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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between. . _Richardson_QOperaling Company
~v hereinafter designnted  and

relerred 1o as “Operator™, amd the signatory party or parties other than Operator, sametimes héreimatter relerred to individually herein

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

WITNESSETIE

WIHEREAS, the partics 1o this agreement are owners of oi} 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 o1l 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 L
DEFINITIONS

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

A The termy “oil and gas’ shatl mean oil, gas, casinghead gas, gas condensute, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

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

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

Contract Aren which are owned by parlies 10 this ngrecment.
D). Theacrm " Contract Aren’ shafb mean all of the tunds, oib mind pos lensehold interests and oil and gos interesty intended 1o be

developed and opernted for oib and gas puiposes under s aprecment. Such linds, ol nnd gas leaschold interests and oil and gas interests
are described in Exhibit A",

15, The term “drilling unit™ shall mean the area fixed for the dildling of one well by order or rule of any state or
federal body having avthority. I0a deilling unit is not fixed by any such rule or order, wdiilling unit shall be the drilling unit as establish-
cd by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

. The term drillsite”” shiadl mican the oil and gas lease or interest on which a proposed well s to be located.

G. The terms ' Drilling Party™” and **Consenting Party ™" shall mean a party who agrees (o join in and hny its share of the cost of
any operation conducted under the provisions ol this agicement

1. The terns “*Non-Drilling Party' and “*Non-Consenting Party”” shall mean a party who elects not to participate

i 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 I1.
EXHIBITS

The following exhibits, as indicated below and atached hereto, are incorporated in and made o part hereof:
B4 AL Exhibit A" shall include the following information:
(1) Identification of fands subject to this agreement,
(2) Restrictions, if any, as (o depthy, formations, or substances,
(3) Percentages or fractional interests of parties to this nprecment,
(4) Oil and gas leases and/or oil and gas interests subject 1o this agrecment,
(5) Addresses of parties for notice purposes.
("1 B—Exhibit-~ B -Form-of-Eeave.
A C. Exhibit *C", Accounting Procedure.
(¥ D. Exhibit **D", Insurance.
M Lxhibit B, Gas Balancing Agreement.
{8 F. Lxhibit “'F", Noo-Discrimination and Certification of Non-Segregated Facilities.
7] G—Foththit-6"—Fna—Partnership.
It any provision of any exhibit, except Exhibits “F7 and G, ds inconsistent with any provision contained in the body

ol this agreement, the provisions in the body of his agreement shalfl prevail.
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ARTICLE 1.
INTERESTS OF PARTIES

A. Oil and Gas Interesis:

If any party owns an oil nad gas interest in the Contract Arca, that interest shadl be treated for all purposes of this agreement
and during the term hereof ns if it were covered by the form of oil and pas lease attached hereto us Exhibit B, and the owner thercof

shall be deemed to awn 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 aud liabilities incuried in operntions under this agreement shall be borne and
piid, nnd ndl equipment and miniterinds neguited in operutions on ihe Continct Aren shall be owned, by the parties pa their interests nre set

furth in Exhibit **A”". In the same manner, the pactics shall also own all production of oif and gas from the Contract Area subject to the

payment of royaltics to the extent of___one _eighth ((1/8)  __ which shall be borne as hercinafter set forth.

Regardiess of which party has contribuled the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each pany entitled 1o receive a share of production of oil and gas from the Contraset Area shald bear and shall pay or deliver, or
cause 1o be paid or defivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other partics free from any liability therefor. No p:\rly shall ever be responsible, however, ona price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other parly's lessor or royalty owner should demand and
receive settiement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable

10 such higher price.
Nothing contained in this Article HEB. shall be decined an assignment or cross assignment ol interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

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

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

D. Subscquently Created Tutevests:

I any party should herealler erente an overriding royally, production payment or other burden payable out of production
attributable 1o its working interest hereunder, orifsucha burdenexisted prioeto-this-agresment-and is-notsetforth-in-Exhibit-toAor
was notdisclosed inwriting-to-all othier partics-priorto-the execution of this-agreciicnt-byall partics,-oris-not-a-jointiy-acknowledged-and
aeeeplod-obligation-ofall-pactics (nny such interest being hereinafter refecred to 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 hereinafier refersed

to ns “‘burdened party’), und:

1. 1f the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a purtion
of ils working interest and/or the production attributable thereto, said other party, or partics, shall receive said assign-
ment and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and
save said other party, or parties, harmless {rom 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 share of expenses chargeable hereunder, all provisions of Anticle VILLB,
shall be enforceuble against the subsequently created interest in the same manner as they are enforceable against the working

interest of the burdened party.

ARTICLE 1V,
TITLES

A. Title Examinantion:

Title examination shall be made on the drilisite of any proposed well prios to commencement of drilling operations ar, if
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-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, cach parly contributing leases and/or 0il and
gas interests to the drillsite, or o be included in such drifting unit, shall furnish 0 Operator aft abstracts (including lederal fease stutus
reports), title opinions, title papers and curative material in its possession [ree of charge. Al such information not in the possession
of or made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause title to be exasnined by wttorneys on its stalf or by outside attorneys. copies of all title opinions shall be furnished to each party

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

1) Oprion No. 12 Costs incurted by Operator in procuring abstracts 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"",

A chall nat be a direct charge, whether performed by Operator’s stafl attorneys or by outside altorneys.
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ARTICLE 1V

continued

§{ Option No. 2: Costs incurred by Operator in procuring abstracts and fees pard outside atlorneys for lide examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order titie opinions) shall be borne by the Drifling Parties
in the proportion that the interest of each Drilling Party beurs to the total interest of all Drilting 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 pecformance of the above

functions.

Each party shalf be responsible {or securing curative matter and pooling amendments or ngreenents required in connection
witli leases or oil and gas interests contributed by such panty. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings belore governmental agencies for the securing of spacing or pooling orders.

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

No well shall be drilled on the Contract Arca until after (1) the titde to the drillsite or drilling unit has been examtined as abave
provided, and (2) the title has been approved by the examining attorney or title has been aceepted by all of the parties who are to par-

ticipate in the drilling of the well.

B. Loss of Title:

Lo Puddace of Tude: Should ny oit snd gus foterest o lense, o nterest theeein be dast thioapde hiddaee of titde, whicl loss
results in a reduction of interest frony that shown on Exhibit “ AT the party contributing the altected lease or interest shall have
ninety (90) ditys from final determination of ttle failure 10 acquire a new lease or other instrnment curing the entirety of the title
failure, which acquisition will not be subject to Articie VIILB., and ailing to do so, this agrecment, nevertheless, shall continue
in torce as to all remaining oil and gas leases and interests: and,

(1) The party whose oib and gas lease or interestis affected by the title Lilore shall bear alone the entire loss and it shal) not be
entitled Lo recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incured,
but there shall be no additional liability on its part o the other parties hiereto by reason ol such title failure;

(b) There shall be no retraactive adjustment of expenses incuried or revenues received fram 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 finnily that
title failure has occurred, so that the interest of the party whose lease or inlerest is alfected by the title failure will therealter be
reduced in the Contract Area by the amount of the interest losg

(¢) 1 the proportionate interest of the other parties hereto nany producing well theretofore diilled on the Contract Area is
increased by reason of the title failure, the party whose title has fatled shadl receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) undil it has been reimbursed foe uniccovered costs paid by it in connection with such
well,

(d) Should any person not a party 1o this agreement, who is determined (o be the owner of any interest in the title which has
fuiled, pay Inany manner nny part of the cost of operntion, development, or equipment, such amount shall be prid to the party or purties
who bore the cost which are so refunded;

(¢) Any Hability 10 account 1o a third 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 mude to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
cluimed by any paity hereto, it being the inteation of the puntics hereto that each shall delend title 1o it interest nnd bear nll expenses in

cannection therewith,

2. Loss by Non-Payment or LErroncous Paymenl ol Amounl Due: 11, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royally payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,
there shall be no monetary linbility against the party who failed to make such payment. Unless the party who failed to make the required
payment sccures a new lease covering the same jnterest within ninety (90) days from the discavery of the fatlure to mike proper payment,
which acquisition will not be subject to Artiele VIHL B, the interests of the puarties shall be revised on an acreape basis, effective as of the
dute of termination of the lease involved, and the party who fiiled 1o make proper payment will no Jonger be credited with an intetest in
the Contract Arca on account of ownership of the lease or interest which has teommated. T the event the party who failed to make the
required payment shall not have beeu fully reimbursed, at the tme of the loss, from the proceeds of the sale of oil and gas attributable o
the lost interest, caleulated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shatl be reimbursed for unrecovered actual costs theretolore paid by it (bul not for its share ol the cost of any dry hofe previously drilted
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

() Proceeds of oil and gas, less operiting expenses, theretofore acerued 1o the eredit of the last interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, Tess operating expenses, thereafter acerued attributable o the lostinterest onan acreage hasis, of that portion of
oil and gas thereafler produced ind marketed {excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable ta the lost interest on an acreage basis, up to the amount of untecovered costs, the praceeds of said
pottion of the oil and gus to be contributed by the other pattics in propottion (o their tespective interests: and,

{c) Any monics, up to the amount of unrecovered costs, that may be paid by any party wha is, or becomes, the owner

of the interest Jost, for the privilege of participating in the Contract Area or becoming a party 1o this agrecment.

Yo Other Lossest Al Tosses incureed, other than those set fouth in Articles IV.B and IV B2 above, shall be joint losses
und shall be borne by all parties in proportion to theie interests. There shall be no readjustiient ol interests in the remaining portion of

the Contract Arca.
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AWTICLE
OPERATOR

A. Dealguation and Reaponadblilticn of Operator:

_RICHARNSON  OPERALLING COMPANY e e _shall be e

Aol all uperntions on the Contenct Aren ns permitied md

Operatur of the Contenct Avea, wid shiall conduct and divect nad have tall conteg
vequited by, and within the lnits of this aprecment JEshall conductabl suely operations inon good and workimntike manner, but it shall

have no linbifity as Operaton to the other patties for fosses sostained o Tinbilities fncutred, except such ns iny tesult fiom pross

neglipence o williul misconduct,
. Reslpanntlon or Removal of Operntor and Selectlon ol Suceessor:

1. J(_&‘:‘_ﬁ[;f}g_{i_{)g_}_}_{o!{_c_uﬁp_qy_:n! ol Operator: Opetatar iy resipa nt nay thne by piving wiittea natice thereal to Nan Operatars,
If Operntor teoinntes its legal exisience, no Jonper awns an interest herewnder bthe Contoset Acen, o ia ne longer enpable of
serving ns Operator, Opetatar shadt be decmed to have resiponed without nny scton by Mon-Operators, except the selectlon of
successor, OQpetntor iy be seowved iE it fails oi vcluzes o cvny out its daties hercunder, ar beeomes insolvent, lnkiupt o is
placed i gcceivership, by the alficmative vote of twva (7) vi more Mon Operatars ownitg nonngority iuterest based on ownership
as shown on BExhibit A" comaining slict excluding the vating interest of Operntar. Sucl resipantion ot cemaval shall not become
clfective until 7:00 o'clock AM. on tha lirst day of the eatendar month followiog e eapitation ol ninety (90) days after the giving
of notice of resipnation by Operator o action by (the NMon Operators o remove Operntor, unless o suceessor Operator has been
selected and nssumes the dutics ol Opecdor ot an endico date. Opeanton, alter elfective date of resignation or removal, stindl be
baund by the teans heeeal as a Nan Qperntor. A change of a cotparate pune ot stiuctuce of Qpernaton or tonnsler of Operator’s

interest to any single subsidinty, pateot or successor corporation shall vot be the basis for temoval of Operntor,

2. Sclection of Successar Operntor; Upan the resignution vt removal of Operator, asucceasor Operntor shall be selected by
the parties. The successor Opentor shall be selected fronmiihe patics owning nnnterest Inthe Continet Aren nt the thae such suceessor
Operator is sclected. The successor Operator shall be selecied by the atfimative vote ol two (2) oCinore pmtics owning a nijority joterest
based on ownership as shown on Exhibic A" provided, however, i0nn Operator which has been remogved fudls o vote ur votes only to
succeed itsell, the successor Opernton shadt be scelected by the affinmative vote of two (2) v more prties owning n nnjosity interest hased

on awnetship as shown on Bahibit A remaining alter eacluding the voting interest of the Operatar that was temuoved,

C. Employces:

The number of ciuployces used by Operator in conducting opeiations herevader, their setection, mud the hoawrs of Tnbor and the

compensation for scivices petformed shall be detenmined by Qperntor, nod all such coiployees shinll be the employces of Operntor,

D. Dilitlog Contructs:

Al wells drilled on the Contract Avew shall be deilted on o competitive continet basis at the nsual rates picvailing in the
nreq. 100t so desires, Operntor may cinploy its owa tools and equipment in the diilling of wells, butits charges therefor shall not
cxceed the prevailing rates in the e and the tate of such chagres shall be ngreed upon by the parties in wiiting before diitling
operntions are commencesd, ad suclo work sliadl be peddormed by Operator under tic smue tenms and conditions as nie customary

and usual o the acea in contiacts of independent contractors wha ace doing work of a glailac nntuie.

ANTTCTE VI
DRILLING AND DEVELOPMENT

A. Inltinl Well:

¥
On ar before lhc.,.,ﬁ"_ day ol May, 2001 , Operaton shiall connuence the diitling of

a well Tor oil wod gas at the following focation: i upon approval of Application for Permit to Drill, subject to rig availability

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

and shall thereafter continue the diilling of the well with die dilipence to

to test the Fruitland Coal and Pictured Cliffs formations

unless gromite or other practically impenctiable substance or condition incthe hole, whiclotenders further diilling impractical, is cn-

countered nt w lesser depth, or unless all parties agree o complete v abandon the well at a lesser depth.

Operator shall make reasonable lests of all fonmations enconntered during diitling which pive indication of containing il and

gas i quantitics suflicient o test, unless this aprcciment shall be limiaed in it application W a specilic formmtion or Tormations, in which

event Operator shall be tenuired (o tesC ondy the funmation or formations 1o which this agicement may apply.
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ARTICLE VI

conlinued

If, in Operator’s judgment, the well will not produce oil or gas in paying quinmtities, and it wishes 1o plug and abandon the

well us n dry hale, the provisions of Article VEE L. shall thereafter apply.

BB.  Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill nny well on the Contruct Area other than the well provided
forin Article VLA, nE gn rework, deepen or plug bick a dry hole drilled nt the joint expense of all porties or 0 well jointly owned by all

the parties nid not thealps g in paying quantities, the puity desiving (o deill, tework, decpen or plug back such a well shinll give the

other parties written notice of the proposed operation, specifying the work (o be performed, the focation, proposed depth, objective fornma-
tion and the estimnted cost of the operation. The partics receiving such i notice shall have thirty (30) days nfier receipt of the naolice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation, 1f 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 constitute an election by that party nol to participate in the cost of the proposed operation.

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

*then capable of producing

I all parties clect 1o particiapte in such a proposed operation, Operator siadl, within ninety (%) days after expiration of the notice
periad of thirty (30) duys (or as promptly as possible after the expiration of the forty-cipht (48) hour period when a drilling rig is on loca-
tion, as the case nuy be), actuully commence the proposed operation und coniplete it with due diligence st the risk nod expense of all pui-
tics hercto; provided, however, said commencement date may be extended upon written notice of same by Operatar to the other parties,
far a period of up 1o thirty (30) additional days if, in the sole opinion of Operator, such additional time is teasonably necessary (o obtain
peemits from governmental authorities, surface rights (including righis-of-way) or appropriate drilling equipment, or to complete
title examination or curative matter required for title approval or acceptance. Notwithslanding the force majeure provisions ol Arti-
cle X1, if the actual operation has not been commenced within the lime provided (including any extension thereof as specifically
permitted herein) and if any party hereto still desires to conduct said operation, wrilten nolice proposing same must be resubmitted

to the other parties in accordance with the provisions hereof as il no prior proposal had been made,

2. Operations by Less than Al Parties: Il any party receiving such notice as provided in Auticle VEIL T or VILD L (Option

No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days afler 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 an location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operntor 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-Consenting Party, the Consenting Parties shall cither: (1) request Operator 1o 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 Contruct Area pursuant to this Article VI.B.2., shall

comply with all terms and conditions of this agreement.

I less than all parties approve any proposed aperation, 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
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a)
limit participation to such party's interest as shown on Exhibit ""A™" or (b) earry its proportionate part of Non-Consenting Parties’
interests, and failure o advise the proposing party shiall be deemed an election under (). In the event a drilling 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
halidiys). ‘The propasing puty, at its clection, may withdrnw such proposal if theee s insufficient participation ad shall promptly

notify wl parties of such decision.

The entite costand risk of conducting such operations shatl 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
operations free and clear of all Hens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
I such an operation resulls inadry hole, the Consenting Parties shall plug and abandon the well and restore the surface focation at their
sole cost, risk and expense. 1 any well drilled, reworked. deepened or plugged back under the provisions of this Article results in a pro-

ducer of il and/or gas in paying quantitics, the Consenting Patties shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE Vi

continued

and the well shall then be lurned over to Operator and shall be operuted by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operutions for the drilling, reworking, deepening or plugging bnek of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Partics,
and the Consenting Parties shall own and be entitled to receive, in proportion o 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, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
lerests not excepted by Article HE.D. payable out of or measured by the production from such well accruing with respect to such interest

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

(1) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, scparators, treaters, pumping cquipment and piping), plus 100% of ench such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and continning until cach such Non-
Conscating Party's relinguished interest shall revert 1o it under other provisions of this Article, it being agreed that cach Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

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

(300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and
completing, after deducting any cash contributions seceived vnder Asticle VHLC., and___ 30 -% of that portion of the cost of
newly acquired equipment in the well (1o and including the wellhend connections), which would have been chargeable to such Non-

Consenting Party if it had participated therein.

An election not Lo participate in the drilling or the deepening of a well shall be deenied 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-Cansent election applied
that is conducted at any time prior to full recovery by the Consenting Pacties of the Non-Consenting Party’s recoupiment 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 shull be added to the sums to be recouped by thie Coasenting Partics one hundred percent (100%) of
that portion of the costs of the reworking or plogging back operation which would have been chargeable to such Non-Consenting
Party had it participated therein. If such a reworking or pluggiog back operation is proposed during such recoupment period, the
provisions of this Article VI.B. shall be applicable us between said Consenting Parties in said well,

During the period of time Consenting Partics are entitled to receive Non-Conseanting Party's share of production, or the
proceeds thereflrom, Consenting Parties shadl be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted
by Article HL.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, wbing and other equipment in the well, but the ownership of ull such equipment shall remain unchanged; und upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Pasties shall account for all such equip-

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

Within sixty (60) days after the completion of any operation under this Article, the party 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 dritling, decpening, plugging back, testing, completing, and equipping the well for production; or, at
its option, the operating party, in licu of an itemized statement of such costs of operation, way submit a detailed statement of monthly bill-
ings. Bach month thereafter, during the time the Consenting Pauties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Partics with an itemized statement of all costs and liabilities in-
curred inthe operntion of the well, together with a statement of the quantity of ot and pas produced from it and the amount of proceeds
reatized trom the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
produced during aiy month, Consenting Partics shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from 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
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI

contlhued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall sutomatically revert to it, and, from and ufter such reversion, such Non-
Consenting Party shall own the snme 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. 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 terms of this agreement and the Accounting Procedure attached hereto.

Nowwithstunding the pravisions of this Article VL.IB.2., it is ngreed that without the mutunl consent of all parties, no wells shall
be completed in or produced [rom a source of supply from which a well [ocated elsewhere on the Contract Area is producing, unless 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 initiad well described in Article VI.A.
cxcept (a) as to Article VIL.D. 1. (Option No. 2), if sclected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VILA L if it shall thereafter prove to be n dry hole or, if initially completed for pro-
duction, ceases to preduee in paying quantities.

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 shell be charged and borne as part of the drilling or deepen-
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 Parties pursuant to 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
cach Consenting Party's interest as shown on Exhibit “*A’" Lears 1o the total interest as shown on Exhibit **A”’ of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a “"deepening’” operation shall
alsu be applicable to any proposal to directionally control and intentionully devinte a well from vertical 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 difficulties. Any party having the right to participate in o praposed sidetracking operation that does not own an interest in the
alfected well bore at the time of the notice shall, upon electing to participate, tender o the well bote owners its proportionate share (equal
1o 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 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) If the proposal is for sidetracking a well which las previously produced, reimbursement shiall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is nitiated, determined in accordance with the

N

provisiuns of Exhibit **C*", less the estinated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drifling 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 eipht (8) additional 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. If more than one party elects to tuke such additional time to respond to the notice,
standby costs shall be altocated between the parties taking additional time 1o respond on n 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 Timited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Euch party shull wke in kind or separately dispose of its proportionute share of all oit und gas produced from the Contract Aren,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidubly lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
parly of its proportionate share of the production shall be boine by such party. Any-pastytelingts-shure-of-produetionin-tind-shal-be

7
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ARTICLE V]
continued

wequited 1o pay foc only s propotionnte share of auch pactof Operstoe’s surfnee fuciliticsawdich-ituses.

Each party shall execute such division orders and contructs us may be necessary for the sale ol its interest in production from

the Contract Aren, and, except as provided in Article VI, shall be entilled 1o receive payment ditectly from the purchaser thereof for

its shaue ol all production.

In the event any padty shall Gl (o make the anangements necessary to take in kind or separately dispose ol its proportionate share
al the oil produced from the Contract Area, Operntor shall huve the tight, subject to the rgvocation at will by the patty owning it, but not
the ulvllu\llun to pur(.l\.lxu such oil or sell it to others at any time and [ton time to tinie, foitheaccounbofthe-nontaking-pacty-nithe
ian . Any such purchase or sale by Operator shall be subject always to the right of the
owner of the prodncli(m to cxercise at wny time ity right to tnke in kind, or separntely dispose of, its share of all oil not previously
delivered to a purchuser. Any purchase or sale by Operntor of any other party's share of oil shall be only for such rensonable periods of
timie ns nre consistent with the minimum needs of the industiy under the particular circumstances, but in no event for a period in excess
of one (1) year. % and shall account to such paty for the actual net proceeds reeeived for such produchon, il sold, or the
current market price il purchased by Operator,

In the evenl one o more parties’ separate disposilion of its shane of the gas causes split-stream deliveries to separate pipelines
nadfor deliveries which on n dey-to-day hasis for ll;ly teason are not exnctly equal to a party’s respective proportionate share of totnl gas
siles to e alocated to it, the balancing or accounting between the respective accaunts of the patties shall be in accordance with any

gas balancing ngreentent between the paities hereto, whether such nn agreement is attachod as Exbibit "1 or is oosepanste ngreement.

D. Access to Contraet Area nnd Information:
s

Lach panty shall lnve aceess to the Contract Arcaat all tensonoble times, atits sole cost and risk to inspect or observe vperations,
aud shull have nccesa at geasonable times o information pedinining to the development or operation thereof, including Operntot’s boaka
and records relating thercto. Operator, upon request, shall furnish cach of the other parties with copies ol all forms or reports filed with
gavernmentul agencies, daily deilling reports, well logs, tank tables, daily paage and tuntickets and 1eports of stock on hand at the
first of cach month, and shall make available samples of any cores or cultings taken from any well diilled on the Contract Area. The
cost of gathering and Turnishing information to Noo-Operatnr, other than that specificd above, shall be charged to the Non-Operator

that requests the information.
E. Abandonment of Wells:

[, Abandunment of Dry Holes: Except lor any well driffed or deepencd pursuant o Article VEB.Z. any well which has been
diitled or deepened under the terms of this agreement and is proposed (o e completed as adry hole shall not be plugged rnd abnndoned
without the consent of all parties. Should Operntor, nfter difigentetforr, be unuble to contuet nny puity, or should any puaty fnil to reply
within forty-cight (48) howra (exclunive of Sutucdny, Sunday snd legad holidays) slier receipt of notice of the propousal to plug and ahandon
such well, such party shall be decmed o have consented (o the proposed abandonment. Al such wells shall be plugged and sbandoned
i accordance with applicable tegulations and it the cost, 1isk and expense of the parties who patticipated in the cost of diitling or deepen-
ing such well. Any party who objects to plupging and abandoning such well shall have the sightto take over the well and conduct further
opetations e search of il and/or gas subject to the provisious ol Article VLB,

2. Abandonment of Wells that have Produced: Except for any well inowhich a None Consent operation has been conduted
hereunder for whicli the Consenting Pasties have not been {ully reimbursed as hierein provided, any weil which has been completed
as a producer shull not be plugged and abandoned without the consentof all parties. I ull patties consent (v such abandonment, the well
shatl be plugged and abandoned in accordance with applicable 1egulations and at the cost, risk nud expense ol all the parties hereto. {f,
within thitty (30) days alier receipt of notice of the proposcd ahandomment of any well, all parties do not agree to the abandonment of such
well, thuse wishing to continue its operntion from the interval(s) of the formation(s) then apen to production shall tender 1o encli ol the
other parties its proputtionate shate of the value of the well's salvable nuaterinl and equipnient, determined o accordance with the provi-
sions of 1ixhibit ©C"*, fess the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning
party shall assign the non abandoning parties, without wartanty, express or implied, a5 to title or us (o quantity, or fitness for use
ol the equipment and material, all of its interest in the well and refated equipment, together with its interest in the leaschold estate as to,
but only as 1o, the interval or intervals of the formation or formations then open to production. If the interest of the abandoning party
is ar tncludes aa oil and gas interest, sueh party shall execute and deliver 1o the non abandoning party or parties nn oil and pas lease,
limited to the intervad o intervals of the formation or formustions then open o production, for i e of ane (1) year and so long therealter

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

attached as Exhibit
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ARTICLE V1

continued

B The assignments or leases so limited shall encompuss the “drilling unit” uwpon which the well is located. The
paywents by, and the assignments or leases 1o, the assigaees 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 Area.

Thereafter, nbandoning parties shall have no further responsibility, tability, or interest in the operation of or production from
the well in the interval or intervals then upen other thian the royalties remined in any lease ninde under the terms of this Article. Upon re-
quest, Operator shall continue 10 operate the assigned well for the nccount of the non-abandoning parties at the rates nnd chniges con-
templated by this agrecment, plus any ndditional cost and charges which may arise na the resull of the sepatale ownership of the assigned
well, Upan proposed abandonment of the producing interval(s) assigned or fensed, the nasignor or lessor shall then have the option 1o
repurchuse its prior interest in the well (ustng the snme valuation formutn) and puiticipate in further opections therein aubject to the pro-

visions hereof.

between Consenting Parties in the event of the propused abandonment ol any well excepted from said Anticics; provided, however, no

well shall be permanently plopged and abandoned unless and untid all parties having the right to conduct further operations therein have
been notified of the proposed abandonment and afforded the opportunity o clect (o take over the wedl in accordance with the provisions

ol this Article VIIE,

ARTICLIS VI
EXPENDITURES AND LIABILITY OF PARTIES

A. Linbility of I'artles:

The liability of the paities shall be several, not joint or collective. Each party shall be responsible only for its obligntions, and
shnll be liable only for its propartionme share of the costs of developing and operating the Contract Aren. Accordingly, the liens granted
amaong the parties in Article VILD. are given to secure only the debts of each severally | 1t is not the intention of the parties to creale, nor

shalf this agreement be constiued as ereating, a mining or other partnership or associntion, ar to render the parties liable as partners.
B. Liens aud Payment Defaualts:

[ach Non-Operator grants 1o Operator a ficn upon its oil and gas rights in the Contract Avea, and n security inlerest in its share
of ol and/Zor girs when extracted nnd s interest in nll equipment, 1o gccure payment of it shive of expense, together with inlerest thereon
at the rate provided in Exhibit " C*' . "To the extent that Operator has a securily interest under the Uniform Commercial Cade of the
state, Operator shall be entitled to exercise the riphts and remedies of o secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebledness shall not be deemed an efection of temedies or otherwise affect the Hien
1ights or security interest as sccutity for the payment thercaf. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice 1o other sights or remedies, to collect frons the purchaser the proceeds from
the sale of such Non-Operator’s shire of oil and/or gas until the mnotint owed by such Noo-Operator, plus interest, bias been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien

and scecurity interest (o the Non-Operators to seenre paynient of Opertor’s propottionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such pasties. Fach party so paying its share of the unpaid amount shall, 10 obtain

reimburscinent thereof, be subrogated 1o the security rights described in the foregoing paragraph,
C. Payments nnd Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenscs incurred in the develop-
ment and operation of the Contraet Area pursuant to this agreement and shall charpe each of the parties hereto with their tespective pro-
pottionate shares upon the expense basis provided in Exhibit ©C". Operator shall keep an aecurate record of the joint account lieceunder,

showing expenses incurred and charges and credits made and received.

Opernton oot its clection, shnld hayve the viphit Dom tine 1o time 1o dessond nod receive from the other parties payment inindvance
of their respective shares of the estimated wniount of the expense to be incarred in apecations hereunder during the next suceeeding
manth, which right may be exercised only by submission (o each such party of anitemized statement of such estinated expense, together
with an invoice lor its share thereof. Each such statement and invoice for the payment in ndvance of estimated expense shall be submitted
an or befare the 20 day of the next preceding month. Each party shall pay 1o Operator its proportionale share of such estimate within
lifteen (15) days afier such estimate and invoice is received. [Fany party fuils to pay its share of said estimate within said time, Uie amount
due shall bear interest as provided in Exhibit ©*C™" until paid. Proper adjustment shall be made monthly belween advances and actual ex-

perse 1o the end that each pany shall bear wmd pay its propostionate share of aclual expenses incurred, and no more.
D. Limitution of Expenditures:

1 Drill or Deepen: Without the consent of all pacties, no well shall be deilled o deepened, except any well drilled or deepened

pursuant (o the provisions of Article VEB.2, of this agreement. Consent to the diitling o1 deepening shall include:
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ARTICLE VII
continued

0 Option No. 17 All necessary expenditures for the drilling or deepening, testing, completing and cquipping of the well, including

neeessary tnpknge and/or surfoce facilitics.

a Option No. 2: All necessary expenditures for the drilling or deepening and testing of the welt. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished 10 the parties, Operator shall give immediate notice
1o the Non-Operators who have the right 10 participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate 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 nccessary tankage and/or surface facilitics. Faiture ¢f any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion sttempt. If one or more, but less than all of the parties,
clect to set pipe and to attempt a completion, the provisions of Article VILB.2. hereof (the phirsse *‘reworking, deepening or plugging
back™ ns contained in Aticle VI.I.2. shall be deemed to include “completing””) shall apply to the operations thereafler conducted by less

than all partics.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except o well rewotked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent o the reworking or plugging back of a well shall
include nll 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 shall not undertake any single project reasonably estimated
1o require an expenditure in excess ol twenty=-Five_ Lhousanddollars ($_25,000.00 _ )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of whicli has been
previously suthorized by or pursunnt to this nprecment; provided, however, that, in case of explosion, fire, flood or other sudden

cmergency., whether of the snme or ditferent nature, Operator may tuke such steps and incur such expenses ns in its opinjon are required
1o deal with the emergency 1o 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 thereol for any single project costing in excess of_fifteen thousand
Dollars ($_125.,.000.00 ) but less than the amount first sel Jorth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which imay be required under the terms ol any lease shall be paid by the
party or parties who subjected such fease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the sume lease to this agreement, such partics may designate one of such parties to make said paymients for and on
behalf of all such parties. Any party may request, and shall be eatitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well paynient or mintmuar royalty thirough 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.

Qperator shall notify Non-Operator of the anticipated completion of a shat-in pas well, or the shutting in or return to production
of n producing pus well, at east five (5) days (excluding Saturday, Sunday and legal holiday), or at the catliest opportunity permitted by
circumstances, prior to taking such action, but assumes no lability for failure to do so. hn the event of failure by Operator to so notily
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 parties hereto under the provisions of Article 1V.13.3.
1. Taxes:

Beginning with the Hirst calendar year after the effective date hereofl, Operator shall render for ad valoreny taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become detinquent. Prior to the rendition date, cach Non-Operator shadl Turnish Operator inlormation as to burdens (1o include, but not
be limited to, royalties, overriding royalties and production payments) on feases and oil and gas interests contributed by such Non-
Operator. 1l the assessed valuation of any leaschold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royafties or production payments, the reduction in ad valorem taxes resulting therefron 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 to reflect the benelit of such reduc-
tion. I the ad valorem taxes are based in whole or in part upon separate valuations ol 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 accordiance with the tax
vidue generated by each panty's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments

in the manner provided in Exhibit " C™",

I Operator considers any tax assessment improper, Operator may, at is discretion, protest within the time and manner
preseribed by Law, and prosccute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may clect 1o pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall 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

them, as provided in Exhibit ©*C™".

Each party shall pay or cause 10 be paid all production, severance, excise, gathering and other taxes imposed upon or with

respect o the production or hindling of such party s share of oil and/or gas produced ander the temis of this agreement.

10
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ARTICLE Vi1

continued

G lassrance:

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 fiability under said com-
pensation laws in which event the only charge that shall be miade to the joint account shall be as provided in Exhibit ©*C"". Operator shall
nlso ¢arry or provide insurance for the benefit of the joint account of the parties ns outlined in Exhibit '™, attnched 1o and made n part
hereol. Operntor shull require all contractors engnged in work on or lor the Contract Aren ta comply with the workmen’s compensation

law of the stute where the operntions are being conducted and to maintain such other insurance as Operalor may require,

In the event automobile liability insurance is specified in said Exhibit ©*D*", or subsequently receives the npproval of the

partics, no dircet charge shall be mude by Operator for premiums paid for such insurance for Operntor's automotive equipment.

ARTICLIEE VI
ACQUISITION, MAINTENANCE OR TRANSFER .OF INTEREST

A. Surrender of Leansces:

The leases covered by this ageeement, insofar as they embrace acieage in (he Contract Area, shall not be surrendered in whole

or in purt unless all parties consent thereto.

