest shall have ninety i901 davs 
10 trom nnal determination ot tide failure to acauire a new iease or other instrument curing the entirety oi the title lailure. which acquisi-
I I non will not be subiect to Arncle VIII.B.. and tailing to do so. this agreement, nevertneiess. shall continue in torce as to all remaining oii 
12 and gas leases and interests: and. 
1} (a) The party whose oil and gas lease or interest is aitecred by the title failure snail bear alone the entire loss and it shall not be 
1. entitled to recover from Operator or the other panics any aevelopment or operating costs which it may have theretofore paid or incurred. 
25 hut there shail be no additional liability on its pan to the other parties hereto oy reason oi such title failure: 
Id ib) There shall be no retroactive adjustment ot expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests oi the parues shail be rev ised on an acreage basis, as oi the time it is determmea finally that title failure has oc-
2S marred, so that the interest ot the partv whose iease or interest is atfected bv the title failure will thereafter be reduced in the Contract 
19 Area by the amount of the interest lost: 
Ml (c) If the proportionate interest of the other parties hereto in any producing weil theretotore drilled on the Contract Area is 
31 increased by reason of the utle fadure. the party whose utie has tailed shall receive the proceeds attributable to the increase in such in 
32 terest tless costs and burdens attributable theretoi until it has been reimbursed lor unrecovered costs paid by it in connection with such 

33 well: 
34 (d) Should any person not a pany to this agreement, u ho is determined to be the owner of any interest in the title which ha: 
35 failed, pay in any manner any pan of the cost ot operation, development, or equipment, such amount shall be paid to the pany or panic: 
36 who bore the costs which are so refunded: 

37 (e) Any liability to account to a third pany tor prior production of oii and gas which arises by reason of tide failure shall tx 
38 borne by the parry or parties whose tide failed in the same proportions in which they shared in such prior production: and. 
39 (0 No charge shall be made to the joint account tor legal expenses, fees or salaries, in connection with the defense of the in teres 
40 claimed by any parry hereto, it being the intention of the parries hereto that each shail defend tide to its interest and bear ail expenses ir 

41 connection therewith. 
42 
3̂ 2. Loss bv Non-Payment or Erroneous Pavment ot Amount Due: If. through mistake or oversight, anv rental, shut-in we 

44 payment, minimum royaity or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminate 
41 there shall be no monetary liability against the party who tailed to make such payment. Unless the pany who failed to make the require-
46 payment secures a new lease ccvenng the same interest within ninety (90) days irom the discovery of the failure to make proper Daymen 
47 which acquisition will not be subject to Arncle VIII.B.. the interests of the panies shall be revised on an acreaee oasis, effective as of tr 
48 date of termination of the lease involved, and the pany who failed to make proper payment will no longer be credited with an interest i 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who tailed to make tr 
50 required payment shall not have been fully reimbursed, at the time of the toss, from the proceeds of the sale of oii and gas attributable t 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest. 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilk 
53 or weUs previously abandoned! from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas. less operanng expenses, theretofore accrued to the credit of the lost interest, on an acreage basi 
55 up to the amount of unrecovered costs: 
56 (b) Proceeds, less operating expenses, thereafter accrued attnbutable to the lost interest on an acreage basis, of that portion 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lex 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered com, the proceeds of sa 
59 portion of the oil and gas to be contributed by the other panies in proportion to their respective interests: and. _ 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, the owner of theintere 

61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 

62 

63 3 Other Losses: All losses inclined, other than those set forth in Anicies IV.B.l. and IV.B.2. above, shall be joint loss 
64 and shall be borne by ail parties in proporaon to their interests. There shall be no readjustment ot interests in the remaining portion 
65 the Contract Area. 
66 
67 
68 
69 
70 
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities ot Operator: 

MERIDIAN O I L I N C . shall be 

Operator ot tne Contract Area, ana snail conauct ana airect ina have mu control ot all ooerauons on tne Contract Area as oermittea 
required bv. and within the umits ot this asreement. it shall conduct au sucn operauons in a good and workmanlike manner, out it s. 

•) have no liability as Operator to the other parties tor iosses sustained or liabilities incurrea. except such as may result from g: 

10 negligence or willful nusconauct. 
11 
12 8. Resignation or Removal of Operator and Selection oi Successor: 
13 
14 I . Resignation or Removal of Operator: Operator mav resign at anv time bv giving written nonce thereof to Non-Operat 
15 [f Operator terminates its leg ai existence, no longer owns an interest nereunaer in the Contract Area, or is no longer capable of servtn 
16 Operator. Operator snail be deemed to have resigned without any action by Non-Operators, except the selection ot a successor. Oper 
17 may be removed if it fails or reiuses to carry out its dunes hereunder, or becomes insolvent, bankrupt or is placed in receivership, by 
IS aitirmanve vote of two (21 or more Non-Operators owning a matoniy interest based on ownership as shown on Exhibit " A " reman 
19 after excluding the voting interest of Operator. Such resignation or removal shail not become effective unoi 7:00 o'clock A.M. or. 
20 tirst day of the calendar month following the expiration ot ninety i901 days alter the giving of notice oi resignation by Operator or ac 
21 by the Non-Operators to remove Operator, unless a successor Operator nas been selected and assumes the duties of Operator at an ea 
22 date. Operator, after effective date of resignation or removal, shall be bound bv the terms hereof as a Non-Operator. A change of a 
23 porate name or structure of Operator or transfer oi Operator's interest to any single subsidiary, parent or successor corporation shal 
24 be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be seiecte-
27 the parties. The successor Operator snail be selected irom the parties owning an interest m the Contract Area at the rime sucn succ 
23 Operator is selected. The successor Operator shall be selected by the affirmative vote of two 121 or more parties owning a matonty mt 
29 based on ownership as shown on Exhibit ' A "; provided, however, u an Operator which has been removed fails to vote or votes on 
30 succeed itself, the successor Operator shall be selected bv the affirmauve vote of two 12) or more parties owning a majority interest i 

31 on ownership as shown on Exhibit " A " remaining after excluding the voung interest of the Operator that was removed. 

32 
33 C. Employees: 
34 
35 The number of employees used by Operator m conducting operations hereunder, their selection, and the hours of labor an 
36 cornpensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operat 
37 
38 O. Drilling Contracts: 
39 
40 AB wells drilled on the Contract Area shall be drilled on a cctfrtpetmve contract basis at the usual rates prerafaa§ in che sm. L 
41 desires. Open cor may employ its own tools and equipment in the dnlling of wells, but its charges therefor shall not exceed die prev 
42 races tn the area and the rate of such charges shail be agreed upon bv the parties rn writing before drilling operations are earnmeneei 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts 
44 dependent contractors who are doing work of a similar nature. 
45 

46 

47 

48 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 

51 
52 A. Initial WeU: 

54 On nr h^nr. , h . 3 1 H J y nf DECEMBER 1 9 _ 2 L . Operator shall commence the tWlinglof a » 

55 oil and gas a the following location: 

* E /2 SECTION 2 2 , T - 2 5 - N , R-03-W, N . M . P . M . 

58 
so 
" or recottrpletion 
60 <nd shall thereafter continue the drilling! of the weil with due diligence to 
61 
62 
63 
64 

A DEPTH SUFFICIENT TO TEST THE MESAVERDE FORMATION. 

or rccomp 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further dnliinglimpracocai 
66 countered at a lesser depth, or unless all panies agree to complete or abandon die well at a lesser depth. ' ~' 
67 or recoup l e d o n 
68 Operator shall make reasonable tests of all formaoons encountered during dnlling' which give mdication of ctntaioing 
69 gas in quanunes sufficient to test, unless this agreement shall be limited in its application to a specific futmauon or tdniiauons. in 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. —• •• -

-4-
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ARTICLE VI 

continued 

K. in Operator s judgment, the well wtll not proouce oil or gas in paying quantities, and it wishes to plug and abandon t 
•veil as a dry hole, the provisions oi Article VI.E.l. shall thereatter appiy. 

3. Subsequent Operations: 

1. Proposea Qperaaons: Should any party hereto aesire to drill any weil on the Contraa Area other than the well provu 
for in Article Vl.A.. or to rework, deepen or plug back a dry hole drilled at the joint expense ot all panies or a well jointly owned by 
the panics and not then producing in paying quanuues. the party desiring to drill, rework, deepen or plug back such a well shall give 
other parties wntten notice ot the proposed operation, specifying the work to be performed, the location, proposed depth, objective fori 
::on and the estimated cost ot the operauon. The parues receiving such a nouce shall have thirty (30) days after receipt of the no 
within which to nouiy the party wishing to oo the work whether they elect to participate in the cost of the proposed operation. If a d 
mg rig is on location, nouce of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shal 
limited tq forty-eight (43) hours, exclusive oi Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply wit 
:ne period above fixed shall consutute an election oy that party not to participate in the cost of the proposed operation. Any notict 
response given by telephone shall be promptly confirmed in writing. 

