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I 0 PER A TIN. ; AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between R i c h a r dsorx__ Oper a L i ng__.Compxiny 
' I . . _. ._ , hereinafter dcNignatcd mid 

5 referral lo as "Operator", and the signatory paity or pailies olhcr Ihan Operator, sometimes heicinalier referred lo individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, the parlies to this agreement arc owners of oil and gas leases and/or oil and gas interests in the land identified in 

1 I Exhibit " A " , and the parlies hereto have reached an agreement lo explore and develop these leases and/or oil and gas interests lor Ihe 

12 produclion of oil nnd gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, il is agreed as follows: 

15 

16 A U T H ' E K I . 

17 METTNH lON.S 

18 

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

20 A The term " o i l and gas" shall mean oil , gas, casinghead gas, gas condensate, and all other tumid or gaseous hydrocarbons 

21 and other maiketable substances produced therewith, unless an intent to limit the iftclusiveiiess of this term is specifically staled. 

22 H. The terms " o i l and gas lease", "lease" and "leasehold" shall mean Ihe oil and gas leases covering tracts of land 

23 lying wilhin Ihe Contract Area which tire owned by the parlies to (his agreement. 

24 C. The term " o i l and gas interests" shall mean unleased Ice and mineral interests in tracts of land lying within the 

25 Contract Area which arc owned by parlies lo this agreement. 

2(\ I ) . The le i ill " Gin Hi net A ion' ' shall inrnn all <d I lie hinds, oil mid yus lc use ho Id inlri c,\is and oil nnd gas Interests intended to be 

27 develo|>ed mul <>|>eiiilcd for oil and gas pui|H)ses mulct this agiccincut. Such lands, oil and gas leasehold interests and oil and gas inleiesls 

28 aie described iu Exhibit " A " . 

29 E. The term "dril l ing unit" shall mean the area fixed lor llie di illing of one well by oider or tule of any slate or 

30 federal body having authority. If a drilling uuil is not fixed by any such mle or oider, a di illing unil shall be the drilling unit as estahlish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreemeni of the Drilling Patties. 

32 E. The lerm "dri l ls i te" shall mean the oil and gas lease or inleiesl on which a pioposcd well is to be located. 

33 G. The terms "Dr i l l ing Party" and "Conseniing Paily " shall mean a pat ly who agi ees lo join iu nnd pay ils share of Ihe cost of 

34 any operation conducted .iniler the provisions of this agicemenl 

35 11. The let ins "Non Drilling Parly" and "Non-Consenting Party" shall mean a parly who elects not to participate 

36 in a proposed operat ion. 

37 

38 Unless the context otherwise clearly indicates, woids used iu the singular include the plural, the plural includes the 

39 singular, and the neuter gender includes the masculine and the leminine. 

40 

4 1 A R T I C L E I I . 

42 EXHIBITS 

43 

44 T he following exhibits, as indicated below and attached heielo, are incoiporated in and made a pail hereof: 

45 W A. Exhibit " A " , shall include the following inhumation: 

46 ( I ) Identification of lands subject lo ihis agreemeni, 

47 (2) Restrictions, if any, as lo depths, formations, or substances, 

48 (3) Percentages or fractional inleiesls of parties lo this ngieeineni. 

.9 (4) Oil and gas leases and/or oil and gas inleiesls subject lo lliis agicemenl, 

50 (5) Addresses of parties for notice purposes. 

51 f l t t — r b r h t b t t ^ H ^ r W t ^ h t ^ r c . 

52 I2_t C. Exhibit " C " , Accounting Pmcedure. 

53 IX I ) . Exhibit " D " , Insurance. 

54 M E. Exhibit " E " , Gas Balancing Agreement. 

55 (). E. Exhibit " F " , Non-Discrimination and Certification of Non - .Segregated Eacililies. 

56 D G. -Exhil.il " G " , Tax Partnership. 

57 II any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in the body 

58 of this agieenienl, Ihe provisions iu ihe body of Ihis agreemeni shall prevail. 

59 

60 
r, I 
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1 A R T I C L E I I I . 

2 INTERESTS OF I*ARTIES 

3 

4 A. Oi l mid Gus Inleiesls: 

5 

6 I f any party owns an oil and gas interest in llie Contract Area, (hat interest shall he treated for all purposes of this agreemeni 

7 and during the term hereof as if i l were covered by ihe form of oil and gas lease alt ached herein as Exhibit " I J " , and the owner thereof 

8 shall l>e deemed to own both royally interest in such lease and the interest of the lessee thereunder. 

9 

10 1L Inleiesls of Parties in Costs and Production: 

1 I 
12 Unless changed by other provisions, all cosls and liabilities inclined in operations under lliis agreemeni shall l>e borne nnd 
13 paid, and nil cqu jpmenl ami materials acquit cd in o|>ei nlion.s on ibe ('out i net Aicn si ml) IK: owned, by the pai lies in iheir inleresl.. me set 

14 forth iu Exhibit " A " . In Ihe same manner, the parlies shall also own all production of oil and gas from the Contract Area subject to the 

15 payment of royalties to the extent of n p p P 1 ( j 11 I h ( 1 / R ) which shall be borne as hereinafter set forth. 

16 

17 Regardless of which party has contributed Ihe lease(s) ami/or oil and gas inleiesl(s) hereto on which royally is due and 

18 payable, each parly entitled lo receive a share of production of oil and gas from Ihe Conliacl Area shall bear and shall pay or deliver, or 

19 cause lo be paid or delivered, lo die exlcnl of its inleresl in such production, the royally amount stipulated hereinabove and shall hold the 

20 other parties free from any liability therefor. No parly sliall ever l>e responsible, bowevei, on a price basis higher than ihe price received 

2 I by such party, lo any other parly's lessor or royally owner, and if any such other parly's lessor or royalty owner should demand and 

22 receive settlement on a higher price basis, the parly contributing the allected lease shall beai the additional royally burden attributable 

23 lo such higher price. 

24 

25 Nothing contained in this Article I I I . I I . shall be deemed an assignment or cross assignment of interests covered hereby. 

26 

27 C. Excess Royalties, Overriding RoynKIes and Olber I'liyments: 

28 

29 Unless changed by other provisions, i f the interest of any party iu any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other buiden on production in excess of the amount stipulated in Article I I I .D. , such party so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

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

33 

34 I ) . Subsequently Created Interests: 

3.1 

36 If any parly should hereafter create an overriding royally, production payment or other burden payable out of pioduclion 

37 attributable lo ils working inleresl hereunder, GiLifisncii-aJmrden-cxttUyT^ 

38 w;iwiot-di>^le*ediii-wnuiig-lo-alLoUietp_iii^ 

39 aeeepted-otdigalioiwrf-all-particA' (any such inleresl being hereinafter referred lo us "subsequently cicatcd inleresl" irrespective of the 

40 timing of its creation and the party out of whose working interest (he subsequently created inleresl is derived being hereinafter rcferied 

41 to as "burdened parly"), and: 

42 

43 I . If llie burdened parly is required under Ihis agreement to assign or relinquish to any other parly, or parlies, all or a portion 

44 of its working interest and/or the produclion attributable thereto, said other paily, or parties, shall receive said ussign-

45 ment and/or production free nnd clear of said subsequently created inleresl and the burdened parly shall indemnify and 

46 save said other parly, or parlies, harmless from any and all claims and demands for payment asserted by owners of Ihe 

47 subsequently created inleresl; and, 

48 

49 2. If the burdened parly fails to pay, when due, its share of expenses chargeable hereunder, nil provisions of Article VI I .D . 

50 shall be enforceable against (he subsequently created interest in the same manner as they are enforceable against tlie working 

51 interest of the burdened parly. 

52 

53 ART I C L E IV. 

54 T ITLES 

55 

56 A. Title Examination: 

57 

58 Tide examination shall be made on the drillsile ol any ptoposcd well prior lo commencement of dtilling 0|>crations or, if 

59 the Drilling Parties so request, lille examination sliall l>e made on llie leases and/or oil mid gas inleiesls included, or planned lo l*_ includ-

60 cd, in the drilling unil around such well. The opinion will include the ownership of llie working interest, minerals, royally, overriding 

61 loyally and production payments under the applicable leases. Al Ibe lime a well is pio[x>sed, each parly contributing leases and/or oil and 

62 gas interests (o Ihe drillsile, or lo be included in such drilling unit, shall furnish (o G|>cia(or all abstracts (including federal lease status 

63 reports), title opinions, tille papers and curalive material in its possession free of charge. All such information not in Ihe possession 

64 of or made available lo Operator by the parties, but necessary for the examination of (he lille, shall be obtained by 0|>crator. Operator 

65 shall cause lille to be examined by attorneys on ils staff or by outside attorneys copies of all lille opinions shall be furnished to each parly 

66 hereto. T he cost inclined by Operator in (his lille program shall be home as follows: 

67 

68 I 1 Option No. I : Cosls inclined by 0|>eraloi in procuring abstiacls and title examination (including picliminary, supplemental, 

69 shut-in gas royally opinions and division order title opinions) shall lie a part oflhe administrative overhead as provided in Exhibit " C " , 

_i,-,tl nui he a direct charge, whether performed by Operalor's staff attorneys or by outside attorneys. 



1982 - Model Form Operating Agreement 

A R T I C L E IV 

conl iuiicd 

1 <X Option No. 2: Cosls incurred by Opcralor in procuring abstracts and lees paid oulside attorneys lor lille examination 

2 (including preliminary, supplemental, sbul-in gns royalty opinions and division order tillc opinions) shall be borne by Llie Drilling Patties 

3 in Ihe proportion thai Ihe interest of each Drilling Party bears to the tolal interest of all Drilling Pai lies as such interests appear in Ex-

4 dibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

5 functions. 

6 

7 Each parly shall be responsible for securing curative mailer and pooling amendments or agieements required in connection 

8 with leases or oil and gas interests contributed by such parly. 0|>einloi shall be ies|H>nsible for llie preparation and recording of |XX)ling 

9 designations or declarations as well as the conduct of hearings before governmental agencies lor Ihe securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on ils own behalf al any such hearing. 

1 1 

12 No well sliall be drilled on the Contract Atea until alter ( I ) lite title to llie drillsile or drilling unit has been examined as above 

13 provided, and (2) the title has been approved by the examining attorney or lille has been accepted by all of llie parlies who arc lo pnr-

14 licipale in Ihe drilling of the well. 

15 

16 11. Loss or T itle: 

17 

IK I . I ''nihil c o/ Tide: Should any oil nnd gas intei e*il ni lease. oi inleiesl (her rin . I tc lu.sl Ihi < mgli lnilui e of tide, which loss 

19 results in a reduction of inleresl from that shown on Exhibit " A " , the parly conli ibuling the allected lease or inleiesl shall have 

20 ninety (90) days from final determination of title laihuc lo acquiie a new lease or other iiisliumenl curing the entirely ofthe lille 

21 failure, which acquisition will not be subject to Aiticle VI I I .U . , and failing lo do so, ihis agtcemetil, nevertheless, shall continue 

22 in lorce us lo all remaining oil and gas leases and interests: and, 

23 (a) T he parly whose oil and gas lease or inleresl is affected by Ihe lille laihne shall bcai alone Ihe enlite loss and il shall nol be 

24 entitled lo iccover from Opcialor or ihe oilier parlies any development or operating cosls which ii may have theretofore paid or inclined, 

25 but Iherc shall be no additional liability on ils part to the other parties beielo by reason ol such title failure; 

26 (b) There shall be no retroactive adjustment of expenses inclined or revenues received from the operation of the interest 

27 which has been lost, but Ihe interests of Ihe parties shall be revised on an acreage basis, as of the time it is determined finally that 

28 title failure has occurred, so lhal (lie inleiesl o f lhe paily whose lease or inleiesl is affecled by Ihe title failure will thereafter be 

29 reduced in (he Contract Atea by Ihe amount of ihe inleiesl lost; 

30 (c) If the proportionate inleresl of ihe other pailies heielo in any poulticing well Iheieloloie diilled on ihe Contract Aiea is 

31 increased by reason of the litlc failure, lhc parly whose lille has failed shall leceive the proceeds allributable lo llie increase in such in-

32 lerest (less costs and burdens attributable (hereto) until it has been reimbursed lor uniccovered cosls paid by it in connection with such 

33 well, 

34 (d) Should any |>crson nol a paily lo this agreemeni, who is delennined lo be Ihe owner of any inleiesl in Ihe lille which has 

35 failed, pay in any manner liny part oflhe cost of o|>ei nlion, development, or equipment, such amount shall be paid to (he parly or pailies 

36 who bore Ihe cost which arc so refunded; 

37 (e) Any liability lo account lo a Ihiid parly for prioi production of oil and gas which arises by reason of lille failure shall be 

38 borne by ihe party or pailies whose lille failed in die same proportions in which they shared in such prior production; and, 

39 (I) No charge shall be made to Ibe joinl account lor legal exjienses, fees or salaries, in connection with llie defense of llie interest 

40 claimed hy any puny heielo, il being Ihe intention ol the pai I ie.s hei elu I ha! each si ml I tie I end lille lo its inleie.st and hear nil expenses in 

4 I connection therewith. 

4 2 

43 2. Loss by Non-Payment or Erroneous Payment ol Amount Djiej 11, Ihtough mistake or oversight, any rental, shut-in well 

44 payment, minimum royally or royally payment, is not paid or is erroneously paid, and as a result a lease or inleresl therein terminates, 

45 there shall be no monetary liability against the party who failed lo make such payment. Unless the party who failed to make the required 

40 payment secures a nesv lease covering the same interest wilhin ninety (90) days from the discovery ofthe failure to make pro|>cr payment, 

47 which acquisition will nol be subject to Article VIII.1)., the inleiesls oflhe parties shall be revised on an acreage basis, effective as ot Ihe 

48 dale of termination oflhe lease involved, and Ihe parly who failed lo make pro|>cr payment will no longer be credited wilh an inleiesl in 

49 die Contract Area on account of ownership oflhe lease or interest which has terminated, hi llie event the party who failed (o make the 

50 required payment shall nol have been fully reimbursed, at the lime oflhe loss, from the proceeds oflhe sale of oil anil gas allributable to 

5 I Ihe lost inleresl, calculated on an acreage basis, foi ihe developmenl and opei al ing cosls Ihcielolore paid on account of such inleresl, il 

52 shall l>c reimbuised for unrecovered actual cosls theretoloie paid by il (but nol for ils share oflhe cost of any dry hole previously diilled 

53 oi wells pieviously abandoned) from so much ol ihe billowing as is necessaty lo ellecl leiiubui.semenl: 

54 (a) Proceeds of oil and gas, less o|>eraling expenses, Iherelolo/e accrued lo the crcdil ofthe losl inleresl. on an acreage basis, 

55 up to the amount of unrecovered cosls; 

56 (b) Proceeds, less operating expenses, thereafter accrued allributable lo (he losl inleiesl on an acieage basis, of lliat portion of 
57 oil and gas thereafter produced and marketed (excluding produclion from any wells (hereafter drilled) which, in (he absence ofsuch lease 
58 termination, would be attributable lo the lost interest on an acreage basis, up to llie amount of uniccovered cosls, Ihe pmceeds of said 
59 portion ol the oil and gns lo be contributed by (he olber parties in pio|xii(ion lo iheir icspeclive inleiesls; anil, 
60 (c) Any monies, up to (he amount of unrecovered cosls, that may be paid by any party who is, or becomes, the owner 
61 of Ihe inleiesl losl, for Ihe privilege of participating in ihe Contract Aiea or becoming a party lo Ihis agreement. 
62 

63 3. < hhei I .o.y.es: All losses incut i ed, other than those sel loi Ih in Articles IV .11. I . and IV . 1) .2 above, sliall be joinl losses 

64 unci sliall be borne by all parties in proportion to iheir inleiesls. There shall be no ic.uljusimenl ol inleiesls in the remaining portion of 

65 lhc Contract Area. 
66 

67 
68 
69 
70 

i 
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I A K T H T . K V . 

I O P E R A T O R 

3 

4 A . Des igna t i on nnd IUvipnnslbl l l lW vi uf O p e i i i l u i : 

.. 
6 K.l .CIIAJmSON. . .OPERATING. . . .COMl 'AN Y . ... shall be the 
7 Opeiatoi o f (he Conduct Aiea , dial shall conduct and d i i cc l nod have lul l c in i l i o l o l nil upeinlioos on lhc CnnliiicT Aiea lis p c i m i l l c d and 

II ic< |ui icd hy, and wi th in Ihe l imits ol this ngiecnieut l l shall conduct all such opcialions in n good and win knmnlike manner, bi l l It shall 

9 have no l i ab i l i ty as Opc in lu i lo the olhei pailies lot losses sustained oi l in l i i l i l i c s i n c u n c d , except such as limy i r su l t [ n u n giuss 

10 negligence ol w i l l l u l misconduct 

I 1 

12 I I . Res igna t ion o r H e i n o v i i l uf Ope i a i m m i d .Selection ul Successor: 

13 

14 1. Rc. ' i igimlion ol Removal o l O p c i a l o i : Opeia to i may it-sign al tiny l ime by g iv ing Wfi l t cu ncilice Ihc icuf lu Nun O p r m l o i s . 

15 I f Opc in lo r tc imi i ia lcs ils legal cxls lcncc, no longci owns an inleiest heieundei b r i b e Cont inel A i r n , oi W nu longci capable of 

16 .sciving as Operator , Opeia to i shall he deemed .io have lesigncd without any action liy Non Opei a(oi s, except the .'.election of n 

17 succcssoi . O p c i a l o i may be ieino\ 'et l i l il hdl.s oi iclu.se.s lu o n l y owl ils dudes heieundei , oi becomes insolvent, bnnk iup l oi is 

111 placed in I cc c i v ei ship, by Ibe a l f i i n in i ivc vole ol Iwu (?) ui uioie Non Opeia lo is owning a i n u j o i i l y inleiesl bused on ownc i sb ip 

19 as shown on Exhib i t " A " i cu mining al lei excluding lhc vol ing inleiesl o l 0 | iei nloi . .Such I cr.ig.ua I hi u ol i emovi i l sliall nol become 

20 e f fec t ive unt i l 7 :(X) o ' c lock A M . on I ho f u si day ol ibe calendai month f o l l o w i n g Ihe cxpi i a I ion o l ninely (90) days af lei lhc ( l iving 

21 o f notice o f ic.signalion by O p c i a l o i oi action by Ibe. Mou Opcia to i s lo i c iuove Opc i i t lo r , unless a succcssoi Opeia to i bus been 

22 selected and assumes lhc dulics ol O p c i a l o i al an en i l i c i dale. O p c i a l o i , a l le i i-fIccItvc. dale ul ics ignal ion ur l e inov id , shall be 

23 bound by the lerm.'; h c i c o f as a N o n O p c i a l o i . A change o l a co ipo ia le name o i . . ( incl ine of Opc ia lo i or ( i i ius lc r of OJM:Ia lur ' s 

24 inle ies l to any single subsidini y , paicnl oi succcssoi c o i p o i a l i o n ..hall nol he lhc basis loi lemoval ol O p e i n l o i . 

25 

26 2. S c l e c l i o i i o f Successor O p c i a l o i : Upon die icsignut inn oi l emovnl of 0 |>cinlor , a successor O p c i a l o i . hu l l be ..elected by 

27 lhc patties. The successor Opei a loi shall be sc Ice led l i o m lhc pai lies owning an inleiesl In lhc (..'mil i ad Aiea al lhc I line such successor 

2 H ()|x:Jaloi is sclcclcd. I be .succcssoi ( . a l u r .\ba 11 be sclci li d by lhc al l inunl ive vole ol two (2) oi m o i r pai lies owning a majoi lly inleiesl 

29 based on ownei ship as shown un Exhibit " A ' ' ; pi ovided, howevei , i l an ( ) |KU aloi which has IK-CII I emoved fulls lo vole or voles only lu 

30 succeed itself, (he .succcssoi O|>eialoi .shall be sclcclcd by ihe a f l inua l ivc vole of Iwu (?.) oi nunc: pailies owning a nmj in i ly inleiesl bused 

31 on owne i sh ip as shown on Exhib i t " A " l ema in iug al lei excluding the vot ing iuleiest ol (he O p c m t n i that was i cn iovcd . 

32 

33 C. Employees : 

3<1 

35 I be mt I i l l x: r of employees used by Opcia lo i in conducting opcialions heieundei , (heir r.elecliou, and the bonis ol hiboi nnd (he 

36 compensation for sci vices pet l o i nied shall be dele i in i i ted by Opel it loi , in id id I such employ t:cn .shall be lhc employees o l Opei nlor. 

37 

3H 1). U i I l l i n g C o n d ucts: 

39 

.0 A l l wells d i i l l e d on Ihe Contract A i e a .shall be d i i l l e d on a con ipc l i l ive conduct basis al Ihe usual nilcs j i i c v a i l i n g iu lhc 

41 area. I f i l so desires, O p c m l o r may employ ils o w n tools and equipment in lhc d i i l l i n g of wel ls , hul its chiugcs l l i c i c f o i shnll mil 

42 exceed Ihe p reva i l ing rates in the aiea and the ia(c of .such chaigcs shall be ngiccd upon by lhc pail ies in w i l l i n g be lo ic d i i l l i n g 

43 opcni l ions aie commenced , and such w o i k shall be p e i l o i m c d by Opc ia lo i undci lhc same l a m s and conditions ns nie cuslomaiy 

44 nod usual in the atea i l l contiacts o f iude[)eiideu( couti acloi s who arc doing w o i k o l n fdui ihu i i i t lu ie . 

4 5 

46 

47 

411 

49 A U T I C I . K V I . 

50 D R I L L I N G A N D D E V E L O P M E N T 

51 

52 A . I n l l l i d W e l l : 

53 * 

.54 On or b c f o i c ihe ^ s t : day o f . M a y , 2 0 0 1 ^ Opc ia lo i shall couimci icc Ihe t h i l l i n e uf 

55 a well loi oil and gas a( ll ic following, location: or upon approval of Application for Permit lo Drill , subject to rig availability 

56 
57 Township 29 North. Ranee 14 West. NMPM 
5H Section 9: NE/4NL7 4 
50 San Juan County, New Mexico 

60 and shall Ihcieaflcr continue (be diilling of lhc well wilh due diligence lo 

61 

62 to test the Fruitland Coal and Pictured Cliffs formations 
63 
64 
65 unless giani le or other p iac l ica l ly impel led able substance oi condi t ion in Ihe hole, which leudei.s f u i l h e i d i i l l i n g i i up inc l i ca l , is r n -

66 counlc tcd al a lesser dcplh , 01 unless all parties agice (o complete 01 abandon Ihe wel l at n lessci depth. 

67 

611 Operalor shall make reasonable Ic.sl.s of all lo i malions cncounlei r d dm ing di i l l ing which give indication of conlaiuing nil and 

69 gas in qua ul it ies r,u l l i e lent lo lesl, unless Ihis agi cci i ieul sbal I be l imited in ils application lo n .specific foi inal ion ui foi malions, in which 

70 event Ope in lo i shall be i c q u i i c d lo (csl only (he (o in i a l i on 01 fo imal ions Io which Ihis . ' igicrnieut may apply. 
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continued 

1 If . in Operalor's judgment, llie well will not produce oil or ;;as in paying quantities, anil il wishes lo plug and abandon die 

2 well as a dry hole, the provisions of Article VI F . l . sliall thereafter apply. 

3 
4 
5 

6 11. Subsequent Operations: 

7 

8 I . Proposed Operations: Should any parly hereto desire to drill any well on the Contract Area other ihan the well provided 

9 for in Article V I . A . , or lo rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

1(1 the pai lies and not tbcnjpiixlnciug iu paying (|iuinli(ics. Ibe pin ly desiring lo drill , icwoi k, tlec|x-n or plug back such a well shall give ihe 

1 I olhcr parties written notice ofthe proposed operation, s|>eci!yiiig lhc woik lo be |xnfoinied, lhc location, pio|Hised depth, objective foitna-

12 lion and die estimated cost of die operation. The parties receiving such a notice sliall have iliiity (30) days idler receipt of the notice 

13 wilhin which to notify ihe party wishing lo do the work whether they elect lo participate in the cost of the proposed operation. If a drill-

14 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 

15 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parly receiving such notice 

16 lo reply wilhin Ibe period above fixed shall constitute an election by thai parly nol lo participate in Ihe cost oflhe proposed opcialion. 

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

18 

* l h e n c apable o f p r o d u c i n g 
20 

21 If all pai lies elect lo paiticiaple in such a proposed opei alion, ()|X'i ator shall, wilhin ninety (90) days after expii alion of the notice 

22 pcrkxl of diirty (30) days (or as promptly as possible after llie expiration of the forty eight (48) hour period when a drilling rig is on loca-

23 lion, as the case may be), actually commence (he pro|x>sed operation and complete it with due diligence at the risk and expense of nil pai-

24 lies hereto; provided, however, said commencement date may be extended upon written notice of same by 0(x.rntor to (he oilier parties, 

25 for a [xn iod of up lo thirty (30) additional days if, in the sole opinion of ()|X.. aloi, such additional time is icasomibly necessary lo obtain 

26 permits from governmental authorities, surface rights (including righls of-w.iy) or appropriate drilling equipment, or lo complete 

27 lille examination or curative matter required for lille approval or acceptance Notwithstanding Ibe force majeure provisions of A rti -

28 clc X I , if the actual operation has nol been commenced wilhin the lime provided (including any extension thereof as s|>ccifically 

29 permitted herein) and i f any parly hereto slill desires lo conduct said o|>eraiion, wriiicn nolice proposing same must be resubmilled 

30 lo the olhcr parlies in accordance with the provisions hereof us if no prior pioposal had been made. 

31 

32 

33 

34 2. Opcialions by Less Ihan Al l Parlies: II any party receiving such notice as piovidcd in Article V I . 11.1. or V I I . D . I . (Option 

35 No. 2) elects not lo participate in the proposed operation, then, in order lo be enlillcd lo Ihe benefits of this Article, the parly or parties 

36 giving (he nolice and such olber parlies as shall elect to participate in the operation shall, wilhin ninety (90) days after Ihe expiration of 

37 Ihe nolice period of thirty (30) days (or as promptly as jxrssible after the expiration of ihe forty-eight (4 8) hour period when a drilling 

38 rig is on location, as lhc case may be) actually commence Ihe proposed opcialion and complete it with due diligence. Operator shall 

39 pci form all work for the account of lhe Conseniing Parlies; provided, however, if no drilling rig or oilier equipment is on locution, 

40 and if Operator is a Non-Consenting Party, the Conseniing Parlies shall cither: (a) request Operator lo perforin Ihe work required 

41 by such proposed operation for the account of the Conseniing Parties, or (b) designate one ( I ) of the Conseniing Parlies ns Operator 

42 to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant lo this Article VLB.2 . , shall 

43 comply wilh all icrms and conditions of lliis agreement. 

44 

45 

46 

47 If less than all parlies approve any proposed operation, llie pi opus ing party, immediately idler the expiration of the applicable 

48 notice periix!, shall advise lhc Conseniing Parties of the total interest ol lhc parties approving such o|xnation and ils recommendation as 

49 to whether the Conseniing Parties should proceed with the operation as proposed. Faeh Consenting Party, within forty-eight (48) hours 

50 (exclusive of Salurday, Sunday and legal holidays) after receipt of such notice, sliall advise the proposing party of its desire to (a) 

51 limit participation to such parly's inleresl as shown on Exhibit " A " or (b) carry its proportionate pail of Non-Consenting Parties' 

52 inleresls, and failure to advise the proposing parly shall be deemed an election under (a). In Ihe event a drilling rig is on location, 

53 the lime permitted for such a response shall not exceed a total of forty-eight (48) hours (inclusive of Salurday, Sunday and legal 

54 holidays). I he ptoposing party, al ils election, may withdraw such pioposal il iheie is insullicienl participation and sliall pioinplly 

55 notify all parties of such decision. 

56 

57 

58 The cubic cosl and lisk of conducting such operations shall be boinc by Ihe Conseniing Parties in the proportions they have 

59 elccled lo bear same under the terms of the preceding paragraph. Consenting Parlies shall keep the leasehold estates involved in such 

60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of Ihe Consenting Parties. 

61 If such an o|x;rnlion results in a dry hole, ibe Consenting Parties shall plug and abandon the well and restore Ibe surface location al iheir 

62 sole cosl, risk and expense. If any well drilled, reworked. dec|XMicd or plugged back under Ihe provisions of this Article results in a pro-

63 ducei of oil and/or gas in paying quantities, the Consenting Pailies shall complete and equip the well to pioduce al iheir sole cosl and risk, 

64 

65 

66 

67 

68 

69 

70 

5 
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1 ond the well sliall then be lurncd over to Operulor ami shall be operated by it al Ihe expense and lor the account oflhe Consenting Par-

2 lies. Upon commencement of operations for the drilling, reworking, deepening or plugging buck of any such well by Consenting Parties 

3 in accordance with lhc provisions of this Article, each Non-Consenting Party shall I K deemed to have relinquished lo Consenting Parties, 

4 and Ihe Consenting Parlies shall own and be entitled lo receive, in proportion lo iheir icspective inleiesls, all ofsuch Non-Consenting 

5 Parly's interest in ibe well and share of produclion therefrom until the proceeds of the sale of such shaie, calculated at the well, or 

6 market value thereof if such share is not sold, (after deducting produclion taxes, excise taxes, royalty, overriding royalty and other in-

7 leresls not excepted by Article 111.0. payable out of or measured by the produclion from such well accruing widi rcsjKct lo such interest 

8 until it reverts) shall equal lhc tolal of tlie following; 

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's share ot the cost of any newly acquired surface equipment beyond Ibe wellhead 

13 connections (including, but nol limited lo, stock tanks, separators, trcalers, pumping equipment and piping), plus 100% of each such 

14 Non-Conscnling Party's share of lhc cosl of operation ofthe well commencing wilh firul produclion and continuing until each such Non-

US Conseniing Purty'H relinquished interest shall revert lo il under other provisions of ihis Article, il l>eing agreed lhal each Non-

16 Consenting Parly's share of such cosls and equipment will be thai inleiesl which would have been chargeable lo such Non-Conscnling 

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

18 

19 

20 

21 (b) 3 0 0 % of lhal portion of ihe cosls and expenses of drilling, reworking, deepening, plugging back, testing and 

22 completing, after deducting any cosh contributions received under Article V I I I . C , and 3QQ % °f thai portion of Ihe cost of 

23 newly acquired equipment in Ihe wel! (lo and including the wellhead connections), which would have been chargeable lo such Non-

24 Conseniing Party i f it had participated therein. 

25 

26 

27 

28 An election not lo participate in the drilling or the deepening of a well shall be deemed an election not to participate in any rc-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied 

30 lhal is conducted at any lime prior lo full recovery by the Consenting Parties of Ihe Non-Consenting Party's recoupment account. 

31 Any such reworking or plugging back operation conducted during (he recoupment period shall be deemed part of the cosl of opcra-

32 lion of said well and there shall be added to the sums to be recouped by the Consenting Parlies one hundred percent (100%) of 

33 that portion of the costs of (he reworking or plugging back operation which would have been chargeable lo such Non-Consenting 

34 Parly had i l participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the 

35 piovisions of (his Article V I . I I . shall be applicable as between said Consenting Parties in said well. 

36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Conscnling Party's share of production, or the 

40 proceeds therefrom, Conseniing Parlies shall be responsible for the payment of all produclion, severance, excise, gathering and other 

4 I (axes, and all royally, overriding royally and other burdens applicable (o Non Conseniing Parly's share of produclion not excepted 

42 by Article HI D. 

43 

44 

45 

46 In lhc case of any reworking, plugging back or deeper di illing operation, the Conseniing Parties shall l>e permitted to use, fiee 

47 ofcosl , all casing, tubing nnd other equipment in the well, but the ownership of all such equipment shnll remain unchanged; and upon 

48 nbnndonmcnt of a well after such reworking, plugging bnck or deeper drilling, the Consenting Parties shall account for nil such equip-

49 inenl lo Ihe owners thereof, wilh each parly receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Wilhin sixly (60) days after the completion of any operation under ihis Article, ihe party conducting the operations for the 

54 Conseniing Parlies shall furnish each Non-Consenting Party with an inventory of the equipment in and connected lo Ihe well, and an 

55 itemized statement ofthe cost of drilling, deepening, plugging back, lesling, completing, and equipping the well for production; or, at 

56 its option, the operating party, in lieu of an itemized statement of such cosls of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the lime the Consenting Pailies ate being reimbursed as provided above, lhc party conducting the 

58 operations Tor the Consenting Parties shall furnish the Non-Consenting Parlies with nn ilemi/cd statement of all costs and liabilities in-

59 curred in the operation ofthe well, together with a statement ofthe quantity of oil and gas piodnced from it and lhc amount of proceeds 

60 realised from lhc sale of (be well's working interest production during ihe preceding monlh. In delei ruining the quanlily of oil and gas 

61 produced during itny inonlli. Consenting Parties shall use industry accepted methods such as. but not limited to, metering or periodic 

62 well lesis. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Conscnling Parly had it participated ihcrcin shall be credited against llie total unrclurncd cosls 

64 of (lie work done and ofthe equipment purchased in determining when lhc inleresl ofsuch Non-Conscnling Party shall rcvcrl lo il as 

65 above provided; and i f there is a credit balance, it shall IK: paid to such Noii-Consenling Party. 

66 

67 

68 

69 

70 

6 
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| If and when the Consenting Pailies recover from a Non-Consenting Party's relinquished inleresl the amounts provided for above, 

2 lhc relinquished interests ofsuch Non-Consenting Parly shall automatically revert to it. nnd, from nnd after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, Ihe material nnd equipment in or pertaining thereto, and tlie production 

4 therefrom as such Non-Consenting Party would huvc been entilled lo had it participated in die dr illing, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Parly shall be charged with and shall pay its proportionate part of tlie further 

6 costs of the operation of said well in accordance wilh the letms of this agreemeni and the Accounting Procedure attached hereto. 

7 

B 

9 

10 Notwithstanding the provisions of this Article V I . 11.2., il is agr eed that without ihe mulual consent of all pnrties, no wells shall 

11 be completed in or produced from a source of supply from which a well Undated elsewhere on the Contract Atea is producing, unless such 

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

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to lhc dr illing of Ihe initial well described in Article VJ. A. 

17 except (a) as lo Article VI I . D. 1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging buck of such initial well 

18 afler it has been drilled lo die depth specified in Article V I . A. if it shall thereafter piove to l>c a dry hole or, if initially completed for pro-

19 duction, ceases to produoe in paying quantifies. 
2 0 be c a p a b l e o f p r o d u c i n g 
21 

22 

23 3. Sland-By Time; When a well which has been drilled or deepened has reached ils authorized depth and all tests have been 

24 completed, and Ibe results thereof furnished lo the parties, stand-by costs incurred pending res|>onse lo a party's notice proposing a 

25 reworking, deepening, plugging back or completing o|>cralion in such a well shull lie charged anil borne as part of tlie drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent lo all parlies rescinding, or expiration ofthe rcs|X)nsc time permitted, whichever 

27 first occurs, and prior to agreemeni as lo lhc participating inleiesls of all Consenting Parties pursuant to ihe terms ofthe second gram-

28 malical paragraph of Article VLB.2, shall be charged (o and borne as pail oflhe proposed operation, but if the proposal is subsequently 

29 withdrawn because of insufficient participation, such sland by costs shall be allocated between Ihe Consenting Parlies in the proportion 

30 each Conseniing Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Conseniing Par-

31 lies. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of tins agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as lo change the bottom hole 

37 location (herein called "sidetracking"), unless done lo sliaighlen the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having (he right lo participate in a proposed sidetracking operation dial docs not own an inleresl in the 

39 affected well bore a( Ihe time of the notice shall, ii|X>n electing lo participate, tender lo Ihe well Ixnc owners ils proportionate share (equal 

40 lo ils inleresl in the sidetracking operation) of the value of that jxirtion of Ihe existing well bore lo be utilized as follows: 

41 

42 

4.3 

44 (a) If (he proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

46 

47 

48 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbuisement shall be on ihe basis oflhe well's 

50 solvable materials and equipment down lo the depth al which Ihe sidetracking operation is initialed, determined in accordance wilh lhc 

51 provisions of Exhibit " C " , less the estimated cosl of salvaging and lhc estimated cosl of plugging and abandoning. 

52 

53 

54 

55 In the event thai notice lor a sidetracking operation is given while the drilling rig lo Ix; utilized is on location, lhc response period 

56 shall be limited to forty-eight (48) hours, exclusive of Salurday, Sunday and legal holidays; provided, however, any party may request 

57 and receive up to eight (8) additional days after expiration of llie forty-eight (48) hours within which to respond by paying for all stand-by 

58 lime incurred during such extended response pcriixl. I f more than one party elects to take such additional time to respond to the nolice, 

59 standby costs shall Ix: allocalcd belwccn the parties taking additional time to respond on u day lo day basis in the proportion each electing 

60 party's inleresl as shown on Exhibit " A " bears lo the total interest as shown on Exhibit " A " of all the electing parties. In all other in-

61 stances ibe response periot! lo a proposal for sidetracking shall be limited to thirty (30) days. 

62 

63 

64 

65 C. T'AKINO PRODUCTION IN K I N D : 

66 

67 Each party shall lake in kind or separately dispose of ils proporiioniitc share of all oil and gas produced from ihe Contract Area, 

68 exclusive of produclion which may be used in development and producing opcialions and in preparing and treating oil and gas for 

69 marketing purposes and produclion unavoidably lost. Any cxlra expenditure incurred in (he taking in kind or separate disposition by any 

70 parly of its proportionate share of the production shall be boinc by such par ty. Any parly Inking iiii t.huiu of produclion in Kind shall be 

7 
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| ; . - i [i i i r <-it I n p a y f o r n n l y i I« p r o | « i l i n m i l / - i l i n r i - i i ( q n r l i p u r l n f ( I p i - r u l n i ' s e n r f n / T f u c i l . i l . i i - i u i l i ic l i—il- ixc/M; . 

2 

3 Illicit pai ty sliall execute such division orders and conli acts us may lie necessary lor Ihe sale of ils interest in pioduclion from 

4 the Contract Area, and, except as provided in Article VI I . ] ) . , shall he entitled to receive payment diieclly from the purchaser thcicof for 

5 its shaie of all pioduclion. 

6 

7 Iu (he evenl any party shall fail to make the ai i angcmenls ncccssaiy lo take in kind or sepaialely dis|xise of its proportionate shaie 

8 ofthe oil piodnced f iom the Contract Area, Operator shall have the light, subject lo lhc i evocation al will by the party owning i l , but not 

9 Ibe obligation, lo purchase such oil or sell i l lo olheis at any time and fiom time lo time, Cm-die account of lhw non Inking pnffy-aMfue 

10 h--i:t price oblain-it'l'- in I 1 " - •"•» mr tn. li pnnlm-iinn Any such purchase or sale by Operalor shall be subject always lo the i ighl of the 

11 owner of lhe production lo exercise a! any lime ils right to lake in kind, or sepaialely disjxisc of, its share of all oil nol previously 

12 delivered lo a purchaser. Any purchase or sale by Opcintor ol any other party's share of oil shall be only for such reasonable periods of 

13 lime lis are consistent wilh the minimum needs of Ibe indusli y undei Ihe particular cu cu instances, but in no event for n period in excess 

14 of one ( I ) year. £ and shall accounl lo such party for lhc aclual net proceeds received for such production, il'sold. or lhc 

15 current market price i f purchased by Opcialoi . 

16 In lhc evenl one oi moic parties' sepaialc disjMi.siliun ol ils shaie of Ihe gas causes split-stream deliveries lo separate pi|>clincs 

17 itnd/or deliveries which on u day-to-day basis for any icasoii aie not exactly equal lo a party's icspcclive proportionate share of tolal gas 

18 sales to be allocated to it, the balancing or accounting between llie icspcclive accounts ol Ihe pailies shall I/O in accordance wilh any 

19 gas balancing agieenieul between Ihe panics heielo, whelhei sut h an iigieeiueut is attached as Exhibit " l i " , or is a sepaialc agieeniciil. 

20 

21 I ) . Access to Contract Area nnd Information: 

2 2 

23 Each party shall have access to Ihe Contract Aiea al all leasonablc limes, at ils sole cost and risk to ins|X?ct or observe o|XTiilions. 

24 and shall have access al icnsonnble limes lo infoinmlion pertaining lo ihe development or operation Ihcicof, including 0|>crnloi's booki 

25 and iccords relating theieto. ()|>eialoi, ii|x)ii icquesl, shall furnish each of the other parties wilh copies of all forms or icpoils filed with 

26 governmental agencies, daily drilling icpoi Is. well logs, lank tables, daily gauge and i un tickets and i cpoi Is of stock on hand al Ihe 

27 firsl of each nionlh, and shall make available samples of any cores or cuttings taken liom any well drilled on Ihe Contract Aiea The 

28 cosl of gathering and furnishing information lo Non Opcialoi , olber than lhal sj>ct:ilicil above, shall be charged lo lhc Non Operalor 

29 lliat requests lhc information. 

30 

31 E. Abandonment of Wells: 

32 

33 I . Abandonment of Oi;y 1 lolcs: Except for any well di illed or deepened pui suanl lo Article VI .11.2., any well which has been 

34 drilled or dcc|iencd under the terms of this agieenieul and is pio|xised lo be completed as a dry hole shall not be plugged and abandoned 

35 without ihe consent of all pai lies. Should ()pei aim , allei diligent elloi I . be unable lo contact any party, or should any pin ty lail lo icply 

36 wilhin loily eight (48) bonis (exclusive of .Snluiday. .Sunday unci legal holidays) idler icceipl of nolice of Ihe pio|M>'ml lo plug and abandon 

37 such well, such party shall be deemed lo have consented lo ibe pioposed abandonment. All such wells shall l>c plugged and abandoned 

38 in accot dance wilh applicable legulations and at the cosl, i isk and cx|x-use ol Ihe parties who participated in lhc cost of drilling or deepen-

39 ing such well. Any party who objects lo plugging and abandoning such well shall have Ihe right to lake over llie well and conduct further 

40 opeiations iu search of oil and/or gas subject lo Ihe provisions of Article VI.11. 