However, should any party desire to surrender its interest in any lense or in any portion thereof, and the ather parties do not
nprec or consent thereto, the purty desiring 1o surrender shall nasign, without express or Imiplicd warranty of ttle, all of lta interest In
such lease, or poction thercol, and any well, muterinl und equipment which may he locnted thereon und uny rights in production
thercalier secured, to the parties not conseating to such surcender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shatl exceute and deliver to the patty or parties not consenting 1o such surrender an oil and gas tense covering
such oil and gas interest far a tenm of one (1) year and so Joug therealter as oil and/or gas is produced front the tand covered thereby, such
lease to be on the form attached hereto as Exhibit B Upan such assipnment or lease, the assigning party shall be relieved from all
obligations therealter aceruing, but not theretolose accrued, with respect Lo the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no fuithes interestin the assigned or leased premises and its equipment and pio-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
paity assignor or lessor the reasanable silvage value of the latter’s interest in any wells and equipment attributiable to the assigoned or leas-
ed acreage. The value of all material shall be deteratined in accordance with the provisionss of Exhibit **C*, less the estimated cost of
safvaging and the estimated cost of plugging and abandoning. If the assignmentor fease is in favor of more than one party, the interest

shalt be shared by such parties in the proportions that the interest of each bears to the total interest of afl such parties,

Any assignment, fease or surrender made under this provision shall not reduce or cinnge the assignor’s, fessor's o sutieidering
party's interest as it was immediately before the assigniment, tease or survender in the batance of the Cantract Aven; and the ncreage

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

aprecient.
B. Renewnl or Extension of Lenses:

Il any party sccutes a rencwal of any oil and gas lease subject to this agreement, all other parties shall be notilied promptly, and
stid! hinve the eipht tor s period af thicy (30) days following receipt of sach notice in which ta elect to participite in the ownership aof the
renewil fease, insolir as such lease wliects lands within the Cantreact Acea, by paying o the padty who acquited it hieie sevead praper pro-
portionate shares of the acquisition cost altocaied to that pant of such lease within the Contract Area, which shall be in propottion to the

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

If some, but less than all, of the patties elect to participate in the puichise ol o renewal lease, iCshall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their réspective percentage of participation in the Contract Area
1o the aggregate of the percentages of parlicipation in the Contract Area of all parties patticipating in the purchase of such rencwal lease.

Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Bach party wha paticipates in the puichase of a renewal lease shall be given an assiginoent of s proportionate interest Uierein

by the acquiting party.

The provisions of this Auticle shafl apply 1o renewal leases whether they are for the entire interest covered by the expiting lease
or cover only a portion of its area or aninterest thercin. Any renewal lease taken belore 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; bul any lease taken or con-
tacted for more than six (6) months afier the expiration ol an existing lease shall not be deemed arenewal lease and shall not be subject to

the pravision of this agreement.

The provisions in this Adticle shall also be applicable 1o cxtensions of ail and gas eases.

C. Acrenge or Cnsh Condributions:

While this agrcement is in foree, i any party contoncts for s contiibution of cash towards the diilling ol wowell ar any ather
aperation on the Contract Aren, such contribution shall be paid to the party who conducted the drilling or other operation and shal be
applicd by it against the cost of such drilling or other operation. If the contribution be in the form of acieage, the party to whom the con-

tribution is made shall promptly tender an assignment of the acreage, without wartanty of title, W the Drilling Patties in the proportions

i
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ARTICLE VIII

continued

said Drilling Partics shared the cost of drilling the well. Such acrenge shiall become aseparate Contritet Area and, (o the extent possible, be
governed by provisions identical to this agreement. Each party shall pramptly notify all other parties of any acreage or cash coniributions
it way obtain in suppoit of any well or any other operition on the Contract Areac The above provisions shall also be applicable w op-
tional rights to carn acreage outside the Contract Arca which are in support of & well drilied inside the Contract Area.,

If any party contracts for any consideration relating to disposition of such party’s share of substances produced beseunder, such
consideration shall not be deemed o contribution as contemplated i this Adticle VIEC.

. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil nnd gus leaschold interests covered by this ngreement, no
purty shall sell, encumber, trunafer or make other disposition ol its interest in the lenses embrnced within the Contrnet Aren nnd in wells,

cyuipment and production unless such disposition covers cither:
1. the entire iterest ol the parly in all leases and cquipment and prodochon; or
2. an equal undivided interest in all leases and equipment and production in the Contract Arca,

Fvery such sale, encumbrance, transfer or-other dispasition miade by any party shiall be made expressly subject to this agrecment

and shall be made without prejudice to the right ol the other patties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operalor, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expendilures, receive billings for
and approve and pay such party's share of the joint expenses, and to dend generdly with, and with pawer to bind, the co-owners of such
party s interest within the scope of the operations ennbraced in this agreement; however, all such co-owners shall have the right 1o enter
into and exccute all contracts or agreements (or the disposition of their respective shares of the oil and gas produced lrom the Contract
Arca and they shalt have the right to receive, separately, payment of the sale procecds thereof.

E. Walver of Rights to Partition:

I permitted by the laws of the state or states in which the praperty covered hereby is Jacated, each pinty hereto owning an
undivided interest in the Contract Arew waives any and all rights it may have (o partiton and have set aside to it in severalty its undivided
interest therein,

-F—PHPreferentink-Right—todurelmse:

‘————ﬁhnnkhmrpnrry‘dcn'trﬁn—ﬂell—nH—ﬂr—qmy-pnrHvl'—ihkinwmr‘uﬂu|nlm-thirfugsm.unc;w,_m;il»-pip‘lm;_aml_imu«uhlh—hH:LWI
Area, it shall promptly give written notice to the other partics, with full information concerning its proposed sale, which-shatPinchide the

on the sume terms and conditions the interest which the (:‘(l‘fi_lﬂbl-l""’rﬂ 5Cs to sell; and, i this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the proptrhions that (the interest ol each bears 1o the total interest of all purchasing par-

Ferential right to purchase in those cases where any paity wishes to mortgape its interests, or to

ties. However, there shall be
dispose of its inlesests iy Mierger, reorganization, consolidation, or sale of all or subsntially all of its assets (o a subsidinry or parent com-
floas

P ubsidiary of a parent company o o any company in which any one party owns a majarily of the stock

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be constreed to ereate, a relationship of partnership or an association
for profit between or among the purties hereto. Notwithstanding any provision herein that the rights and Labilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitate a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a pritnership, each party hereby alfected elects to be excluded
from the application of all of the provisions of Subchapter K™, Chapter £, Subtitle A", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Scction 761 of the Code and the regulations promulgated thereunder. Operator is anthorized and directed to ex-
ccute on behatf of each panty hereby alfected such evidence ol this clection as may be requived by the Seevetary ol the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way ol limitation, all of the returns, statements,
and the data required by Federal Regulations 1761, Shoubd there be any requirement that cach party hereby affected give further
evidence of this clection, cach such party shall exceute such documents and furnish such other evidence as may be required by the
Federal lternnd Revenue Scrvice o as may he necessiny to evidence this election. No such party shiall pive any natices or ke any other
action inconsistent with the election made hereby . 1any present o future incone tax ks of the state o states inwhich the Contract
. Chapter 1,

RS

Areais focaled or any fiture income tax faws of the United States contain provisions similar (o thase in Subchapter *'K
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-
mitted, each party hereby alfected shatl make such election as iy be permitted or required by such Taws. I making the foregoing clec-
tian, cach such party states that the income derived by such party hiom operations hereunder can be adequately detenmined withoot 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
($;LQTQQ Q--0 0-—) and il the payment is in complete settlement 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, settling, 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 clainy is made against any party or if any party is
sved on neconnt of uny mintter nrising fron operations hereunder over which such individunl has no control becnuse of the rights given
Operator by this agreement, such party shadl immediately notily all other parties, and the claim or suit shafl be treated as any othier claim

or suit involving operations hereunder.

ARTICLE XI1.
FORCE MAJEURE

If any purty is rendered unable, whelly or in part, by force majeure to carry out its obligations under this ngreement, other than
the obligntion to make money pnyn.\cnla. thit party shall give to oll other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thercupon, the obligntions ol the party giving the notice, 50 fur ns they are affected 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 to remove the force majeure situntion as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all suchs difficultics shall be hundled shall be entirely
within the discretion of the party concerned.

The term **force majeure’”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enciny, war, blockade, public riot, lightning, fire, storm, 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 reasonubly within the control of the party claiming suspension.

ARTICLE X1,
NOTICES

All notices authorized or required between the partics and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or 1elegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whowm the natice is given at the addresses listed on Txhibit “* A" The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is dirceted, and the time for such pany to give any notice in
response thereto shall run from the date the originating notice is received. The second or uny responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or chatrges prepaid, or seat by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE X1
TERM OF AGREEMENT

This agrecment shinll remain in full force and effect as 1o tne oi) and gas leases and/or oil and gas inlerests subject hereto for the
period of tme selected below; provided, however, no party hereto shall ever be construed as having any right, title or iuterest in or 1o any

lcase or oil and gas interest contributed by any other party beyond the term of this agreement.

Option No. 12 So Jang as any of the oil and gas leases subjeet to this agreement remain or are continued in foree as to any part

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

b Option No. 2: In the event the well deseribed in Article VILAL, or any subsequent well drilled under any provision of this
apreement, results in production of oil and/or gas in payiog quantitics, this ngreement shall continue in force so long as nny such well or
welly praduce, ar are capable of production, and for an additional pedod of Q0 . days from cessation of all production; provided,
however, il prior to the expiration of such additional period, one or more of the partics herelo are engaged in drilling, reworking, deepen-
ing. plugging buck, testing or aticmpting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well deseribed in Article VLA or any subsequent well dritled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or pas from the Contract Area, this agreement shall terminale unless drilling, decpening, plugging back or rework-

ing operatons are cammenced within _9Q __ __ days trom the date of abandonment of said well.

ftis agreed, however, that the termination of this agreement shall nol relieve any party hereto from any liability which has

accrued or attached prior to the diate of such termination,
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulntlons and Orders:

This agreement shall be subject to the conservation faws of the state in which the Contract Area is located, 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 fimited to, matiers of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed und determined by the law of the state in which
the Contract Aren is locuted. 1f the Contract Aren is in two or more states, the luw of the stute of Noew—Mexi-co

shall govern.
C. Repgulntory Apencles:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to 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 taws in reference to oil, gns and mineral operations, including the location, operation, or production of wells, on tracts offset-

ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator ron any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indivectly from Operntor's interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. BEach Non-Operator 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 s a result of sucl an incorrect interpretation or

application, together with interest nnd penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators suthorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of nny crude oil sold hereunder or to nny other person or entity pursuant to the requirements of the **Cinde Oil Windfall Profit Tax Act
of 1980"", as sume may be mmended from time to time (**Act’'), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant 1o 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 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 Contraclt Area shall not be cause for its

removal as Operator of Lthe Contraclt Area.
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ARTICLE XVL
MISCELLANEOUS

This agreement shall be binding upon and shall inure lo 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
original for all purposes.

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

OPERATOR

RICHARDSON OPERATING COMPANY

(atplien. Cton,

Cathleen Colby, Attorney—TK—Fact

00|

'

Date: pebruafj )

NON-OPERATORS

William A. Hall

Date:

RICHARDSON PRODUCTION COMPANY

(athleen, Crtlry

Cathleen Colby, Attorney-in-Fact

Date: Qbruary (, s00l



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 Cowmissior: Expires: [ () -3 /- 0a 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 28 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: Ef2 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

Attached to and made a part of that certain Operating Agreement dated February 1, ‘21001, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A. Hall, as

Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENBERAL PROVISIONS,

Delinilions

“Joinl Property” shall miean the o cal and personal property subject to the npreement to which this Acconnting P'rocedure
In ultnelied.

"Joint Operntiona” shadl menn 1l operationg necensary or proper for the developent, operation, protection wind malnte
nunece of the Joint Property.

“Joint Account” shall meun the necount showing the charpes paid and eredity recelved in the conduct of the Juinl Opera
Lions and which are W be shared by Uie Purties.

“"Operator” shadl menn the parcty deslionated to conducl the Jdoint Operadions,

“Non-Operators” shinll mean the Parcties o Uhis agrreement other Ui the Operator.

4 "
“Partes” shnll menn Operwtor und Non-Oporntors.

“First Level Supervisors” shall mean those enmployees whose primacy function in Joint Qperntions is the divecl supervision
of othier employees and/or contrnct Tebor divectly. enipleyet on Uie Joint Property non field opernling enpueity.

CTechnbea) Bmployces” shall mean those emiployees baving specind nnd npecific engineeringy geological ov other profes

alonal akilla, and whose primary function in Joint Qperations is the handling ol speceilic operating condHious and prolilems
for the Lenelit of the Joinl Property,

"Personal Bxpenses” ahall mean Gravel wond other veasunable reimbursable exponses of Operator’s employees.
“Mulerind” shadl menn personad properly, equipnient or supplien acquived or held Tor use on the Joint Praperty,
“Conlrollable Matevind” shall tuean Material which ol (e Limie ia ro claasificd fo the Moterinl Clasailienlion Manuul na
maost recently recommended by thie Council of Melcoleum Accountinls Socielivs,

Statement nnd Billings

Operator shall bill Non-Operatora on o bhefore the Taat day of each month for thele propartionnte shuare of the Jolnt A
count for the preceding month, Such Lilla will be nceonmprmnicd by statomentas which identily the nulhovity for expenditure,
lease or [acillty, nnd nll churges und credils sunvnnized by npproprinte chagsificationy of investnent mnd expense except
that items of Conlrollable Muatervial and unvsunt chivpes and credita aball be sepnrntely identifiod nond Tally deaceibed in
deluil.

Advances nnd Pnyments by Non-Operators

A, Untess olhierwise provided for in the sgoreciment, the Opeentor may vequltve the Non-Opecatovs Lo sdvanee thei
shure of eatimated ensh ontlny for the suceeeding month's opeention withhn Tifteon (15) duys nfter receiptof the LI
ing ov by tho fivat day of the month for which the sadvance is required, whichever in Inter, Operntor shadl ndjunt ench
monthly Liing to refleet ndvancey received Hrom the Mon-Operntora,

1. Sach Mon-Opeentor shall pay tta proportion of wll Lilla within (ifteen (16) duys alter recelpl 1T payment is not made
within such time, the unpudd Latanee abinll hemr intereat monthly aUtho prbiong vale inelfeet ol . Chase.. .
Manhatbtan., New_Yaorlc___onthe first duy of the month Tnowhieh delinguency oceurn plun 1% or e maximum

canlracl rale permilled Ly Lhe applicable usury Lowes in the state T which e Joinl Property is locnled, whichever
in the leaser, plus allorney’s feew, court cosls, nnd olher costs I conneetlon with the collection of unpaid smeunty,

t

Adjustments

Puyment of any such billa shall not prejudice e vipght of any Non - Qpervator Lo prolest or queastion the correctiness thereol;
provided, however, all Lills and statements vendered to Non-Operators by Operstor daring noy enlendur year shall con-
cluslvely he presumed to be true and correct nfller Lventy-Tour (24) months following the end of any such enlondar year,
unless within the naid twenly-fTour (24) month period a Non-Qperntor tidees wreillen exception thereto nnd naliea elnin on
Operntor for ndjustment. No adjustment fuvorable to Opecator shatl he made uidens iU in mude within the amme preseribid
period. Uhe provisiona of this prragraph shall nol prevent ndjustiments resulting Trom a physieal nventory of Conlrotiabla
Mulerinl as provided for in Seclion V.,



5. Audils

A A Non-Qperatlor, upon natice in writing Lo Operator and all other Non Operators, shall have the right to andit Opera-
tor's accounts and records refating to the Joint Aceount for any calendar yenr within the twenly-four (24) month
period following the end of such calendar year; provided, however, the makingr of an audit shadl not extend the time
for the Liking of writlen exceplion te and the adjustments of aceounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non Operators shall mindee every reasonable effort to conduet o
joint audit in o manner which will vesultCin aminitwane of inconvenienee to the Operator. Operator shadl bewr no por-
Lion of the Non-Operators andit cost incurred under this parvagraph unless agrecd to by the Operator, The andits
shall not be conducted more than once each year withoul prior approval of Operator, except apan the resigmation or
removal of the Operator, amd shall be made al the expense of those Non Operalors approving such andit

B.  The Operator shall reply in wriling to an aadit report within 180 days alter receipl of sueh report.

6. Approval By Non-Operators
Where an approval or other agrecment of the Parties or Non-Operators is expressly required under other sections of Lhis
Accounting Procedure and if the agreement to which this Accounting Procedure is atlached contains no contrary provisions

in regard thereto, Operator shall uolify alt Non - Operators of the Operitor’s proposad, and the agreement or approval of
a munjorily in interest of the Non Operators shall be controlling on all Non-Operators.

I DIRECT CHARGIES
Operator shall charge the Joinl Account wilth the following items:

1. Eceological nnd Environmental

Costs incurred for the benelit of the Joint Praperty aa a resull of governmental or regrulatory requirementa to aatisly environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archacologicnl
nature and pollution contral procedures us required by applicable aws and regulations,

2. Rentals and Royalties

Lease rentals and royallies paid by Operator for the Joinl Operations.

3. Labor
A. (1) Salaries and wages of Operator's ficld employees directly employed on the Joint Property in the conduct of Joinl
Operalions.

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

(3) Salaries and wages of Technical Kmployees direely employed on the Joint Property if such charvges are excluded
from the overhead rates,

(1) Salaries and wages of Technieal Kimployees either temporarily or permanently assigned to and direetly employed
in the operation of the Joint Properly if such eharges are excluded from the overhead rates.

B, Operator's cost of holiday, vacation, sickness and disability henefits and other customary allowances paid Lo einployees
whose salaries and wapes are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 3B may be charged on a “when and ag paid bagis™ or by “percentage assessment” on the amount of
salaries and wages chargeable o the Joint Account under Paragraph 3A of this Section Il If percentage assessment
is used, the rate shall be based on the Operalor's cost experience,

C. Expenditures or contribulions made pursuant to assessments imposed by governmental anthorily which are applicable
to Operator’s costs chargeable Lo the Joint Account under Paragraphs 3A and 3D of this Section 11.

D. Personal Iixpenses of those employees whose salaries and wapes are chargeable to the Joint Account under Paragraph
JA of this Section 11

A1, Employee Benefils
Operalor's current cosls of eslablished plans for employees’ group life insurance, hospilalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like niture, applicable Lo Operator's Iabor cost chargeable to the Joint

Account under Daragraphs 3A und 3B of this Scclion T shall he Operator’s actual cost not o exceed the percent most recent-
ly recommended by the Council of Petroleum Aceonntanls Societies.

5. Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V. Only such Malerial

shall be purchased for or transferred o the Joint Property aa may be required for immediate use and is reasonably practieal
and consistent with efficient and economical aperntions. The accumulation of surplus stocks shall be avoided.

6. Transportation
Transportation of employces and Material necessary for the Joint Operations but subject to the following limitalions:
A. I Material is moved Lo the Joint Property from the Operalor's warchouse or other properties, no charge shall be made

Lo the Joint Account for a dislance greater than the distance from the nearest reliable supply store where like material
is normally availuble or railway receiving poinl nearest the Joint Property unless agreed to by the Pacties.

2.
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. If surplus Material is moved to Operalor's warchouse or other storage poinl, no charge shall he made Lo the Joint Ac-
count for a distance greater than the distance to the nearest retiable supply store where like material is normally
available, or railway receiving polnt nearest the Joint I’ roperty nnless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material Lo ollier praperties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagrraphs A and B above, the oplion to equaidize or charge actund trueking cost is available
when the actual charpe is $400 or less exeluding aceessorial charges. The $400 will be adjusted to the mnount most
recently recommmended by the Council of Petrolemmn Accountiants Societies.

1. Services

The cost of contract services, equipnwnt and ulilities provided by outside sources, except services excluded by Parngraph
10 of Scction 11 and Paragraph i, ii, and iii, of Scclion L The cost of professional consultant services and contractl ser-
vices of technieal personnel (lne(‘.tly engAuul on the Joint Property if such charges are excluded from the overhiead rates.
The cost of professional conswliant services or contract services of techniéal personnel not directly engaged on the Joint
Praperty shall not be charged to the Joint Account unless previously agreed Lo by the Parties.

8. Iquipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Opervidor owned equipment and facilities at rales commensurate
with costs of ownership and operation. Such rates shall include cosls of mainlenance, rcp:lirq other operaling expense,
insurance, taxes, depreciation, and interest on grross investment less accumulated depreciation not Lo exceed
twelve . percent ({12 .—._%) per annam. Such rides shall nol exceed average cotmmerciad rides currently m('
vailing in the immediate area of the Joint Property.

B, Inlicu of chargea in paragraph 8A above, Operator may clect to use average commercial vates prevailing in the immedi-
ate area of the Joint Property less 200%. [For automolive cquipmentl, Operator may eleet to use rates published by the
Petrofeum Molor Transport Associalion.

9. Damages and laosses to Joinl Property

All cosls or expenses necessary for the repair or repliccement of Joint Property made necessary beeause of damages or losses
incurred by fire, Mood, storm, theft, aceident, or ather cause, excepl those resulting from Operatlor's gross negligence or
willful misconduct. Operator shall furnish Non-Operator writlen notice of damages or losses incurred as soon as practicable
alter a report thercof hus been received by Operator,

10.  Lepnl Expense

Expense of handling, investigating and setting Litigation or claims, discharging of liens, payment of judpgements and
amounts paid for settlement of ¢claims incurred in or r(";nltin;v from operations under the agrecment or necessavy Lo protect
or recover the Joint Property, exeept that no chiarge Tor services of Operator’s legal staff or fees or expense of oulside altor-
neys shall be made unless previously agreed Lo by (he Parties. All other legal expense is considered to be coveied by the
overhend provisions of Seetion [T unless otherwise wyrreed Lo by the Parties, except as provided in Seclion I, Paragraph

3.

11. Taxes

All taxes of every kind and nature nssessed or fevied upon or in connection with the Joint Propertly, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in parl 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 generaled by each party's working inlerest.

12, Insurance
Net premiums paid for insurance required to be earrvied for the Joint Operations for the protection of the Parties. In the
evenl Joint Opernlions are conducted in a state in which Operntor may nct ag self-insurer for Worker's Compensation and/
or limployers Liability under the respeclive slate's laws, Operntor may, at ils election, include the risk under its sell-
insurance program and in thal event, Operator shall include a charge al Operator's cost not to exceed manual rates.

13. Abandonment and Reclamation

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

14. Communications

Cost of acquiring, lensing, installing, operating, repairing and maintnining communication systems, inchuding radio and
microwave fncilities directly serving the Joinl Property. In the evenl conmumunication facilities/systems serving the Joint
Property are Operator owned, charges Lo the Joint Account shall be made as provided in Paragraph 8 of this Sectlion I1.

16.  Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section 111 and which
is af direct benefit to the Joint Propecty and is incarred by the Operalor in the necessary and proper conduct of the Joint
Operalions.
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1.

1L OVERUEAD

Overhend - Drilling and Producing Operations

1.

1.

As compensalion for adminisirative, supervision, office services and warehousing costs, Operator shall eharge dridling
and producing operalions on cilher:

{x) Fixed Rate Basis, Paragraph TA, or

() Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in licu of cosls and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except these directly chargeable under Paragraph
3A, Scclion 11 The cost and expense of services from outside sources in conneclion with matlers of taxation, tralfic,
nceounting or malters before or involving governmental agencies shall be considered as included in the averhead rales
provided for in the above selected Paragraph of this Seetion T unless such cost and expense are agreed Lo by the
Parties as a direct charge Lo the Joint Aceount. -

The salaries, wages and Personal Expenses of Techinieal Fimployees and/or the cost of professional consultant services
and contract services of technical personnel divectly employed on the Joint Property:

( ) shall be covered by the overhend rides, or
(X) shall not be covered by the overhead rates.

The sularies, wages and Personal Expenses of Technical Fmployees and/or cosls of professional consultant services
and contract services of technical personnel either lemporarily or permanently assigned to and directly employed in
the operation of the Joinl Property:

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

Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account al the following rates per well per month:

Drilling Well Rate $ ..5,000.00 -~ -

{(Prorvated for less than a full month)
Producing Well Rite $ 50000 .
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
() Drilling Well Rate

(1) Charges for drilling wells shadl Legin on the dade the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other wmits nsed in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for [ifteen (15) or
more consecutive cafendar days.

(2) Charges for wells undergoing any Lype of workover or recompletion far a period of five (b) consecutive
work daysa or more shall be made al the deilling well rate. Sueh charges shall be applied for the period
from dale workover operalions, with rig or elher unils used in workover, commence through date of rig
or other it refense, except that no charge shall be made during suspension of operations for {ilteen
(15) or more consecutive cidendar days.

(b) Produacing Well Rates

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

(2) ach aclive completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well chirpre providing each completion is considered a separate well by the govern-
ing repulatory aulhorily.

(3) Aninactive gas well shut in because of overproduction or failure of purchaser lo take the productlion shall
be considered as a one-well charge providing the gas well i3 directly connected Lo a permanent sales
outlet.

(1) A one-well charge shall be made for the month in which plupgging and abandonment operations are com-
pleted on any well. This one-well charge shadl be made whether or not the well has produced excepl when
drilling well e applies.

(5) All other inactive wells (including bhul not Hmited to inactive wells covered by unit allowable, fease allow-
able, transferred allowable, ete) shall not qualify for an overhead churge.

(3) The well rates shall be adjusted as of the first day of April ecach year {ollowing the effective dale of Lthe agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rale cur-
rently in use by the percentayge incrense or decrense in the average weekly earnings of Crude Petroleum and Gnas
Production Workers for the fast calendnr year compared to the ealendar year preceding as shown by the index
of averiage weeldy earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Burecau of Luabor Statistics, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted vates shall bhe the rates currently in use, plus or minus the computed ad-
justment,

Overhead - Pereentagre Basis

(1) Operator shall charpe the Joint Account al the Tollowing rates:
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(a) Development

Percent ( %) of the cost of development of the Joint Properly exclusive of costs provided
under Paragraph 10 of Section H and all salvage eredits.

(b) Operating

Percent ( %) of the cost of operating the Joint Properly exclusive of costs provided under
Para .1;r|.x|)lm 2 and 10 of Seetion 1, all sadva yre credits, the vidue of injected subistances purchased for see nml.ny
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhend - Percentagre Basis shadl he as follows:

FFor the purpose of determining charges on a pereenlage basis under Paragraph 1B of this Section 111, development
shall include all costs in connection with drilling, redrilfing, deepening, or any remedial operations an any or all
wells involving Lhe use of deitling vig and crew capable of drilling to the producing interval on the Joint Prop-
erly; nlso, ]ndnnn\ wy expendilures necessiry in preparation for drilling and oxp(-mlluuw incurred in abandoning
when the well iy not compleled as a producer, and original cost of conatructon or installation of fixed asaels, the
expunsion of fixed assels and any other projeet clenrly discernible ag o fixed nssel, excepl Mojor Construction ng
defined in Pavagraph 2 of this Scetion 1L All other costs shall be congidered as operaling.

2. Overhend - Major Construction

To compensate Operator for overhend costa inenrred in the construction and installation of fixed nasets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the developinent and operation of the
Joint Pl()porty, Operator shall ¢ither negoliate a rate priar to the heginning of construclion, or shall ¢harge the lomt
Account for overhead based on the following rutes for ainy Major Construction project in excess of § __

A, _=8=_ % of firsl $100,000 or lotal cost if less, plus
B. _ =3=_ % of costs in excess of $100,000 hut less than $1,000,000, plus
C. __=2=____%of costs in excess of $1,000,000.

Total cost shall menn the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
projecl shall not be treated separately and the cost of drilling and workover wells and artificial TifL equipmeut shall be
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costls incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowoul, explosion, fire, storm, hurricane, or olher endastrophes ns agreed to by the Parties, which are necessary
to restore the Joinl Properly to the equivalent condition that existed prior to the event cnusing the expenditures, Operator
shall either negotinle @ rale prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rales:

A =5=_ % ol total cosls through $100,000; plus
B. _ =3=__ % of totul costy in excess of $100,000 Lot less than §1,000,000; plus
C.__=2= % of tolal cosls in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, mid no ether overhead provi-
sions of this Section 11 shall apply.

4. Amendment of Rates

The overhead rates provided for in this Secetion H may be amended from time to tiime only by mutual agreement belween
the Puarties hereto if, in practice, the rates ave fonnd Lo he insullicient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCITASES, TRANSFERS AND DISIPOSITIONS

Operator is responsible for Joinl Account Material and shadl make proper and tmely charges and cereditls for all Material move-
meunts affecting the Joint Property. Operador shall provide adl Material for use on the Joint Property; however, at Operator's
option, such Materinl may be supplied by the Non-Operator, Operator shall make Limely disposition of idle and/or surplus
Malterial, such dispogal being made cither through sale to Operator or Non-Operator, division in kind, or aale Lo outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed Lo by the Parties.

1. Purchases
Material purchased shall he echarged at the price paid by Operator after deduction of all discounts received. In case of
Material found Lo be defective or returned o vendor for any other reasons, credit shall be passed to the Joint Account
when adjustinent has been received by the Operator.

2. T'ransfers and Dispositions

Material furnished to the Joinl Property and Materiad transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed fo by the Parties, shall be priced on the Tollowing basis exclusive of cash discounts:



A. New Materinl (Condition A)

(1) Tubufar Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches O and larger, exeept line pipe, shall be priced al Eastern mill published

(b)

carload base prices effeclive as of dale of movement plus branaportalion cost using the 80,000 pound carload
weight basis Lo the railway receiving point nearest Lhe Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rale
may be used. Freight charges for tubing will be caleulated from Forrin, Ohie and easing from Youngstown,
Ohio.

For grades which are special Lo one mill only, prices shall be computed at the mitl base of that mill plus trans-
portation cosl from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A (1)(«). For transporlation cost from points other than Easlern mills, the 30,000 pound Oil Field
lTaulers Association interstale truck rate shalt be nsed.

Special end finish tubular goads shall be priced at the lowest published out-of-stock price, {.0.h. Houston,
Texas, plus transportiaion cost, using Oil Field Haalers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Properly.

Macuaroni tubing (size less than 23 inch OD) shall be priced at the lowest published oul-of-stocle prices Lo b,
the supplier plus Lransportation costs, using the Ol IMeld Haulers Association inlerslate ruelc rate per weight
of tubing transferred, to the railway receiving point neavest the Joinl Property.

(2) Line Pipe

()

{b)

(c)

(d)

Line pipe movements (except 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 Pavagraph A (1)a) as provided above. Freight
charges shall be cadculited Trom Lorain, Ohio.

Line pipe movements (exceptl size 24 inch OD and larger with walls % inch and over) leas than 30,000 pounds
shall be priced al Fastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transporlation costy based on Treightl rates ns set forth under provisions of tubulne goods pricing in Parn-
graph A.(1)(a) as provided above. I'reight charges shall be ealculated from Lorain, Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shadl be priced fob. the point of manufacture
al current new published prices plus transportadion cost Lo the railway receiving point nearest the Joint
Property.

Line pipe, including fabricated tine pipe, drive pipe and conduit not tisted on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or al prices
agreed Lo by the Parlies,

(3) Other Material shall be priced at the current new price, in effect al date of movement, as listed by a reliable supply
store nearest the Joinl Property, or point of manufacture, plus Lransportation costs, if applicable, to the ratlway
receiving point neavest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in elfect on date of movement, as listed by a relinble supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, il applicable, to the railway receiving point nearest the 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 Properly

Al seventy-five percent (75%) of current new price, as delermined by Paragraph A.

(2) Material used on and moved rom the Joint Properly

(n)

(L)

At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Malerial was originally
charged to the Joint Account as new Material or

Al sixty-five percent (65%) of current new price, ag determined by Paragraph A, if Materinl was originally
charged Lo the Joint Account as used Malerial.

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

Al seventy-five percent (76%) of current new price ng determined by Paragraph A,

The cost of reconditioning, if any, shall be absorbed by the transferring property.,

Other Used Malerial

(1) Condition C

Material which is not in sound and serviceable condition and nol suitable for its original function until after recon-
ditioning shall be priced at fifty pereent (50%) of currenl new price as defermined by Paragraph A. The cost of
reconditioning shadl be charped Lo the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition I$ value.
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{2) Condition D

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

(1) Casing, tubing, or drill pipe used ag dine pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight, Used casing, tubing or deill pipe ulitized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tabing or diill pipe used as higher pressure aervice lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upsel tubular goods shall
be priced on o non upsel basis.

(3) Condition I8

Junk shall be priced al prevailing prices. Operator may dispose of Condition . Muterial under procedures nor-
mally utilized by Operator withoul prior approval of Non-Operalors.

D. Obsolete Malerial

Matevial which is serviceable and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justifly w price as provided above may be specially priced as ngreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

I8, Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account al the rate of twenly-five cenls (25%) per hundred
weight on all tubular goods movements, in licu of actual loading or unloading costs suslained at the atocking
point. The above rate shall he adjusted as of the first day of April each year following January 1, 1985 by the snme
percentngre increase or decrease used to adjust overhend rates in Seclion HI, Pacagraph 1LA(3). Fach year, the
rate caleulated shall be rounded to the nearest cent and shall be the rate in elfecet until the first day of April next
year. Such rale shall be published each year by the Council of Pelraleum Accountants Socicties.

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

3. Premium Prices

Whenever Materinl is not readily obtuinable at published or lisled prices beeanse of nationnl emergencies, alrikes or other
vnusual causes over which Lhe Operator has no conlrol, the Operaler may charge the Joinl 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 Joint Properly; provided notico in wriling is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Malerinl. FKach Non-Operalor shall have the right, by so elecling and notifying Operator within
ten days alter receiving notice from Operator, Lo furnish in kind all or part of his share of such Material suitable for use
and acceplable Lo Operator.

4. Warranty of Material Furnished By Operator

Operantor does nat warrant the Material furnished. In case of defective Material, eredit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or Lheir agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Malerial.
1. Periodic Inventories, Nolice and Representation
Al reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take invenlory shall be given by OQperator at teast thirty (30) days before any inventory is Lo begin so that
Non-Operalors may be represented when any inventory is talken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operitors to aceeptl the invenlory talten hy Operator.

2, Reconcilintion and Adjustment of Invenlories

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

3. Special Inventlories

Speeial inventories may be taken whenever there ig any sale, change of interest, or change of Operator in the Juint Property,
It shall be the duly of the party selling to nolify all olher Parties as quickly as possible after the transfer 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 Operatlor, all Parties shadl be governed by such inventory.

4. Expense of Conducting Inventarices

A. The expense of conducling 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 requesling such inventories, except in-
veutories required due to chiange 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

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 rightto select the insurance carrier and to select and purchase from suchinsurance
carrier the types and kinds of coverage available under the above described policy forins 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.