-'• If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the no 
22 period of thirty (30) days (or as promptly as possible after tne expiration of the forty-eight (48) hour penod when a drilling rig is on Ic 
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all t 
24 tics hereto; provided, however, said commencement date may be extended upon wntten notice of same by Operator to the other pan 
25 (or a penod of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obi 
26 permits irom governmental authorities, surtace rights imciuding rights-of-way) or appropriate drilling equipment, or to complete title 
27 amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article XI. if 
23 actual operation has not been commenced within the tune provided (including any extension thereof as specifically permitted herein) 
29 if any party hereto still desires to conduct said operauon, written nouce proposing same must be resubmitted to the other parties in acc 
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations bv Less than All Panies: If any party receiving such notice as provided in Article VI.B.1. or VUJ2U. (Op 
3' No. 2) elects not to participate tn the proposed operation, then, in order to be entitled to the benefits of this Artide, the party or pai 
3° giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days titer the expirarioi 
37 the notice period of thiny (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when t drilling ri 
33 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perforrr. 
39 work tor the account of the Consenting Parties; provided, however, if no drilling rig or other eqiiipment is on '"f**"", tad if Operate 
40 a Non-Consenting Party, the Consenting Parties shall either (a) request Operator to perform the work required by such proposed op 
41 tion for the account of the Consenting Panies, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. C 
42 senting Parties, when conducting operations on the Contraa Area pursuant to this Article VI .Bi , shall comply with all terms and c 
43 diiions of this agreement. 
44 
45 
46 
47 
48 
49 
50 

If less than all parties approve any proposed operauon, the proposing pany, immediately after the expiration of the applic 
notice penod, shall advise the Consenting Parties of the total interest of the parties approving such opcrstiOQ tod us t wtr\ rnwirii no 
to whether the Consenting Panies should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) he 
(exdusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit 

51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate pan of Non-Consenting Parties'mterests, 
52 failure to advise the proposing pany shail be deemed an election under (a). In the event a drilling rig is on tne time ptrmirrf^ 
33 such a response shall not exceed a total of forty-eight (48) hours (indusive of Saturday, Sunday and legal holidays). The proposing pa 
54 at its election, may withdraw such proposal if there is insufficient participation and shall prompdy notify all parties of such deda 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Con sm ring Parties in the proportions they h 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep (he twiTtM*) estates mratvegan t 
60 operations free and dear of all liens and encumbrances of every kind created by or arising from the "r—rf"""' of the 
61 If such an operarion results in a dry hole, the Consenting Parties shall plug and abandon the weii tnd restore the surface 
62 sole cost, risk and expense, if any well drilled, reworked, deepened or plugged back under the provisions of this Artide resiildjSn a! 
63 ducer of oii and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole 
64 
65 
66 
67 
68 
69 
70 

t l 
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1 ind the well shall then be turned over to Operator ind shall be operated oy it at the expense and for the account ot the Consenting Par-
2 ties. Upon commencement of operations tor the drilling, reworking, deepening or plugging back of any such weii by Consenting Parties 
} in accordance with the provisions of this Article, eacn Non-Consenting Party shall be deemed to have reiinquished to Consenting Panies. 
-i md the Consenting Parties snail own and be enutied to receive, in proportion to tneir respecuve interests, all of such Non-Consenting 
^ Partv's interest in the weil and share ot oroducuon tnereirom until the proceeds of the sale of such share, calculated at the well, or 

. . ' .. , . Ji-ndi:aU Drnrir. cases. , 
; rnarxet vame tnereoi it sucn snare ts not soid. .'alter aeaucung proauction taxes, excise taxesj royalty, overnaing royalty and other in­

terests not excepted by Article ill.D. payaDie out oi or measured by the proaucuon trom sucn well accruing with respect to such interest 
S until it reverts) shail equal the total of the following: 
9 

10 
11 
12 :a) 100% of each such Non-Consenung Party's share oi the cost of any newly acquired surface equipment beyond the wellhead 
13 connections unciuding, but not limited to. stock tanks, separators, treaters. pumping equipment and piping), plus 100% of each such 
14 N'on-Consenung Pany's share ot the cost of operauon ot the weil commencing with first production and continuing unni each such Non-
15 Consenting Pany's relinquished interest shall reven to it under other provisions oi this Article, it being agreed that each Non-
lu Consenung Party's share of such costs and equipment wiii be that interest which wouid have been chargeable to aich Non-Consenting 
17 Party had it participated in the well from the beginning oi the operations: and 
IS 
19 
20 

21 flil 300 TT, of that portion of the costs and expenses oi drilling, reworking, deepening, plugging back, testing and completing. 
22 alter deducung any cash contributions received under Article VIII.C. and 300 % ol that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 
24 participated therein. 
25 
26 
27 

28 An election not to participate in the drilling or the deepening of a weil shall be deemed an election not to participate in any re-
29 working or plugging back operauon proposed in such a well, or poruon thereof, to which the initial Non-Consent ejection applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed pan of the cost of operation of said well 
32 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 
33 the reworking or plugging back operation which wouid have been chargeable to such Non-Consenung Party had it participated therein. If 
34 such a reworking or plugging back operauon is proposed during such recoupment period, the provisions of this Aiucie VLB. shall be ap-
33 pticable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Panies are entitled to receive Non-Consenting Party's share of ^rod^uction, or̂  rhe 
40 proceeds therefrom. Consenting Parries shall be responsible for the payment of ail production, severance, exctseJgwneAng anS°otner 
41 taxes, and ail royaity, overriding royalty and other burdens applicable to Non-Consenting Party s share of production not ' v by Ar 
42 tide III.D. 
43 
44 
45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be per muted to use. fre-
47 of cost, all casing, tubing and other equipment in the well, but the ownership of ail such equipment shall remain unchanged; and upoi 
48 abandonment of a weii after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip 
49 ment to the owners thereof, with each party receiving its proponionate pan in kind or in value, less cost of salvage. 
50 
51 
52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for th 
54 Consenting Parties shall furnish each Non-Consenung Party with an inventory of the equipment in and connected to the well, and a. 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production: or, at it 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bail 
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting th 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities ir. 
59 curred in the operation of the wdl. together with a statement of the quantity of oil and gas produced from it and the amount of-proceec 
60 realized irom the sale of the well's working interest production during the preceding month. In deterrmnmg the quantity of oil and ga 
61 produced during any month. Consenting Parries shall use industry accepted methods such as. but not limited to. metering or-periodi 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with n y such operatic 
63 which wouid have been owned by a NonConsentmg Party had it parocipated therein shall be credited against the total unrettzrned cos: 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert: to it . 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consentmg Party. 
66 
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continued 

If and when tne Consenting fames recsver ircrr. a Non-Consenting Party s reunquished interest the amounts provided for : 
the relinquished interests ot such Non-Consenting Party shail automatically reven to it, and, from and after such reversion, sucn 
Consenung Party shail own tne same interest in sucn well, the material ana equipment in or pertaining tnereto, and the prod', 
theretrem as sucn Non-Consenting Party would have been entitiea to tud it oaruapatea in the drilling, reworking, deepening or pic 
back of said well. Thereafter, sucn Non-Consenung Party snail be c.-.argeo witn ana shall pay its proportionate pan oi the further c: 
the operation of said weil in accoroance witn the terms ot tr.is agreement ana the Accounting Procedure attached hereto. 

Notwithstanding the provisions of this Article VI.B.2.. it is agreed that without the mutual consent of all panies. no well: 
be completed in or produced from a source oi supply Irom wnich a weii locatea elsewhere on the Contraa Area is producing, unles: 
weil conforms to the then-existing weil spacing pattern tor such source of supply. 

The provisions of this Article shall have no appucation whatsoever to tne drilling of the initial well described in Artide 
except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initi: 
after it has been drilled to the depth specu'ied in Article VI.A. if it shall thereafter prove to be a dry hole or, if mitially completed fc 
duction. ceases to produce in paying quantities. 

3. Stand-Bv Time: When a we'd which has been drilled or deepened has reached its authorized depth and aU tests have 
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice propo: 
reworking, deepening, plugging back or completing operation in such a wed shall be charged and borne as pan of the (trilling or de 
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whic 
first occurs, and prior to agreement as to the participating interests of all Consenung Parties pursuant to the terms of the second 
matical paragraph of Artide VI.B.2. shall be charged to and borne as pan oi the proposed operation, but if the proposal is subseqt 
withdrawn oecause of insufficient participation, sucn stand-by costs snail be allocated 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 Consennn 
ties. 

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operand 
also be applicable to any proposal to directionally control and intennonally deviate a well from vertical so as to change the honor 
location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the holt or because of 
mechanical difficulties. Any pany having the right to participate in a proposed sidetracking operation that does not own an interest 
affected well bore at the time of the notice shall, upon electing ro participate, tender to the well bore owners its proportionate share 
to its interest in the sidetracking operation) of the value 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 actual costs incuri 
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 shall be on the basis of the 
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance wi 
provisions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response t 
shall be limited to tony-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may reque 
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-b-. 
incurred during such extended response period. If more than one party elects to take such additional time to respond to tht noact,. 
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejectin 
ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of til the electing parties. In att oth 
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. £~j 

C. TAKING PRODUCTION IN KINDi 

Each parry shall take in kind or separately dispose of iu proportionate share of all oil tnd ps produced tropr.tfe^Ctwtirut 
exclusive of production which may be used in development and producing operations tnd to preparing and treatingi ofl arid r 
marketing purposes tnd production unavoidably lost. Any extra expenditure incurred in the taking in kind or separttî iisgStUidh 1 
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1 required to pay tor oniy its proporuonate snare ot such part ot Operator s surface facilities which it uses. 