41 

42 2. Abandonment ol Wells lhal hirvc l^oduced: Except loi any well in which a Non-Consent o|icraliou has been condncled 

43 heieundei for which the Conseniing Parlies have not been fully leiinbuised as heiein piovidcd. any well which has been completed 

44 as a pioduccr shall not be plugged and abandoned wilhoul lhc consent of all parties. If all parties consent (o such abandonment, the well 

45 sliall be. plugged and abandoned in aecoidanee with applicable legulations and at lhc cost, risk and ex|xmsc of all the parlies heielo. If, 

46 wllbin thirty (30) days after ieceipl of nolice of the promised abandonment of any well, nil pur ties do not agicc lo lhc abandonment of such 

47 well, those wishing lo continue its operation from die intei val(s) of the loi malion(s) then open to produclion shall lender lo each ol Ihe 

48 olhei parties its proportionate shaie of Ihe value of Ibe well's anlvable material and equipment, determined in accoidance wilh the provi-

49 sions of Exhibit " C " , less Ibe estimated cost of salvaging and Ihe estimated cosl of plugging and abandoning. Each abandoning 

50 party shall assign Ibe non abandoning parlies, without wnnanty, express or implied, as lo lille or as lo quantity, or fitness for use 

5 I of Ibe equipment and material, all of its interest in (he well and iclalcd equipment, together wilh its inleiesl iu Ihe leasehold eslale as lo, 

52 but only as lo, ihe interval or inlerval.s of lhe formation or formations ihen open lo pnxluclion. If lhc inleresl of lire abandoning party 

53 is oi includes an oil and gas iule'esl, such party shall exccnle and deliver lo Ihe non abandoning party or parlies an oil and gas lease, 

54 limited to lhc inleival or intervals of (he formation or lot malions (hen o|>en to pnxluclion. for a lerm of one ( I ) year nnd so long llicrcallcr 

55 as oil and/or gas is piodnced from (he inleival or inleivals oflhe formation or foimalions covcicd theieby, such lease lo be on (he form 

56 attached as Exhibit 

57 

511 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 8 

70 



1982 - Model Form Operating Agreement 

Aicnei.i; vi 
con t i nued 

1 " 1 ) " . The assignments or leases so l im i ted sliall encompass the " d i i l l i n g u n i l " upon which the wel l is located. The 

2 payments by, and the assignments or leases lo , lhc assignees shall !>e in n ratio based upon the relationship o f their respective |>ercein«gc 

3 o f part ic ipat ion in lhc Contract Area lo ll ie aggregate o f l h e percentages o f part ic ipat ion in the Contract Area o f all assignees. There 

4 shall be no readjustment o f interests in the remain ing port ion o f the Contract Area. 

."> 
6 Thereafter, abandoning parties shall have no further rcs|xmsihi l i (y, l iab i l i ty , or inleiest in the operation o f or producl ion l i o m 

7 the wel l in the interval or intervals then open other than the loyalties retained in any lease made under the terms of Ibis Ar t ic le . Upon re-

8 quest, Opcrnlor shall cont inue lo operate the assigned wel l for the account o f the non abandoning pai lies nl the rules and chatges con-

9 Icmpluled by Ihis Agreement, plus any additional cosl nnd charges which may arise as ihe result o f l h e scparale ownership o f the assigned 

10 we l l . U|xin proposed abandonment o f l h e producing intcrvnl(s) assigned or leased, lhc assignor or lessor sluill then have the option lo 

I I repurchase ils prior inleiesl iu the well (using the same valuation lo inui la) and participate in further o|x:i ations iheiein subject to llie p io-

12 visions hereof. 

13 
14 3. Abandonment o f Non Consent Opc ia l ions: The provisions o f Ar t i c le V I l i l . or V I . l i . 2 . above shall be applicable as 

15 between Consenting Parties in ll ie event o f ihe proposed abandonment of any wel l excepted f rom said Art ic les; prov ided, however, no 

16 wel l shall be permanently plugged and abandoned unless and until all pail ies having ihe l ight lo conduct further operations therein have 

I 7 been nol i l ied o f lhc pioposed abandonment and a ( loi (led Ihe opportuni ty to elect lo take over the wel l in accoi dance wi lh (he pi ovisions 

18 o l Ihis A r t i c le V I . l i . 

19 

20 ARTICLE VII . 

21 EXPENDITURES AND LIAHILLTV OF PARTIES 
22 
23 A . l . b i b i l i l y i>r Par l ies : 

24 

25 The l iabi l i ty of the parties shall be seveial , not j o in l or col lect ive. Each party shall be responsible only for ils obl igat ions, and 

26 shall be liable only for ils proportionate share of the costs of developing and opei at ing the Contract Area Accord ing ly , the liens granted 

27 among Ihe parlies in Art ic le V I 1.1). arc given lo scenic only lhc debts o f each severally. ll is nol Ihe intention o f the parlies lo creale, nor 

28 shall this agreement be const iued as creat ing, a m in ing or other partnership or association, or lo lender (he parties liable as partners. 

29 

30 11. Elens and Payment Defau l ts : 

31 

32 Each Non-Operalor grains lo 0|x;ralor a lien upon ils oil and gas righls in the Contract A iea , and a security inleresl in ils shaie 

33 ol oi l nud/or gns when cxl iuclcd and ils inleresl in nil equipment, lo .seeuie piiynienl o l ils shine ol ex|H'iise, together wi lh inleiesl tbe.ieoii 

34 nl the rate prov ided in Exhibi t " C " . To the extent that Operator has a security interest under lhc Un i f o rm Commerc ia l Code of Ihe 

35 slale, Operalor shall Ix: cnl i l lcd lo exercise Ihe righls and icmedies of a secured party under Ihe Code. The hi inging o f a suit and Ihe ob-

36 tabl ing o f judgment by Operalor lor the .secured indebtedness shall not be deemed an elecl ion o f icmedies or otherwise affect the l ien 

37 rights or security interest as security for die payment thereof. In addit ion, upon default by any Noi i -Opcrnlor in lhc payment of its share 

38 of expense, O|x:ralor shall have the r ight, without prejudice lo other l ights or remedies, lo collect f rom ibe purchaser lhc proceeds f rom 

39 (he sale o f such Non-Operalor 's shaie o f oi l and/or gas until Ihe amount owed hy such Non-0|>c.ralor, plus interest, has Ix-cu paid. Each 

40 purchaser shall be entit led lo rely ii|x>u Operalor 's wr i t ten statement concerning Ihe amount of any default . Operalor grants a l ike lien 

4 1 and security interest lo lhc Non-Operators to scenic payment o f Oj ie ia tor 's proport ionate share o f expense. 

42 

43 I f any parly fails or is unable to pay ils share o f expense w i l h in sixty (60) days after rendit ion o f a statement Ihcrelor by 

44 OjK ia to r , die non-defaulting parlies, including Opciator , shall , upon request by 0]>eialoi . pay Ihe unpaid amount in the pro jxnt ion lliat 

45 lhc inleresl o f each such party bears lo Ihe interest o f all such pai lies. Each parly so paying ils share of Die unpaid amount shall , lo obtain 

46 le in ibu iscmei i l thereof, be subrogated lo (he security rights described in the foregoing paragraph. 

4 7 

48 C . Payments and A c c o u n t i n g : 

49 

50 Except as herein otherwise specifically p iov idcd , Opeiatoi shall promptly pay and discharge excuses incurred in the dcvclop-

5 I ment and ojxnal ion of the Contract Area pursuant lo this agicemenl and shall chaige each of lhc parlies heielo w i lh iheir ies|x:ctive pro-

52 pottionate shares ii[x>n the exjx:iisc basis provided in Exhibit " C " . 0|x: iator shall keep an accurate iccord of the jo in l account hcicundcr, 

53 showing expenses incurred and charges and credits made and iccc ived. 

54 

5S. Opi' inl iH . nl i|s election, shnll have Ihe l i /d i l l i o i n l ime In l ime In deinnnil nnd ic< eive l i m n ibe olhei parlies payment in advance 

56 o l their icspccl ive shares ol the estimated amount of the expense lo be inc l ined in opcial ions heieundei dur ing the next succeeding 

57 inonl l i , which right may be exercised only by submission lo each such party of an itemized statement of such estimated cx|x.'nsc, together 

58 wi lh an invoice for its share thereof. Each such statement and invoice for the payment in advance or estimated expense shall be submitted 

59 on or before the 20th day of Ihe ncxl preceding month. Each party shall pay to Operalor ils p iopoi l iouale share o f such estimate wi lh in 

60 li lteen (15) days alter such estimate and invoice is icccived. I f any party fails to pay its share of said cslinialc wi thin said t ime, the amount 

61 due shall lx:ar inleresl as p iov idcd in Exhibit " C " until paid. Proper adjustment shall Ix: made monthly IxMwccn advances and actual cx-

fi2 pcusc lo lhc end lhal each party shall bear and pay ils p iopo i l ioua le shaie o l actual expenses i nc l i ned , and no more. 

63 

64 1). E m u l a t i o n o f E x p e n d i t u r e s ; 

65 

66 I . Dr i l l or Deepen: Without (he consent o f all parties, no well shall be dri l led or dec|x:ned, except any well dri l led or dcqxnicd 

67 pursuant lo lhc provisions of Ar t i c le VI.11.2. of ibis agieenieul . Consent lo lhc d r i l l i ng oi deepening shall include: 

68 

69 

70 
9 



A R T I C L E V I I 

continued 

1 f)<f Option No. U All necessary expenditure* Cor llie drilling or deepening, testing, completing nnd equipping of the well, including 

2 necessary Innknge and/or surface facilities. 

3 
4 • Option No. 2: Al l necessary expenditures for lhc drilling or deepening and testing of the well. When such well has reached its 

5 authorized depth, and all lesls have been completed, and Ihe results thereof furnished lo lhc parties, Operalor shall give immediate nolice 

6 lo the Non-Operators who have tlie right to participate in the completion costs. The pailies receiving such notice shall have forty-eight 

7 (48) houis (exclusive of Salurday, Sunday anil legal holidays) in which to elect to participate in the selling of casing and (he completion at-

8 tempi. Such election, when made, shall include consent lo all necessary expenditures for Ihe completing and equipping ofsuch well, in-

9 eluding necessary lankage and/or surface facilities. Failure of any party receiving such notice to reply widiin tlie period above fixed shall 

10 constitute an election by dial party not to participate in the cost oflhe completion attempt. If one or more, but less ihan all oflhe parties, 

I I elect lo sel pipe and to ntlempt a completion, the provisions of Article VLB.2 . hereof (the phrase "reworking, deepening or plugging 

12 back" us contained in Article VLB.2. shall be deemed lo include "completing") shall apply lo Ihe o[XTntions thereafter conducted by less 

13 ihan all parties. 

14 

15 2. Rework or Plug Buck: Without the consent of all parlies, no well shall lie reworked or plugged back except a well rcwoiked or 

16 plugged back pursuant lo the provisions of Article V I . I I . 2. of this agreement. Consent to ihe reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such o|>eralions and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Olhcr Operations: Without Ibe consent of all parties, Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess of h w p p h y - F j y p U a a u s a r i d ) o l l a r s ($_.2-5-,_QOQ—0.Q ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompiling, or plugging back of which has been 

23 previously authorized by or pursuant to this agreemeni', provided, however, lliat. in case of explosion, fire, lloixl or olber sudden 

24 emergency, whether of the same or different naluie, 0|>cintor may take such steps and incur such CX|HIIISCS us in ils opinion are requited 

25 lo deal wilh Ihe emergency lo safeguard life and property but Operalor, as promptly as possible, shall report the emergency lo lhc olhcr 

26 pailies. I f Operator prepares an authority for expenditure (AFE) for its own use, O|x.-rator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of fJL £ t _ g g n t J ] l O U s a j l d 

28 Dollars ($ 1 5 / 0 0 0 . 0 0 ) bill less Ihan Ibe amount first sel forth above in ihis paragraph. 

29 

30 E. Rentals, Shut-in Well Payments and Min imum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

33 parly or parlies who subjected such lease to this agreemeni at ils or their expense. In the event two or more parlies own and have con-

34 tribulcd interests in the same lease lo Ibis agreement, such parlies may designate one of such parties lo make said payments for and on 

35 behalf of all such pailies. Any parly may request, and shall be entitled to receive, pi oper evidence of all such payments. In the evenl of 

36 failure to make proper payment of any rental, shut-in well payment or minimum royally through mistake or oversight where such pay-

37 ment is required lo continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non Operator oflhe anticipated completion of a shut-in gas well, or the shulling in or return lo produclion 

4 1 of a producing gas well, al least live (5) days (excluding Saluiday, Sunday and legal holiday), or at Ihe eailiesl op|xirtunity |K'imilled by 

42 circumstances, prior to hiking such action, but assumes uo liability for hiihire to do so. In lhc event of failure by Operator lo so nolify 

43 Non-Operator, the loss of any lease contributed hereto by Non-O|x:raior for failure to make limely payments of any shut-in well payment 

44 shall be borne jointly by the parties hereto under Ihe provisions of Article IV.1).3. 

4.5 

46 I ' ' , luxes: 

47 

48 Beginning wilh ihe first calendar year after ihe effective date hereof, Operalor shall render for ad valorem taxation all property 

49 subject to Ibis agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 

50 Ixxnuic delinquent. Prior lo Ihe rendition dale, each Non 0|>eiator shall furnish Operator information as to burdens (lo include, but nol 

51 be limiled to, royalties, overriding royalties and production payments) on leases and oil and gas inleiesls contributed by such Non-

52 Operator. If (he assessed valuation of any leasehold eslale is reduced by reason of ils Iwing subject lo outstanding excess royalties, over-

53 riding royalties or produclion payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit oflhe owner or 

54 owners ol such leasehold estate, and Operator shall adjust the charge lo such owner or owners so as lo reflect the benefit of such rcduc-

55 lion. If ihe ad valorem taxes are based in whole or in part U|x)n sepaialc valuations ol each parly's working inleresl, then notwithstanding 

56 anything lo lhc contrary herein, charges lo the joinl account shall be made and paid by ibe parlies hereto in accordance wilh lhc lax 

57 value generated by each party's working inleresl. OjxMalor shall bill Ibe olhcr parlies lor iheir projxirlioiiale shares of all lax payments 

58 in lhc milliner provided in Exhibit " C " . 

59 

60 If Opcialoi considers any lax assessment improper, 0|x.'ralor may, al ils discretion, prolesl wilhin the lime and manner 

61 pi escribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the prolesl prior to final deler-

62 initiation. During Ihe |>cndciicy of adnn'iiislralive or judicial piocecdings, Ojxnalor may elect lo pay, under piotcsl, all such taxes and any 

63 inleresl and penally. When any such protested assessment shall have been finally determined, Operator shall pay the lax for the joint ac-

64 count, together with any inleresl and penalty accnicd, and ihe total cost shall then be assessed against the parties, and Ix: paid by 

65 them, as provided in Exhibil " C " . 

66 

67 F.ach party shall pay or cause lo Ix: paid all pioduclion. severance, excise, gathering and olhcr taxes ini|x>sed upon or wilh 

fiH icspecl lo the pioduclion or handling ol such party's shaie ol oil and/or gas piodnced under lhc teiius of this agicemenl. 

69 

70 
10 



1982 - Model Form Operating Agreemeni 

A R T I C L E V I I 

continued 

I (•. Insurance: 

2 

3 Al all limes while operations ate concluded hereunder, Operalor shall comply wilh lhc workmen's coui|>cnsation law of 

4 the slate whcie lhc operations are being conducted; provided, however, that Opcialoi may be a self-insurer for liability under said com-

5 pensalion laws in which event the only charge that shall l>c made lo lhc joinl account shall be as provided in Exhibit " C " . 0|>erator shall 

6 also carry or provide insurance for lhc benefit of lhc joint account of lhc pailies as outlined in Exhibit " D " , attached lo and made a part 

7 hereof. Operator shall require all contractors engaged in win k on or lor the Conli ncl Ai ca lo comply with Ibe win k men's compensation 

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

9 

10 In Ibe evenl automobile liability insurance is specified in said Exhibit " D " , or subsequently icccives the approval of lhe 

11 panics, no dirccl charge shall be made by Operator for piemiums paid for such insurance for Operalor's automotive equipment. 

12 

13 A R T I C L E V I I I . 

14 ACQUISI TION, M A I N T E N A N C E OR TRANSFER -OK INTEREST 

15 

16 A. Surrender of Lenses: 

17 

18 The leases covered by this agreement, insofar as ibey embrace acieage in Ihe Contract Area, shall nol be surrendered in whole 

19 or in pail unless all patties consent thereto. 

20 

21 However, should any parly desire lo surrender ils interest in any lease or in any poi lion Ihcieof, nnd the other parties do nol 

11 agree or consent thereto, the parly desiring lo .surrender shall assign, without express or Implied wnn nnly of title, nil of Ils interest In 

23 such lense, or portion thereof, nnd any well, nuilciial and equipment which may be located thereon and any rights in production 

24 thereafter secured, lo the parties nol conseniing lo such surrender. If lhc inleiesl of lhc assigning parly is or includes an oil and gas iu-

25 leresl, lhc assigning paily shall execute and deliver lo lhc parly or pailies nol conseniing to such surrender an oil and gns lense covering 

26 such oil and gas iuteicst for a torn of one (1) year and so long theiealler as oil and/or gas is produced fiom lhc laud covered thereby, such 

27 lease (o be on the form attached hei eto as Exhibit " H " Upon such assignment or lease. Ihe assigning paily shall be lelievcd liom all 

28 obligations (hereafter accruing, but not lhc i eto fine accrued, wilh respeel lo the inlei est assigned or leased and the oper al ion of any well 

29 allributable thereto, nnd the assigning parly shall have no fuiihei inleresl in (he assigned or leased piemiscs and ils equipment and pio-

30 ihiclion olhcr Ihan the royalties retained in any lease made under lhc terms of this Article I he parly assignee or lessee shall pay to lire 

31 paily assignor or lessor lhc reasonable salvage value of Ihe filler's inleresl in any wells arid equipment attributable lo ihe assigned or Icas-

32 ed acieage. The value of all material shall be determined in accordance with the provisions ol Exhibit " C " , less (he estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If Ihe assignment or lease is in favor of mine than one paily, die inleresl 

34 shall lie shared by such parlies in die proportions that Ihe inleiesl of each bears to llie lolal inleresl of all such parties. 

35 

36 Any assignment, lease or sunender made under this piovision shall nol reduce or change Ihe assignor's, lcssoi's or sui icutlci ing 

37 parly's inleresl as it was immediately before ihe assignment, lease or surrender in the balance of the Conduct Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations iheicon, shall not Ihcrcalter be subject lo the teims and provisions of Ihis 

39 agieenieul. 

40 

4 1 I I . Renewal or Extension of Lenses: 

42 

43 If any parly secures a renewal of any oil and gas lease subject lo ihis agieenieul, all oilier parties shall lie notified piomptly. and 

44 shall have lhc right lor a (icriod ol thirty (30) days billowing rcceipi ofsuch nolice in which to elect lo participate iu lhc ownership of the 

45 renewal lease, insular as such lease nllecls lauds wilhin (he Coiitiacl Aiea, hy paying (o Ihe party who acquiied il (heir several proper pio-

46 porlionate shares of Ihe acquisition cosl allocated to lhal pail ofsuch lease within lhc Contract Area, which shall be in proportion (o the 

47 interests held al that lime by lhc parties in lhc Condacl Aiea. 

48 

49 II some, but less Ihan all, of the parties elect Io participate in lhc puicha.se ol a renewal lease, il shall be owned by the pailies 

50 who eleel lo participate therein, in a ratio based upon the relationship ol Iheii respective percentage of participation in lhc Condacl Area 

51 lo Ihe aggregate of the pel callages of participation in Ibe Contract Aiea of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less (ban all parlies elect to participate shall not be subject lo Ihis agreement. 

53 

54 Each parly who participates in lhc purchase ol a renewal lease shall l>c given an assignment of ils projxirtioiwile inlerest (herein 

55 by lhc acquiring party. 

56 

57 The pi o visions of Ibis Article shall apply lo renewal leases whelhei ihey aie for the entire inlet est coveted by the expii ing lease 

58 or cover only a portion of ils area or an inleresl Iheicin. Any renewal lease taken before Ihe expiialion of ils predecessor lease, or taken or 

59 conltactcd lor wilhin six (6) months alter the expiialion of the existing lease shall Ix; subject lo this provision; but any lease laken or cou­

nt) liacled for more Ihan six (6) months idler the expiration ol an existing lease shall not lie deemed a icnewal lease and shall not Ix; subject lo 

61 lhc provision of Ibis ngiecmenl. 

62 

63 The provisions in (his Article shall also be applicable lo extensions ol oil and gas leases. 

64 

65 C. Acreage or Cash Cunlrihiiliuns: 

66 

67 While (his iigiccincnt is in loice, if any party conducts lor a cond iliution ol cash lowauls the diilling ol a well or any olber 

68 o|>cruliuti on lhc Contract Area, such contribution shall Ix; paid lo the party who conducted lhc drilling or other <i|x;ralion and shall be 

69 applied by il against lhc cost of such diilling or other ojx:raiion. If the contribution be in ihe foim of acieage, lhc party io whom lhc con-

70 Iribuiion is made shall promptly lender an assignment of llie acieage, wilhoul warranty of title, to the Drilling Parties in the piojxxtions 

11 
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ARTICLE VIII 
continued 

1 snid Dr i l l ing Parties shared Ihe cost o f dr i l l ing Ihe wel l . Such acieage shall become a separate Cnulracl Aiea and. (o (he extent possible, he 

2 governed by provisions identical to this agreement. luich parly shall promptly noli ly all olber parlies ol any acreage or cash contributions. 

.1 il may obtain in suppoi I ol any wel l or any other operation on Ihe Com racl Area The above provisions shall also be applicable lo op-

4 t ional t ights lo earn acreage outside the Contract Area which are in support of a wel l dr i l led inside the Contract Area. 

5 

6 If any parly contracts for any consideration relating lo ilis|x>sition of such pai ly 's shaie of subslanccs produced heieundei'. such 

7 considerat ion shall nol be deemed a cont r ibut ion as contemplated in this A i l i c l c V I I I . C . 

« 
9 I ) . Ma in tenance o f U n i f o r m In te res t : 

10 

I I Por Ihe purpose o f maintain ing un i fo rmi ty o f ownership in Ibe oi l and gas leasehold interests covered by this agreemeni. no 

I 2 party shall sell . cncuni lx- i , transfer or make olber dis|x>silion nl ils inleiesl in the leases embraced wi lh in lhc Coii lracl Area and in wells, 

I I equipment and product ion unless such disposit ion envois e i thei : 

Id 

15 I. (he entire inleresl o l ihe parly in all leases and equipment and p iodnc l inn ; or 

16 

17 2. an equal undiv ided inleresl in all leases and equipment and pioducl ion. in Ihe Coi i l rac l Area. 

18 

19 l ivery such sale, encumbrance, transfer or olhei disjxisil ion made by any paily shall be made cxpiessly subject to (bis agicemenl 

20 and shall be made without prejudice to (he right o f the oi l ier panics. 

21 

22 If, at any l ime ihe interest o f any parly is divided among and owned by four or more co-owners, Operalor, til ils discretion, may 

2.1 require such co-owners lo np|X)int a single trustee or agent with full authority to receive, notices, approve expenditures, receive billings for 

24 and approve and pay such parly 's share o f Ihe joint expenses, and to deal geueially w i l h , and with |Kiwer to b ind, the co-owners o fsuch 

25 party's inleresl within (he scope of the operations enibiaeed in Ihis agreement; however, all such co-owners shall have lhc right lo enter 

26 into and execute all contracts or agreements for lhc disposition o f Iheir respective shares o( the oi l and gas piodnced from the Coi i l racl 

27 Area and Ihey shall have Ihe right lo receive, separately, payment o f t h e sale proceeds thereof. 

28 

29 E. W a i v e r o f R igh ls lo P a r t i t i o n : 

30 

31 I f pel m i l led by Ihe laws o f l h e slale or stales in which the property covc icd hereby is located, each pa i ly heielo owning an 

32 undivided interest in the Contract Area waives any and all rights it may have lo partit ion and have sel aside lo it in severally ils undivided 

33 interest therein. 

3-1 

35 - V T — H re fe ren l iH l -H igh t - t o - I ' i i r vh i i s * : 

36 

37 Mmuithiny~-ptrrry^le:trre-4ti--rielH^ 

38 Aiea, il shall promptly give written notice to Ihe olber paities, with lull information concerning ils pio|xised sn lc ,w{ i icu^hnl ["Include (he 

39 name and address of the prospective purchaser (who must be ready, w i l l i ng and able lo puichascLJhji4>urdTa"Sfprice, and all other terms 

40 o f l he olfer. The olhcr parlies shall then have an optional pr ior r ight, for a pci iodjifl iwi-tirrTTTays alter receipt o f t h e notice, to piuchase 

4 I on the same terms and conditions the inleresl which the other i ia j^ |n- "pr tSesto sell ; and, i f ihis optional right is exercised, lhc purchas-

42 ing parlies sliall share Ihe purchased in le res tJ j i j i i i ^mprnT io i i s that die inleresl of each beats to the tolal interest o f all purchasing par-

4 3 ties. However , there shall fH^jjn^^etcTcTTtial r ight to purchase in those cases wheie any pai ly wishes lo mortgage ils inleiesls. or to 

44 ilis|x)sc o f i lsj i lWttKfcriryTnergcr, reorganization, consolidation, or sale of all or substantially all o f ils assets to a subsidiary or parent coin-

45 |V4*i^grtf~l7r7i Li ihcidiniy o f :i piirenl company or lo any company in which liny one parly owns a major i ty o f the slock 

46 

47 ARTICLE IX. 
48 INTERNAL REVENUE CODE ELECTION 
4 9 
50 This agicemenl is not intended to create, and shall not be consli i.i'd lo create, a relationship ol partnership or an association 

51 lor prof i l between or among Ihe parlies hereto. Notwithstanding any provision herein lhal the rights and liabilit ies hereunder are several 

52 ami not jo int or col lect ive, or that this agreement and operations heieunder shall nol constilale a partnership, if, for federal income lax 

53 purposes, Ihis agreement and lhc operations hereunder arc regatded as a partnership, each party hc icby al lected elects lo be excluded 

54 from lhc application o f all o f l h e provisions o f Subchapter " K " . Chapter I . Su hi itlc " A " , o f (he Internal Revenue Code o f 1954 , as |x:r-

55 mil led and authorized by Section 761 o f the Code and lhc regulations promulgated theieundei. Operator is authorized and directed lo cx-

56 ecule on behalf o f each paity hereby affected such evidence ol Ihis election as may be icquired by the Secretary o f l h e Treasury o f l h e 

57 Uniled Stales or the Federal Internal Revenue Service, including specif ical ly, bul nol by way o f l imi tat ion, all o f l h e returns, statements. 

58 and the data required by federa l Regulations 1.761. Should iheie be any requirement lhal each parly hereby affected give further 

59 evidence o f ibis elect ion, each such parly shall execute such documents and furnish such other evidence as may be required by die 

(i l l Ecdci a I Intel mil Revenue Sel vice or as may be ncccssiu y lo evidence Ihis election. No such pai ly shall give any in a ices in lake any olhcr 

61 action inconsistent wi th Ihe election made hc icby . II any picsi ' i i l oi In l ine income lax laws o f lhc stale or slates in which the Conn act 

62 Area is located or any future income (ax laws o f l h e Uni led Stales contain ptovis ions similar to (hose in Subchapter " K " . Chapter I . 

63 Subtitle " A " , o f l h e Internal Revenue Code o f 1954, under which an election similar to thai p iov idcd by Section 761 o f l h e Code is per-

64 mi l led , each party hereby affected shall make such election as may Ix: |x:rmilted or required by such laws. In making Ihe foregoing elec-

65 l i on , each such parly states lhal the income derived by such j iarly f rom opcial ions beiei indci can be adequately determined without the 

66 computat ion o f pai tnc ish ip taxable income. 

67 

68 

69 

70 
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1 A R T I C L E x . 

2 C L A I M S AND LAWSUITS' 

3 

4 Operalor may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

5 does nol exceed t_ f i i~ t M l O Q S f l n d Dollars 

6 ($ 1 0 , 0 0 Q-^QQ ) " n u " ' ' i e P a y i T i e n t ' s i f complete settlement of such claim or suit. If Ihe amount required for settlement ex-

7 ceeds (he above amount, lhc parlies herelo shall assume and lake over (he further handling of Ihe claim or suit, unless such authority is 

8 delegated (o Operator. All cosls nnd expenses of handling, settling, or otherwise discharging such claim or suit shall be at die joint ex-

9 pense of llie parties participating in die operation from which the claim or suit arises. If a claim is made against any party or if any parly is 

III sued on account of any mailer arising fiom operations hereunder over which such individual has no control because of the rights given 

I I Operalor by this agreemeni, such patty shall immediately notify all other patties, and ihe claim or suit shall lie treated as any olhcr claim 

12 or suil involving operations hereunder. 

13 

14 A R T I C L E X L 

15 FORCE MAJEURE 

16 

17 If any parly is rendered unable, wholly or in part, by force majeure lo carry out ils obligations under this agreement, other than 

18 lhc obligation to make money payments, thai party shall give to all other parties prompt written notice o f the force majeure with 

19 reasonably full particulars concerning it; thereupon, Ihe obligations of lhc party giving the nolice, so far us they are affected by the force 

20 majeure, shall be suspended during, but no longer (ban, the continuance ofthe force majeure. The affected party shall use all reasonable 

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

22 

23 Tlie requirement thai any force majeure shall lie remedied with all reasonable dispatch shall not require lhc settlement of strikes, 

24 lockouts, or olhcr labor difficulty by the party involved, contrary lo its wishes; how nil such difficulties shall be bundled shall lie entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, sliall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, (ire, storm, Hood, explosion, governmental action, governmental dcluy, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of Ihe kind s|x?cifienlly enumerated alxive or otherwise, which is 

30 nol rcasonubly wilhin Ibe control o f the pnity claiming suspension. 

31 

32 A R T I C L E X I I . 

33 NOTICES 

34 

35 All notices authorized or required between the pailies and required by any ol Ihe provisions of this agieenieul, unless otherwise 

36 S|>ccilically provided, shall be given in writing by mail or lelcgram, [xislage or charges prepaid, or by lelcx or telecopier and addressed to 

37 the parlies lo whom the notice is given at (he addresses lisled on Exhibit " A " . The originating nolice given under tiny provision hereof 

38 shall be deemed given only when received by Ibe party lo whom such notice is directed, and the lime for such party to give any notice in 

39 response thereto shall run from the date die originating nolice is received. The second or any resixinsive notice shall be deemed given 

40 when deposiled in the mail or with the telegraph company, wilh postage or chaiges prepaid, or sent by lelcx or telecopier. Each parly 

4 1 shall have the right lo change its address al any time, and from time to time, by giving wiiticn notice thereof to all other parties. 

42 

43 A R T I C L E X I I I . 

44 T E R M OF AGREEMEN T 

45 
4 6 1 his agreement shall remain in full force and effect as io ine oil and gas leases and/or oil and gas inleresl.? subject herein for the 

47 pcricxl of time selected below; provided, however, no paily heielo sliall ever be construed as having any right, tide or interest in or to any 

48 lease or oil and gas interest contributed by any other pany beyond ihe term of ihis agieenieul. 

49 

50 Option No. I : So long as any of the oil and gas leases subject to Ihis agreemeni remain or arc continued in force as to any part 

51 ol ihe Coiilracl Area, whether by production, extension, renewal or otherwise. 

52 

53 y Option No. 2: In the event ibe well described in Article V I . A . , or any subsequent well drilled under any provision of Ibis 

54 agrceuicnl. results in production of oil and/or gas in paying quantities, this agiecment shall continue in force so long as any such well or 

5.5 wells produce, or arc capable of production, and for an additional |H.V icnl of QQ days from cessation of all pnxluclion; provided, 

56 however, if, prior lo Ihe expiration ofsuch additional period, one or more of the parties heielo arc engaged in drilling, reworking, decpen-

57 ing. plugging back, lesling or attempting to complete a well or wells hereunder, this agreemeni shall continue in force until such opcra-

58 tions have been completed and if pnxluclion results therefrom, Ihis agrceuicnl shall continue in force as provided herein. In the event lhc 

59 well described in Article VI . A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

60 of producing oil and/or gas from the Coiilracl Area, this agreemeni shall tcrniinale unless drilling, deepening, plugging hack or rework-

61 ing opcralons are commenced wilhin _9_Q days from the dale of abandonment of said well. 

62 

„3 It is agieed, however, thai the lei munition of this agreement shall nol relieve any parly heielo from any liability which has 

64 accrued or attached prior lo lhc date of such termination. 

65 

66 

67 

68 

69 

70 

13 
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1 A R T I C L E X I V . 

2 C O M P L I A N C E W I T H L A W S A N D REGULATIONS 

3 

4 A. Linvs, Regulations mid Orders: 

5 

6 This agreemeni shall be subject lo the conservation laws ofthe state in which the Conlract Area is located, to the valid rules. 

7 regulations, and orders of any duly constituted regulatory body of said state; and lo all other applicable federal, state, and local laws, or-

8 dinanccs, rules, regulations, and orders. 

9 

10 IL Governing Law: 

11 

12 'litis agreement and all mailers pertaining hereto, including, but not limited to, matters of performance, non-|>crformance, breach, 

13 remedies, procedures, righls, duties and interpretation or construction, shall be governed and determined by Ihe law oflhe state in which 

14 die Coiilracl Area is located. If llie Contract Area is in two or more stales, Ihe law of the stale o f . New—Me-X- i -G©-— 

15 shall govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall giant, or be construed lo grant, Opeiatoi the right or authority lo waive or release any righls, 

20 ptivileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated 

2 1 under such laws in reference to oil, gas nnd mineral operations, including the location, operation, or pnxluclion of wells, on Itacls olfsel-

22 ling or adjacent lo lhc Contract Area. 

23 

24 Wilh respeel lo die o|icrations heieuniler, Non-O|x;ralors agree lo release Operalor fiom any and all losses, damages, injuries, claims 

25 and causes of action arising out of. incident lo or resulting diieclly or indirectly from 0|x:ralor's interpretation or application of rules, 

26 nilings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such inlerpretalion or np-

27 plication wns made in good faith. Each Non-Operator further agrees lo reimburse Operalor for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required lo refund, rebale or pay as a result ofsuch nn incorrect interpretation or 

29 application, together with interest and penalties thereon owing by Operalor as a result ofsuch incorrect interpretation or application. 

30 

3 I Non-Opcralors authorize Ojiernlor to prepare and submit such documents as may be required to be submitted lo lhc purchaser 

32 of any crude oil sold hereunder or lo any other JXMSOII or entity pursuant to the requirements ofthe "Ciude Oil Windfall Profit 'fax Acl 

33 of 1980", ns same may be amended from time lo lime ( "Ac t " ) , and any valid regulations or rules which may be issued by the Treasury 

34 Department from lime lo lime pursuant to said Act. Each party hereto agrees lo furnish any and all certifications or other information 

35 which is required lo be furnished by said Acl in a limely manner and in sufficient detail lo permit compliance with said Act. 

36 

37 A R T I C L E XV. 

38 OTHER PROVISIONS 

39 

40 

41 

42 

43 

44 

45 

46 

4 7 

48 

49 

50 

51 

52 

53 

54 

5.5 

56 

57 

58 

59 

60 

t i l 

62 

63 

M 

65 

66 

67 

68 

69 

70 

A. No t w i t hsLa u d i n g a n y t h i n g h e r e i n t o t l i e c o n t r a r y , R i c h a r d s o n 

P r o d u c t i o n Company s l i a l l have the r i g h t t o d e s i g n a t e R i c h a r d s o n 

O p e r a t i n g Company as Op e r a t o r o f the C o n t r a c t Area, and i t s l a c k 

of o w n e r s h i p i n the C o n t r a c t Area s h a l l not be cause f o r i t s 

removal as O p e r a t o r o f the C o n t r a c t Area. 

14 
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ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of llie parlies hereto and to their 
respective 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 agreemeni shall be effective as of J_st day of February, 2001. 

OPERATOR 

R I C H A R D S O N O P E R A T I N G C O M P A N Y 

Cathleen Colby, Attorney-ift-Fact 

Date: f e ^ r u a r ^ ), d-oo I 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION COMPANY 

Cathleen Colby, Attorney-in-Fact 

Date: fk io rua /o j I, d-OO I 



STATE OF COLORADO ) 
) ss. 

COUNTY OF DENVER ) 

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

My Commission Expires: / Q "3 l~ 0 ^ 

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. 

I. DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT 

Township 29 North, Range 14 West 
Section 9: NE/4 
Section 9: E/2 
San Juan County, New Mexico 

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

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

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

PARTY TO AGREEMENT INTEREST 

Richardson Production Company NE/4-Sec 9-T29N-R14W 93.750% 
Richardson Operating Company E/2-Sec 9-T29N-R14W 90.625% 
1700 Lincoln Street, Suite 1700 
Denver, CO 80203 
Phone (303) 830-8000 
Fax (303) 830-8009 

William A. Hall NE/4-Sec 9-T29N-R14W 6.250% 
416 N. Behrend Ave. E/2-Sec 9-T29N-R14W 9.375% 
Farmington, NM 87401 
Phone (505)325-6350 

IV. LEASES SUBJECT TO THIS AGREEMENT: 

TO BE DETERMINED 

A-1 
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u l P t i h o l n t / i n A t ( u wi 11 < I M ) i 

Soc i c 11u• 

EX I-I I B I T " c 

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. 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . (; K N K11 A l , P R O V I S I O N S 

D e l i n i l i n n n 

" J o i n t P r o p e r l y " s h a l l i i i i : : i n l l i e i n n I u n i l p c i s o u a l p i ope i ly s u b j e c t lo Un ; up, I eci u e n l lo w h i c h U I I M A c e u u n I i 11 K P r o c e d u r e 
l.t u l l i u : l i c d . 

" J o i n l O p e r n l h m s " s h a l l m e n u n i l u p e n d ion : ; n e c e s s a r y o r |>i o ] x : r f o r ( I K ; d e v e l o p m e n t , o p o n i t I o n , p r o t e c t i o n ill111 i m d n l c 
n a n c e of l l i e J o i n l P r o p e r l y . 

" J o i n t A c c o u n t " r .hnl l m e n u l l i o a c c o u n t s h o w i n c I h e c h a r g e s p a i d n n d CM c d i I n r e c e i v e d in l l i o c u i u l u c l o f l l i e J o i n t O p e r n 
l i o n s a n d w h i c h n r e lo be s h a r e d by I h e I ' m l i e : ; . 

" O p e r a t o r " a h u l l m e n u l h c p a r l y d e s l u n a l e d lo c o n d u c t (he J o i n t O p e r a t i o n s . 
" N u n - O p e r n l o r a " a h u l l m e n u t h e I ' m l i en lo t h i n a g r e e m e n t o i l i e r U n t i l l l i o O p e r n l o r . 
" P i i l T l c o " i; 111111 m e n u O p o n i l n r n n d N o u - 0 ] i e i u l n r s . 

" F i r s t I x : v e l S u p e r v i s o r s " r J i u l l m e n u those e m p l o y e e : ) w h o s e p r i m i i r y f n n e l i o i i i n J o i n l O p e r a t i o n . 1 ; in t h e d i r e c t s u p e r v i s i o n 
o f o l h c r e m p l o y e e s n n d / o r c o n t r n e l l a b o r d i r e c t l y , e m p l o y e i l o n t h e J o i n t P r o p e r l y In u f i e l d u p e n d i n g " c a p a c i t y . 

. " T e c h n i c a l E m p l o y e e s " s h a l l m e n u t h o s e e m p l o y e e s h u v i n j r s p e c i u l n n d s p e c i f i c e n g i n e e i i n g > ( r e n l u ^ i e u l o r o t h e r p r u f e n 
n l o n n l .sk i l ls , a n d w h o s e p r i m a i y f n n e l i o i i i u J o i n l O p e r a t i o n s is l l i e b u n d l i n g of s p e c i f i c o p e i a l i n g c u n d l l i o n s m i d p i u t i l e n i : 
f o i ' l l i e b e n e f i t o f t h e J o i n t P r o p e r t y . 

" P o n t o n n l E x p e n s e s " s h a l l m e n u ( r a v e l n n d o l h e i r e a s o n a b l e i c i n i b u i s a b l e e x p e n s e s uf O p e i i i l u i ' ; ; e m p l o y e e s . 
" M a t e r i a l " i i h n l l n i c i u i p e r s o n a l p r o p e r l y , e q u i p m e n t , u r s u p p l i e s n c i p i i r e d o r h e l d Tor use un t h e J o i n t P r o p e r l y . 
" C o n t r o l l a b l e M n l c l ' i i i l " s h a l l m e a n M a t e r i a l w h i c h a t l l i e l i m e is no c l a s s i f i e d In I h e M n l e t i u l C l a s s i f i c a t i o n M u i i u i i l ns 
m o s t r e c e n t l y r e c o m m e i u l e i l by l l i e C o u n c i l o f P e l i o l e u m A eeuu u l un Is S o c i e t i e s . 

S t a t e m e n t u n i l H i l l i n g s 

O p e r n l o r s h a l l b i l l N o n - O p e r a l m :i o n o r b e f o r e I h e I n a l d a y of e a c h m o i i W i f o r I h e i r p r u j i o i l i o n a l e r .hui e o f I he J o i n l A c 
c o u n t f o r l l i e p r e c e d i n g m o n t h . S u c h b i l l s w i l l be u c c i i m p n n i e d by s t a t e m e n t s w h i c h i d e n t i f y the n u t h o i i l y fu r e x p e n d i l u i e, 
lease n r f a c i l i t y , n n d n i l c h a r g e s n n d c r e d i t s s u i n m a i i/.ed by n p p r o p i i u l e c l a y s i f i c a l i o n s of i n v e s t m e n t n n d e x p e n s e c x c e p l 
f l i n t i t e m s o f C o n t r o l l a b l e M a t e r i a l a n d u n u s u a l c h a i ges a n d c r e d i t s s h a l l be s e p a r a t e l y i d e n t i f i e d n n d f u l l y d e s c i H ied in 
d e t a i l . 

