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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between _ Richardson QOperating_Company .
_ hereinadter designated  nnd

referred to as **Operator”, and the signatory party or patties other than Operator, somctimes hicteinafier referred o individuatly herein

as "“Non-Operator™”, and collectively as “*Non-Operntors'”,
WITNESSETH:

WHEREAS, the partics to this agreement arc owners of oil and gas leases and/or o1l and gas interests in the land identified in
Exhibit **A"’, and the partics hereto have reached an agreenent to explore and develop these leases and/or oil and gas interests for the

production of oil and gas to the extent and as hereinnfter provided,
NOW, THEREFORE, it is agreed as {ollows:

ARTICLE L.
DEFINITIONS

As used in (his agreement, the following words and terms shall have the meanings here ascribed 1o them:

A The term “oil and gas™ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to Himit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease’, “lease’ amd “leaschold”” shall mean the oil and gas leases covering tracts of land
tying within the Contract Area which are owned by the parties to this agreement.

C. The term *‘oil and gas interests’ shall meun unteased fee and mineral interests in tracts of lund lying within the

Contrnct Aren which are owned by parties to this agreement.,
. Thederm Contract Aven” shindbienn nll of the lunds, ofl nnd pos lensehaold interests nnd ofl and gos interests intended 1o be

developed and operated for oif and gis pucposes ander this agrecment. Such lands, oif and gas lcaschold interests and oil and gas interests
are described in Exhibit A",

E. The tenm drilling unit” shall mean the area lixed lor the ditlling of one well by order or rule of any state or
federat bady having authority . If a deilling unit is not {ixed by any such rale or order, a diilling unit shall be the diilliag unit as establish-
¢d by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

.o The termy ““drillsite’” shall mean the oil and gas lease or interest on which a proposed well is to be located.

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

H. The terms **Non-Drilling Party’” and “*Non-Consenting Party”™ shafl mean a party who elects not to participate

in a proposed operation,

Unless the context otherwise clearly indicates, words used in the singular fuclude the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLI 11,
EXHIBITS

The following exhibits, as indicated below and attached hiereto, are incorporated in and made o part hereof:
M AL Exhibit A", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fructional interests of parties o this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreenient,
(5) Addresses of partics for notice purposes.
(I B—Exhibi—++B*-Fornrof-tease.
4 C. Exhibit "*C"’, Accounting Procedure.
(X . Exhibit *'D’", Insurance.
b OE. Exhibit “E™ Gas Balancing Agreement.
8 F. Exhibit “F") Non-Discriminmion and Certification of Non-Segregited Facilities,
I} 6—FaxhibttG 5 —Fr-Partnership.
If any provision of any exhibit, except Exhibits “E and “G™, is inconsistent with any provision conlained in the body

of this agrecment, the pravisions in the body of his agreement shall prevail.
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ARTICLE HI.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

Il any party owas an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hercof ns if it were covered by the form of oil and gas lease attached hereto us Exhibit '3, and the owner thereof

sitall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Ualess changed by other provisions, all costs and labilities incurred in operntions under this agreement shall be borne and
puid, nnd alf equipment and nwterindy acquited in operions on the Contrnct Asen shadl be owned | by the paities as their Inlerests me set

forth in Exhibit “*A*", In the same manner, the partics shalt also own all production of oil and gas from the Contract Area subject to the

payment of royalties to the extent of___one eighbth_(1L/8) ___ _ which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and pgas interest(s) hereto on which royalty is due and
payable, cach party entitled to reccive a share of production of oil and gas from the Contract Arca shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of ils interest in such production, the royalty smount stipulated hereinnbove and shall hold the
other partics free from any liability therefor. No party shall ever be sesponsible, however, on a price basis higher than the price reccived
by such party, to any other party’s lessor or royalty owaer, and il any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price Lasis, the party contributing the affected lease shall bear the additional royalty burden attributable

to such higher price.

Nothing contained in this Article LB, shall be decined an assignment o cross assignment ol interests covered hereby.
C. Excess Royalties, Overriding Royalties nnd Other Payments;

Unless changed by other provisions, if the interest of any patty in any lease covered hereby is subject to any royalty,
overriding royalty, production paymieat or otlier busden on production in excess of the amount stipulated in Article HELB., such pasty so
burdened shall assume and nlone bear all such excess obligations and shall indemnify and hold the other panties hereto harmless from any

and all claims and demands for payment asserted by owners ol such excess burden.

D. Subsequently Crented Interests:

11 any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, orif sucha burden cxisted.prior o this-agresment-oand-is-not-set-forth-inExhibit-“ A or
was notdisclosed inwriting o all otier partics prior to-the exceution of this-agrecment by all partics -oris-nota-jointhyracknowledged-and
aceepled-obligation-of-all-paties (any such interest being hereinafter referred 1o as *‘subsequently created interest’” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred

10 as “burdencd party'’), and:

I If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a purtion
of its working interest and/or the production stiributable thereto, said other party, or parties, shall receive snid assign-
ment and/or production free and clear of said subsequently created interest nnd the burdened party shall indemnify and
save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the

subsequently created interest; and,

2. If the burdened party fuils to pay, when due, its shure of expenses chargeable hereunder, all provisions of Article VILB,
shall be enforceable against the subsequently created interest in the same manner as they are enforceable against the working

interest of the burdened party.

ARTICLE IV,
TITLES

A. Tite Examinntion;

Title examinion shall be made on the deillsite of any proposed well prios to commencement of drilling opetations ar, il
the Drilling Parties so request, (itle examination shall be made on the leases and/or oil und gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
rtoyalty and production payments under the applicable leases. At the time a well is proposed, cachi party contibuting leases and/or oil and
gas interests 1o the drillsite, or 1o be included in such drilling unit, shall furnish to Operator alt abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. Al suclinformation not in the possession
of or made available 1o Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause title to be examined by attorneys on its staff or by outside altorneys. copies of all title opinions shall be furnished to each party

hereto, The cost incurred by Operator in this title program shall be borne as follows:

(1 Option Nu. 12 Costs incuned by Operitor in procaring absteacts and title examination (including preliminary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit "' C*",

and shall not be a direct charge, whether performed by Operator’s staff attorneys or by outside attorneys.
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ARTICLE [V

continued

B Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preiiminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Purtics
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A"". Operator shall make no charge for services rendered by its stafl attorneys or other personnel in the performance of the above

functions.

Each party shatl be responsible lor securing curative matter and pooling amendments or agrecments required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsibie for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings belore governmental agencices for the securing of spacing or pooling orders.

This shall not prevent any party from appearing on its own behalf at any such heariog.

No well shall be drilled on the Contract Arca until alter (1) the title to the deillsite or deilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or titde has been accepted by nll of the partics who are (o par-

ticipate in the drilling of the well.
B. Loss of Ttle:

L. Foibuee of Fitler Showld any oit snd gus interest or lewse, o dnterest therein, e Jost throopgh feiluee of titke, which loss

results ina redoction of interest from that shown on Exhibit A" the party contributing, the alfected lease or interest shall have
ninety (90) days from Gnal determination of title failure to acquire a new fease or other instrument curing the entirety of the title
failure, which acquisition will not be subject to Article VIR, and failing 1o do so, this agseement, nevertheless, shall continne
in force as to all remaining oil and gas leases and interests: and,

(1) The party whose oit and gas lease or interest is affected by the ttle Taiture shaldl bear adone the entite Joss and it shall not be
entitled to recaver from Operator or the other parties any development or operating costs which it may have theretofore paid or incuired,
but there shatl be no additional liability on its part to the other patties hercto by reason of such title failure;

(b) There shall be no retroactive adjustment ol expenses incurred or revenues received from the operation of the interest
which has been lost, but the interests of the partics shall be revised on an acreage basis, as of the time it is determined finally that
title failure has occwrred, so that the intecest of the panty whose lease or interest is affected by the title failure will thereafter be
reduced in the Contract Arca by the amount of the interest lost;

(c) I the proportionate intecest of the other pasties herceto inany producing well ticretofore diilled on the Contract Arca is
increased by reason of the title failure, the party whose tille has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for untecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined (o be the owner of any interest in the title which has
fuiled, pay in any manncr any part of the cost ol operation, development, or equipiient, such amount shall be paid to the party or puities
who bore the cost which are so refunded;

(¢) Any Hability to account to a third party for prior production of oil and gas which arises by reason of title failuce shail be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

(1Y No charge shall be made to the joint account for fepal expenses, fees or salaries, in connection with the defense of the interest
cluiined by any puty hereto, it heing the intention ol the puatics hereto that ench shall detend tide 1 its interest und hear all expensces in

connection therewith.

2. Loss by Non-Payment or Erroncous Payment of Amount Due: It, through mistake or oversight, any rental, shut-in well

payment, mininwum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monctary liubili(y ngainst the party who futled 1o make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within nincty (90) days from the discovery of the Tailure to make proper payment,
which acquisition will not be subject to Article VIIL R, the interests of the parties shall be revised on an acreage basis, effective as ol the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Cantriact Arca on account ol ownership of the lease or interest which has tenminated. In the event the party who failed ta make the
required payment shall not have been fully reimbursed, at the time of the toss, from the proceeds of the sale of oil and gas attributable 1o
the lostinterest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimpursed for unrecovered actuaf costs theretofore paid by it (but not for its shate of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the foltowing as is necessary to effect reimbursement:

() Proceeds of oil and gas, less operating expenses, theretolore acerued to the credit of the Jost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the Jost interest on an acreage basis, of that pottion of
oil und gas thereafter praduced and marketed (excluding production from any wells therenfter diifled) which, in the absence of such lease
termination, would be attributable to the lost interest on ancacreage basis, up o the amount of unrecovered costs, the proceeds of said
portion of the oil and gas 10 be contributed by the othier parties in proportion to their respective interests: and,

{¢) Any monies, up to the wmount of unrecovered costs, that may be paid by any party whao is, or becomes, the owner
of the interest lost, for the privilege of participating in the Contract Area or becoming a party to this agrecment.

3 Other Losses: Al fosses incurred, other than those set fortdh in Arteles IV T and 1V.20 above, shall be joint fosses
und shall be borne by all partics in proportion to their interests. There shall be no readjustnient ol interests in the remaining portion of
the Contract Arca.
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ARCTTICLE V.
OrERATOR

A. Dedtpantion nnd Weaponstbilites of Operntor:

 RICHARDSON_OPERATING _COMPANY o s e Shall e the

Operator of the Conteact Area, and shall conduoct and dicceCund have Tull conteot of all operntions on the Conteact Aren as perniitted aod
requited by, nud within the linits of this agreament. 10shall conduct all such operations in n good and workmandike manner, but it shall
liave o linbility as Operaton 1o the other pattics tor tosues sustained o linbilities incvired, except such ns iy result biom pross

neplipence o willful misconduct.
1. Heslpnntion or Removal of Operntor nad Selectlon of Suceessor:

L. Resipnation or Removal of Operator: Opetator may resipn sy tie hy giving wiittcn notice thereol to Non Operntors,

If Operator terminntes its legal existence, no lonper owns wninterest hereunder hiethe Contioet Aven, ar ia no longer eapable of

sciving us Operator, Opetatar shall be deemed to have cesipgned without uny netion by Now-Operatons, except the selection of n
successor, Operator nmy he removed il it Tails o reluses to ey ool its duties hereunder, o beeomies insolvent, bankoupt o is
placed in receivership, by the affivmative vote ol wo (2) or wiore Non Operators owning o nijority interest based on ownetship
as showiton Exhibit A" temaining alter excluding the voting interest of Opcintor. Suchresipnation oo temoval shall not become
clfective until 7:00 o’clock AM.on the lisstday of the calendar wonth following the expitation of ninety (90) days after the giving
of notice of tesignation by Operatos or action by the Moo Opeiatons o remove Opemntor, unless n svceessor Operator s been
sclected and nssumes the dutics of Opector al an caddicr date, Operntor, alter clfective date af resignation or temoval, shinll be
bound by the terms hereol as a Non-Operator. A chanpe of a carparate namie or stiucture of Operator or tansfer of Operator's

interest to any single subsidimty, parent or successor corporation shindl vot be the basis for removal of Opeintor.

2. Sclection of Successor Operator: Upon the sesipontion or temoval of Operntor, nosucceasor Operor thalf be sclected by
the pattics. The successar Opeantar shall be selected fram the paatics vwniog wiinterest in the Contract Acen nt the thine such successur
Opetatan is sclected. The suceessor Opentor shall be selected by the atlimative vote of two (2) or more partics owing manajoiity ioterest
based o owneeship as shown on Exhibit A" provided, however, it nn Operator which hins been retnoved fails to vole or votes only to
succeed itsell, the successor Opartor shall be selected by the aftinmative vote of tvo (2) on ore partics owning n njority inlerest based

on ownership as shown on FExhibic A" remaining alicr excluding the voting interest ol the Operator that was cemoved.

C. Employees:

The nuntber of cmplayces vsed by Opciator in conducting operations hereunder, thein sclection, mnd the howrs al lnbar nnd the

compensation for services petformed shall be determined by Operntor, nnd all such cmployces shall be the cimployces of Qpeintor.

D. Deltling Centrncls:

Al wells diilled on the Contract Area shadl be drilled on o competitive contract basis at the usual tates prevailing in the
neea. IOt so desires, Opeintor may cinploy its own tools and equipment in the drilling ol wells, but its churges therefor shall not
exceed the prevaiting rates in the arca and the tate ol such chages shall be ngiced upoun by the puties i writing before diilling
operations are conmenced, and sucho work shall be pedfoumed by Operatar under Uic smne terms and conditions as ate customary

and usunl in the atea in contiacts of independent contiactars who are doing work of n glmilar nntne.

ARTICLE VI
DRILLING AND DEVELOPMENT

A Inlthd Yell:

¥
On or before lhc____lSL day of May, 2001 , Opestor shall commence the diilling of
a well for oil and gas at the following, location: b upon approvil of Application for Permit to Drill, subject to rig availability

Township 29 North, Range 14 West, NMPM
Section 9: NE/ANFE/4
San Juan County, New Mexico

and shall therealter continue the diilling of the well with duc dilipence to

1o test the Fruitland Coal and Pictured Cliffs formations

unless gianite or other practically impenctiable substance or condition inthe hole, whicl tenders further drilling impaactical, is en-

countered nt w tesser depth, o unless all parties apeee to complete vi abandon the well wtn lesser depth.

Opeiator shall make tensonable tests of ol Toomatons encoumtered during diilling which pive indication of containing oil and
gas i quantitics sufficient o test, unless this aprecment shall be limited duits application wo a specific formation or formations, i which

event Operator shall be requited o test anly the fonmation or formations to which this agiccment may apply.
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ARTICLE VI

continued

If, in Opertor’s judgment, the well will not produce oil or gas in paying quantivies, and it wishes 10 pliug and abandon the

well us i dry hole, the provisions of Article VEE E. shall therealter apply.

B. Subscquent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other thun the well provided
for in Article VLA, nE ;u rework, decpen or phig huck n dry hole drilled at the joint expense of all parties or a well jointly owned by all

the purties nnd not theags: sing-in paying quanitities, the posty desirving (o deill, tewaork, deepen or plug bick such w well shall give the

other parties written notice of the proposed operation, specilying the work to be performed, the location, proposed depih, objective forma-
tion und the estimnled cost of the operation. The partics receiving such o notice shall have thirty (30) days after seceipt of the notice
within which to notify the party wishing to do the work wlhether they clect to paiticipate in the cost of the proposed operation. 1w drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period
shall be fimited 1o forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice
to reply within the period abave fixed shalf constitute an election by that party nol 1o participate in the cost of the proposed operation.

Any notice or response given by telephone shall be promptly confirmed in writing..

*Lhen capable of producing

If all partics eleet to particiapte in such a proposed operation, Operator shall, witlun ninety (%) days alter expiration of the notice
period of thirty (30) duys (or as promptly as passible after the expirntion of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), nctually commence the proposed operntion and complete it with due diligence nt the risk nnd expense of all pai-
tics hereto; provided, however, said commencement date may be extended upon written notice of snme by Operator to the other parties,
for a petiod of up to thirty (30) additional days if, in the sofe opinion of Operator, such additional time is teasonubly necessary to obtain
permits from governmental awthoritics, surface rights (including rights-ol-way) or appropriate drilling equipment, or to complete
title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Anti-
cle X1, if the actual operation has not been commenced within the time provided (including any extension thereof as specifically
pecmitted herein) and if any party hereto still desires to conduct said operation, written notice proposing same must be resubimnitted

to the other parties in accordance with the pravisions hereof ns il no prior proposal had been made.

2. Operations by Less than Al Parties: Ifany party receiving such notice as provided in Article VLB or VIED L (Option

No. 2) efects not to participate in the proposed operation, then, in order to be entitled to the benaelits of this Article, the party or patties
giving the notice and such other parties as shall elect to participate in the operation shalf, within ninety (90) days afier the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty cight (48) hour period when a dritling
rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall
perform all work for the account of the Consenting Partics; provided, however, if no drilling rig or other equipment is on location,
and if Operator is 8 Non-Consenting Party, the Consenting Purties shall cither: () request Operator to perform the work required
by such proposed operation for the account of the Consenting Partics, or (b) designate one (1) of the Consenting Parties as Operator
to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant to this Article VL.B.2., shull

comply with all terms and conditions of this agreement.

{f tess than all partics approve any proposed operation, the proposing party . immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
fexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party ol its desire to (a)
limit participation to such party’s interest as shown on Exhibit ""A’" or (b) carry its propottionate part of Non-Consenting Parties’
interests, and failure o advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location,
the time penmitied for such i response shall not exceed a total of forty-cight (18) hours (nclusive of Saturday, Sunday aod fegal
hedidays). The proposing pusty, al its clection, may withdruw such proposal il there is insufficient participation and shalt promptly

notily all pattics of such decision.

The entire costand risk ol conducting such operations shall be borne by the Consenting Parties in the proportions they have
clected o bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
aperutions free and clear of all licns and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
11 such an operation resulls in a dry hote, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cont, risk and expense. 1 any well drilled, reworked, deepened or plugged back under the pravisions of this Article results in a pro-

ducer of oil and/or gas in paying guantitics, the Consenting Pities shall complete and equip the well to praduce at their sole cost and risk,
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ARTICLE VI

continued

and the well shall then be turned over to Operntor and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging buck of any such well by Consenting Partles
in accordance with the provisions of this Article, each Non-Consenting Purty shall be deemed to have relinquished to Consenting Parties,
and the Consenting Partics shall own and be entitled to receive, in proportion 1o their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (afier deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article 111 D. payable out of or mensured by the production from such well nccruing with respect Lo such interest

until it reverts) shall equal the total of the following:

(1) 100% of cach such Non-Consenting Party ‘s share ol the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not linited to, stock tanks, scparators, treaters, pumping cquipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the welt conuencing with first production nnd continuing until ench such Non-
Consceuting Purty's relinquished interest shndl revert (o it under other provisions of this Article, it being ngreed that cach Non-
Consenting Party's share of such costs and equipinent will be that interest whicl would have been chiargeable to such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

(L) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and
campleting, after deducting any cash contributions received under Acticle VIILC., and__30(-% of that portion of the cost of
newly acquired equipment in the well (o and including the wellhead connections), which would have been chargeable to such Non-

Consenting Party if it had participated therein.

An clection not to participate in the drilling or the deepening of o well shill be deemed an election not to participate in any re-
working or plugging back operation proposed in such n well, or portion thereof, to which the initial Non-Consent election applied
thut is conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account.
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
tion of said well and there shall be ndded to the sums to be recouped by the Consenting Partics one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeable to such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the

provisions of this Article VL. shall be applicable ns between said Consenting Parties in said well.

During the period of time Consenting Pautics are cotitled 1o receive Non Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of 1l production, severance, excise, gatheting and other
taxes, und all royalty, overriding royalty and other burdens applicable to Non:- Consenting Party's share of production not excepted

by Article LD,

In the case of any reworking, plugging back or deeper drilling operntion, the Consenting Parties shall be permitted to use, free
of cost, nll casing, tubing and other equipment in the weil, but the ownership of all such equipment shall remnin unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for nll such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) duys after the completion of any operation under this Article, the parly conducting the operations for the
Consenting Parties shall furnish cach Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in licu of an itemized statement ol such costs of aperation, may submit a detailed statement of monthly bill-
ings. Eachimonth thereafier, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilitics in-
curred in the operation of the well together with o stutement of the quantity of oil and gas produced from it and the amount of procceds
readized Trom the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry nccepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized {rom the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as

abuve provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.

6
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ARTICLE VI

continued

If and when the Consenting Pasties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from sad alter such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Paity shall be charged with and shall pay its proportionate part of the further
costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such

well conforms 1o the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have 1o application whatsoever to the drifling of the initial well deseribed in Articte VILAL
except (a) as 1o Article VIL.D. 1. (Option No. 2), if sclected, or (b) ns to the reworking, decpening and plugging buck of such initial well
after it hus been drilled to the depth specified in Article VILALif it shall thereafter prove o be a dry hole or, if initinlly completed for pro-
duction, ceases to predues in paying quantitics.

be capable of producing

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as pact of the drilling or decpen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Partics pursuant 1o the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
cuch Consenting Party’s interest as shown an Exhibit **A”" bears to the total interest as shown on Exhibit **A*" of all Consenting Par-

ties.

4. Sidetracking: Except us hercinafter provided, those provisions of this agreement applicable to a **deepening’” operation shall
atso be upplicable 1o any proposal to directionally control and intentionally deviate o well fiom ventical so as to change the bottom hole
location (herein called *’sidetracking’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficultics. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shalf, upon efecting to participate, tender to the well bote owners its proportionate share (cqual
to its interest in the sidetracking operation) of the value of that portion of the existing well bore 1o be utilized as follows:

(a) Il the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) I the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
safvable materials and equipment down to the depth at which the sidetracking operation is initiated, detecmined in accordance with the
provisions of Exhibit **C", less e 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 period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sundity and legal holidays; provided, however, any party may request
and receive up to cight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by
time incurred during such extended response period. If more than one party elects to take such additional time to respond to the natice,
standby costs shall be alfocuted between the parties taking additional time 1o respond on a day-to-day basis in the proportion each electing

party’s interest as shown on Exhibit “*A™" bears 1o the total interest as shown on Exhibit ©“A’" of all the electing parties. In all other in-

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Ench party shall tuke in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Aren,
exclusive of production which may be uscd in development and producing operations and in preparing and treating oil and gas for
markeling putposes and production unavoidubly lost. Any extra expendituie incurred in the taking in kind or separate disposition by any
party of its proportionite share of the production shall be borne by such party. Anypary-tiking-its-share-of-producton-in-ldnd-shatl-be

7
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ARTICLE VI

continued

uuluitmi 10 pay. foc anly its propertionnte shoace of suwech poet af Operntor's surfnce fucilities wdvich-it uges,

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VILI, shall be entitled to receive payment ditectly fromn the purchaser thereof for

its share of all production,

L the event any paty shall fal 10 make the anvangements neeessany 1o take in kind or separately dispose ol ils proportionate shise
of the oil produced from the Contract Area, Operntor shall have the 1ight, subject lo the reyocation at will by the party owning it, but not
the (lhllbt\(l()ll to purchnsc suchi il or sell it to others at any tine and [rom thine lo time, forthe-account-olthe-nontalang-pacty-withe
ian. Any such purchise or sule by Operator shall be subject always to the right of the
owner of the producli(m (o excreise at nny time its right to take in kind, or sepantely dispose of, its shure of all oil not previously
delivered to a purchaser. Any purchase or snle by Operntor of uny other party’s shiare of ail shall be only for such rensonable periods of
time as are consistent with the minimum needs of the industry under the particular citcumstances, but in no event for n period in excess
of one (1) yenr. ¥ and shall account 1o such purty Tor the actual net proceeds received tor such production, il sold, or the
current market price i purchased by Operator.

In the event one o1 more pasties” sepatate disposttion ol its shine of the pas causes split-stream deliveries to separate pipelines
and/or deliveries which on u dny-to-day basis for n;\y reason are not exactly equal to a pirty’s respective proportionate share of totnl gas
sales 1o be allocated to it the balancing or accounting batween the respective accounts of the padties shall be in accordance with any

gis baluacing agrecment between the patics hereto, whether such nnngreement is attached as Bxiibit “'1° ) or s noseparate agreement.

D. Access to Comtract Aren npnd Informatlon:

Each patty shall have access to the Contract Arca at nll reasonable times, ot its sole cost and risk to inspect or observe operuations,
nid shall have nccess at rensonable times to information pedainiog to the development or operation theteof, including Operator’s books
and records relating thereto. Operator, upon sequest, shadl furnish cacli of the other purties with copies of all forms or reports filed with
governmental agencies, daily deitling reports, well logs, fank tables, daily gauge and run tickets and repoits of stock on hand at the
first of cach month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Avea. The
cost of gathering and furnishing information to Non Operator, other than that specificd above, shalt be charged to the Non-Operator

that tequests the infornmtion.
. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened prrsuant to Atticle VIB 2., any well which has been
diilled or deepened under the terms of this agreement and is proposed (o be completed ns a dey hole shall not be plugged and abnndoned
without the consent of all parties. Should Operntor | aftes diligent elfort, be unable to contact any puity, or should nny purty il to ceply
within forty -eight (1) hoves (exclusive of Sntueduy, Sundiy und legal hotidoys) afier receipt of notice of the propoand to plug andd abundon
such well, such party shatl be deemed to have consented 1o the propased abandonment. All such wells shall be plugged and nbandoned
in accordance with applicable regulations and at the cost, 1isk and expense ol the pinties who pacticipated in the cost of diilling or deepen-
ing such well. Any party who objects to plogging and abandoning such well shall have the tight to take over the well and conduct further

operations in search of oil and/or gas subject ta the provisions of Article V1.3,

2. Abandomment of Welly that have Produced: Except for any well in which a Non Cansent operation has been conducted
hereunder for which the Consenting Parties have not been fully teimbursed as herein provided, any wefl which has been completed
as & producer shall not be plugged and abandoned without the cansent of alt purties. 11 ull parties consent to such abandonment, the well
shall be plugged and abandoned b accordance with applicable regulations and at the cost, risk nnd expense of all the parties hereto. If,
within thitty (30) dnys after reccipt of notice of the proposcd nbandonment of auy well, all puatics do not agree to the abandonment of such
well, thuse wishing o coutinue its operation from the interval(s) of the formation(s) then apen to praduction shall tender to ench of the
other partics its propottionate shace of the value of the well’s salvibile materinl and equipment, determined in accordunce with the provi-
sions of Exhibit **C"", less the eslinmted cost ol salvaging and the estimated cost of plugging and abandoning. Lach abandoning
party shall assipn the non abandoning parties, without warranty, express or implied, as to title or s 0 quantity, or fitness for use
ol the equipment and inaterial, all of its interest in the well and related equipment, together with its interest in the leaschold estale as to,
but unly as to, the intesval o1 intervids of the fomation or fonmations then open to production. I the interest of the abandoning party
is ar includes an otl and gas interest, such party shall exceute and dediver to the non abandoning party or parties an oil and gas Jease,
tinited to the interval or intervals of the tormation or formations then open o production, for @ term of one (1) year and so long therealter

as ol and/ar gas is praduced Tram the interval o intervals of the formtion or formations covered thereby, sachlease ta be on the fotm

altached as Taxdubit
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ARTICLE VI
continued

D', The assignments or leases so lunbted shall encompnss the “drilling v’ vpon which the well is located. The
payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage
of participation in the Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There

shall be no readjustment of interests in the remaining portion of the Contract Arca.

Thercalter, abandoning partics shall have no further responsibility, Hability, or interest in the operation of or production fiom
the well in the interval or intervals then open other than the royabtics retined in nny lense mnde imder the terms of this Asticle. Upon re-
quest, Operntor shall continue to operate the assigned well for the nccount of the non-ubandoning prties at the rates and charges con-
templated by this agreement, plus nny ndditional cost and canrges which miny arise as the result of the sepatate ownership of the nssigned
well. Upon proposed abandonment of the producing interval(s) nssigned or fensed, 1he nssignor or leasor shall then have the option to
repmchase its prior Interest in the well (using the smme valuation fonmuln) and participate in funther epermtions therein subject to the pro-

visions hercof.

between Consenting Parties in the event of the proposed abandonment of any well excepted from said Aiticles; provided, however, no
. .

well shall be permanently plugped and abandoned unless and untl all parties having the vight to conduct further operations therein have
been notified of the proposed abandonment and afforded the appartunity to elect to take over the well inaccordance with the provisions

of this Article V1L,

ARTICLE VI
EXPENDITURES AND LIABILITY QF PARTIES

A. Liabifity of Partles:

The lability of the patics shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shull be liable only for its proportionate share of the costs of developing nnd operating the Contract Area. Accordingly, the liens granted
nmong the partics in Article VILB. are given to secute only the debts of each severadly . It is not the intention of the parties to create, nor

shall this agreement be construed as ereating, a miining or other partnership or association, or to render the partics liable as partners.
1. Llens and Payment Defnulis:

Each Non Operator grants to Operator i tien upon its ol and gas rights in the Conleact Atea, and a sceurity interest in its share
of il and/Zoe pas when extracted und ics interest in all cquipiment, (o secace pryment of it shie of expense, together with interest thercon
al the rate provided in Lxhibit 7" C™' . 'To the extent that Operator has a security intetest under the Uniform Comunercial Code of the
state, Operatar shall be entitfed 1o exercise the rights and remedics of a secured pinty under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be decmed an election of temedies or otherwise alfect the licn
rights or sccurity interest as secutity lor the payment thereol. Inaddition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to colieet from the purchaser the proceeds from
the sake of such Non-Operator’s sline of oil and/or gas until the smount owed by such Noa-Operator, plus interest, has been paid. Each
parchaser shatl be entitled 1o rely upon Operator's wrilten statement concerning the amount ol any default, Operator grants a like lien

and security interest to the Non-Operators (o secure payment of Operator’s proportionate share of expense.

If any paity fails or is unable to pay its shace of expense within sixty (60) diys alter rendition of a statement therefor by
Opetator, the non-defaulting pastics, including Operator, shall, upon tequest by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such paaties. Each party so paying its shace of the unpaid amount shall, to obtain

rcimbursement thereofl, be subrogated to the security rights deseribed in the foregoing paragraph,
C. Payments und Accounting:

Excepl as herein otherwise specilically provided, Operator shall promplily pay and discharge expenses incnrred in the develop-
ment and operation of the Contract Area pursuant to this agrecment and shall charpe each of the parties hereto witltheir tespective pra-
portionate shares upon the expense basis provided in Exhibit 7C". Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Opernton, atits clection, shatl bnve the vight Gromtime o tine o demand and receive lrom the other paaties payment io advance
ol therr peapective shaces of the estinted amount of the expense to be incurred i opeations hereunder during the next succeeding
month, which right may be exercised onty by submission to each such patty ol an itemized statement of such estinted expense, together
with an invoice for its share thereol. Bach such statement and invoice for the payment in advance of estimated expense shall be subinitted
an or before thie 20th day of the next preceding month. Eacl party shall pay o Operator its propottionate share of such estimate within
fifteen (15) duys after such estimate and invoice is teceived, Iany paity fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit “C™ untif paid. Proper adjustment shall be made monthly between advances and actual ex-

pense to the end that cach party shall bear and pay its proportionate share ol actual expenses incuried, and no more.
D. Limitution of Expenditures:

1. Dl or Deepen: Without the consent of all paties, no well shall be deilled or deepened, except any well drilled or deepened

purswust o the pravisions of Adticle VILB.2. of this agreerment. Conseat to the diilling ar decpening shall include:
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ARTICLE VII
contlnued

bV Option No, 1: All necessary expenditures for the dritling or deepening, testing, completing nnd equipping of the well, including

nceessary tnnknge and/or surfuce facilitics.

(1 Option No. 2: All necessary expenditures for the dritling or deepening and testing of the welf. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
1o the Non-Operators who have the right to pinticipate in the completion costs. The partics receiving such notice shall have forty-cight
(48) hours (exclusive of Suturday, Sunday and legal holidays) in whichi to elect to pasticipate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent 1o all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilitics. Failure of any party receiving such notice to reply within the period above fixed shali
constitute nn clection by that party not 1o participate in the cost of the completion sttempt, If one or more, but less than all of the parties,
clect 1o set pipe and to attempt a comipletion, the provisions of Article VILB.2. hereof (the phrase “'reworking, deepening or plugging

buck™ ns contained in Article VI.B.2. shadf be deemed 1o include *“completing ) shall spply to the operations thercaller conducted by fess

than all partics.

2. Rework or Plug Back: Without the consent of all parties, no well shall be rewarked or plugged back except a well reworked or

plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent torthe rewarking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all partics, Operator shalf not undertake any single project reasonably estimated
to require an expenditure in excess of bwenty-=five Lhousandllars (5_25,000.00 )

except in connection with a well, the drifling, rewarking, deepening, completing, recompleting, or plugging back of which has been

previausly suthorized by or pursunnt to this ngrecment; provided, however, that, in case of explosion, fire, flood or other sudden
enmiergency, whether of the stme or ditferent nniure, Operator may tnke such steps and incur such exprenses ns inits opinton wre required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shatl furnish any Non-Operator so requesting

an information copy thereof for any single project costing in excess of _fifteen thousand

Dotars ($__15,.000.00 ) but less than the amount first set forth above in this paragraph.
.. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this ngreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the sumce lease to this agreement, such partics may designate one of such parties 10 make said pnyments for and on
behall of all such partics. Any party miay request, and shall be entitled to receive, proper evidence of aft such payments. In the event of
failure to make proper payment of any rental, shut-in well paynient or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion ol a shut-in gas well, or the shutiing in or retuen to production
of a producing gas well, ut least five (5) days (exchuding Satuday, Sanday and Tegal holiday), or at the carliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of tailure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make thuely payments of any shut-in well payment
shail be borne jointly by the parties hereto under the provisions of Article 1V.13.3.

1. naxes:

Beginning with the hest calendar year after the effective date hereofl, Operator shall render for ad valoren taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
beeome delinguent. Prior to the rendition date, each Non-Operitor shall furnish Opertor infosmation as o burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and pas interests contributed by such Non-
Operator. If the assessed valuation of any feaschold estate is reduced by reason of its being subject to outstanding excess royaltics, over-
riding royaltics or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as 1o reflect the benefit of such reduc-
tion. I the ad vidorem tuaxes are based in whole or in part apon separate valuations of cach party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties bereto in accordance with the tax
vilue generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of alf tax payments

in the maoner provided in Lixhibit ©C™,

H Operator considers any tax assessment improper, Operator may, at ils discretion, protest within the time and manner
prescribed by Law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of adiministrative or judicial proceedings, Operator sy clect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shadl have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by

themy, as provided in Exhibit ©*C™.

Each party shadl pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with

respect o the production or handling ol such patty’s share of oil and/or gas prodoced under the teans of this agrecment.

10
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ARTICLIE Vi1

contlnued
(. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workimen’s compensation Jaw of
the state where the operations are being conducted; provided, however, that Operator may be a sell-insurer for liability under said com-
pensation laws in which event the only chinge that shafl be made to the joint nccount shall be ns provided in Exhibit **C*". Operator shall
also carry or provide insurance for the benefit of the joint account of the parties ns outlined in Exhibit "D, attuched to and made n part
hereof. Operatar shall require all contractors engnged in work on or lor the Contract Area to comply with the workmen’s compensation

law of the state where the operntions are being conducted and to maintuin such other insurnnce as Operator may require,

In the event automobile liability insurance is specilicd in said Exhibit “'D*" | or subscquently reccives the approval of the

patties, no direct charge shall be made by Operator for premimus paid for such insurance for Operatar's automotive equipment,

ARTICLE V1.
ACQUISITION, MAINTENANCE OR TRANSFER.OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embiace nereage in the Contract Area, shall not be surrendered in whole

or in part unless all partics consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion theseof, nnd the other parties do not
ngree or consent thereto, the purty desiring to surrender shall nsaign, without express or implicd warrnnty of title, il of ts interest In
such dease, or partion thereo!f, wnd any well, muterinl nnd equipment which mny be focuted thereon und any righty in production
thereafter secured, (o the pattics not consenting o such surrender. H the interest of the assigning party is ar includes an oil and gas in-
terest, the assigning party shall exceute nnd deliver to the party or pacties not consenting to such surrender an oil and gas lense covering
stch oil and gas interest for aterm ol ooe (1) yewr and so Jong therealter as ofl and/or gas is produced from the land covered thereby, such
lease ta be on the form attached heceto as Bxhibit "B Upon such assignment or lease, the assigning party shall be relieved from all
obligations therealter accruing, but nottheretafore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning patty shall have no further interest in the assigned or leased premises aad its cquipment and pro-
duction other than the royalties retained in any lease inade vnder the terms of this Article. The party assignee or lessee shall pay to the
parly assignor or lessor the reasonable salvage valve of the Jatter’s interest in any wells and equipment attributable to the assigned or leas-

ed acreage. ‘The value of all material shall be determined in accordance with the provisions ol Exhibit **C'" | less the estimaied cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or Jease is in favor of more than one paity, the inlerest

shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or suriendering
parly's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Aren; and the ncreage

assigned, leased or suriendered, nnd subsequent operations thereon, shall not therealter be subject to the terms and provisions of this

agreement.
1. Renewal or Extension of Lenses:

Il any paity sccures a renewal of any oil and gas lease subject to this agreement, all other partics shall be notified promptly . and
shndl hnve the right for o period of ity (30} days following reecipt of such notice in which to eleet to participate in the ownership of the
rencwal lease, insolar as snch lease ulleets Jands within the Cantract Aren, by paying 1o the party who sequired it their several proper pra-
portionate shires ol the acquisition cost allocated to that part of such lease within the Contiact Area, which shall be in propottion to the

interests held at that time by the parties in the Contract Avca.

If somie, but less than all, of the paities elect to participate in the purchase ol a renewal lease, it shall be owned by the parties
who elect to participate therein, ina ratio based upon the relationship of their réspective percentage of participation in the Contract Area
o e aggregate of the percentages of padicipation in the Contract Area ol all patties participating in the purchase of such renewal jease.

Any renewal lease in which less than all parties elect to participate shall nol be subject to this agreement.

Each party wha participates i the purchase of a renewal lease shall be given an assigiment of its proportionate interest therein

by the acquiring paty.