D-1



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 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 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. 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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Exhibit 6B-|

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: SE/4

Limited in Depth to the Pictured Cliffs Formation

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

THIS AGREEMENT, entered inlo by and between .~ Richardson_Qperalbing Comnpany
hercinndter designnted and

teferred 1o as “Operator'”, and the signatory patty or parties other than Operator, sometimes hereinatier ieferred to individually herein

as “*Non-Operator’”, and collectively as “*Non-Operitors'.

WITNESSETH:

WHEREAS, the partics to this agreement are owners of oil and gas leases and/or o1l and gas interests in the land identitied 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 hereinalter pravided,
NOW, THEREFORE, it is ugreed as follows:

ARTICLE L
DEFINITIONS

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

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

B. The terms “oil and gas fease™, Ulease™ and “leaschold” shall menn the oil and gas leases covering tracts of land
lying within the Contract Area which ure owned by the partics to this agreement.

C. The term “'oil nnd gas interests™ shall mean unleased fee and minern) interests in tracts of lund lying within the

Contract Area which are owned by parties to this agreement.
D, The term “CContrnct Aren™ shall menn wdl of the Tands ol nnd pos lensehold interests nnd oil il gos interests intended v he

developed and operated for oil nnd gas purposes under this aprecient. Such fands, oib and gas Tcaschold interests and oil and gas interests
are desceribed in BExhibit **A™

E. The term “drilling unit”™” shall mean the aea fixed for the diilling ol one well by order or rule of any stale or
fedecal body having authority. 1 a diilling unit is not ixed by any sach iale or order, a dvitling unit shall be the diilling unit as establish-
ed by the pattern of drilling in the Contract Arcat or as lixed by express agreenicnt of the Deitling Pactics.

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

G. The terms **Drilling Party " and “*Consenting Party ™ shall mean a pairty who agrees (njuin in and pay ifs share of the cost of
any operation conducted under the provisions of this agicement.

H. The terms “'Non-Drifling Party’” and ““Non-Consenting Party™” shall mean a party who elects not to participate

i 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 geader includes the masculine nnd the feminine.

ARTICLE L
EXHIBITS

The following exhibits, as indicated below and attached hereto, ae incorporated inand made o pact hereof:
B AL LExhibit A", shall include the following inlormation:
(1) Uldentification of lands subject ta this agrecment,
(2) Restrictions, if any, as (o depths, formations, or substances,
(3) Percentapes or fractional intervests of pasties (o this ngrecinent,
(4) Oil and gas feases and/or oil and gas interests subject (o (his agrcement,
(5) Addresses of partics Tor notice purposes.
{1 P—Exhtit B —Formof-kease.
(A C. Exhibit **C"", Accounting Procedure.
(¥ D. Exhibit D', Insurance.
B OE. Exhibit “E”, Gas Balancing Agreement.
IR F. Exhibit “F*", Non-Discrimination and Centification of Non-Segregated Facilities,
1) G—Fxhibit 146G —Fax-Partnership.
If any provision of any cxhibit, except Exhibits “E and G, is inconsistent with any provision contained in the body

ol this agreement, the provisions in the body of this agrecment shall prevail.
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ARTICLE 1H.
INTERESTS O PARTIES

A. Oil and Gus Inlerests:

Il any party owns an oil and pas interest in the Contract Area, that interest shall be ticated for all purposes of this agreement

.

and during the term hercof as if it were covered by the form of oif and gas lease attached hercto as Bxhibit "B, and the owner thercof

shall be deemned o 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 labilities incaried in operntions under this agrecment shall be borne and
paid, and nll equipment nod maderinls neguired in operations on te Contract Aven shall be owned, by the praties s their interests are set

torth in Exhibit “*A"" . In the same manner, the parties shall also own all production ol ail and pas rom the Contract Area subject to the

paymient of royalties to the extent of____one_eighth. (1./8).____ which shall be boroe as hereinafter set forth.

Regardless of which party has cantribuled the Tease(s) and/or oil and gas interest(s) hereto on which royally is due and
payable, cach party entitled to receive a shaie of production of il and gas lon the Contract Avea shall bear and shall pay ar deliver, or
cause to be paid or delivered, 10 the extent of its interest in such production, the royalty smount stipulated hereinabove and shalf hold the
other partics free from any liability therefor. No p:h(y shall ever be responsible. however, ona price basis higher than the price received
by such party, to any other party's lessor or toyalty owner, and il any such other panty’s fessor o tayalty owner should demand and
receive settiement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable

ta such higher price.

Nothing contained in this Asticle THL shall be deced an assipnment or cross assipniment ol interests covered heseby.
C. LExcess Royaltles, Overrviding Royalties and Other Paymenls:

Unless changed by other provisions, if the interest of any paity in any lease covered hereby is subject to any rayalty,
overriding royalty, production payment or other burden on production in excess of the nmount stipulated in Aticle HLDB., such paity so
burdened shall assume amd alone bear all such excess obligations and shall indemnily and hold the other parties heteto harmless from any

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

D. Subsequently Created Interests:

It any party should hercalter create an overriding rayalty, production payment ar aother burden payable out of production
attributable to its working interest hereunder, oril such aburden existed priosto-this-agreement-and is-notset-forth-in-Exhibit- At -or
wasnotdisclosed inwriting-loallother padtics-prioc-to-the exccution ol thisagreementbycall parties,-or-is.nota-jointly acknowded ged-and
neeepted-obligation-elallpadies (any such interest being hereinafter refetred to us “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 hereinalter referred

to as “burdened pacty’’), wnd:

1. 1f the burdened party is required under this agreement to assign or velinquish to any other party, or pacties, 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 free and clear of said subsequently created interest and the buidened party shall indemaify and

save said other party, or partics, harmless from any and all claims and demands for payment asserted by owners of the

subsequently created interest; and,

2. 1f the burdened party fails to pay, when duce, its share of expenses chargeable hereunder, all provisions of Article VIL B,
shall be enforcenble against the subscquently created interest in the swme manner as they are enforceable against the working

interest of the burdened party.

ARTICLE 1V,
TITLES

A. Title Examination:

Tile examination shall be made on the drillsite of any proposed well prior ta commencement of drilling 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 will include the ownership of the working interest, minerals, royalty, overriding
rayally and production payments under the applicable leases. Atthe time a well is proposed, cach paty contsibuting leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish (o Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in ils possession free of charge. All such information not in the possession
of or made available to Operator by the partics, but necessary for the examination of the title, shall be obtained by Operator. Operator
shall cause title to be examined by altorneys on its stalf or by outside attoraeys. copies of afl title epinions shall be furnished to each party

hereto. The cost incurred by Operator in this Gtle program shall be borne as foflows:

'] Option No. 1: Costs incurted by Operator in procuring abstracts and title examination (including pretiminary, 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, whethier performed by Operator’s stall attorneys or by outside attorneys.
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ARTICLE IV

conlinued

M Option No, 2: Costs incurred by Operator in procuing abstracts and fees puid outside attorneys for title examination
(including preliminary, suppiemental, shut-in gas royaity opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of cach Diilling Pacty bes (o the total interest of all Drilling Panties as such interests appear in Lix-
hibit ** A", Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above

functions.

Each party shall be responsible for secuting cvrative matier and pooling wamendnients o1 agieements reguired in conuection
with leases or oil and gus interests contributed by such party. Operator shall be responsible for the preparation and recording ol pooling
designations or declarations as well s the conduct of hearings befure governmenial agencies for the securing 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 drilled on the Contract Area until after (1) the tite to the diillsite or diilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who ae to par-

ticipate in the drilling of the well.

B. Loss of Title:

L. Fuilure of "Tide: Should nuy ol snd gas interest ar lense, orinteaest therein, be lost thiough Inilure of title, which losy
results in n reduction of interest from that shown on Exhibit A" the paoly contributing the affected lease or interest shall have
ninety (90) days from final determination of title Iailure to acguite a new fease or other instrinment cuting the entirely of the title
failure, which acquisition will not be subject 10 Article VIIL B, and Gailing 10 do so, this agreement, neventheless, shall continne
in JTorce as to all remaining oil and gas Jeases and mferests: and,

(1) The party whose oib and pas Jease or interest is aflecred by the tide failure shall beay alone the entire loss and it shall not be
cntitled to recover from Operator or the other partics any development or operating costs which it may have theretolore paid or incuried,
but there shall be no additional liability an tts pait to the other patties hereto by reason of such title failure;

(1) There shall be no retroactive adjustinent of expenses meurted or revenues received lrom the aperation ol the inicrest
which has been lost, but the interests of the parties shall be revised on an acrcage basis, as of the time it is determined finally that
title failure has occurred, so that the interest of the party whose lease o interest is allected by the title failure will therealter be
reduced in the Cantract Arca by the amount of the interest lost;

{¢) I the propodtionate interest of the otier partics hereto in any producing well theeetalore diitled on the Contract Arca is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (Iess costs and burdens attributable thercto) until it has been ieimbursed for wirecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the titie which has
failed, pay in any manner nny part of the cast of operation, development, or equipment, suclamaount shall be paid to the party or partics
who bore the cost which are so refunded;

(¢) Any liability to account to a third 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 (o the joint account for legal expenses, lees or salaries, in connection with the defense of the interest

claimed by any purty hercto, it being the intention of the puaties bereto thiat each shadi defend title to its interest und bear nll expenses in

connection therewith,

2. Loss by Non-Payment or Bironcous Payment ol Amount Due: I, through mistake or oversight, any tental, shut-in well

payment, minimum royally or royalty payment, is not paid ot is erroncously paid, and as a result a lease or interest therein terminatces,
there shall be no monctary liability against the party who failed to mike such payment. Unless the party who [ailed 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 inlerests of the partics shall be revised onan acreage basis, elfective as of 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 Contract Arcaon account of awncership of the Tease or interestwhich has termimated. In the event the party who failed to miake the
required payment shull not have been fully reimbursed, atthe time of the loss, froni the proceeds of the sale of oil and gas altributable 10
the lostinterest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actuald costs theretofore paid by it (but not for its share of the cost ol any dry hole previously Jdiilled
or wells previously abandoned) from so much of the following as is necessary o elfect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretolore accrued 1o the credit of the lostinterest, onan acreage basis,
up to the amount of unrecovered costs;

() Proceeds, less operating expenses, therealter accrued altributable (o the ost interest on an acreage basis, of that pottion of
oil and gas thereafter produced and marketed (exelnding production from any wells theeealter deilled) which, in the absence of such lease
termination, would be attributable 1o the lost inferest on an acicape basis, up to the amount of uniecovered costs, the proceeds of said
portion of the ol and gas (0 be contiibuted by the other pusties in proportion o their respective dnterests: nnd,

(c) Any monies, up to the wmount of unrecovered costs, that may be paid by any puaity who is, or becomes, the owaer
of the interest lost, Tor the privilege of pauticipating in the Contract Area or becoming a party to (his agreement.

Ao Other Lossest Al losses incunred other than those set forth in Anticles TV BT and TV L2 above, shall be joint losses
and shall be borne by all parties in proportion to their interests, There shall be no readjustiment ol interests in the remaining portion of

the Contract Arca.



10
11
17
1)
14
15
16
17
18
19
20
21
22
2]
24
25
26
21
28
29
30
kY
a2
1N
34
5
36
RN
38
19
40
4l
42
13
44
45
440
47
AR
4Y
30
51
32
53
54
35
56
57
5l
59
00
Gl
02
{8}
04
05
60
67
ol
69
70

1982 - Muodel Forme Operating, Aprecment

ARCTICLE V.
OFERATOIC

A. Deslgnntion nnd Reapoustbilitica ol Operaton:

 RICHARDSON_ODPERATLNG COMPANY SOt 1 11111 O FLo i 1 [T

Operatgr of the Continet Avew, od shadl conduect and divectnad have fudl contrul of il upmnlinn': ot e Cantinet Arcn ns Imunilh‘(l nind
tequited by, nad within the Tunits ol iz jgueciment Teshall conductall such opeations ina pood and workmualike srmer, ot it shatl

have no lisbility as Operator da the other padtios for Tosees suxtmined vr Hiabilities dnewieed | except sueh ns iy tesolt Lom pross

neglipence ot willlul misconduct,
B, Reslpnntlon or Rensovnd of Operator and Selvction of Successan:

L Resipoation or Removad of Operator: Opesidar may resipnatnny time by piving wiitten notice theceol ta Mon Operntoes,
If Opetstor termiontes its lepnl existence, no Jonper owns aninterest hereunder inthe Continct Aten, vt e no longer capable of

serving ns Operator, Operator shall be deemed o have sesigned without any nction by Non OQpeestors, exerpt the seleclion of o

placed in reccivership, by the allivmative vote of two (23 o suore Non Opetators awning nomnjotity interest bused oo awnership
as shown oo Exhibit A" semsining altes excluding the votiog interest of Operntor, Such resipaation o cemuval shall not became
cllective until 7:00 o'clock A M. onthe Tast day of the cidende month Tollowing the capitntion of ninety (90) days alter the piviog
ol putice of tesigoation by Operator o action by the Hoa Operatoes to remove Operntor, unless 1osuceessin Operator hins been
sclected and ngsamcs the dutics of Operator ot an carhice date. Operator, after elfective date of resipnation v camoval, shall be
bound by the teims hereol as a Non-Operntor, A climnpe of o corporate name o1 stuctuis of Opevastor o Gansler of Operator's

interest to any sinple subsidiaey | pacent o successor corporation shull got be the basis Tor remaval of Operatan

2. Sclection of Successor Opeitoe: Upan the resipantion onremoval of Opecator, n svceeazor Opermtor ehall be selected by
the paities. The successor Opeantor shall be selected from the partics owning wninterest bthe Contnet Aren it the tine such suceessor
Opeiator s selecled. The successar Oparator shall e selected by the atlinmative vote ol two (2) ot more pattics owning a majority interest
based on owncrship as shown on Exhibit A" provided, howeves, iC o Operator which ins been tetnoved fails o vale or votes only to
succecd itsell, the successor Oparnton shall be solected by the alfinmautive vote ol Gva (7) o e prutics owiing 0 smjority interest based

o ownetship as shown on Ealibit A7 emaining alicr exchuding the voting iuterest of the Operatar that was removed,

C. Employces:

The number of cnmplayces used by Operator in conducting upecations hereunder, their selection, and the hawis of Indkir nnd the

compensation for scevives pedfonmed shall be deternined by Operatar, aad all suchi coaployees shiall bie the ctuployces of Opeontar.

D. Diitllae Contencts:

Al wells dhilled on the Contiact Avea shall be diilled on u competitive continet basis ot the usual rates prevailing in the
wea, it so desites, Operntor may crnploy its own tools and cquipment in the drilling of wells, butits chinges therelor shall not
exceed the prevailing rates in the wren and e cte of such chavges shall be agreed upon by the putics in wiiting belure diilling
operations ate connnenced, and such wark shall be pedormed by Operor wader the smne terms and conditions as are custamary

and usual in the atea in contincts of independent contiactors who are doing work of o slinilar nntuge.

ARTICLE VI
IMULLING AND DEVELOPMENT

AL Indtlal Well:

*
On or beforc lhc_____litil_ day ol May, 2001 , Operator shall commence the diilling of

a well Tor oil and gas al the Tollowing location:"or upon approval of Application for Permit to Drill, subject to rig availability

Township 29 North, Range 14 West, NMPM
Section 9: SE/4S1E/4
San Juan County, New Mcexico

and shall thereafier continue (he duilting ol the well with due dilipeace 1o

to test the Pictured Cliffs formation

unfess granite or other practically inpenctiabile sulistance o condition i the hole, which tendess fuither drilling impeacticnl, is en-

countered b desser depth, o uoless sl parties apiee 10 complete o abandon the well at a Jesser depth.

Operator shall muake reasonable tesis of oll fornmtivas cacountered duding diilling which pive Indication of cantnining oil and
gas in quantitics sullicient o lest, voless tis aprecnent shall be limited i its application W a specific formation s formations, in which

event Operator shall be requited o test only the Tormation or furmations to which this agreement iy apply.
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ARTICLE VI
condinued

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

well ns adry hole, the provisions ol Article VEE, shall thevealter apply .

B. Subsequent Operations:

1. Propused Operations: Should any pacty hereto desive to diill any well on the Contract Area other than the well pravided
for in Article VLA, 05 ;n rework, deepen or plug buck o dry hole drilled at the joiot expense of all partics or 1 well jointly owned by all

the purties wd not theafu singoin paying guantities, the paety desiving o difl rework, deepen or plag back such o well shidl give the

other parties wrilten notice of the proposed operation, specifying the work to be performed, the focation, proposed depth, objective forma-
tion and the estinmted cost of the operation. The parties 1eceiving such monpotice shall have thirty (3)) days after receipt of the notice
within which (o notify the party wishing to do the work whether they eleet to participate in the cost ol the proposed operation. 1l a drill-
ing rig is on location, notice of a proposal to rewark, plug back or drill decper may be given by telephone and the response period
shadl be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party seceiving such notice
to 1eply within the period above fixed shall constitute an election by that patty not to participate in the cost of the proposed operation.,

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

*then capable of producing

1 all parties clect to particiapie in such a proposed operation, Operator shadl, within nincty (K1) days after expivation of the notice
period of thirty (30) duys (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 case mny be), nctoudly commence the proposed opertion nod complete it with doe difigence at the risk and expense of alf par-
ties hereto; provided, bowever, said conuniencenent date may be extended upon wriitten notice of smne by Operntor to the other pastics,
for a period of up o thirty (30) additional days i, in the sole opinion of Operator, such additional time is teasonubly necessay 1o obtain
permits from governmental authorities, surface riphts (including rights-of-way) or appropriate drilling equipment, or to complete
title examination or curative matter requited for title approval or acceptance. Notwithstanding the force majeure pravisions of Arti-
cle X1, if the actual operation has not been commenced within the time provided (including any extension thercof as specifically
permitted herein) and il any party hercto still desires to conduct said operation, wrillen notice proposing same must be resubmitted

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

2. Operations by Less than All Partics: IMany party receiving suchnotice as provided in Aticle VI T or VIED. L (Option
No. 2) elects not to participate in the proposed operation, then, invider ta be entitled to the benefits of this Article, the paity or pastics
giving the notice and such other parties as shall clect to participate in the operation shail, within nincty (90) days after 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 Jocation, as the case may be) actually conunence 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 vig or other equipment is on location,
and if Operator is a Non-Consenting Party, the Consenting Partics shall cither: () request Operator to perfonm the work required
by such proposed operation for the sccount of the Conseating Partics, or (b} designate cne (1) of the Consenting Parties as Opcrator
1o perform such wark. 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 agrecment.

11 less than all parties approve any proposced operation, the proposing party . innsediately after the expiration of the applicable
notice period, shall advise the Conscoting Partics of the total interest of the patties approving such operation and its recommendation as
10 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) alter 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 (h) carry its proportionate part of Non-Consenting Parties’
interests, and Tailure to advise the proposing party shall be deemed an election under (a). Tn the event a deilling rig is on location,
the time permitted for such w response shall not exceed a total of forty eight (48) hours (inclusive of Saturday, Sunday and legal
holidays), The propoasing puity, atits clection, may withdraw such proposal if there is insullicient participation and shall promptly

notify all parties of such decision.

The entite cost and tisk of conducting such operations shall be borne by the Consenting Pattics in the proportions they have
clected 1o bear same under the terms of the preceding paragraph, Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encunnbrances of every kind created by or arising from the operations of the Consenting Paities.
11 such an operation results in a dry hole, the Conseating Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense, Hany well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

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

conlinued

and the well shull thea be trned over to Operator and shall be operated by it at the expense and for the accouat of the Consenting Par-
ties. Upon commencement ol operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Partics
in accordnnce with the provisions of this Article, cach Non-Consenting Party shall be deemed to have telinquished to Consenting Partics,
and the Consenting Pacties shall awn and be entitled ta receive, in propottion to their respective interests, all of such Nan-Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated st the well, or
market value thereof if such sharce is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article HLLD. payable out of or measared by the production from such well uceruing with respect to such interest

until 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 acquited surface equipment beyond the welihead
connections (including, but not limited to, stock tanks, separators, trenlers, pumping equipment and piping), plus 100% of eachi such
Non-Consenting Party’s share of the cost of operntion of the well commencing with first production and continuing until each such Non-
Conscating Party s relinguinhed interent shntl severt to it under other provisions of this Anticle, it being agreed that cach Non-
Consenting Party’s share of such cosls and cqnipli)cnl will be that interest which wonld hive been chargeable to such Non-Consenting

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

() 300 % of that portion of the costs and expenses ol drilling, reworking, deepening, plugging back, testing and
completing, after deducting any cash contributions reccived under Article VILC., and.__300-% of that portion of the cost of
newly acquired equipnient in the well (to and including the weilhead connections), which would have been chargeable to such Non-

Counsenting Purty il it had participated therein.

An clection not to participate in the drilling or the deepening ol 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 thereol, to which the initial Non-Consent election applied
that is conducted at any time prior to full 1ecovery 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 added to the sums ta be recouped by the Conscnting Parties one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeable 10 such Non-Consenting
Party had it participated therein. If such a rewarking or plugging back operation is proposed dusing such recoupment perlod, the
provisions of this Article VI.B. shall be applicable as between said Conseating Parties in said well.

During the period of time Consenting Partics are entitfed to reccive Non Consenting Patty’s share of production, or the
proceeds thereltom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, averriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted
by Aiticle I1.D.

In the case of any rewaorking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, fiee
of cost, all casing, wbhing 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 for afl such equip-

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

Within sixty (60) days after the completion of any operation under this Article, the parly conducting the operations far the
Consenting Parties shall furnish cach Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
ilemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, st
its option, the operating party, in licu of an itemized statement of such costs of operation, niay submit a detailed statervient of monthly bill-
ings. Each month therealier, during the time the Consenting Paities are being reimbursed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non-Consenting Partics with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and pas produced from it and the amount of proceeds
renfized from the sule ol 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 accepted methods such as, but not limited te, metering or periodic
well tests. Any amount realized from 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 detecmining when the interest of such Non-Conscuting Party shall revert o it as
above provided; and if there is a credit balance, it shati be paid to such Non-Consenting Party.
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ARTICLE VI

contlnued

Il and when the Consenting Parties recover froma Non Consenting Patty's telinquished interest the nmounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and nfter such reversion, such Non-
Consenting Party shall own the same interest in such well, the muterial and equipment in or pertaining thereto, nnd the production
therefrom as such Non-Consenting Party would have been entitled 1o hind it participated in the drilling, reworking, deepening or plugging
back of said well. Thercafier, 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 pnrties, no wells shall
be completed in or produced from a source of supply front which a well located elsewhere on the Contract Area is producing, unless such

well conforms to the then-cxisting well spacing pattern fon such source ol supply.

The provisions of this Atticle shafl have no application whatsoever to the drilfing of the fnitial well described in Article V1A,
except (a) as to Article VILD.1. (Option No. 2}, if sclected, or (b) ns to the reworking, decpening and plugging back of such initial well
after it has been drilled to the depth specified in Asticle VILAL if it shall theiealter prove to be a dry hole or, if initially completed for pro-
duction, cecases to preduee in payiug 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 o the parties, stand-by costs incurred peading tesponse to a parly’s notice proposing a

reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

ing aperation just completed. Stand-by costs subsequent to all parties responding, or expiration of the responsc time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second grium-
miatical paragraph of Article VI.B.2, shall be chiarged 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
cach Consenting Party's interest as shown 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 directionally controf und intentionally deviate n well from verticnl so ns 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
mcchanical difficulties, Any party having the right 1o participate in a proposed sidetracking operalion that does not owa an interest in the
aflected well bore at the time of the notice shall, upon electing o participate, tender to the well bore ownetrs 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) U 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) Il the proposal is for sidetracking a well which hias previously preduced, reimbursement shall be on the basis of the well's
salvable materials and equipment dowa 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 aad 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 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 cight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by
tune incurred during such exteaded response period. Hnore than one party clects 1o take such additional time to respond to the natice,
standby costs shall be allocaled between the parties taking additional time to respond on a day-to-day basis in the propodtion each electing
ol all the clecting parties. In all other in-

v

party's interest as shown on Exhibit “* A" bears 1o the total interest as shown on Exhibit "' A

stances the response period 1o a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Euch party shnll take in kind or separately dispose of its proportionate share of all ail and gas produced from the Contract Area,
cxclusive of production which may be used 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 separate disposition by any
party of its proportionate share of the production shall be borne by such party. Avy-partytaling-itashnreofproductionti-dind-shal be

7
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ARTICLE Vi

continued
cequiced ta_pny for ooy its propaconute shace of such paut of Opeintoe’s sucfuce fucibitieswhiclit uses.

Each party shall execute such division orders and continets ns may be necessary for the sale ofits intecest in production from

the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment diteetly from the putchaser thereof for

its share of all production.

In the cvent any pinty shall fail (o nake the anangenients necessary 1o take in kind o sepanately dispose ol its propoitionate share
ol the oil produced from the Contract Area, Operator shall have the tight, subject to the revocntion nt will by the pnity owning it, but not
the ()lvllpnllun o p\ll(,hd\l_ such oil or sell it to others at any Gmie and from time to time, futheaccountofthanontakingparty-atthe
: : . Any such puichase on sale by Operator shall be subject always to the right of the
owner of the pr()ducli(m fo exercise at nny lime its tight to nke in kind, o separately diapose of, its share of all oil not previossly
delivered to a purchaser. Any purchase or sale by Operntor ol any other paity's share of oil shall be anly for such reasonable peciods of
time as are consistent with the mininmwum needs of the industiy under the paiticular circumstances, but in no event for n period in excess
ol one (1) year. ¥ and shail account o such party for the actual net proceeds received for such production. il sold. or the
currentmarket price il purchase by Opcrator,
In the event one or more pauties” sepacate disposition of is share of the gas causes sphit-strcan deliveries (o separate pipelines
wmnd/or deliveries which on n day 1o day basis for n.ny renson e not exactly equal o a party's tespective proportionate shine of total gas

sales to be allocated 1o it the balancing or accounting between the sespective accounts of the patics shall be in accordance witl any

gas balancing agrecment between the padtics liereto, whether such mnageecment is attached as Exlibit “'E' ) or s a sepande agrecment.

D. Access to Contract Aven and Information:

Each party shall huve access to the Contract Arcaat all rensonnble times, aits sole cost and 15k ) inspect or ohserve operations,
and shall have nccess at reasonable times to infounntion pertaining to the developiment or operation thereol, inclading Operntor’s baoks
nnd records relating thereto. Operator, upon peqaest, shall finish cach ol the other parties with copics of wll focms or tepats Liled witin
governmental agencies, daily dvilling reports, well fops, tink tables, daily paupe and tun tickets and tepoits of stock on hand at the
first of cach maonth, and shall inake available samiples of any cores or cuttings taken from any well diilled on the Contiact Aren. The
cost of gathering and furishing information to Noa Operator, other than that specified above, shall be charged 1o the Nan-Opegaton

that requests the information.
. Abandomment of Wells:

1. Abandonment of Dy Holes: Except for any well diilied or deepened pursunntto Asticle VIB 2., any well which has been

diilled or deepened under the terms of this agiecment and is proposed (o be completed ws a dey hole shall not be plugged and abnndoned
without the consent of all parties. Should Operator, after diligentelfort, be unnble to contnet nny puity o should any paity ail to reply
within fotty-cight (48) houra (exclusive of Snturday, Sundny nad legal holidays) nlter receipt of notice of the proposal o plug and nbiandon
such well, such party shall be deaned 1o have consented 1o the proposed abandonment. Al such wells shall be phugged sml abandoned
in accordance with applicabile tepulations and al the cost, tisk and expease ol the partics wha participated i the cost of deidling o decpen-

iny, such well. Any patty who objects (o plugging and abandoning such well shatl have the 1ight to take over the well and conduct further

operations in search of oil wnd/or gas subject Lo the provisions ol Adticle VILIY

2. Abandoment ol Wells that have Produced: Except lor any well in which a Non-Consent operation has been conducted
hereunder Tor which the Consenting Parties have not been fully teimbuised as herein provided, any well which has been completed
as a producer shatl not be plugged and abandoned without the consent of all pacties. I all padties consent o such abandonment, the well
shall be plugged and abandoned in accardance with applicable 1egulations and at the cost, risk and expense of afi the parties hereto. If,
within thirty (30) days after receipt of notice of the proposed abandanment of nny well, afl parties do not agree to the abandonment of such
well, those wishing 10 continue its aperation from the interval(s) of the fornmation(s) then open to production shatl tender to cach of the
ather parties its propotionate shace of the valie of the well's salvable materind and equipmient, deteomined i aceardance with the provi-
sions of Exhibit ©C™", less the estinated cost of salvaging and the estimated cost of plupging and abandoning. Lach abandoning
party shall assign the non abandoning pattics, without wasianty, express or inplied, ns to title or ns 1o quantity, or fitbess lor use
of the equipment and material, all of its interest in the well and related equipment, together witly its interest in the leasehold estate as to,
but only as to, the interval or intervals of the formation or formations then open to production. I the interest of the abandouning party
is o1 includes an oil and gas interest, such party shall execute and deliver to the non-abandoning paity o1 parties an oil and gas fease,
limited to the interval or intervals of the Tormation or formations then open to production, for i term al one (1) year aind so long therealter

as it and/or gas is produced Nom the isterval or intervals of the formation or formations covered ticreby, such fease to be on the fonn

attached as Eabhibit
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ARTICLE Vi

contlnued

B Phe assigniments or leases so limited shall encompuss the “drithog unit’” upon which the well is located. The
payments by, and the assignments or leases 10, the assignees shall be inasatio based upon the relativnship of their respective peicemage
of participation in the Contract Arca to the aggregate of the percentages of patticipation in the Contract Area of all assignees. There

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

Thereafter, abandoning paities shall have no further respansibility | Hability Cor interestin the operation of or production fram
the well i the interval or intervals then open other than the toyaltics retined inany lease made vndes the terms of this Article, Uponae-
quest, Operator shall continue o operate the assigned well (or the nccount of the non-ubandoning puities at the rates and charges con-
templated by this agreement, plus any ndditional cost and charges which mny atise ns the result of the separate ownership of the assigned
well. Upon proposed nbandonment of the producing interval(s) nssigned or leased, the aasignar or lessoc shall thea have the option to
tepuichuse its prioc Interestin the well (using the swne valuation Tormala) and piticipate in funther opertions therein subjectto the pro-

visions hereol,

3. Abandonment of Non Consent Operations: The provisions of Aiticle VITE ] or VILE2 above shall be applicable as
between Consenting Partics in the event of the propased abandonment of any well excepled from said Aiticles; provided, however, no
well shall be permanently plugged and abandoned vnless and until all pacties having the right to conduct further operations therein have
been notified of the proposed abandonment and alforded the opportunity (o elect to take over the well in accordance widh the provisions

ol this Article VLE.

ARTICLE VI
EXPENDITURES AND LIABILTYY OF PARTIES

A. Linbility of Parties:

The Hability of the puties shall be several, not joint or collective. Bach party shall be responsible anly for its obligaiions, and
shall be liable only far its propostionate share of the costs of developing and aperating the Contract Arca. Accordingly, the liens granted
mmong the pasties in Article VILB. are piven to sccure only the debts of ench severatly . It is not the intention of the parties to crente, nor

shall this agicement be constived as creating, a mining or other partnership or association, or torendey the parties lable as partoers.

B. Liens nod 'nyment Defanlts:

Each Non-Operator grants to Operator a lien upon its oil and gas 1ights inthe Contract Arca, and a security interestin ils share
of ol and/or pas whea extencted snd it intecest in all cquipncent | to rceare payment al fa shnre ol expense together with intcrest 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 shiall be entitled 10 exercise the sights and remedies of a sceured panty under the Code. The bringing of a suit and the ob-
tining of judgment by Operator {or the secued indebtedness shall not be deemed an clection of temedies or other wise alfectihe fien
tights or security interest as security for the payment thereol. In addition, upon default by wny Non-Operator in the payment ol its share
ol expense, Operator shiall have the right, without peejudice ta ather tights or temedies, to colleet from the putchaser the proceeds from
the sale of such Non-Operator’s share of oil and/or pas until the amount owed by such Non-Operator, plus inteiest, as been paid. Each
puechaser shall be eatitled to 1ely upon Operator’s wiitten statement concerning the amonnt of any delault. Operator gramts a like bien

and sceurity interest to the Non Operators ta seevre payment of Operator's proportionale share ol expense.

Il any party fails or is unable 1o pay its shate of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting patics, inchuding Operator, shall, upon reguest by Operator, pay the unpaid amount in the proportion thi
the interest of each such parly beas o the interest of all such padties. Each patty so paying its share of the unpaid amoung shatl, to obtain

reimbursement thereol, be subtogated to the secusity tighis described in the foregaing paragraph,
C. Payments and Accounting:

Exeept as herein otherwise specilically provided, Operator shall promptly pay and dischmpe expenses incutred in the develop-
ment and opertion of the Contract Arca pursaant o this sgeecment aod shall chacge cach of the parties hereto witlitheir espective pro-

portionate shares upon the expense basis provided in Exhibic ' C*. Operator shall keep an accurate recond of the jointCaccount hereunder,

showing expenses incurred and charges and credits muade and received.

Oyprcanton, nt its ele tinn, <holt have the right Broaaime o e 1o demannd and jeecive ron the other paities paymenl i advance
of their respective shares ol the estimaled anount of the expense 10 be incuried in aperations heveunder during the next succeeding
imanth, which right may be exercised only by submission to each such party of s itlemized stieiment of such estimated expense, together
with an invaice for its share thereol. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20ty day of the next preceding month, Each paty shall pay 1o Operator its proportionate share of such estimate within
filicen (15) days afier such estimate wd invoice is 1eceived, U any paty fails to pay its shiare of said estimate within said time, the aoount
due shall bear interest as provided in Exhibit O until paid. Proper adjustiient shall be made monthly between advances and actual ex-

pense  the end that cacls party shidl bear and pay its proportionate shae of actusl expenses incuried, wnd wo nore.