Advances mid Payments by Non-Operu loi a 

A . U n l e s s o t h e r w i s e p r o v i d e d fo i " i n I h e n i ; r e e m e n l , I h e O p e r a t o r m a y r e q u i t e t h e N u n - O p e i a t o r n tu t u l v u n c c t h e i i 
s h a r e o f e s t i m a t e d c a s h ou l . l ny f u r t h e s u e c c e d i n i ' m o i i l h ' s u p e i n l i o i i \vi1111n f i f t e e n ( H i ) d a y s n f l e r r e c e i p l uf t he h i l l ­
ing" o r by the f i r s t d a y of (he m o u t h f o r w h i c h l l i e a d v a n c e is r e q u i r e d , w h i c h e v e r is l a t e r . O p e r a t o r s h a l l n d j u s l each 
m o n t h l y b l l l i n | r In r e f l e c t a d v a n c e s r e c e i v e d f i o m the M u n - O p o l n t o r s . 

U. F u e h N o n - 0 p e r n i o i" : ; ha l l p a y i ts p r o p o r I i on o f a l l b i l l s w i l h i n f i f t e e n ( 11>) d a y s n f l e r r e c e i p t . I f p a y m e n t is no t m a d e 
w i l h i n n u e h l i m e , t h e u n p a i d b a l a n c e s h a l l b e a r i n l e r e s l m o n t h l y ul. I he |u l i n e r u l e i n c t f e e l n l C i t a _ S . e 

M a r i h a - t ± - . a . n _ , N a w Y o i : k on Ihe f i r s t d a y uf I be m o n t h In w h i c h d e l ! n t | u e i i e y n c e u t n p l u s 1 % o r t he m a x i m u m 
c o n t r a c t r a l e p e r m i t t e d b y l h c a p p l i c a b l e u s u r y l a w s in t h e s t a t e In w h i c h I h e J o i n t P r o p e r l y is l o c a t e d , w h i c h e v e r 
is t h e l esse r , p l u s a t t o r n e y ' ; i fees , c o u r t cos l : ; , a n d o t h e r cos ts lu c o n n e c t i o n w i l h t h e c o l l e c t i o n o f u n p a i d a m o u n t s . 

A d j u s t m e n t s 

P a y m e n t o f a n y s u c h b i l l s s l i a l l n o t p r e j u d i c e the t i | ; h l of a n y N o n - O p e r n l o r to p r o l e s l o r q u e s t i o n t h e c o r r e c t n e s s t h e r e o f ; 

p r o v i d e d , h o w e v e r , n i l b i l l s a n d s l a l c i n e n l . s r e n d e r e d to M o n O p e i : i t i i n i by O p e r n l o r d u r i n g n n y c n l c i u l n i ' y e a r s h a l l c t m -

c l u u l v e l y be p r e s u m e d to be t r u e a n d c o r r e c t n f l e r I w e n l y f u u r {VA) m o n t h s f o l l o w i n g t h e c u d o f n n y n u e h c a l e n d a r y e a r , 

u n l e s s w i l h i n t h o na id t w e n t y - f o u r m o i t f l i p e r i o d a N o i i - O p e r u l o r l a k e s w r i t t e n e x c e p t i o n t h e r e i n n n d m a k e s c l n i t i i uu 

O p e i n lo i " f o r a d j u s t m e n t . M o a d j u s t m e n t f a v o r a b l e to O p e r a l o r s h a l l be m a d e u n l e s s i l in m a d e w i l h i n l h c n a m e p r e M c r i b e d 

p e r i o d . T h e p r o v i s i o n s of t h i n p a r a g r a p h s h a l l n o t p r e v e n t a d j u s t m e n t s r e s u l t i n g " f r o m n p h y s i c a l I n v e n t o r y o f C o n t r o l l a b l e 

M n t e r i n l ns p r o v i d e d f o r i n S e c t i o n V . 



M 
5. Audits 

A. A Noii-Opernlor, upon notice in writ ing lo Operator and all oilier Non Operators, shall have Die right to nudil Opera -
lor's accounts and records relalinic In the Joint Account for any calendar year within the twenty four (2A) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time 
for llie taking of written exception to and Ihe adjustments of accounts as provided for iu Paragraph A oT this Section 
I . Wtiere there are two or more Non-Operators, Ihe Non Opernlor;; shall make every reasonable effort lo conduct a 
joint audit iu a manner which wil l result in a minimum of inconvenience lo (he Opernlor. Operator shall bear no por­
tion of Ihe Non-Operators' audil cosl incurred under Ihis paragraph unle;;:; agreed lo by Ihe Operator. The audits 
shall nol be conducted more than once each year without pr ior approval of Operalor, except upon the resignation or 
rcniov.il of llie Operalor, and shall be made al Ihe expense of those Non Operator:; approving such audit 

I ! . The Operator shall reply in wr i t ing lo an audit, report within 1 HO days after receipt of such report, 

(i. Approva l Hy Non Opei nlors 

Where an approval or other agreemeni of the Parlies or Nun-Operators is expressly required under olhcr seel ions of this 
Accounting Procedure and if the agreement to which Ihis Accounting Procedure is allaehed contains no contrary provisions 
in regard thereto, Operalor shall notify all NonOperators of the Operalor's proposal, and the agreement or approval of 
a majority in inleresl of the Non Operators shall be eon fro 11 ing on all Non-Operators. 

I I . D I R E C T O i l AUCES 

Operator shall charge the .Joint Account wilh the following items: 

1. Ecological and Environmental 

Costa incurred for the benefit of the Joint Properly an a result, of governmental or regulatory requirements lo satisfy environ­
mental considerations applicable to the Joinl Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

I/C.'ise rentals and royalties paid by Operator for Ihe Joint. Operations. 

II. Labor 

A. ( I ) Salaries and wages of Operalor's field employees directly employed on the Joint. Properly in the conduct of Joint 
Operations. 

{2) Salaries of First hovel Supervisors in the field. 

(,'l) Salaries and wages of Technical Employees directly employed on the Joint Properly if such charges are excluded 
from the overhead rales. 

(A) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Properly if such charges are excluded from lhc overhead rales. 

I). Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joinl Account under Paragraph 'IA of this Suction I I . Such eosls under 
this Paragraph 3H may bo charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable lo lhc Joint Account under Paragraph ,'tA of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operalor's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's cosls chargeable lo the Joint. Account under Paragraphs I!A and .'!H of this Section 11. 

D. Personal Expenses of (hose employees whose salaries and wages are chargeable lo the Joint Account under Paragraph 
.')A of this Section I I . 

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrif t , bonus, and other benefit plans of a like nature, applicable lo Operator's labor cost chargeable lo the Joinl 
Account under Paragraphs KA and ,'ili of this SecLion II shall be Operator's actual cost nol lo exceed the percent most recent­
ly recommended hy the Council of Petroleum Accountants Societies. 

5. Male r i t i l 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material 
shall be purchased for or transferred to the Joinl Property as may be required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus slocks shall lie avoided. 

G. Transportat ion 

Transportation of employees and Material necessary for tlie Joint Operations but subject lo the following limitations: 

A. If Material is moved lo Ihe Joint Property from the Operator's warehouse or other properties, no charge shall be made 
lo the Joint Account for a distance greater Ihan the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point, nearest the Joint Property unless agreed lo by the Parlies. 

-2-
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It. I f surplus Material is moved lo Operalor's warehouse or other storage point, no charge shall he made lo lhc .Joint Ac­
count fur a distance greater than the distance to the.nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed lo by the Parties. No charge shall be 
made to the Joint Account for moving Material lo other properties belonging lo Operalor, unless agreed to by the 
Parties. 

0. In lhc application of subparagraphs A and 11 above, Ihe option to equalize or charge aclual trucking eosl is available 
when the actual charge is .'MOO or less excluding accessorial charges. The $')()() wi l l be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants .Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section I I and Paragraph i , i i , and i i i , of Section I I I . The cosl. of professional consultant services and coiilracl ser­
vices of technical personnel directly engaged on Ihe Joint Property if such charges are excluded from the overhead rales. 
The cosl of professional consultant services or contract services of technical personnel not directly engaged on Ihe Joint 
Property shall not be charged lo lhc Joint Account unless previously agreed to by the Parlies. 

8. Equipment nnd Facilities Furnished Hy Operator 

A. Operator shall charge the Joinl Account for use of Opei atoi- owned equipment and facilities al rales commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not. lo exceed 
- t w e l v e percent CJ-2 "<<) per annum. Such rales shall not exceed average commercial rales currently pre­
vailing in the immediate area of the Joint Properly. 

B. In lieu of charges in paragraph HA above, Opeiator may elect to use average commercial rales prevailing in llie immedi­
ate area of Ihe Joinl Properly less 20%. For automotive equipment, Operator may elect to use rales published by the 
Petroleum Motor Transport Association. 

!). Damages and I/isses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operalor's gross negligence or 
wil l ful misconduct. Operator shall furnish Non Operator written notice of damage's or losses incurred as soon as practicable 
after a report, thereof has been received by Operator. 

Jt). Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary lo protect, 
or recover the Joinl Properly, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed lo by llie Parl ies. All oilier legal expense is considered to be covei ed by the 
overhead provisions of Section I I I unless otherwise agreed lo by the Parlies, except as provided in Section I , Paragraph 
3. 

11. 'Paxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the produclion therefrom, and which taxes have been paid by the Operalor for the benefit of lhc Parlies. If the ad valo­
rem taxes arc bnsed in whole or iu part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges lo the Joint Account shall be made and paid by the Parlies hereto in accordance 
with the tax value generated hy each parly's working inleresl. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
evenl Joint Operations lire conducted in a state in which Operator may acl aa self-insurer for Worker's Compensation and/ 
or Employers Liabili ty under the respective stale's laws. Operator may, at its election, include the risk under ils self-
insurance program and in lhal event, Operalor shall include a charge at Operalor's cost not to exceed manual rates. 

1,'). Abandonment and Reclamation 

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

l i . Communications 

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

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I and which 
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of Ihe Joint 
Operations. 
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I I I . O V E R H E A D 

1. Overhead - D r i l l i n g and Producing Opci alions 

i . As compensation for adrninisl.ral.ive, supervision, office services and warehousing cosl:;, Operalor shall charge dr i l l ing 
and producing operations on either: 

( x ) Fixed Hale Basis, Paragraph I A, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed lo hy the Parties, such charge shall he in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
.IA, Section I I . The cosl and expense of services from outside sources in connection with matters oT taxation, traff ic , 
accounting or mailers before or involving governmental agencies shall be considered as included in the overhead rales 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge lo the Joint Account. 

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

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

i i i . The salaries, wages nnd Personal Expenses of Technical Employees and/or cosls of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of Ihe Joint Properly: 

( ) shall be covered by the overhead rates, or 
( X) shall nol be covered by the overhead rales. 

A. Overhead - Fixed Rale Basis 

(1) Operator shall charge Ihe Joinl Account, a I. the following rales per well per month: 

Dr i l l ing Well Rale $ ._5,Q00.Q0 
(Prorated for less than a ful l month) 

Producing Well Kale $ 3 0 0 . 0 0 — -

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

(a) Dr i l l ing Well Rate 

(1) Chnrgea for dri l l ing wells shall begin on Ihe dale the well is spudded and terminate on the date the dr i l l ­
ing rig, completion rig, or other units used in completion of lhc well is released, whichever is later, except 
lhal no charge shall be made during suspension of d r i l l i ng or completion operations for fifteen (lf>) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the dr i l l ing well rate. Such charges shall be applied for the period 
from dale workover operations, with r ig or other units used in workover, commence through dale of r ig 
or other unit release, except lhal no charge shall be made t iming suspension of operations for fifteen 
(15) or mor e consecutive calendar days. 

(b) Producing Well Rales 

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

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

(3) An inactive gns well shut iu because of overproduction or failure of purchaser to take the produclion shall 
be considered as a one-well charge providing the gas well is directly connected lo a permanent stiles 
outlet. 

(A) A one-well charge shall be made for the month in which [Jugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
dr il l ing well rale applies. 

(5) Al l other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rales shall be adjusted as of the first day of Apr i ! each year following the effective dale (if the agreement 
lo which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rule cur­
rently in use by the percentage increase or decrense in the average weekly earnings of Crude Petroleum and (ins 
Produclion Workers for the last calendar year compared to the calendar year preceding ns shown by the index 
of average weekly earnings of Crude Petroleum and Cas Production Workers ns published by the Uniled Slates 
Department of Labor, Bur eau of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad­
justment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account al. the following rales 



(a) Development 

Percent ( %) oT (lie cost, of development of lhc Joint Properly exclusive of costs provided 

under Paragraph 10 of Section I I and all salvage credits. 

(h) Operating 

Percent ( %) of the cost of operating the Joint Properly exclusive of costs provided under 
Paragraphs 2 and 10 of Seel ion I I . all salvage credits, I he value of injected substances purchased for secondary 
recovery and all laxes and assessments which are levied, assessed and paid upon the mineral inleresl in and 
lo the Joinl Properly. 

(2) Application of Overhead Percentage Basis shall be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , development 
shall include all costs in connection with dr i l l ing, redl ining, deepening, or any remedial operations on any or all 
wells involving the use of d r i l l ing r ig and crew capable of d r i l l ing to the producing interval on the Joint Prop­
erty; also, preliminary expenditures necessary in preparation for dri l l ing and expenditures incurred in abandoning 
when the well is not completed as a producer, nnd original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project, clearly discernible as a fixed asset, except Major Construction i>s 
defined iu Paragraph 2 of this Section 111. Al l other costs shall be considered as operating. 

2. Overhead - M a j o r Construction 

To compensate Operator for overhead cosls incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Properly, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joinl 
Account for overhead based on the following rales for any Major Construction project in excess of $ : 

A =5= % of first $100,000 or total cost if less, plus 

B. _ _ ^ 3 = % of costs in excess of $ 100,000 but less Ihan $ 1.000,000, plus 

C. =2= % of costs in excess of $1,000,000. 

Totnl ci)3t shall menu the gross cost of any one project. For Ihe purpose of Ibis pnrngraph, the component parts of a single 
project shall nol be treated separately and the cost of dr i l l ing and workover wells and art if icial l i f t equipment shall be 
excluded. 

JI. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the evenl of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or olhei- catastrophes ns agreed io by the Parties, which are necessnry 
lo restore the Joint Properly lo the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall either negotiate a rate prior lo charging the Joint Account or shall charge the Joint Account for overhead bused on 
the following rales: 

A ==5= %of tolal costs through $100,000; plus 

B =3^ % of total costs in excess of $100,000 but less than $1,000,000; plus 

C. ~ 2 ~ % of tolal costs in excess of $1,000,000. 

Expenditures subject to the overheads above wi l l not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section I I I shall apply. 

4. Amendment of Rates 

The overhead rates provided for in this Section I t ! may be amended from time to time only by mutual agreement between 
the Parlies hereto if, in practice, the rales are found lo be insufficient or excessive. 

I V . P R I C I N C OF J O I N T A C C O U N T M A T E R I A L PURCHASES, T R A N S F E R S A N D DISPOSITIONS 

Operator is responsible for Joint Account. Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joinl Property. Operator shall provide all Material for use on the Joinl Properly; however, at Operalor's 
option, such Material may be supplied by the Non-Operator. Operator shall make limely disposition of idle nnd/or surplus 
Material, such disposal being made either through sale lo Operator or Non-Operator, division in kind, or sale lo outsiders. 
Operator may purchase, but shall be under no obligation lo purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by tlie Operalor sliall he agreed Lo by the Parlies. 

1. Purchases 

Material purchased shall be charged at the price paid by Operalor after deduction of all discounts received. In case of 
Material found lo be defective or returned lo vendor for any other reasons, credit sliall he passed lo the Joint Account 
when adjustment has been received by Ihe Operalor. 

2. Transfers and Dispositions 

Material furnished to the Joinl Properly and Material transferred from the Joint Properly or disposed of by the Operator, 
unless otherwise agreed to by Die Parties, sliall be priced on Die following basis exclusive of cash discounts: 



A. New Ma te r i a l (Condi t ion A) 

(1) T u b u l a r Goods Other Ihan L ine Pipe 

(a) T u b u l a r goods, sized 2% inches 01) and la rger , except l ine p ipe, shal l be pr iced nl Eas te rn m i l l pub l ished 
carload base prices effect ive as of dale' of movement plus t ranspor ta t ion cost us ing the 81),000 pound car load 
w e i g h t basis to Ihe r a i l w a y rece iv ing po in t nearest the .Joint Proper ty for wh ich pub l ished ra i l rates for 
l u b u l a r goods exist. Jf the 80,000 pound ra i l ra le is nol. o f fe red , the 70,000 pound or DO,000 pound ra i l ra le 
may be used. F re igh t charges for t ub ing w i l l be calculated f rom L i r a i n , Ohio and casing f rom Youngsfowu, 
Ohio. 

(b) For grades which are special lo one mi l l only, prices shall be computed at the m i l l base of that m i l l plus trans­
por ta t ion cosl f r om t ha i m i l l lo Ihe ra i lway rece iv ing point nearest the Jo in t P roper l y as prov ided above in 
Paragraph 2.A.( l)(a). For t ranspor tat ion cost f rom points other than Eastern mi l ls , the .'!(),000 pound Oi l Field 
Hau lers Associat ion in terstate t ruck ra le shal l be used. 

Special end f in ish t ubu la r goods shal l be pr iced at the lowest publ ished out of-slock pr ice , f.o.b. Houston, 
Texas, plus t ranspor ta t ion cost, us ing Oi l F ie ld Hau le rs Associat ion in ters ta te ,'10,000 pound t ruck ra le , to 
the ra i lway rece iv ing point nearest the Jo in t Proper ly . 

Macaron i l u l l i ng (size less than 2% inch OO) shal l be pr iced at the lowest publ ished oul-of-slock pr ices f.o.b. 
the suppl ier plus t ransportat ion costs, using the Oil F ie ld Haulers Association interstate t ruck rate por we igh t 
of t u b i n g t rans fe r red , lo the ra i lway rece iv ing point nearest the Jo in t P roper l y . 

(2) L ine Pipe 

(a) L ine pipe movements (except size 2-1 inch O l ) and larger w i t h wal ls % inch and over) 30,000 pounds or more 
shall be pr iced under provis ions of t u b u l a r goods p r i c i n g in Pa rag raph A . ( l ) (a ) as prov ided above. F r e i g h t 
charges shal l tie calculated f rom Lo ra in , Ohio. 

(b) L ine pipe movements (except size 2-1 inch OI ) and larger w i l h wal ls % inch and over) less than .'!(),000 pounds 
shall be pr iced at Eastern m i l l publ ished carload base prices effective as of date of sh ipment , plus 20 percent, 
plus t ranspor tat ion costs based on freight rales as sel for th under provisions of tubu la r goods p r i c ing in Para­
g raph A . ( l ) (a ) as prov ided above. F r e i g h t charges shal l be ca lcu lated f rom I-orain, Ohio. 

(c) L ine p ipe 24 inch OD and over and % inch w a l l and la rger shal l be p r i ced f.o.b. the po in t of m a n u f a c t u r e 
af c u r r e n t new publ ished pr ices plus t ranspor ta t i on cost to the ra i lway rece iv ing po in t nearest the J o i n l 
P roper l y . 

(d) L ine pipe, i n c l ud i ng fabr ica ted l ine pipe, d r i ve pipe and condu i t not l is led on pub l ished pr ice l ists shal l be 
pr iced at quoted prices plus f r e i g h t to the ra i lway rece iv ing po in t nearest the Jo in t Proper ty or a l pr ices 
agreed lo by the Par l ies. 

(3) Other Mater ia l shall tic pr iced at the cu r ren t new price, in effect ul. date of movement, as l isled hy a rel iable supply 
store nearest Ihe Jo in t Proper ty , or point of manu fac tu re , plus t ranspor ta t ion cosls, if app l icab le , lo the ra i lway 
rece iv ing point nearest the J o i n l P roper l y . 

(4) Unused new Ma te r i a l , except t u b u l a r goods, moved f r om the J o i n l Proper ty shal l lie p r iced a l Ihe cu r ren t new 
pr ice, in ef fect on date of movement , as l is led by a re l iab le supply store nearest the Jo in t P roper ty , or point of 
manu fac tu re , plus t ranspor ta t ion costs, if app l icab le , to the r a i l w a y rece iv ing point nearest the Jo in t Proper ty . 
Unused new t u b u l i n s w i l l be pr iced as prov ided above in Pa rag raph 2 A (1) and (2). 

I). ( iood Used Mate r ia l (Condi t ion I i ) 

Ma te r i a l in sound and serviceable condi t ion and su i tab le for reuse w i thou t recond i t i on ing : 

(1) Ma te r i a l moved In Die Jo in t P rope r l y 

A t seventy-f ive percent (75%) of c u r r e n t new pr ice, as de te rm ined by Pa rag raph A . 

(2) M a t e r i a ! used on and moved f r om tl ie Jo in t I ' l -operly 

(a) A t seventy-f ive percent (75%) of cu r ren t new pr ice, as determined by Paragraph A, if Ma te r i a l was o r ig ina l l y 
charged lo the Jo in t Account as new Ma te r i a l or 

(b) A t s ix ty - f i ve percent (fi.r>%i) of c u r r e n t now pr ice, as de te rmined by Paragraph A, if Ma te r i a l was o r i g ina l l y 
charged lo the J o i n l Account as used Ma te r i a l . 

(3) Ma te r i a l no l used on and moved f r o m the J o i n l Proper ty 

A t seventy-f ive percent (75%) of c u r r e n t new ju ice as de te rm ined by Pa rag raph A. 

The cosl of recond i t ion ing , if any, shal l tie absorbed by the t r a n s f e r r i n g proper ty . 

C. Other Used Mate r ia l 

(1) Condi t ion C 

Mater ia l wh ich is not in sound and serviceable condit ion and nol sui table for its or ig ina l funct ion unt i l n f ler recon­
d i t i on i ng shal l lie pr iced at f i f t y percent (50%) of c u r r e n t new pr ice as de te rm ined by Pa rag raph A. The cost of 
recondi t ion ing shall be charged lo Die rece iv ing proper ly , prov ided Condi t ion C value plus cost of recond i t ion ing 
does not exceed Condi t ion I i value. 
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(2) Condi t ion I ) 

Ma te r i a l , exc lud ing j unk , no longer su i tab le for its o r i g i na l purpose, bu t usable for some o lber purpose shal l be 
pr iced on a basis commensura te w i t h i ls use. Opera lo r may dispose of Cond i t ion D M a t e r i a l under procedures 
norma l l y used by Opera lor w i t hou t p r i o r approva l of Non-Operators . 

(a) Casing, t u b i n g , or d r i l l pipe used as l ine pipe shal l he pr iced as Crude A and I i seamless l ine pipe of com­
parab le size and we igh t . Used casing, l u l l i n g or d r i l l pipe u t i l i zed as l ine pipe shal l be pr iced at used l ine 
pipe prices. 

(h) Casing, t ub ing or d r i l l pipe used as h igher pressure service lines than s tandard line pipe, e.g. power oil l ines, 
shall lie pr iced under normal p r i c i n g procedures for cas ing, Lul l ing, or d r i l l pipe. Upset t u b u l a r goods shal l 
be pr iced on a non upset basis. 

(!i) Condi t ion 10 

Junk shal l be pr iced a l p r e v a i l i n g ju ices. 0|>oral.or may dispose of Condi t ion E Ma te r i a l under procedures nor­
mal ly u t i l i zed by Operator w i t hou t p r io r a j i j i rova l of Non-Operators . 

I ) . Obsolete Ma te r i a l 

M a t e r i a l wh i ch is serviceable and usable for its o r i g i na l funct ion but condi t ion and /o r value of such Ma te r i a l is not 
equivalent lo l h a l wh ich would jus t i f y a ju ice as prov ided above may be special ly pr iced as agreed lo by the Part ies. 
Such price should resul t in the Jo in t Account being charged w i t h the value of the service rendered by such Ma te r i a l . 

13. P r i c i n g Condit ions 

(1) l e a d i n g or unloading costs may be charged to the Joint Account a l the rale of twenty- f ive cents (25?) per hundred 
w c i g h l on al l t ubu la r goods movements, in l ieu of actual load ing or un load ing costs sustained nt the s tock ing 
point. The above rale shall he adjusted as of the f i rs t day of A|>ri l each year fo l lowing January 1, 1085 by the aamc 
percentage increase or decrease used to ad just overhead rales in Section I I I , Pa rag raph l.A(.' l). Each yenr, the 
rale calculated shall tie rounded to the nearest cent and shall be l l ie rate in effect un t i l the f i r s t day of A p r i l next 
year. Such rate shal l be publ ished each year by the Counci l of Petro leum Accountants Societies. 

(2) Ma te r ia l invo lv ing erect ion costs shal l be charged at appl icable percentage of the c u r r e n t knocked-down pr ice of 
new Ma te r i a l . 

3. P r e m i u m Pr ices 

Whenever Mater ia l is not readi ly obtainable at j iubl ished or listed prices because of nat ional emergencies, str iken or other 
unusual causes over wh ich Ihe Opera tor has no con t ro l , the Opera lo r may charge the Jo in t Accoun t for the requ i red 
Ma te r i a l at the Operator 's actual cost i ncu r red in p r o v i d i n g such M a t e r i a l , in m a k i n g i t su i table for use, and in mov ing 
i t lo Ihe Jo in t Proper ly ; prov ided notice in w r i t i n g in fu rn ished to Non-Operators of the proposed charge p r i o r to b i l l i n g 
Non-Opcrn lors for such Ma te r i a l . I3ach Non-Opera tor shal l have the r i g b l , by so c lec l i ng nnd no t i f y i ng Opern lo r w i l h i n 
leu days af ter receiv ing notice f rom Operator , lo fu rn ish in k ind al l or p a r i of his share of such Ma te r i a l su i table for use 
and acceptable to Opera lor . 

4. W a r r a n t y of M a t e r i a l F u r n i s h e d Hy O p e r a t o r 

Operator does not w a r r a n t the M a t e r i a l f u rn i shed . In case of defect ive M a t e r i a l , c red i t shal l no l be passed to the Jo in t 
Account un t i l ad jus tment has been received by Oj iera tor f rom the manu fac tu re rs or Ihei r agents. 

V. I N V E N T O R I E S 

The Opera lor shal l ma in ta in detai led records of Cont ro l lab le M a t e r i a l . 

1. P e r i o d i c I n v e n t o r i e s , No t i ce a n d R e p r e s e n t a t i o n 

A t reasonable intervals, inventories shal l be taken by Opera lor of the Jo in t Account Contro l lab le M a t e r i a l . W r i t t e n notice 
of in tent ion to take inventory shal l be g iven by Opera lo r a l leasl t h i r t y (30) days before any inventory is to begin so tha t 
Non-Operators may be represented when any inventory is taken. Fa i l u re of Non-Operators to be represented nt nn inven­
tory shal l b ind Non-Operators to accept the inventory taken by Oj iera tor . 

2. R e c o n c i l i a t i o n n n d A d j u s t m e n t of I n v e n t o r i e s 

Ad jus tmen ts to the Jo in t Account resu l t i ng f rom the reconc i l ia t ion of a physical inventory shal l be mnde w i l h i n six 
months fo l low ing the t ak i ng of the inventory . Inventory ad jus tments shal l be made by Operator to the Jo in t Account for 
overages nnd shortages, but , O j ie ra tor s l ia l l be held accountable only for shortages due lo lack of reasonable d i l igence. 

3. Spec ia l I n v e n t o r i e s 

Sj)ecinl inventories may be taken whenever there is nny sale, change of in leresl , or change of Operator in the Jo in t Property , 
I l shal l be Ihe du ly of the par ty sel l ing to not i fy all other Par l ies as qu ick ly as possible af ter the t rans fe r of interest takes 
place. In such cases, both the seller and the purchaser shal l be governed by such inventory . In cases i nvo l v i ng a change 
of Opera lor , al l Part ies shal l be governed by such inventory . 

4. E x p e n s e of C o n d u c t i n g I n v e n t o l i n s 

A. The expense of conduc t ing per iod ic inventor ies shal l not be charged to the Jo in t Accoun t unless agreed lo by the 
Pa rt ies. 

11. The expense of conduct ing s|)ccial inventor ies shal l be charged lo the Part ies request ing such inventor ies, except in ­
ventories requ i red due lo change of 0|>eralor shal l be charged lo the J o i n l Account . 
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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 
during the term 

KIND 

Workmen's 
Compensation 

General 

Motor Vehicle 

Excess Liability 

the operations covered by this Operating Agreement, Operator shall purchase and carry 
of this Operating Agreement the following minimum insurance coverages: 

POLICY FORM 

Statutory 

Comprehensive 

Standard Automobile 

MINIMUM LIMITS OF LIABILITY 

Statutory, per laws of the State in which the 
Contract Area is located 

Bodily Injury and Property Liability Damage 
Combined ($1,000,000 each occurrence and 
aggregate) 

Bodily Injury and Property Combined 
($1,000,000 each occurrence and aggregate) 

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

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

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

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

GAS BALANCING AGREEMENT 

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

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

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

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

Each party hereto shall make settlement wit the royalty owners to whom it is accountable, just as 
if such party were marketing or otherwise disposing of its share, and its share only, of such gas 
production exclusive of gas used in lease operation, vented or lost. Each party hereto agrees to 
hold each other harmless from any and 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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I OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into (>y and between R i c h a r d s o n.._Q p e r a . L . i t l g _ C Q m p a n y 

't .... ... . _. , heieiiudler dcnigimlcd and 

5 referred lo as "0|>crator", and llie sigualoiy paily or paitics oilier llian ()|>cialoi, someliines hcieinallcr iclcrred lo individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, llie parlies lo lliis agreement arc owners of oil and gas leases and/or oil ami gas interests in the land identified in 

I I Exhibit " A " , and the parlies hereto have reached an agreement lo explore and develop lhc.se leases and/or oil and gas interests for lhc 

12 production of oil and gas to the extent and as hereinafter piovidcd, 

13 

14 NOW, THEREFORE, it is ngiecd as follows: 

15 

16 A R T I C L E I . 

17 DEFINITIONS 

18 

19 As used in this agrceuicnl. llie billowing words and terms shall have the meanings here a.sciibcd lo I hem: 

20 A. The lerm " o i l and gas" shall mean oil , gas, casinghead gas, gas condensate, and all olhei liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent lo limit Ihe inclusivenr.ss of this term is specifically slated. 

22 I). The terms " o i l and gas lease", "lease" and "leasehold" shall menu lhc oil and gns leases covering tracts ol laud 

23 lying within the Contract Area which arc owned by the pailies lo Ihis agreement. 

24 C. The term " o i l nnd gas interests" shall mean unleased fee and mineral interests in liacls of land lying within llie 

25 Coiilracl Area which arc owned by parties lo this ugicement. 

2n I ) , 'lhc leim "Coi i l imt Aicu" NIHIII IIH-MII nil d ihr Ininl*:. nil nnd •.MIN li'ir.cliold intcu";l'; and nil mid j/n'i iiitorcs-ls tiilrndeil lo he 

27 develojicd and operated for oil and gas pin poses undci this agiecincnt. Such lands, oil and gas leasehold inleiesls and oil and gas inleiesls 

28 are described in Exhibit " A " . 

29 l i . The term "dri l l ing unit" shall mean the aiea lixed lor lhc (billing ol one well hy older or rule of any stale or 

30 federal body having aiilhorily. If a di illing uuil is nol fixed by any such nile or older, a di illing unil shall l>c lhc di illing unit as establish -

31 ed hy (he pattern of drilling in the Conduct Area or as Fixed hy express agreement of lhc Drilling Rallies. 

32 F The term "dri l ls i te" sliall mean the oil and gas lease or inleresl on which a promised well is lo he located. 

33 G. lhc lerms "Dr i l l ing Early" and "Consenting Party" shall mean a patty who agrees to join in and pay ils share of (lie cosl of 

34 any operation conducted under lhc provisions of this agicemenl 

35 I I . The terms "Non-Dril l ing Paily" and " Non-Consenting Paily" shall mean a parly who elects not lo participate 

36 in a proposed operation. 

37 

38 Unless the context otherwise clcaily indicates, woids used in the singular include the plural, the plural includes the 

39 singular, and Ihe neuter gender includes the masculine nnd (he feminine. 

40 

41 A K T I C E E I I . 

42 EXHIBITS 

43 

44 The following exhibits, as indicated below and attached heielo, aie incoipoiated in and made a pint hereof: 

45 Kl A. Exhibit " A " , shall include the following iiiforiiialion: 

46 ( I ) Identification of lands .subject to this agreement, 

47 (2) Restrictions, if any, as lo depths, formations, or substances, 

48 (3) Percentages or fractional interests of pailies lo (his agreement. 

49 (4) Oil and gas leases and/or oil and gas inleiesls subject (o (his agi cement, 

50 (5) Addresses of parties for nolice purposes. 

51 Tl I): Exhibit " I I " , Iwm-ofrhenre. 

52 \A C. Exhibit " C " , Accounting Pioccdiire. 

53 (X D Exhibit " D " , Insurance, 

54 M E. Exhibit " E " , Gas Balancing Agrceuicnl. 

55 W E. Exhibil " E " , Non-Discrimination and Ccrlirication of Non Segregated Facilities. 

56 11 O. Exhibit " G " , Tax Pnrlner-iHip. 

57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in (lie body 

58 of ihis agrceuicnl, (he pmvisions in Ihe body of this agicemenl shall prevail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 ARTICLE I I I . 
2 INTERESTS OK PARTIES 
3 
4 A . O i l nnd Gu.s In terests : 

5 

6 I f any parly owns an ni l and gas inleresl in (lie Coi i l rac l Area , dial inleresl shall be l ica lcd for all purposes o f l l i is agreement 

7 and dur ing ihe lerm hereof as i f i l were covered hy the form o f oi l nnd gas lease allnched heielo as Exhibit " R " , and lhc owner thereof 

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

9 

10 I I . In terests o f I 'ar l ies in Costs a n d P r o d u c l i o n : 

1 I 

12 Unless changed by olhcr provis ions, idl costs nnd l iabi l i t ies inc l ined in operations tindci this ugiccuicnl shall be born'- and 

13 paid, and all equipment and mnlei inl.s acquit cd in O|HM nt urns on the Conti ncl A i en shall l>c owned, hy I lie pin l ie i ns iheir inleiesls in e sel 

14 forth iu Exhibit " A " . In Ihe same manner, llie pail ies shall also own all p ioducl ion of o i l and gas b o m lhc Coi i l racl Area subject lo Ihe 

15 payment o f royalt ies lo Ihe extent of_ o u t : ( ' i q l i i . l l ( i / H ) which shall be borne as hereinafter set for th . 

16 

17 Regardless o f which parly has contr ibuted (he lease(s) and/or oi l and gas inlciesl(s) heielo on which royal ly is due and 

18 payable, each parly entitled lo receive a shaie o f p ioducl ion of oi l and gas b o m the Contiacl Area shall bear and shall pay or del iver, or 

19 cause lo be paid or del ivered, lo Ihe exlcnt o f ils inleiesl iu such pnx luc l ion , the loyal ly amount stipulated hereinabove and shall hold Ihe 

20 olhcr parties free f rom any l iabi l i ty therefor. No pai ly sliall ever In- responsible, however, on a pi ice basis higher than lhc price icccived 

2 I by such par ly , lo any oi l ier pai ty 's lessor or i oynl ly owner , and i l any such other pai ly 's lessor or loya l ly ownei should demand and 

22 receive settlement on a higher price basis, the parly contr ibut ing lhc affected lease shall hear Ihe additional royal ly burden attributable 

23 to such higher pr ice. 

24 

25 Noth ing contained in this A i t i t l e 111.11. shall he deemed an assignment or cioss assignment of inleiesls covered hc icby . 

26 

27 C. Excess Hoyn l t les , O v e r r i d i n g Roynl l ies nnd O i l i e r P i i ymen ls : 

28 
29 Unless changed by other provis ions, i l Ihe interest of any pa i ly in any lease covc icd hc icby is subject to any roya l ly , 

30 overr id ing royalty, production payment or olhcr bi iu lcn on producl ion in excess of Ihe amount stipulated in A i l i c l c I I I . I ) . , such pai ly so 

31 burdened shall assume and alone l>c«'ir all such excess obligations and shall indemnify and hold lhc olhei pailies heielo harmless f rom any 

32 and all c laims and demands for payment asserted by owners o f such excess burden. 

33 

34 I ) . Subsequent ly Crea ted In teres ts : 

35 

36 I f any parly should hereafter create an overr id ing royal ly , pnx luc l ion payment or other burden payable oul o f producl ion 

37 attributable to ils work ing inleresl hereunder, u i u i C j m d i ^ b u i d c j i j ^ u l e J - p n o r - U ^ ^ 

38 yjai^-iiotdiiu;lokc<Xin-wriUU|4-lo-alLoUiccpailict pi uir- lo-Uic execution of.tluK-agiccmenUby-all p i r l ic t i^or- is iw>U»-join(ly-»i^n©vu4«dgcd-and 

39 i«!eepl'?d-»>bligati'i»n-»f--all--f«»i4icK (any such interest being hereinafter referred to as "subsequently created in le res l " irrespective o f l h e 

40 l im ing of ils creation and lhc pai ly out o f whose work ing inleresl lhc subsequently created inleresl is derived being hereinafter referred 

41 lo as "burdened p a i l y " ) , nnd: 

42 

43 1. I f the burdened paity is required under l l i is agreemeni lo assign or relinquish to any other par ly, or parlies, all or a port ion 

44 o f its wo rk ing interest and/or the producl ion attr ibutable thereto, said olhcr party, or parties, shall receive said ussign-

45 ment and/or producl ion free and clear of said subsequently created inleresl nnd the bmdened parly shall indemni fy nnd 

46 save said other par ly , or parl ies, harmless f rom any and all claims and demands (or payment asserted by owners o f the 

47 subsequently created inleresl ; and, 

48 

49 2. I f lhc burdened party fails lo pay, when due, its shurc of expenses chuigci iblc hereunder, nil p iov is ions of Ar t ic le V I I . I I . 

50 shall be enforceable against lhc subsequently created interest iu lhc same manner as Ihey arc enforceable against lire work ing 

51 interest o f Ihe burdened par ly . 

52 

53 ARTICLE IV. 
54 TITLES 
55 
56 A . Tit le E x a m i n a t i o n : 

57 
58 T i t le examinat ion shall be made on lhc dr i l ls i le o f any proposed well p i i o r to commencement o f d r i l l i ng o|>cra(ioiis or , i f 

59 lhc Dr i l l ing Parties so request, title examination shall l>c made on the leases and/or oi l anil gas inleiesls included, or planned lo be i i iclml-

60 w l , in lhc dr i l l ing unit around such we l l . The opinion w i l l include llie ownership o f l h e w ink ing interest, minerals, royal ty , overr id ing 

61 royally and pnxlucl ion payments under Ihe applicable leases A l lhc l ime a well is proposed, each parly conl i ibul ing leases and/or oil and 

62 gas interests to Ihe dr i l l s i le , or lo be included in such dr i l l ing unit , shall furnish lo 0|>cia(or all abstracts ( including federal lease status 

63 rc|x>rls), l i l le op in ions, l i l le papers and curative material in ils possession free of charge. A l l such in format ion not in the possession 

64 o f or made available to Operalor by the parties, but necessary for the examination of the l i l le , shall be obtained by Operator. 0|x:ralor 

65 sliall cause l i l le lo be examined by attorneys on its stalf or hy outside attorneys, copies of all l i l le opinions shall be furnished lo each parly 

66 hcrc lo. The cosl incurred by Operator in this (itlc p iog ram shall be home as fo l lows. 

67 

68 I I Opt ion No. I : Cosls inc l ined by Ojxna lor in procur ing abstracts and l i l le examinat ion ( inc luding pre l im inary , supplemental, 

69 .shut-in gas royally opinions and division order l i l le opinions) shall Ix; a part oT lhc administrative overhead as provided in Exhibit " C " , 

70 and shall not be a direct charge, whether per formed by Operator 's staff attorneys or by outside attorneys. 
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A R T I C L E IV 

continued 

1 [>>(, Option No. 2: Cosls incurred by Operator in proem ing abstracts and lees paid outside attorneys lot title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division oider title opinions) sliall l>e borne by llie Drilling Parties 

3 in the proportion lliat the interest ol each Di illing Pai ly hem s lo llie total inlei est of all Drilling Pai lies as such interests appear in Ex-

4 hibit " A " . Operator shall make no charge for services tendeicd by its staff attorneys or olhcr peisonncl in lhc |x'rfoimance oflhe above 

5 functions. 

6 

7 Each parly shall be responsible for seeming cuialive mailer and pooling amendments oi ngiecnients required in connection 

8 wilh leases or oil and gas inleiesls contributed by such paily. ()|x-ialor shall be responsible lor the piepaiation and iccoiding of (xxiling 

9 designations or declarations as well ns lhc conduct of heatings IxToie governmental agencies for the sccuiing of spacing or pixiling oidcis. 

10 Ihis shall not prevent any parly from appearing on its own behalf al any such healing. 

1 1 

12 No well shall be drilled on lhc Conliact Aiea mil il allei ( I ) the lille to the di illsile or dulling unit has been examined as above 

I 3 provided, and (2) lhc title has been approved by Ihe examining attorney or tide has been accepted by all ol Ihe parlies who nie lo par 

14 licipale in lhc drilling of the well. 