The provisions of this Adticle shall apply 1o renewal leases whether they me for the entire interest covered by the expiring lease
or cover only a portion of its area or an intetest therein. Any rencwal lease taken before the expitation of its predecessor lease, or taken or
contracted for within six (6) months alter the expiration of the existing lease shall be subject to this provision; but any lease taken ar con-
tracted for more than six (6) months alier the expiration ol an existing lease shall not be deemed arenewal tease and shall not be subject o

the provision of this agreement,

The provisions in this Auticle shall also be applicable to extensions of oil and pas leases.
C. Acrenge or Cash Contributions:

While this npreement is in force, it any party continets for ncontribution ol cash towards the diilting ol o well or any ather
operition on the Contract Aten, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applicd by it against the cost of such drilling or other operation. 1 the contribution be in the form of acreage, the party to whom the con-

tribution is made shall proniptly tender an assignment of the acreage, without warranty of title, 10 the Drilling Parties in the proportions

t



10
1
12
(R
1
IS
16
17
18
19
20
21
22
22
24
25
26
27
28
29
30
3
32
33
34
35
36
17
38
19
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54

56
57

58
59
(§14]
61

62
63
64

65
66
67
68
69
70

1982 - Model Form Operating Agreement

ARTICLE VI
continued

saidd Drifling Partics shared the cost of drilling the well. Such acteape shall becone i separate Contract Arcivand, to the extent paossible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support ol iny well or any other operation on the Contract Area. The above provisions shall also he applicable to op-
ponal rights 1o earn acreage owtside the Contract Arca which are in support of o well dritled inside the Contract Arca.

I any party contracts for any consideration relating to disposition of such pirty’s share ol substances produced hereunder, such
consideration shall not be deemed a contribution us contemplated in this Asticle VIH.C.

. Maintenance of Uniform Interest:

For the purpose of maintaining unilormity of ownership in the oil nnd pos lensehold interests covered by this ngrecment, no
parey shintt sell encumber, trnnafer or make other disposition of s interest in the Jeases enshrneed within the Contrnet Arean nnd in wells,
ceguipment and production unless such disposition covers cither:

L. the entire interest of the party in all leases and cquipment and production; or

2. an equal undivided anterest inall leases and equipment and production in the Contract Area.

Lvery such sale, encumbrance, transfer or-other disposition made by any paity shiall be made expressly subject to this agreement

and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to nppoint n single trustee or ngent with full nuthority to receive notices, npprove expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to desl generally with, and with power 1o bind, the co-owners of such
cement; however, all such co-owners shalt have the right to enter

party's interest within the scope of the operations conbraced in this ag
into and execute adl contracts or agreements for the dispasition of their respective shares of the oil wnd gas produced from the Contract
Arei and they shall bave the right o receive, separately, payment of the sale proceeds thereof.

E. Walver of Rights to Partition:

I permitted by the faws of the stale or states in which the property covered hereby is focated, each party hereto owning an
undivided interest in the Contract Arvea waives any and all rights it nuy bave to pastition and have set aside to it in severalty its undivided
interest therein,

—F—#Hreferentink-Right-to—urehase:
——————};hﬂnkhmy—pnrty-dcxirc-krﬂnﬂhtll—ﬂf—imﬁmrhnl'—il.‘+—in4e+eh4ﬁ~umlm-llu'e-—ngtmmu.;-l;L,r@u'-im-u'ﬁhLHmLiMth—hH:;(—‘ﬁﬁnt(

Area, it shall promptly give written notice to the other parties, with full inforimation concerning its proposed sale, which-shadtnclude the
urettise price, and all other terms

nane and address of the prospective purchaser (who must be ready , willing and able to purchase),
of the offer. The other patties shall then have an optional prior vight, for a period gl ten-t10Tdays afier receipt of the notice, to putchise
on the same terms and conditions the interest which the other pa y,pmnﬂsﬁm/scllll; and, i this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the mp!ﬁﬁr‘nﬁlmt the interest of cach bears to the total interest of all purchasing par-

ties. However, there shall be s Dl right to purcliase in those cases where any party wishes 1o morigage its inlerests, or 1o

dispose of its intesests By merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
; to-a-subsidiary oL a parent company _or to_any company cwhich ony ooe parly owns s omajority of the stoek

ARTICLE IX.
INTERNAL REVENULE CODI ELECTION

This agreement is not intended to ereate, and shall not be constieed o create, o relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and Liabilities hereunder are several
and not joint or collective, or that this agreement and operations hercunder shall vot constitate a partnership. if, for federal income tax
purposes, this agreement and the operations hereunder are regacded as o partoership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter * K**, Chapter |, Subtitle “*A"", of the lnternal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regutations promulgated therennder. Operator is authorized and directed o ex-
cenle on behalf of each paity hereby affected such evidence of this election as may be required by the Seeretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1,761, Should there be any requitement that cach party hereby affected give further
cvidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Inteounl Revenue Scivice o as may be necessiny 1o evidence this clection. Nosouch pasty shall give any notices or take any other
action inconsistent with the election nade hereby . I any present o future income tax Lws ol the state or states inwhich the Contract
Area is Jacated or any luture income tax laws of the United States contain provisions similar 1o those in Subchapter K" Chapler |,
Subtitle “A*", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-
milted, each party hereby affected shall make such election as may be permiitted or required by such laws, o nyaking the faregaing elec-
tion, cach such party states that the income derived by such party from operations hereunder can be adequately determined without the

computation of partnership taxable income.
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed ___ten thousand ~------—-=--= Dollars
(5;4—97—00 0...00_) and if the payment is in complete sctticment of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is

delegated to Operator. All costs and expenses of handling, scttling, or otherwise discharging such claim or suit shall be at the Joint ex-
pense of the parties panticipating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on pecount of nny matter nrising fronyoperations hereunder over which snch individund has no control beenuse of the righis given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

of suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

If any party is rendered unable, wholly or in pant, by force majeure to carry out its obligations under this agreemnent, other than
the obligation to make money pryments, that party shall give to ull other partics prompt written notice of the force majeure with
rensonnbly full particulars concerning it; thereupon, the obligations of the party giving the notice, 0 fur ay they are nffected by the force
minjeure, shall be suspended during, but no fonger than, the continuance of the force majeure. The affected party shall use alf reasonable
diligence to remove the force majeure situation ns quickly as practicable.

The requircment that any force majeure shall be remedied with all reasonable dispateh shali not require the settlement of strikes,
lockauts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be hundled shall be entirely
within the discretion of the party concerned.

The term ““force majeure'”, as here employed, shafl mean an act of God, strike, fockout, or ather industrial disturbance. act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmenta) action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonubly within the control of the party claiming suspension.

ARTICLE X1,
NOTICES

All notices avthorized or required between the partics and required by any ol the provisions of this agreement, unless otherwise
specilically provided, shall be given in writing by miil or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties 1o whom the notice is given at the addresses listed on Tixhibit “*A™". The originating notice given under any provision hereol
shadl be deemed given only when received by tie party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. Thie second or uny responsive notice shall be deemed given
when deposited in the mait or with the telegraph company, with postage or chaiges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving writlen notice thereof to all other parties.

ARTICLE XHI.
TERM OF AGREEMENT

This agrecment shall remain in [l force and effect asho 1ne oil and gas leases nnd/or oil and gas interests subject hereto for the
period of time selected below, provided, however, no paity hereto shall ever be construed as having any vight, title or interest in or to any

lcasc or oil and gas inlerest contributed by nny other party beyond the term ol this agreement.

Option No. 1: So Jong as any of the oit and gas leases subjectto this agreciment remain or are continued in force as o any part

of the Contract Area, whether by production, extension, renewal or otherwise.

® Option No. 2: fu the event the well described in Article VLA, or any subsequent well drifted under sny provision of this
n;:uzcmcnl: reswlts in production of oil nndZor pas in paying quantities, this agreement shall continue in force so long ns any such well or
wells praduce, or are capable of production, and for an additional period of —-Q0....__. days from cessntion of all production; provided,
however, if, prior (o the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tinns have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well deseribed in Anticle VI AL, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas fromn the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

ing operatons are commenced within 90, days from the date of abandonment of said well.

1tis agreed, however, that the termination of this agrecment shall not relieve any party hereto from any liability which has

accrued or attached prior to the date of such tenmination.
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation Jaws of the state in which the Contract Area is {ocated, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws. or-

dinances, rules, regulations, and orders.

B. Governing Law:

This agrecment and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedics, procedures, rights, duties nnd interpretation or construction, shall be governed and determined by the law of the state in which
the Contruct Aren is locuted. If the Contract Aren is in two or more states, the tuw of the state of ___Now_Mexico—-
shall govern.

C. Repuluntory Apencles:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority o waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offsct-

ting or adjacent lo the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, dainages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectdy from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor ngencies lo the extent such interpretation or ap-
plication was made in good faith. Ench Non-Operutor further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation or application,

Non-Operators authorize Operator to prepare and submit such documents as may be required 1o be submitted to the purchaser
of sy crude oil sold hereunder or to any other person or entity pursunnt to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be rmended from time to time (" Act’"), and any valid regulstions or rules which may be issucd by the Treasury
Departmient from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information

which is required to be furnished by said Act in a timely manner and in sufficient detuil to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Notwithstanding anything herein to the contrary, Richardson
Production Company shall have the right to designate Richardson
Operating Company as Operator of the Contract Area, and its lack
of ownership in the Conlract Area shall not be cause for its

removal as Operator of Lhe Contract Area.
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ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure {o the benefit of the parlies hereto and to their
respective heirs, devisees, legal representalives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered an
original for all purposes.

IN WITNESS WHEREOQF, this agreement shall be effective as of 1st day of _February, 2001.

OPERATOR

RICHARDSON OPERATING COMPANY

(ihleer. Crtn,

Cathleen Colby, Attorney-if{-Fact

Date: F—elorua/‘_] ), 800]|

NON-OPERATORS

William A. Hall

Date:

RICHARDSON PRODUCTION COMPANY

Gtoe,., (i,

Cathleen Colby, Attorney-inL—jFact

Date: FCbruanry l, o0l



STATE OF COLORADO )
} ss.
COUNTY OF DENVER )

The foregoing instrument was acknowledged before me this 1* day of February, 2001, by
Cathleen Colby as attorney in fact on behalf of Richardson Operating Company and Richardson
Production Company.

My Corimission Expires: [ () -3 [~ 0)8] D

Notary Public

STATE OF NEW MEXICO )
) ss.
COUNTY OF SAN JUAN )

The foregoing instrument was acknowledged before me this day of
February, 2001, by William A. Hall.

My Commission Expires:
Notary Public



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator, and Richardson Production Company and William A. Hall,

as Non-Operators.

DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT

Township 29 North, Range 14 West
Section 9: NE/4

Section 9: E/2

San Juan County, New Mexico

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

Section 9: NE/4 Limited in depth to the Pictured Cliffs formation
Section 9: E/2 Limited in depth to the Fruitland Coal formation

PARTIES TO AGREEMENT WITH PERCENTAGE OF INTEREST, ADDRESSES AND
TELEPHONE NUMBERS FOR NOTICE PURPOSES:

PARTY TO AGREEMENT

Richardson Production Company
Richardson Operating Company
1700 Lincoln Street, Suite 1700
Denver, CO 80203

Phone (303) 830-8000

Fax (303) 830-8009

William A. Hall

416 N. Behrend Ave.
Farmington, NM 87401
Phone (505)325-6350

LEASES SUBJECT TO THIS AGREEMENT:

TO BE DETERMINED

A-1

INTEREST
NE/4-Sec 9-T29N-R14W 93.750%
E/2-Sec 9-T29N-R14W 90.625%
NE/4-Sec 9-T29N-R14W 6.250%
E/2-Sec 9-T29N-R14W 9.375%
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EXHIBIT e

Attached to and made a part of that certain Operating Agreement dated February 1, .2_001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A Hall, as

Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENIRAL I'ROVISIONS,

Definitions

“Joint Property” shadl mean the ceal and personad property subject to the sprecemuoent o whieh this Acecounting Procedure
I ntinched.

“Joint Operntiona” shall mean all operations necessary e proper for e developnrent, operation, protectlon and malnle
nunce of the Joint Property.

“Joint Account” shull mean the necount showing the charpges paid and eredity recelved in e conduet of the Joinl Opera-
tiona and which are lo be shaved Ly the Paclios.

“Operator” shall mcan the paely deshinated to conduet the Joinl Operations,

“Mon-Operntors” sholl mewn the acties Lo this aprreement other than the Operator,

"“Partics” shall menn Operutor nnd Mon-Opernlors.

“I"irsl Level Supervisors” shall miean these craployees whose privnary funetion in Joinl Opoerntions is the divecl supervision
of olher employees and/or contract tabor divectly. conployed on tie Joint Properly Inou field operating enpucity.

CTechinfea! Bmployeea” shall menn those employees havingr specinl and specilic engineeringy geologicul ov olher profes

slonal alills, and whose primary function in Joint Operationa is the handling of specilic opecaling conditions nnd problems
for the benelit of the Joint Praperty.

“Pernonal Bxpenses” shall menn travel and other reasonable refmbursable exponses of Operalor's cooployeen.
"Miderind” shall mean personal property, equipment or supplien scquived or held for use an the Joiul Property,
"Conlrollable Materinl” ahiad] joean Mulaorianl which ut the time ia so cluasified o the Malerinl Classiliention Manual un
most recently recomimended by the Council of Netialeum Accountnnla Socielies.

Stutement nnd Billings

Opevator shall bLitl Non-Operators on or belove the Tanl day of eaclmonth Toe thelr proportonnte shinre of the Jolot Ae
count for the preceding month. Such bills will e necompruied by statemenly which fdentily the nuthovily for expenditur e,
lease or [acillly, and all charges und credits aunuanvized by npproprinte clissifications of inveatiment and expense excepl
that items of Controlluble Malerin nnd uousunl chavpges nidd eredita ahatl be sepnrutely fdentified nid fully deascrilied in
detuil.

Advuncen und Payments by Non-Operalors

Ao Undess otherwise provided for in the aprecmoent, the Qperntor mny require e Non-Opecators to advance Uieh
ahnre of estimated cusloonting for e succeedingg month’s operation within fifteon (15) duys nller receipl of the il
ing ov by the fivat day of the month for which the advance is vequired, whichever iy Ialer, Operntor shall ndjuat enel
monthly Lllling lo reflect ndvanees received [rom tie Non-Opernlora.

13. Bach Mon-Operator shadl pay ita propos ton ol wll billa within {ifteen (16) days afler recelpl I payment is not minde
within such time, the unpaid badance ahall hewr interest monthly al the prlmoe rate in effeet 0l . Chase. .
Manhattan, New_Yorlo._onthe fistUday of e month Inowhich delingquency ocevrn plua 1% or the maximum

conlract rale permitled Ly Lhe applicable usury Lowe i the stale in which Uie Joinl Property is loented, whichever
is (he leager, plua nllovney's feey, court costs, und olther conts o conneclon with the cotlection of unpaid nimounts,

¢

Adjusliments

Puyment of any sueh billa shatl not prejudice the vipght of any Non-Operator lo pralest or question Use correetness Uiereol:
mrovided, however, all bills nnd stalements cendered to Nan-Operators by Operator daving nony ealendar year shall con-
cluslvely be proaumed Lo be true and correel nfier Lventy-Tomr (24) monthe following e end of any such endendar year,
untess within the said twenty-Tour (24) monlh peviod a Non-Qperator (lees weillen exceplion therelo nnd makes claing un
Operator for adjustment. Mo adjustiment Tuvorable to Operator shall be made unlesy it iy made within the sone preseribul
period, The provisionn of this parageaph shall nol prevent ndjustinenta reaulling from o physical Inventory of Conlrolinble
Malerinl as provided for in Seclion V.



h. Audifs

A. A Non-Operator, upon naotice in writing to Operator and all other Non Operators, shatl have the right to audit Opera-
lor's aceounts and records relating to the Joint Aveowid for any cidendiar year within the twenly-Tour (24) month
period following the end of such calendar year; provided, however, the maldngr of an wadit shall not extend the time
for the taking of wrillen exceplion to and the adjustments of accounts as provided for in Paragraph 4 of this Seclion
1. Where there are two or more Non-Operators, the Nou Operators shall e every reasonable effort to conduct «
joint audit in a manner which witl resull in s minionnon of inconvenienee to the Operator. Operador shall bear no por-
tion of the Non-Operators’ andit cost incurred under this pavagraph nndess apreed o by the Operator. The audits
shall not be conducted more than onee cach year withonl prior approval of Operator, excepl npon the resipnation or
removal of the Operator, and shall he wmade al the expense of those Non Operators approving such aadit,

B.  The Operator shall veply in wriling o adit report within 180 days after veceipt of such report

6. Approval By Non-Operntors
Where an approval or olher agreement of Lhe Partios or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement ta which this Acconnting Procedure is altached conlaing no contrary provisions

in regard thercto, Operator shall notify alf Non-Opervators of the Operator's proposal, and the agreement or approvad of
a majorily in interest of the Non Operators shadl bhe controtling on all Non-Operators.

I DIRECT CHARGES
Operator shall charge the Joint Account with the followingr items:

1. IBeological nnd Environmental
.
Costa incurred for the benelit of the Joint Properly as a result of governmental or regulatory vequirements to satisly environ-

mental considerations applicable to the Joint Operations. Such costs may include surveys of un ccological or archacological
nnture and pollution control procedures as required by applicable Lovs and regulations.

2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations,

3. Labor

A. (1) Salaries and wapes of Operador's ficld cmployees directly employed on the Joint Property in the conduct of Joint
Operalions,

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

(3) Salaries and wages of Technical Eimmployces directly employed an the Joint Property if such chaveges are excluded
from the overhead rates.

(1) Salartes and wages of Technieal Employees either temporarily or permanenlly assigned te and divectly emplayed
in the operation of the Joint Property if such charvges are excluded from the overhead rates.

B. Operator's cost of holiday, vaealion, sickness and disability benefits and other customary allowances paid Lo einployees
whose salaries and wapes are chargeable o the Joint Account under Paragraph 3A of this Seclion H. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis™ or hy “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section 1. If percenlage assessment
ig used, the rate shall be based on the Operator’s cost experience.

C. Expendilures or contributions made pursuiant to assessmenls imposed by governmental authority which arve applicable
to Operator's cosls chargeable Lo the Joint Account under Paragraphs 3A and 38 of this Section 11.

D. TPersonal Fxpenses of those employees whose salaries and wapes are chargeable to the Joint Account under Paragraph
JA of this Section 1.

4.  Employce Benefits
Operalor's current costs of established plans for employees” group Jife insurance, hospitalization, pension, retirement, slock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint

Account under Paragraphs 3A and 31 of this Scction 11 shall he Operator’s actual cost not W exeeed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielies.

5. Muaterial
Material purchased or furnished by Operator for use on the Joint Property as provided under Section I'V. Only such Material

shall be purchased for or transferred W the Joint Properly as may be required for immediate use and is reasonably practical
and consistent with efficient and cconomicul operations. The accumulation of surplus stoclks shall be avoided.

6. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject Lo the following limitations:
A, If Material is moved to the Joint Property fram the Operator’s warchouse or other properties, no charge shall be made

Lo the JoinL Account for a distance greater (ian the distance from the nearest reliable supply store where like material
is normally availuble or railway receiving point nearest the Joint Properly unless agreed Lo by the Parties.

9.



10.

11,

12.

13.

14.

15.

B. 1l surplus Material is moved o Operitor's warehouse or other storage poing, no charge shall he made to the Joint Ac-
count for a distance greater than the distanee to the nearest relinble supply store where lilke material is normadly
available, or railway receiving poinl nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Malerial Lo olher properlies belonging to Operalor, unless agreed lo by the
Parties.

C. In the application of subpavagraphs A and B above, the oplion fo equalize or charge actual Uracking cost is availnble
when the actual charpe is $400 or less excluding acceessorial chiwgzes, The $400 will be adjusted to the amount most
recently recommended by the Councit of Petroleum Accountants Socicties.

Services

The cost of contract services, equipment and utilities provided by outside sourees, exeept services exeluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Seclion 1. The cost of professional consultant services and conlract ser-
vices of technical personnel directly engaged on the Joint Property il such charges arve exeluded from the overhiead rales.
The cost of prolessional consultanl services or contract services of technicéal personnel not dirvectly engaged on the Joint
Properly shall not be charped Lo the Joinl Account unless previously agreed to by the Parties.

Equipment nnd Facilities Furnished By Operator
A. Operator shall charge the Joint Account Tor use of Operator owned equipment and lacilities al rales commensurate

with costs of ownership and operation, Such rates shall include cosls of mainlenance, repairs, olther operaling expense,
insurance, taxes, depreciation, and interest on gross investent less accumulated depreciation not to exceed

twelve __ ___percent (12 Y) per annum, Such rales shall nol exceed average commercind rates currently pre-

vailing in the immediate area of the Joint Property.

. Inleu of charges in paragraph 8A above, Operator may elect o use average conunereial rales prevailing in the immedi-
ate area of the Joint Property less 20%. Por avlomotive equipment, Operator may cleel to use rates published by the
Petroleum Motor Transport Associalion.

Dumages and Losses to Joint Properly

Al costs or expenses necessary for the repair or veplacement ol Joint Uroperly made necessary because of damagres or osses
incurred by five, flood, storm, thelt, accident, or other cause, exceptl those resulling from Operator's gross negligence or
willful misconduct. Operator shall furnish Non-Operalor written notice of damages or Josses incurred as soon ns practicable
after a report thereol has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements aind
amounts paid for settlement of claims incurred incor resalting from operations under the agreement or necessiey Lo pratect
or recover the Joint Property, except thal no charge for services of Operator’s tegal staff or {ees or expense of outside allor-
neys shall be made unless previously agreed Lo by the Parties. Al olher legal expense is considered to be covered by the
overhead provisiona of Section T unless otherwise apreed to by the Parties, except as provided in Seetion I, Paragraph

3

Taxes

All taxes of every kind and nature assessed or fevied upon or in connection with the Joint Uroperty, the operation thercof,
or the production therefrom, and which laxes have been paid by the Operator for the benelit of the Parties. 1T the ad valo-
rem laxes are bhased in whole or in parl upon separate valualions of cach partly’'s working interest, then nolwithstanding
anything to the contrary herein, charges to the Joinl Account shall be made and paid by the Parlies hereto in accordance
wilh the tax value generated by each parly’s working interest.

Insurance

Net premiuma paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in & state in which Operntor may nct as self-insurer for Worker’s Compensation and/
or Employers Liability under the respeclive state’s laws, Operntor may, at its election, include the risk under its self-
insurance program and in that evenl, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abnndonment and Reclamation

Costs incurred for abandonment of the Joint Property, including cosls required by pgovernmental or ather regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repaiving and maintaining communication systems, including radio and
microwave facilities directly serving the Joinl Properly. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges Lo the Joint Account shall be made as provided in Paragraph 8 of this Section I,

Other Expenditures

Any other expenditure not covered or deall with in the foregoing provisions of this Section 11, or in Sceclion 11 and which
is of direct benefit to Lthe Joint Property and is incurred by the Operator in the necessary and proper conducl of the Joint
Operations.

- i
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1L OVERIEAD

1.  Overhead - Drilling and Producing Operations

i.  As compensation for administrative, supervision, affice services and warchousing costs, Operitor shall charge drilling
and producing operalions on cilher:

{(x) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragpraph 18

Unless otherwise agreed to by the Parties, such chargre shall be in lieu of cosls and expenses of all offices and salarvies
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Pavagraph
3A, Seclion I1. The cost and expense of services from outside sources in conneclion with mallers of taxalion, Lraflie,
nceounting or mallers before or invoelving governmental agencies shall be considered as included in the overhiead rates
provided for in the above selected Paragraph of this Section T unless such cost and expense are agreed Lo by the
Parties as a direcl charge Lo the Joint Account. :

The salaries, wages and Personal Expenses of Technieal Fonployees and/or the cost of professional consultant services
and contruct services of technical personnel directly employed on the Joint Property:

() shall be covered by the averhead rales, or
(X)) shall not be covered by the overhead vates.

iii. The sularies, wages and Personal Fxpenses of Technical Kmployees and/or cosls of professional consultant services
and contract services of Lechnical personnel either lemporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

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

A. Overhead - Fixed Ratle Basis

(1} Operator shall charge the Joint Account at the followingr rates per well per month:

Drilling Well Rute § ..5,000.00 — ce

(Prorated for less than a full montlh)
Producing Well Rate $ 800.00 . . _..
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(x) Drilling Well Rate

(1) Charges for dritling wells shual] begin on the date the well s spudded and terminate on the date the deill-
ingr rig, complelion rig, or other units used in completion of the well is released, whichever is laler, except
that no charge shall be made during suspension of drilling or completion operations for fifleen (15) or
more consccutive cidendar days.

(2) Charges for wells underpoing any type of worlover or recompletion for a period of five (b) conseculive
work days or more shall be made at the drilling well rate. Such charges shall be applicd for the period
from dale workover operations, with rig or other units used in workover, commence through dale of rig
or olher unit retense, except thal no charge shall be made during suspension of operations for {ifteen
(15) or more consecutive calendar days.

(b) D'roducing Well Rates

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

2) Bach aclive completion in o multi-completed well in which production is nol commmingled down hole shall
1 . i
be considered as o one-well charge providing each complelion is considered n separale well by the govern-
ing regrulatory authority.

(3) Aninactive gas well shul in because of overproduction or failure of purchaser to take the production shall
be considered as a one-well charpge providing the gas well is directly connected o a permanent sales
outlet.

(1) A one-well charge shall bhe made Tor the manth in which plupgging and abandonment operations are com-
pleted on any well This one-well charge shall be made whether or not the well has produced except when
dritling well rale applies.

() All other inactive wells (ineluding bul nol Himited Lo inactive wells covered by unil allowable, lease allow-
able, transferred allowable, ete) shall not quadify for an overhead churge.

(3) ‘Thie well rates shall be adjusted as of the first day of April each year {ollowing the effective dale of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by mulliplying the rate cur-
rently inuse by the percentage inerense or decrense in the avernge weekly enrnings of Crude Petroleum and Gas
Production Worleers for the last ealendar yenr compared to the enlendar year preceding ns shown by the index
of average weekly earnings of Crude Petroteum o Gas Production Workers as published by the United States
Department of Lubor, Burean of Labor Statistics, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusled rates shall be the rates currently in use, plus or minus the computed ad-
Justment.

B. Overhead - Percenlage Basis

(1) Operator shall charge the Joint Account al the followingr rates:



— il

(a) Development

Percent ( %) of the cost of development of the Joinl Property exclusive of costs provided

under Paragraph 10 of Seclion [l and all salvage credits.

{(b) Operaling

Percent ( %) of the cost of operating the Joint Properly exclusive of costs provided under
Par agr dplm ‘and 10 of Section 11, adl salv: agre eredits, the vadue of injected substances purchased for suuml.uy
recovery and all Laxes and assessments which are lvaal assested and paid upon the mineral interest in and

to the Joint Property.
(2) Application of Overticad - Percentigre Basis shall be as follows:

For the purpose of deterinining charges on a percentage basis under Pavagraph 113 of this Section U1, development
shall include all cosls in connection with dritling, redrilling, deepening, or any remedial operations on any or all
wells invalving the use of drilling rig and crew capable of deilling to the producing interval on Lhe Joint Prop-
erty: adso, preliminary expenditures necessavy in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as aproducer, aud vriginal cost of construction or installation of fixed assels, the
expansion of fixed ausets and any other project clenrly discernible as w fixed asael, excepl Major Construction na
delined in Paragraph 2 of this Section 1. All other costs shall be considered as operatling.

2. Overhend - Major Construction

To compensate Operntor for overhead costs incurred in the construction and installation of {ixed assets, the expansion of
fixed assels, and any other project clearly discernible as a fixed assetl required for the developiment and operation of the
Joint Property, Operator shall cilher negolinate a rate prior lo the beginning of constructlion, or shall (h.xrgv the lolnt
Account for overhead based on the following rates for any Major Construction project in excess of §

A =5=_ % of livst $100,000 or Lolal cost il less, plus
B. __=3=__ _% of costs in excess of $100,000 bhut less than $1,000,000, plus
C. _=2=___ %ol costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one projecl. For the purpose of this paragraph, the component parts of a single
project shall nol be trealed separately and the cost of drilling and workover wells and actificial HiL equipment shall be
excluded.

3. Catnstrophe Overhead

To compensate Operator for overhead costs incurved in the event of expenditures resulting from a single vecurrence due
Lo oil spill, blowout, explosion, fire, storm, hurricane, or other calastrophes us agreed Lo by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior lo the event cnusing the expenditures, Operator
shall either negotinte u rale prior to charging the Joinl Account or shall charge the Joint Account for overhead based on
the following rales:

A =5- % of total costs through $100,000; plus
_=3=__ %ol total costy in excess of $100,000 Lut less than $1,000,000; plus
C.__=2= % of tolal costs in excess of $1,000,000

Expenditures subject to the overhends above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section HI shall apply.

4, Amendment of Rates

The overhend rales providued for in this Section TH may be amended from time (o time only by mutual agreement between
the Parties herelo if, in practice, the rales are Tound to be insulficient or excoessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCITASES, TRANSFERS AND DISI'OSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and eredits for all Material move-
menis affecling the Joinl Property. Operator shall provide all Material for use on the Joint Properly; however, at Operalor’s
option, such Materinl may be supplicd by the Non-Operator. Operator shall muake timely dmnmtlnn of idle and/or surplus
Material, such disposal being made either through sale 1o Operator or Non-Operalor, division in Jdind, or sale to oulsiders.
Operator may purchase, but shadl be under no obligation to purchase, interest of Non-Operators in surplus condition A or BB
Material. The disposal of surplus Conlroflable Material not purchased by the Operator shall Lie agreed Lo by the Parties.

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of ull discounts received. In case of
Material found lo be defective or returned Lo vendar for any other reasons, eredit shall be passed to the Joint Account
when adjustiment has been received by Lthe Operator.

2. ‘Translers and Dispositions

Material furnished to the Joint Propertly and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise apreed to by the Parties, shall be priced on the following Lasis exclusive of eash discounts:

L



A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

{(a) Tubular goods, sized 2% inches OD and furger, except line pipe, shall be priced at Eastern mill published
earload base prices effective as of date of movement plus tranaportation cost using the 80,000 pound earload
weight basis to the railway receiving point nearest the Joint Property for which published rail rutes for
tubular goods exist. I the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used, IFreight charges for tabing will be ealeulated Trom Lorain, Ohio snd easing from Youngslown,
Ohio.

(b) TFFor grades which are apecial Lo one mitl only, prices shadl be computed sl the mill base of that mill plus trans-
portation cost from that miil to the railway receiving point nearest the Joint Properly as provided above in
Paragraph 2.A.(1)(a). For transportation cost from poinls other thin Fastera mills, the 30,000 pound Oil Field
Haulers Association interstale truck rate shall be used.

{¢) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston,
Texay, plus transportation cost, using Oil Ficld Taalers Association interstate 30,000 pound tracle rate, to
the railway receiving poinl nearest the Joint Droperty.

() Macaroni tubing (size lesa Lhan 2% inch OD) shall be priced al the lowest published oul-of-stock prices fo.b,

the supplier plus transportalion costs, using the Ol FField Haulers Association inlerslale ruck rate per weight
of tubing transferred, to the railway receiving point nearest the Joinl Properly.

(2) Line Pipe

(a) Line pipe movements (excepl size 24 inch OD and Targer with walls % inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A(1)(xn) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(L) Line pipe movements (exeept size 24 inch OD and Lurger with walls % inch and over) less than 30,000 pounds
shall be priced al Fastern mill published carlond base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on {reigght vates as set forth under provisions of tubulne goods pricing in Para-
praph A (1)a) as provided above, I'reight charges shall be ealeulated (rom Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and % inch wall and larger shall be priced {.o.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight Lo the railway receiving point nearest the Joint Properly or al prices
agrecd to by the Parties.

(3) Other Malerial shall be priced al the current new price, in effect nt date of movement, as listed Ly a relinable supply
store nearest the Juint Property, or point of numnalacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joinl Property.

(4) Unused new Material, except tubular goods, moved {rom the Joint Property shall be priced at the current new
price, in elfecl on date of movement, as listed by o reliable supply store nearest the Joint Property, or poinl of
manufacture, plus transportation costs, il applicable, Lo the railway receiving point nearest Lhe Joint Property.
Unused new tubulars will be priced as provided above in Pavagraph 2 A (1) and (2).

Good Used Material (Condition 13)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Malerial moved o the Joint Property

At seventy-five pereent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

(n) Atseventy-five percent (76%) of current new price, as determined by Paragraph A, il Material was originally
charged o the Joinl Account as new Material or

(b) Atsixty-five percent (65%) of current new price, as determined by Paragraph A, if Materinl was originally
charged lo the Joinl Account as used Malerial.

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

At sevenly-five percent (76%) of current new price ag determined by Paragraph A,
The cost of reconditioning, il any, shall be absorbed by the bransferring property.
Other Used Material

(1) Condition C

Material which is nol in sound and servicealile condition and not suitable for its oviginal function until after recon-
ditioning shall be priced al [ifty percent (h0%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charvged Lo the receiving properly, provided Condition ¢ value plus cost of reconditioning
does nol exceed Condition I3 value.



(2) Condition D)

Material, excluding junk, no longer suitable for its original purpose, bul usable for some olher purpose shall be
priced on a basis conimensurate with its use. Operidor may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operalors,

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B3 scamless line pipe of com-
parable size and weight, Used casing, Lubing or drill pipe ulilized as line pipe shall be priced at used line
pipe prices.

(h) Casing, tubing or drill pipe nacd as higher pressure service linea than standard line pipe, e.g. power oil lines,
shall be priced under novrmal pricing procedures for easing, abing, or drill pipe. Upsel tubular goods shall
be priced on a non upset hasis.

(1) Condition I

Junk shall be priced at prevadling prices. Operator may dispose of Condilion I8 Material under procedures nor-
mally utilized by Operator withoul prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for ils original function hut condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specinlly priced as ngreed to by the Parties.
Such price should result in the Joint Account being charged wilh the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading cosls may be charged (o the Joinl Account at the rale of twenly-five cenls (25¢) per hundred
weight on all tubular goods movements, in licu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the Tirst dny of April each yenr following January 1, 19385 by the snme
percentae increase or decrease used to adjust overhead rates in Section I, Parngraph 1LAQY. Fach year, the
rate ealeulated shall be rounded o the nearest cent and shall be the rate in elfect until the first day of April next
year. Such rate shall be published eacli year by the Council of Petroleum Accountants Socielies.

(2) Material involving erection costs shall be chargred al applicable percentage of the current knocked-down price of
new Material.

Premium Prices

Whenever Materinl is not readily obtainable al published or listed prices beenuse of nntional emergencies, strikea or other
unusual eauses over which the Operator has no conlrol, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Juint Propertly; provided notico in writing is furnished Lo Non-Operators ol the proposed charge prior to billing
Non-Operators for such Material. [Snch Non-Operator shall have the right, by so elecling and notifying Operntor within
ten days after receiving nolice from Operatlor, to Turnish in kind all or part of his share of such Malerial suitable for use
and acceptable to Operator.,

Warranty of Material Farnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustiment has been received by Opervator from the manufaclurers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

At reasonable inlervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is lo begin so that
Non-Operalors may be represented when any inventory is taken. IFailure of Non-Operalors to be represented at an inven-
tory shall bind Non-Operators to accept the invenlory taken by Operator.

Reconcilintion nnd Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the invenlory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, bul, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Speeinl inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property,
It shall be the duty of the purly selling to nolily all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shalf be governed by such inventory. In cases involving a change
of Operator, ull Parties shall be governed by such inventory.

Lxpense of Conducting Inventories

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

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

-

il

{



Exhibit “D”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as

Non-Operators.

With respect to the operations covered by this Operating Agreement, Operator shall purchase and carry
during the term of this Operating Agreement the following minimum insurance coverages:

KIND POLICY FORM MINIMUM LIMITS OF LIABILITY

Workmen's Statutory Statutory, per laws of the State in which the

Compensation Contract Area is located

General Comprehensive Bodily Injury and Property Liability Damage
Combined (31,000,000 each occurrence and
aggregate)

Motor Vehicle Standard Automobile Bodily Injury and Property Combined

($1,000,000 each occurrence and aggregate)

Excess Liability Bodily Injury and Property Damage Combined
{$2,000,000 each occurrence and aggregate)

Operatorreserves the sole right to select the insurance carrier and to select and purchase from such insurance
carrier the types and kinds of coverage available under the above described policy forms and such umbrella
or excessive coverage as Operator in its discretion may deem necessary, subject to whatever exclusions
Operator agrees to be included in such policy forms; and the failure of the above described policies to cover
any loss that may occur, or the insolvency of the insurance carrier selected by the Operator shall not be
deemed as negligence of Operator or lack of due diligence upon the part of the Operator. Non-Operator shall
have the right to inspect such policies at the office of Operator.

If the parties hereto, or any of them shall insure their risks beyond the specific limits of insurance required to
be carried by Operator under the terms of this Operating Agreement, the benefitof such insurance shall inure
to the parties procuring and maintaining the same, respectively, without the reimbursement one from the other
and without entering into an accounting hereunder.
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Exhibit “E”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as
Non-Operators.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this Agreement is attached, own or may acquire
an interest in the gas rights underlying the Contract Area covered by such Operating Agreement
in accordance with the percentages of participation as set forth in said Operating Agreement.

In accordance with the terms of the Operating Agreement, each party thereto has specific rights
relating to the taking and disposition of gas produced, including the right to take in kind its share
of gas produced from the Contract Area and market or otherwise dispose of same. In the event
any party hereto is not at any time taking or marketing its share of gas, or has contracted to sell
its share of gas produced from the Contract Area to a purchaser which does not at any time take
the full share of gas attributable to the interest of such party, the terms of this Agreement shall
automatically become operative. ‘

During the period when any party hereto is not marketing or otherwise disposing of its share of gas
produced from any well within the Contract Area, the other parties hereto shall be entitled to
produce, in addition to their own share of production, that portion of such other party's share of
production which said party is not marketing or otherwise disposing of and shall be entitled to take
such gas production and deliver same to its or to their purchaser(s). All parties hereto shall share
in and own the liquid hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the aforesaid Operating Agreement, but the party or
parties taking such gas shall own all of such gas delivered to its or their purchaser(s) or take for
their own use.