D. Limitwtion of Expeaditures:

1o Dail) oi Deepen: Without the conseat ol all pastics, no well shall be drilled or deepened, except any well diilled or deepened

pursuant o the provisions of Article VI 1.2, of this agreement. Consent o the diilling or deepening shall include:
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ARTICLE VII

continued
iy Option No. 11 All necessary expenditures Tor the drilling or deepening, testing, completing and equipping of the well, including
necessnty tankage and/orc surluce facilities,
L3 Option No. 2: All necessary expenditures for the diilling 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 Rurnished to the partics, Operator shall give immediate notice
to the Non-Operators who hive the right to participate in the completion costs. The parties receiving such notice shall have forty-cight
(48) hours (exclusive of Satnday, Sunday and legal holidays) in which to elect to participate in the selting 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-
chuding necessary tankage and/or surface facilities. Failuie ol any paty 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 parties,
clect to set pipe and to atlempt a completion, the provisions of Article VI.B.2, hercof (the phrase ““reworking, deepening or plupging

back"* ns contuined in Article VI.B.2. shull be deemed o include “completing ™) shall apply o the operntions therenller conducted by less

than all partics.

2. Rework or Plug Back: Without the consent of all pattics, no well shall be sewarked or plugged buck except w well teworked or
plugged back pursuant to the provisions of Atticle VILB.2. of this agreement. Consent tothe rewarking or plugging back of a well stinli

include all necessnry expenditures in conducting such operations and completing and equipping of said well, including necessary tankape

and/or surface facilities.

3. Other Operations: Withoul the consent of all patics, Operator shall not undertake any single project teasonably estimated
to require an expenditure in excess of bwenky=five Lhousanddollars (3.25,000.00__ )
except in connection with a well, the drilling, rewaorking, deepening, completing, recompleting, ov plugging back of which has been
previously authorized by or pursunnt to this ngreement; provided, however, that, in case of explosion, fite, fowd or other sudden
cmergency. whether ol the smme or different mature, Operator sy tnke such steps and incur such expenses ns in ity opinion are required
to deal with the emergency to safepuand tife and propesty but Opesator, as promptly as possible, shall iepott the emcergencey to the other
partics. If Operator prepares an authority for expenditure (AFLE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereol for any single project costing in cxcess ol _fifteen thousand =

Dollars ($__195.000.00 ) but less than the amount fiest set forth above in this paragraph.
E. Rentals, Shut-in Well PPayments and Mininnan Royalties:

Rentals, shut-in well payments and minbnam royaltics whiclimay be required under the terms ol any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. T the event two or more paities own and have con-
tributed interests in the sume lease to this agreement, sucl pacties may designate one of such paities to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payiment of any sental, shut inwell payment or minimum royalty through mistake or oversight where such pay-
ment is required 1o continue the lease in force, any foss which 1esults fron such non payment shalt be borne in accordance with the pro-
visions of Aiticle 1V.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in pas well, or the shutting in or ieturn to production
ol a producing gns well, at least five (5) days (exchuling Saturday, Sonday and legal holiday), or ab the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no lability for failute to do so. Inthe event of failure by Operator to so notily
Non-Operator, the loss of any Ieasc contributed hereto by Non-Operator for faituie to make timely payments of any shut-in well payment

shall be borne jointly by the partics hercto under the provisions of Article 1V.B.3.
15, "Taxes:

Beginning with the first calendar year after the effective date hereol, Operator shadl render for ad valorem taxation all prope:ty
subject to this agreemient which by law should be vendered for such taxes, and it shall pay all such taxes assessed thercon before they
become definquent. Prior to the rendidon date, each Non-Operator shalt furnish Operator information as to bardens (ta include, but not
be limited o, royaltics, overriding royaltics and production paymients) 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 being subject to oulstding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefvom shafl inure to the benefit of the owner or
owners of such leasehold estate, and Operivtor shafl adjust the charge to such owner or owners 50 a8 (o reflect the benelit of such reduc-
tion, ihe ad valorem taxes are based in whole or in part upon sepatate valuations ol each party’s working interest, then notwithstanding
anything to the contrary hercin, charpes to the joint account shall be made and paid by the parties hereto in accordance with the tax
vilue gencrated by cach party's working interest. Operator shall bill the other partics for their proportionate shases of all wx paymenis

in the manner provided in Exhibit €77,

H Operatoe considers any tax assessient improper, Operator iy, ot its discretion, protest within the time and manmer
prescribed by law, and prasecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
inination, During the pendency of administrative or judicial proceedings, Operator may clect to pay, under protest, all such taxes and any
interest and penalty. When any such protested assessment shall Juve been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty aceried, and the total cost shadl then be assessed against the parties, and be paid by

them, as provided in Exhibit " C™".

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

respect (o the production or handling ol such party’s share of oil and/or pas produced wander the tenns ol this agiecement,

10
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ARTICLE VI

contlnued
G, Insurance:

At all times while operations are conducled hereunder, Operiar shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator imay be a sell-insucer for liability under said com-
pensation laws in which event the only chinge that shall be made to 1he joint necount shall be as provided in Exhibit ©*C*'. Operator shall
nlso carry or provide insurance for the benelit of the joint acconnt of the partics ns outlined in Fxhibit 13", attnched to and made n pait
hereof. Operator shall require all contractors engoaged in work on or lor the Continel Area lo comply with the workanen's compensation

law of the state where the operations are being conducted and to maintain such other insurance as Operalor may require.

In the event automobile liability insurance is speciticd in said Exhibit "D or subsequently teccives the approval of the

pattics, no direct charge shall be made by Opcrator for premivms paid Tor such fnsutance for Operntor’s nutomotive equipiment.

ARTICLIEY VI
ACQUISITION, MAINTENANCE OR TRANSIER-OF INTEREST

A. Surrender of Lenses:

The leases covered by this agiecnient, ingofun as they embrace nereage in the Contunct Avea, shall not be sinrendered in whole

or in part unless all partics consent thereto.

However, should nny pasty desire to surrendes its interest in any lease or in any postion thereof, nd the other parties do not
npree or consent thereto, the paity desdiing 1o aurrender sholl naalgn, whthout exprean or implicd warronty of 1itle, all of lts baerest In
such lense, or portion thereof, nod any well, muterint and equipment which miny be Jocuted thercon and nny tights in production
therealter secured, 1o the partics not consenting to such swivender. H the interest of the assigning paity is or includes an oil and gas in-
terest, the assigning party shall exceute and deliver to the party o: patties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a tecar ol one () year amd so loag therealter as ol and/ar gas is produced fromn the faod covered therelry, such
lease to be on the form attached hereto as Exhibit "B Upon such assignment ot lease, the assigning paity shall be relieved fiom all
obligations thereafter accruing, but not theretofore ncerved, with tespect to the inferest assigned or leased and the operation of any well
attributable thercto, and the assigning party shall have no furthes interest in the assigned ar feased premises and its equipment and pro-
duction other than the royalties retained inany Jease made under the terms of this Article. The party assignee or lessee shall pay to the
paty assignor or lessor the reasonable salvage value of the latter's interest in any wells and cquipment attributable to the assigned or leas-
cd acreage. The value of all material shall be detesmined in accordance with the provisions of Exhibit C™" | less the estimated cost of
salvaging and the estimated cost of plupging and abandoning. I the assignment or fease is in lavor ol more than one patty | the interest

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

Any assignment, lense or sunrender made under this provision shall not reduce or chanpe the assignor’s, lessor’s or surendering
pasty’s interest as it was imimcdiately belore the assignment, fease or sunender in the balance of the Contrnet Arca; and the ncicage

assigned, leascd or surrendered, and subsequent operations thereon, shall not therealler be subject 1o the terms and provisions of this

apreccnt.
BB. Renewal or Extension of Lenses:

If any paity sccures a rencwal of any oil and pas lease subjectio this agrecment, all other parties shall be notified promptly ., and
shadl havve the sipht Tor n pediad of thinty (W) days Tallowing reccipt of such notice in which to eleet 1o participate in the ownership of the
renewal lease, insofar as such Jense aliects lands within the Conteact Aten, by paying to the party who neguired it their several proper pro-
pottionate shines of the acquisition cost atlocated to that part of such Jease within the Contiact Area, which shall be in propottion to the

interests held at that time by the paties in the Contract Area.

I somie, but less than all, of Uie parties elect to paiticipate inthe purchase ol a renewal fease, it shall be owned by the paities
who elect to pasticipate theicin, in i ratio based upon the relationship of their sespective percentage of paticipation in the Contract Area
to the aggregate of the percentages of participation in the Coutract Area of all pattics panticipating in the purchase of such tenewal lease.

Any renewal fease in which fess than all parties elect to paticipate shall not be subject (o this agrecment.

Fach panty who paiticipates i the purchase of a renewal lease shall be given an assigaiment of its proportionate interest therein

by the acquiring paity.

The provisions al this Article shall apply to rencwal leases whethier they are for the entive interest covered by the expiring lease
or cover only a partion of its arca or an futerest therein, Any renewal lease taken before the expiration of its predecessor lease, or tuken or
contracted Tor within six {(6) months afier the expitation of the existing lease shall be subjeet 10 this provision; bat any lease taken ot con-

tracted for maore than six (6) months alter the expiration of au cxisting lease shall pot be decimed wenewid teitse and shall aot be subject to

the pravision of this agicement.

The provisions in this Adicle shall also be applicable (o extensions of oil and pas leases,

C. Acrenge or Cash Contributions:

While this agrecment is in foree, i any pasty contincts tor a contribution of cash towaeds the drilling of wowell or any other
operution on the Contract Aren, such contribution shail be paid to the party who conducted the diilling or other operation and shall he
applicd by it against the cost of such drilling or other operation. If the contribution be in the form ol acsenge, 1he party 1o whoio the con-
tribution is made shall prompty temder an assignment of the acreage, without warraity of title, to the Drilling Paties in the propartions

1t
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ARTICLE VI
cointinued

said Dailling Partics shared the cost ol diilling the well. Such acreape shall become asepaate Contract Area and, to the extent possible, be
governed by provisions identical 1o this agreement. Each party shadl prompdy notify alb other partics of any nerenge or cash contributions
it may obitain in suppoirt ol any well o any other operation onthe Contract Area. The ahove provisions shall also he applicable to op-

tional rights to earn acreage outside the Contract Area which are in support of o well diilled inside the Contract Area.

IMany party contracts for any consideration relating o disposition of such paity s share of substances produced hereunder, such

consideration shall not be decined a contribution as conteinplated in this Anicle VIT.C.

D. Maintenance of Uniform Interest:

For the purpose of maintnining unilormity of owaership in the oil and gas leaschold interests covered by this agreement, no
paty shall sell . encumbes trnnsfer or make athee disposition of ite imderest ia the lenses crnbraced within the Contrnet Acen inid in wells,

cauipment and prodaction anless such disposition covers cither:
L. the entine interest of the party inall leases and cquipment and production; o
2. an cqual undivided interest in all leases and equipment and production in the Contract Arca.

Every such sale, encumbrance, transfer or-other disposition miade by any parly shall be made expiessly subject o this agiecment

and shall be made without picjudice to the right ol the other pantics.

{f, at any time the inferest of any panty is divided among and owoed by four or mote co-owners, Operator, at its discretion, may
require such co-owners (o appoint a single trustee or agent with [ull authority (o receive notices, approve expenditures, receive billings for
und approve and pay such pacty’s share of the joint expenses, and o dead penerally with, and with power 1o bind, the co-owners ol such
party s interest within the scope ol the operations embiaced inhis agrecment; however, all sich co-owners shall have the riplt w enter
into and execute all contracts or agrecments for the disposition of their respective shaes of the oil and pas produced from the Contaet

Arca and they shall have the vight 1o 1eceive, sepaately, payment of the sale proceeds thereol
E. Walver of Rights to Partition:

I permitied by the laws of the state or states in which the property covered hiereby s Tocated, each party heieto owning an
undivided interest in the Contiact Arci waives any and all rights it may have to partition and have set aside o it in severalty its undivided

interest therein,
—F—Preferentink-Right+to-Purehuve:

————Shouldruny-prrty<destre-tomselniorany-porol-iteinteresti-undai-thisagr sancnteoeilstiphtsandintogsti-in-the-Con :(
Avca, it shall promptly give wiitten notice to the other patics, with Tl information concerning its propased sale, whie h:ﬂlmf:c
naine and address of the prospective purchases (who must be ready, willing and able to purchase), the purchi@Se price, and all other terms
of the oifer. The other partics shall then lave an optionad peios riglt, foc a period of rﬁm/(‘?:_lefr) receipt of the notice, to purchiase
on the same terms and conditions the interest which the other party propases o sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased meﬂ srtions that the interest of each bears 1o the total interest of all purchasing par-
tics. However, there shall be na prefertatial right to purchase in those cases where any patly wishes to morigage its interests, or to
dispose of its inte ntfbﬁnc/q;f::\imgnniuni(m, consolidation, or =ale of all or substantially all of its assets (0 a subsidiary or parent com-

panyeTito-a subsidinry ol a_purent_company _or to oy company_iuswhich any_one pady owns g ougorily of the stock .

ARTICLI IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is notintended to create, and shall not be constieed o ereate, arelationship of partaership or an association
for profit between or among the parties hiereto, Notwithstanding any provision herein that the sights and Jiabilities hereunder are several
and not joint ar collective, or that this agreciient and operations hercunder shall not constitate a paineiship, il, for federal incomie tax
purposes, this agreement and the operations hereunder are regaded as a partnership, each party hereby altecied cleets to be excluded
from the application of all of the provisions of Subchapter K™ Chapter 1, Subtitle " A™, of the Iternal Revenue Code of 1954 as per-
mitted and authorized by Section 761 of the Code and the segubtions promudpated theseunder. Operator s asthorized and ditected to ex-
ccute on behall of cich paity hereby alfected 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 specilically, but not by way ol limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach paity hereby affected give further
cvidence of this election, each such party shall exceute such doctmuents and furnish such other evidence as may be required by the
Fedenad Intenmd Revenoe Service o as sty be accesany to evidence this clection. Nesady panty shall give iy notices on tiake any other
action inconsistent with the clection made hereby. Hany present or future income G laws ol the state or states in which the Conteact
Area is located or any future income tax Taws of the United States contain provisions similar to those in Subchapter K™, Chapter 1,
Subtitle ““A"", of the Intetual Kevenue Code of 1954, under which i election simifar to that provided by Section 701 of the Code is per-
mitted, each party hereby alfected shall make such clection as may be permitted or required by such laws. In making the foregoing clec-
tinn, cach such party states hat the income derived by such party fram operations heceander canbe adequately determined without the

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

Operatar may settie any single uninsured third party damage claim or suit atising from operations hercunder if the expenditure

ten thousand -—--—----—-—-—-= . Dollars

does not exceed .
$_10.00 0.00) and if the paymentis in complete settlement of such claim or suit. If the amount required for settiement ex-

ceeds the above amount, the parties hereto shall assuine and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participaling in the aperation fiom which the claim or suit arises. If a clain is made against any party or if any party is
sued on account ol any matler mining lrom operations hereunder over which such individual has no control beenuse of the riphts givea
Opcrator by this agrecment, such party shall immediately notily all other parties, and the claim or suit shall be treated as any other claim

or suil involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

Il 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 pnyuﬁcnls, that party shall give to all other parties prompt written nolice of the farce majeure with
reasonably full particulars concerning it; thereupon, the obligntions of the party giving the notice, 8o far ns they are affected by the force
muajeure, shall be suspended during, but no fonger than, the continuance of the force majeure. The nffected party shall use all reasonable

diligence to remove the force majeure situntion as guickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispateh shall not require the settlement of strikes,
fockouls, or other fabor difficulty by the party involved, contrary to its wishes; how all such difficultics shall be hundled shall be entirely

within the discretion of the patty concerned.,

The term “foree majane™’, as here employed, shall mean an act of God, stiike, lockout, or other industrial distuibance, act of
the public enemy, war, blockade, public riot, lightning, {ure, storm, flood, explosion, governmental action, governimental delay, restraint
or inaction, unavailability of cquipment, and any other cause, whether ol the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE X11.
NOTICES

All notices authorized or required between the partics and regnired by any ol the provisions of this agreement, uniess otherwise
specifically provided, shall be given in writing by niil or telegram, 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 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 natice in
responsce thereto shall run from the date the originating notice is recetved. The second or wny responsive notice shall be deetied given
when deposited in the mait or with the telegraph company, with postage or chiaiges prepaid, or sent by telex or telecopier. Each party

shall have the right to change its address at any time, and [om time to time, by giving wiitten notice thereof o all other parties.

ARTICLE XIIT.
TERM OF AGREEMENT

This agreement shall remain in (ull force and effect as w tne oil and gas feases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party heieto shall ever be construed as having aoy right, title or interest in or (o any

lcase or il and gas interest contributed by any other patty beyond the term of this agreement.

Option No. 12 Se long as any of the oil and gas leases sobject to this agreement remain or are continoed in force as to any part

ol the Contract Arca, whether by production, cxiension, rencwal or otherwise.

b Option No. 2: In the event the well described in Article VILAL, or any subsequent well drilled under nny provision ol this

mrrecincent, results in production of oil and/or pas in prying quantities, this agreement shall continue in force so long as any such well or
wells prixduce, or are capable of production, and for an additional petiod of Q9 Q.. days lroni cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, decpen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreament shalt 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 described in Article VLA, or any subsequent well diitled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Arca, this agreement shall terminate unless drilting, deepening, plugging back or rework-

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

It is agreed, owever, that the termination of this agreement shadl not relieve any party hereto from any liability which has

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

A. Laws, Regulations and Orders:

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

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited 1o, maters of performance, non-performance, breach,
remedics, procedures, rights, duties wnd interpretation or construction, shall be governed and detennined by the Inw of the state in which
the Continct Aren is located. I the Conttact Aren is in two or more stales, the law of the stve of __ Naw-_-Mexicog——

shall govern.

C. Regulntory Agencles:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or telease 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 1o oil, gas and mincral operations, including the location, operation, or production of wells, on tracts olfset-

ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non Operitons agree o aclease Operator from any and all losses, damages, injurics, claims
and causes of action arising out of, incident to or resulting divectly or indirectly from Operntor’s interpretation or application of rules,
rulings, regulations or orders of the Depattment of Encrgy or predecessor or successor ngencies to the extent such interpretation ar ap-
plication was made in good faitl. Each Non-Operwtor further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to tefund, tebate or pay as a result of sucly an incorrect interpretation or

application, togethier with interest and penaltics thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such docwients as may be teguired to be submitted to the purchaser
of any crude oil sold hercunder or to any other person or entity pursuant to the requirements of the **Crude Qil Windfall Profit Tax Act
of 1980"*, as same may be nnended from time 1o time (**Act™’), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant Lo said Act. Each party hereto agrees to turnish any and all cetifications or other informalion

whicli is required to be furnished by said Act in a timely manner and in sufficient detail to permit comipliance 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 Opcrator of the Contract Acvea, and its lack
of ownership in the Contract Area shall not be cause for its

removal as Operator of the Contract Area.
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ARTICLE XV
MISCELLANEQUS

This agreement shall be binding upon and shall inure to the benefil of the parties herelo and to thek
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
original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of _1st day of February, 2001.

OPERATOR

RICHARDSON OPERATING COMPANY

Cathleen Colby, Attorney-inGFact
Date: &‘0"“@‘/7 l 200l

NON-OPERATORS

Witliam A Hall

Date;

RICHARDSON PRODUCTION COMPANY

lattlos, Ctlta,

Cathleen Colby, Attomey~ingact

Date. E’loruary I, 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.

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

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

1l RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES:

Limited in depth to the Pictured Cliffs formation

L. 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

Iv. LEASES SUBJECT TO THIS AGREEMENT:

TO BE DETERMINED

A-1



STATE OF COLORADO )
) ss.

COUNTY OF DENVER )

The foregoing instrument was acknowledged before me this 1™ day of T'ebruary, 2001, by
Cathleen Colby as attorney i fact on behall of Richardson Operating Company and Richardson
Production Company.

My Cominission xpires: / O - 5I”O£ Dmma/\ﬂb NUA

Notary Public

STATE O NEW MEXICO )
) SS.

COUNTY Ol SAN JUAN )

The foregoing instrument was acknowledged belore me this day of

February, 2001, by William AL Hall.

My Commission Expires:

Notary Public
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fpemmmamled |1y o Coundl

ol Patralavay Accnvalanty

EXHIBIT

Attached to and made a part of that certain Operating Agreement dated February 1, _2QO1, between
Richardson Operating Company, as Operator, and Richardson Production Company and William A _Hall, as

Non-Operators.

ACCOUNTING PROCEDURI
JOINT OPERATIONS

FoooGENERAT PIIOVISTONS

I. Delinitions

“Joinl Property” shall menn Uie aeal and personal property subject to e aprecment to which thin Aveounting Procedue
in nllnched,
“Joiul Operntiona”™ stiadl rean wdl operalions necensay o proper foc the dovelopment, opecatton, prolectlon wod bl
nunee of the Joint Vropoerty.
"Joinl Accounl” shall mean the neemmt showing e eliageea pid aod eredils recelved in the conducl ol the Join!t Opera
tions and which are o be shared by the Parlies.
"Operator” shall nrenn the parly deslpnated o conduel the Joint Operatioon,
“Mon-Oporntors” shull mewn the Pacties Lo thin wpoeecment other than tho Operador,
"Partles” shndl mean Operutor wid NMon-Operators.
“First Lovel Supervisors” shull mesn those ainplayeca whose prinaey funceljon in Joint Qporalions in the divecl nupoervizion
of olhier employces nod/or continet Tabor divectly. enmployed on tie Joint Property Tnon fehd opernling enpgity.
CTechinleal Bmployees” shall mean ione vonployees having apecind and specific enpineeting, geolegics]l or other profes
alonal skills, and whone prinaney Tuncetion in Joint Operationa fa Uie inndling of apecilic operating condiUong and prolidemes
for the benelit of the Joint Properly.
“Pernonal Bxpenses” shall mean Doavel and other veasonable veimburgable exponses of Opecator’s cmployeen.
“"Miderind” shull monn pecsonad properly, equipment or supplicn sequived or hold for wse on the Jofal Property,
“Controtiable Matevinl” ghiadl menn Mater ind which al the tiime da so clunsified To the Muterinl Clasailication Manuu® ny
mast secently recormmendaed by the Couneil of Peliolewnm Accauntants Socielios.

2. Stalement and Dillings

Operalor shall Lill Mon-Operators on or befoce o laal day ol ench moenth Tor thelr propor tionete ehinee of the Jolet A
count for the preceding month. Such bilka will e necompreaied by statementa whiceh identily Uie nuthovity Tor expenditore,
fense or Tacility, nnd nll chavges aod credits sunmmavized by approprinle ¢lmsifications of fnvestiment wnd expenze except
that items of Controlluble Materianl wnd unuzund chiarpens and eredits abhall he sepnvately identifiod nond fully deseriliod in

deluil.
4. Advaneen mnd Paymente by Plon Operalors
A. Untess olherwise provided for in Uie apaeement, the Opeentor ey cequive the Mon Oporators te advanee their

shure of eatimuled ensh outlny Tor the succeeding montl'e operntion wlthin filteon (I6) duys nfter receipt of the LI
ing or by the lival day of the month for which U advance is voquired, whlehover in Inter, Operator ehdlndjunt cuch
monthly bitng to velloct advanccey recelved from the Mon-Qperalors,

13. Foach Mon-Operntor shall pay L propos Gon ol ol Ltk within Gfteen (16) days after v eeelpt T payment in nol miade
wilhin such time, the unpaid batanee shall hese inderest monthly ol the prlme anle by elfeetnl . Chase o
Manhattan,. New_ Yorio o the [ist day of the awgnlh fnowhilel delinguency aecura pdan 1% or Ure o
conbract rate pormitted by the applicable veury bnws in Ure olade in which e Joint Property ds loented, whichoever

ix the Tesaer, plus aQBorney’s feey, courl cosly, wnd othoer costs In connecllon willhe the collection of unpaid wimounty.

4. Adjustinents

Payment ol any such bhilla shall not prejudice the vipht of any Mon Operalor Lo prolest o gqueation the correclinean ther eof;
provided, however, ulb Lilly nod abdementa vendered Lo Flon Operators by Operator daving any enlendur year shall con.
clusively Lo presumed Lo be Grue and correct nftor Geenty - Tour (24) monthy followlng tie end of any such enfendas yonr,
unlesa within the aaid Leenly-four (24) tronth period a Non-Operator nlies wrillon excoplion therelo nnd malkes elaing on
Operntor for adjustimenl. Mo adjustinent Tavorable o Opecntor shall ho mada unless iUis manda within tie smone prenceribod
period, ‘The provisions of this proageaph shall not prevent ndjustinenls resulting fronn a physical nventory of Controlluble
Muterinl as provided for in Section V.



5. Audils

A. A Non-Operator, upon nolice in writing la Operator and all other Non-Operators, shall have the righi to audit Opera-
tor's aecounts and records relating o the Joint Account for wny cadendar year within the twenty-four (24) muonth
period following the end of such calendar year: provided, however, the maddmg ol an audil shadl not extend the time
for the taking of wrilten exception to and the adjustroents of aceounts as provided for in Parmggraph 4 of this Sceetion
[. Where there are twao or more Non-Operators, the Mon Operatoes shall nvadae every reasonable effort to condaet a
joint nudit in amanner which will resull i aminiman of inconvenience lo the Operator, Operator shall bewr no por-
tion of the Non-Operators’ audit cost inewrred under this paeagreaph andess apreced o by the Operator, The aandits
shall not be conducted more than once each yemr withoul prior approval of Operator, excepl upon the regipnation or
retnaval of the Operatar, and shall be made at the expense of those Non Opoerators approving such aadit,

B, The Operator shall veply in swriting Lo an audil reporl within 180 days aller receipl ol such report.

6. Approval By Non-Operators
Where an approval or olher apreement of the Parlies or Non-Operadors is expressly required under other sections of Uhis
Accounting Procedure and if the aprecement lo which this Aceounling Procedure is atlached containg no conlrary provisions

in regard therelo, Operator shall notifly all Non Operators of the Operator’s proposal, and the apreement or approval of
a majority in interest of the Non Operators shadl he conteolling on all Non-Operators,

I DIRECT CHHARGES
Operator shall charge the Joint Accounl with the following items:

1. Ileological nnd Environmental

Cosls incurred for the benefit of the Joint Properly as a resull of povernmmental or regulatory requirements to aalisly environ-
mental considerations applicable o the Juint Operations. Such cosls may inchude surveys of an ecological or archacologicnl
nature and pollution control procedures as required by applicable Liws and regulations.

2. Rentals and Royallies
Lease renlalg and royallies paid by Operator Tor the Joind Operations.

N3 Labor

A. (1) Salaries and wages of Operator’s Neld eniployees direetly employed on the Joint Property in the conduct of Joint
Operalions,

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

(3) Salaries and wages of ‘Technical Eimnmployees divectly employed on the Joint Property if such charges are exceluded
from the overhead rales.

(4) Salaries and wages of Technical Finployees either temporarily or permanceatly assipned lo and directly employed
in Lhe operation of the Joint Properly if such charges are excluded from the aoverhend rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allownnces paid to employoees
whaose salaries and wagres are chargeable to the Joint Account under Paragraph 3A of thig Sccetion L. Such costs under
this Paragraph 31 may be charpad on a “when aad as paid basis” or by "poercentlage nssessient” on the amount of
salaries and wages chargeable to the Joint Aceount under Paragraph 3A of Lhis Section 1. H percentagre assessment
is used, the rate shall be hased on the Operator’s cost experience.

C. Expenditures or conlributions made pursuant lo assessmienls imposed by governmental anthority which are applicable
to Operator's costs chargeable to the Joint Account under Parageaphs 3A and 313 of Lhis Seclion 11.

. Personal Foxpenses of those emiployees whaose sataries and wapes are chargeable to the Joint Account under Paragraph
3A of this Section 1.

4. Employee Benefils

Operator's current cosls of established plans for emiployees’ proup Hife insurance, hospitalization, pension, relirement, slock
purchase, thrifl, bonus, and other henelit plans of a lilce nature, applicable to Operator's abor cost chargeable to the Joint
Account under Paragraphs 3A and 313 of this Scction 11 shall be Operalor's actual cost nol to exceed the percent mosl recent-
ly recommended by the Council of Petroleum Accountants Socielies.

5. Materinl
Material purchased or furnished by Operator for use on the Joint Property ns provided under Section 1V. 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 efficienl and economical operations, The aceumulalion of surplus stocks shall be avoided.

6. Transporiation
Transportlation of employces and Material necessary for the Joint Operations but subject to the following limitations:
A. 1 Material is moved o the Joint Property from the Operator's warchouse or other properlies, no charge shall be made

to the Joint Account for a dislance greater than the distanee from the nearest reliable supply store where like material
is normally available or railway receivingg point nearest the Joint Property unless agreed o by the Parties.




a9.

16,

11

13.

14.

16.

B. I surplus Material is moved to Operator’s warcliotse or other storage point, no charge shadl be mnde Lo the Joint Ae-
count for a distance grealer than the distanee to the nearest relinble supply store where like malerial is normally
available, or railway receiving poinl nearest the Joint Property unless agreed to by the Parvlies. No charge shall be
made to the Joint Aecount for moving Malerial to other propertics helonging to Operator, unless apreed to by the
Iarties. ’

C.  In the application of subparageaphs A and B above, the oplion to equadize or chorge actuad Lrucking cost is availuble
when the actual charpe is $100 or less exeluding aceessorial charges. The $400 will he adjusted to the amount most
recently recormended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and ulilities provided by onulside sources, exeepl serviees excluded by Paragrraph
10 of Section 11 and Pavagraph i, i, and i, of Scecetion TH. The cost of professional consultant services and contract ser-
vices of lechnical personnel directly engapged on the Joinl Properly il such eharges ave excluded from the overhead rates,
The cost of professional consultanl services or conlract services of technidal personnel not divectly enpyred on the Joind
Property shall not be charped to the Joint Account unless previausty ageeed o by the Parties.

Fquipment and Faeilities Furnished By Operator

A. Operator shall chargre the Joint Account for use of Operator owned equipment and facilities at rates commaenzurate
with cosls of ownership and operation, Such rades shall include cosls of maintenance, repairs, other operaling expense,
insurance, taxes, depreciation, and interest on pross investiment less accamuladed depreciation not to exceed
bwelve . percent (([2 0 %) per annung, Sacl ecates shid] nol exceed average commercial vates currently proe-
vailing in the immediate aren of the Joint roperty.

B. In licu of eharges in paragraph 8A above, Operator may elect to use average commereial rates prevailing in the immedi-
ate aren of the Joinl Property fess 20%. For automotive equipment, Opecator may eleet to use rates published by the
Petroleum Motor Transport Associalion.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or vreplacement ol Joint P'roperly made necessary beeause of daanages or losses
incurred by fire, flood, storm, thell, aceident, or other cause, excepl those resulling Trom Operator’s gross negligence or
willful misconduct. Operator shall furnish Non Operator wrilfen notice of damages or losses incurred as soon as practicable
alter a report thereofl has been recerved by Operator,

Legal Fxpense

IExpense of handling, investigating and setUing Hligation or elaims, discharging of liens, payment of jndgements and
amounts paid for seltlement of cluims incurved in or resulling from aperations undoer the agreciment or necessawy Lo protect
or recover the Joint Property, except that no charge for services of Opecator’s legal stalf or fees or expense of oulside altor-
neys shall be made unless previously agrreed to by the Parties. Al olher legal expense is considered to be cavered by the
overhead provisions of Scelion HI unless olhierwise mpreed to by the Parties, except as provided in Section 1, Paragraph

3.

Taxes

All taxes of every kind and nature nssessed or Tovied upan or in conneetion with the Joint Property, the operation thereof,
or the producltion therefrom, and which taxes have been paid by the Operator Tor the benelil of the Pacties, I the ad valo-
rem taxes nre based in whole or in part upan separate valuadions of each party’s working interest, then nolwithstanding
anything to the contrary hevein, charpges to the Joint Account shall he made and paid by the Parties herelo in accordanee
wilh the tax value generated by ench parly’s working intevest.

Insurance

Net premiums paid for insurance required lo be earried for the Joint Operations for the protection of the Parties. In the
event Joint Operalions nve conducted in a state in which Operantor mny act as self-insurer for Worker's Compensation and/
or Fmployers Linbility under the respective state’s laws, Operntor may, at its election, include the risk under its self-
insurance program and in that event, Operador shall include a chiorge at Operator's cost not Lo excecd manual rates.

Abandonment and Reelamation

Cosls incurred for abandonment of the Joint Propecly, including cosls required by povernmental or other reguladory
authority.

Communications

Cost of acquiring, leasing, installing, operaling, repaiving and mamntnining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the evenl commmunicalion [acilities/syslems scrving the Joint
Property are Opcerator owned, charges to the Joint Account shall he made as provided in Parageaph 8 of Lhis Section 11,

Other Expenditures

Any other expenditure not covered or deall with in Ihe foregoing provisions of this Section I, or in Section 111 and which
is of dircet benelit to the Joint Property and is incurred by the Operalor in the necessary and proper conduet of the Joint
Operations.




1.

L OVERHEAD

Overhead - Drilling and 'roducing Operations

B.

As compensaation for administealive, supervision, office services and warehousing costs, Operator shall charpre dritling
and producing operations on eilther:

(x) Fixed Rate Basis, Paragrraph AL or
() Percentage Basis, Parnpraph 18

Unless otherwise agreed to by (he Parties, such charge shall be i liew of costs and expenses of adl offices and salavies
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section I1. The cost and expense of services from oulside sources in connection with matters of taxalion, traffie,
accounting or matters before or involving governmental agencies shatl be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section HI unless such cost and expense are apreed to by the
Parties as a direet chirge to the Jomnt Account, :

The salaries, wages and Personal Expenses of Technieal Employees and/or the cost of professional consultant services
and contract services of technieal personnel dicectly cinployed on Lthe Joint Property:

() shall be covered by the overhead rades, or
( X) shall not Hhe covered by the overhend rates.

The salaries, wages and Personal Dxpenses of Tectmieal Imployeea and/or casls of professional consultant serviees
and contract services of Leehnical personnel either tenmporarily or permanently assigned to and directly employed in
the operation of the Jaint Property:

{ ) shall be covered by the overhead vates, or
( %) shall not be covered by the overticad rates.

Overhead - Mixed Rate Basis

(1) Operator shall charpe the Joinl Account at the Tollowing rates per well per month:

Drilling Well Rate § ..5,000,00 -—.. . ..

(Prorvated for fess than o full maonth)
Producing Well Rute § .500.00
(2) Application of Overhead - Fixed Rate Basis shadl be as Tollows:
() Drilling Well Rale

(1) Charges for deilling wella shall bepin on the date the well is spudded and tevminate on the date the drill-
ing rig, completion rig, or olther unils used in completion of the well is released, whichever is laler, except
that no charge shall be made duving suspension of drilling or completion operations for [ifleen (15) or
more conseculive ealendar days.