15 

16 It. Loss or Tit le: 

17 

IH 1. Lniluie ol l ille: Should any oil nod gus inleiesl ui lease, oi inleiesl llicicin, he lost llinnigji Iniluie of lille, which IOMI 

19 results in n reduction of inleiesl Irom that shown on Exhibit " A " , llie paily contributing Ihe allected lease or inleiesl shall have 

20 ninety (90) days Irom (inal determination of lille biilure to aequiic a new lease or olhei insliuiiicnl l in ing lhc entirely of the lille 

21 failure, which acquisition will nol be subject to Ailicle VI I I . It . anil tailing lo do so, Ihis agieenieul, neveiIhelcss, shall continue 

22 in loice as lo all remaining oil and gas leases and inleresls. and, 

23 (a) The parly whose oil and gas lease or inleiesl is alleclcd by the lille lailuie shall bcai alone Ihe enliic loss and il shall nol be 

24 entitled lo recover from Operator or llie other pailies any development or opei ai ing costs which il may have Ihciclofoie paid or inclined, 

25 but there shall be no additional liability on ils pail to lhc olhcr panics heielo by reason of such lille failure; 

26 (b) There shall be no retroactive adjustment o/ expenses inclined or icvcmics icccived fiom the operation of the interest 

27 which has been lost, but Ihe inleiesls of lhc parties shall be revised on an acreage basis, as of the time it is dclerinined finally lliat 

28 title failure has occurred, so thai (he interest of the paily whose lease or interest is allected by the title failure will (hereafter be 

29 reduced in (he Contract Area hy the amount of the inleiesl lost; 

30 (c) I f the proportionate iutciest of the olhcr parlies lietcto in any producing well Ihciclofoie drilled on lhc Contract Area is 

31 increased by reason ofthe lille failure, the party whose title has failed sliall receive the proceeds attributable lo lhc increase in such in-

32 lercst (less cosls and burdens aliiibulable (hereto) until it has been iciiiihursed for unrecovered costs paid by it iu connection with such 

33 well; 

34 (d) Should any [xzr.son nol a paily lo ihis agrceuicnl, who is dclerinined lo be lhc owner of any inleresl in the title which has 

35 failed, pay iu any manner nny pari ofthe cosl of operation, development, or equipment, such amount shall be paid lo lhc party or pailies 

36 who bore lhc cost which arc so refunded; 

37 (c) Any liability to account lo a third party for prior production of oil and gas which arises by reason of title failure shall be 

38 borne by lhc parly or pailies whose lille failed in lhc same proportions in which they shared in such prior production; and, 

39 (!) No charge shall I K made lo lhc joint account for legal excuses, fees or salaries, in connection with the defense of tlie interest 

4(1 claimed by nny puny heielo, il being Ihe intent ion of the pm lien hei eto Ibnl each shall de lend lille lo ils inleiesl and bear nil expenses in 

41 connection Iheiewilh. 

42 

43 2. Loss by Non-Payment or_Etroiicous Payment of Amount Due: 11, through mistake or oversight, any tenlal, shut-in well 

44 payment, minimum royally or royally payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 

45 there shall be no monetary liability against the party who failed lo make such payment Unless the parly who failed lo make the required 

46 payment sccutcs a new lease covering the same interest within ninety (90) days from lhc discovery of the failure lo make proper payment, 

47 which acquisition will not be subject lo Article VIII 11., the inleiesls of lhc parlies shall be icvised on an acreage basis, cffcclivc as of lhc 

48 date of termination ofthe lease involved, and the party who failed to make pio|x-r payment will no longei be credited wilh au inleresl in 

49 llie Contract Area on account ol owneiship of lhc lease or inleiesl which has terminated. In the event Ibe paily who failed lo make lhc 

50 required payment shall nol have been fully reimbursed, al lhc time ofthe loss, from the proceeds oflhe sale of oil and gas attributable lo 

5 I lhc losl inleresl, calculated on an acieage basis, for the development and operating cosls theretofore paid on account of such interest, il 

52 shall Ix: reimbursed for unrecovered actual costs theretofore paid by il (but not for ils share of lhc cosl of any dry hole previously diilled 

5.3 or wells previously abandoned) from so much of the following as is necessaiy lo cI feet reimbursement: 

54 (a) Proceeds of oil and gas. less operating expenses, theretofore accrued lo lhc credit of llie losl inleresl, on an acreage basis. 

55 ti)) lo the amount of unrecovered costs; 

56 (b) Proceeds, less operating expenses, thereafter accmed allributable lo lhc losl interest on au acreage basis, ol thai poition of 

57 oil and gas iherenfler prixluced and marketed (excluding production Irom any wells Ihercaller drilled) which, in Ihe absence ofsuch lease 

58 lerm inal ion. would be attributable lo the lost inleresl on an aci cage basis. up lo Ihe amount ol inn ecovcred cosls, the proceeds of said 

59 poilion of Ihe oil anil gns lo be conliibiilcd by llie olhcr pailies in pio|xulion lo Iheir icspcclive inleiesls. and, 

60 (c) Any monies, up lo the amount of unrecovered costs, lhal may be paid by any paily who is, or becomes. Ihe owner 

61 of Ihe interest lost, lor the privilege of pailicipating in the Coiilracl Aiea or becoming a paity lo ihis agicemenl. 

62 

63 3. (llhcr Losses: All losses inclined, other than tho'.e sel I'm ill in Ailiclcs IV 11.1 and IV II 2. above, shall be joint losses 

64 and shall be borne by all panics in prupoitiun to Iheii inleiesls. There shall be no readjustment of inlcicsts in the remaining poilion of 

65 the Contract Aiea. 

66 

67 

68 

69 

70 

3 



- M w i l d l ; o i i n ( )pe i al i i i j ' , A | u cement 

A H i i n v . 

O f ' L K A 1 O K 

A . D e . ' i l g i u i U n i i n n d H c-i | n > 11 11 > 1111U -i u f O p i - i n l m : 

.. ni£iih}wrrON__ OPERATING ..euru'AM Y siu.ii be H.C 

O p e l u f ( I K : O H id net A i e a . m id -.hall i o i u l u c l a m i t i l l i< I m it I have, l u l l i i u i l i i i l u( n i l i I IH- I i i d tm- : n u I In- C m id m l A i c n lis pe l n i l l l r t l nn i l 

I c i | u i l c d b y , nn t l w i l h i n l hc l i i nil '-, u l 11 i i - . ag i e n i i c n l 11 sha l l i t m i l in I : i l l M i ch I I ) n-i a l i n i i i i n n g o o d an i l w m It i n mi l ike. n i a u n c i , b i l l i( sha l l 

h a v e n u l i a b i l i t y as O p e i n l o i l o l h c n l h c i p.u I ies l o i los.-.c-. M i s l n i i i e i l o i l i ab i l i l i e . - . i n c l i n e d , e x c e p t i n c h ns m a ) ' i r - . u l l b o m g l o s s 

n e g l i g e n c e o l w i l l l u l l i i i s c u i n h n I. 

J I . K c s l g n n l l u i i o r i C c i t i o v u I o l O p e i n i n e n n d . N i l r t t i u n u f . S u i i r s s i u : 

1. Res iji I ml ion or Renin va I ol Opei a loi : I ' j »<• i a to i may i er. i|'.ii nl any linn- hy giving wi illeu nut Iir tlici i-nl lu Mini Opn nliu r.. 

I I O p e i n l o r te i n i i i u i l c s i ts l e g a l r x i - l r n r r , no l u n g c i o w n - ; nu i n l e i e s l h o i c u i u l c i i n l l i e C o n d u c t A i r n . o i i i n o l o u g r i c n | m h l r u f 

s e i v i n j ; ns O p e i n l o r , O p c i a l o i s l i a l l b r i l c e i n r i l l o h a v e i r r . i g n c d w i l h o u l nny n c l i o i i b y N u n O p r i n l m i . r x r r p l l h c s e l r c l i o n o l n 

M i c c e s s o i . O p c i a l o i n i n y be i r i i i n v n l i l i l l-ails u i i r l u - n v : lo c n u y m i l i l * ; i l u l i r s h n r u n d c i , i n b c r i i u i c s i n i n l v e u l . h n n k i i i p l t u i i 

p l a c e d in i c . cc i vc i s h i p , b y I h r a l l i i n i a l i v r . v o l e o l t w o ( 7 ) m n u n c M i n i O p r t a t u i i o w n i n g n i n n j m i l y i i u n e s l b u s e d o n n w u e i s h i p 

a i s h o w n o n E x b i b i l " A " i t - m u i i i n g a J l n e x c l u d i n g i h r v i i l i n g i u l c i c - l o l O p r i n l n i . S u c h i r i i g u . ' i l i u i ) i n i c n i i i v i i l s h a l l n u l b r c o u i r 

e l f c c l i ve u n t i l 7 : (X ) o ' c l o c k A M m i Ibe I i i si d a y o l t in - i -ale n i h i l m o n t h l o i l o w i n g t he e x p i i a l i u n o f n i n r l y ( W l ) d a y s a f l r I i h r g i v i n g 

o l n o l i c e o f l e s i g n a t i o i i h y O p n a l o i m a c t i o n by i h r M i n i O p c i n l m s lo i r i n o v e O p e i n l o i , un l ess a r.tu i r s s u i O p c i a l o i hn ' . b e e n 

s c l c c l c d a m i a s s u m e s the d u t i e s o l O p c i a l o i nt an c n i b r i da l e O p n n l u i , n ( ( r i e f l c e l i v c da le u l l e s i g n a b o i i o i i c i i i o v n l . i h n l l be 

b o u n d by l l i e I c i m s h c i e o l as a N o n ( ) p c i n l o i . A c h a n g e o l a c m p o i n d : n a m e o i sd i i c t t n e n l O p e i n l o i m d i u i r . l r i u f O p e i a i m ' s 

i n l e i e s l l o a n y s i n g l e s u b s i i b a i y , p a i e n l o l s u c i c s s o i c n i p u n i l i m i s l i n l l nut be i h r basir, I u l i r u i u v a l u l ( ) p r i u l u i . 

2 . Sc. lc.Cl ioi l o f .Succcsso i O j i c n i U n : U p o n l l i e i r s i g i i u l n i u o i i n n n v a l o l O p c i a l o i , n s u c r r - i s o i O p e i n l o i r- l inl l be s r l r c l c i l b y 

the pa i l i e s . '1 he s u c c e s s o r O p e i n l o i s l i a l l be s c l c c l c d b i n n I h r pa i l i es o w n i n g an i n t o est In l l i e C u n d net A n : a a l Ibe l i i nr. s u c h s u c c c s s o i 

0 | K - I a l o r is s e l e c t e d . I l ie succcsso i 0 | i e i a i m sha l l I K : select r d by i h r at l i i i na t i ve v o l e o l t w o (2 ) o i m o i c pa i l ies o w n i n g n m: \ j n i i ty i n l c i r s l 

based o n o w n e r s h i p as s h o w n o n E x i l i b i t " A " ; p i ov i d e d , ho w e v n , i l nn 0 |>e i a i m w h i c h hits tx :cn i e m u ve i l h i i ls to v o i r o i vo les o n l y l u 

s u c c e e d i t se l f , the succcsso i O j i c i n l m sha l l br. ' . c i r c l e d by lh<- a l l i i i n a l i v r v o i r o f t w o I ? ) iu i i i o i r p n i l i r s o w n i n g n i i m j n i i l y i u l r i r i l bused 

o n o w i i c i s h i p as s h o w n o n E x h i b i t " A " l e i n a i u i u g a t l e i e x c l u d i n g (he v o l i u g i n l e i e s l o l the O p c i a l o i l ha l w a s i r m o v r d . 

C. Employees: 

l h c l i u i n l i c r o l e m p l o y res used by 0 |x - in l<> i in r u n i l u c l i i i g u p c i a l i o n s h e i e u n d e i , l l i e i i . l e l r c l i u i i , nnd the b o n i s u l labor nnd l hc 

c o m p e n s a t i o n f o r s e r v i c e s pe l / u i i n r i l s h a l l h r d r ( n m i n e d b y O p e i » ( o r , n u d n i l s u c h e m p l o y e e s s h a l l l ie ( h r e m p l o y r e s o f t ) p n n l o i . 

I ) . D i i l l i n g C n i i l i n c l s : 

A l l w e l l s ( b i l l e d o n I he ( . ' o t i l i a c l A i e a s h a l l be d i i l l e d o n a c o m j i c l i l i v c c o u l i n c l bas i s n l t he u s u a l t a l c s j i i c v n i l i n g i n Ihe 

n i e a . I f i l so d c s i i c s , O p e i n l o i m a y e m p l o y i ls o w n t o o l s a m i e i p i i p i u e u t i n i b e d i i l l i n g o f w e l l s , bu t i ls c l u u g r s t h e i c l o i sha l l n u l 

e x c e e d Ihe p i c v a i l i u g l a i c s i n the a t e a a n d t he l a t e o l s u t h ( l u n g e s s h a l l be n | ; i c e d u p o n by Ihe p a i l i e s i n w i i l l n p b c l u i e ( h i l l i n g 

( i p e r a l i o i i s a t e c o m m e n c e d , a n d s u c h w o i k s h a l l be p c i / o i u i c d h y O p c i a l o i u u d c i l h c s a m e I c i m s m i d c o n d i l i o n s ns m e c u s t o m . ! ! } ' 

a n d u s u a l i n l h c a t e a i n c o n d u c t s u l i n d e p e n d e n t c o u l i a i i m s w h o a i e d o i n g w o i k o f a r . l n i i l i u u n d u e . 

ARTICLE VL 

D R I L L I N G AND DEVELOPMENT 

A. Inlllul Well: 

On or heroic ihe. 1 5 t h . ( | | M a y , 2 0 0 1 ( Opcialoi sliall commence Ihe (hilling id 

a well for oil and gas al (he following location: or upon approval o f Appl icat ion for Permit to Dr i l l , subject to rig availability 

Township 29 North. Raimc 14 Wcsl. N M P M 

Section 9: SE/'ISEAl 

San Juan Counly, New Mexico 

ami shall ihcrcaflcr continue (he (bil l ing ol lhc well wilh due diligence to 

lo lest lhc Piclured Cl i f fs formation 

u n l e s s g i n u i l e o r o t h e r p i a c t i c a l l y i i u p r u c l i . i h l c s u b s t a n c e o i c o n d i t i o n in l h c b o l e , w h i c h i c n d c i s f m l h c i d r i l l i n g i i n p i n c l l c a l , is r n -

c o u u l c i c d at a lesser d e p t h , o i u n l e s s a l l p a i l i e s a g i c c to c o i n p l c l e o i a b a n d o n the w e l l nl a lessc l d e p t h . 

O p e i n l o r .shall m a k e i c a s o i i a b l c lesl.t o f a l l f o i m a l i o n s c n c u u n l r i c d d i n i n g ( b i l l i n g w h i c h g i v e l i i d i c . ' i l i uu o l r o n l i i i i i i n g o i l n n d 

gas i l l q u a n t i t i e s s n l l i c i e i i l l o Ic - . l , un less th is n g i r c i n r i i l sha l l be l i m i t e d iu its a p p l i c a t i o n l o n s p e c i f i c f o i n i i i l i u i l ( l l h n m a l i o n s . in w h i c h 

e v e n ! 0 | n u . H n r s h a l l be i r i j i i i i c d to lest o n l y i h r l o i i u a l i m i o i I'm m a l i o n s l o w h i c h I h i s a g r e e m e n t m a y a p p l y . 
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Alt I H I.v. VI 
l l l l l l i l l lH ' l l 

1 I I . i i \ Operator 's judgment , tlie wel l w i l l not produce oi l or gas in paying quantit ies, and it wishes to plug and abandon the 

2 wel l us a dry hole, Ihe provisions o l A i t i c le V I . H . I . shall Ihc ica l lc i apply. 

3 

4 

5 

6 11. Subsequent Opera t i ons : 

7 

8 I . Proposed Operat ions: .Should any party hereto desire to d r i l l any wel l on lhc Contract Area other than the wel l provided 
0 lor in Ar t ic le V I . A . , o r l o rework, deepen or plug back a dry hole dri l led at (he joint exficnse of all parlies or u well jointly owned by all 

10 (he pin ties and not l l ienjpnxli icUig iu paying quantifies, the pai ty desii ing to di i l l , ICWOI k. dec|x'n or plug hack such a well shall give (he 

I I other paities writ ten notice o f l he proposed o[>cialioi>, s|x.xilying Ihe woik lo he |>ci loi nied, the location, pio|>nscd dcplh, objective Ibima 

12 l ion and t lie estimated cost o f l h e operat ion. Ihe parlies icce iv i i ig such a nolice sliall have thirty (30) days alter icecipl o f l h e nolice 

1 3 w i l h in which lo noti fy lhc party wishing lo do the wot k whelhei they clccl lo pai l icipale in llie cost ol the proposed operation. If a d r i l l -

14 ing r ig is on locat ion, notice of a proposal to r c w o i k , plug hack or dr i l l deeper may be given by telephone and lhc response period 

15 sliall be l imi ted lo forty-eight (48) hours, exclusive of Saluiday, Sunday and legal hol idays. Failure of a party icce iv i i ig such notice 

If) lo icp ly w i th in the period above f ixed shall constitute an election by that pai ty nol lo participate in the cosl o f l h e pioposed operat ion. 

17 Any nolice or response given hy telephone shall be p iomp l l y conf i rmed iu w i i i i ug . , 

18 
*then c apable of p r o d u c i n g 

20 

2 I I f all pailies elect lo parliciaplc iu such a pioposed o|)Cia(ion, 0|>ct:tloi shall, wi lh in ninely (90) days after expi ial ion of (he notice 

22 jx- i iod o f thirty (30) duys (or ns promptly ns possible afler the expiration o f l he forty eight (48) hour period when a dr i l l ing r ig is on loca-

23 (ion, as lhc case may l>e), actually commence Ihe pioposed opeinlion nnd complete il with due diligence at lhc risk and exi>cnsc of all pnr-

24 lies heielo; provided, however, said commencement date may be. extended upon w i i l l cn nolice ol same by 0|>cinlnr lo Ihe olhcr panics, 

25 for a period of up lo thirty (30) additional days if. in the sole opinion of Operator, such additional lime is icasonably ncccssaiy lo obtain 

26 permits f rom governmental authori t ies, surface rights ( inc luding r ights-of -way) or appropriate d r i l l i ng equipment, or to complete 

27 l i t lc examinat ion or curative mailer requited for l i l le approval or acceptance. Notwi thstanding lhc lo ice majeure provisions o f A r l i -

28 cle X I , i f the actual opc ia l ion has not been commenced w i lh in lhc l ime provided ( inc luding any extension thereof as specif ical ly 

29 permit ted heie in) and i f any pa i ly hereto sti l l desires lo conduct said operat ion, w i i l l cn notice proposing same must be resubmitted 

30 to lhc o lhcr parlies in accordance w i lh the provisions hereof as i l no p i i o r proposal had been made. 

31 

32 

33 

34 2. Operations hy j^css jha t i AM Panics: II any pai ty icce iv i i ig such notice as p iov idcd in A i t i de V I . I). I . oi V I I .1). 1. ( ( )p l ion 

35 No. 2) elects not to participate in the proposed opc ia l ion , then, in o lder lo be entitled lo Ihe benefits of this A i l i c l e , lhc pai ly or pailies 

36 g iv ing lhc nolice and such other parties as shall elect to participate in Ihe operation shal l , w i lh in ninety (90) days after the expiration o f 

37 lhc notice per iod o f thir ty (30) days (or as prompt ly as possible afler the expirat ion o f the forty-eight (48) hour period when a dr i l l ing 

38 r ig is on locat ion, as the case may be) actually commence the proposed opc ia l ion and complete i l wi th due di l igence. Operator shall 

39 p c i f o r m all work for lhc account of the Conseni ing Parlies; p iov idcd , however, i f no dr i l l ing t ig or oi l ier equipment Is on locut ion, 

40 and i f Operator is a Non-Conscnl ing Par ly , ihe Conseni ing Parlies shall either: (a) request Operalor lo per fo rm lhc work required 

4 I by such proposed operation for (he account o f lhc Conseni ing Parlies, or (b) designate one ( I ) o f l h e Conseni ing Parlies ns Operator 

42 lo per fo rm such work . Conseni ing Parl ies, when conduct ing opeiat ions on Ihe Contract Area pursuant to (his Ar t ic le V L B . 2 . . shull 

43 comply wi th all terms and condit ions o f l l i is agreement. 

44 

45 

46 

47 I f less than all pat lies approve any proposed opc ia l ion . the pioposing pai ty , immediately alter lhc expirat ion of lhc applicable 

48 nolice per iod, shall advise lhc Consenting Parlies of lhc lolai inleresl of the panics approving such o|x:iatioi i and ils recommendation ns 

49 lo whclhcr lhc Consenting Parlies should proceed w i lh Ihe operation as proposed. Each Conseniing Parly, wi th in for ly-eighl (48) hours 

50 (exclusive o f Salurday, Sunday and legal hol idays) after receipt o f s u c h nol ice, shall advise the proposing parly o f its desire lo (a) 

51 l imi t part ic ipat ion to such par ly 's inleresl as shown on Exhibit " A " or (h) carry ils proportionate part o f Non-Consent ing Parlies' 

52 interests, and fai lure lo advise Ihe proposing parly shall be deemed an clccl ion under (a). In lhc event a d i i l l i n g r ig is on locat ion, 

53 the t ime permitted for such a response shall nol exceed a tolal o f lo i l y eight (48) hours ( inclusive o f Saturday, Sunday and legal 

54 hol idays), l hc proposing pa i l y . al its c lec l ion. may wi thdraw such pioposal i f Iheie is insulI ieienl part ic ipat ion and shall prompt ly 

55 noti fy all parlies o f such decision. 

56 

57 

58 I he cub ic cosl and risk o f conduct ing such operations shall be home hy lhc Consenting Parlies in (he p ioporhous lltcy have 

59 elected lo bear same under the terms o f the preceding paragraph. Consenting Pai ties shall keep the leasehold estates involved in such 

60 operations free and cleat of all liens and encumbrances of every kind created by or arising l i om lhc operations of the Conseniing Pailies. 

61 II such an o|>cralion results in a dry hole, llie Conseniing Pailies shall plug and abandon Ihe well and icslorc the surface location al Iheir 

62 sole cost, risk and e x c u s e . II any well dr i l led, rewo ikcd . deepened or plugged back under the provisions of this Art ic le results in a pro-

63 duccr of oil and/or gas in paying quantities, llie Consenting Panics shall complete and equip Ihe well lo produce at their sole cosl and risk. 

64 

65 

66 

67 

68 

69 

70 

5 
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A K T I C L E V I 

continued 

1 nnd llie well shall then be turned over to OjXMiilor and shall Ix; opcruted by it nt (he cxtx:nse and for the account of the Consenting Par-

2 tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of nny such well by Consenting Parties 

3 in nccordnncc with the provisions of (his Article, each Non-Consenting Party shall be deemed to have tclinquishcd lo Consenting Patties, 

A and lhc Conseniing Parties shall own and be entitled lo receive, iu propoilion lo Iheir respective inleiesls, all ofsuch Non-Conscnling 

5 Party's interest in the well and share of production thcicfrom until the proceeds of the sale of such share, calculated nt the well, or 

6 mnrkct value thereof if such share is not sold, (after deducting production taxes, excise taxes, royally, overriding royally nnd olhcr in-

7 (crests not excepted by Article III D. payable out of or measured by the production from such well ncciuing with ics|icct lo such interest 

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

9 

10 

1 I 

12 (a) 100% of each such Non-Conscnling Parly's shaie ol lhc cost ol any newly acquiied suifacc equipment beyond the wellhead 

13 conneclions (including, but not limited to, slock tanks, separators, Ircalers, pumping equipment and piping), plus HX7% of each such 

14 Non-Consenting Party's share of the cosl of operation ofthe well commencing with first pioduclion and continuing until each such Non-

Li Consenting I'liily'H ictiuquinhcd inleresl shall icveil lo il under other provisions of Ibis Ailicle, il l>eing agreed that each Non-

16 Consenting Parly's share ofsuch cosls and equipment will be lhal inleresl which would have been chnigenble lo such Non-Conscnling 

17 Parly had il participated in the well from the beginning of (he opcrnlions; and 

18 

19 

20 

21 (b) 3 0 0 % of that portion of the costs and expenses ol dulling, icwoiking, deepening, plugging back, testing and 

22 completing, after deducting any cash contributions received under Article V I I I . C , and 3 0 0 - ^ H ' ' ' , n l portion of the cosl of 

23 newly acquired equipment in (he well (to and including the wellhead conneclions), which would have been chargeable to such Non-

24 Consenting Party if it had participated ihcicin. 

25 

26 

27 

28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to patticipalc in any rc-

29 working or plugging back operation proposed in such a well, or portion thereof, to which Ihe initial Non-Consent election applied 

30 that is conducted at any lime prior lo full iccovery by the Conseniing Parlies of the Non Conseniing Patty's recoupment account. 

31 Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of lhe cosl of opcra-

32 tion of said well and (here shall be added lo lhc sums to be recouped by Ihe Consenting Parlies one hundred percent (100%) of 

33 lhal portion of lhc cosls of lhc reworking or plugging back opcialion which would have been chargeable lo such Non-Conscnling 

34 Parly had i l participalcd therein. If such a reworking or plugging back operation is promised dining such recoupment period, the 

35 provisions of this Article VLB. shall he applicable as between said Consenting Parties in said well. 

36 

37 

38 

39 During the period of lime Conseniing Pailies arc entitled to receive Non Conseniing Patty's share of pnxluclion, or the 

40 proceeds thcrcfioin, Conseniing Parlies shall Ix; responsible for lhc payment of all pnxluclion, severance, excise, gathering and other 

4 I (axes, and all royally, overriding royally and other burdens applicable to Non-Conscnling Parly's share of production not excepted 

42 by Aiticlc I l l . D . 

4 3 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parlies shall \K, permitted lo use, hec 

47 of cost, all casing, tubing nnd other equipment in the well, but Ihe ownership of nil such equipment shall remain unchanged; and upon 

48 abandonment o f a well nftcr such reworking, plugging bnck or deeper drilling, the Conseniing Pailies shall account for all such cquip-

49 ment to lhc owners ihcrcof, wilh each paily receiving ils proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Wilhin sixly (60) days afler (he completion of any operation under this Aiticlc, lhc parly conducting Ihe operations for (he 

54 Conseniing Patties shall furnish each Non-Consenting Party with an inventory of lhe equipment in and connected to the well, and an 

55 itemized statement of lhc cosl of drilling, deepening, plugging back, testing, completing, and equipping lhc well for production; or, nt 

56 its option, (lie operating parly, in lieu of an itemized statement ofsuch cosls of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during Ihe time lhc Conseniing Patties arc being reimbursed as provided above, lhc party conducling the 

58 o[x;ralions for lhc Conseniing Parlies shall furnish the Non-Conscnling Parlies wilh an itemized statement of all cosls and liabilities in-

59 curreil in (he opcialion oflhe well, together wilh a statement ofthe quantity of oil and gas produced from it and the amount of proceeds 

60 reuli/.cd from lhc sale of lhc well's working inleresl produclion during the picecding mouth. In determining lhc quantity of oil and gns 

61 produced during tiny month, Conseniing Parties shall use induslry accepted methods such us, bra nol limited lo, metering or periodic 

62 well tcsls. Any amount rcalizxil from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Party had it participated Ihcicin shall be credited against lhc tolal unrclurucd costs 

64 of lhc work done and of lhe equipment puicliascd in determining when (he interest ofsuch Nun-Consenting Party shall revert lo it as 

65 above provided; and if there, is a credit balance, it shall Ix; paid lo such Non Conseniing Parly. 

66 

67 

68 

69 

70 

6 
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A H T I C I . K V I 

continued 

1 If and when (he Conseniing Parties r ecover from a Non Conseniing Paity's relinquished inleiesl the amount's provided for nlxivc, 

2 the relinquished interests ofsuch Non Consenting Party shall automatically revert to it, and, Irom and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, (he material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Conscnling Party would have Ixxn entitled lo had il participated in the drilling, icwoiking, declining or plugging 

5 back of said well. Thereafter, such Non-Consenting Paity shall be charged with and shall pay ils proportionate part of die further 

6 costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 
9 

10 Notwithstanding the provisions of Ihis Article VI.11.2., il is agreed that without the mutual consent of all parties, no wells shall 

I I Ix; completed in or pnxiuccd from a source of supply from which a well located elsewhere on lhc Contract Area is pnxlucing, unless such 

12 well conforms lo ihe then-existing well spacing pattern loi such source of supply. 

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever lo the drilling of the initial well described in Article VI .A. 

17 except (n) os (o Article VI I .D . I . (Option No. 2), if selected, or (b) ns lo (he icwoiking, deepening and plugging back of such iniliul well 

18 after it has been drilled (o the depth specified in Article V I . A. if it shall (hereafter prove to be n dry hole or, if initially completed for pro-

19 duction, ceases to produoe irr paying quantities. 
2 0 be c a p a b l e o f p r o d u c i n g 
21 

22 

23 3. Sland-By l ime: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parlies, stand by cosls incurred pending icsponsc to a parly's notice proposing a 

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

26 ing operation just completed. Stand-by costs subsequent lo all pailies responding, or expiration of llie res|x)nsc lime pcrmillcd, whichever 

27 first occurs, nnd prior to agreement as lo lhc participating interests of all Consenting Parties pursuant lo lhc lenns oflhe second giam-

28 tnalical paragraph of Article VI.I) .2, shall be charged to and Ixirnc as part ofthe projxrscd operation, but if the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by cosls shall be allocated between the Conseniing Parties in the proportion 

30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Conseniing Par-

31 tics. 

32 

33 

34 

35 4. Sidclracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to nny proposal to directionally control and intentionally deviate a well from vertical so ns lo change lhc bottom hole 

37 location (herein called "sidetracking"), unless done lo sliaighlen lhc hole or lo drill around junk iu Ihe hole or because of other 

38 mechanical difficulties. Any party having lhc right lo participate in a proposed sidetracking operation llint docs not own nn interest in Ihe 

39 affected well bore at the time ofthe notice shall, u|xm electing lo participate, lender lo the well Ixne owners ils proportionate share (equal 

40 to its interest in the sidetracking operation) of lhc value of (hat portion of the existing well bore to be utilized as follows: 

41 

42 

4 3 

44 (a) I f lhc proposal is for sidetracking an existing dry hole, reimbursement shall he on lhc basis oflhe actual cosls incurred in 

45 (he inilial drilling of Ihe well down lo the depth at which lhc sidclracking operation is initialed. 

46 

47 

48 

49 (b) I f lhc proposal is for sidclracking a well which has previously produced, reimbursement shall he on the basis of lhc well's 

50 salvablc materials and equipment down lo lhc depth al which ihe sidclracking operation is initiated, dclerinined in accordance with lhc 

51 provisions of Exhibil " C " , less lhc estimated cost of salvaging and lhc cslimalcd cosl of plugging and abandoning. 

52 

53 

54 

55 In Ihe event dial nolice for a sidclracking operation is given while (he drilling rig to Ix; utilized is on location, the response [lericxJ 

56 shall be limited to forty-eight (48) hours, exclusive of Salurday, Sunday and legal holidays; provided, however, any party may rcquesl 

57 and receive up to eight (8) additional days after expiialion of the forty-eight (48) hours within which lo rcs|xmd by paying for all stand-by 

58 lime incurred during such extended response period. If more than one party elects to lake such additional time lo respond lo the notice, 

59 standby costs shall be nllocnlcd lx:!wceii Ihe paities taking additional lime lo respond on a day-to-day basis in lhc pro|x>rtiou each electing 

60 parly's inleresl as shown on Exhibil " A " bears lo lhc total inleresl as shown on Exhibit " A " of all lhc electing parties. In all olhcr in-

61 stances lhc response period lo a proposal for sidclracking shall be limited to thirty (30) days. 

62 

63 

64 

65 C. T A K I N G PRODUCTION IN K I N D : 

66 

67 Eucli party shall take in kind or separately dispose of its projxirtionnlc shnt c of all oil and gas pttxluccd from the Contract Area, 

68 exclusive of produclion which may be used in development and producing operations and in preparing and treating oil and gas for 

69 marketing purposes nnd pnxluclion unavoidably lost. Any cxlra expenditure incurred in lhc taking in kind or separate dis|xisilioii by any 

70 party of ils proportionate shaie of the pnxluclion shall Ix; borne by such patty. Any party Inking it:i share of production iu kind shall l>e 

7 



1982 - Model Form Operating Agreement 

A I ' T i C I J O V I 

con t inued 

1 n - q u i r r / l I M pny f u r (wi ly l i t | i i n | x . 1( i m u i I e ' j l i n r r o f ' i n c h p n i l n f _Opr n l t i u ' c tn r i j i ce—fiu i i t i t i t i i^AnJiu j lL—tL-Uct i i : . 

2 

3 liach pat ly shall execule such d iv is ion o ide i s and conl i acl s us may IK; necessary fo i Ihe sale of ils inlci csl in production l i o m 

'1 llie Contract Area, and, except as provided in Art ic le V I l . D . , shall lie entitled to receive payment d'ucclly f r o m the putcliasct thcieof for 

5 ils shaie o f all p roducl ion . 

6 

7 In lhc evenl any pai ly shall fail lo make, (he ai i nngcniciils necessai y lo lake in kind oi sepal alely dis|x)se of ils pio|KH (innate shaie 

8 ol lhc oi l produced f i o m the ( 'outi acl Aiea , 0 | x ; m l o i shall have the i igh l , subject lo (he ic^oculion al w i l l by llie piuly owning i l , but nol 

9 lhc ob l iga t ion , to puichase such o i l or sell it lo others at any lime and f r o m l ime lo l ime , for the n i^ 'UnCol - l Iu ' non Inking [mrryHtt-ttvt 

10 tu.-1.1 price obtainable in Ihe men lot such p ioduc l ion Any such pm chase, oi sale by Opei ntor shall be subject always to lhc right o f the 

1 I owner o f ll ie p roducl ion lo exercise al any l ime its t ight lo lake, in k ind , or separulely di'i |xisc of , ils share o l nil oi l nol p icv iocs ly 

12 delivered to a purchaser. A n y purchase or sale hy Operator o l nny olhcr pur ly 's share of o i l si ml I he only for such reasonable per iods of 

13 lime ns arc consistent wi th the min i i i i uu i needs o f Ihe intlusti y under (he pm lieu lai circumstances, hut lu no evenl for n period in excess 

bl o f one ( I ) year. £ and shall account to such parly lor lhc actual net proceeds received lor such produclion. i l sold, or ll ie 

15 current market price i f purchased h\ Opcia lo i . 

16 In lhc eve nl one tu moi e pai l ies ' sepai ale dis|x>silion i >! ils sbai e ol the gas causes split sti cam del ivel ies lo sr pai ale pijieliues 

17 nnd/oi deliveries which on u day lo day basis for nny i easoii aie nol exactly equal lo a putty's i es|x'clive pi o p i n i o n ate shai c of tolal gas 

IH sales lo be allocated lo i l , Ihe balancing oi accounting between Ihe icspccl ive accounts of Ihe panics shall Ix' in accordance with any 

19 gas balancing agreement Ixrlwccn lhc parlies heielo, whelhei such nn agieenieul is attached as Exhibit " E " . or is n sepaialc agieenieul. 

20 

21 I ) . Access In C o n t r a c t Area nnd l n f u i i i i n t l n n : 

2 2 

23 E-ach paity shall have access lo lhc (.'online! Aiea nl all rensoniilile limes, al ils sole cosl and lisk lo ins|xrcl or observe o|X?rnlions. 

24 nnd shnll have ncccsa nl reasonable limes to i i do i inn l io i i pci tinning lo Ihe development or o|xrnilion l l i n e o f , including () |>rinloi \ i Ixxik.i 

2.1 nnd iccords relating Ihei eto. ( ) | x ' i n l o i , U[KHI request, shnll fur rush each ol lhc olber pai (ies wi lh copies ol nil loi ins or i epoi ts filed with 

26 governmental agencies, daily d i i l l ing , l epo i l s , wel l logs, lank tables, daily gauge ami inn tickets and icpo i l s of slock on hand al die 

27 lust o f each month , ami shall make available, samples of any coi es or cuttings taken f i o m any well d i d led on Ihe Conl I net A i en. I he 

2R cost o f gathering and furnishing in foi mat ion lo Non Opei aim , olhei than thai s|x't:ilied above, shall be tha i grd lo Ihe Non O p e i a t o i 

29 lhal icquesls Ihe i n h u m a t i o n . 

30 

31 10. A b a n d o n m e n t o f Wel l s ; 

32 

33 I . Abandonment of D i y Holes: Except loi any well th illetl oi deepened pui sunnl lo A i licle V I .11.2., any well which has been 

34 d i i l l ed or dcc|x:ncd under lhc tcuus of ibis agicemenl and is pio|xiscd lo be completed ns a thy hole shall not be plugged nnd abandoned 

35 without the consent of nil panics. Should 0 | x - i u t o i , allei diligent el fo i I , be unnble to conl net nny pa i ly . oi should any piuly fail lo i r p l y 

36 within lo l ly eight (4H) bonis (exclieuve ol Snluiduy, Sundny uiuI legal holidays) idler icccipl of notice of the piojMi'inl lo plug nml iihnndon 

37 such we l l , such parly shall be deemed lo have consented lo lhc proposed abnndoiiiiienl. A l l such wells shall be plugged and abandoned 

38 in accordance wi lh applicable icgiil .ilions and at lhc cosl, lisk and cxp-nsc ol lhc parties who parlicip.'iled in lhc cosl of dr i l l ing or drcjX'n-

39 ing such we l l . Any party who objects lo plugging and abandoning such well shall have the i ighl to lake over the well nnd conduct f i u t l i e i 

40 opcial ions in search of o i l and/or gas subject lo Ihe provisions of Ar t i c l e V I . I I . 

4 1 

42 2. Abandonment ol Wells lhal have Produced: Except loi any wel l in which a Non Cunscnl opcia l ion has been conducted 

43 heieundei for which the Conseniing Parties have mil been hi l ly l e imbuiscd as herein provided, any wel l which has lx;en completed 

44 as fl producer shall nol be plugged and abandoned wi lhoul (he consent o f all parlies. I f all pailies consent to such nlmndonuicnl, lhc well 

45 shall be plugged ami abandoned in aecoidance w i l h applicable legulii l ions and a( (he cost, lisk and expense o f all (he parties l ic ic to . I f , 

46 within thirty (30) days idler ieceipl of notice ol llie pi o|xiscd iihandoiiuirut o f nny we l l , nil panics do nol agree lo lhc abandonment of such 

47 w e l l , those wishing lo continue ils opei nl ion b o m Ihe inlei vnl(s) ol lhc loi mation(s) llien open to pnx luc l ion shnll lender lo each of the 

48 olhei parlies ils piopoil iouale shaie of llie value of Ihe well 's sal v able nialei inl nnd equipment, del ci mined in aecoidance wi lh ihe p iov i -

49 sions o f Exhibi t " C " , less the estimated cost of salvaging and lhc estimated cosl of plugging and abandoning. Each abandoning 

50 pa i ly shall assign the non abandoning parties, without w a n a n l y , expiess or impl i ed , as to l i l l e or lis lo quantity, or fitness lor use 

5 1 o/ Ihe equipment and malcr ia l , all o f ils inleresl iu lhc well and iclalcd equipment, logelher w i l h ils inleresl in ihe leasehold estate as lo, 

52 but only as lo , lhc in le iva l or inleivals of the format ion or fo imal ions then open to pnx luc l i on . I I (lie inleiesl o f t h e abandoning party 

53 is oi includes an o i l and gas i i i l c c s l , such party shall execule and deliver lo the non-abandoning party o i parties nn o i l and gas lease, 

54 limited lo the inleival or inleivals of the forma I ion or foimalions then o|x-n lo pnxlucl ion, for a term of one ( I ) year nnd so long thereafter 

55 as oi l and/oi gas is produced f r o m Ibe in le ival or intervals ol lhc for ina l ion or fo imal ions covcict l Ihcieby, such lease lo be on llie f o rm 

56 attached as Exh ib i l 

57 

.Ml 

57 

5K 
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A R T I CIJC V I 

con t i nued 

1 " I I " . The assignments nr leases so l imi ted shall encompass the " d r i l l i n g u n i t " upon which the wel l is located. The 

2 payments by, and the assignments or leases lo , the assignees shall l>e in a talk) based upon the telalionship of ihc'u icspcclive |x' iccnlngc 

3 o f part ic ipat ion in the Contract Area lo lhc aggregate o f lhc percentages of part ic ipat ion in l l ie Coi i l racl Area of all assignees. There 

4 shall Ix: no readjustment of interests in the. remaining port ion of lhc Contract Area. 

5 

6 Thereafter, abandoning paities sliall have no further responsibi l i ty, l iab i l i ty , or inleiesl in ihe opei ation of or p ioducl ion f rom 

7 the well in lhc interval or inleivals Ihcn open olhcr Ihan lhc toyiiliic.s iclni i ied in any lease made nuclei the leinis of ihis Ar t ic le . U|x>r> le 

8 quest, Operator shall cont inue lo operate the assigned wel l for lhc account o f lhc non abandoning pai lies nt lhc rales nnd charges con-

9 lemplatcd by this agreement, plus nny ndditionnl cost nnd cbnrgcs which may ni isc ns the result of the sepni ale ownership of ihe nssigncd 

10 we l l . Upon proposed abandonment o f (he producing in lc ivnl (s) nssigncd or leased, the assignor or lessor shnll then have lhc opt ion lo 

1 l icpui chnse ils pi ior Inlci est in the wel l |usiug the suuie valuation loi inula) and pin t i i i pule in bu ihei u|>ci n I ions Ihe i r in subject lo ihe pro 

I 2 visions hereof. 

1.1 

14 3. Abandonment o f Non Consent Operat ions: The provisions o l Ar t i c le V I . E . I oi V I . 1: 2 above shall be applicable as 

15 between Conseni ing Parties in the event o f l h e proposed abandonment o l any wel l excepted b o m said Art ic les; prov ided, however, no 

16 wel l shall be permanently plugged and abandoned unless and until all parties having ihe i ighl lo conduct further operations therein have 

I 7 been not i f ied o f (he pioposed ahnuduiuucnl and afforded ihe oppoi lunity lo elect lo lake ovet the well iu aecoidance with the provisions 

18 o l Ibis Ar t i c le V I . E . 

19 

20 ARTIOI .K V I I . 

21 EXPl'iNDlTURK.S AND U A I I I U 1 V OF PARTIK.S 

22 

23 A . I . i nb l l i l y o f Fa i l les: 

24 

25 The l iabi l i ty o f lhc (rallies shall be several, not jo in t or col lect ive, Each party shall be responsible only for its obl igat ions, and 

26 shall be liable only for ils proportionate share o f (he costs of developing nnd operating the (.'oulrnct Arcn Accord ing ly , (he liens granted 

27 among the parlies in Art ic le V I 1.11. nic given lo secui e only the debts of each severally. Il is not lhc iul cut ion of Ihe parties lo create, nor 

28 shall ihis agicemenl be consl iued as d e a l i n g , a min ing or olhcr partnership or association, oi lo lendei lhc parties l iable as partners. 