5 Each party shall execute such division orders and contracts as mav be necessary for the sale ot its interest in production fror 
-< the Contract Area. and. except as provided in Article VII.B.. shail be entitled to receive payment rurecdy irom tne purchaser thereoi tc 
5 its share ol ail production. 
' i 

In thf event anv party snail iail to maxe tne arrangements necessarv to taxe in kind or separately disoose ot its oroporaonate share • 
ana gas • r ' _ ' • r . . 

t> the oilfproduced irom tne Contraa Area. Operator snail have tne ngni, suDiect to tne revocauon at will by the party owning it. but n: 
9 the obligation, to purchase such oil/oV1seifttSta others at any time and irom time to ume. ior the account of the non-taking party at tr 

10 best price obtainable in the area tor such production. Any such purchase or sale by Operator shall be subject always to the r̂ight̂ of L'' 
11 owner oi the production to exercise at any time its right to take in kind, or separately dispose of, its share of ail oil/not previous 
12 delivered to a purchaser. Any purchase or saie by Operator of any other party s share of oUlshall be only lor such reasonable periods 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in exce 
H of one U) year. 
15 
16 In the event one or more parties' separate disposiuon of its share of the gas causes spiit-stream deliveries to separate pipelines and/. 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party 's respective proportionate share of total gas sales 
13 be allocated to it. the balancing or accounting between the respective accounts of the parues shall be in accordance with any gas baianar 
19 agreement between the parnes hereto, whether such an agreement is attached as Exhibit "E" . or is a separate agreement. 
20 
21 D. Access to Contract Area and Information: 
22 

23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operatior 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's boo 
25 and records relating thereto. Operator, upon request, snail furnish each of the other parties with copies of ail forms or reports filed wi 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports ot stoct on hand at the first 
27 each montn. and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost 
23 gathering and furnishing information to Non-Operator, other than that specuied above, shall be charged to the Non-Operator that : 
29 quests the information. 
30 

31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Drv Holes: Except tor any well drilled or deepened pursuant to Article VI.B.2., any well which has be 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shail not be plugged and abandon 
35 without the consent of all panies. Should Operator, alter diligent effon. be unable to contact any party, or should any pany fail to re: 
36 within forty-eight (48) hours (exclusive of Saturday. Sunday and legal holidays) after receipt of notice of the proposal to plug and aband 
37 such weii. such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandonee 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepeni 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well tnd conduct furtr. 
40 operations in search of oil and/or gas subject to the provisions of Article Vl.B. 
41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conduct 
43 hereunder tor which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed a 
44 producer shail not be plugged and abandoned without the consent of all parties. If all parties consent to such abaiiooriinent. the weil sh 
4 ' be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of ail the panies hereto. If. wit; 
46 thirty (30) days after receipt of notice of the proposed abandonment of any weil. all parties do not agree to the abandon ment of such w 
47 those wishing to continue its operation from the intervaifs) of the formation(s) then open to production shall tender to each of the ot 
43 parties its proportionate share of the value of the well s salvable material and equipment, determined in accordance with the provisions 
49 Exhibit "C". less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall ass 
W the non-abandoning panies. without warranty, express or implied, as to title or as to quantity, or fitness for use of tbe equipment: 

material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as io, but only as to. the 
'2 terval or intervals of the forma non or formanons then open to production. If the interest of the abandoning party is or includes an oil .-
'3 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oii and gas lease, limited to the interval or 
34 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gaa is c 
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the iorm attached is Exht 

51 

56 
57 
58 
59 
60 
61 
62 
63 
64 

66 -^.J '<_•_, 

68 >1* i H V\ 
69 V •f'M 

Failure of any Party to respond w i t h i n the said t h i r t y (30) day period sha l l be deetaed content, 
co the proposed abandonment. 
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•L " B " . The assignments or leases so limited snail encompass the "drilling unit" upon which the well is located. The payments by, anc 
- assignments or leases to. tne assignees snail be in a ratio oasea upon tne retauonsnip ot their respective percentage oi participation tr. 
: Contract Area to tne aggregate ol the percentages ot oarticipauon in tr.e Contract Area ot all assignees. There shall be no readiustme: 

interests mine remaining portion oi tne Contraa Area. 

Thereaiter. aoanaonmg parties snau have no turiner responsiomtv. liability, or interest in tne operation ot or production t: 
•.ne well in the interval or intervals then oDen otner tnan tne royalties retainea in any iease mace under the terms ot this Article. Upor 
quest. Operator snail continue to operate tne assignee well tor tne account ot the non-abandoning parties at the rates and charges t 

' templated by this agreement, plus any additional cost ana charges wnicn may arise as the result oi the separate ownership oi the assic 
. 3 weil. Upon proposed abanaonment ot the producing intervaiisl assignea or leased, the assignor or lessor shall then have the opuo: 

• - repurchase its prior interest in the weil (using tne same vaiuauon tormuia I and participate in further operations therein subjea to the 

• 2 visions hereof. 
13 

'4 3. Abandonment ot Non-Consent Operations: The orovtsions oi Article VI.E.1. or Vl.E.2. above shall be applicable as betv 
• 5 Consenting Parties in tne event oi tne proposed aoanoonment oi any weii excepted trom said Articles: provided, however, no weil sha. 
• ' permanently plugged and abandoned uniess ana until all parties naving tne right to condua further operations therein have been not 
- ? ot the proposed abandonment and afforded the opportunity to eiea to take over the well in accordance with the provisions of this Ar 
-S Vl.E. 

19 

20 ARTICLE V I I . 

EXPENDITURES AND LIABILITY OF PARTIES : i 

A. Liability of Parties: 
24 

The liability of the parues shall be several, not mint or collective. Each party shall be responsible only (or its obligations, 
26 shall be liable only for its proponionate snare ot tne costs of developing ana operating tne Contraa Area. Accordingly, the liens gra 
27 among the parties in Article VII.B. are given to secure only the debts oi each severally. It is not the intention tit the parnes to create. 
23 snail this agreement be construed as creating, a mining or other partnersnip or association, or to render the parties liable as partr 
29 

30 B. Liens and Payment Defaults: 
31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its s 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest the 
34 a't the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code oi 
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and thr 
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the 
37 rights or security interest as security for the payment tnereot. In addition, upon default by any Non-Operator in the payment of its s. 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds fc 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, bas been paid. I 

40 purchaser shall be enqtied to rely upon Operator s written statement concerning the amount of any default. Operator grants a like 
41 and security interest to the Non-Operators to secure payment of Operator 's proportionate share of expense. 
42 

43 II any party fails or is unable to pay its share of expense within sixty (60) days after rendition ot a statement therefor 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion 
45 the interest of each such party bears to the interest of ail such parties. Each pany so paying its share of the unpaid amount shall, to ot 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 

50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the devefopn 
51 and operarion of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective pro 
52 donate shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereon 
53 showing expenses incurred and charges and a edits made and received. 
54 

55 Operator, at its election, shail have the right from time to time to demand and receive from the other parties payment in advs 
56 of their respective shares of the estimated amount oi the expense to be incurred in operations hereunder during the next succeec 
57 month, which right may be exercised only by submission to each such party of an itemized ittrement of such wimittri expense, to get 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submi 
59 on or before the 20th day of the next preceding month. Each pany shall pay to Operator its proportionate share of such estimate wit 
60 fifteen (15) days after such estimate and invoice is received. If any parry fails to pay its share of said estimate within stud time, thtiamo 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances andactual 
62 pense to the end that each party shall bear and pay its proponionate snare of actual expenses incurred, and no more. 
63 C - 1 : Cost St Expense of Dual Complecion Wel l : See pages 9A through 9E. flr 
64 D. Limitation of Expenditures: ~^ ' H 

65 ig 
66 1. Drill or Deepen: Without the consent of ail parties, no well shall be drilled or deepened, except any well drttle&w,^epe: 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the dnlling or < W r » r » shall mriudev f V^M, 
68 

70 
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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 plugging and 
abandoning if said well is a dry hole or non-commercial weil in either or both formations, 
shall be borne by the parties hereto in accordance with the following 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. 

"Salvage/Salvable 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 Completing Duâ  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 
completing said well to the wellhead in both formations. The estimated total 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. l.(c) hereof. 

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

(c) Costs attributable to testing and completing in the shallower formation. 

2. The actual costs of drilling, completing, testing and equipping the well 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: 
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(a) Costs incurred above the base of the shallower formation except 
those set forth in the subsection B . 1(c) hereof 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 shallower 
formation shail be paid by Shallow Owners. 

Drilling and Completing Dual Wells 

Costs of drilling, testing, treating, equipping and completing wells to the wellhead 
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. 

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 bome 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 Owners shall pay to Deep Owners the salvable value 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 all oil 
and gas produced from the shallow formation and shall bear all costs of plugging and 
abandoning of the well. 

Completion 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 shail be borne by the 
Shallow Owners and the Deep Owners in accordance with the provisions of said 
subsection B. All costs of equipping the well shall be borne by Deep Owners. 
Further, Deep Owners shall pay to Shallow Owners the salvable value ofthe material 
and equipment or share thereof paid for or furnished by Shallow Owners. Thereafter, 
Deep Owners shall own all material and equipment acquired in the drilling and 
completion 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. 

Abandonment as to One Formation After Completion of Well in Both Formations 

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 shall pay to the working 
interest owners of the formation to be abandoned, the salvage value of equipment 
belonging to the owners ofthe formation to be abandoned. The owners ofthe 
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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 
formation from which the well continues to produce shall own ail of such equipment. 
The working interest owners of the producing formation, shall also bear all costs of 
plugging and abandoning upon iater abandonment ofthe weil as to their formation. 