An account shall be established for each party not marketing or otherwise disposing of its full
share of the gas produced, which account shall be credited with an amount of gas equal to such
party’s share of gas produced, less its share of gas used in lease operations, vented or lost, and
less that portion marketed or otherwise disposed of by such party. Each party taking gas shall
furnish the Operator a disposition of those volumes (contract purchasers, spot sales, own use,
other). The Operator shall maintain a current over and under account of the gas balance between
the parties and furnish all parties hereto monthly statements showing the total quantity of gas
produced, the amount used in lease operations, vented or lost, the total quantity of liquid
hydrocarbons recovered therefrom, and the monthly and cumulative over and under account of
each party.

Each party hereto shall make settlement wit the royalty owners to whom it is accountable, just as
if such party were marketing or otherwise disposing of its share, and its share only, of such gas
production exclusive of gas used in lease operation, vented or lost. Each party hereto agrees to
hold each other harmless from any and ali claims for royalty payments asserted by royalty owners
to whom each party is accountable. The term “royalty owner” shall include owners of royalty,
overriding royalties, production payments and similar interests.

After notice to the Operator, any party at any time after giving the Operator verbal notice to be
confirmed in writing at least 15 days before the beginning of a calendar month, may begin
marketing or otherwise disposing of its full share of the gas produced from a well within the
contract area. In addition to such share, said party or parties, until it has brought its account into
balance, shall be entitled to take a share of gas produced equal to 30% during the months from
November through March (winter months) and 50% from April through October (summer months),
reduced by the proportion that its interest bears to the total of all underproduced parties desiring
to make up an underproduced balance and provided that the total volume available as make up
gas for all underproduced parties shall never exceed 50% of the total volume of the gas produced.
Each overproduced party shall reduce its respective share of production in the proportion that
such party's interest bears to the total interest of all overproduced parties, but in no event shall
any overproduced party be required to reduce its share to less than fifty percent (50%) during the
summer months and seventy percent (70%) during the winter months of such overproduced
party’s proportionate share of the well's current production

Each party marketing or otherwise disposing of gas shall pay the production and other taxes due
on such gas.

Nothing herein shall be construed to deny any party the right, from time to time, to produce and
deliver to its purchaser its full share of the allowable gas production to meet the deliverability test

required by its purchaser.
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When production from the proration unit permanently ceases, the Operator shall make a final
determination of the volumes last accrued over- and underproduction, if any, as of the date of
such cessation of production and the identity of the party or parties who are over- or
underproduced. Should an imbalance exist, a cash settlement (without interest) shall be made
between the underproduced and overproduced parties within 60 days of receipt of such final
balancing statement. In making such cash setttement, each overproduced party shall remit to the
underproduced party a sum of money attributable to the amount actually or constructively received
by such overproduced party from the sale or utilization of over production which remains accrued
to such party, less applicable taxes and other payments made on the overproduced volume by
such overproduced party. lt is recognized that there may have been some changes in the price
received by overproduced parties for overproduction sold or otherwise utilized. It is therefore
agreed that any underproduction credited from time to time against any overproduced party shall
be applied against such party’s overproduction in the order in which such overproduction occurred.
The amount actually or constructively received shall then be that overproduction remaining
following application of the above rule and valued at the price in effect at the time such
overproduction occurred. If a portion of a party’'s gas is taken for its own use and a portion thereof
is sold, the gas value for accounting between/among the parties will be based on the price
received simultaneously by such party for gas sold from the well. During periods in which a party
is taking gas for its awn use and making no sale, gas so taken will be valued at the maximum price
which such party could have received for such gas if actually delivered under such party's
contract, or it not the weighted average price received simultaneously by all other parties for gas
sold from all wells. In either such instance the value so determined for gas so used will be
deemed to have been constructively received by such party using party. In the event refunds are
later required by any governmental authority, each party shall be accountable for such refunds on
the basis of its share of gas produced and finally balanced hereunder.

Nothing herein shall change or affect each party's obligation to pay its proportionate share of all
costs and liabilities incurred, as provided in the aforesaid Operating Agreement.

This Agreement shall constitute a separate agreement as to each well within the Contract Area.
It shall inure to the benefit of and be binding upon the parties hereto, their successors, legal
representatives and assigns. [t shall become effective in accordance with its terms and shall
remain in force and effect for so long as the Operating Agreement to which it is attached remains
in effect and thereafter until the gas balance accounts between the parties are settled in full.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between. . Richardson Qperating. Company_

- e - e hercinnlter designated il

referred 1o as " Operator™, and the signiatory party or patics other han Operator, sometimes hereinafter referred to individually herein

as “"Non-Operator™, and collectively as **Non-Operators’”.
WITNESSIETH:

WHEREAS, the partics 10 this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit A’ and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the

production of oil and gas to the extent and as hercinafter provided,
NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreamncnt, the following words and teros shall have the micanings here ascribed o them:

A. The term “oil and gas™ shall inean oil, gas, casinghead gas, pas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this tcnmn is specifically stated.

B. The terms “‘oil and gas lease™ | “lease’ and “leaschold™ shnfl menn the oil and gas feases covering tiacts of land
tying within the Contract Area which arc owned by the parties to this agrcement.

C. The term “*oil and gas interests’” shall mean unfeased fee and mineral interests in tracts of lund lying within the

Contract Arca which are owned by parties 1o this agrecmcnt.

. The term " Contiact Aren” sholl mean sl aof the tunds, oil and g densehold interests mnd ol ood gas interests intended 1o be
developed and operated for oil and gas purposes under this agreement, Such fands, oil sind pas leasehold interests mnd oil and gas iniciests
are described in Bxhibit A",

. The term “deilling unit”” shall mean the wea fixed Tor the diilling of one well by order or rule ol any state or
federal body having authority. Ifa diilting unit is not fixed by any such rule or order, w drilling unit shall be the dritling unit as establish-
cd by the pattern of drilling in the Contract Arca or as lixed by express apreesnent of the Drilling Parties.

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

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

H. The terms ““Non-Drilling Party”” and ““Non-Consenting Paty™ shall mean a party who elects not to participale

in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 1.
EXHIBITS

The following exhibits, as indicated below and attached heteto, ave incorporated i and made n part hereof:
B0 A Exhibit AT, shall include the following infonuation:
(1) ldentilication of lands subject to this agrecment,
(2) Restrictions, if any, as 1o depths, formations, or substances,
(3) Percentnpes or fractional interests of parties 1o this nprecment,
(4) Oil and gas leases and/or oil and pas interests subject to this agicement,
(5) Addresses of partics for notice purposes.
'] B—Exhiit** B —Formrof-tease.
(A C. Exhibit "C"", Accounting 'rocedure.
(4 . Exhibit D", Insurance.
M E. Exhibit L7, Gas Balancing Agreement.
(B F. Exhibit “"'F*, Non-Discrimination and Certilication of Non-Sepregated Facilities.
{7l G—FExhibit—26"—FuPrrinership.
If any provision ol any exhibit, except Exhibits “E' and “G™, is inconsistent with any provision contained in the body

of this agicement, the provisions in the body of this agiecment shall prevail.
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ARTICLE 1.
INTERESTS OI' PARTIES

A. Oil and Gns Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be ticated for all purposes of this agrecinent
and during the term hereof ns if it were covered by the form of oil and gns lease attached hercto ns Exhibit “'B'", and the owner thereof

shall be deemed to own both royally interest in such lease and the interest of the lessee thercunder.

B. Interests of Parties in Costs aond Production:

Unless chunged by other provisions, all costs and linbilitics incurved in operations voder this agrecment shall be borne and
paid, ek nll equipment nnd naterials scguined inopensionn on the Continct Aren shadl e awned, by the paaties os their interests are set
forth in Exhibit “*A*". In the same manner, the partics shadl also own all production of vil and gas from the Contract Area subject to the

payment of royalties to the extent of . one _eighth A L/8B) ___which shall be borne as hereinalter set foith.

Regardless of which party has contributed the Tease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, cach party entitied o receive a shate of production of oit and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, 1o the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
ather partics free from any liability therefor. No p.:uly shall ever be responsible, however, ona price basis higher than the price received
by such party, to any other party's fessor or toyalty owner, and if any such other paity 's lessor or toyalty owner should demand and
receive settlement on a higher price basis, the party contributing the aflected Tease shall bear the addidonal soyalty burden attributable

to such higher price.
Nothing contained in this Article LB, shadt be decmed an assignment or cross assignment ol inferests covered hereby.
C. Ixcess Royalties, Overviding Royanlties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess ol the nmount stipulated in Article IHLB., such pary so
burdened shall assume and alone bear all such excess obligations and shall indenmily and hold the other parties hereto harmless from any

and all claits and demands for payment asserled by owners of such excess burden.

D. Subscquently Created Interests:

If any party should hereafter create an overtiding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, orif such a burdenexisted prioeto-this-agreement-and is-not set-forth-in-Exhibit Al —or
was notdisclosed- in-writing to.atlother pattics. prive-to.- the exceution.ol- thisagiecment-byall-pattics,-oris. not-a-jointlye acknowdedged-and
aceepled-obligativnoLall-pasties (any such interest being hereinafier seferred (o as "'subscquently created interest™ irrespective of the
timing of its creation and the party out of whose workiog interest the subsequently created interestis derived being hereinalter ceferied

to as “‘burdened party’'}, ond:

1. 1f the burdened party is required under this agicement 1o assign or relinquish to any other paity, or parties, all or a portion
of its working interest and/or the production attributable thereto, said othier party, or parties, shall receive said assign-
nient and/or production free and clenr of said subsequently created interest and the burdened party shall indeninify and
save said other party, or parties, harless from any and all claims and demands for payment asserted by owners of the

subscquently created interest; and,

2. If the burdened party [nils to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB.
stiall be enforcenble against the subscquently created interest in the same manner as they are enfoiceable against the working

interest of the burdened parly.

ARTICLE TV,
TITLES

A. Title Examination:

Tide examination shall be made on the drillsite of any proposed well prior to commencement of drilting operations or, if
the Drilling Partics so request, title examination shall be niade on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilting unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
soyalty and production payments under the applicable feases. ACthe time a well is proposed, cach party contributing leases and/or oif and
gas interests to the drillsite, or to be included in such drilling unit, shall Tnipish to Operator all abstracts (including federal Jease statos
reports), title opinions, title papers and curative material in its possession {rec of charge. All such information not in the possession
of or made available to Operator by the pacties, but necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause title to be examined by attorneys on its stalf or by outside attorneys. copies of all title opinions shall be furnished to each party

hereto. ‘The cost incurred by Operator in this title program shall be borne as follows:

1"l Option No. 1 Costs incurred by Operator in procuring absteacts and tide examination (including preliminary, supplemental,
shul-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit " C™’,

and shall not be a direct chinrge, whether perlonned by Operator’s stall attorneys or by outside attorneys.
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ARTICLE 1V

continued

M Option No. 2: Costs incurred by Operator in procuuing abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shail be baroe by the Drilling Partics
in the proportion that the interest of cach Drilling Paty bears to the total interest of all Drilling Partics as such interests appear in Iix-
hibit “*A"". Operator shall make no charge for services rendered by its stalf attorneys or other personnel in the performance of the above

functions.

Each party shall be respoasible for sccuring curative matier and pooling amendments or agieements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
desipnations or declarations as well s the conductof hearings before govermmental agencies for the secuting of spacing or pooling onders.,

This shall not prevent any party from appearing on its own behall at any such heating.
No well shall be dnifed on the Contiact Arca until alter (1) the title to the diillsite or dirilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepled by all of the parties who are to par-

ticipate in the drifling of the well.

B. Loss of Title:

FoVuihae of Vide: Should oy ail nnd pos isterest o dense, ot inteyest therenn, be Jost thyonply Inilure of e, which Joss
results in o reduction of interest from that shown on Exhibit “*A™", the party contributing the affected Jease or interest shall have
ninety (90) days from final determination of title failure to acquire a new lease or other instrionent curing the entirety of the title
failure, which acquisition will not be sabject (0 Adticle VHLB ., and Lailing to do so, this agreement, nevertheless, shall continue
in force as to all remaining oil and pas leases and interests: and,

(1) The party whose oil and gas fease or interestis aflected by the title faiture shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretolore paid or incurved,
bat there shall be no additional liability on its part to the other parties hereto by reason of such title failuie;

(1) There shall be no retroactive adjustment of expenses incuried or revenues received fronn the operation of the interest
which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finnlly that
title failure has occurred, so that the intciest of the paty whose lease or interest is alfected by the title failure will therealier be
reduced in the Contract Arca by the amount of the interest fost,

(¢} Il the proportionate interest of the other partics heseto i any producing well theretofore drifled on the Contract Area is
increased by reason of the tile fuilure, the party whosc title has failed shall teccive the proceeds attribatable to the increasce in such in-
terest (Jess costs and burdens ateibutable thereto) until it has beco rcimbised Tor vniecovered costs paid by it in connection with such
well;

{d) Should any person nota party to this agreement, who is defermined to be the owner of any interest in the title which has
failed, pay in any manner nny part of the cost of operation, development, or equipment, such amount shall be paid to the party or paities
who bore the cost which are so refunded;

(e) Any lability to account to a third party for prior production of oil and gas which arises by reason of title Lailure shail be
borne by the party or pantics whose title failed in the same proportions in which they shared in such prior production; and,

(1) No charge shall be mude to the joint account for legnl expenses, fees or salaries, in connection with the defensc of the interest
claimed by sny puity hereto, it being the intention ot the partics hereto that enclh shadl delend titte to Hy interest and bear wll expenses in

connection therewith.

2. Loss by Non-Payment or Erroncous Payment of Amount Duce: If, through mistake or oversight, any rental, shut-in well
paytient, minitum royalty or royalty payment, is not paid or is coirancously paid, aud as wresult a lease or iaterest therein terminates,
there shall be no monctary liability against the party who lailed 1o make such payment. Unless the paity who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIIL B, the interests of the parties shall be revised on an acreape basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no fonger be credited with an interest in
the Contract Arca on account of ownership of the lease or interest which has terminated. Tn the event the party who faifed to make the
required payment shall not have been fully reimbursed, at the time of the loss, ffom the proceeds ol the sale of oil and gas attributable (o
the lost interest, caleulated on an acreage basis, for the development and operating costs theretofare paid oo account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not fur its shire of the cost of any dry hole previously diitled
or wells previously abandoned) from so much of the Tollowing as is necessary (o effect reimbuisement:

(1) 'roceeds of oil and gas, less operating expenses, theretofore acerued (o the credit of the lost interest, on an acreage basis,
up to the amount of unrccovered costs;

(h) Proceeds, less operating expenses, therealter acerued attributable to (he fost interest on an acreage hasis, of that portion of
oil and gas thereafier produced and marketed (excluding production froni any wells therealter dreilled) which, in the absence of such lease
termination, would be attributable 1o the lost interest on an acreage basis, np to the amount of nmecovered costs, the proceeds of said
pottion of the oil and gas 1o be contzibuted by the other partics in propoition to their respective interests; and,

(¢) Any monies, up to the amount of unrecovered costs, that may be patd by any party who is, or becomes, the owner
of the interest lost, for the privilege of participating in the Contract Area or becoming a party to this agicement.

1. (J!_llulAA_',(EhC§Z All Tosses incureed, other than those seC forth in Adticles TV BT and 1TV 3.2, above, shill be joint losses
and shall be borne by all pacties in propartion to their interests, There shall be no readjustment of interests tn the remaining portion of

the Contract Arca.
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ATCHTCL V.
OUERATOR

A. Deslgmntion nnd Reaponsihidlities of Opeonton:

O RICHARDSON. OPERATLNG COMUANY e _ e shnll b thie

Qperatonr of the Contiaet Aven, wnd shall conductand divectond have full control ol nfl apesations on the Contenct Ajcn ws penmiticd aad
tequiced by, and withia the units of iz spaecment Waliadl conduct all such opecations iaa pood and warkrpmalike manoer, hot it zlmll

have no linbility as Operator to the othey pantics for Tosses sastained o linbilities incoried, except such ns mny tesult funn pross

neplipence o willlul miscondoe
1. Reslpaation or Removal of Opeontor ond Seleclion of Successar:

I Resipnution or Removal of Operator: Opeeator may resipn ntnny tine by piving wiitten notice theveal to Mo Operntons
11 Operator teaninates s Jegnl existence, no Jonper owns aninterest hereoder incthe Contiact Aven, o1 i1 10 Jonger eapubile of

sciving ns Qpetator, Opeoatar shall be deemed to have vesigned without any setion by Now- Opeators, except the selection ol

placed in reccivership, by the allivinative vole ol twa (7) a anoce Noa Qpeiators ogwniog aonjority interest bused on awaceship
as shown on BExhibit A" temaining alier excluding the voting interest of Operator, Such resignation or temoval shall oot becooe
elfective until 7:6 o clock A M. onthe list day of the exdendsi wonth following the expitntion of ninety (90} days afier the piving
of wotice of tesignation by Operator or action by the Hon Uperatons o icimove Operbor, unless nosuccessar Operator s heen
selected and assumces the dutics ol Opertor at an corlion date. Opeotor, nfter elfective date of sesigontion o5 sanovael, shall be
bowid by the terms hereol a5 2 Noo-Opeintar. A chanpe of o corparste nmme ot stiucture of Opevator ot Gansfer of Operaton’s

intetest to any single subsidinny, pruent o1 successor corpoation shall not be the basis for semoval of Opeton,

2. Sclection of Successor Operntar: Upon e resipnution or rewoval of Opetator, nosueeeanor Operntor shintl be selected by
the paties. Vhe suceessor Opentor shall be selected from the partics owning winterest in the Contrnet Aren al the tine such successor
Operatar is selected. The successor Operaton shadl be selected by the atimative vote of v (2) o miose partics owning s msjosity inferest
biased on owneeslip as shiowe on Exibit A7 provided, however, Hoon Qperatac which Tins been reroved fails (o vole or votes anly to
succeed itsell, the successor Operntor shall be selected by the allinmative vote of twa (2) vinare paities owaning o mnjority interest based

on owaetship as shown on Exlibit “A" ienmining aficr excluding the vatiog futerest of the Operator that was semovedd.

C. Employees:

The number of employees used by Operaton in conducting uperations bereunder, their selectivn, wnd the houir of fnbar and thie

camipeasation for seevices peddonned shall be detesnined by Operatar, and all such employces shall be the ciaplayees of Qpeator.

D. Ditlllag Contencts:

Al wells diilled on the Contiact Ares shall be diilled on a competitive continet basis at the usual sates prevailing in the
wea. I so desites, Opendor may craploy its own tools and equipment in the diilling of wells, but its chuiges therelor shall not
exceed the prevailing rates in the area and the vate of such chacges shall be apreed wpgn by the paities in wiiting before diilling
operations are conpnenced, aod sucl wak sladl be pedfonncd by Opecator saded tie swie teours aod conditions as are custoiary

nnd usunal in the atea in contiacts of independent conttactors who are daoing work of a slmilar matuee,

ARTICLIE VI
DRILIING AND DEVELOPMENT

AL Initind Well:

*
On or belare l)m._._l_s_t_ll duy al May. 2001 , Opedator shall commience the diilling ol

awell Tor ol and gas at the following location"or upon approval of Application for Permit to Drill, subject to rig availability

Township 29 North, Range 14 West, NMPM
Section 9: SE/4SE/4

San Juan County, New Mexico

and shall therealter continue the diilling of the well with due dilipence o

to test the Pictured Clifls formation

unless pranite or otlier practically impenctiable substaoce o condition in thie hole, which readers futhies drilling inpreactical, is cu-

couttered nt a lesser depth, o wnless all partics apree o complete or nbandon the well at a Tesser depih,

Operatat shall ke reasonable tests of all fonuations encowtered dhaving drifling which give fodication of cantnining wil und
gas insuantitics suflicient 1o test, uoless this apreement shall be limited in its application w a specilic formation g1 formations, in which

cevent Operator shall be tequited to (est only the Tormativa o formations to which this agrecmcnt may apply.
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ARTICLE VI
conlinued

I, in Operator’s judginent, the well witl not prodace oil or gas in paying quantitics, and it wishes to plug and abandon the

well as adry hole, the provisions of Adticle VEE T, shall therealter apply .,

B. Subsequent Operatlons:

{. Proposed Operations: Should any party hereto desire to dreill any well on the Contenct Ayea other than the well provided
for in Article VLA, (\E gn rework, deepen or plug back w dry hole drilled nt the joint expense of all purties or 0 well jointly owned by il

the partics and not thenk siag-in paying quantities, the party desiviog to deill rewaork, deepen oe plug back such & well shull give the

other pasties wrilten potice of the proposed operation, specilying the woik to be perlormed, the location, proposed depth, objective forma-
tion und the estimated cost of the operation. The pustics seceiving such n notice shall have thinty (30) days after receipt of the notice
within whiclh to notify the party wishing to do the work whethier they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice
to reply within the period above fixed shall constitite an efection by that party not to participate in the cost of the proposed operation.

Any notice or response piven by telephone shall be promptly conlivmed in writing.

*Lhen capable of producing

If all parties clect to particiapte in such a proposed operation, Operator shall, within ninety (90) days alter expiration of the notice
period of thirty (30) days (or as promptly as passible afier the expiration of the forty-cight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actunlly comumence the proposed aperition and complete it with due diligence ot the risk and expense of all pie-
tics hereto; provided, however, said commencement date may be extended upon written notice of smme by Operator 1o the other parties,
for a period of up to thirty (30 additional days if, in the sole opinion of Operator, such additional time is 1easonably necessary to obtain
permits from governmental suthorities, surface rights (including cights-of-way) or appropriate drilling equipment, or to complete
title examination or curative matter required for title approval ar acceptance. Notwithstanding the force majeure pravisions of Arti-
cle X1, il the actual eperation has not been commenced within the time provided (including any extension thereol as specifically
permitted herein) and if any party hercto still desires to conduct said operation, wrillen nolice proposing smne must be resubmitted

1o the other parlies in accordance with the provisions hereol as i no prior proposal had been made.

2. Operations by Less than All Paities: I any party receiving such nolice as provided in Atticie VEB. 1. or VILD. 1. (Option

No. 2) elects not to paticipale in the proposed operation, then, in order 1o be entitled 1o the benelits of this Article, the paaty or partics
giving the notice and such ather parties as shall clect to participate in the opermtion shall, within ninety (90) days alter the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling
rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall
perform all work for the account of the Consenting Partics; provided, however, if no drilling rig or other equipment is on location,
and if Operator is a Non-Conscenting Party, the Consenting Pattics shall either: (a) vequest Operator to perform the work requited
by such proposed operation for the account of the Consenting Partics, or (b) designate one (1) of the Consenting Partics as Operator
to perform such work. Counsenting Parties, when conducting operations on the Contract Area pursuant to this Article VILB.2., shall

comply with all termis and conditions of this agrecment,

I less than all partics approve any praposed operation, the propasiag party . bumediately alier the expiration of the appticable
notice period, shall advise the Consenting Parties of the tolal interest of the parties approving such operation and its reconmendation as
1o whether the Consenting Parties should proceed with the operation as proposed. Each Consenling Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after seceipt of such notice, shall advise the proposing party of its desire to (a)
Jimit prrticipation to such party’s interest as shown on Exhibit A" or (b) carry its proportionate part of Non-Consenting Parties’
interests, and failure to advise the proposing party shall he deemed an election under (). Tnthe event a diilling rig is on location,
the time permitted for such a response shall not exceed a total of forty-cight (48) hours (inclusive of Saturday, Sunday and legal
holidiys). The proposing paty . at its clection, may withdrow such proposal il there is insullicient participition and shall promptly

notily all parties of such decision.

The entive costand risk of conducting such operations shall be borne by the Consenting Paities in the propoitions they have
clected 1o bear same under the terms of the preceding paragraph. Consenling Partics shall keep the leasehold estates involved in such
operations free and clear of all licns and encuhrances of every kind created by or arising from the operations of the Consenting Partics.
I such an operation results i a dry hole, the Consenting Partics shadl plug and abandon the well and restore the surface location at theit
sole cast, risk and expense. 1 any well drilled, reworked. deepened or plugged back under the provisions of this Anticle results in a pro-

ducer of oil and/or gas in paying quantitics, the Consenting Parties shall complete and equip the well 1o produce at their sole cost and risk,
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ARTICLE VI

continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and Tor the account of the Consenting Par-
tica. Upon commeiicement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the pravisions of this Atticle, cach Non Cousenting Puaty shall be deemed to have relinguished (o Consenting Pattics,
and the Conscuting Partics shall own and be entitled to receive, in praportion to their respective inlerests, all of such Non-Cousenting
Party's interest in the well and share of production therefrom until the procceds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article HILD. payable out of or measured by the production from such well nceruing with respect to such interest

until it revests) shall equal the total of the following:

(a) 100% of cach such Non-Consenting Party’s shate of the cost of any newly acquired surflace equipiment beyond the welibead
connections (including, but not limited to, stock tanks, separators, treaters, pumping cquipment and piping), plus 100% of each such
Non-Consenting Party’s shure of the cost of operation of the well commiencing with firgt production nnd continuing until each such Non-
Conseating Pautty's relinguished interest shall revert to it under other provisions of this Article, it being ngreed that cach Non-
Consenting Party’s share of such costs nnd cquipment will be that interest which would have been chatgenble to such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

(t)_ 300 % of that portion of the costs and expenses of drilling, teworking, deepening, plugging back, testing and
completing, after deducting any cash contributions received under Article VIHLLC, and __ 300 % of that portion of the cost of
newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable to such Non-

Consenting Party il it had padicipated therein.

An clection not to participate in the drilfing or the deepening of a well shall be deemed an election not to pasticipate in any re-
working or plugging back operation proposed in such a well, or portion thercof, to which the initial Non-Consent election applied
that is conducted at any time prior to {ull recovery by the Consenting Parties of the Non-Consenting Paity’s recoupment account.
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
tion of said well and there shall be added (o the sums o be recouped by the Consenting Pattics one hundred percent (100%) of
that portion of the costs of the reworking ar plugging back operation which would have been chargeable to such Non-Consenting
Yarty had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment perlod, the

provisions of this Article VLB, shall be appficable us between said Conseuting Parties in said well.

During the period of time Consenting Partics are entitled to receive Non- Consenting Paity’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxcs, aud all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted
by Auticle {I1.D.

In the casc of any reworking, plugging back or deeper drilling operation, the Consenting Puarties shall be permitted to uez, fice
of cost, all easing, tubing nnd other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account Tor all such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sizxty (60) days after the completion of any operation under this Arlicle, the party conducting the operations for the
Consenting Parties shall furnish cach Non-Consenting Party with au inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in liew of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafier, during the time the Consenling Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non-Consenting Parties with an itemized statement of all costs and Habilities in-
curred in the aperntion of the well, together with a statement of the qurantity of oil wd gas produced from it and the amount of proceeds
readized from the sale of the well's working interest production during the preceding month, n determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or perlodic
well tests. Any amount realized from the sale or other disposition of cquipinent newly acquired in canncction with any such operation
which would have been owned by a Non-Consenting Parly had it participated thercin shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revertto it as

above provided; and if there is a credit balance, it shall be paid to such Non Consenting Pauty.

6
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ARTICLE VI

continued

Il and when the Consenting Partics recover from a Non- Consenting Paaty 's 1elinguished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party sivall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the sume interest in such well, the nmterial and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitfed to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thercafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further
costs of the operation of said well in accordance with the terns of this agreement and the Accounting Procedure attached hereto.

Notwithstunding the provisions of this Article VED.2_ it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located celsewhere on the Contract Arca is producing, unless such

well conforms to the then-existing well spacing patern for such source of supply.

The provisions of this Asticle shall have no application whatsoever to the drilling of the initial well described in Adticle VILA.
except (a) as to Article VII.D.1. (Option No. 2}, if selected, or (b) us to the reworking, deepening and plugging back of such initinl well
after it has been drifled to the depth specified in Article VILA L if it shail therenfter prove to be a dry hole or, if initially compieted for pro-
duction, ccases (o preduee in paying quantitics.

be capable of producing

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
campleted, and the results thereol furnished to the parties, stand-by costs incurred pending response to a party's notice proposing o
reworking, deecpening, plugging back or completing operation in such a well shall be charged and barne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subseduent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Partics pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part ol the propased operation, but if the proposal is subscquently
withdrawn because of insufficient participution, such stand-by costs shall be allocated between the Consenting Partics in the proportion

cach Conscnting Party’s interest as shown on Exhibit “* A’ bears to the total interest as shown on Exhibit “*A*" of al} Consenting Pas-

tics.

4. Sidetracking: Except as hereinafter provided, (hose provisions of this agrecment applicable to a ""deepening ™ operation shail
also be applicable to any proposal to directionally controf and intentionally devinte n well from vertical so s 1o change the bottom hole
location (herein calfed **sidetracking’), unless done to stiaighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any paity having the right to participate in n proposed sidetracking operation that does not own an interest in the
alfected well bore at the time of the notice shall, upon electing to participate, lender to the well bote owners its proportionate share (cqual

10 its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) I the proposal is for sideteacking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

the initia} drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) [fthe propasal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the

provisions of Exhibit **C™", less the estimated cost of salvaging aud the estimated cost of plugging and abandoning.

In the event that notice lor a sidetracking operation is given while the drilling rig to be utilized is on Jocation, the response period
shall be limited to forty -cight (48) hours, exclusive of Saurday, Sunday and legal holidays; provided, however, any party may request
and receive up to eight (8) additional days alter expiration of the forty-cight (48) hours within which ta respond by paying for all stand-by
time incurred during such extended response period. I more than one party clects to tike such additional time to respond to the notice,
standby costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing
parly’s inlerest ns shown on Exhibit " A’ bears to the total interest as shown on Exhibit “ A" of all the clecting partics. In all other in-

stances the response period to a proposal for sidetracking shall be limited ta thirly (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Arca,
cxclusive of production which may be uscd in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separite disposition by any
party of its proportionate sharc of the production shall be borne by such party . Any-pasty-tnking-its-stmre-of-produetion-inind-shel-be

7
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ARTICLE VI

continued
required o pay foe anly s propectiomte_shae of such pnt ol Operior’s sucfoce Tucilitiesubich-dt-uses,

Liach paty shall execute such division orders and contracts as may be necessary oo the sale ol its interestin production rom
the Contract Area, and, except as provided in Adicle VI, shall be entitled (o reeeive payment diceetly [1om the putchaser thereof for

its share of all productian.

In the event any pady shall fail 1o make the anangements necessary o take in kind oy separately dispose ol its proportionate share
ol the oil produced from the Contract Arca, Operntor shall bave the righs, subject to the reyocation st will by the paity owning it, but not
the obligation, to putchase such oil or sell it to others at any tme and from fime (o time, foetheuccnunoltha-nontakinp-pacty-ni-the
i ainable i > neea lor suc ton . Any such puichase or snle by Operator shall be subject always o the right of the
owner of the production 10 exercise al say time its tight to fnke in kind, ov separately dispose of, its share of ndl oil not previously
delivered to a purchaser. Any purchase or sale by Operntor of uny other paity's share of oil shall be only for such reasounble petiods of
titie os are consistent with the minimum needs of the industey under the particulne circwmstances, but in no event for a period in excess
ol one (1) year. ¥ and shall account 1o such party Tor the actual net proceeds received for such production, il sold. or the
current market price if purchased by Operator.
in (he eventone or more pacties” sepaale .di\)m!;muu ofits shaie of the pas causes splicsticam defiveries to sepate pipelines
mnd/oe deliveries which on o day-to day basis for ni\y reason are not exactly equal 1o a party's 1espective propottionate she of total gas
sales 1o be allocaled 1o it, the balncing o1 accounting between the 1espective accuunts of the parties shall be in accordance widy any

gas biluncing agreenmient betwecen the padtics hiereto, whethee suchnn sgecement is attached as Exhibie 7 H™ o s a sepande sgiecoent.

D. Access to Contrnet Aven nnd Information:
s

inch padty shall linve aecess (o the Contract Areaat all reasonable times, at its sole cost and risk 1o inspect or observe operntions,
and shnll have nccess at reasonable times (o infotmation pettaining to the developient or operntion thereof, including Operntor’s books
und tecords relating theieto, Opeatar, upon request, shall farnish each ol the other padtics with capics of all founs ar repoits filed whl
governmental agencies, daily deilling reports, well Tops, tank tables | daily pauge and tun tickets and vepaits of stock on hand at the
first of each month, and shall make available samples of any cores or cuttings taken from any well diitled on the Contract Aren. The
cost ol gathering and furnishing information to Moo Operator, other than that specilied abave, shall be charged to the Non-Operator

that requests the information.
I, Abnudonient of Wells:

1. Abandonment of Diy Holes: Except for any well diilied or deepened pursuant to Aticle VIB.2 ., any well which has been
drilled or deepened under the terms of this agrecnient and is proposed to be completed ns n dey hole shall not be plugged and abandoned
without the cansent af all patties. Should Operatar, aftee diligent el{on, be unable to contact any party, or shoukd any party fail ta reply
within forty-cight (48) howrs (exclusive of Snturdny, Sunday ond Tegal boliduys) alter 1eccipt of notice of the proposal 1o plag and abandon
such well, such party shall be decmed o have consented 1o 1he propased nbandonment. All such wells shall be plugped and abandonced
in accordance with applicable regolations and at the cost, visk amnd expense of the paities who patticipsted in the cost of diilling o5 deepen-
ing such well. Any party wha objects to plugping aud abandoning such well shadl have the right (o take over the well and conduct further

opetations in search of oil and/or gas subject to the provisions of Article VI

2. Abandonment of Wells that have Produced: Fxcept toc any well in which a Non Consent operation has been condacted
hereunder for which the Consenting Patties have not been lully teimbursed as herein provided, any well which has been completed
as a produccr shall not be plogged and abandoned without the consent of all patties. I all parties consent 1o such nhandonment, the well
shinll be plugged and abandonced in accordance with applicablie regulations and atthc cost, risk and expense of all the partics hereto. If,
within thirty (30) days afier 1eceipt of notice of the propased abiandonment of uny well, all pasties do not ngree to the abandonment of such
well, those wishing 1o continue its vperation from the intervind(s) of the lormation(s) then open to production shinll teider to cuch of the
ather parties its propostionate sline of the value of the well's sadvable muatedial rud equipment, deterntined i accordance with the provi-
sions of Exhibit "C", less the estimated cost ol salvaging and the estimated cost of plupging and abandoning. Each abandoning
pauty shall assign the non abandoning paties, without wanianty, express or implicd, as (o title or ns 1o quantity, or fitness lor use
ol the equipment and material, all of its interest in the well and rclated equipment, together with its interestin the leaschold estate as to,
but only as to, the interval or intervals of the formation or formations then opeu to production. If the interest of the abandoning party
is or includes an oil and gas interest, such party shall exccute and deliver to the non-abandoning paity or padties an oil and gas lease,
Tanited 1o the interval or intervals of the formation or formations then open to preduction, for a term of one (1) year and so long thereaficr

as oil and/ar gas is produced from the interval or intervals of the formation or formations covered theceby, such lease to be on the foim

attached as Exhibin
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ARTICLE VI

continued

L The assigments or leases so limited shall encompuss the “drilling unit’” upon which the well is Jocned. The
payiients by, and the assignmcents or leases 1o, the assignces shall be in s catio based upan the relationship of their respective percentage
of participation in the Contract Area to the aggregate of the percentages of participalion in the Contract Area of all assiguees. There

shall be no readjustment of inlerests in the remaining portion of the Contract Aren.

Thereaflter, abandoning partics shall have no fusther responsibility, lability . or interest in the operation of or production from
the well inthe interval or intervals then open other than the joyadtics seined in any lense made under the terms of this Article. Upon te-
quest, Operator shall continue to operate the assigned well for the nccount of the non-nbandoning paities nt the rates and charges con-
teripluted by this agrecment, plus nny additional cost and churges whicli mny arise s the result of the separate ownership of the assigned
well. Upon propased abandonment of the producing interval(s) assigned or leased, the nssignor or leasor shall then have the oplion to
reprirchase dts prioe bnterest i the well (using the snne valustion formalay and padicipnte in fuither opeodions therein subject to the peo-

vistons hereol.

3. Abandonment of Non Consent Operations: The provisions of Article VI E 4. ot VLE.Z above shall be applicahie as
between Consenting Parties in the event of the proposcd abandonment ol any well excepted from said Aiticles; provided, however, no
well shafl be permanently plupged and abandoned unless and until all pacties having the tipht to conduct fusther operations thercin have
been notified of the proposed abandonment and alforded the opportunity to elect 1o take over the well in accordance with the provisions

ol this Article VLE.

ARTICLIS VI
EXPENDITURES AND LIABULITY OF PARTIES

A. Linbility of Partles:

‘The Hability of the partics shall be severaf, not juint or colfective. Lach party shall be tesponsible only Tor its obligations, and
shall be liable only for its propostionnie share of 1he costs of developing and operating the Contract Aren. Accordingly, the liens granted
mmong the partics in Article VIL.B. wic given to secure only the debts of ench severadly . IUis not the intention of the parties (o create, nor

shall this agreecment be construed as creating, amining or other partinership or association, or 1o render the parties liable as partners.,
. Liens and Payment Defaults:

Each Nou-Operator grants 1o Operator a licn vpon its oil and gas tights in the Contract Area, and a security interest inits shate
ol il and/or pns when extincied mad s interest in nll eqoipment, o sceure pnyment of icshore ol expense together with ipterest thereon
at the rate provided jn LExhibit “*C'"."To the extent that Operitor has a security interest under the Uniform Conmmcrcial Code of the
state, Operator shall be entitled to exercise the vights and remedies of wsecured paity under the Code. The bringing of a suit and the ob-
taining of judgment by Operator far the secured indebtedness shadl not be decied an election of temedies or otier wise alfect the licn
rights or security interest as secutity Tor the paytient theveof. lnaddition, upon delault by any Non-Opetaton in the payment of its share
of exprense, Operator shall have the cight, without prejudice to other rights ar remedies, to collect from the purchaser the proceeds from
the sale of such Non-Operator's share of oil and/or pas until the amount owed by such Non-Gperator, plus interest, has been paid. Each
pacchaser shall be entitled to rely upon Operator’s written stalement concerning the amount of any defavlt. Operator graots a like licn

and sccurity interest o the Non Opciators to secure payment of Operator’s proportionate shate of expense.