29 

30 I I . Mens and Payment De f im l l s : 

31 

32 l iach Non-Operator grants lo O|ieiator a lien upon its oi l and gas l ighls iu the Contract A iea, and n secuii ly interest in ils shaie 

.1.1 o f oi l mid/or gns when cxlmclei l mnl ils iii lcrcsl in nil equipment. lo 'icctiic pityincn! o l il'i shine o l expense, logelher with inleiesl iheicon 

34 at lhc rale provided in Exhibi t " C " . To ihe cxlenl lliat Opc ia lo i has a secui i ly inleiesl under lhc U n i f u i m Cominc ic ia l Code o f die 

35 si ale, Operator shall Ix; cut il led lo e . inc ise lhc i ighls and i eniedies of a seemed party under Ihe Cixlc. I he br inging of n suit and Ihe ob-

36 la in ing o f judgment by Opel alor for Ihe sccui cd indebtedness shall nol be deemed an election o f icmedies or othci wise a ( l e d the lien 

37 i ighls or security inleresl as sccui ily lor lhc payment thereof. In addit ion, upon default by any Non-Opei alor iu lhc payment of ils shaie 

38 of expense, 0[x: rator shall have (he. r ight, wi ihoul prejudice lo olhei righls or icmedies, to collect f rom the purchaser (he proceeds from 

39 lhc sale of such Non - Operalor 's shaie o f oi l and/or gas until the amount owed by such Non-O|x;rator, plus in leiesl , has been paid. Each 

40 pu i chaser shall be enti t led to i c ly u jx iu Operator 's wi ittcu statement concerning llie amount oT any default. Operalor grants a l ike lien 

4 1 and security inleresl lo lhc Non Opeia to is lo scenic payment o f Operator 's proport ionate shaie of expense. 

42 

43 If any party fails or is unable to pay ils shaie o f expense w i l h in sixly (60) days alter rendit ion o f a statement Ihctcfoi hy 

44 Opeinlor, llie non-defaulting parties, including Opc ia lo i , shall , upon i rqucsl by Opc ia lo i , pay Ihe unpaid ainouiil in Ibe pio|K)i l ion lhal 

4 5 the inleiesl o f each such party beats lo the inleiesl o f nil such parties, l iach party so paying ils shaie of (he unpaid amount shall , to obtain 

46 reimbursement thereof, be subrogated lo ibe secui i ly i ighls desci ibed in the lo iegoiug paragiaph. 

4 7 

48 C . Payments m id A c c o u n t i n g : 

49 

50 Except as heiein olhciwiso s jxx i l i ca l ly provided, Opcia lo i shall promptly pay and dischaige expenses inc l ined in lhc dcvclop-

5 I ment and o|icia(ioi i o f lhc Condacl Area pursuant to ihis agiecmciit and shall chaigc each of the parties herein with their rcs|xx:live pro-

52 |x)it ionalc shares i i |xin lhc expense basis provided in Exhibi l " ( ' " . O|x' ialor shall keep an accuiale iccoid of Ihe joint account hereunder, 

53 showing expenses inc l ined and charges and credi ls made and iccc ived. 

54 

S s, (>pci nloi . nl ils clccl ion. '.hull have lhc i ighl 111 nil l ime lo l ime lo den nun I nod iccr i vr J/oni the o l l i r i p.'ulirs pay men I in advance 

56 ol l l icir icspccl ive shaics o f lhc est i mil led amount o I the expense lo be incui i cd iu opei al ions hei e under dm ing lhc nexl succeeding 

57 month, which right may be exercised only by submission lo each such party of an ilemi/.ed statement of such estimated cx|x-nsc, logelher 

58 wi lh an invoice lor ils share thereof. Each such statement and invoice for the payment in advance of estimated cx|x;nsc shall be submitted 

59 on or before lhc 20lh day of (he nexl preceding month. l iach party shall pay lo Operalor ils proport ionate shaie of such eslimalc wi lh in 

60 l i l lcen (15) days alter such eslimalc and invoice is icccived. If any party fails to pay ils share of said cstiuialc wi thin said l ime, (he amount 

61 due. sliall bear inleiesl as provided in Exhibit " C " until paid. Proper adjustment shall Ix: made monthly between advances and actual cx-

62 pense (o (he end dial each party shall hear and pay ils p iopo i l ioua le shaie of actual expenses i nc l i ned , and uo mo ic . 

63 
64 I ) . I . i m i l n l i o i i o f E x p e n d i t u r e s : 

65 

66 1. Dr i l l oi Deepen: Wi ihoul lhc consent ol all parties, no well shall Ix; d i i l led oi dcc|icncd, except any well (hi l led or dee|x:iied 

67 pursuant lo lhc provisions o f Ar t i c le V I I ) .2 . of this ag icemenl . Consent to the (b i l l i ng or deepening sliall include: 

68 

69 

70 
9 
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A R T I C L E V I I 

continued 

1 frf Opbon No. I : All necessary exprndiiutcs lor llio di illing or deepening, lestiug, completing nml equipping of lhc well, including 

2 ncccssmy Innkngc und/or surface facilities. 

3 

4 LJ Option No. 2: All necessary expendiluies lor lhc diill ing or deepening and testing of the well. When such well litis reached ils 

5 authorized depth, and all tests have Ixxn completed, and flic results thereof furnished to the parlies, 0|x-ialor shall give immediate nolice 

6 lo lhc Non-0|>ciatois who have die right lo participate in the completion costs. The paities receiving such nolice shall have forty-eight 

7 (48) horns (exclusive of Saliuday, Sunday and legal holidays) in which lo elect lo participate in lhc selling of casing and the completion al­

ii tempi. Such election, when made, shall include consent lo all necessary ex|>ciidilurcs for Ihe completing and equipping ofsuch well, in-

9 eluding necessary tankage and/oi sui face facilities, Eailuie ol any party receiving such nolice lo icply wilhin lhc poi iod alxivc fixed shall 

10 constitute an election by (hat parly not lo participate in the cosl oflhe completion nllcmpt. If one or more, but less ihan nil of the parties, 

11 elect lo set pipe and to attempt a completion, the provisions of Article VI 11.2. heicof (lhc phrase "reworking, deepening or plugging 

12 back" as contained in Article V I . 1) 2. shall l>c deemed to include "completing") shall apply lo the operations iherenrter conducted by less 

13 than all parties. 

M 

15 2. Rework or Plug Hack: Without the consent of all parties, no well shall lie ICWOI ked or plugged hack except a well icwoikcd or 

16 plugged back pursuant to the provisions of Article V I . I I . 2. of (his agreement. Consent to'thc reworking or plugging back of a well sliall 

17 include all ncecssni"y expenditures in conducting such o|x;i nlions and completing nnd equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all parties, Opcialoi shall nol undertake any single project teasonably estimated 

21 to require an expenditure in excess o f _ t W e i l L y . - J ; i V e.._ t h o U S a ndPolhus ($_. 25- , 0 0 0 -£) 0 ) 

22 except in connection with a well, Ihe drilling, reworking, deepening, completing, iccompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreemeni: provided, however, ihnl. in ease of explosion, file. Hood or olhcr sudden 

24 emergency, whether ol lhc same or dilleicnl naluie, 0|x:ialoi may lake such steps and incur such cx|x'iisrs ns in ils opinion me required 

25 to deal wilh (he emergency (o safeguaid life and property but Opeiatoi, as promptly ns possible, shall icport (he emergency lo (he olhei 

26 parlies. If Operator prepares an authority for expenditure (AEE) for ils own use, Opcialoi shall furnish any Non-Opeiator so requesting 

27 an information copy thereof for any single project costing in excess o I £ _1. £ t G e n . „ t l l P U S a J l d 

28 Dollars ($„_L5_/.XJQj3_».ilD ) bul less Ihan Ihe amount first set (orth above in this paragraph. 

29 

30 K. Rentals, Shut In Well Payments nnd Min imum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be requited under the terms of any lease shall Ix- paid hy (he 

33 parly or parties who subjected such lease to this agreemeni nl ils or Iheir expense. In (he. evenl two or more parties own nnd have con-

34 tributcd interests in Ihe same lease lo this agreement, such parties may designate one ofsuch parties lo make said payments for and on 

35 behalf of all such parlies. Any parly may request, and shall be entitled to receive, proper evidence of all such payments. In Ihe evenl of 

36 failure lo make proper payment of any icnlal, shul in well payment or minimum loyally through mistake or ovcisight where such pay-

37 ment is required lo continue the lease in foicc, any loss which icsulls from such non payment shall be Ixune in accordance wilh lhc pro-

38 visions of Article IV.I) .2 . 

39 

40 Operator shall notify Non Operator of Ihe anticipated completion ol a shut in gas well, or Ihe shutting in or lelurn lo produclion 

41 of a producing gas well, at least live (5) days (excluding Saliuday, Sunday and legal holiday), or al lhc rallies! op|x>ilnnily |x:imillcd by 

42 circumstances, prior lo taking such action, but assumes no liability for failure lo do so. In Ihe event of failure by Operator lo so notify 

43 Non-Operator, die loss of any lease contributed hereto by Non O|x;rator for faihuc to make timely payments of any shut-in well payment 

44 shall be borne jointly by the parties hereto under lhc provisions of Article IV I).3. 

45 

46 l ' \ luxes: 

47 

48 Ueginning with lhc lit si calendar year allei lhc ellcclive dale hereof, Opeiator shall lender for acl valorem taxation all property 

49 subject lo ihis agreement which by law should be rendcied for such taxes, and il shall pay all such taxes assessed thereon before they 

50 IKCOIHC delinquent. Prior to the rendition dale, each Non 0|x:i atoi shall furnish Operator in foi malion as lo buidciis (lo include, bul nol 

51 be limited to, royallics, overriding royallics and pioduclion payments) on leases ami oil and gas inleiesls contributed by such Non-

52 Operator. If lhc assessed valuation of any leasehold estate is reduced by reason of ils lx:ing subject to outstanding excess royallics, over-

53 tiding royalties or produclion payments, (he reduction in ad valorem taxes resulting therefrom shall inure lo the benefit oflhe owner or 

54 owners ofsuch leasehold estate, and Operator shall adjust lhc charge lo such owner or owners so as lo rcllccl lhc Ixnicfil ofsuch rcduc-

55 lion. If Ihe ad valorem taxes aie based in whole or in pail u|x>n sepaialc valuations of each party's working inleresl, then notwithstanding 

56 anything to Ihe contrary herein, charges to Ihe joint account sliall be made and paid by (he parlies heielo in accordance with the lax 

57 value generated by each party's working inleresl Opernlor shall bill the olhcr parlies for Iheir pro|x>itionale shaics of all lax payments 

58 in the manner piovidcd in Hxhibil " ( ' " . 

59 

60 If Operalor considers any lax assessincnl improper, O|x:ralor may, a( its discretion, prolesl wilhin the lime and maimer 

61 prescribed by law, and prosecute Ihe protest lo a final dclermiiialion, unless all parlies agree to abandon (he protest prior lo final dclcr-

62 niinalion. Dui ing Ihe [iciidcucy of admiuislialive or judicial proceedings, Operator may clccl lo pay, under protest, all such laxes and any 

63 inleresl and penally. When any such protested assessment shall have (wen finally determined. Operator shall pay the tax for the join! ac-

64 count, together with any inleiesl and penalty accrued, and the tolal cosl sliall then be assessed against lhc paities, and Ix; paid by 

65 ihcm, as provided in Exhibit " C " . 

66 

67 Each parly shall pay or cause lo Ix; paid all puxlnclion, severance, excise, gathering and other laxes imposed upon or wilh 

68 icspccl lo the production or handling ol such party's shaie ol oil and/in gas produced iiudci Ihe leiins of lliis agieemeiit. 

69 

70 
10 



1982 - Model Form Operating Agicemenl 

A K T I C I . l i V I I 

conl Inui'il 

I ( > . l l l S I I I I I IH C: 

2 

3 Al all limes while opeiations aie conducted hereunder, ()|)cral«r shall comply wilh lhc woikmcn's compensation law of 

4 lhc slalc where lhc ojicrnliuns are being conducted; piovidcd, howevci, lhal Opcialoi may be a sclf-insuici foi liability under said com-

5 pcnsnlinn laws in which evenl lhc only chaige lhal shall l>c made lo ihe joint account shall be as piovidcd in Exhibit " C " . 0|>crator shall 

6 also curry or provide insurance for the benefit of lhc joinl account of lhc pailies ns outlined in Exhibil " D " , niuichcd lo and made " pail 

7 hereof. 0|>eriitor shall require all conlraclois engaged in woik on or lor lhc Conlnicl Aiea lo comply with the woikmcn's compensation 

8 law of lhc stale where lhc operations arc being conducted and to iiini/itiiin such other insurance as Opernlor mny require. 

9 

10 In the event automobile liability insurance is specified in said Exhibit " D " , or subsequently tcccivcs (he approval o f lhe 

11 patties, no direct charge shall be made by Opeinlor lor piemiunis paid for such insuiance for Opeinlor's automotive equipment. 

12 

13 A R T I C L E V I I I . 

14 A C Q U I S I T I O N , M A I N T E N A N C E OK TRANSFER •OK INTEREST 

1.1 

16 A. Sin render of Lenses: 

17 

18 The leases covered by this agicemenl, insofai as they cmbiacc acreage in lhc Conlnicl Aiea, shall nol l>e siuicndeicd in whole 

19 or in pari unless all parlies consent thereto. 

20 

21 However, should nny paity desiie lo surrcndci ils inleiesl in any lease or in nny poilion Iheieof, and Ihe olber parlies do nol 
22 ngiec or eonsenl iheielo, the pin ly dr-dting lo •luiicnilo shnll a-i-ilgu, wlllioul c ipi e.i.i or implied win i mily ol l l l l r , nil of 111 lnlcrr.il In 

23 such lense, or poilion thereof, nnd any well, ninlei iul nnd equipment which may lie luculcd tlieirou nnd nny lights in production 

24 thereafter secured, lo lhc pailies not conseniing lo such sui i endei. If the interest of the assigning pai ly is or includes nil oil and gas in-

2.5 lercsl, lhc assigning parly shall execule anil deliver lo lhc paily oi parlies not consenting to such surrender nn oil and gns lease covering 

26 such oil and gas inleresl for a lerm of one ( I ) year and so long ihcreaftcr as oil and/or gas is produced from (he laud covered thereby, such 

27 lease to be on the form all ached hei elo as Exhibit " 11" . Upon such assignment oi lease, the assigning pai ly shall be iclicved from all 

28 obligations dicreafler acctuing, bul nol (heielofoie acciucd, wilh icspcct (o (he inleiesl assigned or leased and lhc operation of any well 

29 allributable thereto, and the assigning parly shall have no luilhci inleresl in lhc assigned or leased piemiscs and its equipment and pio-

30 duction other than lhc royallics iclained in any lease made under lhc terms of lliis Aiticlc. The paily assignee or lessee shall pay lo lhc 

31 paily assignor or lessor lhc reasonable salvage value oflhe Inller's interest in any wells nnd equipment allributable lo the assigned or Icas-

32 cd acreage. The value of all nialci ial shall be delei niined iu accoi dance wilh lhc provisions ol Exhibil " C " , less lhc cslimated cosl of 

33 salvaging and lhc estimated cost of plugging and abandoning. If Ihe assignment or lease is in lavor of moic than one paily, lhc inleiesl 

34 shall lie shared by such parties in the proportions lliat the inleresl ol each bears to the total inleiesl of all such parties. 

.35 

36 Any assignment, lease or suiicudei made under Ibis provision shall not reduce oi change the assignor's, lessor's or suiieudeiing 

37 party's inleresl as il was immediately be foi c the. assignment, lease or suiiender in Ihe balance of Ibe ("onlrnct Aiea; nnd Ihe neicnge 

38 assigned, leased or surrendered, nnd subsequent opcialions Iheicon, shall nol ihcrcallci be subject lo the terms nnd provisions >>f Ihis 

39 agreement. 

40 

4 1 I I . Renewal or Extension uf Lenses: 

42 

43 If any party sccui cs a renewal of any oil and gas lease subject lo ihis ngtccment, all olber parties shall be notified promptly, and 

44 shnll have lhc i ighl lot n ]KU iod ol (Iiii ly ("1(1) days billowing ircripl ofsuch nolicr in which lo elect lo participate iu the ownership ol lhc 

45 lenewal lease, insofar ns such lease nllecls lands wilhin the Contract Aiea, by paying lo Ihe party who ncquued il iheir scvcial pio|>ci pro-

46 pottioiiiitc shaics of the acquisition cost al loca led lo lhal pail of such lease within the Conl i acl Atea, which shall be in proportion lo lhc 

47 inleiesls held nt that lime by the parties in the Conliacl Atea. 

4 8 

49 II some, bul less than all, of Ihe parties clccl lo participate in the. pm chase ol a lenewal lease, it shnll be owned by the parties 

50 who elect lo participate Ihcicin, in a ralio based upon the iclalionship ol Iheir icspcclive percentage of participation in lhc Coiilracl Area 

51 lo the aggregate of lhc riercculagcs of participation in lhc Conliacl A tea of all parties participating in llie purchase of such renewal lease. 

52 Any renewal lease in which less Ihan all parlies clccl lo participate shall not he subject (o this agicemenl. 

53 

54 liach paily who participates in the puichase of a renewal lease shall l>c given an assignment of ils pio|KUtionale interest therein 

55 by the acquiring party. 

56 

57 The provisions of ibis Article shall apply lo renewal leases whelhei they ;uc lor the enlire inleiesl coveted by lhc expiring lease 

58 or cover only a poilion of its aiea or an inleiesl therein. Any renewal lease taken bcfoic the expiialion of its predecessor lease, or inken or 

59 contracted for wilhin six (6) months nfler lhc expiialion oflhe existing lease shall l>c subject lo Ihis provision; bul any lease taken ot con-

60 Ii acted foi moic than six (6) monlhs allcr the expiialion of an existing lease shall not be deemed a iencw.il lease and shall not I f subject to 

61 (he provision of (his agicemeiit 

62 

63 The provisions in this Article shall also be. applicable, lo extensions ol oil and gas leases. 

64 

65 C. Acreage ur Cash Contributions: 

66 

67 While lliis agicciiie.nl is iu loice. il any paily conlimls lor a connilniliun ol cash inwmd.s Ibe diilling ol a writ or nny oilier 

6K (>|>criilion on lhc Coiilracl Aiea, such cotiliibulion shnll IK: paid to Ihe party who conduelcd lhc diilling or olhcr operation and shall lie 

69 applied by il against the cosl ofsuch drilling or olhcr oixrnliun. If lhc contribution Ix; in Ihe form of acieage, lhc party lo whom the cou-

70 (lilmliini is made shall promptly lender an assignment of the acieage, wiihoul warranty of lille, lo (he Drilling Rallies in (he proportions 

t I 
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ARTICl -K V I I I 
continued 

1 MI id I )i illing I'm lies shared Ihe eosl ol di illing llie well Sueh acieage shall l>ccoine a si'pai ale ('out racl Aiea and, lo llie ex leul |x>ssible. he 
2 governed hy provisions iilcnlical lo ihis ngiccincnl. liach paily shall piomplly nolily all olhei pailies ol any acieage or cash contributions 
3 il may ohlain in suppoil ol any well oi any olhei opcialion on llie Conliacl Aiea The ahove piovisions shall also he applicable lo op 
' I tional lights lo earn acreage outside lhc Contract Aiea which aie iu supporl of a well diilled inside (lie Conliacl Atea. 

5 

6 IT in»y parly contracts lor any cnnsidci alion iclating lo dis|xisilion ofsuch party's shaie of subslanees piodnced heieundei, such 
7 consideration shall nol he deemed a conli ibiilion as coiileniplalcd in this Ailiclc VI I I . C. 
H 

9 I ) . Mnintcniincc of Uniform Interest: 
10 

1 I For the purpose of nuiiiilnining uniformity of ownership in die oil and gas leasehold inleiesls covered by (his agreement, no 
I ?. paity shnll sell. cncumhci, Iiiiusfci or make olhcr disfKisilion of ils mtctv^t iu Ihe lenses embraced wilhin the Conlinet Area nnd in wells, 
1 t ci|uipiociil nnd pioduclion unless such disposition tovcis eithei: 
bl 
15 I . lhc enliic inleiesl ol Ihe paily in all lenses and equipment and pioduclion, oi 
16 

17 2. an equal undivided inleresl in all leases and equipment and pioduclion in (lie Contract Area. 
18 

19 lively such sale, cncuiiibiance, Pansier oroiher disixisition made by any paily shall he made expiessly subject lo Ibis agieenieul 
20 and shall be made wiihoul piejudice lo Ihe light o f lhe olhei pailies. 
2 I 

22 If, al any lime the interest of any pany is divided among and owned by lour or mote co owners, Operalor, al its discretion, may 
23 require such co-owners lo appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 nnd approve and pay such paily's slim e oflhe joint expenses, and lo deal gene i ally wilh, and wilh power lo bind, the co-owners of such 
25 paily's inleiesl wilhin lhc scope of llie opcialions enihiaccd in lliis agieenieul; bowcvci, all such co-owners shall have Ihe light lo enter 
26 i nio and execute all conli acts or ngtccnicnls loi the disposil ion ol I heir i ospcel i vt; shut es ol llie oil and gas produced from Ihe Conli net 
27 Aiea and Ihey shall have the right lo icceive. sepaialely, payment ol Ihe sale proceeds theieol 
28 
29 V,. Waiver of Righls lo I'm (ition: 
30 
31 If permitted by the laws ol Ibe slale or stales iu which lhc property covered hcicby is located, each party heielo owning an 
32 undivided interest in the Conliacl Aiea waives any and all lights il may have lo partition and have sel aside to il in severally ils undivided 
33 inleresl therein. 
34 

35 -IV-Prefereii t i i i i-HlghMtt-T' i i i ' t ' l i i iw: 
36 
37 SbrndtHiny--fmrl-y--deHTre-lti-?ie!l^ 
38 Area, it sliall promptly give wiillcn nolice lo Ihe olhcr parties, wilh full information concerning its pioixised sale |wlijcji^hninnclude the 

39 name nnd address oflhe pros|x_'clive pmchnsci (who must be ready, willing ami able lo |nuch;isebj]jr^urTfTTrscpi ice, and all other terms 
40 of lhc olfer. 'Flic other parlies shall then have an optional ptioi light, for a per \^djjjmrf\vrfmys afler receipt ofthe notice, (o purchase 
A 1 on lhc same terms anil conditions lhc interest which Ibe olhcrronjly-propTiscslo sell; and, iflhis optional right is exercised, lhc purchas-
42 ing parlies shall share lhc purchased inleieslhijhx-prcTirnTKiiis lhal the inleresl ol each bears lo lhc lotal inleresl of all purchasing par-
43 lies. However, there shall bcnii^r^fcTcnTTnl right to purchase in those cases where any party wishes lo mortgage ils inleiesls, or to 
44 dis|x)sc of i ts jnlo»i^byTncrger , rem gani/nlion, consolidation, or sale of all or substantially all of ils assets lo n subsidiary or parent coin-
4 5 p'1 ^y-TTrTo n laihiiiliary nf :i pnreiu company nt In any company iii which any one parly owns a majority oflhe. slock 

46 
47 A R T I C U ' . I X . 

48 I N T l i R N A C RKVICNUIC CODIC KIJCCTION 

49 

50 I'll is agreement is nol intended to create, and shall not be const I c d lo create, a relationship of pal Inei ship or an association 

5 I for pro lit between or among Ihe parties hereto. Nol withstanding any provision herein lhal Ihe lights nnd liabilities hereunder arc several 

52 and not joint or collective, or that this agieenieul and opcialions hereunder shall not consulate a pailneiship. if, for federal income lax 

53 puiposes, Ihis agreement and the operations heieundei are icgnided as a partnership, each parly hcicby allccicd elects lo be excluded 

54 fiom the application of all of the provisions of .Subchapter " K " , Chapler I . Subtitle " A " , of lhc Inlcinal Revenue Code of 1954, as pci -

55 n lil led and author i/.ed by Sec I ion 761 of lhc Code and the legulations promulgated Ihcieundei . Opcialoi is nul hoi i/cd and diiecled lo cx-

56 ccutc on behalf ol each party hcicby allected such evidence of Ihis election as may be ic qui red by Ihe Secretary ol llie Ticasui y of (he 

57 United Stales or lhc Federal Inlcinal Revenue Service, including specifically, bul nol by way of limilntinn, all of Ihe returns, statements. 

58 and lhc data required by Federal Regulations 1.761. Should tbeie be any requirement lhal each party hereby allected give further 

59 evidence of Ihis election, each such parly shall execule such docunicnls and bullish such other evidence as may be icqnircd by Ihe 

60 Fcileial hileinal Revenue Sci vice in as may be neccssiuy lo evidence Ihis < lc< lion No sin h party shall give any nolii cs or lake any oilier 

61 action inconsislcnt with the election made hcicby. II any ptescut oi Inline income lax laws ol Ihe stale or stales in which the Conliacl 

62 Area is located or any future income lax laws of (he United Stales contain provisions similar lo lliose in Subchapter " K " . Chapler I . 

63 Suhlillc " A " , oflhe Internal Revenue Code of 1954, under which an election similar to thai provided by Seclion 761 o( (he Code is |>er-

64 milted, each parly hereby allected shall make such election as may Ix; pcrmiltcd or rcquiicd by such laws. In making lhc foregoing elec-

65 tion, each such party slates lhal llie income del ived by such party from opcialions heieundei can be adequately dclerinined wiihoul lhc 

66 compulation of partnership taxable income. 

67 

68 

69 

70 
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1 ARTICLE X. 
2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle any single uninsured th io l paity damage claim or suit arising Irom o|>crations heieundei if the cxpcndi luic 

5 docs not exceed h e n f. h n U Fi a n d Dollars 
6 (S 1 Q , 0 0 0 . 0 0 ) l l , , u i f lhc payment is in complete settlement o f such c la im or suit. I f the amount required for settlement ex-

7 eecds the above amount, the parties hereto shall assume and take over the further handling o f the claim or suit, unless such authority is 

8 delegated to Operator. A l l costs and expenses o f handl ing, sett l ing, or otherwise discharging such claim or suit shall be at the jo int cx-

9 |>crisc o f die parties participating iu the ojicration from which the claim or suit arises. If a claim is made against any party or i f any party is 

II) sued on account o f nny nui l lcr iu bung f i o m opc in l io t i i heieundei over which such individual has no control because o f the righls given 

1 I Operalor by Ihis agreemeni, such pai ly shall immediately nol i fy all olhei parlies, and the claim or snil sliall I K treated as any olhcr claim 

12 or suit invo lv ing operations hereunder. 

13 

14 A R T I C L E X L 

15 FORCE MAJEURE 
16 

17 I f any party is rendered unable, whol ly or in par i , by force majeure to carry out ils obligations under this agicemenl, olhcr ihan 

18 the obl igat ion to make money pnyments, that parly shnll give lo nil other pnrtics prompt wr i l l cn nolice o f lhc force majeure wi lh 

19 reasonably full particulars concerning it; thereupon,.the obligations o f the party giving the notice, so far ns dicy are affected by the force 

20 majeure, shall be suspended dur ing, but no longer than, the continuance o f l he force majeure. The nffeclcd parly shall use all rcnsonnble 

21 di l igence lo remove lhc force majeure si lunt ion as quickly as practicable. 

22 

23 'Hie requirement that any force majeure shall l>c remedied with all reasonable dispatch shall not lequire (he settlement of strikes, 

24 lockouts, or other labor d i f f icul ty by the party involved, contrary lo its wishes; how nil such diff icult ies shnll lie handled shall be entirely 

25 wi th in the discret ion o f the party concerned. 

26 

27 ' f l ic term " fo rce i na j cu i e " , as here employed, shall menu an act of Cod , s l i ikc , lockout, 'or other industrial dislutbancc, acl o f 

28 lhc public enemy, war, blockade, public r iot, l ightning, Ihe, storm, Hood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailabil i ty o f equipment, and any olhcr cause, whclhcr of lhc kind specifically enumerated above or otherwise, which is 

30 not reasonably w i th in (he contro l o f the party c la iming suspension. 

31 

32 ARTICLE XII . 
33 NOTICES 
34 

35 A l l notices authori/.cd or required between the pnrtics and required by any ol the provisions o f Ihis agreement, unless othciwisc 

36 s|rccifically p iov idcd, shall t>c given in wri t ing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed lo 

37 the parlies lo whom the notice is given nt the addresses lisled on Exhibit " A " . The or iginat ing nolice given under nny provision hereof 

38 shall l>c deemed given only when received by the party to whom such notice is d i iec led, and the lime for such party lo give any notice in 

39 response thereto shall run f rom the date Ihe or ig inat ing notice is iccc ived. l hc second or any rcs|x>nsive notice shall be deemed given 

40 when deposited in the mai l or w i lh Ihe telegraph company, w i lh postage or charges prepaid, or sen! hy (elex or telecopier. Each party 

4 1 shall have lhc right to change ils addiess nt nny l ime, nnd l i o m l ime lo t ime, hy g iv ing w i i l l cn notice thereof lo all o lhcr parl ies. 

42 

43 ARTICLE XI I I . 
44 TERM OE AGREEMENT 
45 
46 This agicemenl shnll remain in full force nnd effcel as io (ne oi l nnd gas leases and/or oil and gas inleiesls subject hereto for the 

47 period of (imc selected below; provided, however, no party hereto shall ever be construed ns having any right, t if le or inleresl in or to any 

48 lease or oi l and gas in teres! contr ibuted by any olhcr party beyond Ihe lerm o f Ihis agreemeni. 

49 

50 Opt ion No. I: So long as any o f Ihe oi l and gas leases subject to ihis agreemeni remain or are continued in force as lo any pari 

51 o l Ihe Contract Area, whelhei by p roduc l ion , extension, renewal or otherwise. 

52 

53 y Opt ion No. 2: In the event lhc wel l described in Ar t ic le V l . A . , or any subsequent wel l d i i l l ed under nny provis ion of this 

54 ngicement, icsults iu production of oil and/or gns in paying quantities, Ibis ugicement shall coi i l i i inc in force so long as nny such well or 

55 wells pnxlucc, or are capable ol prrx lucl inn, and for an additional |>ci iod of 0 l 'nys hum cessation ol all production; provided, 

56 however, if, pr ior lo lhc expiration o fsuch additional | )cr i ix l , one or more o f the parties heielo arc engaged in dr i l l ing , reworking, decpen-

57 ing, p lugging back, lesl ing or attempting to complete a wel l or wells hereunder, ihis agreemeni shall continue in force unti l such opera-

58 lions have been completed and i f production results therefrom, Ihis agreement shall continue in Torcc as p iov idcd herein. In the event the 

59 well described in Art icle V I A . , or any subsequent well dri l led hereunder, results in a dry hole, and no olhcr well is producing, or capable 

60 of pnx luc ing oi l and/or gas from lhc Conl iac l Area, Ihis agicemenl shall terminate unless dr i l l ing , deepening, plugging back or rcwork-

61 ing opcralons are commenced w i lh in 9 Q days f rom the dale of abandonment of saiil we l l . 

62 

63 ll is agieed, however , that lhc Icrn i inal ion o f this agicemenl shall not relieve any party hereto f rom any l iabi l i ty which has 

64 accrued or attached pr ior lo the dale o f such lei muni t ion. 

65 

66 

67 

68 

69 

70 
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1 A R T I C L E X I V . 

2 C O M P L I A N C E W I T H LAWS AND REGULATIONS 

3 

4 A. Laws, Regulations mid Orders: 

5 

6 This agreement shall he subject lo the conservation laws of the stale in which the Contract Area is located, to the valid tules, 

7 l egulations, and orders of any duly constituted regulatory bixly of said state; and to all other applicable federal, slate, and local laws, or-

8 dinanccs, rules, regulations, and orders. 

9 

10 I I . Governing Law: 

1 I 

12 'Hiis agreement and all mailers pertaining heielo. including, but not limilcd lo, mailers of pel foi mancc, non |x:r forinance, hi each, 

1.1 remedies, procedures, righls, duties and interpolation or conslruclion, shall lie governed and determined by lhc law ofthe state in which 

14 the Conliacl Aiea is located. If lhc Conliacl Aiea is in two or more stales, Ihe law of lhc slate of N e w MeX-t-GQ 

15 shall govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall giant, or be consliued to grant, Opeialor the i ighl or authority lo waive or iclcasc any rights, 

20 privileges, or obligations which Non-Operators may have under federal or slate laws or under rules, regulations or orders promulgated 

2 I under such laws iu reference lo oil, gns and mincial o|x:ralions, including the location, o[XMiition, or pnxluclion of wells, on tracts ollset-

22 ling or adjacent lo the Coiilracl Area. 

2.1 

24 Wilh res|X-cl to the o|iein(ions heieundei, Non 0|x-ralois agiee to iclcasc 0|*:ialor from any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 

26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies lo the extent such interpretation or ap-

27 plication was made in gorxi faith. liach Noii-Opciiilor further agrees lo reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required lo ic.fund, icbalc or pay as a result oTsuch an incorrect interpretation or 

29 application, together with interest and penalties thereon owing by Opeiatoi as a result of such incorrect interpretation or application. 

30 

3 | Non-Operators aulhoi i/.e Operator lo piepaie and submit such documenls as may be icquircd to be submitted to the purchaser 

32 of any crude oil sold hereunder or lo any other person or entity pursuant to the requirements of the "Ciudc Oil Windfall Profit 'fax Act 

33 of 1980", as same may be amended from lime lo lime ( "Ac t " ) , and any valid regulations or nilcs which may be issued by the Treasury 

34 Department from time to time pursuant lo said Acl. liach parly hereto agiees to lurnish any and all certifications or olhcr information 

35 which is required lo be furnished by said Acl in a timely inannci and in sufficicnl detail lo permit compliance with said Art . 

36 

37 A R T I C L E X V . 

38 OTHER PROVISIONS 

39 

40 

41 
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A. N o t w i t h s t a n d i n g a n y t h i n g h e r e i n t o the c o n t r a r y , Richardson 

P r o d u c t i o n Company s h a L l have the r i g h t t o d e s i g n a t e Richardson 

O p e r a t i n g Company as Oper a t o r o f the C o n t r a c t Area, and i t s l a c k 

o f o w n e r s h i p i n the C o n t r a c t Area s l i a l l not be cause f o r i t s 

removal as Op e r a t o r o f the C o n t r a c t Area. 



1982 - Model Form Operating Agreement 

ARTICLE XVI. 
MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of J_st day of _Fe^ruarvJ^fJfTL 

OPERATOR 

RICHARDSON OPERATING COMPANY 

Cathleen Colby, At torney- in tact 

Date: fclafUCL.'* I, 2 ^ ° ' 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION C O M P A N Y 

Cathleen Colby, Attorney-i&Tact 

Date /, 26o) 



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. 

I. DESCRIPTION OF LANDS SUBJECT TO THIS AGREEMENT 

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

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

Limited in depth to the Pictured Cliffs formation 

III. 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 



STATL- OI'" COLORADO ) 
) ss. 

COUNTY OF DI'NVHR ) 

The foregoing instrument was acknowledged before mc this I s ' day of February, 2001, by 
Cathleen Colby as attorney in fact on behalf ol Richardson Operating Company and Richardson 
Production Company. 

S T A F F ; O F N F ; W MF.XICO ) 

) ss. 
COUNTY OF SAN JUAN 

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

My Commission Expires: 
Notary Public 



'I Pr H U H ) i n m l r rl I) j ' H in l . n ' M n H 

n l I 'D t< n lo wtn A r t i M M i l u n l I 

XI l i l i l 

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. 

A C C O U N T I N G I ' R O C E D U R l i L 

J O I N T O P E R A T I O N S 

1. C K N K I i A l , I ' l tOVl .S IONS 

D e l i i i i l i o un 

" J o i n t l ' i u p c r t y " ! th :d l m e a n Ibe i e . d a n d p e r s o n a l p r o p o i l y sub jec t , lo Hit ; i o iMinmL lo w h i c h 1.1) in A c c u u n l i i i K 1 ' i u c e d u i e 
in a l l u e h c d . 

" J o i n t O p e i n t l o n s " s h a l l m e a n n i l o p e r u l . inn; : u e c e s s u i y oi p i o p e r f o r t h e d e v e l o p m e n t u p c r u l l u u , p i e l e c t i o n a n d i m t l u l c 
n n u c e of t h e J o i n l 1 ' ropc i l y . 

" J o i n t A ceo ti n L" .shal l m e n u Ihe a c c o u n t ; ; h o w i i i | ; t h e c h : u p. r:i p a i d :wid c r e d i t s i e e u l v e d in t he c u m l u c l o t l l i e J u i u l O p e r a 
l i o n s a n d w h i c h in c Ui be s h a r e d by t h e l':w l ie::. 

" O p e i n l o i " s h a l l m e n u the p a r l y d e s l p n : i l c d lo c o m l i n T Ihe J o i n t O p c r i v l i o i i n . 
" N o n O p e r a l u r s " s h a l l m e n u t h e I ' n r l i c ! ! lo l l i i s a g r e e m e n i o l b e r t h u n l l i u O p e l a l u r . 

" I ' . ' uT l c i f l " r .hu l l m e n u O p e r n l o r n n d N u n 0 p e i u I m s. 

" F i r s t 1 / i ve l S u p e r v i s o r s " r .hul l m e n u (hose e m p l o y e e ! w h o s e p r i m a r y f n n e l i o i i i n J o i n t O p e i u t i o i i n in l h c i l i l cel . s u p e r v i s i o n 
of o t h e r i i i n p l o y c c n n n d / o r c o n l r n c l l a b o r d i i eel ly. e m p l o y e d on l l i e J o i n l P r o p e r l y In n f i e l d u p e n d i n g - c u p n c i l y . 
" T e c h n i c a l E m p l o y e e s " ; ; l u i l l m e a n t h o s e e m p l o y e e s b a v i n i ; s p e c i a l n m l n p c c l f i c e n g i n e e i ing» f j e u l n g J e u l u r o l h c r p i o f u s 
n Ion a I s k i l l s , n m l who : i c p r i m a i y f n n e l i o i i in J o i n l 0 pe l a l i o n a la Ihe Inn id l i n g uf n j i ee i l i e o p e i a l l n j ; eund I l i o n n n n d p i u t i le in : ; 
f o r t h e b e n e f i t o f t h e J o i n l P r o p e r l y . 

" P c r n o i i u l IC x p c u s c ; ) " .nil a 11 m e a n 11 a ve l a n d o l b e r i ear.o n a b le i c i i n b u r s n b l c e x p e n s e s uf 0 pe l u I u r ' i ; t un p i n y ecu. 
" M l i t e r in I " n h u l l m e a n p e r s o n s I p i ope r I y , eq u i | m i e n I o r si i | i p l ies a c q u 11 ed n r I in h i f u r use un t h e J o i n I l ' i n p e i I y. 
" C o u l i o l l n b l e M a l e i i n l " n h a l l m e a n M a l e i i a l w h i c h u l I b e l i m e i:i no el men Med In l l i e M u l e i i u l C l n s s i l i e u l i u n M n i i i i u ' as 
m o s t l e e e u l l y r e c o m m e n d e d by Ihe C o u n c i l of I ' e l i u l e u m A e c u u n l u n l n f l n c i c l i e s . 

S l i i l e i u e i i l n n d I J i l l i u g . n 

O p e r a l o r n h a l l t i i 11 M on - 0 p e r n I ui a un o r be fo i <• l l i e I n a l d a y u l e a c h m i n i 1 h f u r I be I r p i U | I O I I i n n a t e s h i n e u l I he .1 nl n I A e 
c o u n t f o r t h e p r e c e d i n g m o n l h . . ' Inch b i l l s w i l l be a c c o m p a n i e d by s t n l e u i c i i l s w h i c h i d e n t i f y l l i e n u l l i o i i l y bu ex p e n d i l .ui c, 
lense o r f a c i l i t y , a n d n i l c h a r g e s a n d e i e d i l s s u m m a i i/.ed by n p p r u p i ial.e c l a s s i f i c a t i o n s of i n v e s t m e n t n n d e x p e n s e e x c e p t 
t h n l i l e u m of C o n t r o l l a b l e M a l e i in l a n d u n u s u a l c l i a i ges a n d ei e d i l s n h a l l be s e p u i u l e l y i d e n l i l i e d a n d f u l l y d e s c r i b e d i n 
detail. 

Advances and Payments by Nun Operu lo iu 

A . t j u l e s s u l h e r w i s e p i o v i d c d f o r in I b e np, i e c u ie n I, I b e O p e i n l o r m a y r e q u i r e l l i e N u n O p e t a l u t n In a d v a n c e I h e i r 
s h a r e u f e s t i m a t e d c a s h o u t l a y f o r I b e s u c c e e d i n g m o n t h ' s o p e i a l l u u w l l l i l n f l f l e u u ( l b ) d a y s i d l e r r e c e i p t uf t he b i l l 
inpr o r hy the f i r s t d a y of (be m o n l h f o r w h i c h Ibe a d v a n c e is r e q u i r e d , w h i c h e v e r is l a t e r . O p e i a l o r s h n l l a d j u s t each 
m o n t h l y b i l l i n g lu r o l l e d a d v a n c e s r e c e i v e d I r o m l l i e N u n - O p e l a l o r a . 

I i . I 'h ich N o u - O p e t a l o r s h a l l p a y l l ; i p r u p o i t ion of a 11 h i I la w i l b i n ( i f l e e n ( I l i ) d a y s a f l e r i ece ip l . . I f p a y m e n t Is nu t m a d e 
wilhin nueh lime, llie unpaid balance shall bear inlei csl monthly al Ihe prime t ale in elleel al C'husn 

M a j i h ^ L t J L a . n . , N(2.w._.y .n tr ie on (he f i i s l d a y of f l u : m u u l h lu w h i c h d e l i n q u e n c y «e«:wr« p l u s 1% o r I he m a x i m u m 
eun I i n c l r u l e p e r i n i I t e d by I be a p p l i c a b l e usu i y l a w ; : i n l l i e s l a l e i n w h i c h l l i e J oi u l I ' i o p e i ty is I uc t i l e d , w h i c h e v e r 
i:i I h e l esse r , p l u s a t t o r n e y ' s fees, e o u i l eo: ; l : ; , a n d o l b e r coa ls In c o n n e c t i o n w i l h l l i e c o l l e c t i o n uf u n p a i d a m o u n t s . 