(2) Charges for wells underpoing any type of workover or recompletion for a pariod of five (5) conseculive
work diya or more shall be made at the detlling well rale. Such charges shall be applied for the periud
from date workover operntions, wilh iy or olher unils used in workover, commence through dale of rig
or other unit refease, except thal no charge shall be made during suspension of operations for [ilteen
(15) or more consccubive calendar days,

(b) Troducing Well Rates

(1) An aclive well cither produced or injected into for any portion of the month shall be considered as a one-
well chirge Tor the entive month.

(2) Iach active completion in womulti-completed well in which production is not commingled down hole shatl
be considered as o one-well charpe providing each completion is considered a separale well by the govern-
ingr regrulatory authority.

(3) Aninactive gas well shut in because of overproduction or failure of purchuaser to lake the production shall
be considered us aone-well charpe providing the pas well is direcly connected Lo a permanent sales
outlel.

(1) A one-well chavpe shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shadl be made whether or not the well has produced excepl when
dritling well rate applies.

(5) Al other inactive wells (ineluding: hut nol limited to inactive wells covered by unit allowable, lease allow-
able, Uransferred atlowable, ete) shall not qualifly Tor an overhead charpoe.

(1) The well rates shall be adjusted as of the first day of April each yeuar following the effective dite of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
venlly in use Ly the percentinge incrense or decerennse in the nverage weekly enrninga of Crude Petroleum and Goa
Production Workers for the last enlendnr year compared to the ealendar yenr preceding ng shown by the index
of average weekly enrnings of Grude Petroleum and Gas Prodaclion Workers as published by the United States
Department of Labior, Bureau of Labor Statisties, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted vates shall be Uhe vales currently in use, plus or minus the compuled ad-

Justiment,
Overhead - Percentagre Basis

(1) Operator shall charge the Joint Aceount al the Tollowing rates:




(n) Development

Percenl ( %) of the cost of development af the Joint Property exclusive of costs provided

under Par \)'l.l[)h [0 of Section 11 amd all salvapge credits.

(b) Operaling

Pereent ( %) of the cost ol opurating the Joint Property exclusive of costs provided under
_’11:;:1)1\;2 and 10 of Section 11, all sidvagee eredits, the vadue of injected substances purehased for secondary
recovery and all taxes and assessinents whicl are levied, assessed and paid apon the mineral inlerest in and
to the Joint roperty.,

(2) Application of Overhead - Percentage Hasis shaldl be as [nllows:

FFor the purpose of determining charges on a percentage basis under Paragrvaph 18 of this Section [, development
shall include all eosts in eonneclion with drilling, redrilling, deepening, or any vemedial operalions on any or all
wells involving e use of drilling vig and crew capable of deilling Lo the producing interval on the Joint Prop-
erly; nlso, preliminary expendilures necessary in prepacation for deilling and expenditures incurred in abandoning
when the well is nol completed as a producer, and original cosl of construction or installation of fixed assels, the
expangion of fixed assets and any other project elenvly discernible an u lixed aasel, excepl Major Construction na
defined in Parageaph 2 of this Section T Al olher costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costa inearred in the constiuction and inatallation of fixed nasets, the expansion of
fixed assetls, and any olher project elearly discernible as a fixed assel lm]uu ed Tor Lthe development and operation of the
Joint Properly, Operator shall either negoliale a rate prior Lo the beginning of construclion, or shall charge the lmnl
Account for overhead based on the foltowing rales for any Major Construclion projectinexcessol $

A =S=__ % of lirst $100,000 or tolal cost il less, plus
B, _ =3=__ %ol cosls in excess of $1G0,000 bial less than $1,000,000, plus
C. . =2— % of cosls in excess of $1,000,000.

Tolal cost shall mean the pgross cost of any one projecl, For the purpose of this paragraph, the component parts of a single
project shall nol be treated separalely and Lhe cost of dreifling wnd workover wells and actificial HiC cquipment shall be

excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
o oil spill, blowout, explosion, fire, storm, hurricane, or other enlantrophes ng agreed to by the Parties, which are necessury
to restore the Joint Property to the equivalent condition that existed priov to the event enusing the expenditures, Operator
shall either negolinte o rale prior to eharging the Joint Accounl or shadl eharge the Joinl Account for everhead based on
the following rates:

A. =5~ % of total costs through $100,000; plas
B. . =3= % of lotid costy in excess of $100,000 hat less Lthan $1,000,000: plus
C.__=2= %ol tolal cosls in oxcoss of £1,000,000.

IExpenditures subject Lo the overhends above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Scclion 11 shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section [{I may be wmended from time to time only by mutual agreement belween
the Parties hereto if, in practice, the rates are found 1o he insuflicient or excessive.

IV.PRICING OF JOINT ACCOUNT MATIRIAL PURCIASES, TRANSFEIIRS AND DISPOSITIONS

Operator is responsible for Joinl Accounl Malerial and shadl male proper and timely charges and credits for all Malerial inove-
ments allecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operalor's
option, such Malerial may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Malerinl, such disposal being mude either through sale to Operator or Non-Operator, division in kind, or sale o outsiders
Operator may purchase, but shall be under no obligation Lo purchase, interest of Non-Operalors in surplus condition A or B
Malterial. The disposal of surplus Conlrotlable Materiad not purclinsed by the Operalor shall be agreed to by the Parties.

i. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In cuse of

Material found to be defeclive or returned Lo vendor Tor any other reasons, credit shall be passed to the Joint Account
when adjustinent has heen received by the Operador.

2. T'ransfers and Disposilions

Material furnished o the Jaint Properly and Material trans{errved from the Joinl Property or disposed of by the Operator,
unless otherwise agreed to by the Purlies, shall he priced oo the following basis exclusive of eash discounts:




A.

B.

New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(n) Tubular goods, sized 2% inches O1) and larger, except line pipe, shall be priced st Bastern mill published
carload base prices effective as of dude of moverment plus transportation cost using the 80,000 pound earlonad
weight basis to the raibway receiving point neavest the Joint Properly for which published rail rates for
tubular goods exist. I the 80,000 pound rail vate is noloffered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight eliveges for tuliinge will be ealeuladed Trom Lorain, Ohio aod ensing from Youngslown,

Ohio.

(b) For grades which ave apecial o one milb only, prices shall he computed at the imill base of that mill plus truns-
poriation cost from that mill to the raihway receiving poinl nearest the Joint Propoerty as provided above in
Paragraph 2.A.(1{x). For transportation cost lrom poinls other than Faslern mills, the 30,000 pound Oil iField
Haulers Associalion interstale truck rate shall be used.

(¢) Special end finish tubular goods shall be priced al the lowesl published oulofl-stock price, f.ob. Houston,
Toxas, plus Lransportation cost, using Qil IMield Hadlers Associntion interstate 30,000 pound truck rate, to
the railway recciving poinl nearest Lhe Joint Property.

() Mnacaroni tubing (size lesa Lhan 234 inel OD) shadl be priced at the lowest published out-ol-sloclk prices foh.
the supplier plus Lransporiation custs, using the Qil Field Haulers Association interstate truck rate per weight
of tubing transferred, Lo the railway receiving poinl nearvest the Joint Properly.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and Lrper with walls % inch and over) 30,000 pounds or more
shall be priced uniler provisions of tubular goods pricing in Pacagraph A {I)a) as provided above. Freight
charges shall be caleulated Trom Lorain, Ohio,

() Line pipe movements (excepl size 24 inch OD and larper with wadls % inch and aver) less than 30,000 pounds
shall be priced al Fastern mill published carload hase prices effective as of date of shipment, plus 20 pereent,
plus transportalion costs hased on [reiprht rates ns sel forth under provisions of tubule goads pricing in Para-

graph A.(1)«) as provided above. IFreight charges shadl be ealeulated from Lorain, Ohio,

{¢) Line pipe 24 inch O and over and % inch wall and larger shall be priced f.ah. the point of manulacture
al currentl new published prices plus transportalion 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 al gquoted prices plus Treipht to the railway receiving point nearest the Joint Property or al prices
agreed to by the Parties.

(3) Other Material shall be priced at the curienlt new price, in effect ot dade of movement, an lated by a reliable supply
slore nearest the Joint Property, or poinl of manulacture, plus ransportation costs, il applienble, to the raitway
receiving point nearest the Joint Property.

(4) Unused new Material, excepl tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on dale of movement, ns listed by a reliable supply store nearest the Jeint Propertly, or point of
manufacture, plus transporiation coats, il applicable, Lo the railway receiving point nearest the Joint Property.

Unused new tobulars 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 rease withoul reconditioning:
(1) Material mmoved to the Joint Propertly

Al sevenly-five percenl (75%) of current new price, as delermined by Paragraph A.
(2) Material used on and moved from the Joinl Property

(n) At sevenly-five pereent (76%) of current new price, as determined by Paragraph A, il Material was originally
charged Lo the Joinl Account as new Malervial or

(b) Alsixty-five pereenl (65%) of currenl new price, as delermined by Paragraph A, if Malerinl was originally
charged lo the Joint Account as used Material,

() Material not used on and moved from the Joinl Property

Al sevenly-Tive percenl (76%) of current new price as delermined by Paragraph A.
The cost of reconditioning, if any, shall be absorhoed by the transferving property.
Other Used Matevial

(1) Condition C

Material which is nol in sound and serviceable condition and nol suilable for its original function until after recon-
ditioning shall be priced al [ifly percent (00%) of current new price as delermined by Paragraph A. The cost of
reconditioning shall be chargred (o the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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(2) Condition D

Material, excluding junlk, no longer suitable for its origginal purpese, but usable for some other purpese shall be
priced on a basis commensurate willi its use. Operator may dispose of Condition 1) Material under procedures
normally used by Operalor withoul prior approval of Nan Operalors.

(n) Casing, tubing, or drill pipe vsed as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight, Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(1) Caging, bingr or Jril) pipe uaed as higher pressure service Jinea than standard fine pipe, e.p. power oil lines,
shall be priced under nermal pricing procedures Tor casing, tubing, or drill pipe. Upsel tubular goods shall
be priced on a non apsel hasis,

(3} Condition In

Junk shall be priced al provailing prices, Operator may dispose of Condition I§ Madterial under procodures nor-
mally utilized by Opevator without priov approval of Non-Operators,

). Obsolete Material

Material which is serviceable and usable for ils original function bul condition and/ov value of such Material is not
cquivalent Lo that which would justify a price as provided above may be specially priced as agreed to by the Parlies.
Such price should result in the Joint Accounl being charged with the value of the service rendered by such Material.

I5. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rale of twenty-five cents (26¢) per hundred
weight on all tubular goods movements, in licu of actual loading or unloading coals suslained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following Janunry 1, 1985 by the snme
percentage increase or decrense used Lo adjust overbead rates in Section T, Paragraph 1LA(3). Fach year, the
rale ealeulated shall be rounded Lo the nearest cent and shall be the rate in elfect until the first day of April next
year. Sueh rate shall e published each year by the Council of Petroleum Accountants Socielies.

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

Premium Prices

Whenever Materinl is not readily obtainable al published or lisled prices becnuse of nationn! emergencies, strikes or olher
unusual causes over which thie Operator has no conlrol, the Operator may charge the Joint Account for the required
Muaterial al the Operator’s actual cost incurred in providing snch Material, in making it suitnble for use, and in moving
it Lo the Joint Property; provided notico in writing is Turnished o NMon-Operators of the proposed charge prior Lo billing
Non-Operalors for such Material. Fach Non-Operator shall hinve the right, by so elecling and notilylng Operntor within
ten dnys afller roceiving notice from Qperator, to farnish in kind all or part of his share of such Muaterial suitable for use
and acceplable to Operator.

Warranty of Materinl Furnished By Operator

Operator does not warrant the Material urnished. In case of delective Materinl, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Malerial.

I.

I’eriodic Inventlories, Nolice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllnble Material, Written notice
of intention to tale inventory shall be given by Operator ab least thirty (30) days before any inventory is to begin so that
Non-Operntors may be represented when any inventory is talken. Ifailure of Non-Operators Lo be represented at an inven-
tory shall bind Non-Operators to aceept the inventory talken by Operator.

Reconcilintion and Adjustiment of Inventories

Adjustments {o the Joint Account resulling from the reconciliation of a physical inventory shall be made within six
monlhs following the taking of the inventory. Inventory adjustinents shall be made by Operator Lo the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operalor in the Joint Property.
It shall be the duty of the purty selling Lo notily all other Parties as quickly as posaible alter the transfer of Inlerest takes
place. In such eases, both the seller and the purchaser shall be governed by such inventlory. In cases involving n change
of Operator, all Parties shudl be governed by such inventory.

Expense 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 he charged 1o the Parlies requesting such inventories, except in-
ventories required due to change of Operator shall be charped 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

Workmen's Statutory Statutory, per laws of the Stale 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 rightto selectthe 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.



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 Caontract 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 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 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 shail 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 simuitaneously 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.

E-2
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AAP.L 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

TIHIS AGREEMENT, entered into by and between . _Richardson. Qperabting Company ... _

. hercinnbier denignated and

referred to as “Operator”, and the signatory party or patties other than Operator, sometimes hereinadier relerred to individually berein

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

WHEREAS, the partics to this agrecnent are ownets of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit “*A"", and the partics hereto have reached an agrecment to explore and develop these leases and/or oil and gas interests for the

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

ARTICLE L
DUEFINITIONS

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

A, The term “‘oil and gas™ shalt inean oil, gas, casinghead gas, gas condensate, and all other liquid or gascous hydrocarbons
and other marketable substimces produced therewith, unless ancintent o Limit the inclusiveness ol this term is specifically stated.

B. The terms “oil and gas lease™, “lease’ and ““leasehold”” shall mean the oil and gos leases covering tracts of land
lying swithin the Contract Ares which ace owned by the parties to this ngicenment.

C. The term *‘oil and gas interests™ shall mean unleased fee and mineral interests in tracts of land lying within the

Contruct Area which are owned by puarties to this agreement.

D The term “Contract Aven shall tacin sl of the Tunds, oib nnd pos leasehobd interests nnd ol and pay intercats intended (o be
developed and operated for oif and gas purposes under this agreement. Sucl bands, oil und gas leaschold interests and oil and gas interests
are described in Exhibit “"A".

. The term ““drilling unit” shall mecan the area tixed for the dritling of one well by order or rule of any state or
federal body having authority. 10 a deilling unit is not lixed by any such nole or order, a drilling unit shall be the drilling unit as establish-
ed by the patiern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

. 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 Pacty " shall mean a party who ageees to join in and bny its share of the cost of
any operation conducted under the provisions ol this agreciment.

1. The terms “*Non-Drilling Party™ and “*Non-Consceating Party™ shall mean a paty who elects not lo participate

in a proposed operation.

Uanless the context otherwise clearly indicates, wards used in the singular include the plural, the plural includes the

singulnr, and the neuter gender includes the masculine nad the feminine.

ARTICLE 11,
EXHIBITS

The following exhibits, as indicated below and attnched hereto, are incorporated in and sade o pait hercof:
B4 AL Exhibit A", shall include the following information:
(1) Identification of lands subject (o this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3 Percentages ar fructional interests of parties o this agreecment,
(4) Ol and gas leases and/or oil wnd pas interests subject 1o this agreciment,
(5) Addresses of partics Tor notice purposcs.
[l B—Exhibir“ B —Formof-Eease.
(3 C. Exhibit "C™", Accounting Procedure.
(¥ D, Exhibit D", Insurance.
M OE. Lxdibic “E”, Gas Balancing Apreenment.
9 F. Lxhibit “F7, Non-Discrimination and Cettification of Non-Segregated Facilities.
U 6—Bahibit= G- Fre-Partnership.

If any provision of any exhibit, except Exhibits '™ and *'G™", is inconsistent with any provision contained in the body

ol this agreement, the provisions in the body of this agrecment shall prevail.
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ARTICLE I,
INTERESTS OF PARTIES

A. Oil and Gas Interests:

[f any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposces of this agreement
and during the terin hercof as if it were covered by the form of oil and pas lease attnched hereto as Exhibit "B, and the owner thereof

shall be deemed o own both royalty interest in such lease and the inteiest of the lessce thereunder,

3. Interests of Parties in Costs and Production:

Unless changed by other provisions, adl costs and liabilitics incorred inoperations nnder this agreement shall be borne and
puid, nod sl equipment nad puderials sequiied o operations an the Contract Arcen shall boe owaed, by the paities as their interests wre set
forth in Exhibit *A”’. In the same manner, the pacties shall also own all production ol ail and gas from the Contiact Atea subject (o the

payment of royaltics to the extent of . ane eighth. (1 /8)__ ___which shall be borne as hereinafter set fortly,

Regardless of which paity has contributed the lease(s) andfor oib and gas interest(s) heceto on which rayalty is due and
payable, cach party entitled (o receive a share of production of oil and gas from the Contract Arca shall bear and shall pay or deliver, or
causc to be paid or delivered, to the extent of its interest in such production, the royalty anount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No p;my shadl ever be responsible, however, ona price basis higher than the price reccived
by such party, 1o any other paity's lessor or soyally owner, and if any such other party’s lessor or toyally owaer should demand and
receive scttlement on a higher price basis, the party contributing the alfected lease shndl bear the additonal royadty burden stributnble

to such higher price.

Nothing contained in this Asticle BEB. shall be decmed an assigmment or cross assipnment ol interests covered hereby.
C. Excess Royalties, Overriding Royaltics nnd Other Payments:

Unless changed by other provisions, if the interest of any pmty in any lease covered hereby is subject to any royally,
overtiding royalty, production paysuent or other burden on production in excess of the simount stipulated in Article HLB., such party so
butdened shall assumie and alone bear all such excess obligations and shall indemaify and hold the other parties hereto harmless [rom any

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

D. Subsequently Created Interests:

I any party should herealler create an overriding royalty, production payment or other burden payable out of production
altributable tu its working interest hereunder, otilsuch a burden existed priortthis-agresinent-nnd is notsct-forth-in-Exhibit-4 Al or
was notdisclosed-inwriting-to-all ol r patics- prioeLo-he execution.of this agrcemeat by-all partics - or-is. pot-w-joiatly acknowledged and
aeeepred-obligation-ofall-pasties (any such interest being hereinafter referred to as “subsequently created interest”” irrespective of the
timing of its creation and the party out of whose working interest the subsequeutly created interest is derived being hereinafter referred

o ns ““burdened party”’), nnd:

L. If the burdened partty is required under this agreenient to assign or relinguish to any other party, or parties, all or a portion
of its working interest and/or the production sttributable thereto, said other party, or partics, shall receive said assign-
ment and/or production free and clenr of snid subsequently created interest and the burdened purty shall indemnify and
save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the

subscqueatly created interest; and,

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

interest of the burdened party.

ARTICLE IV,
TITLES

A. Title Examination:

Titte examination shall be made on the drillsite of any proposed well prior o commencement of drilling operations or, if
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 driffing unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overviding
royally and production payiments under the applicable leases. At the time a well is proposed, cach party contributing leases and/or oil and
gas interests to the drillsite, or 1o be included in such diilling unit, shadl Turnish to Operator all abstracts (including federal lease status
reports), title opinions, ttle papers and curative material in its possession free of charge. Al such informution not in the possession
of or made available to Operator by the parties, but necessary for the examination of the title, shalfl be obtained by Operator. Operator
shall cause title 1o be examined by attorneys on its stalf or by outside attorneys. copies of all titfe opinions shall be furnished to ench party

hiereto. The cost incurred by Operator i this title program shall be bosae as follows:

(1 Option No. 12 Costs incunied by Operator in procusing abstracts and title examination (including prelhiminary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall be a part of the adiministrative overhead as provided in Exhibit ©*C*’,

and shall not be a direct charge, whether performed by Operalor’s stafl attorneys or by outside atlarncys.
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ARTICLIE TV

continued

M Option No. 2: Costs incurred by Operator in procuiing abstracts and fees paid oulside atlotneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of oll 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.

Euch party shall be responsible for securing curative stter and pooling aniendments or ngreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the prepioation and secording of pooling
designations or declarations as well as the conduct of hearings befose govermmental agencies Tor the securing of spacing or pooling orders,

This shall not prevent any party from appearing on its own behall at any such hearing,.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or doifhing unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been aceepted by ull of the parties who are to par-

ticipate in the drilling of the well.

B. Loss of Tite:

I, I'-Vll'l—!!‘ll_!.l"\l!;:_l“!!!k,:: Should sny ol and gos interest o fense, ot interesC therein, be lost daouph ilare of tde, which loss
results ina reduction of interest fiom that shown on Exhibit “* A" the panty contributing the aflected lease or interest shall hae
ninety (90) days from final determination of title failure to acquite a pew lease or other instrument curing the entirety of (he title
failure, which acquisition will not be subject to Article VIILB., and Tailing to do so, this agreement, nevertheless, shall continue
in force as to all remaining oil and gas leases and interests: and,

(@) The party whose oil and gas lease or interest is affected by the title failure shalt bean alone the entire loss and it shall not be
catitled to recover from Operator or the other parties any development or operating costs which itmay have theretofore paid or incurred,
but there shall be no additional lability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustmient of expenses incurred or revenues veceived lom 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 fianlly that
title failure has occurred, so that the interest of the party whose fease or interest is affected by the title failure will thereafter be
reduced in the Contract Area by the amount of the interest lost;

() I the proportionate interest ol the other patties hereto nany producing well thereiatore difled on the Contract Area i
increased by reason of the title failure, the party whosc title Tias failed shall receive the proceeds atributabie 1o the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in conncction with such
well;

() Should any person not a party to this agrecment, who is determined 1o be the owner of any interest in the title which has
failed, pay in any manner any pact of the cost of operation, development, or equipment, such amount shall be paid to the party or patties
who bore the cost which are so refunded;

() Any liability 1o account to a thitd party for prior production of oil and gas which arises by reason of tide failure shaill he
borne by the party or parties whose titie failed in the swme proportions in which they shared in such prior production; and,

(t) No charge shall be mude to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
clandmed by any ity heveto, it being the intention of the purties hereto that cacly shall defend title w0 its interest and benr nll expenses in

councction therewith.

2. Loss by Non-Payment or Erroncous Payment of Amount Due: I, through mistake or aversight, any rental, shut-in well
payment, minimum royally or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,
there shall be no munetary liability against the party whao failed to make such payment. Unless the party who failed to make the required

payment sccures a new lease covering the same interest within ninety (90) days from the discovery of the failure w0 nake proper payment,

which acquisition will nat be subject to Article VIHLB., the interests of the parties shall be revised on anacreape basis, eflective as of the
dite of termination of the lease involved, and the party who failed to make proper payment witl no longer be credited with an interest in
the Contriact Area on account of ownership ol the lease or interest which has terminated. In the event the party whe failed to muke the
required payment shall not have been Tully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas atributable 10
the lost interest, calculated on an acreage basis, for the development and operating costs therelofore paid on account of such interest, it
shall be reimbursed for unrccovered actual costs theretofore paid by it (but not for its share of the cost ol any diy hole previously deilled
or wells previously abandoened) from so much of the following as is necessary 1o cffect reimbursement:

() Proceeds of oil and gas, less operating expensces, theretofore accrued 1o the ciedit of the lost interest, on an acreage basis,
up 1o the amount of unrecovered cosls;

(b) Proceeds, less operating expenses, thereafter accrued altributable to the lost interest on an acreage basis, of that pottion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the nbsence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of untecovered costs, the proceeds of said
portion of the oil and gas 1o be contributed by the other parties in propattion to their respective interests: and,

() Any monics, up to the wmount of unrecovered costs, that may be paid by any party who is, or becomes, the owner

of the interest fost, for the privilege of participating in the Contract Arca or becoming a party to this agreement.

Yo Other Losses: Al losses incucied, other than those set loith in Articles TV IV and 1V 1.2 above, shadl be joint fosses
and shiadl be borne by afl partics in proportion to their interests, There shall be no readjustiient of interests tn the remaining portion of
the Contract Area.
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ARTICLE v
OPLERATOR

A. Deslpnation nund Reaponsibllities of Qpeantonr:

O NRICUHARDSONM . OPERNTDL MG COMIMANY o o _ L ahall Le the
Operator af the Continet Avew, wod <hadl condvct and dives Civnd have Tudl control of all opesntions on the Contonet Aren ng permitted nod
teguived by, wod sithin the Hinits of this agrecment Ishall condnet Al sochvoperations in o grood and workmnlike meaner, botic<hall
have no linbility as Operaton to the other panties for Joszes sutained o Tinbilities incurced, exncept such ss mny result iom puoss

neplipence or willlul misconduct

B, Reslpantion or Removal ol Opeontor nad Seleclion ol Successan:

I Operator termingtes its lepnl existence, no looper owns o interest hercunder in-the Contiact Aren, o1 i1 no longer enpuble of
serving us Operator, Operator shatl Le deamed 1o have tesipucd without any nction by Now Opecators, except the selection ol a
succrssor, Opeeator iy be removed B0 Lails oo celuses ooy ona s dutics heseonder, o becomes insolvent, bankrupt oe is
pl:u‘ml in tr(:(ti\'rlr,hi;), by the allivnudive vole ol hwo (2) v wore Non Operdors uwnin;[ n nv:\jmiiy lerest bosed on awnesship
as showion Exhibic A" remaining, alter excluding the vatiog inteiest of Opemtar, Such resipnation o cemoval shatl not beeoine
cllevtive until 7:00 o cluck A M. on the fiest day ol the caleadar month following the expitation of ninety (90) days afier the piving
of notice ol resipiation by Operator o action by the Non Operadors 1o remove Opertor, waless nosuceessor Operator has been
selected and asswmes the ditics ol Operdor ntan cmlice dates Opeontor, after ellective date ol vesipnation or semoval, shall be
bouad by the fcons hereal as o Hoao Operstor, A elunge of a0 copanste smne o0 steacture of Operator o Goonsler of OQperatos’s

interest to any siople subsidingy, paient or successor copaiation shindl not be the basls for cemoval of Qperaton,

2. Sclection of Successut Operntor: YUpon the sesipontion o temovel of Operator, asucceasor Operntor ghinll be sefected by
the panties. The successar Operator shall be selected from the peatics owoing wainterestin Uie Contraet Area nt the thine such successor
Opeiator is sclected. The successor Operatar shall be selected by the sllinmative vote of two (2) ot mace paaties owning winnjority inlerest
bazed on ownership as showa on Exlibit A7 provided, however, i0an Opesator whiich hins been icimoved Tuils o vote ur votes only 1o
succced itsell, the successor Opristos shall be selecied by the alinmative vole of tvo (2) o1 moie pasties owning n oty interest bneed

on owneiship as shown on Exhibit A semmining alicr excluding the voting interest of the Operator that was renmoved.

C. Employees:

The number af cmployces used by Operton in conducting opesatiaons heicunder, their selection, nid the hass of Inbac nd the

compensation for services peifovcd shall be detenmined by Operatar, vad all sucli conployces shall be the employees of Opeintor,

D. Drilling Continels:

Al wells duiticd on the Contiact Arca shall be diilied on s competitive contenct basis af the wsual rates prevailing v the
wiea. It so desires, Opertor may cinploy its owa toels and equipiment in the diilling ol wells, but its chimges theirelor shall not
cxceed the prevailing rates in the men and e inte of such chavges shall be npreed upan by e padies in wiiting belore diilling
operations ate commenced, and such work shall be perfonmed by Opermtor under the same terms and conditions as aie customary

mid usunl i the atea in contincts of indepeandent contiactors who are doing work of a similnr antuie.

AIUPTCTE VI
DIVLLING AND DEVELOPMENT

AL Indtind Well:

On or beloe the 15th day of April, 2001 , Operator shall conuncnce the diilling of

a well for oib and pas at the following location:
Township 29 North, Range 14 West, NMPM
Section 9: NFE/4SW/4
San Juan County, New Mexico

and shall therealter continue the diilling of the well with due diligence to
to test the Fruitland Coal and Pictured ClLilTs formations

widess pranite or other practically hupenctrable substance o condition i the hole, which senders Tuthes diilling bopeactienl, is en.

countered al w lesser depth, or unless all pastics agien to complete o abandon the well at o Jesser depth,

Operator shall vinke teasonable tests ol all fornations encountered duting drilling which pive indication of containiog oil wed
pas in quantities sullicicnt o test, vnless Gis aprecinent shall be timited i its application o a specific fonmation o Tnnetions, in which

event Operator shall be requited 1o test anly e Tormation or furmations fu which this agrcement nmy apply.
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ARTICLE VI
coutinued

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 nodry hole, the provisions of Agticle VILE {. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any weil on the Contruct Area other than the well provided
for in Article VILAL, nE ?n rework, decpen or plug back a dry hole drilled at the joint expense of all parties or a well joinily owned by il

e purtics und nol theadpe dng in paying quantities, the puaty desiiing to dillrework deepen or plag back such w well shall give the

other parties written nolice of the propased operation, specifying the work to be performed, the location, propased depth, objective fonma-
tion snd the cstimuted cost of the operation. The purties receiving such n notice shall have thirty (30) days after reccipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. 1 a doill-
ing rig is on focation, notice of a proposal (o rewoik, ptug back or drill deeper miay be given by telephone and the response period
shall be himited 1o Jorty-eight (48) bours, exclusive of Sanusday, Sunday and legal holidays. Falure of o party receiving such notice
1o 1eply within the period above lixed shall constitule an election by that paity not to participate in the cost of 1the proposed operation.

Any notice or response given by telephone shall be prompily confiimed in writing .

*then capable of producing

I all partics cleet to pasticiapte in such a proposcd operation, Opeator shall, within ninety (90) days after rxpiration 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 drifling rig is on loca-
tion, as the case may be), actually commence the proposcd opesation and complete it with due diligence ut the risk and expense of all pur-
ties hereto; provided, however, said commencement date miny be extended npon written notice of smne by Operatar to the other patties,
for a period of up to thitty (30) additional days il in the sole opinion of Operator, such additionaf thue is reasonably necessaty to obtaie
permits from governmental authoritics, surface riphts (ucluding vights-ofway) or appropriate diilling equipment, or to complete
title examination or curative matter required for title approval or acceptance. Notwithstanding the torce majeuie pravisions of Arti-
cle X1, il the actual operation has not been commenced within the tinie provided (including any extension thercof as specifically
permitted herein) and if any party hereto still desires to conduct said operition, wrilten notice proposing same must be resubmitted

1o the other partics in accordance with the provisions hereof as if no prior proposal had been made.

2. Qperations by Less than All Parties: 1 any party seceiving such notice as provided in Article VIB. L or VIED. 1. (Option

No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or partics
giving the notice and such other partics as shall elect to participate in the operation shall, within ninety (90} days after the expiration of
the notice period of thirty (30) days (or as prowptly as possible after the expiration of the forty-cight (48) hour period when a diilling
rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall
pesform ull work for the accaunt of the Cansenting Parties; provided, however, if no drilling tig or other equipment is on location,
and if Operator is a Non-Consenting Party, the Consenting Parties shatl cither: (a) request Operator to pecform the work required
by such proposcd operation for the account of the Consenting Partics, or (b) designate ane (1) of the Consenting Parties as Operator
1o perform such work. Consenting Parties, when conducting operntions on the Contract Area pursuant o this Article VI.B.2., shall

comply with all terims and conditions of this agicement.

1 less than all parties approve any proposed operation, the proposing party . inmediately after the expiration of the applicable
notice period, shall advise the Consenting Patties of the total interest of the paities approving such opetation and its reconimendalion 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) alter receipt of such notice, shall advise the proposing party of its desire to (a)
lhinit participation to such party’s interest as shown on Exhibit **A’" or (b) carry its proporlionate part of Non-Consenting Tartics’
interests, and failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location,
the time permitted for such a response shal not exceed a total of Torty cight (48) hours (inclusive of Salnrday, Sunday and legal

holidays). The proposiug puaty, atils election, may withdvaw such propasal il there is insutlicient parlicipation and shall promptly

natily all partics of such decision.

The entire cost and tisk of conducting such operitions shadl be borne by the Consenting Parties in the proportions they have
clected 1o bear same under the terms of the preceding paragraph. Consenting Partics shall keep the leasehold estates involved in such
aperations free and clear of all licus and encunibrances of every kind created by or arising from the aperations oi the Consenting Paitics.
I such an operation results in adry hole, the Consenting Parties shall plug and abandon the well and restore the surlace location at their
sole cost, risk and expense. Hany well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

ducer of oil and/or gas in paying quantitics, the Consenting Pacties shall complete and equip the well to 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 for the account of the Consenting Par-
tics. Upon commencement of operations for the diilling, reworking, deepening or plugging back of any such well by Conseuting Parties
in accordance with the provisions of this Anticle, each Non-Consenting Purty shall be deemed to have relinquished to Consenting Partics,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, nll of such Nan-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
miarket value thereof if such share is not sold, (after deducting production taxes, excise taxes, rayalty, averriding royalty and other in-
terests not exeepted by Article HID. payable out of or measured by the production from such well sccruing with respect to such interest

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

(a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface equipinent beyond the wellhead
connections (including, but not limited 10, stock tnnks, separators, treaters, pumping equipment and piping), plus 100% of ench such
Non-Conscating Party’s share of the cost of operation of the well conmencing with first production and continuing until each such Non-
Consenting Purty's relinquished interexst shall revert o it under other provisions of this Article, it being agreed that eacht Non-
Consenting Party's share of such costs and equipmicnt will be thi interest which would hiave been clrgeable (o sach Noa-Consenting

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

L300 _% of that portion of the costs and expenses of drilling, tewaorking, deepening, plugging buack, testing and
completing, after deducting any cash contributions received under Article YILC., md___3 0. % of that postion of the cost of
newly acquired equipment in the well (to and including the wellhead conancctions), 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 a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such o well, or portion thereof, to which the initial Non-Consent election applied
that is conducted at any time prior 1o [ull recovery by the Consenting Parties of the Non-Consenting Party’s recoupment nccount,
Any such reworking or plugging back operation conducted during the recoupment periad shall be deemed part of the cost of opera-
tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which 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 perlod, the

provisions of this Article VI.B. shall be applicable as between suid Consenting Parties in said well,

During the period of time Consenting Pattics ate cntitled to receive Non-Consenting Paity’s share of production, or the
proceeds therefrom, Cansenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxces, and all royalty, overriding royalty and other burdens applicable to Nou-Consenting Party’s shaie of production not excepled
by Article 1I1.D.