Il any party lails or is unable to pay its shate of expense within sixty (60) days after readition of a statenient therelor by
Operator, the non-defaulting partics, inchaiding Operator, shall, upon request by Operator, pay the nnpaid amount in the propoition that
the interest of each such party beans to the interest of wfl such pacties. Each padty so paying its sliue of the unpaid amount shall, to obtain

reimbursement thereol, be subrogated to the secwrity tights described in the Toregoing paragiaph.
C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incuried in the develop-
ment and operation of the Contiact Area pursuant (o this agrcement and shall charpe each of the pattics hereto with theie wespeetive pro-
portionate shares upon the expense basis provided in Exhibit € Operator shalt keep sn sccurate record of the joint account hierewnder,

showing cxpenses incurred and charges and ceedits made and received.

Opeenton af its clection, <hudblave the right foom tare o e to demnad nad reccive Tram the other pardtios payiment in advance
ol their tespective shares of the estimated amount of the expense o be incurred in operations hereunder dutiog the next succeeding
month, which right may be exercised only by submission 1o cach such paty of anitemized stateiment of such estimated expense, together
with an invoice for its share thereof. Tach such statement and invoice for the payment in advance of estimated expense shall be submitted
on or hefore the 20th day of the next preceding monih. Each pinty shall pay 10 Operator its propostionate share of such estimate within
filteen (15) days afier such estimate and invoice is reccived. [Fany paty fails to pay its share of said estimate within said time, the amount
due shadl bear interest as provided in Fxhibit ©C*" until paid. Proper adjustment shall be made monthly between advances and actual ex-

pense o the end that each party shall bear and pay its prapostionaie share of actual expenses incunied, and no maic.

D. Limitation of Expenditures:

1o Drillor D
pussuant 1o the provisions of Aiticle YVEB.2 of this agrcement. Consent lo the drilling or decpening shall include:
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ARTICLE VII

continued
b Option No. 11 All necessary expenditures o the diilling or deepening, testing, completing sid cquipping of the well, including
necessmy tankage and/or surfnce facilities.
[J Option No. 2: All necessary expenditures lor the diilling or deepening and testing of the well. When such well has reached its

authorized depth, and all tests have been completed, and the results thereofl furnished (o the parties, Operator shall give immediate notice
1o the Non-Operatars who have the right to participate in the completion costs. The pattics receiving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to clect to pacticipate in the sctting of casing ard the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any panty receiving such notice to reply within the period abave fixed shall
constitute an clection by that party not to participate in the cost of the completion nttempt. I one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VILB.2. hereof (the phrase *'reworking, deepening or plugging
back "™ as contiined in Article VI.B.2. shull be deemed to include completing™") shudl apply to the operations iherenler conducted by less

than all parties.

2. Rework or Plug Back: Without the consent of all partics, no well shall be reworked or plugged back except a well reworked or

plugged back pursuant to the provisions of Atticle VI.B.2. of this agreement. Consent torthe rewaorking or plugging back of a well shall
include all necessnry expenditures in conducting such aperations aud completing and equipping of said well, including necessary tankage

and/or surface facilitices,

3. OQthier Operations: Without the consent of all partics, Operator shiall not undertake any single project reasonably estinnated
to require an expenditure in excess of bwenbty=Ffive Lhousandollus (5.25,000.000 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back ol which has been
previously nuthorized by or pursunnt to this apreement: provided, however, that, in case of explosion, fire, Nood ar other sudden
cmergency. whether ol the sume on ditfecent nutare, Operntor may take such steps sd ncur soch experses anin it apinion sre seguived
1o deal with the emiergency to safeginud life and propesty but Operator, as promptly as possible, shall yeportthe emergency to the other
parties. If Operator prepares wn authority for expenditine (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereol Tor any single project costing in excess ol [ifteen thousand
Dollars ($_15,000.0Q _ _ ) but less than the mmount {irst set forth above in this paragraph,

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

Rentals, shut-in well payments and minimuim royadtics which may be required under the teims of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the sume leasce 1o this agrecment, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled (o reccive, proper evidence of all such payments. In the event of
failure 1o make proper payment of any rental, shat-in well payment or mininunn royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance with the pro-
visions of Article 1V.B.2.

Operator shall notily Non Operator of the anticipated completion of ashut-in gas well, o1 the shutting in or retuinn to production
of a producing gas well, at least tive (5) days (excluding Satueday, Sunday and legal holiday), or at the carliest opportanity perinitted by
circumstances, prior to taking such action, but assumes no liability for failure o do so. In the event of fuilure by Operator to so natily
Non-Operator, the loss of any lease contributed hereto by Non-Operator for faiture to make timely payments of any shut-in well payment

shall be borne joinly by the parties hercto under the provisions of Arlicle 1V.1).3.
I, Taxes:

Beginning with the first ealendar year after the effective date hereol, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercon before they
hecome delinguent. Prior (o the tendition date, cacli Non Operator shall fusaishy Operator infornation as to burdens (1o include, but not
be limited to, 1oyalties, overriding royaltics and production payments) on leases and oil and gas interests contributed by such Non-
Operator. I the assessed valuation of any leasehold estate is reduced by reason of its heing subject lo outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefram shall inure 1o the benefit of the owner or
owners of such leaschold estate, and Operator shalt adjust the charge to such owner or awners so as to refllect the benefit of such reduc-
tion. I the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by cach party’s working interest. Operator shall bill the other parties for their propottionate shares of all tax payments

in the manner provided in Exhibit < C"".

W Operator considers sy tax assessment improper, Operator may, ot its disciction, protest within the time and niimer
prescribed by law, and prosccute the protest to o final determination, unless all patties agree 1o abandon the protest prior to final deter-
mination. During the pendency ol administrative or judicial proceedings, Operator may clect o pay, under protest, all such taxes and any
interest and penalty. When any such protested assessiment shall lave been finally determined, Operator shail pay the tax for the joint ac-
count, together with any interest and penally acerued, and the tolal cost shall then be assessed against the parties, and be paid by

them, as provided in Exhibit **C™".

Each paity shall pay or cause to be paid all production, severance, excise, gathering and ather taxes imposed upon or with

respect (o the production or handliog ol such party’s shine of ail wad/oc gas produced under the tens ol this agrecment.

1)
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ARTICLE VH

contlnued

G. Insurance:

At all times while operations ate conducted hereunder, Operator shall comply with the worknien's compens:tion law of
the state where the operations are being canducted; provided, however, that Operator may be a sell-insuer {or liability under said com-
pensation laws in which event the only charge that shall be made to the jointaccount shall be as provided in Exhibit **C'*. Operator shall
nlsa carcy or provide insurance for the benelit of the joint account of the parties ns outlined in Exhibit ', attnched to and minde a part
hereol. Operator shall require all contractors engaged in wairk on o for the Contrnet Arca to comply with the workmen’s compensation

law of the sinte where the operations mie being conducted and to maintoin such other insurnnce as Operator may require.,

In the event awtomobile liability insurance is specified in said Exhibit "D or subsequently receives the npproval of the

patties, no ditect charge shall be made by Operitor Tor premimns paid for such insurnnce for Opettor’s automotive equipment.

ARCCICLE VI,
ACQUISTTION, MAINTENANCE OR TRANSFER-OF INTEREST

A. Swrrender of Lensces:

The leases covered by tis agrceuient, insofar as they embrace nercage i the Contract Acea, shadl not be surrendered in whole

or in part unless all pnrties consent thereto.

However, should any party desite (o suwcender it interest inany fease or in any pation theceof, and the other paaties do not
npree or consent thereto, the paity desdring to surrender shall naadpn, without expreas or himplied warinnty of ttle, all of fts biterest In
such lense, or portion thercol, and any well, mnterint wnd cquignnent which mny be located thereon and nny vights in production
therealter secured, to the pautics not consenting to such surcender, I the interest of the assigning paity is or includes anoil and gas in-
terest, the assigning pacty shall exceute and deliver to the party or parties not consenting to such surrender an oil and gas lease cavering
such oil and gas interest for ateom of one (1) year and so long thereafier as oil and/or gas is produced from the land covered theteby, such
lease to be on the form attaclicd hereto as Exbibit "B Upon such assigmment o fease, the assigning padty shall be celieved from all
obligations thereafter accruing, hut not theretofore acerued, with cespect to the interest assipned or leased and the operation of any well
attributable thereto, and the assigning party shall have no fuither interest in the assigned or leased premises sl its equipment and pro-
duction otier than the royalties retained in gny lease made under the tenms of this Adticle. The party assignee or dessce shall pay to the
paity assignor or lessor the reasonable salvage value of the kalte’s inferest in any wells and equipment attributable to the assigned or leas-
cd acreage. The value of all muterial shall be determined in accordance with the pravisions of Exhibit " C'" | less the estimaled cost of
salvaging and the estimated cost of plugping and abandoning. If the assignment or Iease is in favor of mote than one paity, the interest

shall be shared by such parties in the proportions that the interest of cach bews to the total interest of all sucl paities.

Any assignment, lease or smiendes miade under this provision shall not reduce o change the assipnor's, lessor’s or suendering
party’s interest as it was immediately before the assipnment, Tease or surrender in the balance of the Conirnet Area; s the ncreage

assigned, leascd or sutiendered, and subsequent operations thereon, shall not therealler be subject to the tecmns and provisions ol this

agreecnient.
B. Renewal or Extenslon of Lenses:

H any party sccures a rencwal of any oil and gas lease subject to this agreement, all other pastics shall be notilied prompily. and
<hidd Bive the ciphit foe a peciod of thivty (30) days ottowing receipt ol sucth notice i whiclito clect to participate in the ownership of the
renewal lease, insolar as such Jease nllccts Tands within the Cantract Aren, by paying 1o the party who ncquired it theis several proper pro-

portionate shiares of the acquisition cost allocated 1o that part of such dease withinthe Contract Asea, which shall he in propotion 1o the

interests hetd at that dme by the parties in the Contiact Arca.

I some, but less than all, ol tie parties clect to pasticipate i the purchase ol a renewal lease, it shall be owaned by the parties
who elect to participate therein, ina ratio based upon the relationship of et wespective peccentage of panticipation in the Contiact Aren
10 the aggregate of the percentages of patticipation in the Contract Aven of all parties participating in the purchase of such renewal lease.

Any renewal lease in which less thian adl parties elect to padticipate shall not be suliject to this agrecment.

Each paty who paticipates in the purchase of a renewal Jease shall be given an assignment ol its proportionate interest therein

by the acquiting party.

The provisions of this Adticle shiall apply o rencwal leases whethicr thicy are lor the entite interest covered by the expiring lease
or cover only a portion of its arca or an interest therein, Any renewal lease taken before the expivation ol ils predecessor lease, or taken or
contracted for within six (6) months alier the expiration ol the existing lease shal) he subject 1o this provision; but any leasce laken or con-

wacted for more than six (6) months after the expitation of an existing dease shall not be deemied o rencwal fease and shalf not be subject 1o

the gppovision of this agreement.

The pravisions in this Adicle shall also be applicable 1o extensions ol il and pas Jeases,

C. Acrenge or Cash Confributions:

While this agecemnent is in force, il any pauty contgs for acontiibution ol casdi towmds the dvilling of o well or any ather
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applicd by it against the cost of such drilling o1 other operation. 1 the conttibution be in the form of acieage, the parly to whom the con-
wibution is made shall prompty tender an assignment of the acreage, without wantanty of title, fo the Diilling Parties in the propottions
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ARTICLE VI
continued

said Drilling Parties shared the cost ol duilling the well Such acreape shall become aseparate Contract Areinand 1o the extent possible, he
poverned by provisions identicnl to this apreeement. BEach party shinll promptly notity sl other paries of any nerenge on ensh contribations
itinay obtain in support of any well o any other operation on the Contract Aven Hie above provisions shall also be applicable to op

tional tights to carn acreage outside the Contract Arca which ate in support of a well diilled inside the Contract Area.

I any party contracts for any consideration elging to disposition of such pity’s shire of substances produced hereunder, such

consideration shiall not be decimed a contribution as contemphved in this Asticle VILC.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil und gos leaschold joterests covered by (his ngreement, no
paty shall sell, encurmber, trnosteor or ke other dispasition of its imterest in the leases cimnbraced within the Contract Arcw and in wells,

cguipment and production uoless such disposition covers cither:
1. the entite interest of the patty in all feases and cquipment and praduction; or
2. an equal undivided interest in all leases and equipment and production tn the Contract Area.

Every such sale, encumnbrance, transfer or-othier disposition suade by any paty shall be miade expressly subject to this agrecinent

and shall be made without prejudice 1o the right of the other pinties.

If, atany time the interest of any panty is divided among and owned by lour or more co-owners, Operator, atits discrelion, may
require such co-owners to appoint a single trustee or ngent with {ull authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to denl penerally with, and with power to bind, the co-owners of such
party s fnterest within the scope of the operitions cmbraced inthis sgreement: however, all such co-owners shalf have the tight to enter
into and execule all contracts or aprecments tor the disposition of their respective shares of the oil and gas produced leon the Conteact

Arca and they shall have the right (o receive, separately, payment ol the sale proceeds thereol.
E. Walver of Rights to Partition:

[0 permitted by the faws of the state or states in which the propeity cavered hereby is located, each patty hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided

interest therein,

“F—Preferentint-Right-to-Purehase:

—*——ﬁhﬂnkhmﬁmrfy-(lcnirrkHeiHvH—ﬂr—nny-]nnHloHnlwesh'rumlm»shimqyuumanrur-ilu_Lighlx_alul_inuutu&m-in-t:»/&(—'ﬂmmﬂ
Arca, it shall promptly give wiitten natice to the other partics, with [ull information concerning its proposed sale, which-shaitinclude the

name and address of the prospective purchaser (who must be ready, willing and able o purchiase), t
of the offer. The other partics shall then have an optional prior right, for a period glten-t10T days alter teceipt of the notice, to purchase
$es to sell and, 1M this optional right is exercised, the purchas-

on the same terms and conditions the interest which the other pasy peor
ing partics shall share the purchased interest in the-propGitions that the interest of each bears to the total interest of all purchasing par-

tics. However, there shall be_go prefer@ntial right (o purchase in those cases where any party wishes 1o mortgage its inlerests, or 1o
dispose of its ipteresty By merger, rearganization, consolidation, or sale of all or substantially alt of its assets to a subsidiary or parent com-
: lo-a-subsidinry of a parenl compuny —or tocany company inowhich any one parly oswns_a majority of the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to create, and shall not be constieed o create, a relationship of patinership or an association
for profit between or among the partics hereto. Notwithstanding any provision hierein that the riglits and liabilitics hereunder are several
and not joint or collective, or that this agreement and operations hercunder shall not constitate a parinesship, i, for federal income tax
purposes, this agreement and the operations heveunder are reganded as a padnership, each party hereby aftecied clects to be excluded
from the application of all of the provisions of Subchapter *' K™, Chapter 1. Subititle A", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Scection 761 of the Code and the regulations promulpated thereunder. Operator is authorized and directed to ex-
ccute on behalf of cach party hereby alfected such evidence of this clection as may be required by the Seeretary of the Treasuy of the
United States or the Federal Intemal Revenue Service, including specifically, but not by way of limitation, all of the returns, stalements,
and the data required by Federal Regulations 1761, Should there be any requirement that cach party hereby allected give Tuither
cvidence of this clection, each such party shall execute such docuiments and furnish such other evidence as may be required by the
Fedend Tnteral Revenne Service o us nay be necessary o evidence this election. No soach party shall jrive any notices on take any other
action inconsistent with the election mixde herehy. [ any present or futine income tax Taws of the state o states i which the Conteact
Arcais located or any future income tax liws of the United States contain provisions simila fo those in Subchapter K™ Chapter |,
Subtitle A", ol the Internal Revenue Code of 1954, under which an election simifar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such clection as may be permitted or required by such faws. In making the foregoing clec-
tion, each such party states it the income derived by such party fronaperations hereunder can be adequately detesmisied withoutthe

computation of partnership taxable income,



T IR TZT exwuawna W —

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
AR
49
50
51
52
53
54
55
56
57

59
060)
61
62
63
[$%)
65
66
67
o8
6Y
70

1982 - Model Form Operating Agreement

ARTICLE X.
CLAIMS AND LAWSUITS

Operatar may scttle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does not exceed ten thousand ——-—-—-=--—-—~- . Dollars
($_10,000.00-) and if the payment is in complete settlement of such claim or suit. If the amount required for scttlement ex-

cecds the above amount, the partics hereto shall assume and take over the further handling of the claini or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, setding, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued anccotnt of nny patter arising Trom operntions heremnder over which such individual hins no control beenuse of the riphts given
Operator by this agreement, such patty shall immediately notify alf other parties, and the claini or suit shall be treated as any other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agrecinent, other than
the abligation to make money pnyrhcnks, that party shall give to all other parties prompt written naotice of the force majeure with
reasonnbly full particulurs concerning it; thercupon, the obligations of the party giving the notice, so fnr ax they are affected by the force
muajeure, shall be suspended during, but no longer than, the continuance of the farce majcure. The affected party shall use all reasonable
diligence ta remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedicd with all reasonable dispateh shall not require the settlement of sirikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficultics shall be hundied shall be entirely
within the discretion of the party concerned.

The term force majeute”, as here employed, shall mean an act of God, strike, lockout, or other industrinl distusbance, act of
the public encmy, war, blockade, public tiot, lightning, lire, storm, flood, explosion, governmental action, governmental delay, restining
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE XI1E,
NOTICIES

All notices authorized or required between the patties and required by any of the provisions of this agrcement, unless otherwise
specilically provided, shall be given in writing by miail or ielegram, postage or charges prepaid, or by telex or telecopier and addressed to
the partics to whom the notice is given at the addresses fisted on Exhibit " A The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response theeeto shall run from the date the originating notice is received. The sccand or wiy responsive aotice shall be deemed given
when deposited in the mail or with the telegraph company, with pastage or chairges peepaid, or seat by telex or telecopier. Eacli party
shall have the right to change its addiess at any time, and from time to tinie, by piving written notice thereof to all other partics.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full foree and eflect as 1o tne oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no paaty hercto shall ever be construed as having any right, title or interest in or to any

Jease or oil and gas interest contiibuted by any other party heyond the termv of this apreement.

Option No. 1: So Jong as any of the oil and gas leases subject to this agreement remain or are continued in foree as to any part

ol the Contract Arca, whether by production, extension, renewal or otherwise.

A Option No. 2: In the event the well deseribed in Article VILAL, or any subscquent well diilled under any provision of this
mpprecent, results in production of oil and/or pas in paying quantities, this ngreement shall coptimie in foree so Jong ns nny such well or
wells produce, or are capable of production, and Tor an additional petiod of __Q Q... __. days trom cessation of all production; provided,
however , if, prior (o the expiration of such additional period, oue or miore of the partics hereto are engaged in dritling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, tis agreement shall continue in force until such opera-
tions have been completed and if production results therelrom, this agreement shall continue in force as provided herein. In the event the
well deseribed in Article VA, or any subsequent well drilled hereunder, results in a dry hole, and no other welf is producing, or capable
ol producing oil and/or gas fson the Conttact Area, this agrecment shall ierminate unless diilling, decpening, plugging back or rework-

ing operatons are commenced within .90 ___  days fiom the date of abandonment of said well.

IUis agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has

accrued or wttached prior to the date of such teomination.
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGUILATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Areais localed, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable {ederal, state, and local laws. or-

dinances, rules, regulations, and oiders.
B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedics, procedures, rights, duties and interpretation or construction, shall be governed and detennined by the law of the state in which
the Contract Aren is focnted. 1T the Continet Aren is in two or more states, the law ol the stnle of ___ Naw--Mexioo -

shalt govern.
C. Repulntory Agencles:

Nathing herein contained shall grant, o1 be construed to grant, Operator the right or authority to waive or ielease any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such lnws in reference to oil, gas and mincral operations, including the Jocation, operation, or production of wells, on tracts offsct-

ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non Operators agree 1o release Operaton from any aixd all losses, damages, injuties, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor ngencies to the extent such inlerpretation or ap-
plication wos made in good fuith, Fach Non-Operitor futther agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operalor may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be tequired to be submitted to the purchaser
of any crude oil sold hereunder or 10 any other person or entily pursuant to the requirciments of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be nmended from time o time (**Act’’), and any valid regulations or rules which may be issued by the Treasury
Department from time 1o time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information

which is required 10 be Turnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Notwithstanding anything herein to the contrary, Richardson
Production Company shall have the right to designate Richardson
Operating Company as Operator of the Contract Area, and its lack
of ownership in the Conkract Arca shall nolt be cause for its

removal as Operator of the Conltracl Area.
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ARTICLE XV
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respeclive heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, each of which shall be considered an
origina!l for alt purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of 1st day of February, 2001,

OPERATOR

RICHARDSON OPERATING COMPANY

Sidhlan. Gtl

Cathleen Colby, Attorney-in¢act
Date: Rbrua,r7 [ a00l

NON-OPERATORS

William A. Hall

Date:

RICHARDSON PRODUCTION COMPANY

_lathlovn, Cetla,

Cathleen Colby, Attomeyjz[f:act

Date: ﬁ’loruary l, 200}



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated February 1. 2001, between
Richardson Operating Company, as Operator, and Richardson Production Company and William A. Hall,
as Non-Operators.

l. DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT
Township 29 North, Range 14 West

Section 9: SE/4
San Juan County, New Mexico

L. RESTRICTIONS, iF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES:

Limited in depth to the Pictured Cliffs formation

M. PARTIES TO AGREEMENT WITH PERCENTAGE OF INTEREST, ADDRESSES AND
TELEPHONE NUMBERS FOR NOTICE PURPOSES:

PARTY TO AGREEMENT INTEREST

Richardson Production Company 87.5%
Richardson Operating Company

1700 Lincoln Street, Suite 1700
Denver, CO 80203

Phone (303) 830-8000

Fax (303) 830-8009

William A. Hall 12 5%
416 N. Behrend Ave.

Farmington, NM 87401

Phone (505)325-6350

V. LEASES SUBJECT TO THIS AGREEMENT:

TO BE DETERMINED

A-1



STATE OIF COLORADO )
) ss.

COUNTY OF DENVER )

The foregoing instrument was acknowledged before me this 1% day of February, 2001, by
Cathleen Colby as attorney in fact on behall of Richardson Operating Comipany and Richardson
Production Company.

My Cominission Expires: / O - 3)’ ”OQN DM mQM.d_) V-

N(itﬂl&f Public

STATE OF NEW MEXICO )
) ss.
COUNTY OF SAN JUAN )

The foregoing instrument was acknowledged beforemethis — dayof
[ebruary, 2001, by William A, Tall.

My Comimission Expires:

Notary Public
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ocomeanded hy o Coundl

ol Patielaunt Arcountantt

EXVHBIET

Attached to and made a part of that certain Operating Agreement dated February 1, '2'001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as

Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

Lo CENEIAL PROVISTONS

Dealinilions

“Joinl Propervly” shall mican the veal and peesonad proper ty sabject to he npreement to which thin Accounting ioeedure
in nttnehed,

“"Joinl Operntona” shall menn wdl opecalions vecennmay o proper foe the development, operation, protectlon aod mmbnle
niee of the Joinl Properly.

"Joint Account” shall miean the necount showing tre el gres paid and ccedity recolved in Ui conduel of the Juint Opeva
Liong and which nre Lo be shared by the Pag lies,

“Operator” shull mean the pacty deshonated to conducet (e Jgint Operationn,

“Mon-Oporntors” shall miean the Parlies Lo this mprrcement other thnn o Operntor,

"Parties” shall menn Operator ind Mon-Opecators.

“First Level Supervisors” shall menn those wnployers whose privnry Tunelion in Joinl Opernlons in the divect supervision
of ollier employees and/or continel Tubor direetly employed on Uie Joint Propoecly Tnoac leld opeeallng enpueity.

Technien! Bmployees” shinllinean those employees having specin) and upecitie enginecring, geological o olther profes.

slonal akilla, and whose privnarcy function in Joint Opedationn is (e handling of apecilic opeating conditions and probiloims
for the benelit of the Joint Property.

“Peraonal Bxpenses” abiall mcan Gavel tand other censonabile veimbureubleo expoanses of Opoerators anployeen.
"Muterin)” shall mean personad property, equipoent o capplien nequived o held Toe use o the Joinl Property,
“Contlroliahle Matevinl” ghall tnean Malerinl which ol the Gore is so clunsifed fo Ure Matetinl Classilication Maoun! ny

most recently recommended Ly e Council of D'eliotownm Accountuntas Socielios.
)

Stulement and Billings

Operndor ahall Lill Non-Operadors aon o before the baal day of enclomonth for thele proporonate shinee of the Jolot A
count for the preceding nonth. Sueli billy will be neeompanied by statamenta which identily twe nulhovity Toe expendito e,
lease or Tacillty, nond all charges nnd credits sununneized by spproprinte classilicationg of fnvestment and oxpense excoepl
that items of Conlrolinble Material nnd unusunl el gren nnd eredits shall Ge nopavntely identilied wod fally denscriteed in

delail.

Advincen und Payimenls by Mon-Operntors

A, Untless olherwize provided for i e apocement, the Operntor many cogquive the Mon-Opeeatoves Yo sdvanee their
share of ealimmated cash oty for the suceeeding wontl's operalion within Hlleon (15) duyn aller veceipd of the LI
ing or by Uie Gueat day of the month for which the ndvaoce ta vequived, whilehover in Inter, Operator shallndjunt onely
monthly bllliog to reflect advances recelved frovn the Mon-Operalora.

. Fach Mon-Operator shall puy it propor ton ol wl bills seillsine (fleen (16} duya alter recelpl 1T payinent ia nolmade
withln nuch time, the unpaid balanee abiadd e interent monthly althe prie enle jo olleet ul . __Chase.. .
Manhatblan,. New_Yaorlk___ oo the fiest day of e mgnth dnowlhidel delingaency oceaens plus 1% or the nuxionng
contract rale permitted Ly the applicable usury Bowe in the stale in which e Joinl Property ia loenled, whlehovor

te e leager, plug allovney's Tees, court costy, wud othee costs I connectlon wille the collecton of winpaid nnounts,

i

Adjustiments

Payment of aoy such billa shall not prejudice e vipghtUof any Now Qperslor o prolesl or queation Uie coreecliesn Urer eol:
provided, however, nll bills sud stalemonty cendered To Mon-Operators by Operntor ducing noy endendar year shall con-
cluglvely be preswimed o be true sad corveel nlter Leedy-loar (24) montha lollowing e end of any such endendar yeae,
unless within the aaid twenly-four (24) month perviod w Hon-Operator nlces wrilton exceplion tierelo wd makes elnin on
Operalor for adjustinent. No adjustment favorabile to Opecdor ahiadl e miade vilens i inady within Ure siie peeacr sl
period, ‘The provisions of thin pruoragraph shall not prevent adjustments resultng from a physical lnventory of Controllabile
Maltevial us provided for in Section V.



D. Audils

A. A Non-Operator, upon notice in writing Lo Operator and alb other Non-Operadaors, shall have the right o aadit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenly-four (24) month
period following the end of such calendar year; provided, however, the makingr of an andit shadl not extend the Lime
for the taking of wrilten exception Lo and (he adjustiments of accounts as provided for in Paragraph 4 of this Section
[. Where there are two or mare Now Operators, the Non Operators shall make every reasonable effort to conduact a
joint audit in aomanner which will result in o minimnn of inconvenicnee to the Operator. Opecator shall bewr no por-
tion of the Non-Operalors’ audit cost incur ved under thin pacagoeaph woless aprecd to by the Operator. The andits
shall not be conducted more than once each yenr without prior approval of Operator, excepl upon Lhe resipation or
removal of Uie Operator, and shall e made ol the expense of those Non Operators approvings such andit,

B, The Operator shadl reply in writing lo an aodit ceport within 180 days after receipt of such report,
6. Approval By Non-Operators

Where an appraval or olther agreement of the Parties or Nan-Operators is expressly vequived widder other seclions of this
Accounting vocedure and if the npreement to which this Avcounting rocedure is attached contains no conbrary provisions
in regard thereto, Operator shall notifly il Non Operators of the Operator’s proposal, and the agrecment o approval of
a majorily in interest of the Non Operators shall he controlling on all Non-Operators,

. DIRECT CHARGES
Operator shall charge the Joinl Account with the followingr items:

1. Ilcological and Eavirenmental

Costs incurred for the benelit of the Joint Property na aresull of governmental or repgulatory vequirements to salisfy environ-
mental considerations applicable to the Joint Operalions. Such costs may include surveys of an ecological or archacolopical
nature and poltution control procedures as required hy applicable lnws and regulations,

2. Rentals and Royalties
Lease rentals and royalties paid by Operatoe for the Joint Operadions,
g3, Labor

A. (1) Salaries and wages of Operalor's ficld employees direelly employed on the Joint Property in the conduet of Joinl,
Operations.

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

(3) Salaries and wages of Technical [himployees divectly emiployed on the Joint Property if such chavges are excluded
from the averhead rales.

(1) Salaries and wages of Technical Employees either temporarily or permancently assigned to and directly employed
in the operation of the Joint Mroperty if such charges are excluded from Lthe averhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefils and other cuslomary allowances paid o employees
whose salaries and wiagpres are chargeable to the Joint Account under Paragraph 3A of this Section 11 Such cosls under
this Paragraph 3B may be charged on a “when and ag paid basis” or by “percentape assessiment” on the amount of
saburies and wages chargeable 1o the Joint Aceount under Paragraph 3A of this Section 1 I percenlage assesament
is used, the rate shall be based on the Operator’s cost experience.

C.  Expenditures or contribulions made pursuant to assessients imposad by governmental anthority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 313 of this Section 11,

D. TPersonal lxpenges of those cimiployees whose saluries aud wages are chargeable to the Joint Account under Parapraph
A of this Section 11,

4. smplayee Benelils
Operator’s current costs of esbablished plans for employees’ proup life insurance, hospitalization, pension, relirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operstor's Jabor cost chargeable te the Joint

Account under Paragraphs 3A and 31 of this Section 11 shall be Operator's actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielics.

5. Material
Material purchased or furnished by Qperator for use on the Joint Property as provided under Section I1V. Only such Malerinl

shall be purchased for or transferred to the Joint Properly as may be required for immediate use and is reasonably practical
and consistent with efficient and cconomical operations. The aceumulation of surplus stocks shall be avoided.

6. Transportation
Transportation of employces and Material necessavy for the Joint Operations but subject to the [ollowing limitations:
A. I Malerial is moved to the Joint Properly from the Operalor's warchouse or other properties, no charge shall he made

to the Joint Accounl for a distance greaster than the distance from the nearest reliable supply slore whoere Jilie material
is normally available or railway receiving poinl nearest the Joint Property unless agreed to by the Parties.



10.

1t

12.

13.

14.

106.

B. I surplus Material is moved to Opevators wanehouse ov other storage point, no ehavpe shadl be made to ie Joint Ae-
count for a distance greater than the distanee to the nearest relinhile supply store where Tike malerial is normaity
available, or railway receiving point nearest the Joint Properly untess apreed to by the Parties. No charge shall be
jade to the Joint Acvount for moving Malerial to other praperlies belonging to Operator, unless agreed to by the

nrlies.

C. In the application of subpavmyreaphs A wnd B above, the option Lo equadize or charge actual trueking costia available
when the actual charpe is $100 or less exeluding acecssariad chivzes, The $400 will be wdjusted (o Che amount most
recently reconvmended by the Couneil of Pelrolewn Accountants Socielies.

Services

The cost of contract services, equipment and utilitics provided by outside sources, exeept servicen excluded by Parnpeaph
10 of Section H and Paragreapl i, i, and iii, of Scection THL, The cost of professional consultant services and conlract ser
vices of technical persounel diceetly ensrigred on the Joint Property if such eharges acve excladed from the overbied rades,
The cost of professional consullunt services or contracl seevices of technidad peesonnel not divectly engagred on the Joint
Property shall not be charped to the Joint Aceount unless previously apreed Lo by the Parties.

Fquipment and Facilities Furnished By Operator

A. Operator shall charge the Joinl Account for use of Operator owned equipment and facilities at rates commensurale
wilh costs of ownership and operalion. Sueh rates shall inchide cosls of maintenance, repairs, olher operaling expense,
insurance, laxes, depreciation, and inlerest on gross invesbinenl less aceumulated depreciation nol 1o exeeed
bwalve . pereent (12 %) per annune Sach ocates shall nol exceed average commercial rates corrently pro
vailing in the immediate wren of the Joint Property,

B, Inlicu of charges in pivagoraph BA above, Operator may eleet to use averigre connmercial rales prevailing in Ue imimedi-
ate aren of the Joint Property less 20%. For aulomolive equipment, Operalor may elect Lo use rales published by the
etrolewim Molor Transport Associalion,

Damages and Losses to Joinl UProperty

Al costs or expenses necessary for the repair or replacement of Joint Uroperty made necessary beeause of damages or losses
incurved by fire, Nood, storm, thefl, aceidenl, or other cuuse, excepl those resulting from Operator's gpross negligence or
willful misconduct. Operator shall furnish Non Operator written nolice of damages or losses incurred as soon ns practicable
alter o report thereol has been received by Operator.

Lepal Fxpense

Expense of handling, investigating and settling Htipation or claims, discharging of liens, payment of judpements and
amounts paid for selliement of chivms incurred in ov resalting from operations under the agreement or necessary to protect
or recover the Joint Properly, exceptl that no charge for sevvices of Operator's legal stalf or fees or expense of outside altor-
neys shall be made unless previously agreed o by the Pacties. All ather legad expense is considered to be coveied by the
averhemd provisions of Seclion TH unfess otherwise apreed 1o by the Parties, exeepl as provided in Section 1, Paragraph

3.

Taxcs

Al taxes of every kind and nature assessed ar levied upan or in connection with the Joinl Uraperty, the operation theeol,
or the produclion therefrom, and which Ltaxes have been paid by Uie Operatar for the benefit of the Pacties. H the ad valo-
rem taxes ace based in whole or o parl upon separade vadualions of each parcty's working interesl, then nolwithstanding
auything to the contrary herein, chuarges o the Joinl Account shall be miade and paid by the Parlies hervelo in secordance
wilh the tax value generaled by each parly’s worling inlereal

Insurance

Net premiums paid for insurance required to be eavried for the Joinl Operations for the prolection of the Parties. In the
event Joint Operntions nee conducled in a state in which Operntor may act as self-insurer for Worker's Compensation and/
or Kmployers Linbililty under the rospective atate's faws, Operntor may, at ils election, include the rislk under its self-
insurance program and in that event, Operalor shall include a charge at Operator’s cosl not to exceed manual rates.

Abandonment and Reelamation

Cosls incurred for abandonment of the Joinl Property, including costs required by governmental or other regulidory
authority.

Communications

Cost of ncquiring, leasing, installing, operaling, repaiving and mainlaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication lacililies/aystems serving the Joint
I'roperty are Operator owned, charges to the Joinl Account shall he made as provided in Parapraph 8 of this Section 11

Other Expenditures

Any othier expenditure not covered or dealt with in the foregoing pravisions of this Section I, or in Section U and which
is of direct benefit o the Joint Property and is incurred by the Operator in the necessary and proper conduel of the Joint
Operations.



1.

HI OVERUEAD

Overhead - Drilling and 'roducing Operations

1.

B.

As compensation for administrative, supervision, office services and warchousing costs, Operatar shadl eharge drilling
and producing operalions on either:

{x) Fixed Rate Buasis, Parmyreaph TA, or

() PPercentage Basis, Paragvaph 183

Unless otherwise agreed to by the Parlies, such charge shadl be in lieu of costs and expenses of all offices and salavies
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Scction [1. The cost and expense of services from oulside sources in connection with mallers of taxation, traffic,
accounting or matters Lefore or invelving governmental agencies shall be considered as included in the overhead rates
provided for in Lhe above selected Paragraph of this Section HI unless such cost and expense ave agreed Lo by the
Parlies as a direct charge to the Joint Aceount. .

The salaries, wages and Personal Expenses of Techinieal [Smployces and/or the cost of professional consullant services
and contract services of Leehnical personne) divectly employed on the Joint Property:

{ )} shall be covered by the overhead rates, or
{( X) shall not be coverad by the overhead rates.

The sularies, wages and Personal Fxpenses of Teclmical Bmployees and/or caosls of profesaional consultant services
and contract services of teechnteal personnel either temporarily or permanently assigned to and diveclly employed in
the operation of the Juinl Properly:

{ ) shall be covered by the overhead rates, or
{ x) shall not be caverad by the overhead rates.

Overhead ~ Fixed Rate Busis

(1) Operalor shall charpe the Joinl Accounl at the Tollowing rates per well per month:

Drilling Well Rate $ ..5,000.00 .. _

(Prorated for Tess than o Mall maonth)
Producing Well Rate $ .500.00._ _.
(2} Application of Overhead - FFixed Rate Basis shadl be as follows:
() Drilling Well Rate

(1) Charges for drilling wells shall bopin on the dale the well is spudded and tecminate on the date the drill-
ingr rig, complelion rig, or olher unils used in completion of the well is released, whichever is later, except
that no charpge shall be made duding suspension of drilling or completion operations lor filteon (15) or
more consecutive cidendar days,

(2) Charges for wells underpgoing any type of workover or recompletion for a period of five (6) consecutive
worlc days or more shall he made at the deilling well rate. Such charges shall be applied for the perfod
from dale worlkover opernlions, with rig or other units used in workover, conunence through dale of rig
or other unit velease, except thal no charvpe shadl be muade during suspension of eperations Tor [illeen
(15) or more consecutive cudendar days.

(L) Producing Well Rates

(1) An aclive well either produced or injected inlo for any portion of the month shall be considered as a one-
well charge for the entive month.

(2) Tach active completion in a mulli-completed well in which produclion is not commingled down hole shall
be considered as aone-well charge providing each cotnpletion is considered a separate well by the govern-
ing regulalory aulhority.

(3) An inaclive pas well shut in because of overproduction or failure of purchaser to take the production shali
be considered as 4 one-well charpge providing the pas well is divectly connecled Lo a permanent sales
outlet.