Adjus tments 

P n y i n e n l u f a n y s u c h b i l l s s h a l l n o l p r e j u d i c e l l i e r i g h t uf a n v N u n O p e r a l o r lo p i o t e s l o r q u e s t i o n I h e c o r r e c t n e s s I h e i eof; 

p r o v i d e d , h o w e v e r , a l l b i l l s a n d s l u l e m e i i l s t e n d e r e d lo N o n O p e r a t o r s by O p e i a l u r d u r i n g a n y c a l e n d a r y e n n l m l l eon 

c l i u i l v e l y be p r e s u m e d to be t r u e a n d c o r r e c t a f l e r I w e n l . v l o r n (VA) m o n l l u i f o l l u w l n g t h e e n d u f a n y n u e h e n l e n d a r y e a r , 

u n l e s s w i l h i n t h e n a i d I w c n l y - f u u r (VA) i i i u i i l . h p e r i o d a N n n - O p e r u l n r l a h e s w r i t t e n c x c c p l i u u I h e r e t n n n d l u u l i c s c l n i l i l nu 

O p e r n l o r f o r l i d j u s l . i n e i i l . N u a d j u s l m e i i l f u v u i a b l e lo O p e i a l o r s h a l l be m a d e u n l e s s i l is m a d e w i l h i n t h e n a m e p rese t i b e d 

p e r i o d . T h e p r o v i s i o n n oT l i d s p a r a g r a p h s l i a l l n o l p i e v e n t a d j u s t m e n t s r e s u l t i n g - f r o m a p h y s i c a l I n v e n t o r y of C o n t r o l l a b l e 

M a t e r i a l as p r o v i d e d f o r i n . S e d i n u V . 



5. Audi ls 

A. A Non-Operator, upon nolice in writing lo Opei nloi ami all oilier Non Operalor:;, :;hall have Ihe right lo i i i i i i i l Opera­
lor's accounts anil records relating lo (he Joinl Account for any calendar year wi lh in the twenl.y-four (?A) inonUi 
period following Ihe end of such calendar year; provided, however, Ihe 111:11(1111; of an audit, shall nol extend the lime 
for lhc taking of wrillen exception lo and Ihe adjustments of accounts as provided for iu Paragraph 4 of this Section 
I . Where there are two or more Non Opei aim :;, lhc Non Operalor:; shall iua)<e every reasonable effort lo eotiducl a 
joinl audit, in a manner which will result in a minimum of inconvenience In Ihe Operalor. Operator shall bear no por­
tion of lhc Nun-Operators' audit cosl incut red under Ihis paragraph unless agreed lo hy the Operator. The audils 
shall nol. lie conducted more Ihan once each year wiihoul prior approval of Operalor, except upon l.he resignation or 
removal of lhc Operator, and shall be made al Ihe expense of those Non Operalor:; approving such audit. 

I). The Operator shall reply in wr i t ing lo an audit i epoi I wilhin I HO days after receipt of such report. 

f>. Approva l Hy Non-Operators 

Where an approval or other agreement, of (he Parlies or NonOperators is expressly required tinder other sections of Ihis 
Accounting Procedure and if l.he agicemenl. hi which Ihis Account ing Procedure is aflached contains no contrary provisions 
in regard thereto, Opci aloi shall notify all Non Operalor:; of the Operalor's proposal, and the agreement or approval of 
a majority in interest of (he Non Operators shall lie conl rolling on all Non Opel atot s. 

I I . D l l t l sO T C l i AKOES 

Operator shall charge flic Joint Account with the following items: 

1. Ecological and Environmenta l 

Cosls incurred for the benefit of the Joint Properly as a result of governmental or regulatory requirements lo satisfy environ­
mental considerations applicable l<> the Joint Opci alions. Such costs may include surveys of an ecological or archaeological 
nature .and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

Lease rentals and royalties paid by Operator Tor Ihe Joint Operations. 

II. Labor 

A. (1) Salaries and wages of Operator's Held employees directly employed on flic Joinl. Property in the conduct of Joinl, 
Operations. 

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

(,'!) Salaries and wages of Technical Employees directly employed on the Joint Properly if such charges are excluded 
from the overhead rale.',. 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned lo and directly employed 
in the operation oT the Joint Properly if such charges are excluded from the overhead rates. 

B. Operator's cosl of holiday, vacation, sickness and disability benefits and other customary allowances paid lo employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph DA uf this Section I I . Such cosLs under 
this Paragraph . I I I may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to llie Joint Account under Paragraph .'JA of this Section I I . If percentage assessment 
is used, the rale shall be based un the Operator's cost experience. 

C. Expenditures or contributions made pursuant lo assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable lo the Joint Account under Paragraphs .'JA and .'JI) of this Section I I . 

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

A. Employee Dcnefits 

Operator's current cosLs of established plans for employees' group life insurance, hospitalizat ion, pension, retirement, slock 
purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs l!A and .'111 uf this Section I I shall be Operator's actual cost not. to exceed the percent most recent­
ly recommended by tlie Council of Petroleum Accountants Societies. 

5. Mater ia l 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material 
shall be purchased for or transferred to the Joint Property as may tie required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

G. Transportat ion 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 

A. If Material is moved to the Joint Properly from tin- Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like materia) 
is normally available or railway receiving point nearest the Joint Properly unless agreed to by the Parties. 



H. J f surplus Material is moved to Opei aim 's wat chouse or ol her slm age point, no charge .shall he made lo l.he Joinl Ae-
eounl for a distance greater than the distance to the.nearest reliable supply store, where like material is normally 
available, or railway receiving point neatest the Joint Properly unless agreed to by the Parlies. No charge sliall be 
made to the Joint Account for moving Material to oilier properties belonging fo Operator, unless agreed to by the 
Parties. 

0. In the application of subparagraphs A and 11 above, Ihe option to equalize or charge actual trucking cost is available 
when the actual charge is $100 or less excluding accessorial charges. The $'100 wil l be adjusted to Ihe amount most 
recently recommended by the Council of Petroleum Accountants .Societies. 

7. Services 

The cosl. of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section I I and Paragraph i , i i , and i i i , of See lion I I I . The cust of professional consultant stir vices and con tract ser­
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rales. 
The cost of professional consultant services or coiilracl. set vices of technical personnel nol. directly engaged on the Joint 
Property shall not be charged to the Joint Account, unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished Hy Operator 

A. Operator shall charge the Joint Account, for use of Operalor owned equipment and facilities at rates commensurate 
with cosls of ownership and operation. Such rales, shall include cosls of maintenance, repairs, other operating expense, 
insurance, faxes, depreciation, and interest on gross investment less accumulated depreciation not lo exceed 
- t w e l v e percent ( 1 2 - ''") I'er annum. Such rales shall not exceed average commercial rates currently pre 
vailing in the immediate area of the Joinl. Pi opei ly. 

1!. In lieu of charges in paragraph HA above, Opei alor may elect, to use average commercial rales prevailing in Ihe immedi­
ate area of the Joint Properly less 20%. For aulomolive equipment, Operator may elect lo use rates published by (he 
Petroleum Motor Transport Association. 

' .I . Damages and l/osses (o Joint Property 

All costs or expenses necessary for Ihe repair or replacement of Joint. Properly made necessary because of damages or losses 
incurred by fire, flood, slorm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
wil l ful misconduct. Operalor shall furnish Non Operator wriflen nolice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operalor. 

I 0. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the .Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed fo by the Parlies. Al l other legal expense is considered lo he coveted by Ihe 
overhead provisions of Section 111 unless otherwise agreed | ( ) by ibe Parlies, except as provided in Section I , Paragraph 
3. 

1 1. Taxes 

Al l taxes of every kind and nature assessed or levied upon or in connection with the Joint. Properly, Ihe operation thereof, 
or the produclion therefrom, and which laxes have been paid by the Operalor for the benefit of the Parlies. If the ad valo­
rem taxes are based in whole or iu part upon separate valuations of each parly's working interest, then notwithstanding 
anything lo the contrary hei ein, charges to the Joint Account shall be made and paid by the Parlies hereto in accordance 
with the tax value generated by each parly's working inleresl. 

12. Insurnnce 

Net premiums paid for insurance required lo be carried fur the Joint Operations for the protection of the Parties. In the 
event Joint Operations at e conducted in n stale in which Operator may act as self-insurer for Worker's Compensation and/ 
or Employers Liabili ty under the respective stale's laws. Operator may, at its election, Include the risk under its self-
insurance program and in lhal. evenl, Operalor shall include a charge a I. Operalor's cost not lo exceed manual rates. 

l . ' l . Abandonment and Reclamation 

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

14. Communications 

Cost of ncquiring, leasing, installing, operating, repairing and maintaining communication systctns, including radio and 
microwave facilities directly serving the Joint Properly. In the event communication facilities/systems serving the Joint 
Property are Operator owned, charges lo the Joint Account shall be made as provided in Paragraph 8 of this Section JI. 

I f i . Other Expenditures 

Any other expenditure not covered or dealt, with in Ihe foregoing provisions of this Section I I , or in Section I I I and which 
is of direct benefit lo the Joinl. Property and is incurred by the Operator in the necessary and proper conduct, of the Joint 
Operations. 



I I I . OVERHEAD 

O v e r h e a d - D r i l l i n g a n d P r o d u c i n g O p e i a l i ons 

i. An compensation for admin is t ra t i ve , supervis ion, off ice services and warehousing cosls, Opera lor shall charge d r i l l i n g 
and p roduc ing operat ions on e i ther : 

( x ) F ixed Rale Basis, Paragraph I A, or 
( ) Percentage Basis, Paragraph I I ! 

Unless otherwise agreed fo hy the Part ies, such charge shall lie in lieu of costs and expenses of id I off ices and salaries 
or wages plus appl icable burdens and expenses of al l personnel, except those d i rec t l y chargeable under Paragraph 
3A, Section I I . The cost and expense of services f rom outside sources in connection w i t h mat te rs of taxat ion , t r a f f i c , 
account ing or mat ters before or invo lv ing governmenta l agencies shall be considered as included in the overhead rates 
prov ided for in the above selected Pa rag raph of this Sect ion 111 unless such cost, and expense are agreed to by the 
Part ies as a d i rec t charge fo the Jo in t Account. 

i i . The salaries, wages and Personal Expenses of Technical Employers and/or the cost of professional consultant services 
and cont rac t services of technical personnel d i rec t l y employed on the Jo in t Proper ty : 

( ) shal l be covered by the overhead rates, or 
( X) shal l not be covered by the overhead rales. 

i i i . The salar ies, wages and Personal Expenses of Techn ica l Employees and /o r cosls of professional consul tant services 
and cont rac t services of technical personnel eithei- t empora r i l y or permanent ly assigned lo and d i rec t l y employed in 
the operat ion of the Joint. Proper ty : 

( ) shal l be covered by the overhead rates, or 
( x ) shal l not be covered by the overhead rales. 

A. Overhead - F ixed Rale Basis 

(1) Operator shall charge l.he Joinl. Account a I. the fo l low ing rale.", per wel l per mouth : 

D r i l l i n g Wel l Rale $ QQQ..QQ 
(Prora ted for less than a fu l l month) 

P roduc ing Wel l Rale % . ^ 0 0 . . 0 0 

(2) App l i ca t ion of Overhead - F ixed Rale Basis shal l be as fol lows: 

(a) D r i l l i n g Wel l Rale 

(1) Charges for d r i l l i n g wells shall begin on the dale Ihe wel l is spudded and terminate on the dale the d r i l l ­
ing r i g , complet ion r i g , or other uni ls used in complet ion of the wel l is released, whichever is later, except 
tha t no charge shal l be made d u r i n g suspension of d r i l l i n g or comple t ion operat ions for f i f teen (15) or 
more consecutive calendar days. 

(2) ("barges for wel ls unde rgo ing any type of workover or recomplet ion for a per iod of f ive (15) consecutive 
work days or more shall be made af the d r i l l i n g we l ! rate. Such charges shal l be appl ied for the per iod 
f rom dale workover operat ions, w i l h r i g or other un i ls used in workover , commence through date of r i g 
or o lber uni l . release, except that no charge shal l be made d u r i n g suspension of operat ions for f i f teen 
(15) or more consecutive calendar days. 

(b) P roduc ing Wel l Rales 

(1) An active wel l ei ther produced or injected info for any port ion of the mouth shall be considered as a one-
wel l charge for the ent i re mon lh . 

(2) Each active complet ion in a mul t i -completed wel l in wh ich product ion is not comming led down hole shal l 
be considered as a one-well charge p rov id ing each complet ion is considered a separate wel l by the govern­
ing regu la tory au tho r i t y . 

(l i) A n inactive gas well shut in because of overproduct ion or fa i lu re of purchaser to take the product ion shall 
be considered as a one-wel l charge p r o v i d i n g Ihe gas we l l is d i rec t l y connected lo a pe rmanen t sales 
out let . 

(•1) A one-well charge shall be made for the monlh iu wh ich p l ugg ing and abandonment operat ions are com­
pleted on any wel l . This one-well charge shall be made whether or nol the well has produced except when 
d r i l l i n g wel l rate appl ies. 

(5) A l l other inactive wells ( inc lud ing but not. l im i ted to inactive wells covered by un i t a l lowable, lease al low­
able, t rans fe r red a l lowable, etc.) shal l nol qua l i f y for an overhead charge. 

(H) The well rates shall be adjusted as of the f i rs t day of A p r i l each year fo l lowing the effect ive date (if the agreement 
lo wh ich Ibis Account ing Procedure is at tached. The ad jus tment shall be computed by mu l t i p l y ing ; the ra le cur­
rent ly in use by the percentage increase or deerense in the average weekly earn ings of Crude Petro leum and (Jus 
Product ion Worke rs foi- Ibe last ca lendar year compared lo the calendar year p reced ing ns shown by the Index 
of average weekly earn ings of Crude Petro leum and (las Product ion Worke rs as publ ished by the Un i ted Slates 
D e p a r t m e n t of Labor , Bureau of Labor Stat is t ics , or the equ iva len t Canad ian index as pub l ished by Stat is t ics 
Canada, as appl icab le . The adjusted rales shal l be l.he rales cu r ren t l y in use, plus or m inus Ihe computed ad­
jus tmen t . 

B. Overhead - Percentage Basis 

( I ) Operator shal l charge the J o i n l Account al. the fo l l ow ing rales: 



(a) Development 

Percent ( %) of llie cosl. of development of the Joint Property exclusive of costs provided 

under Paragraph Kl of Section 11 and all salvage credits. 

(b) Operating 

Pei rent ( %) of the cost of operating the Joinl. Property exclusive of cosls provided under 
Paragraphs 2 and 11) of Section I I , all salvage credits, Ihe value of injected substances purchased for secondary 
recovery and all laxes ami assessments which an; levied, assessed and paid upon the mineral interest in and 
to the Joint Properly. 

(2) Application of Overhead Percentage liasis shall be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph I i i of this Section I I I , development 
shall include all cosls in connection with dr i l l ing, K S I I i l l ing, deepening, or any remedial operations on any or all 
wells involving the use of dr i l l ing r ig and crew capable of dr i l l ing lo the producing interval on the Joint Prop­
erly, also, preliminary expenditures necessary in preparation for dri l l ing and expenditures incurred in abandoning 
when the well in not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major (loiislruction ns 
defined in Paragraph 2 of this Seeliou I I I . Al l olber costs shall be considered as operating. 

2. Overhead - Ma jo r Construction 

To compensate Operntor for overhead costs incurred iu l.he consliuetion and installation of fixed assets, the expansion of 
fixed assets, nnd any other project clearly discernible as a fixed asset required Tor the development and operation of ihe 
Joint Properly, Operator shall either negotiate a rale prior fo the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess uf $ : 

A. - 5 = L % of first $100,00(1 or tolal cost if less, plus 

H. _ -_2- % of costs in excess of % I (/(),()()() but less than $ 1,000,(1(10, plus 

C. „ _-,2=- % of costs in excess oT $1,000,000. 

Total cost shall mean the gross cosl of any one project. For the purpose of this paragraph, the component parts of a single 
project shall not be treated separately and the cosl of d r i l l ing and workover wells and art if icial l i f t equipment shall be 
excluded. 

.'1. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event, of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed lo by the Pnrties, which are necessary 
lo restore the Joinl Properly lo the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall cither negotiate a rale, prior to charging the Joint. Account or shall charge the Joint Account for overhead based on 
the following rales: 

A =5.-r % of total costs through $100,000; plus 

P. =3=-. % of total costs in excess of $100,000 but. less than $1,000,000; plus 

C. ~ 2 - % oT tolal cosls in excess oT $1,000,000. 

Expenditures subject to the overheads above wil l not, be reduced by insurance recoveries, and no oilier overhead provi­
sions of this Section I I I shall apply. 

'1. Amendment of Ratea 

The overhead rates provided for in this Section t i l may be amended from time to time only by mutual agreement between 
the Parlies hereto if, in practice, the rale:; are found fo be insufficient or excessive. 

IV . I'RICTNC- OF J O I N T A C C O U N T M A T E R I A L PURCHASES, T R A N S F E R S A N D DISPOSITIONS 

Operator is responsible for Joinl. Account Material and shall make primer and timely charges and credits for all Material move­
ments affecting the Joinl Property. Operator shall provide all Material for use on the Joint Property; however, af Operator's 
option, such Material may be supplied by the Non Operalor. Operator shall make timely disposition oT idle and/or surplus 
Material, nueh disposal being made either through sale lo Operalor or Non-Operator, division in kind, or sale lo outsiders. 
Operator may purchase, but shall be under no obligation lo purchase, inleresl of Non-Operators in surplus condition A or H 
Material. The disposal of surplus Controllable Material not purchased by the Operator sliall be agreed to by lhc Parties. 

1. Purchases 

Material purchased shall be charged at. the price paid by Operalor after deduction of all discounts received. In case ol 
Material found to be defective or returned lo vendor for any other reasons, credit shall be passed to the Joinl Account 
when adjustment has been received by the Operalor. 

2. Transfers and Dispositions 

Material furnished Ui the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed lo by Ihe Parlies, shall be priced on the following basis exclusive of cash discounts: 



A. New Mate r ia l (Condi t ion A) 

(1) T u b u l a r Goods Other than L ine Pipe 

(a) T u b u l a r goods, sized 2% inches 01) and la rger , except l ine pipe, shal l be pr iced al Eas te rn m i l l pub l ished 
car load base prices effect ive as of dale of movement plus I rauspot I al ion cost us ing Ihe HO,000 pound car load 
w e i g h t basis to the ra i lway rece iv ing point nearest, the .Joint P roper l y for wh ich publ ished ra i l rates for 
f u b u l a r goods exist. If l.he 80,000 pound ra i l ra le is not o f fe red , the 70.000 pound or !K),000 pound ra i l rate 
may he. used. Freight, chargers for l u l l i ng w i l l be calculated f rom l / i r a i n , Ohio and easing f rom Yo i ings lowu, 
Ohio. 

For grades which arc special U> one mi l l only, prices shall be computed af the m i l l base of that m i l l pi 113 trans­
por ta t ion cost f rom (hat m i l l to the ra i lway rece iv ing point nearest the .Joint Proper ty as prov ided above iu 
Paragraph 2.A.( l)(a). For t ranspor tat ion cost f rom points other than Eastern mi l ls , the 110,000 pound Oi l Field 
Hau le rs Associat ion interstate t ruck ra le shal l be used. 

Special end f in ish tubu la r goods shal l be pr iced at the lowest publ ished out of stock pr ice , f.o.b. Houston, 
Texas, plus t ranspor ta t ion coal, using Oi l F ie ld Maulers Associat ion in te rs la le .'10.000 pound t ruck rate, to 
the ra i lway rece iv ing point nearest the Joint, Proper ty . 

Macaron i t ub ing (size less than 2% inch OO) shal l be pr iced at the lowest publ ished out-of-stock prices f.o.b. 
the suppl ier plus t ransportat ion costs, using l.he Oi l F ie ld Haulers Association interstate t ruck rate per we igh t 
of t u b i n g t rans fe r red , I.n t in ; r a i lway rece iv ing point nearest the Jo in t Proper ty . 

(2) Pine Pipe 

(a) Eitic pipe movements (except, size 2-1 inch OI ) and larger w i l h wal ls % inch ami over) 110,000 pounds or more 
shal l be pr iced under provis ions of t u b u l a r goods p r i c i n g in Pa rag raph A. ( l ) (a ) as prov ided above. F r e i g h t 
charges shal l be calculated f r om Eora in , Ohio. 

(b) I,ine pipe movements (except size 21 inch OI ) and la rger w i t h wal ls % inch and over) less than ,'i0,0(K) pounds 
shall be pr iced at Eastern m i l l publ ished carload base prices effective as of date of sh ipment , plus 20 percent, 
plus t ranspor tat ion eosls based on f re igh t rales, as set for th under provisions of tubu lar goods p r i c i ng in Para­
g r a p h A . ( l ) (a ) as prov ided above. F r e i g h t charges shal l be calculated f rom I/u a in , Ohio. 

(c) L ine p ipe 24 inch OJ) and over and y, inch wa l l and l a rge r shal l he p r i ced f o b. the po in t of m a n u f a c t u r e 
at c u r r e n t new publ ished pr ices plus t ranspor ta t ion cosl. to the ra i lway rece iv ing po in t nearest the Jo in t 
Proper ly . 

(d) L ine pipe, i nc l ud ing fabr ica ted l ine pipe, d r i ve pipe and condu i t not l isted on publ ished pr ice l ists shall be 
pr iced at quoted pr ices plus f r e i g h t to Ihe ra i lway rece iv ing point nearest the Jo in t Proper ty or a l prices 
agreed to by the Par l ies. 

(!!) Other Mater ia l shall be priced at the e u r i e n l new price, iu effect at date of movement, as lisled by a rel iable supply 
store nearest the Jo in t Proper ly , or point of manu fac tu re , plus t ranspor ta t ion costs, if app l icab le , to the ra i lway 
rece iv ing point nearest the Jo in t Proper ly . 

(4) Unused now M a t e r i a l , except t u b u l a r goods, moved f rom the Jo in t P rope r l y shal l be pr iced a l the c u r r e n t new 
pr ice , in ef fect on dale of movement , as l isted by a re l iab le supp ly store nearest the. Jo in t P roper ty , or point of 
manu fac tu re , plus t ra nspot I a l ien costs, if app l icab le , In the ra i lway rece iv ing po in t nearest the Jo in t Proper ty . 
Unused new lobu la rs w i l l be pr iced as prov ided above in Pa rag raph 2 A (1) and (2). 

U. Good Used Ma te r i a l (Condi t ion 1!) 

Ma te r i a l in sound and serviceable cond i t ion and su i tab le for reuse w i t h o u t recond i t ion ing : 

(1) Ma te r i a l moved to the Jo in t P roper l y 

A t seventy- f ive percent (75%) of c u r r e n t new pr ice, as de te rm ined by Pa rag raph A . 

(2) Ma te r i a l used on and moved f rom the Jo in t P roper l y 

(a) A l seventy-five percent (75%) of current, new price, as determined by Paragraph A, if Ma te r ia l was or ig ina l ly 
charged to the Joinl, Accoun t as new Ma te r i a l or 

(b) A t s i x t y - f i ve percent ((15%) of c u r r e n t new pr ice, as de te rm ined by Pa rag raph A, if Ma te r i a l was o r i g ina l l y 
charged lo the Jo in l Account as used Ma te r i a l . 

(I!) Ma te r i a l no l used on and moved f r om the Jo in t Proper ty 

A t seventy-f ive percent (75%) of c u r r e n t new pr ice as de te rmined by Pa rag raph A. 

The cosl of recond i t ion ing , if any, shal l be absorbed by (he t r a n s f e r r i n g p roper ty . 

C. Other Used Mate r ia l 

(1) Condi t ion C 

Mater ia l wh ich is nut in sound and serviceable condit ion and not sui table for its o r ig ina l funct ion un t i l a f ter recon­
d i t i o n i n g shal l be pr iced at f i f t y percent (50%) of c u r r e n t new pr ice as de te rm ined by Pa rag raph A. The cost of 
recond i t ion ing shal l be charged In the receiv ing p roper ly , prov ided Condi t ion C value plus cosl of recond i t ion ing 
docs not exceed Condi t ion H value. 



(2) Condi t ion I ) 

M n l c r i a l , exc lud ing j unk , no longer sui table for its o r i g ina l purpose, but. usable Tor some other purpose shal l be 
pr iced on a basis commensura te w i t h its use. Operator may dispose of Cond i t ion I) Ma te r i a l under procedures 
no rma l l y used by Opera lor without, p r io r approval of Non Operators. 

(a) Casing, t ub ing , or d r i l l pipe used as l ine pipe shal l he pr iced as Grade A and B seamless l ine pipe of com­
parab le size and we igh t . Used easing, t u b i n g or d r i l l p ipe u t i l i zed as l ine pipe shal l be pr iced at used l ine 
pipe prices. 

(b) Casing, tub ing or d r i l l pipe used n.s h igher pressure service lines than s tandard line pipe, e.g. power oil lines, 
shal l be pr iced under no rma l p r i c i n g procedures for cas ing, t u b i n g , or d r i l l pipe. Upset t ubu la r goods shal l 
he pr iced on a non upset basis. 

(,'!) Condi t ion E 

Junk shal l be pr iced at p r e v a i l i n g prices. Operator may dispose of Condi t ion E Ma te r i a l under procedures nor­
mal ly u t i l ized by Operator w i t hou t p r io r approval of N o n O p e r a t o r s . 

I ) . Obsolete Ma te r ia l 

M a t e r i a l wh i ch is serviceable and usable for i ls o r i g i na l funct ion bu t condi t ion and /o r value of such Ma te r i a l is not 
equivalent fo tha t wh ich would jus t i f y a pr ice as prov ided above may be special ly pr iced as agreed to by the Part ies. 
Such price should result in the Jo in t Account being charged w i t h Ihe value of the service rendered by such Ma te r i a l . 

IC. P r i c i n g Condit ions 

(1) I/oading or unloading costs may be charged fo the Joint. Account at the ra le of twenty- f ive cents (25^) per hundred 
we igh t on al l t ubu la r goods movements, iu l ieu of actual load ing or un load ing costs sustained at the s tock ing 
point. The above rate shall be adjusted as of Ihe f i rs t day of A p r i l each year fo l lowing January 1, 1985 by the same 
percentage increase or decr ease used fo ad just overhead rales in Section I I I , Pa rag raph l.A(!>). Each year, the 
rale calculated shal l be rounded to Ibe nearest cent and shall be. the r ide in effect un t i l the first, day of A p r i l next 
year. Such rate shal l be publ ished each year by the Counci l of Pet ro leum Accountants Societies. 

(2) Mate r ia l invo lv ing erection costs shal l ho charged a I. appl icable percentage of the c u r r e n t knocked down pr ice of 
new Ma te r i a l . 

,'!. P r e m i u m Pr ices 

Whenever Mater ia l is not readi ly obtainable at publ ished or l isled prices because of nat ional emergencies, str ikes or other 
unusual causes over wh i ch the Opera tor has no con t ro l , the Opera lo r may charge the Jo in t Accoun t for the requ i red 
Ma te r i a l a l the Operator 's actual cost i ncu r red in p r o v i d i n g such M a t e r i a l , in m a k i n g i t Buitable for use, and in mov ing 
i t lo the .Joint Proper ty ; prov ided notice in w r i t i n g is fu rn ished to Non-Operators of the proponed chnrgo p r io r to b i l l i n g 
Non-Operators for such Ma te r i a l . Each Non-Opera tor shal l have the r i g h t , by so e lect ing nnd no t i f y i ng Operator w i t h i n 
ten days af ter receiv ing nolice f rom Operator , to fu rn ish in k ind al l or pa r t of his share of such Ma te r ia l sui table for use 
and acceptable fo Operator . 

4. W a r r a n t y o f M a t e r i a l F u r n i s h e d By O p e r a t o r 

Operator does not w a r r a n t the M a t e r i a l f u rn i shed . In ease of defect ive M a t e r i a l , c red i t shal l not be passed to the Jo in t 
Account un t i l ad jus tment has been received by Operator f rom the manu fac tu re rs or Ihe i r agents. 

V. I N V E N T O R I E S 

The Operator shal l ma in ta in detai led records of Cont ro l lab le Ma te r i a l . 

1. P e r i o d i c I n v e n t o r i e s , No l i ce a n d R e p r e s e n t a t i o n 

A t reasonable intervals, inventor ies shall be taken by Operator of the J o i n l Account Contro l lab le M a t e r i a l . W r i t t e n notice 
of in tent ion to take inventory shal l be g iven by Operator at least t h i r t y (30) days before nny inventory is lo begin so tha t 
Non-Operators may be represented when any inventory is taken. Fa i lu re of Non-Operators to be represented at an inven­
tory shal l b ind Non-Operators to accept the inventory (alien by Opera lo r . 

2. R e c o n c i l i a t i o n and A d j u s t m e n t o f I n v e n t o r i e s 

Ad jus tmen ts to the Jo in t Accoun t resu l t i ng f rom the reconc i l ia t ion of a physical inventory shal l be made w i t h i n six 
months fo l low ing the t ak i ng of the inventory . Inventory ad jus tments shal l be made by Operator to the Jo in t Account for 
overages and shortages, but , Operator shal l be held accountable only for shortages due to lack of reasonable d i l igence. 

.'J. Spec ia l I n v e n t o r i e s 

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property. 
I t shall be the du ly of the par ty se l l ing to not i fy al l other Part ies as qu ick ly as possible af ter the t ransfer of In leres l lakes 
place. In such cases, both the sel ler and the purchaser shal l be governed by such inventory . In cases i nvo l v ing a change 
of Opera lor , a l l Part ies shal l be governed by such inventory . 

\ . E x p e n s e of C o n d u c t i n g I n v e n t o r i e s 

A . The expense of conduc t ing per iod ic inventor ies shal l not be charged to the Jo in t Accoun t unless agreed lo by the 
Part ies. 

I i . The expense of conduct ing special inventor ies shal l he charged fo the Part ies request ing such inventor ies, except in ­
ventories requ i red due lo change of Operator shal l be charged lo the J o i n l 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. Flail, 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 

Workmen's 
Compensation 

General 

Motor Vehicle 

Excess Liability 

POLICY FORM 

Statutory 

Comprehensive 

Standard Automobile 

MINIMUM LIMITS OF LIABILITY 

Statutory, per laws of the Stale in which the 
Contract Area is located 

Bodily Injury and Property Liability Damage 
Combined ($1,000,000 each occurrence and 
aggregate) 

Bodily Injury and Property Combined 
($1,000,000 each occurrence and aggregate) 

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

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

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

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

GAS BALANCING AGREEMENT 

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

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

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

An account shall be established for each party not marketing or otherwise disposing of its full 
share of the gas produced, which account shall be credited with an amount of gas equal fo 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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1 O P E R A T I N G A ( ; R l i K M K N T 

2 

3 TIMS AGREEMENT, entered into hy and lielwccn R i c l i a r d S o n „ . 0 p e r a L i t l g . C o m p n i i y 

'I ._. __. __ , hc« ei ii II I l i : r dcriignalcd nnd 

5 referred to as "0|>cralor", and the signatory paily or pailies oilier than G|>eralor, sometimes heieinalicr lefcrred to individually herein 

6 as "Non Operalor", and collectively as "Non Operators". 

7 

H W I TNESSKTII: 

9 
10 WHEREAS, lhc parties to this agreemeni arc owncis of oil and gas leases and/or oil and gas inleiesls in the laud identified in 

I I Exhibit " A " , nnd the parlies hereto have reached an agreement to explore and develop these leases and/or oil nnd gas inlcrcsls for the 

12 production of oil nnd gas to llie extent and as licreinnltcr provided. 

13 

14 NOW, THEREFORE, it is agiccd as follows: 

15 

16 A R T I C L E I . 

17 DKI1NITIONS 

18 

19 As used in ibis agicemenl, llie following words and Icims shall have ihe meanings heie asciibcd lo them: 

20 A. The leim " o i l and gas" sliall mean oil, gas, casinghead gas, gas condensate, and all oilier li<|uid or gaseous hydrocaiboiei 

21 and olber marketable substances produced Iheicwilh, unless an inlcnl to liniil ihe inclusivcness ol lliis term is specifically staled. 

22 I I . Ibe terms " o i l and gas lease", "lease" and "leasehold" shall menu the oil and gas leases covering tracts of land 

23 lying wilhin llie Contract Area which arc owned by (lie pailies lo (his agreement 

24 C. The lerm " o i l and gas inlcrcsls" shall mean unleased fee and ininciiil inleiesls in liacls of bind lying within Ihe 

25 Coiilracl Area which are owned by piulies lo ihis agreement. 

3(» I), The term "Conl met Ai en" si ml I tiiruii nil ul ilu- hi ml';, oil unit gir: IniM-hold inlci i-sls nnd nil nnd gai inlercils inl milled lo he 

27 developed and operated for oil and gas pui|Mises inidci (his agieenieul. Such lands, oil and gas leasehold inleiesls and oil and gas inleiesls 

28 aie desciibed in Exhibil " A " . 

29 l i . The lerm "dril l ing unit" sliall mean Ihe area lined for the (billing of one well by order or rule of any slate or 

30 federal body having authority. If a drilling unit is nol fixed by any such nilc or order, a drilling unil shall !>c lhc drilling unit as cslabli.sh-

31 ed by Ihe patient of drilling in the Conliacl Area or as fixed by expiess agrceuicnl of the Drilling Panics 

32 E The term "dr i l l s i le" shall mean the oil and gas lease or inleresl on which a pio|x>scd well is lo be located. 

33 G. The terms "Dr i l l ing Parly" and "Conseniing Parly " shall mean a paily who agiees lo join in and pay ils share of the cosl oi 

34 any opcralion conduelcd under (he provisions of Ibis agrceuicnl. 

35 I I . The terms "Non-Drill ing Paily" and "Non-Consenting Paity" shall mean a paity who elects not lo participate 

36 in a proposed opcralion. 

37 

38 Unless (he context otherwise clearly indicates, winds used in the singular include Ihe plural, llie plural includes lhc 

39 singular, nnd llie neuter gender includes lhc masculine and llie feminine. 

40 

4 1 A R T I C I . K I I . 

42 K X I I I I I I I S 

43 

44 Ihe following exhibits, as indicated below and allachcd heielo, arc incoiporaled in and made a pail hereof: 

45 W A. Exhibil " A " , shall include llie following information: 

46 (1) Identification of lands subject lo this agreement, 

47 (2) Restrictions, if any, as lo depths, formations, or substances, 

48 (3) Percentages or fractional inlcrcsls oT pailies lo lliis agreemeni. 

49 (4) Oil and gas leases and/or oil and gas inleiesls subject lo this agicemenl, 

50 (5) Addresses of pailies for notice purposes. 

51 EJ ti": fcrxhibit * ' ! ) " , J ivrm'of Ee^ne. 

52 IM C. Exhibit " C " , Accounting Procedure. 

53 IX D. Exhibil " D " , Insurance. 

54 M l i . Exhibit " E " , Gas Balancing Agreemeni. 

55 I)*) E. Exhibil " E " , Non-Discriiiiinalion and Ceililicalioii of Nun-Scgiegalcd Facilities. 

56 I 1 &—Exhibit " G " , Tux Pnrtnerthip. 

57 If any provision of any exhibit, except Exhibits " I i " and " G " , is inconsistent with any provision contained in the body 

58 ol this agicemenl, lhc piovisions in the laxly of this agicemenl shall pievail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 A R T I C I . K 111. 

2 I N T E R E S T S O K P A R T I E S 

3 

4 A . O i l and (Jus In terests : 

5 

6 I f any party owns an oi l and gas interest in the Contract Area, that inleresl shall he treated for all purposes o f this i igrccinenl 

7 and dur ing Ihe lerm hereof as i f il were covcicd by lhc form o( oi l and gas lease attached hcielo as Exhibit " I ) " , and Ihe owner t luucof 

8 shall l>e deemed lo own both royal ly inleresl in such lease and lhc inleiesl of lhc lessee (hereunder. 

9 

10 I I . I n l c r cs l s o f Part ies in Costs and P r o d u c t i o n : 

1 I 

12 Unless changed by olhcr provis ions, all costs and l iabi l i t ies incurred in operations under Ihis agreemeni shall be borne and 

1.1 paid, and all equipment and malci ials acquired in <i[>ei nlions on lhc ( \>nii itc! Aiea shall !>c m v i w l . hy lhc pm lies as iheir inleiesls HIC scl 

14 foi t l i iu Exhibit " A " . In die same manner, (he pailies sliall also own all production o f oi l and gas Irom ihe Conl i act A iea subject lo the 

1-5 payment of royalt ies lo l l ie extent o f o n e . G i C j l l L h . ( .1 / H ) which shall be home as hereinafter set fo r th . 

16 

17 Regardless o f which pai ly has conl i ibulcd lhc lease(s) and/or oi l and gas inlcre.sl(s) heielo on which royal ly is due aad 

18 payable, each parly entitled to icccive a share o f produclion of oil and gas from the Conl iacl Aiea shall bear and shall pay or de l ive i , o i 

19 cause lo be paid or del ivered, lo the extent o f ils inleresl in such pnx luc l ion , the royalty amount stipulated hcieinabovc and shall hold the 

20 oi l ier parlies free from any l iabi l i ty therefor. No pai ly shall ever Ix- ics|>oiisiblc, however, on a price basis higher Ihan (he price received 

2 I by such par ly , lo any olhcr pa i ly 's lessor or loya l ly owner , and i l any such olhcr party 's lessor or loya l ly owner should demand and 

22 receive settlement on a l i ighei pi ice basis, lhc pai ly contr ibut ing lhc alfected lease shall hear the additional royally burden ali i ibulable 

23 lo such higher pr ice. 

24 

25 No lh ing contained in this A i l i c l c 111 J). shall be deemed an assignment or cio.ss assignment of inleiesls covc icd hc icby . 

26 

27 C . Excess Roya l t ies , O v e r r i d i n g Royal t ies and O t h e r Payments : 

28 

29 Unless changed by olhcr provis ions, i f lhc inleresl of any pa i ly in any lease covc icd hc icby is subject lo any roya l ly , 

30 oven id ing royal ly, producl ion payment or oil ier lu i idcn on pioducl ion in excess o l the amount stipulated in Art ic le M B . , such paity so 

31 buidencd shall assume and alone lx:ar all such excess obligations and shall indemnify and hold the olhei parlies heielo harmless from any 

32 and all c laims and demands for payment asserted by owners of such excess burden. 

33 

34 I ) . Subsequent ly C reu t cd In te res ts : 

35 

36 I f any parly should l icreafler cieale an over r id ing roya l ly , pnx luc l ion payment or other buidei i payable out o f p ioduc l ion 

.37 attributable lo its w o i k i n g inleiesl hereunder, o tALsucka-bu idc iucx i t led piior- UMliiK-agietMiUMil and i:i notnel forllv-in E x h i b i r - u A J - L r o r 

38 was- j toUl i rc losedj t i -vwi t i i ig - to^ 

39 aeeeple<l-obligHli(»n-«f-all-par4itts (any such inleresl being hereinafter lefcrred lo as "subsequently created in le res l " irrespective o f t h e 

40 l im ing o f ils creation and lhc parly out o f whose wo i k i ng inleresl llie subsequently created inleresl is derived being hcieinaflcr refer icd 

4 1 lo us "burdened p a i t y " ) , and: 

42 

43 I . I f lhc burdened pai ly is required under Ihis agicei i ic i i l lo assign or tel i i iquisl i (o any olhcr parly, or parties, all or a |x>rtion 

44 o f its wo rk ing inleresl and/or lhc product ion attr ibutable thereto, said other pa i l y , or parl ies, shall receive said assign-

45 ment and/or producl ion free nnd cleivr of said subsequently created inleresl and Ihe burdened piu ly shall indemni fy nnd 

46 save said olber par ly , or parl ies, harmless f rom any and all claims and demands lor payment asserted by owners o f ihe 

47 subsequently crcalcd in leresl ; and, 

48 

49 2. I f the buidencd parly fails lo pay, when due, its share of expenses chargeable heieundei , all p iovis ions o f A i t i c l c V I I . I I . 

50 shall be enforceable against the subsequently ciealcd inleiesl in lhc same manner as ihey arc enforceable against the wo ik ing 

51 inleresl o f lhc burdened par ly . 

52 

53 A R T I C L E I V . 

54 T I T L E S 

55 

56 A . T i t l e E x a m i n a t i o n : 

57 

58 "I IItc examinat ion shall be made on lhc dr i l ls i le o f any proposed wel l pr ior lo commencement of d r i l l i ng o|>cralions or , i f 

59 (he Dr i l l ing Parlies so request, l i l le examination shall Ix: made on (he leases and/or oil and gas inlcrcsls included, or planned (o l>e incliid-

60 ed, in the dr i l l ing unit around such we l l . The opinion w i l l include the ownership o f the wo ik ing inleresl, minerals, royal ty , overr id ing 

61 loyal ly and production payments under lhc applicable leases. A l lhc lime a well is proposed, each paily contributing leases and/or oil and 

62 gas inlcrcsls lo Ihe dr i l ls i le , or lo be included in such d i i l l i ng unit, shall furnish lo Operalor all abstracts ( including federal lease status 

63 reports), l i l le op in ions, (i(le papers and curat ive material in ils possession free o f charge. A l l such informat ion not in the possession 

64 o f or made available lo Operalor by Ihe panics, but necessary for the examination o f t h e l i l le , shall I K obtained by Operator. Opcn'tor 

65 shall cause l i l le lo be examined by attorneys on ils staff or by outside attorneys, copies of all tit le opinions shall be furnished lo each paity 

66 hereto. Ihe cost incurred by Operator in this l i l le program shall l>c borne as fo l lows: 

67 

68 I 1 Opt ion No . I : Cosls inc l ined by 0|>eialor in p ioc iu ing abstracts and l i l le examinat ion ( inc luding pre l im inary , supplemental, 

69 shut-in gas royalty opinions and division order title opinions) shall be a pai l of lhc administrative overhead as provided in Exhibi l " C " , 

70 and shall nol be a direct charge, whether performed by Operator 's spif f attorneys or by outside attorneys. 