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

Before any well which is completed 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 completion, and thereafter the 
material and equipment shall be owned proportionately pursuant to the terms of 
Article VTI.. Section C. l.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 unless 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 bome 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 formations as a separate cost allocable to 
their interest. 

2. Each formation shall bear all costs of normal producing operations, including 
costs of labor, repairs, maintenance and replacement of equipment ittntrutable 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 total 
cost. 

I . 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 
bome by the working interest owners ofthe 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 shall be bome by the Shallow Owners to the extent of 50% of the total 
cost and by Deep Owners to the extent of 50% ofthe 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 so 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. 

J 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 well, 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 
VLB or Article VTI.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 ofthe 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. In 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 Owners, 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: 

(a) 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 wells 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 line immediately before or after the workover as 
applicable with the weil 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) If the producing capacity of the well 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: 
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Remedial Owners may at their sole cost, risk and expense attempt to 
restore the well to 30% of its former capacity or may pay to Damaged 
Owners the cost of a replacement well completed in the damaged 
formation. If the attempt is unsuccessful, or if no attempt is made, and if 
the cost of a replacement well is not so paid. Remedial Owners shall pay 
damages to Damaged Owners in an amount deterrrtined by the following 
formula: 

Damage Payment = Cost of Replacement Well 

X ( l - . A J 
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 weil 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 rerraining 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 compledon 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 replacement weil is paid; Remedial Owners 
shall own all material and equipment on or used in connection with the 
damaged well and shail bear all 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 shall 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 ofthe well. 

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

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

£X Option No. 1: Ail necessary expenditures mr tr.e drilling or ceeoemng. testing, rampieting and equipping of the weil inclu 
2 necessary tannage ana/or surface iacuities. 

~2 Option No. 2: All necessary expenditures lor :.-.e drilling or deepening ana testing oi the well. When such well has reacne 
: luthonzea aeptn, ana ail tests nave oeen compieiea. inc. tne results tnereot lurnisned to the parties. Operator snail give immediate n. 

:o tne Non-Operators wno have tne ngnt to particulate in tne commeuon costs. The parties receiving sucn notice snail have torty-i 
,48) hours (exclusive ot Saturaay, Sunday ana legal r.oiidavsi in wnicn to elect to participate m the setting ot calling and the compieoo 

i :empt. Such election, when maae. snail inciuae consent to ail necessary expenditures tor the completing and equipping oi such wei 
0 ciuding necessary tankage and/or sunace facilities, raiiure oi any party receiving sucn notice to reply within the period above tixed 

'. 3 constitute an eiecuon oy mat party not to participate m the cost oi ine completion attempt, if one or more, but less than ail of the pa: 
1 elect to set pipe and to attempt a completion, tne provisions oi Article VI.B.2. hereof (the phrase "reworking, deepening or plug 

; 2 back" as contained in Article Vl.B.l shall be rieemea to include '' compleung") shall apply to tne operations uereatter conducted b̂  
13 man all parties. 

; 5 2. Rework or Plug Back: Without tne consent ot all parties, no well shall be reworked or plugged back except a well reworkt 
•. i plugged back pursuant to tne provisions oi Article VI.B.2. oi this agreement. Consent to the reworking or plugging back ol a well 
17 include all necessary expenditures in conducung such operauons and completing and equipping of said well, including necessary tan 
15 ind/or surface facilities. 
13 
20 3. Other Ooeraoons: Without ine consent of all panies. Operator shail not undertake any single project reasonablvestirr 
;! to require an expenditure in excess t w e n t V - f i v e thousand agUm K 25.000.00 
22 except in connection with a well, the drilling, reworxing, deepening, completing, recompleting, or plugging back of which has 
23 previously authorized bv or pursuant to this agreement: provided, however, that, in case of explosion, fire, flood or other su. 
24 emergency, whether oi the same or aiiierent nature. Operator may take such steps and incur such expenses as in its opinion are reqi 
25 to deal with the emergency to saieguara life and property but Operator, as promptly as possible, shall repon the emergency to the c 
23 Barnes, l i O i l . H u m a n i i . m i i . i . m n . M " i n ir 'i n 7 muni m i i l i m a m mm ,V I? I 

23 " • ' - -
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 
31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid b\ 
33 pany or parties who subjected such lease to this agreement at its or their expense. In the event two or more panies own and have 
34 -tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for an 
35 behalf of all such parties. Any pany may request, and shall be entitled to receive, proper evidence of all such payments, in the eve 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such 
37 ment is required to connnue the lease in force, any loss which results from such non-payment shall be borne m accordance with the 
38 visions of Artide IV.B.l 
39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting tn or return to produc 
41 of a producing gas well, at least five (5) days (excluding Saturday. Sunday and legal holidays), or at the earliest opportunity perrratte 
42 circumstances, prior to taking such anion, but assumes no liability for failure to do so. In the event of failure by Operator to so nt 
43 Non-Operator, the loss of any lease contnbuted hereto oy Non-Operator for failure to make timely payments of any shut-in well payr 
44 shall be borne jointly by the panics hereto under the provisions of Article IV.B.3. 
45 
46 F- Tax** 
47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all prop 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before -
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but 
51 be limited to. royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such r-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, c 
53 riding royalties or production payments, che reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owne 
54 owners ot such leasehold estate, and Operator shail adjust the charge to such owner or owners so as to reflect the benefit of such rei 
55 tion. if the ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwrthstanc 
56 anything to the contrary herein, charges co the joint account shall be made and paid by the parties hereto tn accordance with die 
57 value generated by each party s working interest. Operator shall bill the other parties for their proportionate shares of all t u payment 
58 the manner provided in Exhibit "C". 

60 U Operator considers any tax assessment improper. Operator may. at its discretion, protest within the time andninar. 
61 prescribed by law, and prosecute the protest to a final determination, unless ail parties agree to abandon the protest prior to final de 
62 minaoon. During the pendency of administracive or judicial proceedings. Operator may elect to pay, under protest, all such taxatand 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shail pay the tax for thecjefnt 
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byrrherr 
65 provided in Exhibit "C". *£i 
66 --.-nsSii 
67 Each party shall pay or cause co be paid all production, severance, excise, gathering and other tans imposed uponorwithttespec 

68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. : " J : \ J . 

69 %tJ?f< 
.:* tires *f»n-W* MM* * 
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ARTICLE VTI 
ranrinucri 

G. Insurance: 

At all times wmie operations ire conducted hereunder. Operator snail comply with tht workmen's compensation U 
-.he state wnere tne operations are oeing conouctea: orovioed. however, mat Operator may be a seii-insurer lor liability under said 
pensaiia* laws in wnich event tne oniv cnarge mat snail be maoe to tne loint account snail be as provided in Exhibit "C". Operator 
iisocarw or Drovtde insurance lor tr.e Der.ent 01 ir.e loint account ot tne oarties as outlined in Exhibit " 0 " . attacned to and made: 
-.ereot. Ooerator snail reouire au contractors engaged in worx on or tor tr.e Contract Area to comply witn the worxmen's compens-
...w oi ene state wnere tne ooerauons ire oeing conouctea ana to maintain sucn other insurance as Operator may require. 

In tbe event auiomooiie pumic liability insurance is specu'ied in saia Exhibit " D " . or subsequently receives the approval c 
parties, sn direct cnarge snail be maae ov Operator lor premiums paia ior sucn insurance lor Operator s ajtomonve equipment 

ARTICLE V I I I . 

j ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 

A. Susaender ot Leases: 

The leases covered bv this agreement, insoiar as they emorace acreage in the Contract Area, shall not be surrendered in '• 

cr in paslunless all oarties consent tncreto. 

However, should any partv desire to surrender its interest in any lease or in any portion thereot. and the other parties dc 
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty ot title, ail ol its intere 
such lease.'or portion thereot. and any well, material and equipment which may be located thereon and any nghts in produ< 
thereatteriecured. to the parties not consenting to such surrender. If i iu inmui ui mc ujiaiiiiia pun u ui uwwwew^ii m i gi 
IL ILJI . Ili—Jjiuiuii, UUIII Ji mil L i iL j i i mm uunu iu mi m i ni pn I mi i 1! mi l l ill n. mm i l l 'mil in 

mm mi mr mimm tn. tin « mo , .i . . . . . i .ni l i i i ln imr ir min i r ii.niinrn I n i p I n li " 

'.un iy !• 1111 MIL igwwwuwuu i.i LIU iu i" i u " Upon sucn assignment or lease, the assigning pany shall be relieved fror 
: ^ligations xnereaitcr accruing, nut not tnerctotore accrued, with respect to the interest assignea or leased and the operauon of any 
» attributable thereto, and the assigning party snail have no further interest in the assigned or leased premises and its equipment and 

' auction ocaer than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay ti 
• i party assignor or lessor the reasonaole salvage value ot the latter 's interest in any welis and equipment attributable to the assigned or 

ed acreage. The value of ail material shall be determined in accordance with the provisions of Exhibit "C". less the estimated cc 
>.t salvaging and the estimated cost oi plugging and abandoning. II the assignment or lease is in favor of more than one party, the im 
\ i shall be stared by such panics in the proportions that the interest of each bears to the total interest of all such parties. 
IS 
ni Any assignment, lease or surrender made under this provision shall not reduce or change the assignor 's, lessor 's or surrende 
V" pany's interest as it was immediately betore the assignment, lease or surrender in the balance ot the Contract Area: and the ao 
•8 assigned, leased or surrendered, and subsequent operations thereon, shail not thereafter be subject to the terms and provisions ot 
V) agreement. 