(1) A onc-well charpe shall be made for the maonth in which plugging and abandonment operalions are com-
pleted on any well, This one-well eharpre shall be made whether or not the well has produced except when
drilling well rate applies,

(5) All other inaclive weolls (including hut nol Timited Lo inactive wells covered by unit allowable, lease allow-
able, Uransferred allowable, ele.) shall not gqualily for an overhead charge.

(3) The well rates shadl be adjusted as of the lirst day of April each year lollowing the effective dide of Lthe agreemient
to which this Accounting Procedure is altached. The adjustiment shall be computed by multiplying the rate cur-
rently in use by the percentuge incrense or decrense in the nvernge weekly enrnings of Crude Petroleum and Gus
Production Workers for the last endendnr yenr compared to the enlendar year preceding as shown by the Jndex
of average weekly earnings of Crude Petroleum widd Gas Production Workers as published by the United States
Depactment of Labor, Bureau of Labor Sladisties, or the equivalent Canadian index as published by Stalistics
Canada, as applicable. The adjusted rates shall be the rates curvently in use, plus or minus the computed ad-
justment,

Overhead - Percentayre Basis

(1) Operator shall charge the Joint Aceount al the followinge rades:




(n) Development

Percent ¢ %) of the cost of development of the Joint Property exelusive of costs provided

under Paragr arr \])h 10 of Section [ and all salvage credits.

() Operaling

I'eveent ( %) of the cost ol operating e Joinl Property exclusive of costs provided under
Pars agraphs 2 2 and 10 of Section 11, all sadvagre eredits, the vadue of injected substanees purchased for secondary
recovery and all taxes and sssessiments which are levied, assessed and padd upon the mineral inlerest in and

to the Joinl Property.
(?) Application of Overhead  Pereentupe Busis shall be as follows:

FPor the purpose of determining charygres on a pereenlape hasis ander Paraoraph TR of this Seetion TH, development
shall include all costs in connection with dreilling, redrilling, deepening, or any remedial uperations on any or all
wells involving the use of deilling vigr and crew eapable of drilling to the producing interval on the Jaint Prop-
erly; also, preliminaay expenditures necessary in prepavation for drilling and expenditures incurred in abandoning
when the well i nol compleled as o producer, and original cost ol construction or installation of lixed asaels, the
expangion of fixed assels and any other project clearly discernible as a lixed aaset, except Major Construction nn
defined in Pavagraph 2 of this Section HI AL other costs shall be considered as operaling.

2. Overheand - Majar Construction

To compensate Operator for overhiend costa incurred in the construction and installation of fixed aasels, the expansion of
[ixed assets, and any other project elearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall cither negolinte a rate prior lo the beginning of construction, or shall charge the lmnt
Account for overhead based on the following rates Tor any Major Constraclion projecl inexcessof §

Al =5=__ %ol firsl $180,000 or tolal cost il less, plus
B. . =3 ___% ol costs in excess of $100,000 bhul Tess than $1,000,000, plus
C. =2~ %ol cosls 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 n single
project shall not be treated sepavately and the cost ol drilling and workover wells and artificial Hift equipment shall be
excluded.

3. Catastrophe Overhead

To campensate Operator for overhead cosls incurred in the event of expenditures resulling from a single oceurvence due
Lo oil spill, blowaut, explosion, fire, stlorm, hurricane, or olther eatastrophes us agreed (o by the Parties, which are necesanry
Lo restore the Joinl Property o the equivalent condition that existed prior o the event cnusing the expendilures, Operator
shall either negrotinle o rute prior to eharging the Joinl Acconnt or shall charvge the Joint Account for overhead based an
the following rales:

A =5=_ %ol total cosls through $100,000; plus
B, __=3=_____ % of tolal cosls in excess of $100,000 bhut less than $1,000,000; plus
C. __~27 % of tolal costs in excess of S1,000,000.

Expendilures subject to the overheads above will nol be reduced by insurance recoveries, and no other overhead provi-
sions of this Scclion T shall apply.

4. Amendnient of Rates

The overhead rates provided for in this Seclion U1 may be amended from Lime to time only by mutual apreement belween
the Puarties herelo i, in praclice, the rales are Tound to be insu{ficienl or excessive,

IV.PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materiand and shall make proper and Umely eharges and eredits for all Material move-
ments aflecting he Joint Properly. Operalor shall provide all Material for use on Lhe Joint Property; however, al Operaler's
oplion, such Material may be supplied by the Non-Operator. Operator shall make Limoly (llqpuqllmn of idle 'md/m surplus
Malerial, such disposal being made either through sade Lo Operator or Non-Operator, division in kind, or sale o outsiders.
Operator may purchase, but shall be under na obligation to purchiase, interest of Non-Operalors in surplus condition A or B3
Material. The disposal of surplus Controllable Malerial nol purchased by the Operator shall be agreed to by the Parlies.

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduetion of all discounts receives. In case ol
Material Tound to be defective vr returned (o vendor for auy olher reasons, eredit shall be passed o the Joinl Account
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 Operator,
unless otherwise agreed to by the Darties, shall be priced on the following basis exclusive of eash discounts:




A. New Material (Condition A)

B.

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches O and larger, except line pipe, shall be priced sl Fastern miill pulilished
carlond base prices effective as of dude of moverment plus Granaportation cosl using the 80,000 pound carload
weight basis o the vailway receiving point nearest the Joint Property for which published vail rutes for
tubular goods exist. 1T Lhe 80,000 pound rail rale is nol offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight chacges for tabing will be eadenladed Trom Lorain, Ohio and casing from Youngstown,

Ohio.

() For grades which are apecial Lo one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill Lo the raihwiy receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)x). For ransportition cost Trom points other than Bastern mills, the 30,000 pound Oil Piekd
Haulers Association inferstale truck rate shall be used.

(¢) Special end finish tubular goods shall be priced at the Towest published aut of-stock price, Lob. Houston,
Texag, plus Leansportation cost, using Qi Field Haulers Associnlion interstate 30,000 poand truck rate, to
the railway receiving point nearest the Joint Properly.

(d) Macavoni tubing (size less thun 2% inclh OD) shall be priced ab the lowest published out-of-slock prices f.o.b.
the supplier plus Lransportalion costs, using the Oil Iield Haulers Association interstate Lruck rate per weight
of tubing transfecred, Lo the railway receiving poink nearest Lhe Joint Properly.

(2) Line Pipe

(a) Line pipe movemeants (excepl size 24 inch OD and larper wilh walla % inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricimgr in Pavagraph A (1)(a) as provided above. Freight
charpges shall be caleulated from Larain, Ohio.

(b} Line pipe movements (excepl size 24 inch OD and Jarger with walls % inch and over) less than 30,000 pounds
shall be priced al Fastern mill published cacload hase prices effeclive an of date of shipment, plus 20 percent,
plus transporiation cosls based on freiphl rades as sel Torth under provisions of tubulnr goods pricing in Para-
graph A (1)a) as provided above. IFreight charges shall be cadeulated from Lorain, Ohio.

(e) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manulacture
at currentl new published prices plus transportalion cosl to the railway receiving poinl nearest the Joint
Property.

(d) Line pipe, including fabricaled line pipe, drive pipe and conduil nol listed on published price lists shall be
priced at quoled prices plus freipht to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, aa listed by a reliable supply

store nearest the Joint Peoperty, or point of muanulactare, plus bransporlation cosls, il applicabile, to the railway
receiving point nearest the Joint Property.

(4) Unused new Malerial, excepl tubular goods, moved [rom the Jainl Properly shall be priced at the current new
price, in effect on dale of movement, as listedd by a velinble supply store nearest the Joint Property, or poinl of
manufacture, plus Lransportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will he priced as provided above in Parageaph 2 A (1) and (2).

Good Used Material (Condition 13)

Material in sound and serviceable condilion and suitable for reuse withoul reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (76%) of current new price, as determined by Paragraph A,
(2) Material used on and moved from the Joint Property

{n) Atseventy-five percent (Th%) of current new price, as determined by Pavagraph A, if Material was oviginally
charged to the Joinl Aceount as new Material or

(1) Alsixty-five pereent (G5%) of current new price, as determined by Paragraph A, if Materinl was originally
charged o the Jotnl Account as used Malerial.

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

Al sevenly-five percent (76%) of current new price as determined by Paragraph A
The cost of reconditioning, if any, shall be absorbed by the Lransferving property.
Other Used Malerial

(1) Condition C

Malterial which is nol in sound and serviceable condition and not suitable for ils original funclion until after recon-
ditioning shall be priced al fifly percent (60%) of curvent new price as determined by Parvagraph A. The cost of
reconditioning shall be charged Lo the receiving property, provided Condition C value plus cost of reconditioning
does nol exceed Condition B value.



(2) Condition D

Material, excluding junl, no longer suitable for its original purpose, but usable for some olher purpose shall be
priced on a basis commensurale with its use. Operator may dispose of Condition 1) Material under procedures
normally used by Operator without prior approval of Non Operators.

(n) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and T3 seamless line pipe of com-
parable size and weipht. Used easing, tabing ar deill pipe utilized as line pipe shall be priced al used line
pipe prices.

(L) Casing, Lubing or drill pipe uned as higher pressure service linea than standard Tine pipe, e power oil lines,
shall be priced under normal pricing procedurves for casing, Lubing, or drill pipe. Upset tabular gooda shadi
be priced on anon upsel basis,

() Condition I

Junlk shall be priced al preovailing prices. Operator may dispose of Condilion I Material under procedures naor-
mally utilized by Operalor withoul prior approval of Non-Operators,

D). Obsolete Malerial

Material which is serviceable and usable for its orviginal function but condition and/or value of such Material is not
equivalent Lo thal which would justify a price as provided above may be specially priced as agreed Lo by the Parlies.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

I5. Pricing Conditions

(1) Leading or unloading costs may be chavged (o the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movemenls, in lieu of actual loading or unloading cosls sustained at the stocking
point. The above rate shall e adjusted as of the first day of April each year following Janunry 1, 1985 by the same
percentapge increase or decrease used Lo adjust averhead rates in Section I, Paragraph 1LA(3). ISach yenr, the
rale ealeulaled shall be rounded to the nearest cent wnd shall be the rate in effecl until the fivst day of April next
year. Sueh rate shall he published el year by the Council of Pelroleuny Aecountants Societies.

{2) Material involving ercction costs shadl be charged ab applicable percenlage of the current knocked-down price of
new Material,

Premium Prices

Whenever Materinl is nol readily olilainable al published or listed pricea becnuae of nutional emergencies, strikes or olher
unusual causes over which the Operator has no control, the Operator may chavge the Joint Account for the requirved
Material al the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it Lo the Juint Property; provided notice in wriling is furnished to Non-Operators of the proposed charge prior to billing
Non-Operalors for such Maleried. Fach Non-Operalaor shall have the right, by so electing and notifying Operntor within
ten days after vreceiving notice from Operator, to Tornish in kind all or parl of his share of such Material suitable for uae
and acceptable to Operator.

Warranly of Materinl Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Materinl, credit shiall not be passed to the Joiut
Accounl unli] adjustment has been received by Operator [rom the manulaclurers or Lheir agents.

VOINVENTORIES

The Operator shall maintain detailed records of Controilable Material,

1.

I’eriodic Inventories, Notice and Representation

At reasonable inlervals, inventories shall be talen by Operalor of the Joint Account Conlrollnble Material. Written notice
of intention to take inventory shull be given by Operatlor at least thirly (30) days before any inventory is to begin so that
Nou-Qperators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators lo accept the invenlory talten by Operator.

Reconcilintion nnd Adjustment of Inventories

Adjustments to the Joint Account resulling from the reeoncilintion of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, bul, Operator shall be held accountable only lor shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be laken whenever there is any sale, change of inlerest, ov clinnge of Operalor in the Joint Property.
It shall be the duty of the party selling to notily all other Parties as guickly as possible after the transafer of Interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

IExpense of Conducting Inventoriey

A. The expense of conducting periodic inventaries shall nol be charged to the Joint Account unless agreed to by the
Parties.

BB The expense of conducting special inventories shall be charged to the Parties requesting such invenlories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.



Exhibit “D”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as
Non-Operators.

With respect to the operations covered by this Operating Agreement, Operator shall purchase and carry
during the term of this Operating Agreement the following minimum insurance coverages:

KIND POLICY FORM MINIMUM LIMITS OF LIABILITY

Workimen's Statutory Statutory, per laws of the Slate in which the

Compensation Contract Area is located

General Comprehensive . Bodily Injury and Property Liability Damage
Combined (31,000,000 each occurrence and
aggregate)

Motor Vehicle Standard Automobile Bodily Injury and Property Combined

(31,000,000 each occurrence and aggregate)

Excess Liability Bodily Injury and Property Damage Combined
($2,000,000 each occurrence and aggregate)

Operator reserves the soleright to select the insurance carrier and to select and purchase from suchinsurance
carrier the types and kinds of coverage available under the above described policy forms and such umbrella
or excessive coverage as Operator in its discretion may deem necessary, subject to whatever exclusions
Operator agrees to be included in such policy forms; and the failure of the above described policies to cover
any loss that may occur, or the insolvency of the insurance carrier selected by the Operator shall not be
deemed as negligence of Operator or lack of due diligence upon the part of the Operator. Non-Operator shall
have the right to inspect such policies at the office of Operator.

If the parties hereto, or any of them shall insure their risks beyond the specific limits of insurance required to
be carried by Operator under the terms of this Operating Agreement, the benefit of such insurance shallinure
to the parties procuring and maintaining the same, respectively, without the reimbursement one from the other
and without entering into an accounting hereunder.
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Exhibit “E"

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator, and Richardson Production Company and William A _Hall, as
Non-Operators.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this Agreement is attached, own or may acquire
an interest in the gas rights underlying the Contract Area covered by such Operating Agreement
in accordance with the percentages of participation as set forth in said Operating Agreement.

in accordance with the terms of the Operating Agreement, each party thereto has specific rights
relating to the taking and disposition of gas produced, including the right to take in kind its share
of gas produced from the Contract Area and market or otherwise dispose of same. In the event
any party hereto is not at any time taking or marketing its share of gas, or has contracted to sell
its share of gas produced from the Contract Area to a purchaser which does not at any time take
the full share of gas attributable to the interest of such party, the terms of this Agreement shall
automatically become operative.

During the period when any party hereto is not marketing or otherwise disposing of its share of gas
produced from any well within the Contract Area, the other parties hereto shall be entitied to
produce, in addition to their own share of production, that portion of such other party's share of
production which said party is not marketing or otherwise disposing of and shall be entitled to take
such gas production and deliver same to its or to their purchaser(s). All parties hereto shall share
in and own the liquid hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the aforesaid Operating Agreement, but the party or
parties taking such gas shafl own alf of such gas delivered to its or their purchaser(s) or take for
their own use.

An account shail be established for each party not marketing or otherwise disposing of its full
share of the gas produced, which account shall be credited with an amount of gas equal to such
party's share of gas produced, less its share of gas used in lease operations, vented or lost, and
less that portion marketed or otherwise disposed of by such party. Each party taking gas shall
furnish the Operator a disposition of those volumes (contract purchasers, spot sales, own use,
other). The Operator shall maintain a current over and under account of the gas balance between
the parties and furnish all parties hereto monthly statements showing the total quantity of gas
produced, the amount used in lease operations, vented or lost, the total quantity of liquid
hydrocarbons recovered therefrom, and the monthly and cumulative over and under account of
each party.

Each party hereto shall make settlement wit the royaity owners to whom it is accountabie, just as
if such party were marketing or otherwise disposing of its share, and its share only, of such gas
production exclusive of gas used in lease operation, vented or lost. Each party hereto agrees to
hold each other harmless from any and all claims for royalty payments asserted by royaity owners
to whom each party is accountable. The term “royalty owner” shall include owners of royalty,
overriding royalties, production payments and similar interests.

After notice to the Operator, any party at any time after giving the Operator verbal notice to be
confirmed in writing at least 15 days before the beginning of a calendar month, may begin
marketing or otherwise disposing of its full share of the gas produced from a well within the
contract area. In addition to such share, said party or parties, until it has brought its account into
balance, shall be entitled to take a share of gas produced equal to 30% during the months from
November through March (winter months) and 50% from April through October (summer months),
reduced by the proportion that its interest bears to the total of all underproduced parties desiring
to make up an underproduced balance and provided that the total volume available as make up
gas for all underproduced parties shall never exceed 50% of the total volume of the gas produced.
Each overproduced party shall reduce its respective share of production in the proportion that
such party's interest bears to the total interest of all overproduced parties, but in no event shall
any overproduced party be required to reduce its share to less than fifty percent (50%) during the
summer months and seventy percent (70%) during the winter months of such overproduced
party's proportionate share of the well’'s current production

Each party marketing or otherwise disposing of gas shall pay the production and other taxes due
on such gas.

Nothing herein shall be construed to deny any party the right, from time to time, to produce and
deliver to its purchaser its full share of the allowable gas production to meet the deliverability test
required by its purchaser.
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When production from the proration unit permanently ceases, the Operator shall make a final
determination of the volumes last accrued over- and underproduction, if any, as of the date of
such cessation of production and the identity of the party or parties who are over- or
underproduced. Should an imbalance exist, a cash settlement {(without interest) shall be made
between the underproduced and overproduced parties within 60 days of receipt of such final
balancing statement. In making such cash settiement, each overproduced party shall remit to the
underproduced party a sum of money attributable to the amount actually or constructively received
by such overproduced party from the sale or utilization of over production which remains accrued
to such party, less applicable taxes and other payments made on the overproduced volume by
such overproduced party. It is recognized that there may have been some changes in the price
received by overproduced parties for overproduction sold or otherwise utilized. It is therefore
agreed that any underproduction credited from time to time against any overproduced party shall
be applied against such party’s overproduction in the order in which such overproduction occurred.
The amount actually or constructively received shall then be that overproduction remaining
following application of the above rule and valued at the price in effect at the time such
overproduction occurred. If a portion of a party’s gas is taken for its own use and a portion thereof
is sold, the gas value for accounting between/among the parties will be based on the price
received simultaneously by such party for gas sold from the well. During periods in which a party
is taking gas for its own use and making no sale, gas so taken will be valued at the maximum price
which such party could have received for such gas if actually delivered under such party's
contract, or it not the weighted average price received simultanecusly by all other parties for gas
sold from all wells. In either such instance the value so determined for gas so used will be
deemed to have been constructively received by such party using party. In the event refunds are
later required by any governmental authority, each party shall be accountable for such refunds on
the basis of its share of gas produced and finally balanced hereunder.

Nothing herein shall change or affect each party's obligation to pay its proportionate share of all
costs and liabilities incurred, as provided in the aforesaid Operating Agreement.

This Agreement shall constitute a separate agreement as to each well within the Contract Area.
It shall inure to the benefit of and be binding upon the parties hereto, their successors, legal
representatives and assigns. It shall become effective in accordance with its terms and shall
remain in force and effect for so long as the Operating Agreement to which it is attached remains
in effect and thereafter until the gas balance accounts between the parties are settled in full.
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AAPL FORMG610 - 1982

MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

February 1 , 2001

OPERATOR Richardson Operating Company

CONTRACT AREA_  Township 29 North, Range 14 West, NMPM

Section 9: SW/4 Limited in Depth to the Pictured Cliffs Formation

Section 9: W/2 Limited in Depth to the Fruitland Coal Formation

COUNTY OR PARISH OF San Juan STATE OF _ New Mexico
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OPERATING AGREEMENT

THIS AGREEMENT, cmtered into by and between Richarvdson Qpera Ling Com pany._ .

hercinalier dewigited  nnd

referved 1o as *Operator™, and the signatory pasty or partics other than Operator, somelimes heseinalier seferred to individually herein

as “*‘Non-Operator””, and collectively as "“Non-Operators™.
WITNESSETI:

WHIEREAS, the partics to this agrecment are owners of oil and gas leases and/or oil and gas interests in the Innd identified in
Exhibit ““A*", and the partics hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the

production of oil and gas to the extent and as heteinafler provided,
NOW, THEREFORE, it is agiced as follows:

ARTICLE L
DEFINITIONS

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

A. The term “oil and gas™” shall mean oil, gas, casinghead gas, pas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substinces produced therewith, unless an intent 1o imit the inclusiveness of this term is specifically sinted.

B. The terms “oil and gas lease’™, “lease™ and “leaschold®” shall menn the oil and gas leases covering tencts of land
lying within the Contract Area which arc ownced by the parties to this agreement.

C. The term “oil and gas interests™ shall mean unleased fee and mincinl interests in tracts of fand lying within the

Contruct Area which are owned by parties to this agreement,

1, The term Contract Aren’” sholl mean ndl of the Tnnds, oif mod gas feanchold interests nod oif and gos intercats intended to be
developed and operated for oil and gas purposes under this apreement. Such fands, oil and pas leaschold interests and oil and gas interests
are described in Exhibit A"’

. The term “drilling anit”’ shall mean the area fixed lor the didling of one well by order or rule of any state or
federal body having asthority . I deilfing unit is oot fixed by any sach rale o order, adeilling uait shall be the deilling unit as establish-
cd by the pattern of drilling in the Contract Arca or as lixed by express agreement of the Drilling Paities.

E. The term “drillsite’” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. Theterms *Drilling Party™ and **Consenting Party " shall mean a paity who agrees to join in and bay its share of the cost of
any operation conducted under the provisions of this agrcement.

H. The terms “Non-Deilling Party” and ““Non-Consenting Party'" shall mean a party who elects not to participote

in a propased operation.

Unless (he context otherwise clenrly indicates, words used in the singular include the pluenl, the plural includes the

singular, and the neuter gender includes the masculine nnd the feminine.

ARTICLY 1L
EXHIBITS

The following exhibits, as indicated below and attnched heicto, are incorporated in and made a pait hereof:
B A Exhibit A", shall include the following information:
(1) Identilication of lands subject o this apreement,
(2) Restrictions, if any, as (o depths, formations, or substances,
(3) Percentages or fructional interesis of padices o this nprecment,
(4) Oil and gas leases and/or oil and gas inlerests subject Lo this agreement,
(5) Addresses of partics Tor notice purposcs.
1 B—Exhibit2B-Form-of-bease.
3 C. Exhibit *C”, Accounting Procedure.
(M D, Exhibit D", Insurance.
M E. Exhibit “E”, Gas Balancing Agreement.
(R F. Exhibit "'F", Non-Discrimination and Cetlilication of Non-Segregaled Facilities.
U} 6—Exhibit 2162 Fra-Puartnership.
If any provision of any exhibit, except Exhibits “E™ and G, is inconsistent with any provision contained in the body

of this agreement, the provisions in the body ol this apgreement shall prevail.
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ARTICLI HI.
INTERESTS OF PARTILES

A. QOil and Gas Interests:

If any pasty owns an oil and gas interest in the Contract Arca, that interest shall be tieated for all purposcs of this agrecment
and during the term hereof as il it were covered by the foran of oil and gas lease attached hereta ns Exhibit "I, and the owner thercof

shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations snder this agreement shall be borne nnd
poid, mnd Wt equipment and matedinly nequited i operdions anthe Contrnet Aven shndt be owned, by the panties ns their nterests nre set

forth in Exhibit " A", In the same manner, the partics shall also owan all production of oil and gas from the Contract Arca subject to the

payment of royalties to the extent of___one._eigbth (1 /8)  _ _which shall be boroe as bereinafter set forth.

Regardless of which paity has conttibuled the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, cach party entitled to receive a share of production of oil and gas from the Contract Area shadl bear and shall pay oc deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty ssnount stipulated hereinnbove and shall hold the
other pacties fiee from any lability therefor. No p.‘.n(y shull ever be tesponsible. however, on a price basis higher than the price received
by such puarty, to any otlicr party’s lessor o royalty owsner, and tf say such other party s lessor or toyalty owner should densand and
receive settlement on a higher price basis, the party contributing the altected lease shall bear the additional royalty burden attributable

to such higher price.

Nothing contained in this Adticle 1118, shall be decmed anassignment or cross assipnment of interests covered hereby,
C. Excess Royalties, Overriding Royaltics and Other Pnyments:

Unless changed by other provisions, if the interest of any paity in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other bunden on production in excess of the mmount stipuluted in Aiticle HL.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnily and hold the other parties hereto harmless from any

and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

I any party should herealter create an overriding royally, production payment or other burden payable out of production
attributable to its working interest heteunder, arif sucha burden existed-priosto-this-agreamentind is-not-set forth-in-Exhibit-“4A* or
s notdisclosed inwriting-to-allother partics-prioito the excculion-ol thisagrecment bycall-pastics,-oris-potajeintly acknowledged-and
aceepted-obligation-wfall-partics (any such interest being hereinafter referred to as ““subseguently created interest’” irrespective of the
timing of its creation and the party out of whose warking interest the subsequently created interest is derived Leing hereinafter referred

w as “burdened party'’), nnd:

1. If the burdened paity is required under this agreement {o assign or relinguish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assign-
ment and/or production frec and clear of snid subsequently created interest and the burdened porty shall indemmnify and
save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the

subscquently created inferest; and,

2. If the burdencd party luils to pay, when due, its share of expenses chorgeable hereunder, all provisions of Article VILDB,
shall be enforceable apainst the subsequently created interest in 1he same manner as they are enforceable against the working

interest of the burdencd party.

ARTICLE 1V,
TITLES

A. Title Examinution:

Title examination shall be made on the drillsite of any propased well prior to commencement of dritling operations or, il
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
cd, in the drilling unit around such well. The opinion wil] include the ownership of the warking interest, minerals, royalty, overriding
toyalty and production payments under the applicable feases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession [ree of charge. All such information not in the possession
of or made available to Operator by the parties, bul necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause titke to be exaumined by attorneys on its staff or by outside attorneys, copics of all title opinions shall be Turnished to each party

hereto. The cost incurred by Operator in this title program shall be bosne as follows:

['1 Option No. 12 Costs incuried by Operator in procuring absteacts and title examination (inchuding prelominary, supplemental,
shut-in gas coyally opinions and division order tite apinions) shalf be a part of the administrative overhead as provided in Exhibit *C*',

and shall not be a dircct charge, whethier perforimed by Operitor’s stafl attorneys or by outside attorneys.
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ARTICLE 1V

continued

D Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside atomeys for dtle examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shull be borne by the Drilling Puities
in the proportion that the interest of cach Drilling Party bears 1o the total interest of all Drilling Parties as such interests appear in Ex-
hibit " A™". Operator shall make no charge for services rendered by its stall attorneys or other personnel in the performance of the above

functions.

Ench party shall be responsible for sccuring curative mtter and pooling amendments or ngreements requiced in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the prepaation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencics for the secuting of spacing or pooling orders.

This shall not prevent any party {rom appearing on its own behall at any such heartng.

No well shall be diilled on the Contract Area until alter (1) the titke to the deillsite or drilling vnit has been exmined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by nll of the paities who are to par

ticipate in the drilling of the well.

B. Loss of Title:

Lo Failuee of Tile: Should aay oil nnd pas interest on lease, ot interest theeein, he dast thioupl Inilure of title, which loss
results in o reduction of interest from that shown on Exhibit A", the paty contributing the affected lease or inteiest shall have
nincty (Y0) days from final determination of title failure 1o acquite a new lease o other tstrument curing the entirety of the title
failure, which acquisition will not be subject to Adticle VIIL L, and failing 1o do so, this agrecment, nevertheless, shall continue
in force as to all remaining oil and pas leases and interests: and,

(1) The party whose oil and gas lease or interestis affected by the title faiture shall bear alone the entire loss and it shall not be
entitled to secover from Operator or the other partics any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additonal fiability on its part to the other pauties hereto by tcason of such title faifure;

(b) There shall be no retroactive adjustment of expenses incusied or revenues received from the operation of the interest
which has been lost, but the interests of the partics shall be revised onan acrcage basis, as ol the time it is determined finaliy that
title failure has occurred, so that the interest of the party whose lease or interest is affected by the titde failure will thereafier be
reduced in the Conlract Area by the amount of the interest lost;

(c) If the proportionale interest of the other pastics hercto in any producing well therctolore drilled on the Contract Arca is
increased by reason of the title failure, the party whosc title hias fatled shiall receive the proceeds attributable o the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for uniccovered costs paid by it in connection with such
well;

(d) Shouid any person not a party to this agrecment, who is deteimined to be the owner of any inlerest in the litle which has
failed, pay in any manner any part of the cost of operntion, development, or cquipment, such mmount shall be paid to the party or parties
who bore the cost which ate so refunded;

(e) Any liability to account to a thivd party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

(1) No charge shall be made 1o the joint account for lepal expenses, fees or salaries, in connection with the defense of the intcrest
cluiaed by any party hereto, it being the intention of the purtica hereto thatench shadl defend tirle o its interest and benr all expenses in

connection thercwith.

2. Loss by Non-Payment or Erroncous Payment of Amount Due: I, through mistake or oversight, any reatal, shut-in well

paymient, minimum royalty or royalty payment, is not paid ot is erroncously paid, and as a result a fease or interest therein terminates,

there shail be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new fease covering the same interest within ninety (90) days from the discovery ol the failure to nake proper payment,
which acquisition will not be subject to Article VIILD., the interests of the parties shall be revised onan acreape basis, eflective as of the
date of termination of the lease involved, and the party who failed to make proper paymeat will no longer be credited with antinterest in
the Contract Area on account of ownership of the lease or interest which has terminated. o the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time ol the loss, [fom the proceeds ol the sale of bil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of suchi interest, it
shall be reimbursed for unrecovered actual costs therctofore paid by it (but not for its share of the cost of any dry hole previously diilted
or wells previously abandoned) frony so much of the following as is neeessary to effect reimbursement:

{(a) Procecds of oil and gas, less operating expenses, theretofore accrued 1o the eredit of the lost interest, on an acreage basis,
up to the amount of unrecovered coslts;

(b) Proceeds, less aperating expenses, therealter accrued attributable o the lost interest on an acreage basis, of that portion of
oil and gas thereafier produced and marketed (excluding production from any wells thereafler drilled) which, in the absence of such lense
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
porction of the oif wnd gas 1o be contributed by the other parties in proportion to their respective interests: nnd,

(¢} Any monics, up to the amount of unrecovercd costs, that may be paid by any party who is, or becomes, the owner
of the interest lost, lTor the privilege of participating in the Contract Area or becoming a paity to this agrecment.

1 (_)(!lcr Losses: Al losses incuried, other amn thase set foeth in Agticles TV R and TV 1.2 whove, shall be jaint losses

and shall be borne by all parties in propottion to thewr interests, There shall be no readjustment of interests in the remaining portion of

the Contract Areat.
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1982 - Model Form Operating Aptecment

AN LU I N B DI U
QUERATOR

A. Denfgontion mvd Reapansihitltfea of Opeiator:

CRAICHARDSONM ODPERATLMNG COMPANY . . . shall Le the
Operator of the Continct Area, wod <Lt cvmrduet sd Jires Cnnd have Toll control ol sl operntions on the Continet Aven ns peomitied nnd
vequited by, nad within the Himits of tis appecirents Boshall condactall soclvopetions in e pood and workonnolike mmnoer, but it shall
have no li:lhili()’ as Operatar to the ather pactics for fosses sustained oo lnbilities incwired, except such annay sesult oo poss

neplipeuce oo willlul misconduet
B, Reslpnntlon o Removal of Operntor nad Selection of Successon:

[. R.Efiif'u!,‘L“.\’_”, of l,",(,‘_‘.',',”,f',“‘ ,‘,’,’ Opetitor: Operator iy resipnatany thne by p.ivinp wiitten notice thereol to Mon Operntois.
If Opciatar teraringtes its legal existence, no longer awins o titecest hereander nthe Contiact Aven, o i na fanges capable of
serving us Operatar, Operatar shall be deemcd o have qesipucd without any netion by Non-Opestors, except the selection of o
successor, Operator oy be reonoved G ks v eluses o ey ol s dutics herevwnder, or becomes inmolvent, ll:lllkllllll s
placed in scccivership, by the atfionative vote of two (2) o ore Non Opeestors owniug ooty interest based on owneezhip
as showseon Exhibit A" temaining alter excluding the vating interest of Qperator. Such resipnation o temuval shall not bhecome
clfective until 7:00 o cluck A M on the first day of the calendar manth following the exprivation ol ninety (90) days alter the giving
of nutice of tesipnation by Operatar or action by the Flon Qperatons o remuove Operntor, wnless nosucecessor Operator lus been
selected and assuimes the dutics of Operntor at an endlicr date. Opentor, alter effective daie of resipontivn o temoval, shiall be
bound by the teims hereol as o Mon-Opertor. A chanpe of s corporate e o steacture of Opecter or tnnsler of Operator’s

intciest to any sinple subsidiany, parent or suceesso corpoation shall uot be the basls for temoval of Operator.

2. Sclection of Successor Operator: Upon the sesipnntion ut temaoval of Opecator, nosuccessor Operator shall be selected by
the pattics. The successor Operagor shadl be selected from the paitios owoing nninterest In e Continet Arca atthe Yime such suceessor
Opetator is selected. The succeszor Operatar dhadl be selected by the allinmative vote ol Lvo (2) of tiore paitics owning o miajotity interest
based on ownership as shown on Jiaxhibit A7 poovided, however, iCan Qpecdor which hing been seimuoved Tails to vote or votes only to
succead itsell, the successor Operator shall be selected by the altiomative vote of two (2) o more parties owning o majority inteest bnsed

o ownership as shown on Exhibit AT semminiong alicr excluding the voting inteeest of the Operator that was cenoved.

C. Employces:

The number of anployees vused by Opecator in conducting operations hercunder, their selection, ond the howis of Tnbor and the

compensntion for scrvices performed shall be deterniined by Opeiutar, vad nll such coiployces shall be the etnployces of Opeintor,

D. initling Contracts:

Al wells dailted on the Contiact Area shadl be diitled on a competitive contiact basis ot the usual rales pievailing in the
neea. It 5o desises, Operator may cinploy its awn touols and equipnent i the diilling of wells, but its chmges therelor shall not
exceed the prevailing rates in the aen s he ate ol such chagpes shall be ngyeed vpon by tie parties in wiiting before diilling
operations are commenced, and such wark sl be pedanned by Openstor under the saic tesms nad conditions as se custoniacy

and usual in tie wea in contiacts of independent contiactors who ste doing wark of n stmilae nnture.

ARTICTE VL
DIULLING AND DEVELOPMENT

AL Indtind Well:

15th
a well for oil and gas at the following location:

Township 29 North, Range 14 West, NMI'M
Section 9: NE/4SW/d
San Juan County, New Mexico

On or befme the day of April, 2001 , Opciator shall conunence the diilling of

and shall therealter continue the diilling ol the well with due dilipence to
to test the Fraitland Coal and Pictured Cliffs formations

unless pranite o1 other practically impenctiable substanee or coodition iu the bole which renders Tuither drilling ingrenctical, is en-

countered at lesser depth, o unless all parties apiee o complete of abandon the well atn desser depth,

Operator shall miake teasonable tests ol all Termations encovntered during deilling which give indication of containing vil nil
gas in quantitics sullicient o test, unless this apreciment shall be linited in its application to a specilic fonmation ar Fovmations, in whiclh

event Operator shall be sequited o test only the fonmation oc funmations 1o which this agrecment niy apply.
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1982 - Model Form Operating Agreement
ARTICLE VI
conlinued

I, in Operator’s judgment, the well will not produce oil or gas in paying quantitics, and it wishes to plug and abandon the

well as o dry hole, the provisions of Article VILE 1. shall thereafter apply.

B. Subsequent Operations:

{. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other thnn the weli provided
for in Article VLA, nE En rewark, deepen or phug back a dry hole drilfed at the joint expense of all parties or a well jointly owned by all

the parties und not theadpe sdng o paying quuntities, the party desiving (o deill sework, deepen or plug back such i well shall give the

other parties written notice of the proposed operation, specifying the work o be perlormed, the location, proposed depth, objective lotna-
tion and the estimated cost of the operation. The purties receiving such i notice shall have thinty (30) days alter receipt of the notice
within which to notify the party wishing to do the work whether they elect to patticipate in the cost of the propaosed operation. I a diili-
ing rig is on Jocation, notice of a proposal {0 rework, plug back or drill decper may be given by telephone and the response perid
shall be lmited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failute of a party receiving such notice
to reply within the period above fixed shall constitute an election by that party nof (o participate in the cast ol the proposed operition

Any nutice or response given by telephone shall be prompily confirmed in writing .

*then capable of produéing

1 all parties clect 1o particiapte in such a proposed operation, Operator shall, within ninety (K)) days afler expiration of the notice
period of thirty (30) days (or as promptly as possible after the expirntion of the forty -cight (48) hour period when a drilling rig is on loca-
tion, as the cuse may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commiencement date sny be extended upon weitten notice of snme by Operatar to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authoritics, surface rights (including rights-ol-way) or appropriate diifling equipment, or to complete
title examination or curative matter requited for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
cle X1, if the actual operation has not been commenced within the time provided (including any extension thereol as specifically
permitted herein) and if any party hereto still desires to conduct said operation, writlen notice proposing same must be resubmitted

10 the other partics in accordance with the provisions hereol as il no prior proposal had been made.

2. Operations by Less than All Pactics: W any party reeeiving such notice as provided in Asticle VIR T or VILD T (Option
No. 2) elects not to participate in the proposed operation, then, in order 1o be entitied to the benefits of this Article, the party or parties
giving the notice and such other parties as shall eleet to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling
rig is on location, as the case may be) actually commence the proposed operation and complete it with due di'igence. Operator shall
petform all wark for the account of the Couscuting Partics; piovided, however, if no drilling rig or other equipiient is on location,
and if Operator is a Non-Consenting Party, the Consenting arties shall cither: (a) request Operator o perform the work required
by such proposed operation for the account of the Cousenting Partics, or (b) designate one (1) of the Consenting arties as Operaloi
1o perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall

comply with all terms and conditions of this agreecment.