In the case of any rewarking, plugging back or deeper drilling operation, the Consenting Partics shall be permitted 1o use, tree
of cost, all casing, tubing and 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 dritling, the Consenting Parties shall account for all such equip-

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

Within siaty (60) days alter the completion of any operation under this Aiticle, the party conducting the operations for the
Cansenting Parties shidl furnish cach Noa-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drifling, deepening, plugging back, testing, completing, and cquipping 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 detailed statement of monthly bill-
ings. Each month thereafier, during the time the Consenting Partics are being reinmbursed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non-Consenting Parties with nn itemized statement of all costs and linbilitics in-
curred in the operation of the well, together with u stnteiment of the quantity ol oil and pas produced from it and the amount of proceeds
reabized from 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 Partics shalt use industry necepted methods such as, but not liited ta, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Cousenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment puichased in determining when the interest of such Non-Consenting Party shall revert to it as

above provided; and if there js a credit balance, it shall be paid 1o such Non-Consenling Party.

6
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ARTICLE VI

continued

If and when the Conscnting Padties recover frona Non-Consenting arty s relinguished interest the mmounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the sume interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom ns such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, decpening or plugging
back of said well. Thereafter, 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 tenins of this agreement and the Accounting Procedure attached hereto.

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

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

The provisions of this Axticle shall have no application whatsoever to the di illing of the initiul well desceribed in Adticle VILA.
except (a) as to Article VILD. 1. (Option No. 2), if sclected, or (b) ns to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VILAL if it shall thereafter prove to be a dry hole or, if initially completed for pio-
duction, ceases to produes in paying quantitics.

be capable of producing

3. Stand-By Time: When a well which has been drilled or deepened has icached 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
rewarking, decpening, plugging back or completing operation in such a well shall be charged and borne as part of the dritling or deepen-
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 Parties pursuant to the terms of the sccond 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 Conseunting Parties in the proportion
cach Consenting Party’s interest as shown 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 agrecment applicable to a ""deepening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so ns to change the bottom hole
location (herein ealled **sidetracking™), unless done to stiaighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to 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 paticipate, tender to the well bore owners its proportionate share (cqual
to its interest in the sidctracking operation) of the valuc of that portion of the existing well bore to be utilized as follows:

(a) 1f the proposal is for sidetracking an existing diy 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) If the proposzl is for sidetracking # well which has previously produced, reimbursement shall b 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 aund the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drifling rig to be wtilized is on location, the response period
shail be limited to forty-cight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party niay request
and receive up to eight (8) additional 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. If more than one party clects 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-to-day basis in the proportion each clecting

party’'s interest as shown an 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 proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall ke in kind or separately dispose of its proportionate share of ull oil and gas produced frons the Contract Area,
exclusive of production which may be used 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 separate disposition by any
party of its proportionate share of the production shall be borne by such party . Any-pastytakingitsshare-of productiontnind-shall-be

7
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ARTICLE VI

continued

requiced to pay foc aoly its propestionate shace of such pucal Operatac’s surfoce foclliticswhich it uees.

Lach paty shall exccute such division orders and contiacts ns miny be necessary for the sale ol its intei 2st in poduction from

the Contract Acen, and, excepl as provided in Adticle VILB., shall be entitled o teceive payment divectly fiom the parchiaser thereof [y

its share of all production.

lu the event any party shall fail o miake the arangements necessary Lo Gike in kiod or separately dispose ol its propottionate share
of the oil produced from the Contract Asen, Operntor shndl hnve the right, subject to the sevoention nt will by the poity owning it, bt not
the obligation, to purchase such oil or sell it to others aCany time and from tioe (o time, fortheaccountol-thenontakingpotiy-atihe
bertprice oblainable in the wiea for such production. Any such purchise or sale by Operator shall be subject always 1o the right of the
owner of the production ta exercise at any thine ity tight to teke dn kind, o separntely dispose ol its share of all oil not previously
delivered to a purchaser. Any purchase or sule by Operntor ot any other party’s share of oil shall be ouly for such rensonnble periads of
time as nre consistent with the minimum needs of the industsy vnder the paticolnr ciremnstances, but in no event for a period in excess
ol ane (1) yenr. ¥ and shall account to such party Tor the actual net proceeds received for sirch production, it sold. or the
carrent market price if purchased by Operator.

Inthe event vne o1 more paaties’ sepaate disposinon ol #1s shine ol the pas causes split-steean deliveries o sepaate pipelines
wnd/or deliveries which ona day to day basis for n;ny 1eason e not exactly equal to a party's respective propationate shiave of total pas
sates to be allocated to i1, the balancing o1 accounting between the sespective accounts of the partics shadl be in accordance with any

pas balancing npreement between the paitics hereto, whether such an aprecment is attached as Exhibic 717 on s nseparte ngrcement,
D, Access to Contract Aces nad Tuformntion:

Eacht patty shall have access o the Contract Arewon ndl seasonable fimes, at iis sole costand tisk o inspect o obscive operions,
and shadl hinve aceess at rensonable times o inflotmntion perinining to the devefopiment or opesation thereof | including Operator’s books
aid records rebting therelo. Operator, upon request, shall farnish each ol the other parties with copies of all fotns or repoits filed with
governmental agencies, daily deilling reports, well logs, tank tables, daily gaape and run tickets and sepoits of stock on hand ac the
first of each month, and shall make available samples of any cores o cuttings taken from any well drilicd an the Conteact Area. The
cost of pathering and furnishing inlormation to Non Operator, other than that specilied above, shall be charged to the Non-Operator

ihat requests the infornution,
. Abandoument of Wells:

Lo Abandonment of Dry Holes: Except lor any well diilled or deepened prrsuant te Adticle VEB.2 | any well which has been
diilled or deepened under the terms of this agrecment and is proposed o be completed ns a dry hole shall not be plugged and abnndoned
without the consent of all pautics. Should Operator, atier diligent efloit, be unnble o contnet any patty, or should nny puity Tnil 1o reply
within torty-cight (4H) houra (cxclusive of Saturday, Sunday nnd legal holidays) after receipt of notice of the proposat to plug und abandon
such well, such party shall be decmced to have consented 1o 1he proposed ahandanment. All such wells shiall be plugged and abandoned
in accordance with applicable sepulations and at the cost, isk and expense of the pattics who participated in the cost of diilling or deepen-
ing such well. Any party who objects to plugging and abaondoning, such well shall have the dight to take over the well and conduct further

aperations in search of oil wud/or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that have Produced: Exceptfor any well in which a Non-Consent operation has been conducted
heicunder for which the Conscating Patties have nat been lully teimbursed as herein provided, any well which ias been completed
as n producer shadl not be plugged and abandoned without the consent of all patties. I all paities consent to such abandonment, the well
shall be plugged and sbandoned in accordance with applicable repulations and at the cost, risk and expense of all the paities hereto . I,
within thitty (30) duys afier receipt of notice of the proposcd nbandonment of any well, all parties do not ngree 1o the nbandonment of such
well, those wishing to coitinue its operation from the intervad(s) of the formation(s) then open to production shall tender to each of the
other parties its propattionate sleve of the value of the well's salvable matenial and equipment, determined in accardance with the pravi-
sions of Exhibit ' C*, less the estimated cost of salvaging and the estinited cost of plupging and abandoning. Each abandoning
party shall assipn the nonabandoning paities, without warianty, express or implicd, as to title o1 ns fo quanlily, or fitness for use
ol the equipment and material, all of its intecest in the welb and related equipmient, together with its intesestin the leaschold estate as to,
but anly as to, the interval ovintervads of the formation o formations then open to production. I the interest of the abandoning party
is or includes an oil and gas interest, such party shall execute and deliver to the non-abandoning pacty or paitics an oil and gas lease,
Himited to the interval or intervals of the Tormation or formations then open o production, {or aterm of one (1) year and so long therealter

as oil and/or pas is produced from the interval or intervals of the formation or formations covered thereby, such lease to be on the foam

atached as Exhibit
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ARTICLYE VI
contlnued

v

UL The assignments or leases so limited  shall encompnss the diilling unit’” upon which the well s located. The
payments by, and the assignments or Jeases to, the assignees shall be in s riio based upon the relationship of their 1espective percentape
of participation in the Contract Aica lo the aggregate of the percentages of participation in the Contract Area of all assignees. Theie

shall be no readjustiient of interests in the remaining poction of the Contract Area.

Thereafter, ubandoning parties shall have no further responsibility, liability, or interest in the operation of or production l1om
the well in the interval or intervals then open other than the oyalties retnined inany lease made under the tenms of this Article, Upon re-
quest, Operntor shall continue to operate the assigned well for the account ol the non-abandoning paitics at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise ns the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) nssigned or feased, the nssignor ar lessor shall then have the option o
repuichuse s prioc interest in the well (using the smime valuation formuln) nnd pasticipnie in farther operntions therein subject fo the pro-

visions hereof,

tions: The provisions of Asticle VIE 1. or VIE.2. above shall be applicable as

3. Abandonment of Now-Consent Ope

s in the event of the propdsed abindonment of any well excepted from said Aiticles; provided, however, no

between Consenting Partice
well shall be permancently phugped and abandoned unless and until all padies having the ripht to conduct Tutther operations therein bave

been notified of the proposed abandonment and alforded the opportunity Lo elect to take over the well in accordance with the provisions

ot this Article V0LLE.

ARTICLI VI
EXTENDITURES AND LIABILITY OF PARTIES

A. Liability of Purties:

The Hability of the parties shall be several, not joint or coliective. Tach paity shall be responsible only Tor its obligations, and
shall be linble only for ita propationnte shie of the costs of develaping and operating the Contenet Aven. Accordingly, the licns granted
nmong the partics in Atticle VILD . are given to secure only the debis of ench severally . [Uis not the intention of the puities to create, nor

shall this agreement be constiued as creating, aomining or other pattucrship o association, or to render the pasties liable as patiners.

B. Licus and Payment Deloaulls:

Each Non-Operator granls to Opcrator a lien upon its oil and gas tights in the Contiact Aica, and a scevrity interest in its shre
ol oil nnd/or pas when extrncted nnd ivs intecest in all cquipment, to sceare payment of its shinee of expense, topether with interest thereon
at the tate provided in Exhibit **C*" . To the extent that Operator has @ scewiity interest under the Uniform Conuneicial Code ol the
state, Operator shall be entitied o exercise the ripghts and remedies of a sceused paity under the Code, The bringing of w suit and the ob-
taining of judgment by Opcrator for the sccured indebtedness shall not be decmed an clection of remedics or otherwise affectthe fien
vights or security interest as security for the payment theeeof. In addition, upon default by wny Non-Opecator in the payment of its share
ol expense, Operator shall have the dight, without prejudice to other Fights or remedies, to colieet from the puichaser the proceeds fiom
the sale of such Non-Operator’s shate of oil and/or pas until the amount owed by such Non-Operator, plus interest, has been paid. Fach
purchaser shall be entitled to rely upon Operator’s wiilten statement concerning the amount of any default. Operator grants a like lien

and sccurity interest to the Non-Opeators to secure payment of Operator’s propattionate share of expensc.

Il any party {ails or is wnable to pay s shace ol expense within sixty (60) days alter sendition of a statement therelor by
Operator, the non-defaulting partics, including Operator, shadi, upon request by Operator, pay the unpaid amauat i the proportion that
Uhe interest of each such party bews to the interest of wll such pauties. Each paity so paying its shave of the unpaid amount shall, to obtain

reimmburscinent thereol, be subrogated to the security vights described in the foregoing partagraph,
C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and dischaige expenses incurred in the develop-
ment and operation of the Contract Arca pursuant to this agreement and shall chinsge each of the parties herelo with their sespective pro-
porticmate shares upon the expense basis provided in Exhibic *C*". Operator shall keep an accurate tecard ol the joint account hicreunder,

shawing expenses incurred and charges and credits made and received.

Opernton atits election, shnlb hinve the ripht rom Gooe o gime o dempod nnd reecive Tronm the other partics payment in advance
ol their respective shaces of the estimated amount ol the expense 10 be incurred in opetadions hereunder dutiog the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statemient of such estimated expense, logether
with an invoice for its share thereof. Bach such statement and invaice for the paymentin advance of estimated expense shall be submitted
onar belore the 20th day of the next preceding month. Each paity shall pay to Operator its proportionale share of such estimate within
fiftcen (15) days alter such estimate and invoice is teceived. I any party fails to pay its share of said estimate withio said time, the amount
due shall bear interest as provided in Exhibit 7 C™ until paid. Proper adjustiment shatl be made monthly between advances and actual ex-

pensie tu the end that each party shall bear and pay its proportiveate share of actuad expenses incurred, und o more.

D. Limitation of Expenditures:

1. Dyl or Decpen: Without the consent of all pmties, no well shall be diilled or deepencd, except any well drilled or deepencd

purstant o the provisions of Article VED.2. of this agicement. Consent lo the diilling or deepening shall include:
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ARTICLE V1

continued

b7 Option Na. [ All nccessnry expenditures for the diilling or deepening, testing, completing and cquipping of the well, including

nceessary tanknge and/or surfnce facilities.

U Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the partics, Operator shall give imimediate notice
1o the Non-Operators who have the right to participate in the completion costs. The parties 1eceiving such notice shall have forty-cight
{48) hours {exclusive of Saturday, Sunday and legal bolidays) in which to clect 1o pasticipate in the seting of casing and 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 facilities. fFailure of any party receiving such notice o reply within the period above fixed shall
constitute an clection by that party not to participate in the cost of the completion atteimpt. 1f one or more, but less than il of the paitics,
clect to set pipe and to attempt a completion, the provisions of Article VE.B.2. hereof (the phiase “‘reworking, deepening or plugging
buck™ ns contained in Article VI.13.2. shall be decied 10 include *"completing ™) shall apply to the operations thereafier conducted by less

than all parties.

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

plugged back pursuant to the provisions of Article VILB.2. of this apreciient. Consent to the reworking 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 shall not undeitake any single project reasonably estimated
to require an expenditure in excess of Lwenby=Ffive bLhousandwllus ($.25,000.00__ _. )
except in conncction with a well, the drilling, reworking, decpening, completing, recompleting, or plugging back of which has heen
previously nuthorized by or pursuant 1o this aprecment: provided, however, that, in case of explosion, fire, flood or other sudden

cmergeney, whether of the sume or dilferent mure, Operator may tnke such steps and incar such expensen ns in its apinion nre required
to deal with the emergency to sMcgu:ml life and property but Operitor, as promptly as possible, shall report the emergency to the other
parties. I Operator prepares an authority for expenditure (ATFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereol for any single project costing in excess of _fifteen _thousand R
Dallars (5_15,000,00 ) but less than the amount fiest set forth above in this paragraph,

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

Rentals, shut-in well paymients and minimumn royaltics whicl may be required under the terms of any lease shall be paid by the
party or partics who subjected such lease to this agreement at its or their expense. In the cvent two or mare partics own and have con-
tibuted interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behnlf of all such partics. Any party may request, snd shall be entitled to receive, proper evidence of all such payments, In the event of
failure to make proper payment of any rental, shut-in well paynient or mininium royalty through mistake or oversight where such pay-
meat is required to conlinue 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 Operitor of the snticipated completion ol ashut-in pas well, o the shutting iy or return to production
of a producing gas well, at least five (5) days (excluding Satuday, Sunday and legal holiday), or at the cathiest opportunity permitted by
circumstances, prior to taking sach 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 contiibuted hereto by Non-Operator {or failure to make timely payments of any shut-in well payment

shall be borne jointly by the patties hereto under the provisions of Article V. B3,
I°. Tuxes:

Beginning with the first calendar year after the effective date hereol, Operator shall render for ad valorem taxation all property
subject o this agreement which by law should be rendered for such taxes, and it shatl pay all such taxes assessed thereon before they
becotnie delinguent. Prior to the rendition date, cach Noa Operator shall Turnish Operator infornmition as to butdens (ta include, but naot
be limited to, royaltics, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Opcrator. I the assessed valuation of any leasehold estate is reduced by reason of its being subject (o outstanding excess royalties, over-
riding royalties 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 to reflect the benefit of such reduc-
tion. I the ad vadorem taxes are based in whole or in part upon 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 paitics 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 maancr provided in Exhibit @ C*.

H Operator considers any tax assessment improper, Opertor tiay, at s discretion, protest within the time and manner
prescribed by law, and progecute the protest to a final determination, untess all parties agree to abandon the protest prior o final deter-
mination. During the pendency ol administrative or judicial procecdings, Operator may clect (o pay, under protest, all such taxes and any
interest and penadty. When any such protested assessinent shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty aceriied, und the total cost shall then be assessed against the padties, and be paid by

tham, as provided in Exhibit C™".

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

sespect (o the production or handling of such paity s stune of oil aod/or pas produced vader the erms of this agreement.

{0
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ARTICLE VI

continued
G lasurnnce:

At all times while operations arc conducted herennder, Operator shall comply with the workmen’s compensation faw of
the state wheire the operations are being conducted; provided, however, that Operator may be a self-insiier for linbility under said com-
pensation laws in which event the only charge that shall be made to the joint necount shall 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 attached to and made n pat
hereol. Operator shall require all contractors engaged in wark on ot for the Contract Area to comply with the warkimen's compensation

Inw of the state where the operations we being conducted and to mnintain such other insurnnce as Operator may require.

In the event automobile liability insurance is specified in said Exhibit "D ar subsequently receives the approval of the

pattics, no diceet charge shall be made by Operator for pieaiiuus paid for such insarance for Operstor’s automotive equipient.

ARTICLE VI,
ACQUISITION, MAINTENANCE OR TRANSFER-OF INTEREST

A. Surrender of Lenses:

The leases covered by this agicement, insofar as they embiace acreage in the Continet Area, shall not be sunendered in whole

or in part unless all parties consent thercto.

However, should nny paity desire to surtender its interest innny lease or in any pottion theseof, nnd the othes psties do not
npree or consent thercto, the puity desiring to surrender shadl nasign, without expreas or imiplied warranty of Utle, wil of lts interest in
such leuse, or portion thercol, nond any well, materind wd equipment which niny be locuted thercon and nny vights in production
thereafter secured, 1o the parties not consenting o such surrender. I the interest of the assigning party is or includes anoil and gas in-
terest, the assigning paity shall exccute and deliver 1o the party or parties nol consenting to such surrender an oil and gas lense covering
such ol and gas interest for a lerm of one (1) yeau and so long therealter as oil and/or gas is produced from the fand covered thereby, such
fease 1o be on the formy attached hereto as Exhibit "B Upon such assignment or lease, the assigning party shadl be relieved from all
obligations thereafter accruing, but not theretofuie acciued, with tespect o the interest assigned or leased and the aperation of any well
attributable thereto, and the assigning patty shall have no fuither interest in the assigned on Teased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the teoms of this Article. The party assignee or lessee shatl pay 1o the
pattly assignor or lessor the teasonable sadvage value of the Talter s interest in any wells and equipment attributable to the assipned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ©*C"" | less the estimated cost of
salvaging and the estinated cost of plugging and abandoning, If the assignment or fease is in favor of more than one padty, the interest

shall be shared by such paities in the propottions that the interest ol each bears 1o the total interest ol all such parties.

Any assignient, lease or surrender made uoder this provision shall notreduce o1 change the assipnor’s, lessor's or surredering
party’s interest as it was inuncdiately before the assipnment, lease or surrender in the balance of the Conlinct Aren; and the acreane

assigned, feased or surrendered, and subsequentoperations thercon, shall not thereaftec be subject to the terms and provisions of this

apgrecmen(.
B. Renewnl or Extenslon of Leases:

IT any party secures i renewal of any oil and gas lease subject 1o this agreement, all ather paities shall be notitied promiptly. and
shiald have the vipht o a period ol thicy (30) days Iollowiag receipt of such notice in which o cleet to participate in the awnership of the
renewal lease, insolar as such lease ullects lands within the Contiact Area, by paying o the party who acquired it their several proper pro-
pottionate shares of the acquisition cost allocaled to thal part of such lease within the Contract Arca, which shall be in propottion to the

interests held at that time by the padics in the Contract Area.

I some, but less than all, ol the partics elecet to paticipate inthe purchase of a renewal lease, it shall be owned by the paties
whe elect to participate theiein, i a ratio based vpon the telationship of their respective percentage of participation in the Contract Area
10 the aggrepate of the pereentages of participation in the Contract Arca of all partics pasticipating in the purchase of such renewal Jease.

Any rencwal lease in which less than all patties elect to participaie shall not be subject to this agrecment,

Each party who paticipates in the purchase of s renewal fease shall be given an assigninent of ils propartionale inferest therein

by the acquiring paty.

‘The provisions of this Ainticle shall apply to renewal leases whether they aie for the entire inferest covered by the cxpiring lease
or cover only a partion of its arca or an interest therein, Any renewal lease taken belore the expiration of its predecessor lease, or laken or
contracted for within six (6) months afier the expiration of the existing lease shall he subject 1o this provision; but any lease taken or con-

tacted for more than six (6) months alter e expiralion of an cxisting lease shall pot be decmed a rencwal lease and shall not be subject to

the pravision of this agrcement.
The provisions in this Adicle shiall alsa be applicable to extensions of ail and gas leases.

C. Acreage or Cash Contributions:

While this agicement is in force, Hoany party contincts for n conuibution ol casle towards the diilling ol o well or any other
operation on the Contract Aica, such contribution shall be paid to the puty whao conducted the diilling or other operation and shall be
applicd by it against the cost of such drilling or athier opeation. I the contiibution be in the form of acieage, the party to whom the con-
tiibution is made shall promptly tender an assignment of the acreage, without wartanty of title, to the Delling Pactics in the propoittions
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ARTICLE VII}

continued

saidd Drilling Parties shured the cost of drilling the welt. Such acteage shall become a separate Contract Area and, to the extent possible, he
poverned by provisions identical 1o this agreement. Each party shadl promptly notify all other parties of any acreage or cash contributions
it thay abtain in support ol any well or any other operation on the Contract Area. The above provisions shall also he applicable to op-

tional rights to earn acreage outside the Contract Area which we in support of a well drilled inside the Contiact Area.

ICany party contracts for any consideration relating to disposition of such party’s share of substances produced hercunder, such

consideration shall not be decmed a contiibution as contemplated in this Adticle VT C.

D. Maintenance of Uniform laterest:

For the purpose of maintaining unilormity of ownership in the oil nnd gas Jeaschold interests cavered by this agreement, no
party shall sell, encumber, transfer ar make other disposition of its interest in the leases conbraced within the Contrnet Aren and in welis,

cyuipaient and production unless such disposition cavers cither
bothe entire inlerest of the party i all leases and cquipment and production; o
2. an equal undivided interest i all leases and cquipment and production in the Contract Area.

Bvery such sale, encumbiance, tiansfer o other disposition made by any party shall be made expressly subject to this agrecment

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

If, ot any time the interest of any panty is divided among and owned by four or more co-owners, Operator, atits discretion, niay
require such co-owners (o appoint n single trustee or apent with full suthority o eceive notices, approve expenditures, receive billings for
and upprove and pay such party’s share of the joint expenses, and to deal gencrally with, and with power to bind, the co-owners of such
panty’s interest within the scope ol the operations cimbiaced in this mzreement; however, all such co owners shadl have the dpght to eote
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas prodaced from the Contract

Avea and they shall have the right to 1ceceive, separately, payment of the sale proceeds thereofl,
¥. Walver of Righis to Partition:
H permitted by the Jaws of the state or states i which the prapedty covered hereby is located, each party hereto owning an

undivided interest in the Contract Avea waives any and all 1ights it may have to patition and have set aside to it in severalty its undivided

interest therein,
—F—#Preferentinl-RightAo-Purehnse:
—————Shoukdnny-prrty-destre-toselindbornny-prrtolmibeinte rasti-tndaivisoaps uuuwm_r(u‘-i!u-xi,-‘luwucumw«uw—inu:@mﬂ

Area, it shall promptly give wiitten notice to the other pasties, with full infoemalion concerning its proposed sale, wl shalnclude the
S price, and all other teims

namie and address of the prospective purchaser (who must be ready, willing and atie 1o puichase), thie purect

of the offer. The other parties shall then have an optional prior right, for a period of ays after receipt of the notice, 1o purchase

on the same terms and conditions the interest which the other parly proposcs to sell; and, if this optional right is exercised, the purchas-

ing partics shall share the purchased Wq» irtions that the interest of cach bears to the total inlerest of all purchasing par-
Tentl

ties. However, there shall be no pre al right 1o purchase in those cases where any party wishes o mortgage its interests, or lo
dispose of its igterests BY micrger, reorganization, consolidation, or sale ol all or substantially alf of its assets to a subsidiary or paent com-
. Floasubsidiacy of s parent company. o to_any company inosehich any one party awns s majarity of the stock. _

ARTICLL IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to create, and shall not be construed o create, o relationship of pattnership or an association
for profit between or among the parties hereto. Notwithstanding any provision heiein that the rights and Habilities hereunder are several
and not joint or collective, or that this agrecment and operations hereunder shall not constitate a patnership, i, for federal income tax
purposes, this agrecment and thie operations heeeunder wee regarded as a partaership, cach pacty hereby affected clects to be excluded
.ol the Internal Revenue Code of 1954 as per-

from the application of all of the provisions of Subchiapter K, Chapler 1, Subtitle **A
mitted and authorized by Scetion 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed 1o ox-
ceute on behall of cach party hereby affected such evidence of this clection as may be sequired by the Secietary of the Treasury of the
United States or the Federal Intemal Revenue Seivice, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federat Regulations 1,761, Should there be any requirement thit cach padty hereby allecied give lurther
evidence of this clection, cach such party shall execute such documments and furnish such other evidence as may be required by the
Vederad Tnteinal Revenoe Scervice o s may be necessary o evidence this elecion. Nosach panty shall pive any notices ar take any other
action inconsistent with the clection made herehy. any present oc lutine income i linws of the state o states in which the Contsact
Arca is located or any future income tax laws af e Uniled States contain provisions simitar to those in Subchapter K™, Cliapter 1,
Subtitic ““A"", of the fnternal Revenue Code of 1954, under which an clection simitar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall muke such election as may be permitted or required by such ows. Inmaking the Torepoing clec-
tion, each such patty states that the incotie derived by such party from operations hereunder ean be adequately detenmined without the

computation of parinership Lixable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may setile 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 il the payment is in complete scttlement of such clatm or suit. If the amount required for settlement ex-

ceeds the above amount, the partics hereto shall assume nnd take over the further handling of the claim or suit, unfess such authority is
delegnted to Operator. All costs und expenses of handling, seutling, or otherwise discharging such claim or suit shall be at the joint cx-
pense of the parties participating in the aperation from which the claint or suit arises. 1f a claim is made against any party or il any party is
sucd on neeonnt of any ttter nriging ltom operntions hereunder over which sach individunl has no control heenise of the riphts given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other cliim

or suit involving operations hereunder,

ARTICLE XI.
FORCE MAJEURE

1€ any party is rendered unable, wholly or in part, by force majeure to cirry out its obligations under this agreement, other than
thie obligntion to make money payments, that party shall give to ull other partics prompt written notice of the force mnjeure with
rensonably full particulurs concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The alfected party shall use all reasonable

diligence to remove the force majeure situation as quickly as practicable.

The requiremient that any force majeure shall be remedied with all reasonable dispatch shalf not require the settfement of strikes,
lockouts, or other Inbor difficulty by the party involved, contimy to its wishes; how all such difficultics shall be handled shall be entirely

within the discretion of the party concerned.

The term “force majeure”, as here employed, shalt mean an act of God, stiike, lockout, or other industrial disturbance, act of
the public encmy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental nction, governmental delay, restraint
or inaction, unavailability ol equipmient, and any other cause, whether of the kind specilically enumerated above or olherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE X11.
NOTICES

All notices authorized or required between the pattics and required by any ol the provisions ol this agreement, unfess otherwise
specifically provided, shall be given in wiiting by mail or telegram, postage or charges prepaid, or by telex or telecopicr and addressed 1o
the partics to whom the notice is given at the addresses listed on Exhibit A" The originating notice given under any provision hetrcof
shali be decmed 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 thereto shall run from the date the originating notice is tcceived. The second ar any responsive notice shall be decied given
when deposited in the mail or with the telegraph company, with postage or chatges prepaid, or seat by telex or telecopier. Fach party
shall have the right to change its address at any time, and from time o time, by giving written notice thereofl to all other parties.

ARTICLI, XiIL.
TERM OF AGREEMENT

This agreciment shall rensain in hadl foree and effect as 1o tac oil and pas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any

lcise or oil and gas interest contributed by any other party beyond the term of this agreement.

Option No. 11 So long as any of the oil and gas leases subject to this agreement remain or are cantinued in force as to any part

ol the Contract Arca, whether by production, extension, 1enewal or otherwise.

K Option No. 2: In the event the well described in Article VELA . or any subsequent well drilled under any provision of this
mpeement, results in production of ail and/or pas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __g Q. days from cessation ol all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling. rewarking, deepen-
ing, plugging back, testing or attempting 1o complete a well or wells iereunder, this agreement shall continue in force until such opera-
tions hive been completed and i production results thereframn, this agreement shall continue in force as provided herein. In the event the
well deseribed in Atticle VILA L, or any subsequent well drilled hereunder, results in a dry hole, and no olher well is producing, or capable
ol producing oil and/or gas [rom the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

ing operatons are comunenced within 90 ___ days from the date of abandonment of said well.

I is agreed, however, that the termination of this agrecement shall not relieve uny paity hereto from any liability which has

accrucd or altached prior to the date of such termination.
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ARTICLE X1V.
COMPLIANCE WI'TH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agtecment shall be subject ta the canservation laws of the state in which the Contract Arca is located, to the valid rules,
tegulations, 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 agreement and all matters pettaining hereto, including, but not limited o, matters of perfommance, non performance, breach,
remedies, procedures, rights, dutics and intetpretation or construction, shall be governed und determined by the law of the state in which
the Contract Arean is located. If the Continct Aren s in two or more states, the [nw of the stale of __New—-Mexieao

shall govern.
C. Regulntory Agencles:

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

ting ar adjacent o the Contract Area,

With respect to the operations hereunder, Non Operators agree (o release Operator lrom any and all losses, dunages, 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 Encrgy or predecessor or successor ngencics o the extent such interpretation or ap-
plication was made in good fuith. Each Non-Operator further agiees 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 penalties thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepate and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or 10 any other person or entity pursoant to the requirements of the **Crude O Windfall Profit Tax Act
of 1980, as samne 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 party hereto agrecs 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 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 Contract Area shall not be cause for its

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

This agreement shall be binding upon and shall inure lo the benelit of the parlies herelo and lo their
respective heirs, devisees, legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effeclive as of _1st day of _February, 2001,

OPERATOR

RICHARDSON OPERATING COMPANY

50%% lrtly,

Cathleen Colby, Attomey~ir@Fact

Date: @[owqa/j 1, 200]

NON-OPERATORS

Wiltiam A. Hall

Date:

RICHARDSON PRODUCTION COMPANY

(Fhlper Lt

Cathleen Coiby, Attorney—irﬁact

Date: vauafﬁ /) 2001



STATE OFF COLORADO )
) SS.

COUNTY OF DENVER )

The foregoing instrument was acknowledged before me this 17 day of February, 2001, by
Cathleen Colby as atlorney in fact on behall of Richardson Operating Company and Richardson
Production Company.

My Comniission Expires: /O.\ 3 } \OQ\ M\mw <

Notary Public

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

The foregoing instrument was acknowledged before me this ~ day of
I‘cbruary, 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: 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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EXHIBIT e

Attached to and made a part of that certain Operating Agreement dated February 1, _2901, between
Richardson Operating Company, as Operator; and Richardson Production Company and William A_Hall, as

Non-Operators.

ACCOUNTING PROCEDURIE
JOINT OPERATIONS

o GENEIIATL PROVISTONS,

Delinitions

“Joint Property” shall miean Uie veal and pecsonad property subject Lo the npreecmont to which this Aceounting Piecedure
in wlluchoed,

“Joint Opernlions” shall mean all operations necensarvy o propor foe the development, apecatlon, preolection nnd malnte-
nunce of the Joinl Property.

“Joint Account” studl e the necount showinge the climnpes paid wod eredits cecotved in Ui conduet of the Joinl Opera:
Lions and which are o be alinred by (he Unilies.

“"Operator” shadl mienn the party deshooaded o conduet the Jyint Operationn,

“Non-Operntors” shall inawn the Paclies Lo this nporeoment other than tho Operntor,

"Partles” shadl menn Opernior and Mon-Qperalors,

“Firgt Level Supervisors” shall mnean those siaployees whose prinaey function fn Joint Operalions in the divecl suporvision
of olher employees and/or continct labor divectly. eonployed on e Joint Propecty Inoa field operaling enpacity.

CTechnleal Bmployees” shall mewn those cimployces hinvingy apecind and specilic enginevring, geologicsl or other profes.

slonal akilla, and whose primary Tunction in Joint Operations is the handling of apecilic apecating conditions nnd problems
for the benelit of the Joinl Property,

“"Personal Expenses” shall mienn Gravel wnd other reasonable coimbursalile exponses of Operalor's employees.
"Maberinl” ahudl nienn personnl properly, equipiaent or supplion sequived or held for uge on the Joinl Propesty,
“"Controllable Matevinl” ahall moean Muderinl which al the Gmne s ro cluasified o the Muterind Clasailicalion Monunl ng
most recently recommended by e Council of Peliolewn Accountunls Societies.