..rt 
, I Renewal or Extension of Leases: 

i I f anvtiarty secures a renewal oi any oil and gas lease subicct to this agreement, all other parties shall lie notified promptly, 
-,-t shall have eke right for a penod ol thirty i irti davs following receipt of such notice in which to elect to pantcipiie in the ownership 01 
<5 renewal leer, insofar as sucn lease affects lands within the Contract Area, by paying to the party who acquired it their several proper 

ponionate jgures of the acquisition cost allocated to that pan of such lease within the Contract Area, which shall be in proportion tc 

,* interests held at that nme by the parties in the Contraa Area. 
iS 
.9 If sorae. but less than all. of the panies elect to participate in the purchase of a renewal lease, it shall be owned by the pa: 
'0 who elect raxaruopate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract / 
' 1 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal le 
52 Any renevat lease in which less than ati panics elect to participate shall not be subjecl to this agreement. 
5? 
54 Each Barry who participates in the purchase of a renewal lease shall be given an assignment of its proportionate intereat the. 
55 l<y the acqiaring pany. 
56 

V The pnpmiuna of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring U 
53 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taker 
59 contracted tar within six (6) months after the expiration oi the existing lease shall be subject to this provision: but any lease taken-or c 
hO tracted for racre than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject 
M the provision of this agreement. 
)2 

• ' i The provisions in this Article shall also be applicable to extensions of oil and gas leases. 

ii> C. Acreage or Cash Contnbutions: —.. 

66 • 

6* While BBS agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any ou 
•>« operation on the Contract Area, such contriouuon shall be paid to the party who conducted the drilling or other operation andtshall 
o-i applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the cr 

tribuuon is rode shall prompdy tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the owoyrnc 
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ARTICLE M i l 
continued 

said Drilling Parties snared the cost 01 drilling the weii. Such acreage snaii become a separate Contraa Area and. JB the extent possible, 
ijoverned by provisions identical to this agreement. Each party snail oromptiy notu'y all other parties of any acreage or cash contnbuuc 
u may obtain in support oi any weil or any other operation on tne Contract Area. The above provisions shall also be applicable to . 
uonai rights to earn acreage outside the Contract Area wnich are m suoport ot a weil drilled inside the Contraa Area. 

It any party contracts lor any consiaeration relating to disposition ot sucn party's share of substances produced hereunder, st 
consideration snail not oe dcemea a ccntrioution as contempiateo in tr.is Article VIII.C. 

D. Maintenance of Uniform Interest: 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

61 
62 

63 
-\ 
65 
66 
67 

68 

69 
70 

Every such sale, encumbrance, transier or other disposition made by any party shall be made expressly subjea to this agreerr. 
and shall be made without prejudice to tr.e right of the other parties. 

If, at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its cSscretion, r 
require such co-owners to appoint a slngie trustee or agent with full authority to receive notices, approve expenditures, receive billings 
and approve and pay such party 's share oi the joint expenses, and to deal generally with, and with power to bind, the co-owners of si 
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 all contracts or agreements tor the disposition of their respective shares of the oil and gas produced from the Cone 
Area and they shall have tne right to receive, separately, payment of the sale proceeds thereof. 

E. Waiver of Rights to Partition: 

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

r, Ht.fwi 

ii umu ucjiiu iu jui uli ui II I I nun ui iu iniLiuu uiiiiu tiiij LLiLLiuuiir̂ iH<T^Tener«TiBrmTerestrBf*tB^g 
Area. ill7nTt̂ ii«iii|u|yMiiii' written notice to the other panies. with full information concerning its proposed all || luaii Im hull 
name and address of meprĉ pTmwfiĵ ircniser (who must be ready, willing and able to r""***^1 lin mi |iim and ail other ter 
of the offer. The other parties shall then luve*aTrii|iiiiJjnajprior right, for a pcfinil nf u n 1.1 nj nyi after receipt of the notice, to purch 
on the same terms and conditions the Interest which lin IHTII li'i i j l l i i|iiiscs to sell; and, if this optional right is exercised, the purer 
ing panics shail share the purchased intcrestinjheTJroponions that the inn n iTTrf i nil l i ini l i i the total interest of all purchasing \ 
tics. However, there shatMJjr̂ jwnireTerentiai right to purchase in those cases where any |Hii» ml In i in ||iini|H||i its interests, or 
dispriseonBiMeresiTbymerrjer, reorganization, consolidation, or sale of ail or substantially all of its assets to i nil mi II Jl t m mil in cc 

" ) ' J l 1 1 ••••••-•••lin.• HI • ! "11111 m i n i < u . . . . K i l l ! ,. in i i i i i i u n . I y m III • l l l l j l l i l j l l l l l l 

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 assooat 
(or profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are sevt 
and not joint or collective, or that this agreement and operauons hereunder shall not constitute a partnership, if, for federal income 
purposes, this agreement and the operauons hereunder are regarded as a partnership, each party hereby affected elects to be exduc 
from the application of all of the provisions of Subchapter "K", Chapter 1,Subdue "A" , of the Internal Revenue Code of 1954, asp 
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to 
ccute on behalf of each pany 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 specifically, but not by way of '""'"rk»i. all of the returns, ttantnrr 
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give hint 
evidence of this election, each such pany shail execute such documents and furnish such other evidence as may be require f̂by t 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or tike jjnv olf­
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thtfajontr. 
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K", ^gter 
Subtitle "A", of the Internal Revenue Code of 1954. under which an eieaion similar to that provided by Section 761 of meGjdetsp 
muted, each party hereby affected shall make such election as may be permitted or required by such laws, in malting the foregwjg el 
tion. each such pany states that the income derived by such pany from operations hereunder can be adequately determined i 
computation of partnership taxable income. 
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ARTICLE X. 

: CLAIMS AND LAWSUITS 

Ooerator mav settle anv single uninsured tnird Dartv damage claim or suit arising trom operations nereunder if the expenoit'. 
-jesnotexceeo_ ten thousanc ana no/100 _rj 0 i ; 
; 1 0 . 0 0 0 . 0 0 a t j lt- t n e oavment is in comoiete settlement oi sucn claim or suit, if the amount required tor settlement 
-ueus tne aDove amount, tne oarties nereto snaii assume ana lane over tne turtner nandiing ot the claim or suit, unless sucn authonf 
..cieeatea to Ooerator. AU costs ano expenses ot nanaling. settling, or otnerwise discharging sucn daim or suit shaU be at the joint 
rense ot tne rarties particioating in tne oDeration irom wnich the claim or sun arises. If a claim is made against any party or ii any part 
Hied on account oi anv matter arising trom operations nereunoer over wnich sucn individual has no control because of the rights gi 
Operator oy tnis agreement, sucn party snail immediately noiny all otner parties, ana the claim or suit shall be treated as any other ct' 

- r sun involving operauons nereunder. 

ARTICLE X I . 

FORCE MAJEURE 

If any party is rendered unable, wholly or in part, by torce nuteure to carry out its obligations under this agreement, other f 
ihc obligation to make money payments, mat partv shail give to aii other parties prompt written notice ot the torce maieure v 
rcasonanlv luii particulars concerning it: tnereupon. tne ooligations oi tne partv giving the notice, so far as they are aliened bv the ft 

; manure, shall be suspended during, out no lunger man. tne continuance ot the torce maieure. The affected party shall use id reason: 
21 diligence to remove the torce maieure situation as quickly as practicame. 

2' Till' requirement that any lurcc maieure shail be remedied with all feasonjbie dispatch shall not require the settlement ot stn 
2 ; Uickouts. ur other labor difficulty by the party involved, contrary to us wishes: how ail such difficulties shall be handled shall be enrr 
25 uiinin the discretion ot tne party concerned. 

-* The term torce maieure". .is here employed, shall mean an j i t oi Cud. strike, lockout, or other industrial disturbance, ac 
>• -he public enemy, war. Blockade, public riot, lightning, ure. storm, iicoa. explosion, governmentai action, governmental delay, restr. 

or inaction, unavailability oi equipment, anu any otner cause, whether ot the kind specuically enumerated above or otherwise, tvhic 
•0 not reasonaoiv within the cuntrol of the party claiming suspension. 
M 
32 ARTICLE X I I . 