2 
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A R T I C L E IV 

continued 

1 [K. Option No. 2: Cosls incurred by Operalor in proem ing abstracts and lees paid outside allot neys lor lille examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall l>e borne by Ihe Drilling Parties 

3 in lhc proportion that Ihe interest of each Dr illing Party bears lo the total inleresl of all Drilling Pailies as such inteicsls appear in Ex-

4 hibil " A " . Operalor shall make no charge for services rendered by ils slaK attorneys or olber personnel in the performance of ibe above 

5 functions. 

6 

7 Each parly shall be responsible for sccui ing cm alive mallei and pooling amendments or agreements required in connection 

H with leases or oil and gas inleiesls contributed by such parly. ()|>ci ntor shall be res|>onsihlc lor Ihe prcpai alion and recording of |>ooling 

9 designations or declarations as well as Ibe conduct of hcai ings lx.Torc governmental agencies for Ihe seem ing of spacing or |xx>ling orders. 

10 This shall not prevent any party from appearing on its own behalf al any such bearing. 

I I 

12 No well shall be cli i 1 led on Ihe Conli act Area unlil alter (I) the lille to the di illsilc or di illing unil has been examined as above 

13 provided, and (2) the lille has been approved by (he examining attorney or title has been accepted by all oflhe pailies who are lo par-

14 licipalc in lhc drilling of Ihe well. 

15 

16 i i . Loss or Tit le: 

17 

IK I . T'ailuic ol Title: .Should any oil nnd gns inleiesl <n leic;e, oi iniricsl Iheiein, he losl llmnigh liuluic of lille, which lof,s 

19 results in a reduction of inleiesl liom that shown on Exhibit " A " , ibe paily contributing Ihe allected lease or inleiesl shall hav;-

20 ninety (90) days from final determination of lille failure lo acquiie a new lease or other instrument curing the entirely of lhe title 

21 failure, which acquisition will nol be subject lo Aiticlc V I I I . I I . , and lading lo do so, Ihis agieenieul, ncveilhcless, shall continue 

22 in force as lo all remaining oil and gas leases and inlcrcsls: and, 

23 (a) The party whose oil and gas lease or inleiesl is allected by the lille failure shall beai alone the cntiic loss and il shall not be 

24 entitled lo recover from <.)|x:rator or lhc other parlies any development or operating costs which il may have Ihcieloforc paid or incurred, 

25 bul there shall be no additional liability on ils part to lhc olhcr panics heielo by reason of such lille failure; 

26 (b) There shall be no retroactive adjustment of expenses inclined or revenues icccived bom Ihe opcialion of the inleresl 

27 which has been losl, but Ihe inlcrcsls of the parlies shall be revised on an acreage basis, as of the lime il is dclerinined Tinallv that 

28 lille failure has occurred, so lhal Ihe inleresl of lhc parly whose lease or inleresl is affected by Ihe title faibue will thereafter be 

29 reduced in lhc Coiilracl Area by the amount of the inleiesl losl; 

30 (c) If lhc piopoiliouale inleiesl ol (he olhcr panics heielo in any producing well (hcrcloloic diilled on ihe Conliacl Aiea i:, 

31 increased by reason of lhc title failure, the parly whose lille has failed shall receive lhc proceeds atlr ibulable lo lhc increase in such in-

32 lercsl (less cosls and burdens allributable thereto) unlil il has been reimbuiscd lor uniccovered cosls paid by il in connection with such 

33 well; 

34 (d) Should any |>crsoii nol a party to this agreemeni, who is dclerinined lo be the owner of any inleresl in lhc lille which has 

35 failed, pay in any manner any pari of lhc cosl of o|>ci alion, development, or equipment, such amount sliall be paid lo the party or paities 

36 who bore lhc cosl which arc so refunded; 

37 (c) Any liability lo account lo a thiid party for prior production of oil and gas which arises by reason of title failure shall be 

38 borne by lhc parly or parlies whose lille failed in Ihe same proportions iir which Ihcy shared iu such prior produclion; and, 

39 (t) No charge shall be made lo the joinl account for legal exjienscs, fees or salaries, in connection wilh the defense ofthe inleresl 

40 cl a unci I by any pin ly herein, il being Ihe iulcnl ion ol Ihe pin I ies he i elo lhal cm:h shul I del end lille to ils inleresl and bear all expenses in 

41 connection there wil l ; . 

42 

43 2. Loss by Non-Payment or Erroneous Payment ol Amount Due: 11, through mistake or oversight, any rental, shut-in well 

44 payment, minimum royalty or royally payment, is not paid or is erroneously paid, and as a result a lease or inleresl therein terminates, 

45 there shall be no monetary liability against (he parly who failed lo make such payment. Unless the parly who failed lo make ihe required 

46 payment secures a new lease covering the same interest wilhin ninety (90) days from the discovery oflhe failure (o make proper payment, 

47 which acquisition will nol 1x2 subject lo Article VI I I .H . , the interests ofthe pailies shall be revised on an acreage basis, effective as oflhe 

48 dale of termination of lhc lease involved, and llie parly who tailed lo make pio|X'i payment will no lougei be credited wilh an inleresl in 

49 lhc Coiilracl Area on account of ownership o f t he lease or inleresl which has terminated. In llie event the pai ly who failed lo make lhc 

50 required payment shall nol have been fully reimbursed, al the time oflhe loss, from ihe pioceeds ofthe sale of oil and gas altribnlahlc lo 

5 I lhc lost inleresl. calculated on an acreage basis, for lhc development and operating costs ihciclofoie paid on account of such inleresl, il 

52 shall l>c reimbursed for unrecovered actual costs (heretofore paid by il (bill nol lor ils share oflhe cosl of any dry hole previously drilled 

53 or wells previously abandoned) from so much of Ihe following as is necessary lo effect reimbursement: 

54 (a) Proceeds of oil and gas, less operating expenses, (heretofore accrued to lhc credil oflhe losl inleresl. on an acreage basis, 

55 up lo Ihe amount of unrecovered costs; 

56 (b) Proceeds, less operating expenses, thereafter accrued attributable lo lhc lost inleiesl on an acreage basis, ol lhal poilion of 

57 oil and gas thereafter produced and maikeled (excluding pioduclion from any wells (hereafter drilled) which, in the absence ofsuch lease 

58 termination, would be attributable to the losl inleiesl on an acreage basis, up to (he amount of uniccovered cosls, lhc proceeds ol said 

59 poilion of die oil and gns lo be conliibiilcd by Ihe olhcr pailies in pio|«ulion lo their icspcclive inlcrcsls; and. 

60 (c) Any monies, up lo lhc amount of unrecovered cosls, lhal may be paid by any parly who is, or becomes. Ibe owner 

61 of lhc inleresl lost, for llie privilege of participating in the Coiilracl Area or becoming a parly lo this agreement. 

62 

()3 3. Olber I .osses: All losses iucui icd, olber Ihan lb use sel loi th in Ai tides IV . l t . 1 . and IV 11.2. above, sliall be joinl losses 

64 and shall be borne by all pailies in propoilion lo their inlcrcsls. I here shall be no leadjuslmeul of inleiesls in the icinaining portion of 

65 the Coiilracl Area. 

66 

67 

68 

69 

70 

3 
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as s h o w n o n 11 x h i h i l " A " i eu m i n i n g a I I n r x i h i d i Mg ihe v o l i 11 p n i l e i e i l o f O p e l n l o i . .Such i n i g n a t i o n u i i n u n v n l s h a l l n u l b r c o i u c 

e l l ee l i ve u n l i l 7 :(X) o ' c l o c k A M o n Ihe I u i l d a y i d l l i e c a l c u d a i m o u t h l o i l o w i n g the ex p u a l i o n u l n i u e l y ( " 0 ) d a y s a l l e i l l i e g i v i n g 

o l n o t i c e o f i c s i g u a l i u i i by O p c i a l o i o i a c t i o n by the N o n O p e i a l o u lo i r m o v e O p e i n l o i , un less a s u c c e s s o r O p c i a l o i has b e e n 

s e l e c t e d a n d as. i iu i ic r , l h c i l u l i e i o l O p c i a l o i nl an e a i l i e i da l e O p e i n l o i , a l l e t c f l r c l i v e da le u l i c s i g n n l i u n o i l e n i o v i d . shr i l l be 

b o u n d b y (he I c n i i s l i e i e o f a i a N u n O p c i i i l o i . A c l i r m g c <d a c o r p o r a t e n a m e o i s l i u c t t i i e n l O p e i n l o i u i ( i i i n i / r i u f O p c i n l u i ' s 

i n l e i e i l to a n y s i n g l e s u b s i d e u ) ' , p n i r u t o i u u i e v ; u i t o i JMM .- i l iun i l n d l uu l be ihe h a i l s b u i r u i u v a l u l O p e i n l o i . 

2 . S e l e c t i o n o f S u c c c s s o i O p e i n l o i : U p o n l hc i c s i g n n t i o u o i i n n o v i d o l O p e i n l o r , n sneers-ran O p e i n to t r l u i l l be s c l c c l c d l i y 

Ihe pa i l i e s . 11 ic s u c c c s s o i O p e i n l o i . ' ha l l I >e sc lee l ed l i o i n d ie p a i l ies o w n i n g nu i n l e i e s l i n Ihe C u u l i net A i r n at the l i m e s u c h successor 

0 | H - I a l o i is s e l e c t e d . T h e .succcssoi 0 |>c i a l o i sha l l l ie i c l c ( led by the nl l i i u n l i v e v o l e o l t w o (2 ) or l u o i c pa i l ies o w n i n g a m: \ j o i l l y i n l c t r s l 

based o n o w n e i s h i p as s h o w n o n I \ x h i b i l " A "; p i ov i d e d . ho c.'evei , i I an 0 |« , ' i a l o i w h i c h has been i e u i u ved (n i ls to vole, u l vo les o n l y In 

.sneered i l . sc l l , ibe succe. i . io i 0 | w r a l u j sha l l be ie lecl<-d by ibe a l l i i n i a l i v r vo le uf I w u [7 ) u i i o n i c p a i l i r s o w n i n g n i i i n / o i i l v i n l r i r . i l bn.srd 

o i l o w n c i s h i | i as s h o w n o n P .xh ib i l ' ' A ' " i r i i u i i r i i n g a l l e i e x c l u d i n g i h e v o t i n g i n l e i r . i l u l the O p e i n l o i that was i c i u o v e d . 

C . E m p l o y e e s : 

1 he n u m b e r o( e m p l o y e e s used by O p e i :i l o i iu ( in id in t i n g o p e i a l i u n i he i c u u d c i , t he i i s e l e c t i o n . nnd Ihr. h u m s ut I nbo i nnd l l ie 

c o m p e n s a t i o n f o i s r i v i c e s pe l ( o i i n e d s h a l l be d e l e i i i i i u e i l b y O p e i n l u i , n n d n i l . i nch e m p l o y e e s shn l l be i h r cl n p l o y r r i u f O p n a l u i . 

1 ) . D r i l l i n g C n i i l r n c l s : 

A l l w e l l s ( b i l l e d o n (be ( . ' o n l i n e ! A i e a s l i a l l be ( b i l l e d o n a c o m p e t i t i v e c o u l i n e t bas is n( ( l ie u s u a l i n l e s p i e v a i l i n g In l hc 

m e n . I f i l so d e s i i c . i , O p e r a l o r m a y e m p l o y i ls o w n t o o l s and e i | u i p n i e u l i u the d i i l l i n g o l w e l l s , hut i ls c h i u g c s t h c i e f o i shn l l n o l 

e x c e e d l l i e p r e v a i l i n g ra l es i u i h e au ra a n d I he i n l e o f s u c h c b a i g e s sha l l be i i g i e c d u p o n by Ihe p a i l i e s in w i l l i n g b r b u e ( b i l l i n g 

u p c i n l i i m s a i e c o m m e n c e d , and s u c h w o i k s h a l l be p c i l i u m r d by O p c i a l o i unde r (he s a m e t r i m s nnd c u t u l i l i n i i s as n i r c u s l o m n i y 

a n d u s u a l i n l h c a i r a in c o n l i r i c l s o f i n d e p e u d r u l c u u l i a c l o i s w h o :u c d o i n g w o i k u f a s i m i l a r u a l i i i r . 

A H I H ' I . F , V I . 

D R I L L I N G A N D D E V E L O P M E N T 

A . I n i t i a l W e l l : 

O n o r b e f o r e I h r 1 5 b h ^ . ^ ( ) | A p r i l , 2 0 0 1 , 0 ) i r i a l o r sha l l r o u u n c u c r l l i e ( h i l l i n g o l 

a w e l l f o r o i l a n d gas al ( l ie b i l l o w i n g l o c a t i o n : 

Township 29 North, Raiifte 14 West. N M P M 
Section 9: Nb/TSW/d 

San Juan County. New Me.Nico 

and s h a l l I h e i c n f l c r e o n l i n u e (he d i i l l i n g . o l Ibe " ' e l l w i l h d u e d i l i g e n c e lo 

lo lest lhc FTuitlnnd Coal and Picluicd Cl i f fs formations 

u n l e s s g i a u i l e o r o l b e r p i n c l i c n l l y in i p e n r l i a b l e l u b s l n u c e o i r o n d i l i o u in l hc h o l e , w h i c h r r u d e i s l u i l h e i ( b i l l i n g i i n p i n r l i c a l , is r n -

c o u n l c i e d al n lesser d e j i l b , o i u n l e s s a l l p a i l i e s a g i e e lo c o m p l e t e o i n b a n d o n i h e w e l l nl a lesser d e p t h . 

O p e r a l o i sha l l m a k e r e a s o n a b l e Ics ls o l a l l I'm m a i n n is ei i c o n l i ter ed d i n i n g d i i l l i n g w h i c h g i v e i n d i c a t i o n o l c u n l n i n i n g n i l a n d 

gas iu ( j u a u l i l i c s s n f l i c i c u l lo l e . i l , un less l l i i s ag i e c u i c u l sha l l be l i m i l c d in i l l n j i p l i e n l i o n lo a s p e c i f i c I'm m a l u m o i Ru m a l i o n s . in w h i r h 

e v e n ! O j i e i n l o r s h a l l be i c i p r i i e d lo lest o n l y (he l o n n a l i o u o i l o i m a l i o i i s l o w h i c h th i s n g i c r i n e n l i n n y a p p l y . 



1982 - Model I'Omi Opcraling Agreemeni 

ARTICLE. VI 
< oiilinucrl 

1 If , in Operalor's judgment, llie well will nol produce oil or gas in paying quantities, and it wislies lo plug and abandon llie 

2 well as a dry hole, (he provisions of Aiticlc V I . E . I . shall Ihcicader apply. 

3 

<1 

5 

6 11. Subsequent Operations: 

7 

8 I . Proposed Operations: Should any parly hereto desire lo drill any well on the Conlnicl Area olhcr ihan the well provided 

9 lor in A rliclc V I . A. , orlo rework, dec|>en or plug back a dry hole drilled al lhc joinl cx]icnse of all panics or a well jointly owned by all 

10 ihe pin lies and nol thriijproUucui^ in pay ing quantities. die pin ly desii ing lo di i l l . i cwm k, dcc|>en or plug back such a well shall give Ihe 

1 I other parties written notice oflhe proposed opcralion, :;|>ccilying llie work lo be |icrloi mcd, lhc location, piu|X)sed depth, objective I'oima-

12 lion and lhc estimated cosl of die opcralion. The paities receiving such a nolice sliall have thirty (30) days after icecipt of die notice 

13 wilhin which lo notify lhc parly wishing lo do lhc woi k whelhei Ibey elect lo pai licipalc in Ihe cost ol the proposed opcralion. If a di i l l -

l ' i ing rig is on location, nolice of a proposal lo rcwoik, plug back or drill deeper may he given by telephone and the [espouse peiiixl 

15 shall be limilcd lo forty-eight (48) bonis, exclusive of Saliuday, Sunday and legal holidays, Eailuic of a paily icceiviiig such nolice 

16 lo i eply within Ihe period above fixed shall con.slilule an clccl ion hy lhal pai ly nol lo participate in lhc cosl ol Ihe pi oposed opcialion. 

17 Any nolice or response given by telephone shall be promptly coiiliiincd in writing., 

18 

*then c apable o f p r o d u c i n g 
20 

21 If all pai lies clccl lo paiticinplc in such a pi oposed opei alion, ()|x:i alor shall, wilhin ninety (90) days afler * x pi i alion of lhc nolice 

22 period of thirly (30) duys (or ns promptly ns possible afler llie expiration of (lie forty-eight (4H) hour period when n ill illing r ig is oir loca-

23 lion, as lhc case may be), actually commence Ihe proposed o|xnntion nnd complete il with due diligence al die risk and cx|X'nse of all par-

24 lies herelo; piovidcd, however, said commencement date may be extended upon wi illcn nolice of same by O|x:riitor lo die olhcr panics, 

25 for a |»eiiod of up lo tbiity (30) additional days if, in the sole opinion of Opcinlnr, such additional lime is reasonably necessaiv lo oblain 

26 permits from governmental aulhoi ilies. surface righls (including i ighls-of way) or appropriate diilling equipment, or lo complete 

27 lille examination or curative mailer required lor lille approval or acceptance. Notwithstanding the loice niajeuic provisions of Arl i 

28 clc X I , if the actual opcralion has nol been commenced within Ihe time provided (including any extension (hereof as S|>ccirically 

29 permitted herein) and if any parly heielo slill desires lo conduct said opcralion. written notice proposing same must be resubmitted 

30 to the olhcr parlies in accordance wilh the piovisions hereof as il no prior pioposal had been made. 

31 

32 

33 

34 2. Operations by Less than Al l Patties: If any parly receiving such notice as provided in Aiticlc V I . I). I . or V I I . D . I . (Option 

35 No. 2) elects not lo participate in lhc proposed opcralion, llien, in order lo be entitled lo lhc benches of lliis Aiticlc, Ihe parly or parlies 

36 giving lhc notice and such oilier parlies as shall eleel lo participate in llie opcralion shall, wilhin ninety (90) days afler lhc expiialion of 

37 Ihe nolice period of thirty (30) days (or as promptly as [xf.ssiblc afler Ihe expiration of Ihe lorly eight (48) hour period when a drilling 

38 rig is on location, as the case may be) actually commence (he proposed opcralion and complelc il wilh due diligence. Operalor shall 

39 perform all work for (lie account of lhe Conseniing Parlies; provided, however, if no drilling rig or oilier equipment is on locution, 

40 and i f Operator is a Non-Conscnling Parly, the Conseniing Parlies shall cither: (a) request Operalor lo perform lire work required 

4 I by such proposed opcralion for (he account of the Conseniing Parlies, or (b) designate one (1) of (he Consenting Parties ns Operalor 

42 lo perform such work. Conseniing Parlies, when conducting opcialions on the Conliacl Area pursuant to this Article VLB.2 . , shull 

43 comply with all terms and conditions of Ihis agieenieul. 

44 

45 

46 

47 If less ihan all parlies approve any proposed opcralion, Ihe proposing parly, immediately alter the expiration of the applicable 

48 nolice pcrirxl, shall advise lhc Consenting Pailies of lhc total inleresl ol the pailies approving such opcialion and ils recommendation as 

49 to whether the Consenting Parlies should proceed wilh llie operation as proposed. Each Consenting Parly, wilhin forty-eight (48) hours 

50 (exclusive of Salurday, Sunday and legal holidays) after receipt of such nolice, shall advise lhc proposing parly of ils desire lo (a) 

51 limit participation to such parly's inleresl as shown on Exhibit " A " or (b) carry its piopoiliouale part of Non-Conscnling Parlies' 

52 inlcrcsls, and failure lo advi.se Ihe proposing parly shall be deemed an election under (a). In lhc event a drilling rig is on location, 

53 lhc lime permitted for such a response shall nol exceed a lolal of folly-eight (48) hours (inclusive of Saturday, Sunday and legal 

54 holidays). The proposing piuly. al ils elccliou, may withdraw such proposal i l Iheic is insnllicicnl par I icipalion and shall promptly 

55 nobly all parlies of such decision. 

56 

57 

58 The cubic cosl and lisk of conducting such operations sliall be borne by die Conseniing Parlies in lhc proportions Ibey have 

59 elected lo beai same under lhc lerms of lhc preceding paragraph. Conseniing Pai lies shall keep the leasehold estates involved in such 

60 operations bee and clear of all liens and encumbrances of cvciy kind created by or arising from the o|x-rations oi the Consenting Paities. 

61 [| such an Deration results in a dry hole, lhc Conseniing Parlies shall plug and abandon lhc well and restore lhc surface location al their 

62 sole cosl, risk and cx|Kiisc. If any well drilled, reworked, deepened or plugged back under lhc provisions of ibis Article results in a pro-

63 diicei ol oil and/or gas in paying quantifies, llie Conseniing Pailies shall complete and equip the well lo jirixiuce al their sole cosl and risk, 

64 

65 

66 

67 

68 

69 

70 

5 



1982 - Model Form Operating Agreement 

A K T I C L K V I 

continued 

1 and (lie well sliall llicn be turned over to Operator and shall be O|KU riled by It at the expense and loi (he account ofthe Consenting Par-

2 tics. Upon commencement of operations for the diilling, reworking, deepening or plugging back of any such well by Consenting Panics 

3 in accordance with the provisions of this Article, each Non-Consenting Puity shall be deemed to have relinquished lo Consenting Parlies, 

4 and the Consenting Parlies shall own and be entitled to receive, in proportion to their respective inleiesls, all of such Non-Conscnling 

5 Party's interest in lhc well and share of pnxluclion therefrom unlil lhc proceeds ofthe sale of such share, calculated nt lire well, or 

6 market value thereof i f such share is not sold, (afler deducting prodirctiorr laxes, excise laxes, royally, overriding royally and oilier in-

7 tcresls not excepted by Article 111.0. payable out of or measured by (be produclion from such well accruing wilh rcs[>cc( lo such inleresl 

8 until it reverts) shall equal the lolal of the following: 

9 

10 

1 1 

12 (a) 100% ol each such Non-Consenting Parly's shaie ol the cosl of any newly acquired sur face equipment beyond the wellhead 

13 conneclions (including, but not limited lo, slock tanks, separators, (renters, pumping equipment and piping), plus 100% of each such 

14 Non-Conscnling Party's shore of lhc cost of opcialion of tire well commencing with first produclion and continuing until each such Non-

15 Consenting Pnrly'n reliriqiiiNhcd inleresl shnll rcvcil lo il under oilier provisions (if Ibis Arlicle, il being agreed that each Non-

16 Consenting Parly's share of such cosls and equipment will be lhal inleresl which would have been chargeable to such Non-Consenting 

17 Parly had il participated in lhc well from (be beginning of llie operations; and 

18 

19 

20 

21 (b) 3 0 0 % of (hat portion of lhc costs and expenses of (billing, icwoiking, deepening, plugging back, testing nnd 

22 completing, nfler deducting any cash contributions received under Ai licle VJ1I.C, and 3 0 0 ^ ' ' l n l P 0 " ' 0 " of Ibe cosl of 

23 newly acquired equipment in lhc well (lo and including lhc wellhead conneclions), which would have been chargeable lo such Non-

24 Conseniing Parly if it had participated Ihcicin. 

25 

26 

27 

28 An election nol to participate in the di illing or Ibe deepening of a well shall be deemed an election not to pailicipale in any rc-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied 

30 that is conducted at any lime prior lo full recovery by the Consenting Parlies of lhc Non Conseniing Parly's recoupment account. 

3 I Any such reworking or plugging back operation conduelcd during (he recoupment period shall be deemed part of the cosl of opcrn-

32 lion of said well nnd (here shall be added lo lhc sums (o be recouped by the Consenting Parlies one bundled percent (100%) of 

33 that portion of the cosls of (he reworking or plugging back opcralion which would have been chargeable lo such Non-Conscnling 

34 Parly had il participated Ihcicin. If such a reworking or plugging back opcralion is promised during such recoupment pcrirxl, lhc 

35 provisions of ibis Arlicle VI.13. shall be applicable as between said Consenting Parlies in said well. 

36 

37 

38 

39 During the period of lime Conseniing Parlies arc entitled lo receive Non-Conseniing Paily's share of production, or lhc 

40 proceeds (herefrom, Conseniing Parlies shall l>c res|X)iisihle for (he payment of all produclion, severance, excise, gathering and other 

41 laxes, and all royalty, overriding royalty and other burdens applicable to Non-Conscnling Parly's share of produclion not excepted 

42 by Article I l l . D . 

43 

44 

45 

46 In llie case of any reworking, plugging back or dee|>cr drilling opcralion, ihe Conseniing Parlies shall tic permitted lo use, bee 

47 of cost, all casing, tubing nnd other equipment in the well, but (he ownership of nil such equipment shnll remain unchanged; nnd upon 

48 abandonment of a well nfter such reworking, plugging bnck or deeper drilling, the Conseniing Parlies shall account for all such cquip-

49 ment to Ibe owners thereof, with each parly receiving ils proportionate pait in kind or in value, less cosl of salvage. 

50 

51 

52 

5.3 Wilhin sixty (60) days afler lhc completion of any opcialion under Ihis Arlicle, die parly conducting lhc operations for the 

54 Consenting Parlies shall furnish each Non-Conscnling Par ly with an inventory of (he cqiiipmcnl in and connecled lo the well, and an 

55 itemized statement oflhe cosl of drilling, deepening, plugging back, testing, completing, and equipping (he well for pnxluclion; or, nl 

56 ils option, the o|x;raling parly, in lieu of an itemized statement ofsuch costs of opcralion, may submit a detailed statement of monthly bill-

57 ings. liach monlh thereafter, dur ing lhc. time Ibe Consenting Parties arc being reimbursed as provided above, lhc party conducting the 

58 operations for the Consenting Parties shall furnish the Non-Conscnling Parlies wilh tin itemized statement of all cosls and liabilities in-

59 currcd in Ibe opei alion of lhc well, logelher wilh a slalemenl of (be quantity of oil and gas produced from it and the amount of priKccds 

60 realized from the sale ofthe well's working inleresl produclion during Ihe preceding monlh. In determining the quanlily of oil and gns 

61 produced during nrty monlh, Consenting Parties shnll use industry iicccpled methods sticlt us, hut no( limilcd lo, metering or periodic 

62 well tcsls. Any amount realized from the sale or olhcr disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Party had il participated therein shall be credited against lhc total unrelurncd cosls 

64 of lhc work done and of llie equipment puichascd in determining when Ihe inleresl of such Non-Consenting Party shall revert lo il as 

65 above provided; and i f there is a credit balance, il shall be paid lo such Non-Conscnling Parly. 

66 

67 

68 

69 

70 
6 
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A R T I C L E V I 

continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished intcicst the amounts provided for above, 

2 the relinquished interests ofsuch Non Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining dicreto, and the produclion 

4 therefrom ns such Non-Consenting Parly would have l>ccn entitled lo had il participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Conscnling Paity shall be charged with and shall pay ils proportionate part of the further 

6 costs of the operation of said well in accordance wilh Ihe terms of this agreement and ihe Accounting Procedure attached herein. 

7 

8 

9 

10 Nolwidislanding llie provisions of this Arlicle VI.H.2. , il is agreed thai wiihoul the mutual consent of all pnrtics, no wells shnll 

11 l>c completed in or produced from a source of supply horn which a well located elsewhere on lhc Contract Area is prixlucing, unless such 

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

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever lo the di illing ol the initial well described in Arlicle VI A. 

17 except (n) as to Article V I I . D . I . (Option No. 2), il selected, or (b) ns lo lhc reworking, deepening nnd plugging bnckof such initial well 

18 after it has been drilled lo the depth specified in Article V I . A. if it shnll (hereafter prove to be n dry hole or, if initially completed Tor pro-

19 duction, censes to produoe in paying quantities. 
2 0 be c a p a b l e o f p r o d u c i n g 
21 

22 

23 3. Stand-By Time: When a well which has been drilled or deepened has leached ils aulhori/ed depth and all lesls have IKCII 

24 completed, and the results thereof furnished lo lhc parties, stand-by cosls incurred pending response to a party's nolice proposing a 

25 reworking, deepening, plugging back or completing opcralion in such a well shall Ire charged and borne as part of lhc drilling or decpen-

26 ing operation just completed. Stand-by cosls subsequent to all parlies responding, or expiration of Ihe res|Jonsc lime permitted, whichever 

27 firsl occurs, nnd prior to agreemeni as lo lhc participating inlcrcsls of all Conseniing Parlies pursuant lo the terms ofthe second grain-

28 matical paragraph of Article VLB.2, shall be charged lo and Ixirnc. as part of the proposed operation, but if ihr proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated belween the Conseniing partics in ihe proportion 

30 each Conseniing Party's interest as shown on Exhibil " A " bears lo the total interest as shown on Exhibit " A " of all Consenting Par-

31 tics. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of diis agreemeni applicable to a "deepening" operation shall 

36 also be applicable lo nny proposal to directionally conliol and intentionally deviate a well from vertical so ns lo change lhc bottom hole 

37 location (herein cnlled "sidetracking"), unless done to sliaighlcn the hole or lo drill around junk in Ihe hole or because of olhcr 

38 mechanical difficulties. Any piuly having lhc right lo participate in a promised sidetracking opcralion that docs not own nn inleresl in lhc 

39 affected well bore al lhc lime oflhe nolice shall, upon electing to participate, tender lo lhc well Ixue owneis ils proportionate share (equal 

40 lo its inleresl in the sidetracking operation) of the value of lliat portion of the existing well bore lo be utilized as follows: 

41 

42 

4.3 

44 (a) If the proposal is for sidclracking an existing diy hole, reimbursement shall be on llie basis of lhc aclual cosls incurred in 

45 Ihe initial drilling of lhc well down to the depth al which lhc sidclracking opcralion is initialed. 

46 

47 

48 

49 fb) I f lhc proposal is for sidclracking a well which has previously produced, reimbursement shall b" on lire basis oflhe well's 

50 salvablc materials and equipment down lo the depth at which lhc sidclracking opcralion is initialed, determined in accordance wilh the 

51 provisions of Exhibit " C " , less the estimated cosl of salvaging and the estimated cost of plugging and abandoning. 

52 

53 

54 

55 In the event that nolice lor a sidetracking operation is given while the diilling rig to Ix; utilized is on location, the response |x;riod 

56 shall be limilcd lo forty-eight (48) hours, exclusive of Salurday, Sunday and legal holidays; provided, however, any party may request 

57 and receive up to eighl (8) additional days afler expiration of the forty-eight (48) hours wilhin which lo respond by paying for all stand-by 

58 lime incurred during such extended response period. I f more ihan one party elects lo lake such additional time lo respond lo the notice, 

59 standby costs shall be allocutcd between the paities taking additional lime to rcsjxmd on a day-to-day basis in the proportion each electing 

60 party's inleresl as shown on Exhibit " A " bears lo the total interest as shown on Exhibit " A " of all the electing parties. In all olhcr in-

61 stances the response period to a proposal for sidclracking shall be limilcd to thirty (30) days. 

62 

63 

64 

65 C. TAK1NO PRODUCTION IN K I N D : 

66 

67 Each purty shall lake in kind or separately dispose of ils pro]x>rtioniilc share of all oil and gas produced from lhc Coiilracl Area, 

68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for 

69 marketing purposes and production unavoidably losl. Any cxlra expenditure incurred in the taking in kind or separate disposition by nny 

70 parly of ils proportionate share of the production shall be borne by such party. Any parly Inking ils chare of production in kind shul I he 

7 
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A R T I C L E V I 

con t i nued 

1 i r q i i i r r d f f I p a y f o r o n l y i u | i i r . | i r . I I ir u i n l f ' i l u u r n f - n u l l p i n / i l U J p g i i l l u x l t - J t X l l f l i e r I l l c U i t i c t - U < I i i t ; i l - i t - U < c < , . 

2 

3 l iacl i p iu ly .shall execute such d iv is ion oi dci s and r m i l i ads as may Ix- necessary lor lhc sale o l ils intei est in jn oduct ion l'i inn 

4 the Coi i l racl A iea , and, except as p iov idcd in Art ic le V I I . I i . , shall be entitled to icccivc payment di iecl ly b o m Ihe purchaser Ihcicof foi 

5 its shaie o f all p ioduc l ion . 

fi 

7 lu (be event any pai ty shall fail lo make Ihe ai i augcmcnls necessai y to lake in kind oi separately dis|x>sc ol ils pi ojxi i I innate shale 

li ol lhc oi l piodnced b o u i Ihe Conl iacl A iea , ( ) |M ' I I I IO I shnll have Ibe l i gh l . subject lo lhc I evocation nl wi l l by llie party owning i l , bill nol 

9 ihe ob l iga t ion , (o purchase such oi l or sell il to o lhc is al any l ime and f i om l i inc (o l ime , t^r-uUc ncctumr^f-UW-Hon Inkii»^-|>iH4y-ftl-4by 

10 -Uci.1. pi ire oblainable in Ibe urea loi s uci i-pcoJucUon. Any such pui chase, or sale by Oper alor shall be subject always lo lhc [ ighl o f l h e 

I 1 owner o f l h e producl ion lo exercise al any l ime ils / ighl lo lake in k ind , oi sep.iri i lcly dispose o l , ils shn/c of all o i l not previously 

12 del ivered lo a purchaser. Any purchase or sale by 0 [x : r i i lo i ol any olber par ly 's share of oil shnll be only for such reasonable periods of 

13 t ime as lire consistent wi th lhc m in imum needs of Ihe indusli y under llie particular circumstances, bul in no evenl for n period in excess 

l'i o f one ( I ) year. * and shall account (o such pai l ) lor the .iclual nol pioceeds icccived for such p ioduc l ion. i f sold, or lhc 

current market price i f purchased In Opci aloi . 

16 In Ihe event one or more parties' sepaialc <lis|x>,silioii ol ils shaie ol ibe gas causes split-stream deliveries lo separate pi| icl incs 

17 and/or deliveries which on a day to day basis lor any i eason ai e not exactly equal lo a pai ly 's respective pi o p n donate si in I c of tolal gas 

18 sales lo be allocated lo i l , lhc balancing in accounting between Ihe icspccl ive accounts o l ibe pail ies shall \K. in accordance w i lh any 

19 gas balancing agreement l ietwccn Ihe parties heielo, whelhei such nn ngiecinrul is attached ns Exhibit " ! • ' " . oi is a sepaialc agieenieul. 

20 

21 I ) . Access lo C o n d uct Area unci Infor r i i a l l u n : 

2 2 

23 I Midi pai ly shall have access lo Ihe Conl r acl Area nl all r envoi inble l imes, a! ils sole cosl and lisk lo iiis|x-cl or obscr ve opct alions, 

24 nnd shnll have access nl icasonnble times to iuhu mil l ion pertaining to ihe development or o'x-inl ioti theieof, including 0|X"inlor 's Ixxiks 

25 and records i elating therein. Opei alor, i i |«in r equesl, shall furnish each ol the olber pai lies w i lh copies of nil foi ins or reports fi led with 

26 governmental agencies, dai ly d i i l l i n g reports, wel l logs, lank tables, dai ly gauge, and run tickets and icpo i ls of slock on hand at the 

27 l i i si o f each mon lh , and shall make available samples of anv coies oi cuttings taken f i om any wel l di i l lc i l on die Conl i aet A iea . 1 he 

28 cost of gal her ing and furnishing in format ion lo Non ( )pei ; i ior , olhei Ihan lhal specified above, shall be char ged to the Nun -Opei alor 

29 that icquesls die in for tun ium. 

30 

31 Is. Abnur lo i i rue i i l of We l l s : 

32 

33 I. Abandonment of D i y Moles: Except lor any wel l dr i l led or deepened pursuant lo Art ic le VI.1).2 , any well which has Ix-cu 

34 d i i l led or dcc|>cncd under llie. Icims ol lliis agieenieul and is pio|xisi:d lo In- completed as a dry hole shall not be plugged and abandoned 

35 wi ihout the consent of all |>ai l ies. .Should Opei a lo i , niter dil igent el foi t, be unable to conl act any party, or should nny pm ly fail lo reply 

36 wirhiu lorty-eighl (4M) hours (exclusive of Snluidny, Sunday nnd legal holidays) alter icceipl of notice of flic pio[Mi'ial to plug nnd abandon 

37 such we l l , such party shall be deemed lo have consented lo Ihe pioposed abandonment. A l l such wells shall IK- plugged and abandoned 

38 in accordance wi lh applicable regulations and al Ihe cosl, ii.sk and ex|x'n.se ol lhc pailies who participated in the cost of dr i l l ing or deepen -

39 ing such wel l . Any party who objects to plugging and abandoning such well sliall have the l ight lo lake over lhc well nnd conduct further 

40 opeiat ions in search of oi l and/or gas subject lo Ihe p iov is ions of Ar t i c le V I . H . 

41 

42 2. Abandonment o l Wel ls that have 1'ioduecd: Except loi any wel l in which a Non-Consent operation has been conduelcd 

43 hereunder for which llie Conseni ing Parties have not been In fly reimbursed as herein prov ided, any wel l which has been completed 

44 as n producer shall nol be plugged and abandoned w i ihou l the consent of all pai l ies. If all parties consent lo such abandonment, lhc wel l 

45 shall be. plugged and abandoned in aecoidance wi lh applicable ieguhilioii.s and al (lu- cosl. risk and ex|wnse of all lhc pailies heielo. If, 

46 wi lh in thirty (.30) days nfler i eceipl o l notice ol Ihe promised i i l i i i i idoiunrnl of nny wel l , nil pint ies do not ngicc to lhc abandonment of such 

47 we l l , those wishing lo coi. l inuc ils opcral ion f rom the intci vnl(s) of ihe foi mation(s) l l ien open lo pnx luc l ion shnll lender lo end ' of the 

48 olhei parlies ils p iopoi l iouale share of Ihe value o f lhc wel l 's .lalvnblc malei ial and equipment, deler mined in aecoidance wi lh Ihe provi-

49 sions o f Exh ib i l " C ", less lhc estimated cost o f salvaging and lhc estimated cost of p lugging and abandoning. Each abandoning 

50 pa i ly shall assign Ihe non-abandoning parties, w i ihou l w a n a n l y , expiess or imp l ied , ns lo l i l le in as In qunnl i ly , or fitness lo i use 

51 of lhc equipment and matei in l , all o f ils inleiesl in the wel l and i elated equipment, logelher wi th its inleiesl in Ihe leasehold eslale as lo, 

52 bul only as l o , lhc inlei val or inlei vals of lhc lo i inal ion oi foi i l lations ll ien open lo pnx luc l i on . I I lhc inleiesl of Ihe abandoning pal ly 

53 is or includes au oi l and gas i n l c e s l , such party shall execule and del iver lo (he non-abandoning party or parties nn oi l and gas lease, 

54 l imited lo die interval or intervals of llie loi inalion or lot malions then oix-n lo pnx luc l ion, for a lerm of one (1) year and so long theicaller 

55 as ni l and/or gas is pr oduccil horn Ihe interval or inleivals ol ihe lorn lai ion or foi malions eovci ed I hereby, such lease lo be on lhc foi in 

56 attached as Exhibi t 

57 

58 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

6K 

69 8 

70 
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A R T I C L E vi 
continued 

1 " I I " . The assignments or leases so limited shall encompass the "d i i l l ing unit" upon which the well is located, "lhc 

2 payments by, and Ihe assignments or leases lo, Ihe assignees shall l>e in a ralio based UJKJII Ihe ichiliunship of iheii icspcclive pciccnlngc 

3 of parlicipalioti in lhc Coiilracl Aiea lo lhc aggregate of lhc percentages of participation in lhc Contract Area of all assignees. There 

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

5 

fi Tbcrcaflcr, abandoning parties shall have no further responsibility, liability, or inleresl in lhc opcialion of or pioduclion bom 

7 lhc well in the interval or inleivals then open oilier Ihan the loyalties ictained in any lease made uiidci llie Icims ol Ihis Aiticlc. Upon ic-

8 quest, Opeinlor shall continue to operate lhc assigned well for Ihe account of the non-abandoning parties nl the rules nnd charges con-

9 leniplntcd by ihis agreement, plus nny nddilionnl cost nnd ebniges which may nrisc as lhc result oflhe separate ownership oflhe nssigncd 

10 well. Ujxin proposed abandonment of lhc producing intcrvnl(s) nssigncd or leased, lhc assignor or lcssoi shall llien have the option lo 

I I rcpui chase ils prior inlei est in die well (using the siune va Inalion loi inula) and pin ticipnlc iu further o|x:i at ions Ihei ein subject In lhc piu -

12 visions hereof. 

1.3 

l ' i 3. Abandonment of Nun Consent Opcialions: The piovisions ol Article V I . K . l . or VI . I : .2 . above shall be applicable as 

15 between Consenting Parlies in the event of (lie pioposed abandonment of any well excepted (nun said Articles; piovidcd, howevci, no 

I 6 well sliall be pel niaiicnlly plugged and abandoned unless and unlil all pai I ies having lhc i ighl lo conduct further opei at ions Ihcicin have 

17 been notified of the pioposed abandonment and a I fouled Ihe oppoi 1 unity lo elect lo take ovci ihe well in accoi dance wilh Ibe pi o visions 

18 of (his Article V I . I : . 

19 

20 A R T I C L E V I I . 

21 EXPEND!TURKS AND J JAI5 IUTY OK PARTIES 

22 

23 A. Elnbilily of I 'm lies: 

2-1 

25 The liability of (he parties shall be scveial, nol joint oi collective. liach party shall be icsponsible only for ils obligations, and 

26 shall be liable only for its pi npoi I iounte shin e. of the costs of developing and opei nl ing the Conli ncl Ai en Accoi dingly, the liens granted 

27 nuiong the parlies in Article VI1.I1. me given lo secui e only llie debts ol each sevei ally. 11 is nol the intent ion of Ihe parties to ei calc, nor 

28 shall Ibis agi cement be const i ued as ei eating, a min ing, or olhei pai I uc i ship oi association, m lo i endei lhc pm tics liable as partners. 