Statement md Dillings

Operntor shall Lill Non-Operators on o bofove the Tnal day of cachomonth for thelr propor ionnty ehnre of the Jolnt A
count for the preceding maonth., Sach Lilly will be anceampanied by statoments which identily e authosity Tue expendiinee,
lense or Tacillly, nnd all chuvges wnd credits summnized by nppropvinte chaaificationg of Tnvestment and expense except
that items of Conlrolluble Material nnd unvsual charges wod eredita ahinll be sepneately tdentified and fully dencelbied in
detail,

Advancen and Payments by Moa-Operntorn

A, Unless otherwise provided Tor in the qgrecement, the Qpernlov may vequlee the Non-Operalocn te sdvanee Ueir
share of estimaled ensh oullny Tor the succeeding month's operation withln Hiltegn (165) duys aller receipt of e bill-
ing v by the firat day of the month for which e ndvance o vequired, whilehever in nder, Operator ghadl ndjunt enely
monthly billing Lo vellect ndvances recelvad [rom the Hon-Operators,

13. Ioach Mon-Operator shall pay Ha proportion ol WU bitls within (ifleen (16) duyn after recedpt 1 payment is nol made
wilhin nuch time, the unpaid balanee shall Hene interesU monthly ol the pa g aante fnelfect ol . Chase
Manhattan,., New Yorl_on e firsCday of (he month fnowhich delinquancy occura plun 1% or the muaxdimnm
conlract rate permilled by tie applicable usury Tvwe i the alate in which Uie Joint Praperty io loeated, whichever

is the Tesaer, plug allorney's fees, court costs, and olliee costs Ineognnection with the collection of unpaid nmounts,

v

Adjustiments

Payment ol any such bills shall not prejudice the vipht ol any Non-Operador Lo protest or question the eorrectness Uier ool
provided, however, )l bills nod atatements condered Lo Mon-Operatars by Operator duving any endenduar year shall con-
cluglvely be preswmed o be trae and correet nfter Lwonty-Tour (24) months Tollewing the end of any such endendar yeoar,
unless within the said twenty-four (24) month period o Mon-Qpoerator tadees wrillon exeeplion therety nnd malkes elnin on
Operator for adjustment. No adjustinent fuvorable o Operador shall be niade unless iU s made within the ame preseribod
period, The provisions of Whiy poragreaple shall nol prevent ndjustnenls vesulting from a physical iventory of Conteolbahle
Mulerinl as provided for in Seclion V.
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Audils

A. A Non-Operator, upon notice in writing to Operator and alt other Non-Operidors, shall have the vight to audit Opera-
loi's accounts and records relating to the Joint Account Tor any calendar year within the Lwenty-four (24) month
period following the end of such cidendar year; provided, however, the maldng of an auditshall not extend the lime
for the Luking of written exception to and the adjustinents of accounts ws provided Tor in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non Operators shadl make every reasonable effort to conduet a
joint andit in a manner which will result i aominimun of inconvenicinee to the Operator. Operator shall hewr no por-
tion of the Non-Operators’ audit cost ineuvred under this pio apreaph unless aprecd o by the Operator, The aadits
shall not be conducted more than once each yewr withoul peior approval of Operatar, except upon the resignation or
retoval of the Operator, and shall be made af the expense of those Non Operators approving such wadit.

. The Operator shalt veply inowriling to an audit report within 180 days alter veceipl of such vreport.

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non Operators is expressly required under other sections of Uhis
Accounting Procedure and if the agreement ta which this Accaunting Procedure is allachod conlaing no contrarvy provisions
in regard therelo, Operator shall notifly alf Non Operators of the Operator’s propesal, and the aprecment or approval of
amajorily ininterest of the Non Operators shiall he controlling: on all Non-Operatlors.

I piwer CGHARGES

Operator shall charge the Joinl Account with the following items:

1.

2.

3.

4.

6.

Ecological and Environmental
t

Cosala incurred for the benelit of the Joint Properly as aoresult of governmental or regruladory requirements to salisly envirou-
mental considerntions applicable to the Joinl Operations. Such costs may include surveys of nn ecological or archacologi nl
nature and pollulion control procedures as required by applicable Lows and regulations.

Rentals and Royalties
Leasce rentals and royalties paid by Operator for the Joinl Operalions.

Labor

A. (1) Salaries and wages of Operator’s Ticld conployees directly enmployed on the Joint Property in the conduct of Joint
Operalions,

(2) Salaries of First Level Supervisors in the ield.
(3) Salaries and wages of Technical Iomployees divectly employed on the Joint Property if such charges are excluded
from the overhead rales.

(1) Salaries and wages of Technical Finployces either temporarily or permanently assigned to and directly employed
in the operation of the Joint P'roperty if such chivpes are excluded from the overhead rates.

B. Operalor’s cost of holiday, vacation, sickness and disability beneflits and other customary allowances paid 10 employeces
whose salaries and wapes are chargeable W Uie Joint Account under Pavagraph 3A of this Scection T Such costs under
this Paragraph 3B may be charged oo a “when and as paid basis” or by “percenlage assessment” on the amount of
salaries and wages chargeable to the Juint Account under Paragraph 3A of Lhis Seclion . Il percentige assessment
is used, the rate shall be hased on the Operalor's cost experience.

C. Expenditures or contribulions made pursuant to assessments imposed by governmental authority which are applicable
to Operalor’s costs chargeable Lo the Joinl Account under Paragraphs 3A and 38 of Lhis Section 11.

D. Dersonal Fxpenaes of those employees whose sadaries and wapes are chargeable to the Joint Account under Paragraph
3A of this Section 1.

Employece Benefits

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 lilke nature, applicable to Operator's labor cost chargeable to the Joint
Account under Paragraphs 3A and 38 of this Section H shall be Operator's actual cost not to exceed the pereent most recent-
ly recommended by the Council of Petroleum Aceountanls Socielies.

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

shall be purchased for or transferred Lo the Joint 'roperly as may be required for immmediate use and is reasonably practical
and consistenl with efficient and ceonomical operations. The accumulation of surplus stocks shall be aveided.

Transportation
Transportation of employces and Material necessarcy for the Joinl Operations but subject to the following limitations:
A. 1T Material is moved to the Joint Properly from the Operalor's warchouse or other properties, no charge shall be made

to the Joinl Account for a distance preater than (he distance from the nearest reliable supply store where fike material
is normally available or railway receiving poinl nearest the Joinl Properly unless agreed to by the Parties.
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13.

14.

16,

|

B. I surplus Material is moved to Operator’s warehouse or olther storage point, no chirge shall he made to the Joint Ae-
count Tor a distance greater than the distance Lo the nearest reliable supply store where like material is normally
available, or railway receiving point nearest Lhe Joinl Properly unless agreed Lo by the Parties. No chorge shadl he
made o the Joint Account for moving Malerial to other properties belonging to Operator, unless agreed Lo by the

Parlies.

C.  In the application of subpavayraphs A and 3 above, the oplion to cqualize or charge actunl trucking cost is nvailable
when the actual charpe is $100 or fess excluding acecssorial charpes, The $400 will he adjusted to the amount most
recently recommended by the Council of Petrolenm Accountants Societics.

Services

The cost of contract services, equipment and ulilities provided by outside sources, except services excluded by Parapraph
10 of Scetion H and Parapraph i, i, and i, of Scetion THL The cost ol professional consullant serviees and contract ser-
vices of technical personnel direetly engagred on the Joint Praperty if such charges are excluded from the overhead rates,
The cost of proefessional consullant services or conlract services of technical pevsonnel not divectly engaged on the Jaint
I’raperty shall not be charpred Lo the Joint Account unless previously apreed Lo by the Parlies,

Fiquipment and Facilifies Purnished By Operator

A. Operator shall chargre the Joint Account foe use of Operator owned equipment and facilities al rales conmensurate
wilh costs of ownership awd operation. Sueh rates shall include costs of muintenance, repairs, olther operaling expense,
insurance, Laxes, depreciation, and tnlerest on pross invesbinenl less aecwmualated depreciation not to exceed L
Sbwelve. - —opereent( 12 o %) per annum, Sueh o caten shadl nol exceed averige commercial rates currenlly pre-
vailing in the immediale area of the Joinl Property.

B, Inlicu of charges in paragraph 8A above, Operator may eleet to use average cominercial rdes prevailing in the immedi-
ate aren of the Joinl Property less 20%. For anlomolive equipment, Operator may eloch to use rates published by the
Petroleum Motor Trunsport Associnlion.

Damages and Losses to Joint Property

All costls or expenses necessary for the repair or veplacement of Joint Propevty made necessary beenuse of damagres or losses
incurred by fire, flood, storm, theft, aceident, or aolher cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non Operator written notice of damages or losses incurred as soon ns practicabie
after a report theroof hias been recaived by Operator.

Lepgal Expense

Expense of handling, investigating and sellling Hitiration or eladms, discharging of Hens, payment of judgements and
amounts paid for seltlement of claims incurced inor resulling fronvoperations under the agreement or necessary Lo protect,
or recover the Joint Propertly, except that no charge Tor services of Operator's legal stafl or fees or expense of oulside allor-
neys shall be made unless previously agreed lo hy the Parlies. Al olher legal expense is considered lo be eovered by the
overhead provisions of Section HT unfess otherwise apreed to by the Parties, except as provided in Section [, Paragreaph

3.

Taxes

All taxes of every kind and nature pssessad or levied upon or in connection with the Joint Droperty, the operation thereof,
or the production therefrom, and which laxes have been paid by the Operator Tor the beneflit of the Pavties. I the ad valo-
rem taxes are based in whole or in parl upou separate vilualiona of each party's working intereat, then nolwithstanding
anylhing to the conlrary herein, chargres to the Joinl Account shall be made and paid by the Parlies hereto in accordance
wilh the tax value genorated by cach parly's working interest.

Insurance
Net premiuma paid for insurance required to be envried for the Joinl Operations for the protection of the Parties. In the
event Joint Operntions nve conducled in a state in which Opernlor may act as self-insurer for Worker's Compensution and/

or Fimployers Linbility under the respective stnte’s laws, Operator may, at ils eleclion, include the risk under its self-
insurance program and in that event, Operator shall include a charge al Operator's cost not to excecd manual rales.

Abandonment and Reclamation

Cosata incurred for abandonment of the Joint Property, including cosla required by gpovernmental or olher regulatory
authorily.

Communications

Cost of acquiring, leasing, inatalling, operating, repaiving and maintaining communication systems, including radio and
microwave fncilities directly serving the Joint Property. In the evenl communicalion [acilities/systems serving the Joint
Iropertly are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Seclion H,

Other Expenditures
Any other expenditure nol covered or deall with in the foregoing provisions of this Section 11, or in Section 111 and which

is of direct benelit to the Joint Propecly amd is incurced by thie Operator in the neeessavy and proper conduct of the Joint
Operations,




1.

1 OVERHEAD

Overhead - Drilling and Producing Operations

B.

As compensalion for administralive, supervision, office services and warehousing costs, Operator shall eharpe drilling
and producing operations on cither:

(%) Fixed Rate Busis, Paragraph 1A, or

() Percentage Basis, Pavagraph 13

Unless otherwise agreed Lo by the Parties, such charge shall be in lieu of cosls and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except these directly chargeable under Pavagraph
A, Scction 1. The cost and expense of services from oulside sources in conneclion with malters of Laxalion, tralfie,
aceounting or matlers before or involving governmental agencies shall be considered as included in the overhead rales
provided for in the above selected Paragraph of this Section T unless such cost and expense ave apreed Lo by the
Parties as a direcl charge to the Joint Account. :

The salaries, wages and Personal Expenses of Technical mployees and/or the cost of professional consultant services
and coutract services of Lechnieal personnel diveetly employed on the Joint Property:

() shall be covered by the overhead rides, or
( X) shall not be covered by the overhead rales,

The sularies, wages and Personal Fxpenses of Teehnieal Fmployees and/or costs of professional consultunt acrvices
and contract services of technieal personnel cither temporarily or permanently assigned to and divectly employed in
the operation of the Joint Property:

() shall be covered by the overhead rvates, or
( x) shall nol be covered by the overhead rates.

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

Drilling Well Rale $ ..5,000.00. ... .
(Proraled for fess than a Tull month)

Producing Well Rate $ 500.00. . .
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
() Drilling Well Rate

(1) Charges for dritling wella shall hegin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or olhier units used in completion of the well is released, whichever is later, except
that no charge shall be minde during suspension of drilling or completion operations for Tifleen (15) or
more conseculive calendar days.

(2) Charges for wells undergoing any type of warkover or recompletion for a period of five (b) conseculive
work days or more shall be made at Uie drilling well rale. Such charges shall be applied for the period
from datle workover aperations, with rig or other units used in workover, commence through date of rig
or other il release, except Lhal no charvgre shall be made during suspension of operations for {ifteen
(15) or more consceulive calendsu days.

(b) I'roducing Well Rales

(1) An active well either produced or injected into Tor any porlion of the month shadl he considered as a one-
well charge for the entire month.

(2) Iach active completion inumulti-completed well in which production is nol commingled down hole shall
be considered as a one-well charge providing cach complelion is considered w sepurate well by the govern-
ingr regrulutory authority.,

(3) An inaclive gas well shut in because of overproduction or fajlure of purchaser to take the production shall
Le considered as a one-well charpe providing: Uhe gas well is directly connected to a permanent sales
outlet.

(4) A one-well charyre shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well chargre shall be made whether or not the well has produced except when
drifling well rate applies.

(5 All other inactive wells (including bul nol limited to inactive wells covered by unit allowable, lease allow-
able, transferraed allowable, ete) shall not qualily for an overhead charge.

{3) The well rates shall be adjusted as of the first day of April ench year following the effeclive dite of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use Ly Uhe percenlage incrense or decrenne in the nverage weekly earnings of Crude Petroleum nnd Gns
Production Worlers for the last ealendnr year compared (o the ealendar year preceding ag shown Ly the Index
of average weekly earnings of Crude Petrolenm and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statisties, or the equivalent Canadian index as published by Slatistics
sanada, as applicable. The adjusted rates shall be the rales currently in use, plus or minus the compuled ad-
justment.

Overhead - Percenlayre Basis

(1) Operador shall charpe the Joimt Account al the Tollowing rales:
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(a) Development

Percenl ( %) of the cost of development of the Joint Property exclusive of cosls provided

under Par: l]’l u)h 10 of Seetion 11 and all salvage eredits.

(b) Operaling

Pereent ( %) of the cost of uperatimge the Joint Property exclusive of casts provided under

Par ”nnphq 2 and 10 of Section 1, all sabvagpre credits, the vidue of injected substanees purchased for secondary
recovery and all taxes and .l:‘.‘«-....nn-nl:: which are levied, assessed and paid upon the mineral interesl i amnd

lo the Joint Mroperty.
(2) Application of Overhend - Perveentuge Basis shadl be as Tollows:

For the purpose of determining charpes on a percentage basis under Pavageaph 1Y of this Section 11, development
shall include all costs in connection wilh drilfing, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig wd crew eapable of diritling to the producing interval on the Joinl Prop-
erly; also, prclnnln wy expenditures necessary in prepacation for deilling and oxp(-n(htmcu incurred in abandoning
when l.||u well in not compleled as n producer, and original cost of conatruction or inslaiiation of fixed nsaets, the
expanaion of fixed assets and any other projecl elenrly discernible an u fixed anael, except Major Construction ns
defined in Paragraph 2 of this Section T AT other costs shadl be considered as operating.

2. Overhend - Major Construction

To compensale Operator for overhead cosla incarred in the construction and installation of fixed agsets, the expansion of |
fixed assets, and any other project clewrly discernible as a fixed asset required for the development and operation of the |
Joint Properly, Operator shall either negotinte a rale prior to the beginning of construction, or shall charge the lan |
Account for overhead based on the following rates for any Mujor Construction project inexcessol $§ ‘

A =5=__ % of first $100,000 or total cost il Tess, plus ‘
B. _ =3—=_ %ol cosls in excess of $100,000 bhul less than $1,000,000, plus
v 2= % of cosly in excess of $1,000,000.
Tolal cost shall menn the jrross cost of any one project. For the purpose of this paragraph, the companent parts of a single
project shall not be treated separvately and the cost of deilling and workover wells and artificial lift equipment shall be ’
excluded. ;
\
3. Catastrophe Overhead l

To compensate Operator for overhead costs incurred in Lhe event of expenditires resulling (rom a single occurrvence due
to oil apill, blowout, explogion, fire, storm, hurricane, or ather culastrophies us agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that exisled prior to the event causing the expenditures, Qperator
shall either negolinte a rale prior to charging the Joinl Accounl or shall charge the Joinl Account Tor overhead based on
the following rates:

A =5 __ % of tolal cosls through $100,000; plus
B, __=3=_ % of wlal cosla in excess of $100,000 Hul less than $1,000,000; plus
C.__=2= % of tolal costs in excess of $1,000,000.

Expenditures subject to the overheads above will nol be reduced by insurance recoveries, and no other averhend provi-
sions of this Section HI shall apply.

4, Amendment of Rates

The overhead rates provided for in this Section T may be wimended from Lime to time only by mutual agreement between
the Parties herelo if, in practice, the rates are found to e insulficient or excessive.

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

Operator is responsible for Joinl Account Malerial and shall malke proper and timely charges and credits for all Malerial move-
menlts affecting the Joinl Property. Operador shall provide all Material for use on the Joint Property; however, at Operalor’s
option, such Malerial may be supplied by the Non-Operator. Operator shall make Limaoly disposition of idle nml/nr surplus
Malerial, such dispogal heing made cither through sale o Operator or Non-Operalor, division in kind, or sale to outsidors.
Operator may purchase, but shall be under no obligration to purchase, interest of Non-Operators in surplus condition A or B3
Material. The disposal of surplus Controtlable Malerial nol purchased by the Operator shall be agreed Lo by the Parties.

I Purchases
Material purchased shall be charged al the price paid by Operator after deduction of all discounts received. In ease of

Material found to be defeclive or returned Lo vendor for any other reasons, eredit shall be passed to the Joinl Aceount
when adjustiment hias been received by the Operator.

2. Fransfers and Disposiions

Malterial furnished to the Joinl Properly and Material Leansferrved from the Joint P roperly or disposed of by the Operator,
unless otherwise agreed to hy the Parties, shall be priced on the following basis exclusive of cash discounts:



A. New Material (Condition A)

B.

(1)
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(1)

Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and Lurper, exeept line pipe, shall be priced al Bastorn mill published
carfoad base prices effeclive as of dule of movement plus Lrinsportation cost using the 80,000 pound carlond
weight basis to the railway receiving point neavest the Joint Property for which published rail rales for
tubular goads exist. I the 80,000 pound rail rate is nol offered, the 70,000 pound or 90,000 pound rail rale
may be used. Freight charges for tabing will be enleadated from Lorain, Ohio and easimr from Youngstown,

Ohio.

(b) For grades which are apecial to one mill only, prices shall be computed al e mill base of that mill plus lrans-
portation cosl fvom that mill to the raifway veceiving poinl nearest the Joint PProperty as provided above in
Paragraph 2.A.(1)(a). For ransporlation cost from points other than Bastern mills, the 30,000 pound O Ficld
Haulers Associntion interstale truck rate shall be used,

(¢) Special end finish tubular goods shiall be priced at the lowest published out-of stock price, fobh. Houston,
Texas, plus transportation cost, using: Qil Pield Hawdera Associalion interstate 30,000 pound truck rate, Lo
the railway receiving point nearest the Joint P'roperty.

(d) Macaroni tubing (size less Lhan 2% inch OD) shall be priced at the lowest published oul-of-stock prices fo.h,
the supplier plus Lransportalion costs, using the Ol IMield Haulers Association inlerstate Lruck rate per weight
of tubing transferred, Lo the railway recciving point nearest the Joinl Properly.

Line Pipe

(1) Line pipe movements (excepl size 24 inch O and buger with walls % inch and over) 30,000 pounds or more
shall be priced under provisions of Lubular goods pricing in Pavagraph A(1)x) as provided above. Freight
charges shall be caleulated from Lorain, Ohio,

(b) Line pipe movements {except size 24 inch O1) and bargrer with walls % inch and over) less than 30,000 pounds
shall e priced al Inastern mill published carload huse prices effective as of date of shipment, plus 20 percent,
plug trangportidion costs based on freipht rates as sel Torth under provigions of tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be ealculated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced .o L. the point of manufacture
al current new published prices plus transporlalion cosl lo the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit nat listed on published price lists shall be
priced al quoted prices plus [reight Lo the railway receiving point nearest the Joinl Propertly or al prices
agreed to by the Parlies.

Other Material shall be priced at the current new price, in effect ab date of movement, as listed by a reliable supply
store nearest the Joinl Properly, or point of manulacture, plus Lransportatlion costs, if applicalle, to the railway
receiving point nearest the Joinl Properly.

Unused new Material, except tubular goods, moved from the Joinl Properly shall be priced at the current new
price, in effect on dale of movement, as listed by a relinble supply store nearvest the Joinl Property, or point of
manufacture, plus transporlation costs, if applicable, (o the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition I3)

Malterial in sound and rerviceable condition and suitable for reuse withoul reconditioningg:

ey

(2)

(3

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

(n) Atseventy-five percenl (75%) of current new price, as determined by Paragraph A, if Malerial wasg originally
charged to the Joint Account as new Material or

(b) At sixty-lfive percent (GH%) of current new price, as determined by Paragraph A, if Material was originally
charged Lo the Joint Account as used Material.

Matlerial not used on and moved from the Joinl Property

At seventy-five percent (75%) of current new price ns delermined by Paragraph A,

The cost of reconditioning, if any, shall be absorbad by the ransferving property.

Other Used Malerial

(1)

Condition ¢

Malerial which is nol in sound and serviceable condition and not suitable for ils original funetion until afler recon-
ditioning shall be priced at filty percent (50%) of current new price as determined by Uaragraph A. The cost of
reconditioning shall be charged o the receiving property, provided Condition G value plus cost of reconditioning
does nol exceed Condition B value,
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(2) Condition D

Malerial, excluding junk, no longer suitable for ils original purpose, but usable for some other purpese shall be
priced on a basis commensurate with its use. Operator may dispose of Gondilion D Material under procedures
normally used by Operator wilhout prior approval of Non-Operators.

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

pipe prices.

(1) Casing, Whing or deill pipe used aq highor pressure service ines than atandaed line pipe, e.pg. power il lines,
shall be priced under normal pricing procedures for casingr, tubing, or drill pipe. Upset tubular gooda shall
be priced on a non upset hasis.

(1) Condition Iy

Junlc shall be priced at prevailing prices. Operalor may dispase of Condition I, Muterial under procedures nor-
mally ulilized by Operator withoul prior approval of Non-Operators,

D. Obsolele Material

Material which is serviceable and usable for ils original function bul condition and/or value of such Material is not
equivalent lo thal which would justify a price as provided above may be specially priced ns npgreed to by the Parties.
Such price should result in the Joint Account being charged with the value of Lhe service rendered by such Material.

IS, Pricing Conditions

(1) leading or unloading costs may he charged to 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 uunloading costs sustained al the stocking
point. ‘The nbove rate shall be adjusted as of the first day of April each year following January 1, 1985 by the snme
percentage increase or decrease used Lo adjust overbiend vates in Secelion HI, Paragraph 1LA(3). FEach year, the
rate caleulated shall be rounded Lo the nearest cent and shall be the rale in ellect until the firat day of April next
year. Such rate shall be published each year by (he Council of Pelroleum Accountnnls Societies.

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

3. Premium Prices

Whenever Materinl is not readily obtainable al pullished or listed prices beenuse of national emergencies, striles or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for Lhe required
Material al the Operator's actual cost incurred in providing such Materinl, in making it suitable for use, nnd in moving
it to the Joint Property; provided nolico in wriling ia furnished Lo Non-Operatora of the proposed chargo prior to billing
Non-Operators for such Material. Ionch Non-Operator shall have the right, by so elecling nnd notiying Operntor within
len dnys alter receiving nolice from Operator, to furnish in kind all or part of hia share of sueh Malerinl suitnble for use
and acceptable to Operator.

1. Warranty of Material Furnished By Operator

Operatar does not warrant the Material furnished. In case ol defective Materinl, credit shall not be passed to the Joint
Account until adjustment has been received by Opevator from the manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material,
1. Periodic Inventories, Notice and Representation

At reasonable inlervals, invenlories shall Le taken by Operator of the Joint Account Controllnble Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Opernlors may Le represented when any inventory is taken. Failure of Non-Operators to be represented al nn inven-
tory shall bind Non-Operators Lo accepl the inventory Laken by Operatlor.

2. Reconcilintion and Adjustment of Inventories

Adjustments to the Joint Account resulling [rom the reconcilintion of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustnents shall be made by Operator Lo the Joinl Account for
overages and shortages, bul, Operator shall he held aceonntable only for shortages due to lack of reasonable diligence.

3. Special Inventlories

Special inventories may be laken whenever there is any sale, change of inlerest, or change of Operalor in the Joint Property.
It shall be the duty of the party selling o nolify all other Parties ag quickly as possible after the transfer of interest takes
place. In such eases, both the seller and the purchaser shall be governed by such invenlory. In cases involving a change
of Operator, nll Parties shall be governed by such inventory.

1. Sxpense of Conducting Invenlories

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

B. 'The expense of conducting special invenlories shall be charpged to the Parties requesting such inventories, excepl in-
ventories required due to change of Qperator 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
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 orlack 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 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 ali 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 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 shali 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. f 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. 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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AADL \FOR&?}MO - 1989
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT

DATED

May 14 , 198

OPERATOR __ Richardson Operating Canpany

CONTRACT AREA Township 30 North, Range 14 West, NMM

Section 21: W2

Surface to ase of Pictured Cliffs formmation

COUNTY OR PARISH OF __San Juan , STATE OF __New Mdco

COPYRIGIIT 1989 — ALL RIGITTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 TOSSIL CREEK BLVD,
FORT WORTH, TEXAS, 76137, APPROVED FORM.
AAPL  NO. 610 - 1989
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EXHIBIT e

Atlached to and made a partof _ALlacbed ko _and made a_park af Lbal_certaln Operaklng dgreewenk
_dated May 14, 1998, helkween Rlchardson Qperaling Company._as Operakor. and amoco .
_Production Company. el al. as Non-Operalors.

|

N

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I, CENERAL PROVISIONS

Definttiony

“Jolnl Property™ alhall menn the vent and pevsonntd property subjecl ta the ngreement to which this Aceounting Procedure
{n u(lnclml‘. . '

“Joint Opcrntions’ shalt menn all aperations necesanry or praper far the development, oporallion, protection nnd mninte
nunee of the Jalnl Properly.

“Joint Accounl” shall menn the necount showing the chnrges paid and evedits recelved in the conduct of tho Joinl Opera
tions nnd which nre to be shured by the Unviies.

“Operntar” shatl menn the prrty desfgnated to conduct the Joint Oparntions.

“Non-Operaters” shall niean tho Partles to ils agreement ather Unn the Operatar.

"Pavties” ahall mean Opevator nnd Man-Opernlors.

“Ffeal Level Supervisora” ahindl menn those employees whose primnry funetfen in Jalnl Operations Is the direcl supervision
of ather employees and/ov contrnet tubor diveetly. employed on the Joint Propecty foon febd operating enpuelty.
“Techinlenl Wmployoes™ shindl menn those employees hnving spectnl und specific engineering, geologicn! or other profes
gionnl skitla, und whoso primury function In Jolnt Operntions ia the hnudling of specific apernling conditions and problem:
for the benell of the Jolnl Property.

“Iervsonnl BWxpenaes” shall menn Uravel nnd olhier rensonnble refimbursnble expenses of Operntor's employees.
"Muterint” shatl menn pevsonnd property, equipment or supplics nequired or held for use on the Joint Property.
“"Controtlable Materlal” shall mean Mateclnl which nl the time ig so clussificd 1o the Malerlal Classificntion Manun! «
masl recenlly recommended by the Council of Pelvaletim Accountants Socielies. '

Statementl and DHUngs

Operntor ahall LI Nen-Operntors on or hiclore the Yaal duy of each month for thelr proportlonute share of the Jolnt A
count for the preceding month. Such Lilta will be nccomprnicd by stalements which identify the nuthority for expendituy .
lenso or facHily, and nll chorges wnd eredita snmimnrlzed by npproprinte clossifications of Inveatment and expense excey
that items of Contrallulite Muterfal wnd anusual ehnrges and eredits shadl e sepurntely fdentified wad fully deseribed i
detnil,

Advances und Payments hy Non-Opevntory

A, Unteas alherwlse provided for tn the sgreemant, the Operator ey vequire the Nan-Operatora to osdvence the
share of estimeled ensh oullay for the succeeding month's operution within Tifteen (15) doya after recelpt of the bi
Ing or by tha [frst day of the month for which the nidvance is required, whichever s Inter. Operntor shall adjust en,
monthly billing Lo reflect ndvances yeeeived from e Non-Operntory.

0. [ach Mon-Operator shull pry Ho propovtion of wll bills within fiftcen (16) daya nfter reeelpt 11 payment fa nol mn
wihthln aneh Hie, the unpald halanca shal) Benr bndereat nionllily nt the primoe vulo In effect nt __Norwest

__Bapks Denver =~ ontho firstdny of the month In which dellnguency oceurs plua 1% or Lhe mnxln_li
conlrnel rale pormitled by the appltcable vaury Inwa fn the state In which tie Jolnt Property fs loenled, whiches

is the losaer, plug atlorney’s feea, ottt coaly, nnd ather cosls tn connection with the collectton of unpuld amount:

Adfualmenls

Payment of any suels Bills ahindl nol prefudice the vight of nny Non - Operntor to plolest er questlon the correciness thers
provided, however, all hills and staltementa vendered to Mon-Operntors by Gperntor dawring any ealendar yeor shall ¢
cluslvely ba presumed to e truoe and corcect wllor twenty-four (24) months following the end of nny auch colendnr ye
unloos wihthin the pald Lwanty-tour (24) manth porlod a Mon-Oparntor takes wrlttan excoptlan thereto nnd makos elahn
Operator for ndjustment. Mo adjustmoent fuvorabile lo Operntoy shel) be mnde unless 1L fv mmade within the snmo preser!l
perfod. The provislons of thia pnrum{\/)h shidt not prevent ndjnatimenty yesutlting from n phystenl Inventory of Controlln

Mulerinl ag provided for In Seclion :



il

HI.OVERIIEAD

Qvevhend - Drilling and Producing Operntionn

l.

ili.

As compensation for administratlve, supervislan, office services and warchousing cosls, Operalor shall charge drilling

nnd producing operntions on cither:

(X)) Pixed Nale Nusia, Pavagraph LA, or

( ) Percenlage Busis, Paragraph 18

Unfesa otherwlse ngreed (o by the ParUen, such ehnrege shadl be in Hew of costs and expenses of nll olfices and wnlarles
or wages plus applicable burdens nnd expenses of all personnel, excepl (hose direelly chargeable under Parograph
3A, Scetian 1. The coat and expense of services [rom autside sources in conneclion with mntters of taxntion, Lraflie,
accounling or motlers before or involving governmental ngenciea shall be conaidered as included In the over hcnd rales
provided for In the above sclected Paragraph of thix Seclion 1] unless such cosl and expense are ngrce(l lo by the

Partics as o dircet charge to the Joint Auonnk

The sulnriea, wagea and Personnl Bxpenses of Technical Bimployeces and/or the cast of professional consullanl services
and contincel acrvices of technical personnel divreclly emiployed on the Joint Properly:

() shall he covered by the overhead rates, or
{X) shall not be covered biy Lhe overhead rales.

The salaries, wages and Personal Iixpenscy of Technical mployees and/or coutls of professfonni consuitant services
and contrnel nervices of Leehnical personnel either Lemporarily or permnnently asalgned to and direclly employed In

the operntion of the Joint Property:

()} shall be covered by the overhead rales, or
(X'} shall nol Le covered by Lhic overhead rales.

Overhend - FPixed Nate Bnsia

{1) Operalor shall charge the Joinl Account al the [ollowing rutes per well per month:

Drifling Well Rate § 2.000.00

(Prorated for less than n full month)
Producing Well Rate $900.00

(2) Appllention of Overhend -~ Fixed Nate Nasis shall be ns followa:

() Drilling Well Rate

(1) Chavges for deilling wells shall begin on the dale the well is apudded and terminale on the date the deill-
ing rig, completion rig, or other units used in complelion of the well is released, whichever is Jaler, except
that no charge shall be made durlng suspension of drilling or complelion operalions for [illeen (15) or

more consecutive ealendar days.

(2) Chorges for wells undergoing nny Lype of worlover or recompletion for n period of five (G) conseculive
‘warle days or more shall be innde al the dvilling well rale. Such charges shall be applied lor Uhe period
[rom dale worlover operntions, with vijy or other unila used in worlcover, commence through date of rig
or olher unit release, excepl that no charvge shall be made during auspenasfon of operations for [{{tcen

{16) or move conseculive calendar days.

(L) Praducing Well Rales

{1} An active well cither produced or injectled into for any portion of e manth shall be considered rs a one
well charge for the entire month.

(2) INach aclive complelion in t mulli-completed well in which production is nol commingled down hole ghal
be conaldered ay a one-well charge providing each completion is considered n sepornte well by the govern

ing regulatory anthorlity.

{3) Anlnnctive gas well shul in because of overproduclion or fuilure of purchaser lo take the productlon shal
he eonsidered wa w one-well chrge providing the pas well is dircetly connecled to n permnnent sale:

oullel.

(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 nol the well has produced except whe

drilling well vate npplies.

All ather tnaclive wells (including bul nol Himited to lnaclive wells covered by unlt allowable, lense allow
nbie, transferred nllowable, ole) shall not qualify for an ovarhead chavpe.

(6)

(3) The well rates shall be adjusted nu of the {ival day of April ench year lollowing Uie effective dale of the agreemen
to whicl this Accountling Procedure ls attached. The ndjustment shall be compuled by multiplying tho rate cu:
renlly In pse Ly the percentnge Increase or decrense in the average weeldy earnings of Crude Pelroleum nand Gr
Produclion Worlters for the lnal calendar year compnrred Lo the catendnr year preceding oa shown by Lhe Inde

of avernge weeldy carnlugs of Crude Petroleum and Gug Uroduclion Workers ng published by the Unlted Stuts
Bureny of Lanbor Statintics, or the equivadent Conadinn index ng publshed Ly Statiatic

Department of Lnlar,
The ndjnated rntes shall be the rndes corvently in vae, plus or mlnua the eomputed n

Canndu, na applicable.
Juntiment.

B—Overhond—FRoveontapye-Nanin

{N—Operator-shall-eharge-the-Joint-Aecount-al-the-following-rutea:
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EOCHITEEE «

wehed to snd made o puet of AL tached Lo _and_mwade_a vt of_fhal. cecka Lo Onerating_ _hgteenent
ed . bebtween_Hichardson_ Qperallng Company. aa Operator.andEvko .

bevelopment Co., ek nl._as MNon-Oneratovs. .

ACCOURTING DIOCTEDTIRIE
JOINTT OPERATIONS

{ cEnenat, rnaviIinions

Dallntilony

“Jolnt Prapecty” abindl menn the veol nnd poraonnd poopecly subfect 2o Gva ngreeinent to which thin Acconnting Miocedin
fo nltnched, .