NOTICES 
34 

>5 All notices authorized or required between inc parties and required by any of the provisions of this agreement, unless other* 
;<> specifically provided, shall be given in wnting by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressee 
.37 the parties io whom the nouce is given at the addresses listed on Exhibit " A " . The originating notice given under any provision be: 
IS shall be deemed given only when received by the party to whom such notice ts directed, and the time for such party to give any notice 
V) response thereto shall run from the date the onginaung notice is received. The second or any responsive notice shall be deemed gi' 
M) when deposited in the mad or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each pa 
, | shall have the nght to change its address at any time, and from time to time, by giving written notice thereof to ail other partse 
42 

ARTICLE X I I I . 
1 1 TERM OF AGREEMENT 
45 
if, This agreement shall remain in lull force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for 
',: period of time selected below: provided, however, no party hereto shall ever be construed as having any right. title or interest in or to 
*S lease or oil and gas interest contributed by any other party beyond the term of this agreement. 
49 
50 — Option No. I : So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any j 
51 of the Contraa Area, whether by production, extension, renewal or otherwise. 
52 
53 3 Option No. 2: In the event the well described in Article VI A., or any subsequent well drilled under any provision of i 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such wel: 
55 wells produce, or are capable of production, and for an additional period of 90 days from crnarion of all production: prowc 
56 however, if. prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworiting. deep 
57 ing. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until audi ope 
5ft tions have been completed and if production results therefrom, this agreement shail continue in force as provided herein. In the event 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, snd no other weil is producing, or capa 
00 of producing oil and/or gas trom the Contraa Area, this agreement shall terminate unless drilling, deepening, plugging back or rewo 
61 ing operanons are commenced within 90 days from the date of abandonment of said well. 
(.2 . 
6 ' I ' ' s agreea. however, that the tcrmtnauon oi this agreement shall not relieve any parry hereto from any liability which i 
64 accrued or attacned prior to the date of such termination. 
(-5 
66 
67 
6S 

T - *%i 
70 • m » . J « » L 
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45 
46 

L ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
< A. Laws. Regulations and Orders: 

This agreement snail be suoiect to me conservation uws ot tne state in svnich the Contract Area is located, to tne valid rule 
'ctmiauons. ana oraers ol anv uuiv constituted reguiatorv ooav ot saiu state: ana to ail other applicable federal, state, and local Uws. c 

.3 Jinances. rules, regulations, anu orders. 
9 

10 B. Governing Law: 
II 
I - This agreement and all matters pertaining hereto, including, but not limned to. matters ol pertormance. non-pa fur mance. breac 
13 remedies, procedures, nghts. duties and interpretation or construction, snail be governed and determined by the law ot the state tn whu 
14 the Contract Area is located. 11 uII_ Ciuiuuu mm u in mu " IIIUII jimu. un. mn ui im inn I M — a a M a B a a a a a w 
15 -•- L1j T 

16 
17 C. Regulatory Agencies: 
13 
19 Nothing herein contained shall grant, or be construed to grant. Ooerator the nght or authoritv to waive or release anv righ 
20 privileges, or obligations wnich Non-Operators m3v have under tederai or state laws or under rules, regulations or orders promuUta-
21 tinder such laws in reference to oii. gas and mineral operations, including the location, operation, or production ot weUs. on tracts otfc 
221 ting or adiacent to the Contract Area. 
23 
24 With respect to operauons hereunder. Non-Operators agree co release Operator trom any and ail losses. •!-•"«•— injuries, dai 
25 and causes ot action arising out oi. incident to or resulting directly or indirectly irom Operator s uiterpretauoQ or appfacation ot ru. 
26 rulings, regulations or orders ol the Department ot Energy or predecessor or successor agencies to the extent such interpretation or 
27 plication was made in good taith. Each Non-Operator turther agrees to reimburse Operator tor any amounts applicable to such N 
23 Operator's share oi production chat Operator mav oe reauired to refund, rebate or pay as a result ot such an incorrect interpretation 
29 application, together with ineerest and penalties thereon owing by Operator as a result oi such incorrect mteiuietauon or appikati 
30 
31 Non-Operators authorize Operator co prepare and submit such documents as may be required to be siitanitted to the purcfc 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements ot the ' Crude Od Windfall Profit Tax. 
33 of 1990". as same may be amended from time to time ("Act"\ and any valid regulations or rules which may be issued by the Trees 
34 Depaiuneut from time to ume pursuant to said Aa. Each party hereto agrees to furnish any and aU cerancstagna or other Worma-
33 which is required to be furnished by said Aa in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 
40 A. Failure ot any party lo execute this agreement ahall not reader it rocifisaivo aa to aiiy party wtiica dcaaexacaklMaiaBina. ifcoaear 

this Mcreement arc executed, the signaturei and acicnowledamena ot the parties, as •ftnrnd thcreao. may bt i "ntfiinili by Operator at • 
lit—il mil iii mi nTn i thrill pnrpnini ai a lingln innrmnrnt Thhaaii iniiim rim eiirr tin unfViri IIJI aa|aieaiaiaiaii—I lafmiiag I 

42 i arbor" whii Ii iliall liam mn inTut nf rhi original •niicmnni anrl nf adopting hy n fiiiinirii allnfthn (amiimiii lamaiai umiimal 
43 
44 B. Tlnrithiwiiiiiiiij an ihing in ihr rniitran in 'rirlit '"TT" nr'"IP" th- -\tr -Jpmrhirtin« fiiiin a mill mliiiib nil iiiiimaana 

shaU be deemed to have rehnrnrithrd to consenting parties in any revvorteratt, drj-rmmna, piugtiai back or • ""'r***'*1l of a walk (aa sue 
•mrfufi—rf mrul nm~i i . Artirto VT B 1 Mil Amrl« VTT f l 1 1 -hall ha Ihe « » j < » « « n i l j p»rrw-r . h . f . . » ppwWfl^ fr-^n » > mt* 
inaanals of the farnumoa or fbrmauons from which producuon ia obtained or increased as a noun of the "| irr-ini in which the now 

47 r̂ naaning parties did not participate In thr nvnnr a inhnrnicint nptirahnn ii jinipiiirrl mr mrh anil liy mm ia nine Kmaailiiii |anm 
48 mama; of all costs and pmaliim leuivcianie trom the rehnquiaaed interest ĉ ncm-oonwiiinna, party m said inianau CM- tceniaiBiQ. aoo-
4a unsealing party shall be enmled lo participate therem to the extent of its interest prior ID reuuimaiuneat. 

C . > l"*«^th«««~^-^ . - y t t . m 7 m a m i ^ A h~rri~mhn*m « • * . m - T m r y . n n ^ M t n w » l ~ » — Tairifd SI S B 

31 initial well lo be dnlled or recotnnieted hereunder. The non-con icnting penalty piuviaiona of Articla VI.B ja. aad b. ahall be appucab 
52 that ioc purposes of calculating payout on the initiai wed, if it ia a New Mexico fruitland Coal watt, and only if tha "300H" figure on 
)3 and 22 cl Article VI.B^b. ihall be replaced with the figures 256H*. The penalty figure ahall read *200H* if u isaCokiraoo Fruraari 
j4 waM. AO other weds m bodi noes remam at "300%". 

" 0. WoewTthstanomg anything to the contrary contained within Articla VHXB- each party (conmbuuiia party) uxiuTOaong a laaaa or 
36 (ortfbsal lease) to this agreement shall have the opaon. but not the obuganou. at any time pnor *> and fat sixty (60) daya after the axp 
37 the ertgraal lease lo renew tuca ieaje and to tloae bear the cost and expense theneat and thorvoy mamtam tfa nzut, title aad aimaa m 
jg (Xtmtan-vs>ie&m<teor\ipBi\nimw*\ibc renewal thereof. If mora thaa one pany owns aa aaaraat m tbaOfifaai laaaa. tbacotior 

herds shall inure to the benest of sach parties joinery and severalty. If my parry hr mm nriim llian ilw niimiliiiian IMIIJ (IIIUII wtiig n 
reaewa the leaae at any ttme. the renewing party shall furnish the nntititia^ r--~ «« «t«—«f rfy. w»i ~—r -~A 
incarrad in acquiring such renewai lease. Tl iiilinliiiij |inlj ilull hail mil) (rfl) ilij i ilin llm mi api nl'imili iajniisil mintai 

61 iciinuurac the renewmg party tn fuU. If the rxmtnbutaut party makes such reimourseinent. it shaM recar»ad ftom tbe nieawiug paltj a-
62 iiiifniiiriiL sul̂ ectmtfaisagrecaicm. of all right title and intereat in and to the renewal lease. If Ibecnuuioutaigpaatyenlia) l cue mi 
ga lease as its expense, or fully reimburses me renewing party, the parties' interests hereunder in the Contract Area shall remam laacaaaa 
. , mntmropng party exercises neither of rhe options provided above tt shall thereby forfeit its nght tinder this Articla XV.D„ as to sach. 

lease and the renewal lease shail ttereatter be subject to all the terms and conditions of Article VU.B. hereof. This Article XV.D:." she 
63 ui like manner to extensions of leases. -~~* 
66 . -^'.^1 
67 E. This Operating Agreement shall supersede and replace any previous Operating Agrcjcmenu ajovatiuug thti depths covarad aa-lfcaC 

Area shown on the Exhibit "A". :~ t ° '. 

6 9 F. TheTiuidaudaud Pictuiud Qliflj runnuuuuJ will Lu uuaiud aa• dual wutl uuul jutll Uiiftiliii runiiaia.ilai naaaaji'aa^aa 
7 0 dm uauiauuiu ait wiiiuiiuajul all fuiuiu UUJU aiwwaaaajaâ w*JBajaaaajaaaaajw^̂  

•uuiaiiaaiuu 11lala Oluiuufllu» Maaiaa iliaalauane. 

-14-



A.A.P.L FORM 610 • MODEL FORM OPERATING AGREEMENT • 1982 

3 
9 

LO 
11 

ARTICLE XVI. 
MISCELLANEOUS 

This agreement snail be bmding upon and snail inure to the bene-it oi the parties hereto and to their respective heirs, devisr 
'.egal representauves. successors and assigns. 

This instrument may oe executes in any numoer ot counterparts, eacn oi which shall be considered an original for ail purpo: 

IN WITNESS WHEREOF, this agreement snail be effective as ot 17 day of TTiT.V 19—25. 