1M less than all partics approve any proposed opecation, the proposing party . imumediately abter the expiration of the applicable
notice period, shall advise the Consenting Partics of the total interest of the parties approving such operation and its reconmmendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise sthe proposing party of its desire to (a)
limit participation to such party’s interest as shown an Exhibit A" or (b) curry its proportionate parl of Non-Consenting Parties”
interests, and failure to advise the proposing pasty shall be deemed s election nnder (@), In the event a diilling rig is on Jocation,
the time permitied for such a response shall not exceed a total of forty-cight (48) howrs (inclusive of Saturday, Sunday and legal
hofidays). The proposing purty, atits clection, nay withdrnw such proposal il dhere is insulficient participation and shall promptly

notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
clected to bear same under the terms of the preceding paragraph. Consenting Pacties shall keep the leaschaold estates involved in such
aperations free and clear of 4l liens and encumhrances of every kind created by or arising from the operations of the Consenting Parties.
1 such an operation results in o dry hole, the Consenting Partics shall plug and abandon the well and restore the surlace location at their
sole cost, risk and expense. any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

ducer of oil andfor gas in paying yuantities, the Consenting Partics shall complete and equip e well 1o produce at their sole cost and risk,
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ARTICLE V1

continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Paities
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have telinquished to Consenting Parties,
and the Conscuting Partics shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the procecds of the sale of such share, calculated al the well, or
market value thereof il such share is not sold, (after deducting production faxes, excise taxes, royalty, ovesriding royalty and other in-
terests not excepted by Adticle HLD. payable out of or measured by the production rom such well accriing with respect to such interest

unti} it reverts) shall cqual the total of the following:

(a) 100% of cach such Non-Consenting Party’s share ol the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited 10, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of cach such
Non-Consenting Party's share of the cost of operation of the well conuencing with [irst production and continuing until cach such Non-
Consenting Pasty's relinguished iterent shall revest to it under other provisions of this Asticle, it being ngreed that esch Non-
Consenting Party’s share of such costs und equipment will be ihat interest which would uve been clinrgeable 10 such Non-Consenting

Party had it participated in the well from the beginning of the operations; and

®_300_ % of that poction of the costs and expenses of deilling, teworking, deepening, plugging buck, testing and
completing, after deducting nny cnsh contributions received under Article VIIL.C., und___3 g -% of that portion of the cost of
newly acquired equipment in the well (to and including the welthead connections), wliich would linve been churgeable to such Non-

Consenting Party if it had participated therein.

An clection not to patticipate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such n well, or portion thereof, to which the initial Non-Consent election applied
that is conducted at any time prior to [ull recovery by the Consenting Patics of the Non-Consenting Party’s recoupment account.,
Any such reworking or plugging back operation conducled during the recoupment perind shalt be deemed part of the cost of opera-
tion of said well and there shall be added to the suns to be recouped by the Consenting Parties one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeable 1o such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment pedlad, the
provisions of this Article VI.B. shall be applicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, o the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxcs, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party ‘s share of production not excepted
by Article 111.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Patties shall be permitted to use, frce
of cost, all casing, tubing and other equipment in the well, but the awnership of all such equipment shall remnin unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Padties shall nccount for all such equip-
ment to the owners thereof, with cach party 1eceiving its propoitionate part in kind or in value, less cost of salvage.

Within sixty (60) duys after the completion of any operation under this Asticle, the party conducting the operations for the
Consenting Partics shiall furnish cach Noa-Consenting Party with an inventory of the equipment in and connected to the well, and an
itenized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detaited statement of monthly bill-
ings. Each month thereafier, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and linbilitics in-
curred in the operation of the well, tagethier with a statement of the quantity of oil and pas produced fronvit and the amount of proceeds
reulized from the sale of the well's working interest production during the preceding swonth. I determining the quantity of oil and gus
produced during any month, Consenting Partics shall use industry nccepted methods suclias, but not fimited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipiment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the cquipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, it shall be paid 1o such Non-Consenting Party.

6
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ARTICLE VI

continued

If and when the Consenting Partics recover from a Non-Consenting Party's relinguished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shndl nutomatically revert to it, and, from and after such reversion, such Non-
Conscnting Parly shall own the smne interest in such well, the malerial and equipment in or pertaining thereto, and the production
therefrom ns such Non-Consenting Party would have been entitied 1o had it participated in the drilling, reworking, deepening or plugging
back of said well. Therealler, such Non-Consenting Party shall be chacged with and shall pay its proportionate part of the further

costs of the operation of said well in accordance with the terms of this agreement aud the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.}.2., it is agreed that without the mtutual consent of all parties, no wells shall
be completed in or produced from a souree of supply from which a well located elsewhere on the Contriact Arca is producing, uniless such

well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well deseribed in Article VILA.
except (a) as to Article VILD. 1. (Option Na. 2), if sclected, or (b) a3 to the rewarking, deepening and plugging back of such initini well
after it has been drilled to the depth specified in Article VE AL if it shall thereafter prove to be a dry hole or, if initally completed for pro-
duction, ceases to predwee in paying quantitics.

be capable of producing

3. Stand-By Time: When a well which has been drilled or deepened has teached its authorized depth and all tests have been
completed, and the results thereo!l furnished to the parties, stand-by costs incurred peading respanse to a paity's notice proposing a
reworking, deepening, plugging back or completing aperation in such a well shall be charged and borne as pact of the drilling ar deepen-
ing operation just completed. Stand-by costs subsequent to all parties tesponding, or expiration of the respanse time permitted, whichever
first occurs, and prior to agrecmient as to the participating intecests of all Consenting Partics pursumt to the terms of the second gram-
matical parngeaph of Adicle VLB .2, shall be charged to and borne as patt of the proposed opetation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
cach Consenting Party's interest as show on Exhibit **A”" bears to the total interest as shown on Exhibit **A*" of all Consenting Par-

tics.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *'deepening’” operation shall
also be applicable to any proposal to dircctionally control and intentionally deviate a well from vertical so ns to change the bottom hole
location (herein called 'sidetracking ™), unless done to staighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any purty having the vight (o participate in o proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon clecting to participate, tender to the well bore owners its proportionate share {equal

to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) I the proposal is for sidetracking an existing diy hole, reimburscment shall be on the basis of the actual costs incurred in

the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) 11 the proposat is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initisted, determined in accordance with the

provisions of Exhibit **C”", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice tor a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request
and receive up to eight (B) additiona) days after expiration of the forty-cight (48) hours within which to respond by paying for all stand-by
time incurred during such extended response period. I more than one party elects to take such additional time to respond to the notice,
standby costs shall be allocated between the parties taking additional time to respond on a day -lo-day basis in the proportion cach electing
party’s intcrest as shown on Exhibit " A”" bears to the total interest as shown on Exhibit A" of all the electing parties. In all other in-

stances the response period to a propasal for sidetracking shall be linited to thirty (30) days.

C. TAKING IPRODUCTION IN KIND:

Each party shail take in kind or separately dispose of its proportionate share of aff oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas tor
marketing purposes and production unavoidubly lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the produciion shall be borne by such party. Anypasty-taking-isshare-ofproduetiontnkind-shuH-be

7
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ARTICLIC VI

continued

required ta pay for ooly its propationnte shace of such puct of Opeotor’s surface facililics-awdiich-ituses.

Each pasty shall exccute such division orders and contracts as may be necessary for the sale of its interest in production ftom
the Contract Aren, and, excepl as provided in Adicle VIEDB., shall be entitied 1o receive payment divectly fvom the purchaser thereof for

its share of all production,

In the event any pasty shall il to make the anngements pecessary 1o take in kind or separately dispose of its propostionate share

o} the oil produced from the Contiact Area, Operator shall have the right, subject to the revocation at will by the paaty owning it, but not
the nhh[,uurm 1o puuh.\sc such oib o1 sell it to others at any time wd from tine (o time, fordtheaccountol-tha-nan-taking-pacty-ni-the
: production. Any such purchase or sale by Operator shall be subject always to the right of the

owner of the pmducliun lo excreise ab any time ity tight to tnke in kind, or acparntely dispose of, ity share of all 6il not previously

delivered to a purchaser. Any puichase or sale by Operntor ol uny other patty’s share of oil shall be oaly for such reasonnble periods of
time as nre consisient with the mininmum nceds of the industry under the paiticolnr circumstances, but in no eveat for n period in excess
of one (1) year. ¥ and shall account (o suely iy Tor the actual net proceeds received for such prodduction. il sold, or the
conent market price i purchased hy Operator.,

In the event one o more panties” sepaiate disposition of s share ol the gas causes split-streans deliveries to sepasate pipelines
nnd/ar deliveries which on i day-to-day basis for n.ny teasan are not exaclly equal to a party's respective proportionate shae of tolal pas
sates to be allocated to i, the balacing o accountiog between the respective accounts of the padties shall be in accendance with any

pas balancing ngrecment between the patties heceto, whether such s nprecment s attached as Exlibit 1 op s a4 separate agrecment.

D. Access (o Contenct Aven nnd balonmstlon:

Each party shall have access o the Contract Arca atall rensonuble times, atits sole cost and visk to inspect or observe operations,
and shall have nceess at reasonable ties (0 information pertnining ta the developiment or operation thereof, including Opetntor’s books
and records relating thereto. Operator, apon request, shall funish cach of the other partics with copics of all forms or reports liled with
povernmentad sgencics, daily diitling reports, well Tops, tank tables, daily gaupe and run tickets and iepoits of stock on hand at the
fitst of ecach month, and shall make available samples of any cores o cuttings taken ftom any well drilfed on the Contract Area. The
cost of gathering and fumishing informmtion to Non Operatar, other than that specified above, shall be charged (o the Non-Operator

that requests the infunmation.
[.. Abandonment of Wells:

1. Abandooment of Diy Holes: Except for any well driled or decpened putsuant to Article VB2, any well which has been
drilled or deepened under the terms of this agicement and is propased to be completed as a dry hole shall not be plugged and abandoned
without the consent of all painties. Should Operntor, after diligent effort, be unable to contuct any puity or shoubd nny party fail to teply
within Torty-eipht (48) hours (exclunive of Seturdny, Sunday wnd legal holiduys) after receipt of notice of the proposal to plag und shinndon
such well, such paity shall be deemed to have consented ta the proposed abandomment. Al such wells shatl be plugped and abandoned
in accordance with applicabile repulations and at the cost, 1isk and expense of the patties who patticipated in the cost of deilling or deepen-
ing such well. Any party who objects to plupging and abandoning such well shall bave the right to take over the well and conduct Turther

apetations in scarch of oil and/or gas subject to the provisions ol Article VEB.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder Tor which tie Consenting Patties have not been fully reimibursed as herein provided, any well which has been completed
as & producer shall not be plugged and abandoned without the consent of nll parties. If all pactics consent to such abandonment, the well
shull be plugged and abandoned in accordance with applicable 1egulations and at the cost, risk nod expense of all the parties hereto, 1,
within thirty (30) days afier receipt of notice of the proposed abandonment of any well, all purties do not agree 1o the abandonment ot such
well, thuse wishing 1 coztinue its operation from the interval(s) of the fotation(s) then apen to production shall tender to each of the
ather parties its proportionate share of the value of the well's salvable materinl wid equipment, determined in aceardance with the provi-
sions of Exhibit **C"", less e estimated cost of salvaping and the estimated cost of plupging and abandoning. Lach abandoning
party shall assign the non-abandoning paties, without wanianty, express or implicd, as to title ar ns to quantily, or fithess for usc
ol the equipment and nxaterial, all of its interest in the well and related equipment, together witlits interest in the leaschold estate as to,
but only as to, the interval o1 intervals of the formation or fornations then open to production. 11 the interest of the abandoning paity
is or includes an oil and pas interest, such party shall execwte and deliver to the non-abandoning pairty or patics an oil and gas lease,
limited (o the interval or intervals of the Tormation or formations then open to production, for a term of one (1) year and so long thereafler

as oil and/or gas is produced from the interval or intervals of the formation or fonmations covered thereby ., sueh lease to be on the Tonn

attached as xhibit
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ARTICLE VI

continued

B The assignments or leases so limited shadl encompuss the “dritling unit’” upon which the well is locnted. The
payments by, and the assignments or leases to, the assignees shall be in 1 ritio based upou the relationship of their 1espective percentage
ol participation in the Contract Asea to the aggregate of the percentages of patticipation in the Contract Area of all assignees. Thete

shall be no readjustiment of interests in the remaining, portion of the Contract Aisca.

Thereafter, ubandaning partics shall have no further respansibility, liability, or interest in the operation ol or productian from
the well in the interval or intervals then open other than the roynliies tetnined inany lease made under the terms of this Atticle. Upoa re-
quest, Operator shall continue lo operate the assigned well for the necount of the non-abundoning paities at the rutes and charges con-
templated by this agreement, plus any additional cost and charges which iy arise as the result of the sepatate ownership of the assigned
well. Upon propased abandonment ol the producing interval(s) nssigned or leased, the assignor or lessor shalf then have the option to
repurchuse its prior inferestin the well (using the swme vahudion (aumula) and pacticipate in Tusther operntions therein subject to the pro-

visions hereol.

3. Abandonment of Non-Consent Operations: The provisions of Adicle VI or VEE.2. ahove shall be applicable as
benween Consenting Parties in the event of the propdsed abandonment of any well excepted teom said Atticles; provided, however, no
well shadl be permanently plugped and abandoned unfess and until aff pacties having the right to conduct fusther operations therein have
been notified of the proposed abandonmient and allforded the opporiunity o clect to take over the well in accordance with the provisions

ol this Article VI.E.

ARTICLE VI
EXPENDITURES AND LIABIUHITY OF PARTIES

A. Linbility of Parties:

The liability of the partics shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its propostionnte shie of ithe costs of developing snd opernting the Conlinet Aren Accordingly, the liens granted
among the parties in Article VILL wie given to secute only the debts of each severally. Itis not the intention of the paities to create, nor

shall this agicement be canstrued as cieating, & mining or other pattnership or association, of to render the parties linble as partners,

B. Llens and Paymient Defaults:

Each Non-Operator grants to Operator a licu upon its oil and gas tights in the Contract Area, and a sccurity interest in its share
of il aad/or gas when extoncted wtd its terest in sl cquipaicnt, (o sceure payment ol i shnee of expenze together with interest thercon
at the rate provided in Exhibit " C*". To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of w secured party under the Code. The bringing of a suit and the ob-
taining of judginent by Operator Tar the secuced indebieduess shall not be deenied an clection of reniedics ot atheiwise alfect the lien
tights or sccurity interest as secutity for the payment thereol. In addition, upan default by any Non-Operator in the payment of ils share
of expense, Operator shall have the tight, without prejudice o other tights or semedies, to collect rom the purchaser the proceeds fiom
the sale of sucli Noa-Operistor’s shire of oil and/or gas uatil the amount awed by such Nan-Opecator, plus interest, has been paid. Lach
purchaser shall be entitled 1o rely upon Operator’s wiilten statement concerning the amounl of any default. Operator grants a like lien

and sccurily inlerest to the Non-Operators 1o sceure payment of Operator’s propottionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60} days alter rendition of a statement therelor by
Operator, e non-defaulting pmities, including Operator, shall, wpon request by Operator, pay the unpaid amount in the propoition that
the interest of cach such party bews (o the inferesCol all such parties. Each paty so paying its share of (he unpaid amount shall, to oldain

rcimbuisement thereol, be subtogated to the scewrity rights described in the foregoing paragraph,
C. Payments nnd Accounting:

Except as hierein atherwise specilically provided, Operator shall promptly pay sad discharge expenses incurred in the develop-
ment and operation of the Contract Arca pursuant 1o this agreement sind shatl charpe each of the parties hereto with their respective pro-
portionate shares upon the expense basis provided in Exhibit “C™. Operator shall keep an accusate secord of the joint account herevnder,

showing expenses incurred and charges and credits made and reccived.,

Operadon, ot s election, shall bivee the vight oo thae 1o time 1o demond and seceive Team the other paaties payment in advance
ol their respective shares of the estinated amount of the expense (o be incurred in opetations hereunder during the next succecding
month, which right may be exercised only by subnission to cach such paity of anitemized statement of such estimated expense, together
with in invoice for its shire thereol. Tiach such statement and invoice for the payment in advance of estimated expense shall be submitted
on ar before the 20th day of the next preceding month. Each patty shall pay 1o Opeiator its proportionate share of such estimate within
filtcen (15) days afier such estimate and invoice is received. If any party fails to pay its shaie of said estimate within said time, the amount
duc shadl bear interest as provided in Exhibit < C until paid. Proper adjustiment shiall be made maonthly between advances and actual ex-

pensie to the end that each party shadl bear and pay its propostionate share of sctual expenses incurred, and no mare.

D. Limitation of Expenditures:

. Dl or Deepen: Without the conseat ol all pacties, no well shill be drilled ot deeprened , exceptany well dritled or deepened

pursuant lo the provisions of Article VI.B.2. ol this agrcement. Consent o the diilling o1 deepening shall include:
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ARTICLE V11
comtlnued

b% Option No, 1: All pecessary expenditures Tor the drilling or deepening, testing, completing nid cquipping of the well, including

necessary tankage and/or surfuee facilities.

[0 Option No. 2: All nccessary expenditures for the drilling or deepening and testing ol the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
10 the Non-Operalors who have the right o participate in the completion costs. The parties reeciving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to patticipate in the setting of casing suxd the completion at-
tempt. Such clection, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface fucilities. Failuie of any party receiving such notice to reply within the period above fixed shall
constitute an clection by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the partics,
clect to sel pipe and to attempt a completion, the provisions of Article VILB.2. hercof (the phrase “‘reworking, deepening or plugging

back" ns contained in Article VI.B.2. shall be deemed to include **completing™™) shall apply 10 the operations thereafler conducted by less

than all parties.

2. Rework or Plug Back: Without the consent of all paitics, no well shall be reworked or plugged buck except a well reworked or

plugged back pursuant to the provisions ol Article VI.B.2. of this agrecment. Consent tothe reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and cquipping of said well, including necessary tankage

and/or surface lacilities.

3. Othier Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of Lwenbty~five _Lhousanddalus ($..25,000.00. . )
except in connection with a well, the diilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously nuthorized by or pursunnt to this apreement; provided, however, that, in case of explosion, fire, Nlood or other sudden

cmergency, whether ol the snme or dilferent nature, Operntor may take such steps and incor such expenses as in its oprinion are required
to deal with the emergency to safepuard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFEY for its own use, Operator shall [uraish any Non-Operator so requesting
an information copy thereof for any single project costing in excess ol _fifteen thousand
Dollars (515,000, 00 ) but less than the amount first set Torth above in this paragraph.

. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royaltics which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such partics may designate one of such partics to make said payments for and on
behalf of all such parties. Any party may request, nnd shall be entitled to receive, proper evidence of alf such payiments. In the event of
failure to make proper payment of any rental, shut-in well payiment or mininium royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non- Operator of the anticipated completion of a shut-in pas well, or the shutting in or return o production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holiday), or at the carliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment

shall be borne jointly by the partics hereto under the provisions of Article 1V.B.3.
I Faxes:

Beginning with the first calendar year after the effective date heveof, Operatar shall reader for ad valorem taxation afl property
subject to this agreement which by Inw should be rendered for such taxes, and it shall pay afl such taxes assessed theveon belore they
hecome defingquent. Prior fo the rendition date, cach Non Operator shall fuenish Operator infornsation as to hurdens (to include, bot not
be limited to, royahies, overriding royaltics and production payments) on feases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leaschold estate is reduced by reason of its being subjectio owtstanding excess rayallies, over-
riding royaltics or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benelit of the owner or
owners ol such leaschold estate, and Operator shall adjust the charge 1o such owner or owners so as to rellect the benelit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each parly’s working interest, then notwithstanding
anything 1o the contrary herein, charges to the joinl account shall be made and paid by the pastics hereto in accordance with the tax
value generated by cach party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments

in the manner provided in Exhibit ©C",

H Operator considers any tax assessiment improper, Operator may, ot its discretion, protest within the time and nuumer
prescribed by Jaw, and prosccute the protest to a final determination, unless all patties agree o abandon the protest prior o final defer-
mination. During the pendency of adiministrative or judicinl proceedings, Operator aiay elect to pay, under protest, all such taxes and any
interest and penalty. When any such prolested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrucd, and the total cost shall then be assessed against the padties, and be paid by

them, as provided in Exhibit ©*C"".

Each paty shall pay or cause to be paid all production, severance, excise, gathering amd other laxes imposed upon or with

1espect 1o the production or handling of such panty’s share ol oil und/or gas produced under the tesms of this agreement.

10
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ARTICLE V1

continued
G. Insurnnce:

At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only climge that shall be made to the jointaccount shinlt be as provided in Exhibit ©*C"", Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D'", atinched to and made o part
hereof. Operntor shall require atl contractors engaged in wark on o1 for the Contract Aren to comply with the workmen's compensation

lnw of the state where the operations are being conducted and to maintain such other insurance as Operntor may require.

In the event automobile liability insurance is specilied in said Exhibit D", or subsequently receives the approval of the

pastics, no dircet charge shall be nade by Operator for premiums paid Tor such insurance for Operntor's nutomotive cquipment.

ARTICLIS VI
ACQUISTTION, MAINTENANCE OR TRANSFER.OF INTEREST

A. Surrender of Lenses:

The leascs covered by this agreement, insofar as they embrace acieage in the Continet Area, shall not be suirendered in whole

or in part unless all partics consent thercto,

However, should nny party desire to surrender its interest in any lease or in any portion theieof, aud the other prities do not
npree or conseit thereto, the patty desiving to surrender shall nanign, without expreas or huplied wnrinnty of tde, all of Its interest in
such lease, or poction thercol, nnd any well, materinl nnd cquipment whicl oy be located thercon and any rights in production
thereafler secured, 1o the padtics not consenting o such surcender. I the interest of the assigning party is or includes s oil and gas in-
terest, the assigning patty shall exceute and deliver o the pacty or patties not consenting to such surrender an oil and gas lease covering
such ol and gas interest for alenn of one (1) year and so long therealter as oil and/ar gas is produced fronn the land covered theteby, such
lease to be on the form attached hereta as Exhibit "B Upan such assignment or lease, the assipning pacty shall be telieved lrom all
obligations therealter accruing, but not therctofure accrued, with respect to the interest assigned or leased and the operation of any well
attribulable thereto, amd the assigning padty shall have no further terest in the assigned o leased premises and its equipment and peo-
duction other than the royaltics retained in any lease made under the terms of this Article. The paity assignee or lessee shall pay 1o the
panty assignor or lessor the reasonable salvage value of the Iatler’s interest in any wells and equipment attributable to the assigned or Jeas-
ed acreage. The value of all matcrial shall be determined in accordance witlhy the provisions of Exhibit " C'" | less the estimated cost of
salvaging and the estimated cost of plupging and abandoning. [ the assignment or fease is in favor of ware than one paity, the interest

shall be shascd by such pantics in the propoirtions (hat the interest of each beass to the total interest of all such panties.

Any assignment, lease or surrender made under this provision shall notieduce or change the assignor's, lessor's or sunendeting
party’s inlerest as it was inuncdiately before the assignment, lease o survender in the balance of the Contract Aiea; and the nereage

assigned, leased or suirendered, and subsequent operations thercon, shall not therealter be subject to the tevms and provisions of this

agrecment.
B. Renewal or Extension of Leasces:

If any paty sccures arencwal of any oil and gas lease subject 1o this apreement, all other paties shill be notificd pramptly, and
shinkl have the ripht Tor o period of thiny (30) days (ollowing ceceipt of such notice in which 1o eleet ta panticipnte in the aownership of the
tenewal lease, insofar as such Jease atieets fands within the Cantract Aien, by paying lo the puty who acquired it their sevesal proper pro-
partionate shares of the acquisition cost allocated o that part of such Tease within the Contract Area, which shall be in propottion to the

interests held at that tGme by the paties in the Contiact Arca.

If sonie, butless than all, of the paties elect to puiticipate in the puichase ol a tenewal lease, it shall be owned by the paties
who elect o participate therein, in a ratio bascd upon the ielationship of their respective percentage of participation in the Contract Area
10 the aggrepate of the pereentages of participalion in the Contiact Area ol all patties participating in the purchase of such renewal lease.

Any rencwal lease in which less than all patties clect to participate shall not be subject to this agreement.

Fach party who participates i the purchase of arenewad lease shall be given an assigminent of its propottionate interest therein

by the acquiting paty.

The provisions of this Article shall apply to rencwal leases whether they are for the enlive interest covered by the expiring lease
or caver only a portion of its arca or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracled for within six (6) months afier the expiration of the caisting lease shall be subject to this provision; but any lease taken or con-

teacted for more than sia (6) months after the expiration of an existing lease shall not be decmed a renewal lease and shall not be subject to

the provision of this agrcement.

The provisions i Ihis Article shadl also be spplicable 1o exlensions of oil and pas Jeases.

C. Acrenge or Cush Contributions:

While this spucement is i force, i any party compincts for o contribution of sl towseds the deilling of wowell or any other
operntion on the Contract Area, such coniribution shall be paid 1o the party who conducted the diilling or other operation and shall be
applicd by it against the cost of such drilling or other operation. If the contribution be in the Torm o acienge, the pasty 1o whom the con-
tribution is made shall promptly tender an assignment of the acrcage, wihoul wartanty of tile, o the Drilling Parties in the propostions

|
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ARTICLE VI
contluued

said Drilling Partics shared the cost of drilling the well. Such acreage shall become o sepacate Contract Area and, 10 (he extent possible, he
governed by provisions identical to this agreement. Each party shall promiptly notify all other partics of any nereage or cash contributions
it may obtain in support of any well or any othier operation on the Contract Area “The above provisions shall also be applicable wo op-
tional rights to carn acreage outside the Contract Area which are in support of a well drilted inside the Contract Arca.

1 any party contracls for any consideration relating o disposition of such puuty's share of substances produced hereunder, such

consideration shall not be decimed a contribution as contemplated in this Article VIT.C.
D. Maintenance of Uniform Interest:

For the purpose of maintaining unifoimily of ownership in the oid nnd gas Jeaschold interests covered by this agreement, no
panty shall sell, encumber, trnnsfer or smake other disposition of its inderest in the feases embraced within the Contract Aren and in wells,

cyuipiient and production unless such disposition covers cither:
. the entire interest of the party o all leases and cquipment and production; o
2. an equal undivided interest in all leases and equipment and production in the Contract Area,

Lvery such sale, encumbrance, transfer or-other disposition made by any pasty shall be inade expressly subject (o this agreement

and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by lour or more co-owners, Operator, atits discrelion, may
require such co-owners to appoint o single trustee or agent with full nuthorily to receive notices, npprove expenditures, receive billings for
and npprove and pay such party’s share of the joint expenses, and to denl generally with, and with power ta bind, the co-owners of such
party’s interest within the scope of the operations cimbraced in this agrecment; however, all such co-ownees shall have the tipht to enter
into and exccute all contracts or agreements for the disposition of their respective shares of the oif and pas produced Trom the Contiaet
Arca and they shall have the right 1o receive, separately, payment ol the sile proceeds thereof.

E. Walver of Rights to Partition:

I permitted by the laws of the state or slates in which the propeity covered hereby is located, each party hiereto owning an
undivided interest in the Contract Arca waives any and all rights it may have to partition and have sct aside 10 it in severalty its undivided
interest therein.

~E—Preferentink-Right-to-Purehase:

————Shouktunyprrty-desire-toselbulboranypuor-oi-iteinte rests-und— i asmenteoe it phtand-btosgsi-inthe-Ce t
Arca, it shall promptly give written notice to the other partics, with full information concerning its proposed sale, whie '}nﬁiﬁc
niune and address of the prospective putchaser (who must be ready . willing and able o purchase), the pu Sc price, and all other tenins
of the offer. The other parties shall then have an optional prion vight, for a period of wr‘rm"(mlft:‘: receipt of the notice, to purchiise

on the same terms and conditions the interest which the other parfy preposes to sell; and, i this optional right is exercised, the purchas-

ing parties shall sharc the purchased WM) srhons that the interest of ench bears to the total interest of all purchasing par-
eTe

ties. However, there shall be no prefertntial right 1o purchase in those cases where any party wishes to mortgage its interests, or o

dispose of its iplerests by mierger, reorganization, consolidation, or sale ol all or substantially all of its assets to a subsidiary or parent com-

- : ubudx.my._oL LPJJ.CDLLL\J.L\ pualy o lo_any | t_ump.my_.m_w_hn_h_d' 1 i any. ope pacdy 0wWns g ma Ai(ll iy af the stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to ereate, and shall not be construed to create, @ relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreciment and operations hereunder shall not constitate a partnership, if, for federal income tax
putposes, this agreciment and the operations heseunder are regarded as o pastnership, cach party hereby affected elects (o be excluded
from the application of ail of the provisions of Subchapter K. Chapter T, Subtitle A" of the Internal Revenue Code of 1954 as per-
mitted and authorized by Scetion 761 of the Code and the reguliations promulpated thereunder. Operator is authorized and divected to ex-
ccute on behalf of cach patty hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but nol by way of limitation, all of the returns, stateinents,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach party hereby aflected give further
evidence of this clection, each such party shall exccute such documents and Turnish such other evidence as may be tequired by the
Vederad Tnternal Revenue Scrvice or as tay be necessiny to evidence this election. Nasach party stiall pive sy notices o take any other
action inconsistent with the clection made hesehy. Hany present o future income tix laws ol the state or states inwhich the Contract
Arca is located or any future income tux Taws of the United States contain provisions similar 1o (hose in Subchapter *K*", Chapter 1,
Subititle **A"", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party liereby affccted shall mike such election as may be permitted or required by such laws. In making the foregoing clec-
tion, cach such party states that the income derived by such party rom operations hercander can be adeguately determined without the

comptation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does nat exceed ten thousand ~-—-—-—-—-—-——— Dollars

($‘_'1‘OTOOQ"'“O Q) and if the paymentis in complete scttiement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the partics hereto shall assume and take over the further handling of the clainy or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, scttling, or otherwise discharging such claiin or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or il any party is
sucd onnccount ol uny tntter wiging from operntions hercunder over which such individual s no control beenuse of the riphts given
Operator by this agreement, such party shall immediately notify all other parties, and the claing or suit shall be treated as any other cliaim

or suit involving operations hereunder,

ARTICLE X1
FORCE MAJEURE

If any party is rendered unable, whelly or in part, by force majeure to curry out its abligations under this agreement, other than
the obligation to make money pny:ﬁcn(s, that party shall give to all other parties prompt written notice of the force majeure with
reasonably [ull particulars concerning it; thereupon, the obligntions of the party giving the notice, so far as they are nffected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable

diligence 1o remove the force majeure situation as quickly as practicable.
Y i

The requirement that any force majeure shall be remedied with all reasonable dispateh shall not require the settlement of strikes,
lackouts, or other labor difficulty by the party involved, contrasy to its wishes; how all such difficulties shall be hundied shall be entirely

within the discretion of the party concerned.

The term *force majeure’, as here employed, shall mican an act of God, stiike, lockout, or other industrial disturbance, act of
the public enciny, war, blockade, public riot, lightning, fire, storin, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of cquipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the patty claiming suspension.

ARTICLIY XTI,
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreemient, uniess otherwise
specifically provided, shall be given in writing by mail or telegrium, postage or charges prepaid, or by telex or telecopier and addressed to
the partics to whom the notice is given at the addresses listed on ©xhibit A" The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
responsce thereto shall run from the date the originating notice is teceived. The second or uay responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time (o time, by giving written notice thereof to all other partics.

ARTICLE XHI.
TERM OF AGREEMENT

This agreement shall remain in full force and ellect as 10 tne oil and gas leases and/or oil and gas interests subject hereto (or the
periad of time selected below; provided, hawever, no paety herete shall ever be construed as having any right, title or interest in or to any

lcase or oil and gas interest contributed by nny other party beyond the term of this agreement.

Option No. |2 So long as any of the oil and gas leases subject to this agreement renudn or are continued in force as {o any patl

ol the Contract Arca, whether by production, extension, 1enewal or otherwise.

*® Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
aprectnent, results in production of ail and/or gas in paying quantitics, this ngreement shall continue in foree so long as any such well or
wells prodduce, or are capable of production, and for an additional period of __ 9 Q. days from cessation of all production; provided,
however, i, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a welt or wells hereunder, this agreement shall continue in force witil such opera-
tions lave been completed and i production results therefram, this agreement shall continue in force as provided herein. In the event the
well described in Atticie VILA., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing vil and/or gas from the Contract Arca, this agrecment shall terminate unless drilling, deepening, plugging back or rework-

ing operatons are commenced within 90 ____ days fiom the date of abandonment of said well.

Itis agreed, however, that the termination of this agreement shall not relieve any party hercto from any liability which has

accrued or attached prior 1o the date ol such termination,
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulntions and Orders:

This agreement shall be subject to the canservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulntory body of said state; and to all other applicable federal, state, and local laws. or-

dinances, rules, regulations, and orders.

BB. Gaverning Law;

This agreement and all matiers pertaining hereto, including, but not limited 1o, matters of performance, non-performance, breach,
remedies, procedures, rights, duties nnd interpretation or construction, shall be governed and determined by the law of the state in which
the Continct Arean ls located. If the Contiact Aiea ds in two or more states, the luw of the stte of __ _Now-_Mexioo-—

shall govern.
C. Regulutory Agencles:

Nothing herein contained shall grant, or be.construed to grant, Operator the tight or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state faws or under rules, regulations or otders promulgated
under such laws in reference to oil, gns and mineral operations, including the location, operation, or praduction of wells, on tracts offsct-

ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non Operators agree (o selease Operator front any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting ditectly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Departiment of Energy or predecessor or successor agencics lo the extent such interpretation or ap-
plication was made in good fuith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operntor's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or

application, together with interest and penaltics thercon owing by Operator as a resull of such incorrect interpretation or application.

Non-Operators authorize Operator to preparc and submit such documents as may be tequired to be submitted to the purchaser
ol any crude oil sold hereunder or 10 any other person or entity pursuant to the reguirements of the **Crude Oil Wind{all Profit Tax Act
of 1980"", as same may be amended from time to time (**Act’’), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each parly bereto agrecs lo furnish any and all certifications or other inforination

which is required to be furnished by said Act in a timely mannes and in sufticient detail to permit complinnce with said Act.

ARTICLE XV,
OTHER PROVISIONS

A. Notwithstanding anything herein to the contrary, Richardson

Production Company shall have the right to designate Richardson

Operating Company as Operator of the Contract Area, and its lack
of ownership in Lthe Contract Area shall not be cause fFor its

removal as Operator of the Contraclt Area.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parlies hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be execuled in any number of counterparts, each of which shall be considered an
original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of 1st day of _Febiuary, 2001.

OPERATOR

RICHARDSON OPERATING COMPANY

(el ot

Cathleen Colby, Attorney~mf—'act

Date: Q[on,(a/j f, 200]

NON-OPERATORS

William A, Hall

Date:

RICHARDSON PRODUCTION COMPANY

(2 oo G,

Cathleen Colby, Attorney—infact

Date: Ebvqa/7 /) 2001



STATI OF COLORADO )
) ss.
COUNTY OFF DENVER )

The forcgoing instrument was acknowledged belore me this 17 day ol February, 2001, by
Cathleen Colby as attorney in fact on behalf of Richardson Operating Company and Richardson
Production Company.

My Comniission Iixpires: /0\3 ] \OQ\ M’{\mﬁw < Z@Lﬁ

Nolary Public | Z
STATLE OF NEW MEXICO )
) Ss.
COUNTY OF SANJUAN )
The foregoing instrument was acknowledged before me this ) day of

I'ebruary, 2001, by William A. Hall.

My Commission Lxpires:

Nolzu'y Public



EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator, and Richardson Production Company and William A. Hall,

as Non-Operators.

DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT

Township 29 North, Range 14 West
Section 9: SW/4

Section 9: W/2

San Juan County, New Mexico

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

Section 9: SW/4 Limited in depth to the Pictured Cliffs formation
Section 9: W/2 Limited in depth to the Fruitland Coal formation

PARTIES TO AGREEMENT WITH PERCENTAGE OF INTEREST, ADDRESSES AND
TELEPHONE NUMBERS FOR NOTICE PURPOSES:

PARTY TO AGREEMENT

Richardson Production Company
Richardson Operating Company
1700 Lincoln Street, Suite 1700
Denver, CO 80203

Phone (303) 830-8000

Fax (303) 830-8009

William A. Hall

416 N. Behrend Ave.
Farmington, NM 87401
Phone (505)325-6350

LEASES SUBJECT TO THIS AGREEMENT:

TO BE DETERMINED

A-1

INTEREST
NE/4-Sec 9-T29N-R14W 93.750%
E/2-Sec 9-T29N-R14W 96.875%
NE/4-Sec 9-T29N-R14W 6.250%
E/2-Sec 9-T29N-R14W 3.125%
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Hocommnenfed by thio Covndl

ol Patralnuim Accountunh

EXHIBIT Yo

Attached to and made a part of that certain Operating Agreement dated February 1, .2.001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A_Hall, as

Non-Operators.

ACCOUNTING PROCEDURIE
JOINT OPERATIONS

Lo GEMNEIAL PROVISTIONS

1. Delinttions

“Joint Properly” shadl mican Uhe veal and personal property subject to the sprecnent to which this Accounting Urocedure
in nltached.
“Joinl Operntiona” shall mean all operations neceasacy o proper for the development, oporation, yoteeton and mnlnte.
nance of the Joinl Property.
“Joinl Account” shall mean the neconunl showing tie el pea prid and eredits vecotved B the conduel of the Joint Opera:
Lions and which nre o be ahinved by the P ties,
"Operator” alinll mienn the puety deshirnated o conmduct the Joint Opoerations,
‘"N()n-()p(:rulm'u" sholl nean the Paclies to thin wporeement other U tho Operalor.
“ParUes” shall yuenn Operutor wd NMon-Operntors,
“Iirgl Level Supervisors” shall mienn those conployeen whose primacy funelion Tn Joint Qpecalions is the diveel nupervision
of other employecea nnd/or continel Jubor divectly. cinployed on Uie Joint Propecty Tnon Ticld operaling eapacity.
Pechnlenl Bmployees™ shall mucan those cinployees hiving specind nnd apecllic engineering, geological ov olher profes-
slonal skills, snd whone primary Tunction fnJuint Operations is the handling of apecilic operaling condtions nnd probileme
for the benelil of the Joinl Praperly.
"Personal IBxpenses” shall mean Geavel wnd other veasonable veimbursable expansen of Operulors cimployeen.
“"Mulerinl” shall menn personal property, equipment or supplion sequived or held for use on the Joinl Uroper ty,
“Controlinhle Matevinl” shall toean Malorial which ol Uie Lhme i no clunsified o the Mulorind Clasailication Manunl na
maost recenlly recommended by Uhe Council of etioleum Accountanls Socielies.