"Jolal Operatlons” ahall tenn all aperntians necevmey o prgper foe e dovelopiment oporetion, protecton md mndnt
nnneo of tha Jafnl Praporty.

"Jolnl Acconnt” shialt pyenn the neconnt show Dy the e o pald and moedite veeslved In the conduct of tha Jolnt Oper
Hona wnd whieh nra ta be ahured Uy the ParUea

"Oporntor” shall menn {he paty desfgnnted to conduet tha Jolot Operndions
'"f\’ou-()pm'hh)l1)" shalt enn tha Py thes o this sngeement other Ui the Operntor

“Partlea”™ aliall menn Opevntar mined Hon Operators,

"Flrat Lavel Supervisova™ ahindl mewn insn eimployees whoae plonay funncton To Jolnt Operntions 1o the dhecl super viale
al other employees and/or cantinel tnhov dbvectly. ecrnployed an Uie foinl Property Tnon Holid operntng enpuelty.
“Techmlend imployoca™ aliell nenn thone emiployean having spechnd wod apeelfle viginee Togy peotoglent o other piofe
slonnl aldla, wnd whowe prfimary funetion fn Jolnt Operntions s e bl of spevtfie opernting condiUona nnd poobiern
for the henelit of tha Julut Mioperty.

"Teraoan] Wrpenges” aboll niewn Gavel nnd other vensonnble velmbursanbile expenaes of Operntor s eiiployees,
“Materind” ahind] menn personad propeity, equipment or yupplies wegulvad m bl fuy nae o the Jolnt Croper ty,
"Conbiolalile Materlnl” shall menn Maoterial which ot the thae Iy so Qussltied baothe Maotarlol Clawsillcntlon Muanwnd
mast racently recommendad by Uie Cauncil of Detoatean Accanntnnls Socletias )

Stedemanl wnd s

Oporatar ahindb GIH Man-Operntors on o belore the toat doy af enclo nvanth Tor teele prapoerHonete tshare of the Jolnt #
count for the preceding month, Suely LI Wt be weeonmpanted by stGoementa s hdedh Tduntily e nathov ity fov expendliu
benao or focllity, nnd b ehinrges mnd ey edils oo boed Dy nppoeps bite elioasientony of Tnviesbment and expense ewer
that ltears of Conlratlabile MaterTol nd vonsaad chin e wnd credite abindd Tre separalely Sdentiled wind Tolly deser Hhed
tlelnil,

Advinees nndd Paymvents hy Honw-Opernfon

A. Unteas atherwlae provided for In (e ngreement, thy Operntor nuny vegolie the Mon Operators o pdvapen (]
share ol esthnoled coslo auliny Tor the sueceeding montvy eperation wlhin Hteon (IB) duya nfter yecelpt of tha
Ing or by tha [lrsl day of tha month for which the wdvenee ts venudied, whichoever Iy fnder. Operntor !;hnh ndual o
manthly billog te rellect ndvances 1ecelvarl Do the Maon Opeyntory

. ech Flon Operator sholl poy e propos Hoeoo ol olb BIta within Hlteen (16) dayn nller recelpt 1 hoyiment Is not e
withhe avely Uhirg, thia tnpabd Lalanea odogdd hear botereal voanthly wl tha prlioo vnta In elfeet nt __NOrwesbt
_hNapk_Denyer o ostho loal day of Uia ovonth biowhilel dablnguency ogeuca plua 1% or the maxln
cantrnel ranto povimbtied by the npptlentile unry Tows e the atato nowhieh the dotnt Property s toenicd, which
Iy the Tesaer, plua nttorsoy’s Tees, ronn Ceonts nod other conts b vonsection wlth the collecton of vapadd mnvoeu,

AdJuslorents

Payment of nuy auch hitla sl ol pyefudice tia lghUal any Hon Operator to plotest or questlon the correcineys Uhe
providud, however, nll hitls nnil statementarendered to Han Opecntora by Opeentor disdng any eatendar yeor shnld
chuslvely ha presumed to Lo touo il eorveel wltor Luenty Towr (24) imontha Inllewing the end of any sueh ealondn

widass whhln tho aald twanty-Towe (2:40) manth parctad @ Fon-Oporatar tnlees wiltlon oxcoption thorolo ind malion clnf
Operntor for adfustimant. Ma wdfustinant favoralito to Operntar whindt Yo tvwede valess 1Ly imade whthin the snime preae
perlod, The proviafons of this prrng vwl\ whindt ot prevant ndjnatinenta veaulthy Trom n phiystent lnventary of Contia

Matertnl wa providaed Tor In Seclion V)



11 OVinman

Jverhend - Deilliog and Praduchng Operntions

1.

As compenantlon for admluintyallve, supecviston, office acvvices wnd wareliotaiog coata, Opetator ahiall chnrge dellilng

asnd produchhg operntnng an vither:

(X)) Fixed Hate Dusta, Pavegeaph 1A m

{ ) Pereentage Unuls, aagiaph 11

Uidess atherwlae ngreed to by the P tlen, auch el ggo abindd he Bn o ol conta nnd exprennen of odl alilecs and nnloelen
ar wages plua appliceble burdens pnd expenaes of nlf pergonnel exeept thane dhveetly ehargeabhle voader Uarograph
A, Seclion . The coal noal expense of services from nulalde nowm con by connoctinn with mnllera of tnxntion, Grallle,
accounting or mallers Lelore or Invelving governmental agencien shiadl he conabdered na Included tn the overhend rates
pravided for In the shave selected Pavegraph of thin Seellon TH unleas noch cost and expense wre ngreed Lo by the

Poilies an o divcet ehinega 1o the Jolol Aceount

Fhie salardens, woges nod Personnl I pennes of Teehdenl Bnployeen nmd/or (he coal of pioleastonnd conaullnnl aervicon
and conlyncl aervican of lechnlon] personnel diveetly smployed on e Jolnt T oper Ly

) shinll Bie covered by the averliend 1nlon, ar
X)) ahall not bha covered by the nverliead nlen,

The satnries, wages nnd ersonal Toopenaes of Techoleal Wiployees and/Zor conta of prolesstonnel convullont servicen
and vonlrnet nervices of technlent peosonnel olther tomparm fly o promanently nsalgoed to nod dhecltly employed To

the oprration of the Jolnl Propuorty:

{ )Yalhall he cavered by the overhead vates, m
{X) abindl ot be covered by the oves hend sntes

Overhiend -« Flrod Tale Magls

(1) Operntor shall charge the Jaint Aceovnt ol the followlog valen per well per mantl

Deitfng Woll Rote T .5, 00000 _
(Pyornled for Joan than n fall shonth)

Producing Well Raote £ 500,00
() Appleatlon of Overhiend - Fixed ate Bagls shall e ng followa;

{n) Dreilllng Well Halo

(1) Chavgges fav de Wiy welly ahalt hepgho on the dale the well Ty apadded and lormbande an the date the 1 JH1
ing vl campletion rlg, or other wnits wed o completton of the well Bocelenned, whichever Ty tator, excepl
that no charge alialt be nonde o fog saepenaton of i tling o corapletion operations Tor (Hleen (16} oy

mare consecullve enlendnr duys

(2} Charvges for wells vndm golng any Lyrpe of workover o accompletion for o patlad of five (5) conareullive
sworlc days oy more shall e vande nf (the Gitng well vote. Sueh ehnrges ahall be npplled far the porfad
from duln worliover apeyations, swith I or ofher wnlts used o worlcover, enmmenee throvgh dnte of 11y
or olher unit velenae, excepl thnt no chnge alindl he mindo i dng auspenaton of operntions for [Hieer

{(16) or muovn conarentivo eolondar days

(b) Prodviedng Well Rinles

(1) An naclive well elther praduced o fnfected fnto Tor any portlon of e manth alinld be conatdered ns o one

well chnrge ot the entlre manth,

(2) Hench nelive camplelion fon w malth campleled well fn whiclh production fa nol commingled down hole ah
ha connbdered na wone-well ehine o proaviding enel completon I connldered a gepnrnte well by the pover:

Ing vogulutory nathorlly.

(1) An banettve gos well alhiolIn beennae of overpyoduction ov fulline of purelinner to tnlie the production by
ho constilerad no woune-well el e proavidbng the poa well da divectly connueled o s perimnnent sol

ovllel,

{4} A one-well ebarpre shall be made for tve maonth Inowhich plogging and abandonment operallona nve co
plated an any well Fhis one well eluagre shindl e mnde whether ar nol the well has produced except wi

di oy well vote npplica

(6) AN othm fanetivee wells oaehuling Hhol nol Hudted Lo binetlve wella covered by unll ellownble, Tenae nil
nhle, Doonalfer ed wHowable, vte ) shall nol gualify fov anaverlhiend ehevpo

(1 The woll vatens shell he ndfuated ou of the frat doy of Al ench yonr foltowlog tie offeective date of Lhe ngracoe
Lo whieh thls Accounting Proecedure In attached. The ndjustment ohall be comnputed by multiplylng the vate
renly In pae Ly the poeentnge Inciense o decrenne Io the avernge weeldy vnrndngs of Crudoe Petroleuin nand
I'voduvelion Waorliors Tor (he Tnal eadendm yenr eompnred 1o the ententdny yunr preceding no shawn by the in
of nverngo weeldy envndngs of Covnde Peliolevwm nond Cua Pooductlon Wockors na publelied Ly the Unlted S
Depnrtmont of Labar, Darany of Fabor StetlstUen, ar the egiderdont Conndlnn Tndex ny pulitfalied Ly Stoetl:
Cunndn, oy appdicohle. Thie adJusted ol shalb be tha tndes corvently feouno, plus or mlnua the camyproted

Juatiment.

He—Ovorhand—argontngo-Tlaeln

(1} ~0perntor-phall ehnrpe the Jolnb Avennnbont e-Tollow by anteo:
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EOCHIIBET ¢

aehod o nnd made n purtof _dttached bo_and wade_a_pirk_af_Lbal_cerbaln Opara L Lng_bureenenl
abed Dec. 15, 1998, heluweco_Riclhinrdsan. Operallng_Comnany. _ag Overakorc and moca .. ...
roduct lon_Company._eb_al,_ as Moun-Operators. e

ACCOURNTING PROCEDURE
JOINT OPERATIONS

T, CEMISUHEAT, I‘H()V.l!’yl()NS

Deallnltlons

“Jotnl raporty” ahall menn the vent and pergonal propeir (y subject to tho ngroemant to whilch thin Acenunling Procedine

fn ntlnched. ,
“Jolnl Operntlons” ahnll monn all opevalfons necannny v prpper Tor the dovelopment, opurntion, protection nnd mninte

naneo of tho Jafal Praperty.
“Jainl Accounl shall pronn fha necount sliowing the el pon pald and erodits recelved in the canducl af tha Jolnt Qpera.

tHons nnd which nro to bo shured by the ' tes.
"Oporulor” alhall meoan {he pro ty dealgnnted to conducl the Jolnl Opervnlions
"Mon-Oparnlars” shall menn tho Nagllen o g ngiecovent alee Qo the Qperntar

S Partlen” ahall ivenn Opevator nnd Hon Operators.
“Theal Lavel Supervisova” shadl menn thane employeas whoso polmney fonellon In Jalnt Oporationn Ia the dhieel suporvinion

ol other employees and/or cantinet Tabor dliectly employed an e Jotat Proopacty Tnow Hold opecatlog enpaedty,
“Tochnlenl imployoua™ sholl menn thone amploycon hnving spechn) wnd wpeeifle vngloes gy peoloplen] vr nther pinles
sionnl sk, nnd whoso primney function tnJolnt Operntfons s the hondting of spectife apornting conditions nnd probloms
far the benelll of the Jolnl Property. ' .

"Tevaonnl Bxponaes” shall menn Liavel and olher vensonnble velmbinsabile expenaes of Operulors pimployees,
“Mauterlad” shnd) monn przl'smhul_plﬂjml ty, anulpment o supnties negulved o held Tor yre on the Jolot Pyupe ly.
“Controllablo Malorlond” ahadl monn Maoterdnt which nt tha thno by se clusalfiod Tn the Malevdaf ClanaitienUon Mununl o
masl vacenlly recomimended by the Council of 'elialeim Aceountanls Soeletios. '

Stnlement nod Ditlnga

Oporator ahall UIH Nen-Operntors on o bhelore the Tnnldey af ench month Tor thels pvapoertlonate share of the Jolnt Ac
counl Tor the preceding month. Sueli Bl will be neenmpunied by stolenments whibeh identify Use nuthoer Ity Tor expenditure
Tenso or facllG, nod all chorges vnd eredito sumvmnn fred by npproprinte clisalticntong of Investmentand expense except
thet itenis of Controlluhle Materind wnd vonusund chirpes ood eredits shidd oo sepatoly Fdanttied wod Tutly desethed 1

telnll,

Advirncen nnd Payments by Mon-Opecalara

A Unless otherwlso provided far In tho agrecmant, the Operator mny vequive the Man-Opovntora to vdvance thei
shinve of esUmoted enah autloy Tor the suercading month'y operntfon within Hiteen (16) days nlter vecelpt of the Wik
Frigg o by tia flesUduy of Uro month T which Uie ndvanea Ja vequleed, whichever Is Inter, Operator shinll adjustencl

monlthly billhng to reftoct ndvincos yecelvad Hrom e Moon-Opernton,

. Fach NMow-Operator shall pry e prapavtion of nll Bitla within fitteen (16) duya nfter veeafpt I payment fa not mad
withn aveh Unve, o unpeld Batnnen glindl bene Tatereal avonthily wl U pilmao valo In elfoet at __NOIWESE
_Rank_Denver . ____on the flrat day of the month Tnwhiel dallvguency neeurs plun 1% or Lhe maximu

conlrnel rale povindlled Ly the appHentile unury fawa In tha ntnto tn which e dalnt Property I lucﬁmlfﬁhmﬁﬁ

bi thie lesaer, plua atlorney's Teen, court coaty, wndd other conta bn connecton with the eelleeton of vnpnhl mineunts

Adjualorents

Payment of any sueh Hills shadl nal prefiddive the v lpht ol wny BMoen-Opevniar lo pluleat ov guention e corveetneys theren
providued, however, all Bills apd stotementa vendernd (o Mon-Operntora by Opevntor dwfng any eatendnr yeor shall eos
cluslvely bo presumed o bo Give nnd corveel witor Lwenty foar (24) montlin folawlng the end ol nny aueh ealendur you
walaan with!n the anld twanly-lour (24) manih porled a Non-Operator tnlies wiltlon pxcopton Dhereto nnd mnlion elinlim
Operator for adjustimont Fo wdjustmant favarablo o Opervintor ehatt ho mnda wnteas 10 mada within the snmo presc i
perlod, The provislons of thia [Jﬂlﬂﬂl‘vlh slint ot poavent ndjirbimenty teaaltUog Foom a physleal ITnventory of Canlrallndy

Malovial ve provided Tor Iy Section



HI.OVERITEAD

Overhicad - Deilllng and Prvaducing Operntions

As compensation for adminisbratlve, supervision, office acrvices nnd warchousing costa, Operalor shall charge driliing
nnd producing opernlionn on vither:

(X) Fixed Rate Dasin, Pavagroph TA, o

() Percentage Jnais, Paragraph 11

Unless olherwlae ngreed to by Ue Partion, such ehnege shall be tn Hew of conts nnd expennes of all oltices nnd onloriea
or wages plus applicable burdens nnd expenses of wll peraannel, excopl Uione dlrectly chargenble under Pavograph
3A. Soclion 11, Ihe vosl and expense of services firom oulaide nourcen in connvclon with mullers of toxntfon, Lraflie,

accounting or matlers befove or involving governmental agencica shall be conaldered aa fncluded In the overhead rales
provided for In Uie above selected Paragraph of this Section 111 unless auch cost and expense nre agreed to by the

Parvlies as a direcl ehnvge to the Joinl Aceounl.

The salnvies, wages and Personnt Bxpansen of Technlenl IDmployees and/or tha conl of pralessional consulinnl services
and conlenel aervices of lechnical paraonnel divectly omployed on the Joint Uroperty:

{ )shnall be covered by Uie overhiend vales, or
(X} shatl not bo covered Ly the overhiead rales.

The safaries, wages and Personal xpenaes of Techinieal Ihnpleyees and/or conls of profesatonn] consnlinnt services
and conlrnel scrvicea of Lechnleal porsannal clther teporaelly or permanenlly asalgned to nnd dhreclly amployed o

the operation of the Joinl Properly:

() ahall be covered by the overhend 1ales, or
(X)) shinll not be covered by the overhiond rntes.

Overhend - Flxed Rate Dnyin
{1} Operntor shadl charge the Joinl Accounl al the following vales per well per monthe

Deblling Well wle 7.5,000.00__

(Pvorated for tang than o full month)
Pvoducing Well ate $500.00___

{2) Applieation of Overhend - Fixed ate Basls shall be ng followa:

() Dritling Well Raln

(1) Chavpes Tor deilling wells shall begln on the dale the well iy spudded and lerminate on the dale Lthe drvill-
ing rig, completion rig, or otlier unils nsed In completion of the well ia veleased, whichever I Inler, except
that po charge shall be mede duving nuspension of deilling or completion operallons for lilleen (15) or

mare conseeulive endendar dnys.
{2) Charges for wells undergoing any Lype of wovlaver or recomplelion fov n pariod of [ive (5) conseculive
“worlc days or more shall be mnade nl the drilling well rate. Such chinrges shall be applied {ov the periad

from dalo worlover opernlions, with vijy or other vnils used in woikover, commence threough dale of »ig
or olher unil refeane, except thnl no chnrge shatl be mnde during suapension of gperntions for fifteen

(16) or mare conseculive caloendnr daya.

(L) Producing Well Rales
(1) An neliva well either praduced or injocled tnlo for any portion of the month alindl be considered ns a one

well ehavge Tor the enllre month,

Bach netive completion Tn oo multi-compleled well In whleh produclion tn nel commingled dawn hole shal
he conaldered ay wone-well chargo providing each compleUon [a considered a sepnrate well by the govern

(2)
ing regulatory salhorfly.

(3) Andnoctlve gas well shul in beenuse of averproduction or fallviie of purehinger to tnlte Lhe production shal
bo considared wa n one-waoll chiurge providing the gas well v dicveclly connecled lo n perimnnent sale

nullel.

o

(1) A one-well charge shnll be mnde for the month In which phigging and abandenment operntions nre com -

pleted on any well. Thiz one-well charpe shall be made whelher or nol the well hos produced excepl whe

dreilling well ynle applies.

(6)

able, Lrnnslarred nllowablo, ole.) shall nol qualifly Tor an overhead chavpge.

() The woll rales shall be ndjusted py ol e fival dny ol April ench yenr lolowlng the effeclive dule of the ngreesimen

to which Uia Accaunting Procedure ls atluched. The adjustment shatl be computed by multliplylog the rate eus

vontly In pae by [ho percentage Incrense o decrenne In the average weeldy earnbnga of Crude Pelyoleum and Gn
Praduction Worliers for the Toal eafendar yenr compnred Lo the enlendny year preceding as shown by Ltho Inde

of avernge weelly ewrnlogs of Crude Pelvolewm nnd Gns Produclion Worlers na published by the Unlled Sintr |
Department of Labor, Durama of Lanbor Statates, or the equlvident Caondinn indox ny pubtahed by Statlalic -

Cuvudg, ws applicalile, The adjasted rates ahall be the rales carrenUy b une, plug or minueg the computed ar )

Justiment.

B—Overhond—TDoraantlapoe-Narin

(D=0perntorahnll-chnrpge-the-Joint-Accounl-atb-the-Tollowlnprateo:

Al other Inactive wells {including bul nol lhmiled lo Inncelive wells covered Ly unll nllowable, lease allow
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Altached to and made a parl of

1.

EXHIBIT Yoo T

W-,w¢"chLaianperaLing,Aqrmmmunt “DatedJme 1, 2000,

S bPLHQQn RJChdrdSOH DporaLlnq Company, as Oparator,ﬂand ANOCO e
oo Production _Company,_et._al,..as Non~Opeorators..

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENFHATL PHOVISTONS

Definflions

“Joint Property” shatl mean the renl and personad propecty sabjeet to the spoceement to awhich this Accounting Procedure
in nltuehed.
“Joint Operations” shath mean all operations necesaary or proper for the developient, operation, protection and muinte-
nance of the Joint Property.
“Joint Aceount” shall mean the necount showing the charpges paid and ceedita received in the conduct of the Joint Opern-
tions and which are to be stuared by The Partics,
“Operador” shdlmean the party desigoated to conduet the Joinl Operations
“Now-Operators” shall mean Lhe Pacties Lo thts apreement other an the Operadar,
"Partiea” shall mean Operator and Non-Operators,
“First Taevel Supervisors” shall mean those employees whose peimary function in Joinl Operntions is the direct supervision
af other employees wndd/or conleact Inbor diveetty. employved on the Joint Properly in o fickl opernting eapacily.
“Technical Fonployees” ahindh mean those employees havings apecinl and specific engineering, geologienl or other profea-
stonal shills, and whose primary function in Joinl Operations is the handiing of apeeific operating conditions and problems
f(n‘ the benefit of the Joint Property.
“Personal Foaxpenses™ shadl mean Gravel and other reasonable veimbursable expensea of Operator’s employees.
“Materiad” shaldl mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Matertal” shall mean Material which at the thme is so elassificd in the Materind Classifiention Manunl us
most recently recommended by the Council of Petroleam Acecountanls Societivs,

Statement and Billings

Operator shall bhill Non-Operators on or before the ast day of cach month for their proportionnte share of the Joint Ac-
count for the preceding month. Such bhilla will be necompunied by atatementa which identify the nuthority for expenditure,
lenae or fneility, nnd all ehnrges ind eredita summarized by npproprinte clngsificntions of Inveatment nnd expense except
thal items of Controlluble Material and unusual chirges nnd eredits shadl be separately identified and [ully described in
delail,

Advances and Payments by Non-Operntors

A Unless olherwise provided Tor in the agereement, the Opersdor may require the Non-Operalors to advance their
share of estimated cash oullay for the suceeeding month's operadion within fifteen (I5) daya nfter receipt of the bill.
ingr or by the first day of Uie month for which the advance is required, whichever is lnter. Opuerator shall adjust ench
monthly billing to reflect ndvances received {rom the Non-Operatora,

B. Fach Mon-Operator shadl pay its proportion of all bills within {ifteen (16) days after receipt, If pavment ia nol made
within such time, the unpaid balnnee shall bear intereat monthly at the prime rate in effect .\l%EllS Fargo Bark
- S _on Lhe first day of the month in which delingquency oceurs |>Inq 1% or the maximum
contraet rale pernulted hy Hu‘ nppll(ul)l( usury lows in the stade inwhich the Joint Property is loeated, whichever
15 the lesser, plus altorney’s fees, conrt costs, and other costs in connection with the collection of unpaid mnguats,

Adjustmments

Payment of any sueh bills shall not prejudice the vight ol any Mon Operador Lo piolest or question the correetness thereol:
provided, however, all bitls and stdements rendered to Non Operators by Operalor during any ealendar year ahall con-
clusively be presumed to be true and corvecl alter Lwenly Tour (24) months following the end of any sueh ealendar year,
unless within the said twenty foue (24) mionth period o Mon Operator tales wiitten exceplion thereto and makes claim on
Opuerator for adjnstment. No adjustiment favorable to Operator shall he made unless it is made within the same prescribed
period. The provisions of this paragreaph shall not prevent adjustments resolting fram a physical inventory of Conlrollable
Material as provided for in Seetion V.
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I, OVERHNAD

1. Overhend - Drilling and Producing Operationy
i, As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on cither:

(x ) Fixed Rate Basis, Pavagraph 1A, or
() Pereentage Basis, Paragraph 18

Unless otherwise agreed 1o by the Pioties, snch charpe shall he i lien of comts and expenses of adb offices and salaries
or wages plug npplicabile burdens and expenses of all personnet, exeept those direcly chargeable under Paragraph
JA, Section 11 The cost and expense of services Trom outzide sourees in connection with matters of tnxalion, traffic,
necounting or malters before o involving govermmental agencies shall be considered ag included in the overhead rates
provided for in the above selected Paragraph of this Seclion T anless soeh cost and expense are agreed to by the
Parties as a direet charge to the Joint Account.

it.  'The salaries, wagres and Personal Fxpenses of Technical Fainployees and/or the cost of professional consultant services
and contractl services of technical personnel divectly coployed on the Joint Property:

() shall be covered by the overhead rates, or
{x ) shall not be covered hy the overhead vales,

e e . , | e . . ) . .

i, The salaries, wages wnd Personnd Expenses of Technical Bmployees and/or cosly of professional consultant services
and contract services of technical personnel either temporarily or permanently nsgipned to and divectly employed in
the operiation of the Juint Property:

() shadl be covered hy the overhend rates, or
& ) shall nol be covered by the overhead rutes.

A. Overhend - Fixed Rate Basis
(1) Operator shall chirgre the Joint Account at the following rates per well per maonth:

Dreitling Well lite § 5, 000.00

(Provated for Tess than a fall month)
Producing Well Hate $ . 500, Q0 -
(2) Application of Overhead - Fixed Rate Rasis shall e as follows:
(a) Drilling Well Rate

(1) Charges for deilting wells shall begrin on the date the well is spudded and terminate an the date the drili-
ing rig, completion rig, or other units used in completion of the well is relensed, whichever is later, except
thal no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consceulive ealendar days,

(2) Charges for wells undergoing any type of workover or recompletion for n period of five (B) conseculive
worlc days or more shudl he made at the deilling well rate. Such charges shiall be applied {or the period
from date workover operntions, wilh rig or other units used in workover, commence through date of rig
or other unil release, except that no chiogre shall be made durings suapension of operalions for fifteen
(156) or more consecutive calendar daye

() Producing Well Rales

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

(2) Iach active completion insomulti completed well in which production is not commingled down hole shall
Lie considered as wone well charege providing each completion is considered a separate well by the govern-
itgr reprabictary e horily.

(3)  Aninaclive s well shot in heenuse of averproduction or failure of purehaser to tadce the production shall
he constdered as o onewell chavpe providing the gas well is direetly connected (o n permanent sales
outlet.

(1) A one-well charge shall be made (or the month in which plupgging and abandonment operations are com-
pleted on any well, This ane well chirge shall be medde whether or not the well has produced except when
drillings well rale applies.

(0 Al other inaclive wells (inetoding hut not limited ta inactive wells covered by unit allownble, lease allow-
able, transferved allowable, ete) shadl not gualify for an overhend charpre.

(3 The well rades shall be adjusted as of e Grst day of April each year following the effective dade of the apgreement
to which this Accounting Procedure is attached. The adjustment shadl be computed by multiplying the rate cur-
rently inuse by the percentage increase or deerense in the averigre weeldy earnings of Crude Petrolenm nnd Gos
Production Workers for the last ealendar yeio compared to the enlendar yenr preceding ag shown by the index
of average weeldy carnings of Crude Petvolenm and Gas Production Workers ny published by the United States
Department of Tahor, Bureaun of Labor Stdisties, or the cquivadent Canadian index ns published by Statistics
Canada, as applicable. The adjusted rates shall be the rades corvently in nse, plus or minus the computed ad-
Justment.
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Attached to nnd made i part ol 0 cerxbtain. Operating. Agreement Daled Jue 1, 2000,

I bQLwQQn BJJ‘JMrdson,wOpordthq Company, as Oparator, .and -ANGGE —— o -
,P_JdeULLJ,O,I),._(J)HI[L!Hy,,.vC‘ L-al, ~as Non-Operabors ... ... i

ACCOUNTING PROCEDURLE
JOINT OPERATIONS

I GENEIAL PHOVISTONS

1. Delindtiona

“Joint Property” shall mewn the rend iond personal propesty sabjeet to the sprreement (o which thin Accounting Procedure
in ntlnehed,

“Joint Operalions” shadl mean all opevations necessiay o proper for the development, operntion, protection and mainte-
nance of the Joint Property.

“Joint Aceount” shadl menn the necount showing the el pes prdd wod credita received in e conduet of the Joint Opera-
Lions mud which are to e shared by the Particn,

"Opevador” shall mean the party designated to conduel the Joint Operations

"Non-Operators™ shadl mean the Paorties Lo this agorcement other than the Operatar,
“Parties” shadb mean Operator nnd Non-Operntors,

“Uirst Laevel Sapervisors” shall mean those employees whose primary function in Joinl Operalions is the direel supervision
of ather employees and/or contraet tbor diveetly. emploved on the Joint Property inon field apernting enpacily.
“Technical Fonployees™ shinll niean those cmplovees havingg apecinl and specilie engincerving, geologienl or other profes-
sionnl aldtls, nnd whose prinniay Tunction in Joint Opecations i the handling of apecific apernting conditions and prablema
for the henelit of the Joinl Property.

“Poersonal Fixpenses™ shall mean Gavel and other reasonable veimbansable expensea of Operator’s cmployees.
“Material” shall mean personal property, cquipment or supphies acquiced or beld Tor use on the Joint Property,
"Controtlable Materind” shadb ovean Material which ol the time is so classifiod in tie Materind Classifiention Manun! na
most recently recommended by the Council of Petralenm Aceountants Sovicties.

2. Statement nnd illinggs

Operator shall bilt Non-Operatoras an or before the tast day of cach month for their propor Uonnte shave of the Joint Ace-
count fur the preceding maonth, Such billa will be necampnnicd by atalementa which identify the suthority for expenditure,
lense or fncillty, nnd all chnrgea and credita mnmurized by nppropriate clossificntions of Investiment and expense except
that itemas of Controllnble Materind ind unusual chavges md eredita ahall be separately identified and Tully described in

delail.
J. Advances and Payments hy Non-Operators
Al Unless olherwise provided for in the o eemeat, the Opendtar may reguice the Mon-Operalors to advancee their

shive of estimated cash ontlay for the suceeeding month's oper ation awilhin fifteen (10) days after receipt ol the hifl
ingor by the first day of the month for which he advinge ts required, whichever i lnter. Operntor shadl ndjust ench
monthly bitling Lo reflect ndvances received from the Non-Operntors.

B. Iiach Mon-Operator shall pay it propovtion of oIl Lhilla within (fteen (16) days wlter receipt I paviment da nol mde
within such tinie, the unpaid balance shadl bear intereat n\nnllnly abt the prime rale in effect .\LW:alls Fargo Bank
—on the fivsl day of the maonth in which delinguency oceurs |»|u'\ 1% or the maxdnmum
contract rate permtted lny the npplicnble ey Eows in the state inowhich the Joint Property ia loented, whichever
is the Tesser, plus allorney's Tees, conrt costs, aond other costs in conneelion with the colleetion of unp.\ul nmqgunts,

1. Adjustmenls

Payment of any sueh bills shedl not prejudiee the vight of any Mon Operator Lo picotest or question the correetness thereof:
provided, however, all Lills and statements rendered to Mon Operators by Opevator during any ealendar year ahall con-
clusively be presuined Lo be troe amd correcl after Gventy four (24) montha fallowing the end of any such calendar year,
unless within tie said twenly-foue (24) month period o Mon Operator talces written exception thereto and makes elnim an
Operator for adjostment No adjustiment Tavorable o Operator shall be made vnless iCia made within the same prescerilied
period. The pravisions of this parageaph shall not prevent adjustinents resulting from a physical inventory of Controllable
Material as provided for in Seetion V.
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L OVERHEAD

Overhead - Drilling and Producing Operations

As compensation for administritive, supervision, office services and warchousing costs, Operator shall charge drilling
and producing operations on either:

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

{ ) Percentage Basis, Paragraph 1B

{Inless otherwise agreed to by the Parties, such charpe shall be in liew of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses ol all personnel, exeept those directly chargeable under Paragraph
3A, Scction I The cost and expense of services from outside sources in connection with malters of taxalion, traffic,
accounting or matters before ov involving governmental agencics shall be considered as included in the overhead rales
pravided for in the above selected Pavagraph of this Section 11 unless such cosl and expense are agreed to by the
Parties as a dircet charge Lo the Joint Acconnt.

The salaries, wages and Personal Fixpenses of Technical Employees and/or the cosl of professional consullant services
and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or
{x )} shall not be covered by the overhiead vates.

The salaries, wages and Personal Kxpenses of Technical Bmployees and/or costs of professional consultant services
and contract services uf technical personnel either temporarily or permanently assigned to and divectly employed in
the operation of the Joinl Property:

() shall be covered by the everhead rates, or
& ) shall not Le covered by the overhead rates.

Overhead - Fixed Rate Basis

(1) Operator shall charge the Joinl Account al the following rates per well per month:

Drilling Well Rate § __5,000.00

(Prorated for less than a full month)
Producing Well Rate $ ~ﬁSDCL,*Q(L__~_V__H
(2) Application of Overhead - Fixed Rade lidsis shall he as follows;
(a) Drilling Well Rale

(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 olher unils used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling ar completion operations for [ifteen (15) or
more conscceutive ealendar days.

{2) Charges for wells undergoing any type of warkever or recompletion for a period of five (5) consecutive
worl days or more shall be made al the drilling well rate. Sueh charges shall be applied for the period
from dute workover operations, with rig or other units used in workover, commence through date of vig
ar other unit release, except that no charge shall bhe made during suspension of operations for fifteen
(15) or more consecutive eatendar days.

(b) Producing Well Rates

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

(2) IBach aclive completion in nomulti-completed well in which production is not commingled down hole shall
be considered as o one-well charge providing cach completion is considered a separale well by the govern-
ing regulatory authority.,

(1) An inaclive gas well shut in because of overproduction or failure of purchaser to take the produection shall
be considered as a one-well charpe providing the gas well is direetly connecled Lo a permanent sales
outlet.

(4) 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 shadl be made whether or not the well has produced except when
drilling well rate applies.

(5) All other inactive wells (including bul not limiled Lo inaclive wells covered by unit allowable, lease allow-
able, transferred allowable, cele.) shall nol qualify for an overhead charge.

(3) The well rales shall be adjusted as of the first day of April each year following the effeclive date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage inerease or decrease in the average weeldy earnings of Crude Petroleum and Gas
Mroduction Workers for Lhe Tast ealendar year compared to the calendar year preceding as shown by the index
of average weekly carnings of Crude Pelroteany and Gas Production Workers as published by the United States
Department of Labor, Burean of Laber Statistics, or Lhe equivalent Canadian index as poblished by Statistices
Cinada, as applicable, The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justiment.
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