OPERATOR 

MERIDIAN OIL INC. 

13 
19 
:o 
: i 
->-> 
23 
24 
23 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

ROBERT T. KENNEDY, ATTORNEY-IN-FA( 

NON-OPERATORS 

MERIDIAN OIL PRODUCTION INC. 

ROBERT T. KENNEDY, ATTORNEY-IN-FACT 

RAMCO-NYL 1987 LIMITED PARTNERSHIP 

yd 

BY: 

RB OPERATING COMPANY 

BY: 

HOOPER, KIMBALL & WILLIAMS, INC. 

BY: 

IBEX PARTNERSHIP 

BY: 

PC,LTD. 

BY: 

MABEL REED, TRUSTEE OF THE WARREN CLARK TRUST 

BY: 

CAROLYN CLARK OATMAN 

BY: 

MABEL REED AND W.W. OATMAN, CO-TRUSTEE j 

OF THE WARREN CLARK TETAHENTARY TRUST |><«—~—•—>-• 

BY: 
•IJ-



EXHIBIT " A " 

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

I. LANDS SUBJECT TO OPERATING AGREEMENT: 

Township 25 North. Range 3 West 

Section 22: E/2 

Containing 320.00 acres more or less, located in Rio Arriba County, New Mexico 

II. RESTRICTIONS. IF ANY. AS TO DEPTHS OR FORMATIONS: 

Limited in depth as to the Mesaverde formation only. 

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

Meridian Oil Inc. 
c/o Land Department 
P.O. Box 4289 
Farmington, New Mexico 87499-4289 

OPERATOR 

WORKING INTEREST OWNERS 

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

RB Operating Company 
Two Warren Place, Suite 1700, 
6120 South Yale 
Tulsa, OK 74136 

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

IBEX Partnership, Ltd. 
P.O. Box 911 
Breckenridge, TX 76424-0911 

PC, Ltd. 
P.O. Box 911 
Breckenridge, TX 76424 

Warren Clark 
c/o Mabel Reed, Trustee 
P.O. Box 1846 
Austin, TX 78767 

Warren Clark 
c/o Mabel Reed & W. W. Oatman, Co-Trustees 
P.O. Box 1846 
Austin, TX 78767 

Carolyn Clark Oatman 
P.O. Box 1846 
Austin, TX 78767 

Ramco-NYL 1987 Limited Partnership 
5100 Skelly Dr., Suite 650 
Tulsa, OK 74135-6549 

50.000000% 

0.16666% 

16.66666% 

7.80437% 

7.80437% 

0.40690% 

0.21362% 

0.43742% 

16.500000% 
Total 100.00000% 

ARCO HILL #1 
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of Petroteuffl Accountant* 
Soeiotiei 

E X H I B I T C 
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ACCOUNTING PROCEDURE 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

loint Property" shall mean the real and personal property subject to the asreemeru to which this Accounting Procec 
is attached. 
" loint Operations'' shall mean all operations necessary nr proper for the development, operation, protection and mai 
nance of the Joint Property. 
"•loint 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-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First l̂ evel Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervi 
•if other employees and; or contract labor directly employed on che Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other pr< 
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 personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manu; 
most recently recommended by the Council 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 expendi; 
lease or facility, and ail charges and credits summarized by appropriate classifications of investment and expense ex 
that items of Controllable Material and unusual charges and credits shall be separately identified and fully describe 
detail. 

.'{. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance i 
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) days after receipt. If payment is not r 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect » 

Comerce Bank. Houston, TXn the first day of the month in which delinquency occurs plus 1% or the maxii 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, which 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amoui 

4. Adjustments 

Payment of any such bills shail 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 following the end of any such calendar • 
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes clai 
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same preset 
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Control 
Material as provided for in Section V. 

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

A. A Non-Operator, upon notice in writing to Operator ana ail other N'on-Operators. shall have the right to audit 0 
lor's accounts ana recoras relating to the joint Account for anv caienaar '.'ear within the twentv-tour iZi) r 
period following tne ena of sucn calendar vear: provided, however, tne maxinar or an audit .shall not extend tht 
for the taKintr oi wntten exceotion to ana tne aaiustments or accounts as provided for in Parairrapn 4 of this S 
i. Where tnere are two or more Non-Operators, the Non-operators snail mtiKe even* reasnnauie effort to com 
oint auait in a manner wnich wiil result m a minimum ot inconvenience to tne Ooerator. Operator snail bear r 
'ion ot the Non-Ooerators auait cost incurrea under tr.is paragraph unless agreed to by :he Operator. The 
shall not be conouctea more tnan once eacn vear without prior approval of Operator, except upon the resignat 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit 

B. Tha Operator shall repiy in writing to an audit report within ISO days after receipt of such report. 

IS. Approval By Non-Operators 

Where an approval or other agreement of the Parries or Non-Operators is expressiv required under other sections 
Accounting Procedure ana if the agreement to wnich this Accounting Procedure is attached contains no contrary pre 
in regard thereto. Operator shail notify all Non-Operators of the Operator s proposal, and the agreement or appr 
a majority tn interest of the Non-Operators shail be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy f 
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaet 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

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

3. Labor 

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

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

(3) Salaries and wages of Technical Employees 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 et 
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 allowances paid to en 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . 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 chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage SSF 
is used, the rate shall be based on the Operator's cost experience. 

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Pi 
3A of this Section I I . 

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retireme 
purchase, thrift bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to 
Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not to exceed the percent ma 
ly recommended by the Council of Petroleum Accountants Societies. 

5. 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 transferred to the Joint Property as may be required for immediate use and is reasonably 
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

6. Transportation 

Transportation of employees 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 warehouse or other properties, no charge shall 
to the Joint Account for a distance greater than the distance from the nearest reliable suppiy store where like 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
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B. [f surplus Material is moved to Operator s warenouse or otner storage point, no charge shall be made to the Jo 
count for a distance rrreater than tne distance to the nearest reliable suppiy store where ike material is nc 
available, or railway receiving point nearest tne Joint Property uniess agreed to by the Parties. No charge s 
maae to the Joint Account tor moving Material to otner properties belonging to Operator, unless agreed to 
Parties. 

In the application oi suboaragrapns A ana B above, tne option to equalize or cnanre actual trucking cost is ai 
"•'hen tne actual charge is S400 or less excmaine accessorial cnarees. The S4O0 will be aaiusted to the amou: 
recently recommended bv the Council of Petroleum Accountants societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Pa: 
10 of Section II and Paragraph i. ii. and iii. of Section III. The cost of professional consultant services and contr 
• ices of technical personnel directiy engaged on tne Joint Property if such charges are excluded from the overnea 
The cost of professional consultant services or contract services of technical personnel not directly engaged on t 
Property shall not ne chargea to the Joint Account uniess previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

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

twelve percent I _ L 2 _ _ 1 J ) 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. Operator may elect to use average commercial rates prevailing in the 
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates publishe 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgerr 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of out; 
neya shall be made unless previously agreed to by the Parties. All other legal expense is considered to be cover 
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 1. P 
3. 

11. 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 valuations 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 interesu 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations 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 Com pens 
or Employers Liability under the respective state's laws. Operator may, at its election, include the risk und 
insurance program and in that event. Operator shall include a charge at Operator's cost not to exceed manual 

13. Abandonment and Reclamation 

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

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems servin 
Property are Operator owned, charges co the Joint Account shali be made as provided in Paragraph 8 of this 

15. 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 Operator in the necessary and proper conduct r 
Operations. 
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I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 

i. As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge drillin 
and producing operations on either: 

I 1 *Fixed Rate Basis. Paragraph IA. or 
I ) Percentage Basis. Paragraph IB 
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salarii 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragrap 
3A. Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffi 
accounting or matters before or involving governmental agencies shail be considered as included in the overhead rat 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by t l 
Parties as a direct charge to the Joint Account. 

ii . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant servic 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shail be covered by the overhead rates, or 
(x^shall not be covered by the overhead rates. 

ii i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant servic 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed 
the operation of the Joint Property: 

( ) shall be covered by the overhead rates, or 
^F1) shall not be covered by the overhead rates. 

A. 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 less than a full month) 

452.41 

Producing Well Rate $ * 

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

(a) Drilling Well Rate 
(1) Charges for drilling wells 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 released, 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 f i f t 
(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 t 
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 govt 
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 c 
pleted on any well. This one-well charge shall be made whether or not the well 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 allowable, 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 it 
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 Statu 
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: 
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(a) Development 

Percent ( of the cost of development of the Joint Property exclusive of costs pr 

under Paraerapn IU of Section i i and ail salvage credits. 

ih) Operating 

Percent t f.i of the cost of operating tne Joint Property exclusive of costs providec 
Paragrapns z and 10 of Section i i . all salvage credits, the value of injected substances purchased for sec 
recovery and all taxes and assessments which are ievied. assessed and paid upon the mineral interest 
to the Joint Property. 

121 Application of Overhead - Percentage Basis shail be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I . devei 
shall include ail costs in connection with drilling, reuniting, deepening, or any remedial operations on an 
wells involving the use of drilling ng ana crew capaole of drilling to the producing interval on the Joir. 
eny: also, preliminary expenditures necessarv m preparation for drilling and expenditures incurred in abar 
when the weil is not completed as a proaucer. and original cost of construction or installation of fixed asi 
expansion of fixed assets and anv other project clearlv discernible as a fixed asset, except Major Constru 
defined in Paragraph 2 oi this Section i l l . All other costs shail be considered as operating. 