2. Statement and Dillings
Operntor shall Lill Mon-Operators an ov beface the Bl day of ench month Tor thele propovlionnte ehnre of the Joint Ac.
count for the preceding month, Sach Lills will e necwnpuanied by stdamoents which fdentify the nuthovity foe expenditore,
lense or facillly, and all chavges aud credits sumnnrized by npproprinte chsifications of Tnveatinent and expenne except
that items of Controlluble Malerind and unusunl charpes nnd credita shid! he acparately identified and fully deaceilied in
delail.

4. Advances and Payments by Non-Operatoia
Ao Unldesn otherwise provided for in Uie moceement, the Opeodor anay regutee the Non-Qpeeators lo sdvance their

share of estimualed enshooutlny for the succeeding month'a operation within filteon (I6) duyn nfter veceiplof the LI
ing or by the firal day of the month for which U advanee is coquired, whlehover i Bdee, Operutor shall ndjunt eneh
moenthly bllling to rellecl advances recelved from the Mon-Opernlors,

13. Iach Non-Opeentor shadl pay I propoctivn ol ol Lills within (fteen (16) duyn after recelpt 10 payment is not made
willifn nuch tinme, the unpaid balanee ohadl Lear indereal monthly ot the prime vate ineffeet ol _____ Chase. .
Manhattan.,. New _Yaorlo__ on e liesCday of tie month Inowhich delinguency oceura plun 1% or the manxdunim
conbract tale pormitled Ly Lhe applicabile vsury Bowe in e slate in which the Joint Properly ds loented, whichever

is the lesser, plus anlorney’s Tees, courl costs, wod othoer coaty Iy connection with the eollection of unpaid simounts,

1. Adjustiments

Payuient of any such bills shall not prejudice the cipht ol any Non-Operador Lo pirotest or question Uie eorreetness tio eal:
provided, however, wll Lills nod stlementa vendered Lo Non-Operatava by Operndor daving any ealendur year shall con-
chislvely be prosumed o be Lrue and correel aller Lventy-Tour (24) months ollowing e end of any such culendar your,
unless within the aaid twenly-Tour (24) month period @ Mon-Operntor nlees wreitten exceplion therelo md madoes elaing on
Operntor for adjustment. No adjustiment Tavarable to Operator shall he mindo unleny iC s minde within Uie nmane prencribol
perigd. The provisions of this paragraph shall nol prevent sdjusbments vesulting Trome a phiysicnl nventory of Controlluble
Muaterinl us provided for in Section V.



6.

Audils

A. A Non-Operator, upon notice in writing o Operator and all olher Non-Operators, shall have the right o audit Opera-
Lor's aceounts wd records relating Lo the Joint Account Tor any calendar year wilhin the twenly-four (24) month
period following the end of such calemdar year; provided, however, the making of an audit shadl nol extend the Gine
for Lhe Laking of wrilten exception to and the adjustinents of accounts as provided for in Paragraph 4 of this Seetion
I. Where there are bwo or more Non-Operators, the Non Operators shall make every reasonable effort to conduet a
joint audit in o manner which will resull o minimno ol inconvenience o the Operator, Operator shall bear no por-
tion of the Non-Operators’ suadit cosCineurred vnder this paagoraph unless aporeed to by the Operator, The andits
shall not be conducled more than once cach yemr without prior approval of Operator, exeepl upon the resignation or
removal of the Operitor, and shall be made al the expense of those Non Operators approving such audit,

B.  The Operator shali reply in writing lo an audit veport within 180 days after receipt of sueh report,

Approval By Non-Operators

Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the aprrecment o which this Aceounling Urocedure is attached conlaing no conlrary provisions
in regard thereto, Operator shall notify @l Mon Operators of the Operator’s proposal, and the agrecment or npproval of
a meagorily in interest of the Non Operators shadl he controlling on ol Non-Operators.

11 DIRECT CHARGES

Operator shall charge the Joinl Account with the following items:

1.

2,

3.

4.

5.

6.

Ecological and Envirommental
Costs incurred for the benelit of the Joint Properly as o resull of governmenlal or regulalory requirementa to satisly environ-

mental considerations applicable to the Joinl Operations. Such costs mmay include surveys of an ceological or archacolopi -al
nature and pollution control procedures as required by applicable Jaws and regulations.

Rentals and Rayalties
Lease rentals and royalties paid by Operator for the Jainl Operations,

Labor

A. (1) Salarvies and wages of Operator's fickl cmiployees direetly employed on the Joint Property in the conduct of Joint
Operalions,

(2) Salaries of IPirst Level Supervisors in the [fickd,

(3) Salaries and wages of Technical Kmployees divectly employed on the Joint Property if such chavges are excluded
fram the overhead rales.

(4) Salaries and wages of Technical Employees cither temmpararily ar permanently assigned to and divectly employed
in the operation of the Joint Property if such charges are excluded Team the overhead rales.

B. Operalor's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid lo employees
whase salaries and wapes are chargeable ta the Joind Accaunl under Paragraph QA of Wis Section . Sach costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percenlage assessiment” on the amount of
salaries and wages chargeable to the Joinl Aceonnt under Paragraph 3A of this Section 1. I percenlage assessment
is used, the rale shall be hased on the Operator's cost experience.

C. Expenditures or contribulions made pursuant to assessments imposed by govermmental authority which are applicable
to Operator's costs charpeable to the Joinl Aceounl under Paragraphs 3A and 38 of this Section .

D. Personal Fxpenges of those employces whose salaries and wages are chargeable to the Joint Account under Paragraph
JA of Lhis Scction 11,

Employece Benelils
Operator’s current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other henefit plans of a like nature, applicable to Operator’s Iabor cost chargeable o the Joint

Account under Paragraphs 3A and 31 of this Seclion 1 shadl be Operator's actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielics.

Material
Material purchased or furnished by Operator for use on the Joinl Uroperty as provided under Section IV. Only such Malerial

shall be purchased for or transferred o the Joint Propertly as may be required for immediate use and is reasonably practical
and consistent wilh efficienl and economical operations. The aceumulation of surplusg stocks shall be avoided.

Transportation
Transportation of employces and Material necessary for the Joint Operations butl subject to the lollowing limitations:
A. I Material is moved (o the Joinl Property from the Operalor’'s warchouse or other properties, no charge shall be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply skire where like material
is normally available or railway receiving point nearest the Joint Properly unless agreed to by the UCarties.

T il
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B. Il surplus Malerial is moved to Operator's warchouse or other storage point, no charge shadl be made to the Joint Ac-
count for a distance greater than the distanee to the nearest reliable supply store where like malevial is normally
available, or railway receiving point nearest Lhe Joint I'roperly unless agreed Lo by the Parties. No charge shall be
made to the Joint Aceount for moving Malerial to other properlies belonging to Operator, unless agreed to by the

Tarties.

C. Inthe application of subparagraphs A and B above, the option to equalize or chnrge aetuad trueking cost is availnble
when the actual charpe is $400 or less excluding acecasovial charges, The $400 will be adjusted to the mmount most
recently recommended by the Council of Petroleum Accounbants Sacielies.

1. Services

The cost of contracl services, equipment and utilities provided by outside sources, excepl services excluded by Paragraph
10 of Section TT and Paragraph i, i1, and iii, of Scection 1L The cost of professional consultant services and conlracl ser-
vices of lechnical personned direelly enmpragred on the Joinl Property il such ehiargres are excluded Trons the overbead rates.
The cost of professional consullant services or contract services of teehniéad personnel nol divectly engaped on the Joint
Property shall not be charged Lo Lhe Joint Account unless previously agreed to by the Parlies,

8. Fquipment nnd Facilities Furnished By Operator

A. Operator shall charpge the Joint Account fur use of Operator owned equipment and facilities at rales commensurate
with eosts of ownership and operation. Such rates shall inelude costs of mainlenance, repairs, olher operaling expense,
insurance, taxes, depreciation, and interest on grross investment fess accumulaled depreciation not to exceed I
bwelve. — . pereent (12 %) peroanman, Such rales shall nol exceed average connmercinl rates currently pre-
vailing in the immedinte area of the Joint Praperty.

B, Inlicu of charges in paragraph 8A above, Operator may cleel to use average cormnereial rales prevailing in the immedi-
ale aren of the Joint U'roperty less 20%. For anlomotive equipment, Operator may eleel (o use rales published by the
PPetroleum Motor Transport Association.

9. Damages and Losses (o Joinl 'roperty

All costs or expenses necessary for the repair or replacement of Joinl P'roperty made necessary beeause of damages or losses
incurred by five, flood, storm, thell, accident, or othier cause, except those resulling from Operator's gross negligence or
willful misconductl. Operator shall furnish Non Operalor weillen nolice of damages or losses incurred as soon as practicable
alter a report thereol has been received by Operalor,

10. Legal Expense

Expense of handling, investigating and setlling litigation or clanas, discharging ol liens, payment of judgements and
amounts paid for seltlement of claims incurred in or resulting Trom operations under the agrecinent or necessary to protect.
or recover the Joint Droperly, excepl thal no charge far services of Operador’s legal stall or fees or expense of oulside allor-
neys shall be made unless previously agreed Lo by the Pacties, Al other legal expense is conzidered to be covered by the
overhiead provisions of Section 1] unless olherwise agreed Lo by the Parties, excepl as provided in Seetion 1, Paragraph

3.

11, Taxes

Al taxes of every kind nnd nalure assessed or levied upon o in conneclion with Lthe Joint Property, the operation thereol,
or the production thercfrom, and which taxes have been paid by the Operalor for the benefit of the Pavties. I the ad valo-
rem taxes are based in whole or in parl upon separate vadualions of each parly's working interest, then nolwithslanding
anything to the conlrary herein, charges to the Joint Account shall be made and paid by the Parties herelo in accordance
wilh the tax value generaled by each pacty's worling intercal,

12. Insurance
Net premiums paid for insurance required o bhe envried for the Joint Operations for the protection of the Parties. In the
event Joint Operations nve conducted in a state in which Operator may act as self-insurer for Worker's Compensalion and/
or Fmployers Linbility under the respective slate’s laws, Operntor may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge al Operator's cosl not lo exceed manual rates.

13. Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costa required by governmental or other regulatory
aulhiorily.

14. Communications
Cost of acquiring, leasing, instnlling, operating, repairing and maintaining communicalion systems, including radio and
microwave {ncilities direclly serving the Joinl Property. In the evenl communicalion facilities/systems serving the Joint
Properly are Operalor owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,
15. Other Expenditures
Any other expenditure not covered or deall with in the foregoing provisions of this Section I, ar in Section HI and which

is of dircet benefit to the Joint Property and is incurred by the Operalor in the necessary and propoer conduct of the Joint
Operations.
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11 OVERITEAD

1. Qverhend - Drilling and Producing Operations

i.  As compensation for adminisbrative, supervision, office services and warchousing cosls, Operator shall ehurpge drifling
and producing operations on either:

(x) Fixed Rale Basis, Parageaph 1A, or

() Percentage Basis, Paragraph 133

Unless otherwise agreed W by the Parlies, such charge shadl be in fieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except these directly chargeable under Paragraph
3A, Section I1. The cost and expense of services from oulside sources in conneclion with matters of Laxalion, brallic,
nceounting or matlers belore or involving governmental agencies shall be considered as included in the overhead vates
provided for in the above selected Paragraph of this Section HI unless such cost and expense are apreed Lo by Lhe
Parlies as a direct charge Lo the Joint Account. .

ii. The salaries, wages and Personal Fxpenses of Technical mployees and/or the cost of professional consultanl services
and contract services of Lechnieal personnel diveetly employed on the Joint Property:

() shall be covered by the overhiead rades, or
( X) shall not be covered by the overhead rades,

The sularies, wages and Personal Expenses of Technical Brployees and/or costs of prolessional consultant services
and contlract services of technieal personnel cither lemporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

() shall be covered by the overhead vates, or
( x) shall nol be covered by the overhead rates,

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Aceount at the Tollowing rates per well per month:

Drilling Well Rate § . 5,000.00. ... _.

(Prorated for less than a full monlh)
Producing Well Rate $ 50000, .
(2) Application of Overhead - Fixed Rate Basis shall be as Tollows:
(n) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and lerminate on the date the drill-
ing rig, complelion rig, or other units used in completion of the well is released, whichever is later, except
Lthat no charge shall be made during suspension of deilling or completion operations for fifteen (16) or
more consceculive cilendar days,

(2) Charges for wells undergoing any type of workover or recampletion for a period of five (B) conseculive
work duys or more shall be made al the drilling well rate. Such charges shall be applied {or the period
[rom date worlkover operntions, wilh rig or other unils used in workover, commence through date of rig
or other unit release, except thal no charge shall be made during suspension of operalions for [ifteen
(15) or more conseculive calendar days.

(L) Producing Well Rides

(1) An nctive well cither produced or injected into for sy portion of Lhe month shall be considered ag a one-
well charge for Lthe entive month,

(2) Fach active completion in a mulli-completed well in whieh production is nol commmingled down hole shall
be considered as a one-well charge providing each complelion is considered a separate well by the govern-
ing repulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to Ltake the production shall
be considered as a one-well charpge providing the gas well is directly conneetled Lo a permanent sales
oultlet.

(4) A onc-well charge shall be made for the month in which plugging and abandonment operations are com-
ploted on any well. This one-well charge shall be made whether or nol the well has produced excepl when
drilling well rate applies.

(5) All other inactive wells (ineluding bul nol limited to inaclive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall nol qualily Tor an overhead charge.

(3) The well rates shall be adjustled as of the Tirsl day of April each year lollowing the effective dide of the agreement
to which this Accounting Procedure is attached. The adjustmaent shall be computed by mulliplying the rate cur-
rently in use Ly the percenluge increase or decreane in the average weeldy earnings of Crude Petroleum and Gas
Production Workers for the last calendnr year compared (o the ealendar year preceding as shown by the Index
of average weeldy earnings of Crude 'etrolenm and Gas Produclion Workers as published by the United States
Department of Labor, Bureau of Labor Statstics, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted rates shall e the rales curvently in use, plus or minus the computled ad-
justment.

B. Overhead - Percenlagre Basis

(1) Operador shall eharpge the Joinl Account al the following rates:




(a) Development

Pereent { %) af the cost of development of the Joint Property exclusive of cosls provided

ander Par '\;vl.\ph 10 of Section 1 and all salvage evedits.

(b) Operaling

Percent (- %) of 1he cost of operating the Joint Properly exclusive of costs provided under

Par d['l .1])hl: 2 and 10 of Section T all satvagre credits, the vadue of injecled substanees pure hased for secondary
recovery and sl Gixes il assessments which e I(!vmd, assessed and paid upon the mineral interest in and
to the Joint P'roperly.

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

IFor the purpese of defermining charges on a percentage husis under Pacagraph 113 of this Seetion TH, developiment
shall include all costs in connection with drilling, redrilling, decpening, or any remedial operalions on any or all
wells involving the use of deilling vig and crew eapable of drilling to the producing interval on the Joint Prop-
erly; nlso, preliminary expenditures necessary in prepacalion for deilling and expenditures incurred in abandouing
when the well 19 not completed ns w producer, wond original cost of conalruction or installation of fixed asaels, the
expansion of fixed ausels and any other project elearly discernible as a fixed aaset, exeept Muojor Construction ns
delined in Paragraph 2 of this Seclion TH. Al other costs shall be considered as operaling.

2. Overhend - Major Construction

To compensate Operator for overhend costs incurred in the construction and instaliation of fixed aasets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Jaint Propertly, Operator shall either negotiale a rate prior Lo the beginning of constructlion, ot shall charge the )nmt
Account for overhead based on the following rates for any Major Construclion project in exeess of §

A =5=__ % of first $100,000 aor tolal cost if less, plus
B, =3=__ %ol cosls in excess of $100,000 Lut less than $1,000,000, plus
. =2= %ol costs in excess of $1,000,000.

Tolal cost shall mean the grross cost of any one project. For the purpose of this paragraph, the component parts of n single
project shall not be treated separadely and the cost of drilling and workover wells and arlificial I equipment shall be
excluded,

3. Catastrophe Overhead

To compensate Operalor Tor overhead costs incurred in the event of expenditures resulling {rom a single occurrence due
to oil spill, Llowout, explogion, lire, storm, hurricane, or other calastvophes as agreed o by the Parties, which are necessary
to restore the Joinl Properly to the equivalent condition that existed prior Lo the event enusing the expenditures, Operator
shall cither negotinte s rale prior Lo charging the Joint Account or shadl charge the Joint Account lor overhead bhased on
the following rates:

A =85=___ % of tolal costs through $100,600; plus
B, _=3=__ % of tolal costs in excess of $100,000 but less than $1,000,000; plus
C.__=2= % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will nol be reduced by insurance recoveries, and ne olher overhead provi-
sions of this Scclion T shall apply.

4. Amendment of Rates

The overhead rates provided for in this Scetion HI may he wimended from Lime to time only by mulual agreement between
the Purties herelo if, in practice, the rates are found Lo be insulficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFIIRS AND DISPPOSITIONS

Operator is responsible for Joinl Accounl Malerial and shall make proper and timely charges and eredits for all Material move-
ments alfecting the Joinl Properly. Operator shall provide all Material for use on the Joint Properly; however, al Operalor's
oplion, such Material may be supplied by the Non-Operator. Operator shall make Limely (lmpuqltmn of idle and/or surplus
Malerial, such disposal being mude either through sale Lo Operator or Non-Operator, division in kind, or sale to oulsiders.
Opcerator may purchase, but shall be under no obligation Lo purchase, inlerest of Non-Operators in surplus condition A or 8
Material. The disposal of surplus Conlrolluble Malerial nol purchased by the Operator shall be agreed lo by the Parties.

1. Purchases

Material purchased shall be eharged at the price paid hy Operator afler deduetion of all discounts recoived. In ease of
Material found Lo be defective or returned Lo vendor for any other reasons, credit shall be passed Lo te Joinl Account
when adjustinent has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joinl Properly and Materinl transferred from the Joinl Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:




A.

B.

New Material (Condition A)

(1} Tubular Goods Other than Line Pipe

{(a) Tubular goods, sized 2% inches OD and barger, excepl line pipe, shall be priced ot Baslern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving poinl nearest the Joinl Propertly for which published rail iates for
tubular goods exist. 1T the 80,000 pound rail vale is nol offered, the 70,000 pound or 90,000 pownd rail rate
may be used. Freight cliarges for tubing will be calenlated from Lorain, Ohio and casing from Youngstown,

Ohio.

(b) For grades which are special to one mill only, prices shatl be computed al the mitl base of that mill plus trans-
portation coal Trom that mill Lo the railway receiving point nearest the Joint 'roperly ng provided nhave in
Paragraph 2.A (D{a). FFor Lransportation cost Trom points other than Fastern mills, the 30,000 pound Oil Field
Haulers Associalion interstale truck vate shall be used.

(¢) Special end finish tubular goods stiall be priced at the lowest published out ol -stocl price, f.ob. Haustlon,
Texas, plus transportation cost, using Oil Field Haalers Associalion interstate 30,000 pound truck rale, to
the railway receiving poinl nearest the Joint Property.

(d) Macuroni tubing (size less than 2% inch OD) shall be priced at the loweat published out-of-slock prices f.o.b,
the supplier plus transporlation costs, using the Qi IMield Haulers Association interstate bruck rate per weight
of tubling transferred, to Lhe railway receiving point nearest Lthe Joint Properly.

(2) Line Pipe

{a) Line pipe movements (except size 24 inch O1) and burger with walls % inch and nver) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be caleulated from Lorain, Olio.

() Line pipe movements (except size 24 inch O and lrger with walls % inch and over) less than 30,000 pounds
shall be priced at Isastern mill published cavload huse prices effective as of date of shipment, plus 20 percent,

plus transportation cosls based on Treight rates as set forth under provisions of tububar goods pricing in Parn-
graph A.(1)(a) as provided above. Freight charges shall be ealeulated (rom Larain, Ohio,

{¢) Line pipe 24 inch OD and over and % inch wall and larger shall be priced {.o.b. the point of manulacture
al currenl new published prices plus transportalion cost Lo the railway receiving poinl nearesl the Joinl
P’roperty.

{d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joind Property or al prices
agreed to by the Parties.

(3) Other Material shall bhe priced at the current new price, in effect nt date of movement, na listed by a refiable supply
stare nearest the Joint Properly, or point of manulacture, plus transportation costs, if applicable, to the railway
receiving poinl nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joinl Properly shall be priced at the current new
price, in effecl on diale of movement, as listed by a relinble supply store nearest the Jeoint Property, or point of
manufacture, plus transporlation costs, if applicable, o the railway receiving point nearest the Joint Property.
Unused new tubulars will he priced as provided above in Paragraph 2 A (1) and (2).

Goad Used Material (Condition 13)

Material in sound and serviceable condition and suitable Tor rease without reconditioning:
(1) Material moved to the Joint Property

At seventy-five perceat (75%) of current new price, as determined by Paragraph A,
(2) Material used on and moved from the Joint Property

(n) At sevenly-five percenl (75%) of enrrenl new price, as determined by Paragraph A, if Malerial was originally
charged to the Joint Account as new Matevial or

(b) At eixty-five percent (GH%) of current new price, aa determined by Paragraph A, if Malerinl was originally
charged to the Joint Account as used Material.

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

At seventy-five percent (76%) of current new price us delermined by Paragraph A.
The cost of reconditioning, if any, shall be absorbad by the ransferring properly.
Other Used Malerial

(1) Condition C

Material which is nol in sound and serviceable condilion and not suitable for ils original {unetion until after recon-
ditioning shall be priced al [ifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged Lo the receiving properly, provided Condilion € value plus cost of recanditioning
does nol exceed Condition I3 value.
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(2) Condition D

Malerial, excluding junlk, no longer suitable for ils original purpose, bul usable for some other purpose shall be
priced on a basis commensurate with ils use. Operator may dispose of Gondition D Malerial under procedures
normally used by Operator without prior approval of Nan-Operators.

(n) Casing, tubing, or drill pipe used aa line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tabing or deill pipe utilized as line pipe shall be priced atl used line
pipe prices.

(h) Caaing, tubing or drill pipe nsed an higher pressure aervice lines than standurd line pipe, o power oil lines,
shall be priced under normad pricing procedures for easing, tabing, or deill pipe. Upsel tubulare goods ahall
be priced on a non upscl basis,

(%) Condition 15

Junle shiall be priced at prevailing prices. Operator may dispose of Condition F Muterial under procedures nor-
mally utilized by Operator without prior approval of Non-Operadors,

D). Obsolele Malerial

Material which is serviceable and usable for its original function bul condition and/or value of such Material is not
cquivalent Lo thal which would justify & price as provided above may be specially priced as agreed to by the Parties.
Such price should resull in the Joint Aceount being charged with the value of the service rendered by such Material,

—
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Pricing Conditions

(1) Loading or unloading costs may be charged to the Joinl Account al the rale of twenly-five cents (259) per hundred
weight on all tubular goods movements, in licu of actual loading or unlouding costs sustained nt the stocking
point. The above rate shall be adjusted as of the first dny of April each yenr following January 1, 1985 by the snme
percentape incrense or decrease used (o adjust overbiead rates in Section HI, Paragraph 1.A(1). Fach year, the
rale calenlated shall be rounded o the nenrest cent and shall be the rate in effecl until the Tirst day of April next
year. Such rate shall be published each year by the Council of Pelroleum Accountants Societies.

(2) Material involving crection costs shall be chargred at applicable percentage of the eurrent knocked-down price of
new Malerial.

Premimm Prices

Whenever Materinl is nol readily obtninable at published or listed prices becnuse of national einergencies, strilkes or other
unusual causes over which the Operator has no conlrol, the Operalor may charge the Joint Account for the required
Material al the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided nolico in writing is furnished lo Non-Operalors of the proposed chargoe prior Lo billing
Non-Operators for such Material, Knch Non-Operator shall have Lhe right, by so clecting and notifying Operntor within
ten dnys aflter receiving notice from Operator, to Turnish in kind all or part of his share of such Muterial suitable for use
and acceptable to Operator.

Warranly of Matlerinl Furnished By Operator

Operator does not warrant the Malerial furnished. In case of defeclive Malerial, credit shall not he passed to the Joint
Account until adjustment has been received by Operator from the manufaclurers or their apgents.

V. INVENTORIIES

The Operator shall maintain detailed records of Controllable Malerial.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, invenlories shall be taken by Operator of the Joinl Account Controllnble Material. Wrillen notice
of intenlion lo take inventory shall be given by Operalor al least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is Laken. Failure of Non-Operalors Lo be represented at an inven-
tory shall bind Non-Operators Lo accepl the inventory Laken by Operatlor.

Reconcilintion and Adjustment of Invenlories

Adjustments to the Joint Aceount resuiting from the reconcilintion of a physical invenlory shall be made within six
months following the taking of the inventory. Invenlory adjustments shall be made by Operator Lo the Joinl Account for
overages and shortages, bul, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Invenlories

Special inventories may be laken whenever there is any sale, change of intevest, or change of Operator in the Joint Property.
It shall be the duly of the parly selling Lo nolify all other Parties as guickly as possible after the transfer of interest takes
place. In such cases, both the seller and tie purchaser shall be governed by such invenlory. In cases involving o change
of Operatlor, nll Parties shull be governed by such inventory.

Expense of Conducling Inventories

A. The expense of conducting periodic invenlories shall nol be charged to the Joinl Account unless agreed to by the
Parties.

B. The expense of condueling special inventories shall be charged 1o the Parties requesting such inventories, except in-
venlories required due lo chinge of Operator shall be eharged Lo the Joint Account.



Exhibit “D”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as
Non-Operators.

With respect to the operations covered by this Operating Agreement, Operator shall purchase and carry
during the term of this Operating Agreement the following minimum insurance coverages:

KIND POLICY FORM MINIMUM LIMITS OF LIABILITY

Workmen's Statutory Statutory, per laws of the State in which the

Compensation Contract Area is located

General Comprehensive Bodily Injury and Property Liability Damage
Combined ($1,000,000 each occurrence and
aggregate)

Motor Vehicle Standard Automobile Bodily Injury and Property Combined

{$1,000,000 each occurrence and aggregate)

Excess Liability Bodily Injury and Property Damage Combined
($2,000,000 each occurrence and aggregate)

Operator reserves the sole right to select the insurance carrier and to select and purchase from such insurance
carrier the types and kinds of coverage available under the above described policy forms and such umbrella
or excessive coverage as Operator in its discretion may deem necessary, subject to whatever exclusions
Operator agrees to be included in such policy forms; and the failure of the above described policies to cover
any loss that may occur, or the insolvency of the insurance carrier selected by the Operator shall not be
deemed as negligence of Operator or lack of due diligence upon the part of the Operator. Non-Operator shall
have the right to inspect such policies at the office of Operator.

If the parties hereto, or any of them shall insure their risks beyond the specific limits of insurance required to
be carried by Operator under the terms of this Operaling Agreement, the benefitof such insurance shallinure
to the parties procuring and maintaining the same, respectively, without the reimbursement one from the other
and without entering into an accounting hereunder.
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Exhibit “E”

Attached to and made a part of that certain Operating Agreement dated February 1, 2001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as
Non-Operators.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this Agreement is attached, own or may acquire
an interest in the gas rights underlying the Contract Area covered by such Operating Agreement
in accordance with the percentages of participation as set forth in said Operating Agreement.

In accordance with the terms of the Operating Agreement, each party thereto has specific rights
relating to the taking and disposition of gas produced, including the right to take in kind its share
of gas produced from the Contract Area and market or otherwise dispose of same. In the event
any party hereto is not at any time taking or marketing its share of gas, or has contracted to sell
its share of gas produced from the Contract Area to a purchaser which does not at any time take
the full share of gas attributable to the interest of such party, the terms of this Agreement shall
automatically become operative.

During the period when any party hereto is not marketing or otherwise disposing of its share of gas
produced from any well within the Contract Area, the other parties hereto shall be entitled to
produce, in addition to their own share of production, that portion of such other party’s share of
production which said party is not marketing or otherwise disposing of and shall be entitled to take
such gas production and deliver same to its or to their purchaser(s). All parties hereto shall share
in and own the liquid hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the aforesaid Operating Agreement, but the party or
parties taking such gas shall own all of such gas delivered to its or their purchaser(s) or take for
their own use.

An account shall be established for each party not marketing or otherwise disposing of its full
share of the gas produced, which account shall be credited with an amount of gas equal to such
party’s share of gas produced, less its share of gas used in lease operations, vented or lost, and
less that portion marketed or otherwise disposed of by such party. Each party taking gas shall
furnish the Operator a disposition of those volumes (contract purchasers, spot sales, own use,
other). The Operator shall maintain a current over and under account of the gas balance between
the parties and furnish all parties hereto monthly statements showing the total quantity of gas
produced, the amount used in lease operations, vented or lost, the total quantity of liquid
hydrocarbons recovered therefrom, and the monthly and cumulative over and under account of
each party.

Each party hereto shall make settlement wit the royalty owners to whom it is accountable, just as
if such party were marketing or otherwise disposing of its share, and its share only, of such gas
production exclusive of gas used in lease operation, vented or lost. Each party hereto agrees to
hold each other harmless from any and all claims for royalty payments asserted by royaity owners
to whom each party is accountable. The term “royalty owner” shall include owners of royalty,
overriding royalties, production payments and similar interests.

After notice to the Operator, any party at any time after giving the Operator verbal notice to be
confirmed in writing at least 15 days before the beginning of a calendar month, may begin
marketing or otherwise disposing of its full share of the gas produced from a well within the
contract area. In addition to such share, said party or parties, until it has brought its account into
balance, shall be entitled to take a share of gas produced equal to 30% during the months from
November through March (winter months) and 50% from April through October (summer months),
reduced by the proportion that its interest bears to the total of all underproduced parties desiring
to make up an underproduced balance and provided that the total volume available as make up
gas for all underproduced parties shall never exceed 50% of the total volume of the gas produced.
Each overproduced party shall reduce its respective share of production in the proportion that
such party’s interest bears to the total interest of all overproduced parties, but in no event shall
any overproduced party be required to reduce its share to less than fifty percent (50%) during the
summer months and seventy percent (70%) during the winter months of such overproduced
party’s proportionate share of the well's current production

Each party marketing or otherwise disposing of gas shall pay the production and other taxes due
on such gas.

Nothing herein shall be construed to deny any party the right, from time to time, to produce and
deliver to its purchaser its full share of the allowable gas production to meet the deliverability test
required by its purchaser.
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When production from the proration unit permanently ceases, the Operator shall make a final
determination of the volumes last accrued over- and underproduction, if any, as of the date of
such cessation of production and the identity of the party or parties who are over- or
underproduced. Should an imbalance exist, a cash settlement (without interest) shall be made
between the underproduced and overproduced parties within 60 days of receipt of such final
balancing statement. In making such cash settlement, each overproduced party shall remit to the
underproduced party a sum of money attributable to the amount actually or constructively received
by such overproduced party from the sale or utilization of over production which remains accrued
to such party, less applicable taxes and other payments made on the overproduced volume by
such overproduced party. It is recognized that there may have been some changes in the price
received by overproduced parties for overproduction sold or otherwise utilized. It is therefore
agreed that any underproduction credited from time to time against any overproduced party shall
be applied against such party's overproduction in the order in which such overproduction occurred.
The amount actually or constructively received shall then be that overproduction remaining
following application of the above rule and valued at the price in effect at the time such
overproduction occurred. If a portion of a party’s gas is taken for its own use and a portion thereof
is sold, the gas value for accounting between/among the parties will be based on the price
received simultaneously by such party for gas sold from the well. During periods in which a party
is taking gas for its own use and making no sale, gas so taken will be valued at the maximum price
which such party could have received for such gas if actually delivered under such party’'s
contract, or it not the weighted average price received simultaneously by all other parties for gas
sold from all wells. In either such instance the value so determined for gas so used will be
deemed to have been constructively received by such party using party. In the event refunds are
later required by any governmental authority, each party shall be accountable for such refunds on
the basis of its share of gas produced and finally balanced hereunder.

Nothing herein shall change or affect each party’s obligation to pay its proportionate share of all
costs and liabilities incurred, as provided in the aforesaid Operating Agreement.

This Agreement shall constitute a separate agreement as to each well within the Contract Area.
It shall inure to the benefit of and be binding upon the parties hereto, their successors, legal
representatives and assigns. [t shall become effective in accordance with its terms and shall
remain in force and effect for so long as the Operating Agreement to which it is attached remains
in effect and thereafter until the gas balance accounts between the parties are settled in full.
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OPERATING AGREEMENT
DATED

May 14 18

OPERATOR ___Richardson Operating Company

Selniboit A

CONTRACT AREA Township 30 North, Range 14 West, NRM

Section 21: W/2

Surface to kase of Pictured Cliffs formation

COUNTY OR PARISH OF ___ San Juan  STATE OF ___New Maxdco

COPYRIGITT 1989 — ALL RIGITTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 TFOSSIL CREEK BLVD.
FORT WORTH, TEXAS, 76137, APPROVED FORM.
AAPIL NO. 610 - 1989



of Petrolowm Atcouniun,
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EXHIBIT e "

Attuched to nnd made o purt of ~ALLaL'hgagl_J;Q_and_made_amDaJ:J;_Qf;_thai;_;:eu;a.Ln_QpenaLLng_l\grﬁgmenL_
_daLed May 14, 1998, helween Richardson Qperaking Company._nas Operator. and Amoco —

_Production Company. et al. as Non-Operaltors.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. CENEBRATL PROVISIONS

{. Definftions

“Jolnl Property” ahall menn the real and pergonnl property subjeel to the ngreement to which this Accounting Mrocediine

{s nltnehed. :
“Joinl Operationa’ ahnll mean adl aperations necesanmry or proper far tie development, oporatfon, protection nnd mninte

nnnee of the Jolnl Property.

“Joinl Aceounl” shall mean the nccount showlng the chnrges puid and erodits vecelved in the canduel of the Joinl Opera
tlons nnd which nre lo be shured by Uho Partles.

“"Operator” shall menn the prily dealgnated to conducel the Joint Operntions.
,“Non-Operators” shall menn ho Partles Lo thla ngreement other Umn the Operalar.

"Parties” shall mean Operntor and Mon-Operntors.

“FFlrsl Level Supervisors” shull menn these employces whose primnry function in Jolnl Operallona 1s the direel supervision
of other employces and/oy contrnet Tuboy diveetly. employed on the Joint Property fnon field eperaling enpoelty,
“Technienl IEmployoes” shndl menn those employces huving spectnd il upeeific engincering geologien! v other profes
sionnt sldils, und whoso priminy function In Joint Operntions is the handiing of specific apernting conditions and probiem:
for tie benelit of tho Joint Property.

"Peraonnl Sxpenses” shall menn travel and other vensonnbile refmbursatife expenses of Opernlor’a employees.
"Malerind” shall menn personnd property, equipment or suppties nequived or held for nse on the Jolnt Property.
“Contlrollable Materla!” shall mean Malecinl which ot the time iy so clussificd in the NMalerlel Classiticution Manunl o

mosl recently recommended by the Council of Petroleum Accounlanls Socicties,

2. Statemenl nnd Dtlngsa

Operntor shell LI Non-Operntors on ar hefove the Inatdny of ench month for thelr proportionule share of the Jolnt A«
count for the preceding month. Suclh bitla will he necompanied by stalements which identify tie nuthority Jor expenditin
Jenso or {acllity, nnd all chorges unid eredits summnrized by npproprinte clussifientfony of Investiment and expense exce;
that items of Conbrottulile Muterind wnd unusund chnrpes nnd eredits shatl he seprontely identficd wnd (ully deseribed |

detnil,

1. Advaneces mid Paymenta iy Non-Opervulara
A, Unleas ollierwlae provided [or n the ngrecment, the Operalor may vequlie the Mon-Operalora lo sdvonee the
share ol ealimoled cush outlay for the suceeeding month's operation wlthln fifteen (16} days nfter recelpt of the bi
Ing or by Uie sl day of the manth for which the ndvance i3 required, whichever is Inter. Operatar shatl adjust en.
monthily Lilling to refleel wdvinees received from the Non-Opernlara,

n. Fach Mon-Operator shull pay 1ta propovtion of ol Hhilla within fiftcen (1) days niter recelpl. I hnyment I not mae
withln auel Uinve, the unpald halanea shintt bene iderest monthly ot the primo rato In effcet at __NOLwest
_Bapk Denvey © _anthe flhrsl dey of the month In whiel dallngquency oceurn Plua 1% or the maximt
conlynel rale pormiited by the appllcalife vaury faws In the stale by whieh the Jaint Property Is locnied, whiches
is the Tosaer, plua attorney's fees, eovrl coaly, nnd ulher couls in connection with the collection of wnpudd nmoeunt

1, Adhatments

Payment of any such billa ol nol prefudice the vight of wny Mon-Opernfar fo piotest or question the correctness ther
provided, however, all hilla and stalements rendered to Mon-Operntors by Operntor during any ealendnr yeoy shall e
chuatvely bo presumed to bo true nied correct aftor twenty-fowr (24} months followlng the end of any such calendnr ye
unloss within thoe anfd twanty-four (24) month porlod a Mon-Oporntor tulcey wirftien excoptlon theroto nnd makes clalm
Operator for adjustment. Mo ndjustmont favoralite to Operntor shiall be mnde unless U1y made within the sama preserll
pertod. The provislons of this pnrn({r‘r:/\h shall nol prevent ndjustinenty veaulling from a physlenl Inventary of Controlla

Malerlal a3 provided for In Section ‘
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HILOVERIIEAD

Qverhend - Dreitling and Praducing Operntions

ili.

As compensatlon for administralive, supervisfon, office services and warchousing costs, Operator shall charge dritling

nnd producing operaliona on cither:

(X ) Fixed Nate Dausis, Pavagraph 1A, or

{ ) Percentage Dusis, Pavagraph 11

Unless otherwlae npreed Lo by Lhe Parles, such chiurge shnll be in Jleu of costs and expenses of nlf offices and anlarfes
or wages plus applicable burdens and expenses of nlf personnel, excepl those divectly chargeable under Paragraph
JA, Scelion 1. The cost and expense of services from outside nourcesa in connection with mntters of tnxntion, traffic,
nccounting or matlers before or involving governmentnl ngencica shall be considered ns included in the overhead rates
provided for in the above sclected Parngraph of this Section T unless such cost and expense are agreed to by the

Parties as o direct charge Lo the Joinl Account. .