Z. Overhead - 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 clearty discernible as a fixed asset required for the development and operatic 
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge t. 
Account for overhead based on the following rates for any Major Construction project in excess of S 2 5 • 0 0 u 

A 1 % of first $100,000 or total cost if less, plus 

B. 2 % of costs in excess of $100,000 but less than il.000.000. plus 
2 

C. % of costs in excess of $1,000,000. 

Total cost shall 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 l i f t equipment 
excluded. 

3. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single 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 equivalent 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 I % of total costs through $100,000: plus 
3 

B % of total costs in excess of $100,000 but less than £1.000.000: plus 
2 

C % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhe 
sions of this Section i l l shall apply. 

4. Amendment of Rates 

The overhead rates provided for in this Section I I I may be amended from time to time only 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 DISPOSITIOr 

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 shall provide all Material 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/r 
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 disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Pa 

1. Purchases 

Material purchased shall 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. 

2. 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, shall be priced on the following basis exclusive of cash discounts: 
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A. New Material (Condition Ai 

i l ) Tubular Goods Other tnan Line Pipe 

ia) Tubular goods, sized 2:!'. inches OD ana iarger. except une pipe, shall be priced at Eastern mill publish 
carload base prices eirective as oi date oi movement DIUS transportation cost using tne eO.000 pouna carle 
•veignt basis to tne raiivvav receiving point nearest tne Joint Property tor which puciishea rail rates 
tubular gooas exist. If the 80.000 pouna raii rate is not offered, tne 70.000 pouna or 90.000 pouna rail r: 
mav be usea. Freight charges for tuoing wiii be calculated from Lorain. Ohio and casing from Youngsiov 
Ohio. 

For grades which are speciai to one mill only, prices shall be computed at the mill base of that mill plus tra 
portation cost from tnat miil to the railway receiving point nearest the Joint Property as provided above 
Paragrapn 2.A.(l)(a). For transportation cost from points other than Eastern mills, the .10.000 pouna Oil Fi 
Haulers Association interstate trucK rate shall be used. 

Speciai end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Housi 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate 
the railway receiving point nearest tne Joint Property. 

Macaroni tubing isize less than 2!'. inch OD) shall be priced at the lowest published oui:-of-stock prices f. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per we' 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a| Line pipe movements (except size 24 inch OD and larger with wails V, inch and oven 30.000 pounds or rt 
shall be priced under provisions of tubular goods pricing in Paragraph A.UXa) as provided above. Fre 
charges shail be calculated from Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and oven less than 30.000 pot 
shall be priced at Eastern mill publishea carioad base prices effective as of date of shipment, plus 20 pert 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in P 
graph A.(lKa) as provided above. Freight charges shail be calculated from Lorain. Ohio. 

(c) Line pipe 24 inch OD and over and V, inch wall and larger shail be priced f.o.b. the point of manufac 
at current new published prices plus transportation cost to the railway receiving point nearest the «; 
Property. 

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

(3) Other Material 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. 

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or poi 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Prop 
Unused new tubulars will be priced as provided above in Paragraph 2 A d ) and (2). 

B. Good Used Material (Condition B) 

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

(1) 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 origi 
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 Material was orig: 
charged to the Joint Account as used Material. 

(3) Material 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, if any. shall be absorbed by the transferring property. 

C. Other Used Material 

(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 shail be charged to the receiving property, provided Condition C value plus cost of reconditii 
does not exceed Condition B value. 
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(2) Condition D 

Material, excluding junk, no longer suitable for its original Durpose. but usable for some other purpose sh; 
priced on a basis commensurate with its use. Operator mav dispose of Condition D Material under procei 
normaiiv usea by Operator without prior approvai of Non-Operators. 

iai Casing, tubing, or drill pipe used as line pipe snail be priced as Grade A and B seamiess line pipe of 
parable size ana weight. Used casing, tuoing or anil pipe utilized as line pipe shai) be priced at use< 
pipe prices. 

Ib) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil 
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods 
be priced on a non upset basis. 

13) Condition E 

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

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the F 
Such price should resuit in the Joint Account being cnarged with the value ot the service rendered by such Mr. 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25?) per hi 
weight on all tubular goods movements, in lieu of actual loading or unloading 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 overhead rates in Section I I I . Paragraph 1.A13). Each ye 
rate calculated shail be rounded to the nearest cent and shall be the rate in effect until the first day of Api 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes c 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the r< 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable 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 all or part of his share of such Material suitable 
and acceptable to Operator. 

4. Warranty of Material Furnished By Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall 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 Controllable Material. 

1. Periodic Inventories. Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Writb 
of intention to take inventory shail be given by Operator at least thirty (30) days before any inventory is fo begi 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at i 
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting 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 Act 
overages and shortages, but Operator shall be held accountable only for shortages due to lack of reasonable dil 

3. Special Inventories 

Speciai inventories may be taken whenever there is any sale, change of interest or change of Operator in the Joint 
It shail be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of inter 
place, in such cases, both the seiier and the purchaser shall be governed by such inventory. Ir cases involving 
of Operator, all Parties shall be governed by such inventory. 

4. Expense of Conducting Inventories 

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

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

EXHIBIT "D" 

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

INSURANCE 

To protect against liability, 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 rrmiimum 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 

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/ 
Property Damage Liability 

Comprehensive Automobile Lia­
bility including coverage of 
Owned and Non-Owned Automobiles 
and Hired Car coverage 

Combined Single Limit 
Per occurrence of $1,000,000 

Bodily Injury Liability/ 
Property Damage Liability 

Combined Single Limit 
Per occurrence of $1,000,000 
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Exhibit "D" continued 
Page 2 of 3 

c. Control of Well including Clean­
up, Containment, Seepage, Pollu­
tion, Contamination, and Redrilling 
Expense (This coverage is maintained 
for the term of the agreement.) 

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

EXAMPLE: A Non-Operator owning a 30% 
working interest in the Joint 
Account properties is required 
to carry a rrunimum of 30% x 
$5,000,000 or $1,500,000 
Control of Well coverage, but 
a 4% Working Interest Owner is 
required to carry a minimum of 
$1,000,000 coverage. 

Note: 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 deterinined 
by Operator and available to 
all Non-Operators upon request. 

d. I f Aircraft, including helicopters, Combined Single Limit 
are used in operations, include Per occurrence of $5,000,000 
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) Hull and Machinery 
Insurance to the market value 
ofthe vessel or $1,000,000, 
whichever is greater, on the 
American Institute Hull Clause 
(June 2,1977) form or its 
equivalent 

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 insuran.ee 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 obtained 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 unless 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 felling within the 
deductible, or which exceed insurable limits, or which are otherwise not covered by insurance will be 
expenses ofthe 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 all 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 I 
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. 

(b) "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 rnillion 
(1,000,000) Btu's. 

(c) "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 or 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. 

(f) "Make-up Gas" refers to that incremental volume of Gas, up to but not exceeding 
forty percent (40%) ofthe 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 Imbalance. 

(g) "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. 

(i) "Operator" refers to the Operator under the terms ofthe Operating Agreement. 

0) "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. 

(1) 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. 

(o) "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 femiriine. 

ARTICLE I I 
Scone 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 WeU, 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 HI 
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 
Ownership 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 entided 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. I f 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. 

ARCO HJLL #1 

-2-



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 all 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 

(c) 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) If there 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 TV 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 
â iministering 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 shall 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 WeU. The Operator 
wiU furnish each party quarterly a report showing the total Mcf of gas produced from each WeU, 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 aU Parties in each Well at the end of each month during such quarter. In the event 
that production from each WeU is not separately measured, then the Operator will allocate production to 
each WeU 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 shaU 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 shaU 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 ofthe 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 (ii) 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 shall 
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 settlements (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 furnishes 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 ofthe stock. 
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ARTICLE VA 
Costs and Ownership of Liquids 

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 entided 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 V m 
Indemnity 

Each Party hereby indemnifies and agrees to hold the other Parties harmless from all claims which 
may be asserted by any third party arising out ofthe operation of this Agreement and the performance of 
the mdemnifying 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 result of any such claim. 

ARTICLE IX 
Pavment 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 shall 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. 
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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. 

I. EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During the performance of this contract, the Operator agrees as follows: 

(1) 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 compensation; and selection for training mcluding 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. 

(2) 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. 

(3) 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 ofthe notice on conspicuous places available to employees and 
applicants for employment. 

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

(5) 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. 

(6) 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. 

(7) 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-1) 
promulgated 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. 

n. CERTIFICATION OF NON-SEGREGATED FACILITIES 

(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 mamtaining or providing segregated facilities for its employees 
or permitting its employees to perform their services at any location under its control where 
segregated facilities are maintained is a violation ofthe 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 ofthe 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. 

IU. OCCUPATIONAL SAFETY AND HEALTH ACT 

Operator will observe and comply with all safety and health standards promulgated 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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IV. 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 

(1) 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 contraa 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 ofthe 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. 

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

V. CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS 

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: 

(1) 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. 

(2) Prompt written notification shall 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. 

(3) Subcontractor shall comply with all requirements of Section 114 of the Clean Air Act (42 
U.S.C. Sec. 1857) and Section 308 ofthe 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. 

(4) 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. 15.4 & 5. 

-3-

ARCO HILL #1 