The salnrics, wages and Personal Bxpenses of Technicnd Employees and/or the cost ol professional consullnnl services
and conlracl services af technical personnel direclly employed on the Joint Propertly:

() shall be covered by the overhead rales, or
(X)) shall not be covered by the overhead rales.

The salariea, wages nnd Persanal Iixpenuaey of Technieal BEmployces and/or couls of prolesslonn! consullant services
and conlrnel servicea of lechnical personnel cither tempornrily or permanently asslgned to and dlveclly employed In

Lhe operalion of e Joinl Property:

() shall be covered by the overhend rates, or
(X) shall nol be covered by Lhe overhiead rales.

Overhiead ~ IPlxed NRate NDaais

(1) Operator shall charge the Joinl Account al the lollowing rales per well per month:

Drilling Well Rute § 5,000.00
{Prarated for less than a full month)

Producing Well Rate § 200.00

(2) ApplicnUon of Overhend - Fixed Mate Dasia shall be ns follows:

(n) Drilting Well Rate

(1) Charges for dritling wells shall begin on the dale the well iy spudded and lerminale on the dale the drill-
ing rig, completion rig, or othier units used in completion af the well is released, whichever is laler, excepl
that no charge shall be made during anspengion of drilling or completion operalions for [i{leen (I5) or

more conseculive enlendar (dnys.
{2} Charges for wells undergoing nany type of warlcover or recompletion for n paviod of {ive (6) conseculive
“work days or more shall be mnade at the dvilling well rate. Such charges shall be npplied {or the period

fram dale worlover aperalions, with vig or other units used in worlcover, commence through date of rig
or olther unil release, excepl thel no cherge shall be mnade during auspenslon of eperalions for [Ilcen

(1B6) or maure consecutive calendar days.

(L) Producing Well ales

(1) An active well either praduced or injected into for any portion of the month shall be considered as o one
well charge {or the entire month.

(2) IBach active camplelion in « mulli-compleled well in which production ia not commingled down hole shal
Le conaldered ay a one-well churge providing each completion ia considered a separate well by Lhe govern
ing regulatory anthorlly.

(3) Andnnctlve gas well shul in beeanse of overproduction or feilure af purchaser lo tnke the producllon shal
bhe considered as n one-well chnrge providing the gos well ia diveelly connected Lo n permnanent sale:

outlel.

(4) A one-well eharge shall he made Tor the month In which plogging and abandonment operntions are com
pleted on any well. This one-well charge shall be made whelher o not the well hias produced except whe

drilling well yale applies.

(6) AN olher Inactive wells {including bul nol limited to Inactive wells covered by unil nllownble, lease ntfow
able, Lransferred allowable, ele)) shall not qualify for nn overhead charpge.

(1) The well rates shinll be ndjuated oy of the firal day of April ench year {ollowing the effective dale of the agreemer
to whiclh this Accounting Procedure Is attached. The ndjustment shall be computed by mulliplylng tho rale cu:
rently In use by the pereentage tncrcase or deerense In the average weelkly carnings ol Crude Pelroleum and G
Produclion Warliers for the lusl ealendar yenr compnred Lo the ealendnr year preceding pa shawn by Uhe Inde
of avernge weekly cunrnlngs of Crude Pelrolenm nnd Gra Droductlion Workers ns published by the United Sinte
Depnrtinent of Lubor, Durenu of Lanbov Statistics, or the cquivalent Canndinn Index ns published by Statiatic
Canuda, na applicable. The ndjuated vates shall be the ratea curvently fnouse, plus or minus the computed

justment.

R —Overhand—PRavraontage-Nasin

(H—Operator-shall-ehnrge-the-Joinl-Aeenunt-nl-the-following-rakea:
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EOCHmte 5

wehed Lo and made o partof _ALEpehed_ Lo and_wade_a_pal_ ol Lhal_ceda Lo_Onerat bng_dgreement.
ded o helweeo_ Mchardson. Qperabting _Company. ag Operabtor.and Evko .

bevelopment Co., el _al. as NenzQneyxalovs. .

ACCOURTTING TIROCEI)UITE
JOINT O ERIATHORNS

oAt rnaviniorg

Dellnltlony

“Jolnt Urapovly” ahindl monn thie vent and povsonad propec by aabfect o tha ngroeeiment to whieh 1y Arvcounting Mroernihm
fo ntfnchedd,

“Jotnl Operatons” aball mewn olb operntons necesnny o popper for the develnpmoent, nporntfon, proteetlon und malnl
nuneo of tha Jelnl Deaperty,

“Joinl Account” shadl menn tha neconnt ahowbng the eliargon patd wnd eoudite cecetved by the conduct of the Jolut Oper
thona mid whieh nro to be aliwred Ly the Partlens

“"Oporator” ahintl wienn the pualy destgnated (o conduet tha Jolnt Opevntionns

“Non-Oparators” ahall wienn tho P'aytfes to thls nppieement ather Urn the Opernlag

“Partes” alinll smenn Opevator nind Ton-Opavatons,

“Flial Level Supervlasora™ ahndl imenn thoeas employees whose pfninry TonelUon T oot Operallona Ia the dheel super visle
ol other employees and/or contvnet Tolior dlvectly. eonplayed an Wie Joint Prapesty Lo Hold aper n g enpuelty,
“Technlenl Winployaes™ ahintl yienn thase aniploycor lvlog speclal wnd spectile englinee fngy reolnggdent we athor piofe
slonal aldla, wad whose pehmery funetion In Johad Operations o thae g of speclile apetnlhng conditona nond problen
for the benelfL of tia Jolul Property.

"Personu] Wxponses” ahall wmenn Ginvel nodd other v epsonnble velimbor snbla expenses of Oprroalor’s craployees.
“Mutey I abindb myenn prosonal property, rquipment ;o oapplics nequly el o0 hield fur vae o the Jolnt Property,
“"Conlioliabile Malerln]” alindt menn Maolerinl which ot the thae Ty se clusaled bn the Malerlal Claaaitlention Muanunl
most rocenty reconumended Ly the Counetl of Velialeun Aceonalnnls Soclotiog o

Stelement nod gy

Oporater shall LI Hon - Operntors on oy helare the Tast day of enchomonth Tor thelr proporanate alvare of tho Jolnt A
counl for the precedlng month, Svch LI wlll be weeamponded by statements whilelo Bdentify Ui watlon ly Tor expend it
benao or Taclllly, and ol ehinigen el credils svmveama bred by nppropebnte etoasewtong af Tavestiment nad CXPONKE CHCr
that Hems of Controllable Muter bk wadd snssod el e nned eredite sl e sepmantuty Tdentited nnd tolly deser Hied
delnil,

Advnnees and Paymenta iy Mon-Opeirnlorn

A Untess otherwloo providaed for o (ho ngrcoment, the Opervator aany vegubie the Mon-Opoevatorn lo pdvapen (f
shnre of esthmoted ensh ontlny for Uye sveeceding ymonth’y operntion within Hftcon (16) doys nfiey 1ngeipt of o
Ing or by tha trst day of tha manth for which the midvance fs requlied, whichever ts Inter. Operntor nlm'l piljunl o
manlldy bilHog Lo rellect ndvances recelvad from the Man Opernlong

n. IRach Fon Operator shall poy Ha propoyten ol ol hils within [teen {1B) doys nlter peeelpt. I hnyiment la nol
within suelh tma, the unpeld batnnee ohind Yy fnterenl mionthly 0t the prlimo ynte In elfect nt __NOrwest
_Banlc_Rebnver o~ on Wy Ml day of tha menth T whieh datlnguency securs plus 1% or Lhe max!n
contrael rrle pormitted by The npplleabile vary I In tha stato Tnowhieh the Jolnt Property 15 loenicd, which
i the Josaer, plua ntlorney’s feen, eornn b coatr nd uthee conta be connectlon with the eallecton ol vnpnbd nomews

Adfiglmenty

Payment of any nuely bitks shindt not prefodlee thin vlght of wny Hoan Operntar to ploteat or quealtlon the rorvectners the
provided, however, nll hills and stetements rendered (o Hon Operntors by Operntor dinfog any enfendny yeor shall
ehinfvely bho prenumed to bo tous winl sorveet nltor Twenty - Tonr (24) montha Toltowfng the end of any such ealendin

unlaon within tho anld twanly -fowr {24) month perled a Pon-Opernloe Dnfees v fthon oxcoplion thorvleo nnd nintren elnl
Opernlor for adjusbmoent Mo wdfustnvont fuvornlile ta Operntor ulindl o mindde voleas UL mude withln the anmae prese
peclad, The provialons of thia payngenploahinlb not prevant ndjnabinenty veautlhng Trom n physlent Inventory of Contio
Mualerinl wa providad fov tn Seetion \/ '
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P, oVERIIIRAD

Overhead - Deithtog and Prvodoctng Operations

.

i,

As campensallon for ndmnintratlve, supervislon, olfice nevvices nnd warehousing coala, Operator shall chorge dilling

and producing operatfony an either:

(X)) Fixed Rate Baaia, Povngraph TA o

{ ) Pereentnge Daals, Praagpraph 10

Unlean othevwlae nppveed to by the ' tHon, such ehargo ahnll be by Hew ol eouta nnd oxpepsea of nlt offlees and anlorien
ar wagea plug applicable buedens and expensen of nlt pergenpel, excepl thone direetly ehargenble vndor Pavageaph
A, Sectlon H. The coal nnd expense of servviees from autalde aovrcen In connecton with mnllers of tnxntion, Grnffie,
acconnling or mollers befove o Involving governmental npgencien ahndl he conaldered na fneluded In the overhead reles
provided Tar it Uie uhove sclected Pavagrvaph of thiv Sectlan T ardess auch cost nad oxpenne nre nprecd to by the

Partics an n dircel ehnege to thie Jolal Acenunt,

The sulacles, wages nnd Pevsanal Bapenaea of Teehndonl 1mplayees nnd/gr the coal ol proflvaddonal conmullunt nervlenn
and conlvnct servlees of techulenl personael dheetly eaployed oo the Jalol Piopety:

) oshiall he covered by the averhead rnlen, oy
XY ahall not bao coverad by the overbiond cnten.

The nalavien, wagen and Uervsanal Ixpennes of Techulen! anployeer aad/ar conta ol prroleaslonn] consnllant servicen
and conlinet nervicea of techalend pernonnel elther temparn fly ov perimenently asalgned Lo vnd dlreelly employed To

the operalian of the Jofnl Properly:

{ ) shall e covered by the averhend vates, ar
(X} ahiadl nal ho covered by tha ovarliend (aleq

Overhend - Flaed Hnte Haaly

(1) Operntor sl ehnge the Joint Acconnt ot the Tolowing votes per well per month:

Diltng Well Role T .5,000.00_

(Pyacaled for Teas than a fall tmondh)
Pioducing Well Hnle 1500.00__ . ..
(2) AppHentlon of Overhead - Flred Hale Hagla ahind! be na fallowa:

() Dritllng Well ltalo

{1) Chavyren Tar dio g welln shintl beglo on tha dale tha woll i apadded and termbunte on the date Uhe Jv il
ing vy, completion clg, ac olbser wndte vsed In compielfon of the well T4 celensed, whichever Iy Intor, exerpl
that no charge shalt be minde dacligg suepeaaton aof dillliog o campletion operutlons for {Hinon {(15) o

maore conseculive entendne duyn
(2) Chavges for wella undecgabing nny type of wairkover or vecomplelfon Tor a pactad of {Ive {5) canarcutlve
“worlc doyn or more ahiall Lie tnnde at the v iflog well rale. Suel churges alialt e npphed for Uie peslod

feam dulo worlaver operaliona, with chp or olher vnfts gsed o wairkover, commence thraugh date of 1 g
or other unil velenne, excepl that ne charge shall e tnde duving avapenston of aperatlons for [H{loen

(1B} or mora conneculive calandar daya

(M) Moduelng Well Raten

(1) An ncllve waell elther produced or Infercted Toto for nny por Hon of he mionth ahall be conaldered s n one
well chnvge foe the enth e month.

(2) Ionch nelive completion In i multbeompleted well In whieh production In nol commingled down hole sha
bo connldered an n ono-well ehorge pooviding each completion Ts conaldered a sepnrnte well by the poven:

Ing rogulolovy nuthor Iy,

(M Anlunetlve gaa well shul In beenrvae of overprodoction or futlire af parelinaer to tnlce the productlon ahy
o canafderad wn o guewell ehinrpe praviding e pus well In ditectly conneclad o o permnnent sal

oullel

(4) A one-well charge sholl be mode fov the month In which phigging mad abandonment operntons nre co-
plated an nny well. This one well chinege alindl be mnde whether ar not the waell has produeed except wh

de gy wall vole npplies,

(H) AN othey Innctive wells (Ineluding bot nol Himlted o Tnactive wells eovered by undt nltownbile, Trase il
able, ranalerred nHownbie, ote ) shall ool gqunlily for nn ovarhend ehnrpge,

(1 The woll cates shinll e adjuated g of the Hial doy of Aprll eneli year {oHowlog the effective dale of the agreers
lo which thls Accounting Procedvre bn alluched The ndfualment alinll e compuled by multiplylng Ua rate «
vently In yiae by tha percentage fncrenss ar deeranae tn tie average weelkdy caenlings of Crude Petroteuwin nnd
Produetion Warliars for the Inal cadendir year compurred Lo Uie enfendnr year preceding an shawn by tha fn
of nverngo weeldy anvabiope of Cowde Pelialawm and Gua Produclon Worlars nu published by the United St
Depnrtinant of Lolior, Durvar of Tabor StellaUen, or the eoqulvadent Coomdinn Tndex ny pubilshed by Statl:
Covadi, s spplcuble. Phe wdfreted vaten shadl he the anlea cureently by uno, ploe er minua the compuoted

Juntiment,

Me—Ovorhand—Iovananlnge. Barin

(1) ~Opnrator-nhnll ehnvpe thedoint Aveonnt o the following-rnteo:
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EXHIBIT "o

pehod to nod made o part of _dblached Lo _and_made_a_payti_of Lbal_ceicbalo_Operal Lng_ddreewmenl_
aled_Dec. 15, 1998, helyeen_JUicbardsaon Operaking Company._na Oneraboic and nmoco .
roductlon_Company._eb al, as Noo=Opeyxators. . .

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I OENEUATL PROVISIONS

Deflnitiony

“Jolut Propectly” aliall mann the rand and pergonnl praperly mablifeel Lo Uig ngreement lo which thils Accounting Megeedine

In nlloehed. , :
“Jolnt Operatlona” shall menn ol opeyatons neconnnay o prpper fme e dovelopment, opurntlan, protection mud mnlnte

nunco ol the Jnlnt Property.
“Joint Accovmt” shall monn e necount shawlng tha chinrgos pald wnd ervdits vecelved tn Uie conduct of the Joint Opern:

tons swind whieh nrado Ye shured by tho Ui tlen.
“Oporntor” ahall menn the prity dealgnated to conduel tha Joint Operations.
“"Non-Oporalovs” ahall myoan e Tartles o Wila ngrecnvent other Umn thy Oporntar

“"PavUon” ahall menn Operstor nud Mon-Oparntors,
"Flral Level Supervisora” ahnll monn theso employeenr whoae prinmrey Tunetion In Jolnl Opesatona la e divecl cupervialon

of other employews and/or conbrael Tubov dhveetly. conployed an e Joind Propacty Toow Huld opeentingg enpaelty,
“"Techolenl Winvployoes™ ahall menn thone employces having apechnd wdd wpecellle vngloee Tngy greolapdent o othor piotan
sionnl sldlla, nnd whore plimary fonction I Jolind Operatfang ta Ui Tisnd g of spectiie oparallng condlUGons and problame

for the benelit of tho Jolnl Property. ‘
"Pecaannl Bxpanges” shall nenn Lenvel nodd ollier rensannble velmbursalilo exponnes of Oparnlocs employeas.

“Manterfnd” ahindl monn pervonnd property, equipmentar yupnlics nequlived or hold for wse on the Jolat Croperty.
“Conlraltable Matarinl™ shatl miean Malacinl which ot the thime Ty so ¢lusaifiod Tn the NMaterTal ClamnitlentUon Mununl ne

most vacenUy reconvviendad by the Covncil of Pelralonm Accountnnls Socletios.

Stalemant and D

Operater alindl LI NMon-Opasators on o befare tig Teal duy ol eael nvanth Tor Wele praportlonoete share of the Jolnl Ac
covnl for the preceding month, Such Gills will be necampaniod by stilements wideh identily the wathar ity Tor expenditure
lenso or Inelllly, nod nll eliorgen nnd eredity somvmni lzed by npproapsinte chaselficatoms of Invastmenl and supense carep!
that itents of Controllubite Materind wnd vousund chinepes nnd credite shadl Do sepantely Bleothied sod folly deser fhed i

detnil,

Adbvnneey nnd Pnymenls hy Mon-Opevalorn

A, Unlens otharwlyo provided for In tho agreemaont, Do Operntor may vegulye e Mon Oparators lo odvopee thei
shire of ealfmoted enahautlny Tor the suceeading wmonth'y operatlon swlthtn Hftean (1) days nlier vocelpt of Do LN
Ing or by Usa st day of the manth far which the nidvanee To vequlvod, whichever fs nter. Opesatar stondl adfust encl
manthly Lilllng to rellect ndvances recelvad from e Moo Operitar,

1. fnch Mon-Qpernfor shall py Tta prapavtion of wil bl within fifleen (15) duys nfter reeolpt 1 haymuent fa not mind
whthin svueh Ume, the unpald halanea alinll hony Tnterest monthly ol tho pifimo 1nto In effect nt __NoIwestk )
o hank Renverx  anthg sl day of tha month In whieh dellnnuency occurn plun % or Lhe max!lmwm

conlrnel rale pormi{Uad by the aprteabila voury Insvn In tha ntato tnowhifel Uie Jolnt Proporty o loenled, Whiehav:
Fs the Tasaer, phog allarney’s feen, comt coala, md vlher conts fn canncellon wlth the eallocton of vopdd wmeunts

AdJuatmenty

Payment ol any sueh hilla alicdl nal prefudice the 1t IghUoel nony Non-Operntor lo plntest or questlon the correciness thereo
provided, howevar, afl hills and statemunts vendered fo Mon-Operntora by Operntor durfng any entendnr yeor shnll con
¢hilvely ba presumed W Yo troo wind sorveet nltor bwenly-Tour (24) manthis Tollowlng o endl ol nuy sich colendur yen
untans within tho aald twonly-four (Z4) maath porfed 7 Mon-Oporatar tekeey wrlttan excoptlon thavelo wnd malion elnlm «
Operntar for adjustmont. Mo wdjuatmont fuvorablo to Operalov ahiadl ho mndo vwnless [UR wmude withiin the anmo preser e
perlod. The provislony of thla pmnn»c\w/wh shall not prevent ndjustmenly ryenulting Hrom n physlen] Inventory of Contsolluly

Malerinl ws provided fov In Section



HI.OVIEERIIEAD

Ovevhend - Deilllng and Praducing Operntionn

[,

il

As compensation for adiminiatrative, aupervislon, office scrvices and warehousing costa, Operator shall charge dellitug

and producing aperallong an cither:

(X) Fixed Male Dugia, Mavagraph LA, or

() Percentage Danis, Paragraph 1B

Unless alherwlae ngreed lo by Lhe Partlon, such charge shall be In Yev of eoyls nnd expenses of all olllces and vnlarins
or wagoes plus applicabie burdens nnd expenges of all pergonnel, exeepl thase direelly chavgeable undor Unragraph
3A, Saclion 1. The cosl and expense af services from oulaide nourcea tn connectlan with mallers of laxnatlon, Lraflie,
ncconnting or mallers belore or involving governmental ngencien shall be conaldered na Included by the overhend rates
provided for fn the above selecled Tarugraph of tiia Section 1T unless such cost and expense nre agreed to by (he

Pactics ag a direcl chinrge to the Joint Aceount.

The saluries, wages and Personanl Wxpanses of Technlenl [Employces and/or the coal of professfonal connullnnd sorvices
and conbrnel services of tochnienl porsonnel divectly e;aployed on Whe Joinl T'roperiy:

{ )ohnll be covered by the overhend vnten, or
{(X) shall not be covered by the overhiead rales.

The salaries, wngens and Persanal Hxpenaes of Technical IBmplayees and/or costs ol professlonn} consultant services
and conlrncl nervlcen of teehnleal paraonnel elther Temporarily or permonently asolgned Lo nnd dlvectly employed In

the operalion of the Joint Pyoparty:

{ ) shall be covered by Uhe overhead vales, or
(X) ahail nol be covered by the overhend rates.

Overhiend - Flxed Tnte Tngig

(1) Operatar shall ehavge the Joinl Acconnt al the following vites per well per month:

Dritting Well Rute § .5,000.00 e

(Procated for tasg tian o Tall month)
Producing Well lnte $500.00___

(2) Appllention of Overhead - Fixed Jtnle Daala shall be na fullows:

(n) Dvilling Well Mate

(1) Chnvges for deitling wells ahall bepgin on the dale the well iy spudded and lorminate on e dale the deill-
ing rlg, completion rig, oe ollier uoils used in complelion ol the well i1 releaned, whichever i Inter, excepl
that no eharpe shall be mnde duving auspension of (rilling o completion operntions for Hileon (15) or

more conseculive cndendar (dnys.

{2) Chargea for wells undavpoing nny Lype of worlcover or recompletion for n pariod of (ive (6) conseculive
‘warle days or more shall be made at the deilling well rate. Such charges shall be applled Tor the perlad
(rom daly worliover operalions, with vijr a1 olher vnils used in worlover, commence through date of vig
or olher unil velense, excepl that no ¢hinrge shatl be mnde duclng avapenalon of operations {ov {Ifteen

(1B) or more eonreculive calendur dayn.

(1) Producing We!ll Rates
(1) An ncllve well cither produced or injected into for any porlion of the menth ahall be considered ns a one
well ehnrgo for the enllre manth.

(2) Tonch nelive complelion In n multi-enmpleled well In which productinn v not commingled down hole ohnl
be conafdered as w one-well ehavge providing each complelion {a considered ngseparnte well by the govern

inp regrutatory authorily.

(3) Aninnclive gas well shul in becnuse of ovarproduction or Maihire of puvcehasger Lo tnle the produclion shnl
bo considered aa 0 one-waell eharge providiog e gas well 1a diveetly connecled lo o permnnent sanle

oullel.

i
“

ki

-

A one-well chovge shall be made for the month In which plupglog ond abandenment operations are com

()
pleted an any well. Thls one-well charge shall be made whelher ar nol the well has produced except wher

drilllng woll ynle npplics.

Al other fnaclivi wells (ucluding Lol nol Himiled la Inaclive wells covered by unll nllownble, lease allow
able, Lranslerred nMowable, ole)) shall nol qualdifly for wn overhemd chrge.

(6)

(M The well ratea shall he ndjualed sy of the livol day of Apri ench yeny following the effective dnte of the ngreemen
lo which this Aceounting Procedure Ia attached. The adjustrment shall be computed by muitiplying tho rate cus
vently In pae by the percentage fncrease or decrense In the average weeldy varnings ol Crude Pelroleum and Gr °
Production Worlcers Tor Ui Tnsl enlendar yenr compnred Lo Uie enlendnr year precoding oo ahawn by the inde
of averngo weeldy carnligs of Crude Petvalewm nond Gna Producllon Worlers na publighed Ly the Unlled Stat
Departiment of Lubor, Buyreny of Labor Statintfes, or the equlvident Caundinn Indox ny publlahed by Stalintlc:

Counnda, ns npplienble. The ndjusted vaten shall he the vales currently b wae, plug or mlnua the campuled ne )

Juntiment,

Be—Qvorhond—Pavaontago-Nacin

(1)~Operator-uhall-ehnrpe the Joint-Aecouni-at-the-lallowlng-ratea:
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EXHIBIT e v

Altached to and made apotol . certain.Operating-Agreament Datead Jdrme 1, 2000,
e _bebkween Richardson_Operating. Company, -as.0parator, -and _Ameco—— .
o Production Company._ et _al,. . as Non~Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GLENERAL PROVISTONS

1. Definllions

“Joint Property” shall mean the rend ammd personal property aubjeet to the wyoreenment to which thin Aceounting Procedure
in nUunched.

“Joint Operations” shatl mean all operations necessioy or proper for the development, operation, protecltion and mainte-
nance of the Joint Property.

“Joinl Aceounl” shall mean the necount showings the charvypees padd aand credita received in the conduet of the Joint Opera-
tions and which are to be shared by the Pactien.

"Operator” shall mean the parly designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this syrreement other than the Operator,
"Parties” shall mean Operalor and Non-Operators.

“IPirst Level Supervisors” shall mean those employees whose primary funclion in Joint Operations is the direct supervision
of other employees and/or conteact Iabor diveelty. employved on the Joint Property in o field opernting capacily.
“Technical Kmptloyees”™ shndl mean those emiployeea having apecind noad apeciflic engineering, geologiend or other profea-
sional skills, and whose primary function in Joint Operations is the handling of apecific opernling conditions and prablems
for the benefit of the Joint Property.

“Personal Fxpenses” shadl mean travel and other remsonable reimbursable expenses of Operalor’'s employcees.
“Material” shall mean personad property, cquipment or supplies acquived or held Tor use on the Joint Property,
"Controltable Material” shadl mean Materiad which ot the time is so classiliod in Uie Material Classifiention Mnnunl as
mosl recently recommended by the Councetl of Petrolemm Accountants Societies.

2. Statement and Billings

Operator shadt bt Non-Operidors on or before the tast day of each manth for their proportionale sharve of the Joint Ac-
count for the preceding month. Such billa will be nccompanicd by atatementa which identify the authority for expendilure,
lenae or (neility, and nll chargen and credits stmmarized by approprinte clngsificntions of Inveatment and expense except
that items of Controlluble Materindl and unusual charpes nnd eredits shadl be separately identificd and fully desceribed in

detail.
3. Advances and Payments by Non-Operntors
Al Unless otherwise provided Tor in the sgerecment, the Opeeator may requite the Non-Operidors to advance their

share of estimated eash outlay for the suceeeding month’s operation within filteen (I6) days after receipt of the bill-
ing or by the firsl day of the month for which the ardvance is required, whichever is Inter. Operator shall ndjust ench
monthly billing to reflect advances received from the Non-Operntors.

B. Fraeh Non-Operator shall pay ils proportion of all bills within (ifteen (16) days afler receipt. Il pavment is not maude
wilhin aueh time, the unpaid balnnee shall bear intereat maonthly at the prime rale in effect at Wells Fargo Bank
e oo the first day of the month in which delinquency oceurs plus 1% ar the maxinmum
cantriel rate pernntted by the applicable usury bows in the stade inowhich the Joint Property is loeated, whichever
is the fesser, plus allorney™s fees, court cosls, and other cosls in conneetion with the collection of unpaid nmgunts.

4. Adjustments

Payment of any such bills shall not prejudice the vighl of any Mon Operidor o prolest or gquestion the correctness thereol:
provided, however, afl bills and statements rendered 1o Nan Operators hy Operitor during nny ealendar year shall con-
chasively be presumed Lo he Grue and corveet after Lventy -four (24) manths foHlowing the end of any such ealendar year,
unlesa within the said Lventy-four (24) month periad o Non Operator (alees wrillen exception thereto and makes ¢lnim on
Operadar for adjustment. No adjustiment favorabile to Operator shadl be made aodess it is muude within the same preserilyed
period. The provisions of this paragreaph shall not prevent adjustivents resulting from a physical invenlory of Controllable
Material as provided for in Seetion V.
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HE OVERITEAD

1. Overhend - Dreilling and Producing Operations
i.  As compensation for administrative, supervision, office services md warehousingr costs, Operalor shall charge drilling
and producing operations on either:

(x ) Fixed Rate Basis, Paragreaph TA, or
() Percentage Dasis, Puragraph 183

Uintess otherwise agreed to by the Parties, sueh chaorgre shall be in e of costs and expenses of all offices and salaries
or wages plus npplicable burdens and expenses of all personnel, exeept those divectly ehargenble under Paragraph
JA, Scetion HLThe cost and expense of services from outside sourees in connection with matters of taxation, traffic,
gecotnling or matters hefore or involving povernmental agrencies shadl be cansidered ag incladed in the overhead rates
provided for in the ubove selected Parvagrraph of thisz Seetion TH undess soeh costUmnnd expenae are agreed to by the
Parties as a direet e¢harpe to the Joint Acrount.

ii.  The salaries, wapges wud Persanal Bxpenses of Technieal mployees and/or the cost of professional consultant serviees
and contract services of technical personnel directly employed on the Joint Property:

{ ) shall be covered by the overhead rates, or
() shall not be covered by the overhead rades.

iti. The salaries, wages nnd Personn! Fxpenses of Teehnical Bimployees and/or costy of professional consultant services
and contract services of technieal personnel either tempornrily or permanently nsgigned to nnd divectly employed in
the operation of the Joint Property:

() shall be covered by the overhead rates, or
& ) shall nol be covered by the overhead rates.

A, Overhead - Fixed Rate Basis
(1) Operator shall ehuorpre the Joint Account al the Tollowing rates per well per month:

Deilling Well Rate - 5, 000.00

(Prvorated for Tess than a Mall month)
Producing Well Rate $ . 500,00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
{a) Drilling Well Rate

(1) Charges for drilling wells shall hegrin on the date the well is spudded and terminate on the date the drill-
ing rig, completion vig, or other nnits used in completion of the well is released, whichever is lnler, excepl
thal no charge shall be made during suspension of drilling or completion operationg for [ifteen (15) or
more conscecutive ealendar days.

(2) Charges for wells undergoing any type of workover or recampletion for n period of five (B) conseculive
worlc days or more shidl be mude at the dritling well rate. Such charges shall be applied for the period
(rom date workover operntions, with rig or other unite used in workover, commmence through date of vig
or other nnit release, except thal no charge shall he made during snapension of operations for [ifleen
(E6) or more consecutive calendar days,

(b)Y Producing Well Jtates

(1) An active well either produced or injected into for any portion of the month shall be considered as n one-
well charge for the entive month.

(2)  Ineh active completion in o molti completed well inowhich production is not commingled down hole shalt
be consiidlered as noone well chape providimes each complelion is considered n separate well by the govern-
ingr reprulivtory anthority.

(3 Aninactive gas well shint in heennse of overproduction or fuiture of purehaser to tnlee the production shall
be considered as o one-well charpe providing the e well is direetly connected to oo permanent sales
oullet,

(4) A one-well chnrgre shall be madde for the month in which plugging and abandonment operations are com-
pleted on ainy well, 'This one well eharge shall be miude whether or not the well has produced except when
drilling well rate applies.

(%) AN other inactive wells (ineloding: hut nol Hmited to inactive wells covered by unit allowable, lense allow-
able, trinsferved allowable, ete ) shakl not quadify for an overhend charge.

(3) The well rates shall be adjnsted as of the Orst day of Aprit each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by mulliplying the rate cur-
rently in use by the percenlage incrense or deerense in the average weeldy enarnings of Crude Petroleunm nand Gas
Production Worlcers for the ast ealendar yenr compared {o the ealendar yenr preceding ng shown by the index
of average weeldy exrnings of Crode Petroleum and Gy Production Workers ng published by the United States
Departimment of Labor, Bureau of Labor Statisties, or the equivalent Canadian index as published by Statisties
Cinadia, as applicable, The adjusted rates shall be the vates corvently in use, plus or minus the computed ad-
justinent,
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EXHIBIT Yoo U

Altached to and mude s prt ol . certain_Operating Agreement Dated Jue 1, 2000,
_______________ l)QLWQQnJ_LCJIA[dson_-ﬂpOL c\ting Company, as. Oparaltor, ,,lnd AMOCO e
e Production _{Company,_eb_al, _as Non-~Operators...._. .. ....__....

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENERAL PROVISTONS

l. Delinftions

“Joint Peopoerty” shadl ovean the read nodd persona! propecty sabject to the ngreeement o which thin Aceounting Procedure
i nlnehed.

“Joinl Operations” shall mean all operationn necessary o proper for the developiment, operation, protection and mninte-
nance of the Joint Property.

“Jaint Account” shall mean Lhe necount showing the el ges paild ondd cvedite veveived in Ue conduet of the Joinl Opern-
Lions and which are to be shared by the Parties.

“"Operator” shall mean the party designated o condnet the Joint Operations.

“Non-Operators” ahall mean the Parties Lo this sgoreement other Qe the Operator,
“cParties” shadl menn Operator nnd Non-Operntors,

“First Level Supeevisors”™ shall mean those enployees whose peimaey funcetion in Jaint Operntions is the direct supervision
of other employees and/or conteact Inbor diveety. crployed on the Jomnt Poopecty in o field apernting capueity.
“Technical Employees™ shall mean those employees having apecind and specifie engineering, geologienl or other prafes.
sional sldlla, wnd whose prinvoy function in Joint Operations is the headtinge of specilic opernting conditions and probilema
for the benefit of the Joint Praperty.

“Personal Fxpenses” shall mean bavel and other reasonable veimbursahle expensea of Operator's employevs.

“Material” shall mean personal property, equipment or supplics acoguived or beld for use on the Jmnl 'roperty.
“Controlluble Materinl™ shall mean Material which ol the thine s so elasaificd in the Materinl Classifienlion Manual ns
most recently reconunended by the Council of Petroleum Accountants Socictivs,

A Statement and Billings

Operator shadl Hhill Non-Operators on ar before the Tast day of el month Tor theiv proportionate sharve of the Joint Ac-
count for the preceding month. Such bitla will he necompunicd by alutementa which identify the nuthority for expenditure,
lense or fucillty, and il chinrges nnd credila sumvmarized by approprinte classifientions of Inveatiment and expenae except
that items of Controlluble Materiad and unusaal charvges nnd credita ahadl be separately identified and fully described in
detail.

g3, Advancey and Paymentas by Non-Operators

A. Unless otherwise provided for in the apeeement, the Operatar may vequite the Mon-Operatorn to advanee theie
share of estimated cash ontlay for the suceeeding vonth’s operation within fifteen (16) dayn after receipt ol Lhe bill-
ingr or by the first day of the month for which the advance is required, whichever is Inter. Operntor shall adjust ench
maonthly billing lo reflect advancea received from the Non-Operatora.

I, Isneh Mon-Operator shall pay its propoviion of adl bhilla within (iReen (16) days nlter H'(l'i])( I pavment ia nol mnde
within such time, the unpaid balnnee shadl bear inlereat nmnll\‘y al the prime rate in effect at Wells Fargo Bank

o on the first day of the month fnwhich delinguencey oceurs plu'\ 1% or the maximum

contracel rale pernntled !»y Hn- nppll(ul:l(' usury bvws in the state in which the Joint Property ia loented, whichever
is Lhe lesser, phog atlorney’s Tees, courl eosls, s other cosls in canncection with the colleclion of unpaid nmgunts,

4. Adjustinents

Payment of any such bitls shatl not prejudice the vight of any Man Operator (o piotest or question the correetness thereol:
provided, however, all bills and stalements rendered to Non Operators by Operator during nny eadendar year shall con-
clusively be presumed (o be trie and coveeet afler Laenly four (24) months Tollowing the end of any sueh ealendar year,
unteas within the said Gventy-foue (24) month period o Mon Operator tadoes wreitlen exception thereto and makes cluim on
Operator for adjustinent. No adjustinent fvorable ©o Opecator shadl be made anlesa itia nuale within the same preseribed
period. The provisions of this parapraph shall not prevent adjustiments resalting Iron a physicad inventory of Controllable
Material as provided for in Seclion V.
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L OVERINEAD

1.  Overhead - Drilling and Producing Operations

i. Ascompensalion for administrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing eperalions on either:

(x ) Fixed Rate Basis, Paragraph 1A, or

{ ) Percentage Basis, Paragraph 11}

Untless otherwise agreed to by the Parties, such charge shall be in licu of costs and expenses of all offices and salaries
or wages plus applicable burdena and expenses of all personnel, except those directly chargeable under Paragraph
3A, Scetion 11, The cost and expense of services from outside sources in connection with malters of taxalion, traffic,
accounling or matters before ov invalving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Pavagraph of this Scetion HI unless such cosl and expense are agreed to by the
Parlies as a dircet charge Lo the Joinl Account.

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

( ) shall be covered by the overhead rales, or
& ) shall not Le covered by the overhead rates.

iii. The salaries, wages and Personal [Kxpenses of Technical Employees and/or cosly of professional consultant services
and contract services of technical personnel either temporarily or permanenly nssigned to and directly employed in
the operation of the Juinl Properly:

{ ) shall be covered by the overhead rales, or
§ ) shall not be covered by the overhead rales.

A. Overhead - Fixed Rate Dasis
(1} Operator shall charge the Joint Account al the following rates per well per month:

Drilling Well Rate § 5, 000.00 .

(Prorated for less than a full month)
Producing Well Rale $ 500,00
(2) Application of Qverhead - Fixed Rale Basis shall he as follows:
(n) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is reteased, whichever is later, except
that no charge shall be made during suspension of drilling or completion operalions for fifteen (15) or
more consccutive calendur days.

(2) Charges lor wells undergoing any type of warkover or recompletion for a period of five (5) consecutive
worlc days or more shall be made al the drilling well rate. Such charges shall be applied for the period
from dite workover operalions, with rig or other units used in workover, commence through date of rig
or other wnit release, except that no charge shall be made during suspension of operations for fifteen
(15) or more conseceulive calendar days.

(b} DProducing Well Rates

(1) An active well either produced or injected inlo for any portion of the month shall be considered as a one-
well charvge for the entire month,

(2) Each active completion in a mulli-completed well in which production is nol commingled down hole shall
he considered as a one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authorily.

(3) An inaclive gas well shub in because of overproduction or failure of purchaser to take the production shall
be considered as a one-well charge providing the gas well is dircetly connected to a permanent sales
outlet.

(1) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

(5 All other inactive wells (inctuding but not Timited to inactive wells covered by unit allowable, lease allow-
abile, trunsferred allowable, cle) shall nol 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 agreement
to which this Accounting Procedure is altached. The adjustment shall be computed by mulliplying the rate cur-
rently in use by the pereentage inerease or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the Tast ealendar year compared to the calendar year preceding ag shown by the index
of average weekly carnings of Crude Peleoleuny and Gas Production Workers as published by the United Stales
Department of Labor, Bureau of Labor Statisties, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted rates shadl be the rates currently in use, plus or minus the computed ad-
justment.