29 

30 H. I,lens and Payment Defaults: 

3) 

32 Each Non-Operator gianls lo 0|>cralor a lien upon ils oil and gas righls in Ihe Conliacl Aiea, and a secuiily inleresl in ils shair 

33 of oil and/or gns when exli uclcd and its inlei est in nil equipment. lo •recti i e pay n lent ol its shun- o( expense. logelher wilh inlei est I hereon 

34 nt lhc rale provided in Exhibit " C " . To (he cxleiil dial Opeinlor has a secuiily inleiesl under lhc Uniform Commercial (.'ode of lhc 

35 slate, Operator shall be entitled (o exeicise (he righls and icmedies of a sccui ed pai ty under the Code. I he hi ing ing of a suit and lhc ob-

36 laming of judgment by Opei alor lor ibe seemed indebtedness shall not be deemed an clccl ion of icmedies or olhei wise a I fee I Ibe lien 

37 lights or secuiily inteicst as secuiily for the pnymcul thereof. In addition, upon default by any Nou Opei alor in Ihe payment of ils share 

38 of expense, Operalor shall have Ihe light, without prejudice lo oilier rights or icmedies, lo collect fiom die puichascr the pioccrds bom 

39 the sale ofsuch Non-Operator's shaie of oil and/or gas until die amount owed by such Non Opei alor, plus inleiesl, has been paid, bach 

40 purchaser shall be entitled lo rely ujxin Operator's wi i l ten statement concci ning the amount of any del null. Oper aloi g ranis a like lien 

41 nnd security inleresl lo die Non Opciatois lo sccuie pnymcul of Operator's proportionate shaie of expense. 

42 

43 If any parly fails or is unable lo pay ils shaie ol expense wilhin sixty (60) days afler reiidiliori of a statement ihcrclor by 

44 O|rcra(or , (he non-defaulting parties, including Opeinlor, shall, upon request by Ojieralor, pay (he unpaid amount iu (lie propoilion lhal 

45 Ihe interest of each such parly beais lo lire inleresl of nil such parties. liach party so paying its share oflhe unpaid aniounl shall, lo obtain 

46 iciinbiu scnienl thereof, be subiogaled lo llie secuiily righls desciibed in llie loregoing patagiaph. 

4 7 

48 C. Payments arid Accounting: 

49 

50 Exccpl as herein otherwise s|Kcilically piovidcd, Opcialoi shall promptly pay and discbaige expenses incurred in the drvclop-

5 I inenl and o|>cralion of Ihe Conliacl Area pursuant to lliis agreemeni and shall charge each ol Ihe parties heielo wilh iheii ies|>cclive pro-

52 |xirlionale shares ti[K)ii lhc ex|)ciisc basis provided in Exhibit " C " . 0|rcra(or shall keep an accurale iccoid of (lie joint account hereunder, 

53 showing expenses inclined and charges and eiedils made and icccived. 

54 

s, s, ()pci nloi , nl ils el eel ion, shall hit vc lhc light 11 oni lime lo lime lo de inn ud nnd i ecci ve Ii om ibe other paities payment in advance 

56 ol llicu icspcclive shaics ul Ihe estimated aniounl of lhc expense lo be inclined in opeiations heieundei dining llie nexl succeeding 

57 monlh, which rigbl may be exercised only by submission (o each such party of an itemized slatcmcnl of such estimated expense, logelher 

58 with an invoice for its share thereof. liach such slnlcmcnl and invoice for ihe payment in advance or estimated cx)>ciisc shall be submillcd 

59 on or before lhc 20lh day of Ihe nexl preceding moiilh. liach paily shall pay lo Operalor ils proportionate share of such eslimalc wilhin 

60 liltceu (15) days afler such estimate and invoice is received. If any pally fails lo pay ils share of said eslimalc wilhin said lime, (he amount 

61 due shall bear inleiesl as piovidcd in Exhibit " C " until paid. Piopci adjustment shall l>c made monthly between advances and actual cx-

62 pense to lhc end lhal each party shall bear and pay ils piopoiliouale shaie of actual expenses inclined, and no inoie. 

63 

(VI D. 1,Imitation uf Expenditures: 

65 

66 I . IJrill or Dcejxm-' Wiihoul Ihe consent of all parlies, no well shall l>c diilled or dcc|>ciicd, except any well drilled or dec|Kiicd 

67 pursuant lo lhc provisions of Article VI .0 .2 . of (his agreement. Consent lo lire drilling or deepening shall include: 

68 

69 

70 
9 
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A R T I C L E V I I 

continued 

1 f)<f Option No. J : All necessary expend it iocs lor the di illing or deepening. lest ing. completing nnd equipping o( the well, including 

2 ncccs.sury tnnknge and/or surface facilities. 

3 

4 • Option No. 2: Al l necessary expenditures for (he drilling or deepening and testing of Ihe, well. When such well has reached its 

5 authorized depth, and all tests have been completed, and the resulls thereof furnished to the parties, Opciator shall give immediate notice 

6 lo the NomO|>cralors who have the right lo participate in the completion costs. ' I he parlies icceiviiig such notice shall have forty eight 

7 (48) hours (exclusive of Salurday, Sunday and legal holidays) in which lo elect lo participate in Ihe selling ol casing and lhc completion al-

8 tempt. Such election, when made, shall include consent lo all necessary expenditures for lhc completing and equipping of such well, in-

9 eluding necessary lankage and/or surface facilities. Failure of any party receiving such notice to reply wilhin Ihe period above fixed shall 

10 constitute an election by that party not lo participate in Ihe cosl oflhe completion attempt. If one or more, but less Ihan all oflhe parties, 

I I elect to sel pipe and lo nltcmpl a completion, lhc provisions of Arlicle VI .0.2. hereof (llie plnnsc "reworking, deepening or plugging 

12 back" as contained in Article VI.13.2. .shall l>c deemed lo include "completing") shall apply lo ihe operations thereafter conduelcd hy less 

13 than all pailies. 

\A 

15 2. Rework or Plug I3ack: Without I lie consent of all parties, no well shall l>c rcwoiked or plugged back except a well tcwoikcd or 

16 plugged back pursuant lo lhc provisions of Article V I . 11.2. of Ihis agreemeni. Consent to the ic woi king or plugging back of a well shall 

17 include all necessary expenditures in conducling such o|x;ialions and completing and equipping of said well, including necessary lankage 

18 and/or surface facilities. 

19 

20 3. Oilier Operations: Wiihoul Ihe consent of all parties. Operator shall nol undertake any single project icasonably estimated 

21 lo require an expenditure in excess of_L.-W.en t y - f i V O. ._Lho US a ncDollais ($._. 2 3 , 0 0 0 0 ) 

22 except in connection wilh a well, lhc drilling, reworking, deepening, completing, iccompleling, or plugging back of which has been 

23 previously nulhoriz.cd by or pursuant lo Ibis agreement; provided, however, dial, in ease of explosion, fire, flood or other sudden 

2A emergency, whether ol the same or dilleienl nature, Opualoi may take such steps and incur such exjFense.'i as in its opinion aie icquued 

25 lo deal wilh the emergency lo safeguard life and property bul Operalor, as promptly as possible, shall leporl lhc emergency lo lhc olhcr 

26 parties. If Operator prepares an authority for cxpcnditiuc (Abb.) for ils own use, 0 |XTUIOI shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of f j L i L t S . e i _ _ . _ fcllQ.Ll_L_IJl.c3 

28 Dollars ($ 1 5 • 0 0 0 . OQ ) but less Ihan lhc aniounl first set forth above iu this paragraph. 

29 

30 K. Rentals, Shut-in Well Payments nnd Min imum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may he required under the terms of any lease shall Ix; paid by the 

33 party or parties who subjected such lease to ihis agreemeni al ils or (heir expense. In the event two or more parties own and have con-

34 Ii ibulcd interests in the same lease lo this agreemeni, such parlies may designate one of such parties to make said payments Tor and on 

35 behalf of all such parlies. Any parly may request, and shall be cut il led to receive, pi oper evidence of all such payments. In the evenl of 

36 failure lo make proper payment of any renlal, shut-in well payment or minimum royally lluough mistake or oversight where such pay-

37 ment is required lo continue the lease in force, any loss which icsults from such non-payment shall be Ixirnc iu accordance wilh lhc pro 

38 visions of Article IV.13.2. 

39 

40 Operalor shall notify Non < Iperalor of the anticipated completion of a shut in gas well, ol the shnlling iu or return lo pioduclion 

41 of a producing gas well, al least live (5) days (excluding Saliuday, Sunday and legal holiday), or al the eailiest op|X>itnnily permitted by 

42 circumstances, prior lo taking such action, bul assumes no liability for failure to do so In the even! of failure by Operator lo so notify 

43 Non-Opcriilor, lhc loss of any lease conli ibulcd hereto by Non ()|x;ralor for failure to make limely payments of any shut-in well payment 

44 shall be borne jointly by the pailies heielo under lhc provisions of Arlicle IV.I) .3. 

4.5 

46 F, laxes: 

47 

48 Beginning wilh the lust calendar year alter the effective dale hereof, Opcialoi shall tender for ad valorem taxation all properly 

49 subject lo this agrceuicnl which by law should be icndeied for such taxes, and il shall pay all such taxes assessed Iheicon before they 

50 become delinquent. Prior lo Ihe rendition dale, each Non ()|>ciator shall furnish Opernlor in/or inalion as lo burdens (lo include, bul not 

51 be limilcd lo, royallics, overriding royalties and produclion paymenls) on leases and oil and gas inleiesls contributed by such Non-

52 Operator. If lhc assessed valuation of any leasehold estate is r educed by reason of its Ixiing subject lo outstanding excess royallics, ovcr-

53 riding royallics or production paymenls, the reduction in ad valorem taxes resulting (herefrom shall inure to the benefit oflhe owner or 

54 owners ofsuch leasehold cslale, and Ojieralor shall adjust the charge lo such owner or owners so as lo reflect lhc benefit of such rcduc-

55 lion. If lhc ad valorem taxes aie based in whole or iu pail iijxin separate valuations of each party's working inleresl, then notwithstanding 

56 anything to lhc contrary herein, charges lo the joint account shall be made and paid by the parties heielo in aecoidance with lhc lax 

57 value generated by each parly's working interest. O|x'ralor shall bill the other parties lor Iheir proportionate shares of all lax payments 

58 in lhc manner provided in Exhibil " C " . 

59 

60 II Opcialoi considers any lax assessment inipropci, Opcialoi may, al ils discielion, piolesl within the lime and manner 

61 picscribed by law, and prosecute lhc prolesl lo a final determination, unless all parties agree lo abandon the piolesl prior lo final dcler-

62 initiation. During the (tendency of administrative or judicial piocccdiugs, 0|x_ralor may elect lo pay, under prolesl, all such laxes and nny 

63 interest and penalty. When any such protested assessment sliall have been finally determined, Ojieralor shall pay lhc lax for the joint ac-

64 count, logelher wilh any inleresl and [Kindly accrued, and Ihe total cost shall then be assessed against Ihe parties, and Ix; paid by 

65 them, as provided in Exhibil " C " . 

66 

67 Each party shall pay or cause lo IK: paid all pnxluclion, scveiance, excise, galhciing and other taxes imposed upon or with 

68 icspecl lo the pioduclion or handling ol such party's shaie of oil mid/or gas ptoduccd iindei Ihe leiius of this ngieeincnl. 

69 

70 
10 
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A R T I C L E v n 

con t i nued 

I (>. l i i su i m i c e : 

2 

3 A l all l imes whi le opcial ions ate conduelcd heieundcr , Opc ia lor shall comply w i lh die workmen 's compensation law of 

4 the stale whc ic lhc de ra t i ons are being conduelcd; p iov idcd , however, lliat Operator may he a self- insuicr for l iabi l i ty under said com-

5 pensation laws iu which event lhc only chaigc that shall be made lo ihe joint account shall be as p iov idcd in Exhibit " C " . 0|R-ialor shall 

6 nlso carry or provide insurance for the benefit of the joint nccou nl o f t h e pai lies ns ou dined in !• x hi bit " D " , attached to nnd ninde n pnit 

7 hereof. Operator shnll require all contractors engaged in woi k i m m for the Conl iac l A i cn lo comply wi lh Ibe woi kmen's compensation 

8 law o f lhc slnlc where lhc operations nie being conducted and lo maintain such olhcr insurance ns Opernlor may require. 

9 

10 In lhc event automobi le l iab i l i l y insurance is specif ied in said Exhibi t " D " , or subsequently receives the i tppruvnl of the 

1 I pan ics , no direct charge shall be made by Operator for premiums paid for such insurance for Operalor 's automotive equipment. 

12 

13 A R T I C L E V I I I . 

14 A C Q U I S I T I O N , M A I N T E N A N C E O K T R A N S F E R O K I N T E R E S T 

15 

16 A . S u r r e n d e r o f Lenses: 

17 

18 The leases covcicd by ihis agicemenl , insofai as Ibey embrace acreage in Ibe Conl iacl A iea , shall nol IK.- sni iendeicd in whole 

19 or in par i unless all parlies consent Iherelo. 

20 

2 I I I owcvc r , should nny pa i ly desire lo sui i ender its inleiesl in any lease or in any poi l ion Ihei eof, and lhc olber parlies do nol 

22 agree or con.sen! I he ie lo , I lie pal ly desir ing lo sn i tender shall i i v i ign , w i ihou l cxpi c.ifi or hnpl icd win i nnly of l i l le , all o f Ils inlet est In 

23 such lease, or por t ion Ihereol , and any we l l , innlci inl and equipine.nl which tuny be located ihe icon nnd nny l ights in p ioduc l ion 

24 thereafter secured, lo die parlies nol conseniing lo such sun ender. If the inleiesl of lhc assigning parly is or includes an oi l and gas iu-

25 lercst, the assigning pai ly sliall execule and del iver lo lhc pai I y or pai lies nol conseniing to such sun ender an oil nnd gns lease cover ing 

26 such oil and gas inleresl foi ;i le im of one ( I ) ycai and so long Ihei caller as oil and/or gas is produced bom lhc laud covcicd Ibeieby. such 

27 lease lo be on llie l o rm attached heicto as Exhibi t " 1 1 " . Upon such assignment or lease, llie assigning parly shall be ic l i cvcd fiom all 

28 obl igat ions thereafter acc iu ing, but not ihc ic lo fo ie acc iucd. w i lh icspcel lo Ihe inleiesl assigned or leased and lhc operation of any wel l 

29 a l l i ibu lablc thereto, and the assigning pai ly shall have no further inleresl in lhc assigned oi leased piemiscs and ils equipment and pio-

30 ducl ion olhcr than lhc royalties ic lained in any lease made under the Ic ims of this A i t i c l c The pai ly assignee or lessee shall pay lo lhc 

3 I paity assignor or lessor lhc icasonablc salvage value of Ihe lallei \s interest in any wells and equipment al l i ibulablc lo the assigned or leas 

32 cd acreage. The value o f nil nialei ial shall be delci mined in accoi dance wi th llie p iovis ions of Exhibi l " C " , less the eslimated cust u l 

33 salvaging and the estimated cost o f plugging and abandoning,, II the assignment oi lease is in lavor of nunc than one pa i l y , lhc inleiesl 

34 shall lie shaicd by such panics in the p iopo i t ions lliat the inleiesl of each bears lo the total inleiesl o f all such pai l ies. 

35 

36 Any assignment, lease or sun ender made under ibis pi o vis ion shall nol i educe oi change the assignor's, lcssoi's or sin icnilei ing 

.37 party 's inleresl as il was immediately bc fo ic lhc. assignment, lease or .surrender in the balance ot tlie Con l iac l A i e a ; and lhc acreage 

38 nssigncd, leased or surrendered, nnd subsequent operations ihe icon , sliall not fhc ica l lc i be subject lo lhc leinis and piovis ions of Ihis 

39 agreemeni. 

40 

4 1 I L Renewa l o r Ex tens ion ( i f Lenses: 

42 

43 If any parly secures a renewal o f any oi l and gas lease subject lo ihis agreement, all olhcr parties shall be notif ied p iomp l l y . arid 

44 •.hull have lhc r ighl lor a jx'r iod o l l l i i i ly (30) days b i l lowing i<•<•<-ipl oT such nolice iu which lo elect lo parl icipri lr in lhc ownership o l ibe 

45 renewal lease, insofar as such lease nllecls lands wilhin Ihe Conliacl Area, by paying lo lhc parly who acquired il Iheir several proper pro-

46 poi l ionalc shares o f l h e acquisit ion cosl allocated lo lhal pai l o fsuch lease wi lh in the Conl iac l A iea , which shall be in p iopo i l i on lo lhc 

47 inlcrcsls held al lhal l ime by Ihe parties iu Ihe Conl iac l Area. 

48 

49 I f some, bul less Ihan a l l , of the parlies clccl lo part icipate in Ihe purchase of a renewal lease, it shall be owned by lhc pail ies 

50 who elect lo participate Ihc ic in , in a ratio based upon the relationship of Iheir respective |x?rccnlagc of participation in lhc Coii lracl Area 

51 to lhc aggregate o f lhc percentages of part icipation in Ihe Conl iac l A iea o f all parties participating in lhc purchase o f such icncwnl lease. 

52 Any renewal lease in which less than all parties elect to part icipate shall nol be subject to Ihis agreemeni. 

.53 

54 Each party who participates in the purchase of a icncwal lease shall lie given an assignment of its pro|x i i l ionalc inleresl therein 

55 by lhc acquir ing par ly . 

56 

57 The piovisions of this Art ic le shall apply lo icncwal leases whether Ibey are lor ibe enlire inleresl covered by lhc expir ing lease 

58 or cover only a |x>rliou of ils area or an inleresl Ihcicin. Any renewal lease laken IxTorc lhc expiial ion of ils picdccessor lease, or taken or 

59 conlraclcd for wi lhin six (6) inoiilh.s afler lhc expi ial ion of lhc existing lease shall Ix; subject lo Ihis provision; but any lease taken or con-

60 tr.iclcxl for nunc Ihan six (6) mouths afler the expi ial ion of an existing lease shall not Ix; deemed a icncwal lease and shall nol Ix; subject lo 

61 (he provision o f (his agreement. 

62 

63 The provisions in (his Art icle sliall also be applicable lo extensions ol oil and gas leases. 

64 

65 C. Acreage nr Cash Cou l r lbu l i n r i s : 

66 

fi7 Whi le this agicemeill is in lorce, i f any party coulincls for a conli ibi i l inn ol i ash Inwards ibe dr i l l ing ol a well or any olhcr 

68 o|x;nil ioi i on (he Conl racl A iea , such contribution shrill Ix; paid lo lhc parly who conduelcd lhc dr i l l ing or olhcr operation and shall be 

69 applied, by il against lhc cosl o fsuch dr i l l ing or olhcr opcial ion. If Ihe conl/ ibul ion be in lhc form of acreage, lhc parly lo whom lhc con-

70 Ir ibul ion is made shall promptly lender an assignment of (he acreage, wiihoul warranty of tide, lo (he Dr i l l ing Putties iu lhc proportions 

I I 
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A R T I C L E V I I I 

continued 

1 said Drilling Rallies .shared lhc cosl ol'drilling lhc well. .Such acieage shall Ixxouic a sepaialc Coiilracl Aiea and, lo Ihe exlcul possible, be 

2 governed by provisions identical lo ibis agieenieul. bach paily shall piomplly notify all olber pailies of any acreage or cash conli ibiilions 
.1 it may obtain in support ol any well oi any other opcralion on the Conliacl Atea. I he above piovisions sliall also be applicable lo op 
4 lional tights to earn acreage outside Ihe Conliacl Aiea which aie in support of a well drilled inside llie Conliacl Atea. 
5 

6 If any parly conli acts for any considciation i elating lo dis|xisilion of such party s shaie ol substances piodnced heieundei, such 
7 consideration shall nol be deemed a conli ibution as contemplated in this Article VIII .C. 
8 

9 D. Maintenance of Uniform Interest: 
10 

1 I For lhc purpose of inaiulainiug uniloimily of ownciship in Ibe oil and gas leasehold inleiesls covcicd by this agreement, no 
I 2 parly shall sell. cncunilx'i, I runs fee or make oilier dis|xisil ion ol ils inleiesl in Ihe lenses embraced wilhin lhc Conli net Area and in wclis, 
I 3 equipment nnd production unless such disposilion coveis eillici 
14 

15 I . the entile inleiesl of Ihe party iu all leases and equipment and pioduclion; oi 

lb 

17 2. an equal undivided inleresl in all leases and equipment and pioduclion in the Conliacl Area. 

18 

19 lively such sale, eiiciinibiance, linnsfer or other dis|x>sition made by any party shall be made cxpiessly subject lo ibis agicemenl 
20 and shall be made wiihoul prejudice lo Ihe light of llie olhcr parties. 
21 

22 If, at any lime the interest of any party is divided among and owned by four or moic co-owners, Opcialoi , at its discretion, may 
2.1 require such co-owners lo ap|x>int a single liustcc or agent wilh lull nutboiity to leceive notices, nppiove cx|xuidiHues. receive billings for 
24 nnd approve and pay such parly's share ol lhc joint expenses, and lo deal geneially wilh. and with |x>wer to bind, the co-owners of such 
25 party's inleiesl wilhin llie scope ol the opcialions embiaecd in lliis agieenieul; however, all such co owners shall have Ibe lighl lo ruler 
2d into nnd execute all contracts oi agreements hn the disposilion ol iheir icspcclive slimes of Ihe oil and gas piodnced Irom die Coiilracl 
27 Area nnd Ibey shall have the rigbl lo icceivc, separately, payment of the sale piocccds thereof. 
28 
29 I i . Wnlvcr of Rights to I ' a r l i l ion: 
30 
31 II permitted by Ihe laws ol lhc stale or slalcs iu which lhc property covcicd hereby is Mealed, each parly heielo owning an 
32 undivided inleresl in lhc Conliacl Area waives any and all i ighls il may have lo partition and have sel aside to it in severally its undivided 
33 intercsl therein. 
34 

35 -FT—Prefereiitinl-RigliMn-Pm^hiiw: 
36 
37 SiVinld^iny-pitrt^lcfUreHii^ 

38 Area, il shall promptly give wiillcn nolice lo lhc olber pailies, with lull minimal inn concerning its pio|xised sale, wliidi^hrirmclude the 

39 name and address oflhe pros|x:ctive purchaser (who miisl be ready, willing and able lo puicliascKJJie^urdTTIs^T^'-'0. and all olhcr Icims 

40 of lhc olfer. The olhcr parlies shall then have an optional prior right, for a pci\i)djjLten-WTJ~fays afler receipt oT Ihe notice, lo puichasc 

41 on lhc same terms and conditions lhc inleresl which the olhcr paj^pMrpTisesIci sell; and, if this optional right is exercised, the purchas-
42 ing parlies shall share the purchased inlercstbijhi^n-ornjTTioiis lliat lhc inleresl ol each bears lo the tolal interest of all purchasing par-
43 lies. However, there shall licjlc_.pietirnseaaTiaI right lo purchase in those eases wbcic any party wishes lo mortgage ils inleiesls. or lo 

44 dispose of ilsjjaii_r»is^byTncrger, reorganization, consolidation, or sale ol all or .substantially all of ils assets lo a subsidiary or paicnl eoin-
45 pajiqgTfiHn - iail__idi:niy__-f. a-paienl-company ,. nr In any company ill which ally one, parly owns a majority of Ihe stork 

46 
47 A R T I C L E I X . 

48 I N T E R N A L REVENUE CODE ELECTION 

49 

50 Ihis agreement is nol inl ended lo create, and shall not be const i i.ed lo create, a relationship of part nci ship or au association 

51 for profit between or among the parties hereto. Notwithstanding any piovision heiein that the righls and liabilities hereunder arc several 

52 and not joint or collective, or that this agicemenl and opcialions heieundei" shall nol conslil.ile a partnership, if. for federal income lax 

53 piuposcs, this agicemenl and Ihe operations hereunder aie regaided as a partnership, each party hcicby a/fcclcd elects lo be excluded 

54 from lhc application of all of the provisions of .Subchapter " K " , Chapter I , Subtitle " A " , of the Internal Revenue Code of 1954 , ns |x-r-

55 milled and authorized by Section 761 of lhc Code and Ihe regulations piomulgalcd Ihcicunder. Opcialoi is aulhni i/ed and directed lo cx-

56 ecule on behalf ol each party hcicby affected such evidence of Ihis election as may be icquircd by the Seci clary oI llie Ticasuty of the 

57 Uniled Slalcs or lhc Federal Inlcinal Revenue Seivice, including specifically, bul nol by way ul limitation, all ofthe iclurns, statements. 

58 and (he data required hy Federal Regulations 1,761. Should there be any requirement that each party hereby affected give further 

59 evidence of this election, each such parly shall execule such documents and furnish such other evidence as may be required by Ihe 

00 I :edc l al Inter mil Revenue Sci vice oi as may be necessiu y lo evidence Ibis elei lion. No such pai ly shall give any notices or lake any olber 

61 acliun inconsislenl wilh lhc election made hcicby. If any pic.scul ui Inline income lax laws ol (he stale or slates in which Ihe Conlnicl 

62 Area is located or any future income lax laws of the United Slates contain piovisions si nulai lo I hose in Subchapter " K " . Chapter I . 

63 Subtitle " A " , of Jic Inlcinal Revenue Code of 1954, nuclei which an election similar to thai piovidcd by Section 761 oflhe Code is pcr-

64 milled, each party hereby affected shall make such election as may Ixj |X'i uiilled or requited by such laws. In making lhc foregoing clcc-

65 lion, each such party slalcs lliat the income derived by such party liom opcialions heieundei can be adequately deleimined wiihoul lhc 

66 compulnlion of partnership laxable income. 

67 

68 

69 

70 

12 
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1 A R T I C L E X. 

2 C L A I M S AND LAWSUITS 

3 

4 Operalor may seille any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

5 docs not exceed h e n t h o u s a n d Dollars 

6 M>— J Q T - 0 0 0 . 0 0 ) a " ° " m c P a y m e l l t is in complete sell lenient of such claim or suit. If the amount required for settlement cx-

7 cccds (he above amount, lhc parlies hereto shall assume and take over (he further handling ofthe claim or suit, unless such nuthorily is 

8 delegated lo Operalor. AU cosls and exjienscs of handling, settling, or otherwise discharging such claim or suit shall be al lhc joinl cx-

9 pense of lhc pai lies participating in lhc o|xuation from which lhc claim or suit arises. If a claim is made against any [Kitty or if any party is 

10 sued on account of any mutter arising limn operations hereunder ovei which such individual has no control because of lhc righls given 

I I Operator by lliis agreemeni, such parly shall immediately notify all oilier parties, and Ihe claim or soil shall tic treated as any olhcr claim 

12 or suil involving operations heieundei. 

13 

14 A R T I C L E X I . 

15 FORCE MAJEURE 

16 

17 If any parly is rendered unable, who'ly or in part, by force majeure lo carry out its obligations under this agreement, olhcr than 

18 the obligation lo make money payments, lhal piuly shall give lo all olhcr parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, lhc obligations ofthe party giving (lie notice, so far ns they arc affcclcd by the force 

20 majeure, shall be suspended during, but no longer than, the continuance of ihe force majeure. Die nffecled parly shnll use all reasonable 

21 diligence to remove ihe force majeure situation ns quickly ns practicable. 

22 

23 Hie requirement that any loice majeure shall lie remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the parly involved, conliaiy lo ils wishes; bow nil such difficulties shall l>c handled shall be cnlircly 

25 wilhin lhc discretion of Ibe party concerned. 

26 

27 The lerm "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disluibance, acl of 

28 lhc public enemy, war, blockade, public riot, lightning, fire, slorm. Hood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability ofequipmcnt, and any other cause, whelhcr of lhc kind sjtccifically enumerated nlxwe or otherwise, which is 

30 not rensonubly wilhin the control of the paily claiming suspension. 

31 

32 A R T I C L E X I I . 

33 NOTICES 

34 

35 All notices authorized or required between the pailies and required by any ol lhc provisions of this agrceuicnl, unless otherwise 

36 S|>ccifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed lo 

37 the parlies lo whom Ihe notice is given nt lhc addresses listed on Exhibil " A " . The oiiginating notice given under any provision heicof 

38 shall be deemed given only when received by the parly to whom such notice is directed, and lhc lime for such party lo give any notice in 

39 response thereto shall run from the dale the originating nolice is icccived. The second or any responsive notice shall be deemed given 

40 when deposited in the mail or with Ihe telegraph company, wilh postage or charges prepaid, or sen I by lelcx or telecopier. Each parly 

4 1 shall have lhc right lo change ils address at any lime, and liom lime to lime, by giving written notice thereof lo all oilier parlies. 

42 

43 A R T I C L E X i l l . 

44 T E R M OF A G R E E M E N T 

45 

46 1 his agreement sliall remain in lull loice and clfect as io Ine oil and gas leases and/oi oil and gas inleiesls subject hereto for lhc 

47 |xukxl of lime selected below; piovidcd, however, no parly heielo shall ever Ix: consliucd as having any right, tillc or interest in or lo any 

48 lease or oil and gas inleresl contributed by nny other p.'ir'y beyond lhc lerm of ihis agreemeni. 

49 

50 Option No. I : So long as any of lhc oil and gas leases subject lo Ihis agreemeni remain or arc continued in force as to any part 

51 of the Coiilracl Area, whelhei by production, extension, icncwal or otherwise. 

52 

53 V Option No. 2: In lhc event lhc well described in Article V I . A . , or any subsequent well (billed under any provision of Ihis 

54 agieeinenl. results iu pmdiiclion ol oil nnd/or gas in paying quantities, Ibis ngicement shall continue in force so long ns nny such well or 

55 wells produce, or are capable of pnxluclion, and for an additional [xjiiixl of _ 9 0 tin ys liotu cessation ol all pnxluclion; provided, 

56 however, if, prior lo lhc expiration ofsuch additional period, one or more of the parties hereto arc engaged in drilling, reworking, decpen-

57 ing, plugging back, Icsling or allempling lo complete a well or wells hereunder. Ihis agreemeni shall continue in force until such opcra-

58 lions have been completed and if pnxluclion results (herefrom, Ihis agrceuicnl shall continue in force as provided herein. In the event lhc 

59 well described in Arlicle VI .A. , or any subsequent well drilled hereunder, results in a dry bole, and no olber well is producing, or capable 

60 of producing oil and/or gas Irom (he Coiilracl Area, Ihis agicemenl sliall terminate unless drilling, deepening, plugging back or rcwork-

61 ing opcralons arc commenced within _ .90 days from lhc dale of abandonment of said well. 

62 
f i l ll is agiecd, however, lliat the lei mi nation o I this agicemenl shall nol relieve any pai ly hereto fiom any liability which has 

64 accrued or attached prior to the dale of such termination. 

65 

66 

67 

68 

69 

70 
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1 A R T I C L E X I V . 

2 C O M P L I A N C E W i l l i LAWS AND REGULATIONS 

3 

<l A. Lnws, Regulations mid Orders: 

5 
6 'I'llis ngiccmcnt shall he subject lo the conservation laws of Ihe stale in which Ihe Contract Area is located, lo the valid rules, 

7 legulations, and orders of any duly constituted regulatory body of said stale; and to all olhcr applicable federal, stale, nnd local laws, or-

8 dinanccs, rules, regulations, and orders. 

9 

10 IL Governing Law: 

1 I 

12 lliis agreement and all matters pertaining heielo, including, but not limilcd lo, matters of pciToiniancc, non performance, breach. 

13 remedies, procedures, rights, duties and inlei pictalion or construction. shnll Ire governed and determined by the Inw of the stntc in which 

14 Ibe Conliacl Area is located. I f the Conliacl Area Is in two or more slates, llie law of (he slnte of N e w M©-{_-QQ 

15 shall govern, 

lb 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall giant, or be con.stiued lo grant, Opcialoi Ihe light or authority lo waive or release any righls, 

20 privileges, or obligations which Non-Opciators may have under federal or state laws or under rules, regulations or orders promulgated 

2 I under such laws iu reference lo oil, gas and mineial o|>cralioiis. including die location, o|>ciatioii, or pioduclion of wells, on tracts offscl-

22 ling or adjacent lo Ibe Conliacl Area. 

23 

24 Willi rcsjxxl lo llie ojxuntinns hcieunder, Non Ojieialois agree lo iclcasc Opeinloi fiom any and all losses, damages, injuiics, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly Irom Operator's interpretation or application of rules, 

26 rulings, regulations or orders oflhe Department of Energy or predecessor or successor agencies to lhc extent such interpretation or np-

27 plication was made in good faith. Each Non-Operator further agiees to reimburse Operator for any amounts applicable lo such Non-

28 Operalor's share of produclion lhal Ojicralor may be required lo refund, rebate or pay as a result of such nu incorrect interpretation or 

29 application, logelher with interest and penalties thereon owing by Operator as a icsull of such incoricct interpretation or application. 

30 

31 Non-Operators authorize Operator to picpaic and submit such documents as may be required to be submitted to lhc purchaser 

32 of any crude oil sold hereunder or lo any olhcr person or ciilily pursuant lo lhc requirements oflhe "Ciudc Oil Windfall Prohl 'fax Ael 

3.3 of 1980", as same may be amended fiom lime to time ( " A c l " ) , and any valid regulations or rules which may be issued by lhc Treasury 

34 Department from time lo lime pursuant to said Act. Each party herelo agiees lo furnish nny and all certifications or olhcr information 

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

36 

37 A R T I C L E XV. 

38 OTHER PROVISIONS 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

6 1 

62 

63 

64 

65 

66 

67 

68 

69 

70 

A. N o t w i t h s t a n d i n g a n y t h i n g h e r e i n bo the c o n t r a r y , R i c h a rdson 

P r o d u c t i o n Company s h a l l have t l i e r i g h t t o d e s i g n a t e Richardson 

O p e r a t i n g Company as Op e r a t o r o f the C o n t r a c t Area, and i t s l a c k 

of o w n e r s h i p i n the C o n t r a c t Area s h a l l not be cause f o r i t s 

removal as Op e r a t o r o f the C o n t r a c t Area. 
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A R T I C L E XVI. 

M I S C E L L A N E O U S 

This agreement shall be binding upon and shall inure (o Ihe benefit of the parlies hereto and lo Iheir 
respective 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 J s t day of February, 2001. 

O P E R A T O R 

RICHARDSON OPERATING COMPANY 

Cathleen Colby\ Attorney-it^Fact 

Date: to sua fa I, ~M>()\ 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION COMPANY 

Cathleen Colby, Attorney-in-^act 

D a t e ( i W ^ /, 2t)Dl 



STATE OF COLORADO ) 
) ss. 

COUNTY OF DENVER ) 

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

STATE OF NEW MEXICO ) 
) ss. 

COUNTY OF SAN JUAN 

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

day of 

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. 

I. DESCRIPTION OF LANDS S U B J E C T TO THIS AGREEMENT 

Township 29 North, Range 14 West 
Section 9: SW/4 
Section 9: W/2 
San Juan County, New Mexico 

II. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR S U B S T A N C E S : 

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

III. PARTIES TO A G R E E M E N T WITH P E R C E N T A G E OF INTEREST, A D D R E S S E S AND 
T E L E P H O N E NUMBERS FOR NOTICE P U R P O S E S : 

PARTY TO AGREEMENT INTEREST 

Richardson Production Company NE/4-Sec 9-T29N-R14W 93.750% 
Richardson Operating Company E/2-Sec 9-T29N-R14W 96.875% 
1700 Lincoln Street, Suite 1700 
Denver, CO 80203 
Phone (303) 830-8000 
Fax (303) 830-8009 

William A. Hall NE/4-Sec 9-T29N-R14W 6.250% 
416 N. Behrend Ave. E/2-Sec 9-T29N-R14W 3.125% 
Farmington, NM 87401 
Phone (505)325-6350 

IV. L E A S E S S U B J E C T TO THIS AGREEMENT: 

TO BE DETERMINED 

A-1 



EBP 
E X H I B I T " c 

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 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . O K N K I I A I , P R O V I S I O N S 

I) i! I ini l ionn 

"Joinl Properly" shall mean llie leal unil per :;IMi:il pi opto ly subject lo (In: ai;i eculenl lo which Ibis Accounting Pinecdurc 
in ullnehcd. 
"Joinl Operaliun.s" shall mean nil operations necessary or proper for lhc development, o|u:r:illun, protection and mainte­
nance of lhc Joint Properly. 
"Joint Account" r.hull menu llie account, .••.hnwini; Ihe eli:\i |;e:i puiil :iml credits received In the euiuluel uf the Joinl Opera 
liomi and which urn lo lie shared hy llie l':u lie:;. 
"Opernlor" nhull mean the purly de:;l|.ualcd lo conduct lhc .luinl Opcrnlionn. 
"Non-Operulorn" ahull menu the I'm Tien lo Ibis IIJ;I eemcnl oilier limn the Opernlor. 
"Pa i l l en" idmll ine.iin Opcrul.or nnd Mun-0pei nl.ui s. 
T ' i r . ' j l lycvel Supervisors" r. 11:111 menu those employees whu:;u pi iiiuuy funclion In Joint Opei ulinnn in llie direct nupervisluii 
of other cmployccn und/or contract !nbur directly, cm ployed on lhc Joinl Property In n field upcruling cnpucily. 

. "Technical Employee:!" :;liull menu those employee:! having special and specific engineerings (reulni.;icoI or ulhcr prides 
nlon.'d skills, nnd whose primary funclion in Joint Opei aliuns l:i Ihe hniidlinjr of npccifh: upcrulinjr coudlliniin nnd problems 
for lhc benefit of the Joi.nl Properly, 
'Terminal Expenses" .shall mean travel and olber reasonable reimbursable expenses uf Opeinlor'.1: employees. 
"Material" nhull menu personal properly, c<| u i | m urn I. ur supplies acquired ur held tur use un the Joinl l ' i upei ly. 
"Controllable M: \ lc r iu l" nhall meun Material which al Ihe time is no cl (insi f led In the Material C'I nr.ni f Sen Lion Muiiuii l un 
most recently rceommended by lhc Cuuncil of Peliuleum Aecou n I an Ls .Societies. 

S ln lenie i i l m i l l Hil l ings 

Opernlor nhull b i l l Non Operalni s on or bcfoi e flu: lasl day of each monlh fur their pi ujnu lioinili : r.linrc uf Ihe Joinl Ac-
eounl for (lie preceding monlh. Such liilln wil l be uccun 11 inn led by slalemenln which identify llie in i l l imi ly fur en pendilui e, 
lense ur facility, nnd nil chin pen nnd credit.", nnminai i/.ed by npprupi inl.e classifications of Invenlmenl, nnd expense except 
l l in l ilomn of Conlrolluble Material and unusual charges and credits nhall be separately identified and fully described in 
detail. 

Advanced and Payments by N on-Operuloi u 

A. Unless otherwise provided fur in Ihe np,i cci11enI,, Ihe Opei nlor may require the Man Opcralut n lu odvnnee their 
share uf estimated cash outlay for the succeedi11 jr mui i l l fn upei al.iun within fifleuu ( lb) dnyn nfler recei|il uf the bil l­
ing- or by the f i rn l day uf llie muulli for which Ihe advance is reipiired, whichever is Inter. Opei alor r.hull adjust each 
monthly blllinpr lu reflect lulvniices received hum Ihe Mun-Opi'inlui n. 

I). Each Non-Operator shall pay Hn proportion of all bills wilhin f i f leen (I ti) dnyn a f l er receipt. 1 f pay menl in nul made 
wi lh in nueh time, llie unpaid balance shall bear inleresl monthly al. Ihe pj linn i ale in elfeel ul CIl.n_s.r2 

MaJ.iil.a_tJLa.n_,. Ni?_w y . o r k on llie first day of Ihe monlh In which delinquency nceurn plun 1% nr the maximum 
contract rale permilled by the applicable usui y laws in llie slate in which llie . luinl Properly in lucnted, whichever 
is the lesser, plun attorney':! fees, cuurl cosls, and oilier eunl.s In connection with the eullecliun of unpaid tiniouiils. 

Adjustment;) 

l 'nyinenl uf nny such bills r.luill not prejudice the 1 i | - l i l . uf any Nun -Opernlor lo pi olcr.l nr question Ihe con cclncr.ii Ihei euf; 
provided, however, nil bills nnd sl.ul.enient.s rendered lo Nun Opei alurn by Opei nl.ur dm inn, nny cnlendiir year r.hnll enn-
cluulvoly be presumed lu tie true and correct nfler Iwenl.y-Uuir (VA) inouliui fullnwlng llie end uf any nueh cnlemlnr year, 
uulenn wi lh in the nnid Iweuly-four (?A) innnlli period a Nun-Opemlur Inker, wri l len exrepliun Iberelu nnd makes clnim un 
Operator for adjustment. Nu adjust menl fuvui able lo Opei alur shall be made uulesn i l In inude wilhin lhc name prescribed 
period. The provisionn of lliis paragi nph shall nul prevent adjustments rcsullinp, from n physical Inventory uf Cunltullable 
Matcrinl ar, provided for in Section V. 



! i . A u d i l s 

A. A Non-Operator, upon nolice in writ ing lo Operalor and all oilier Non-Operators, shall have Ihe right lo audit Opera­
lor's accounts and records relating lo Ihr Joinl Account Tot any calendar year wi lh in lhc twenty-four (2<\) monlh 
period following Ihe c:nd of such calendar year; provided, however, lhc making of an audil shall nol cxl.cnd llie lime 
for lhc taking of written exception lo and Ihe adjustments of acrouuls as provided for iu Paragraph A of this Section 
I . Where there are two or more Non-Operators, Ihe Non Operators shall make every reasonable effort lo conduct a 
joint audit in a manner which will result iu a minimum of inconvenience fo the Operator. Operator shall bear no por­
tion of the Non-Operators' audil cosl incurred under this paragraph unless ap.reed to by l.he Operator. The audils 
shall not be conducted moic than once each year wiihoul prior approval oT Operator, except upon the resignation or 
removal of the Operalor, and shall be made af the expense of (.hose Non Operators approving such audit. 

H. The Operator shall reply in wr i t ing lo an audit rcporl within I HO days after receipt of such report. 

f i . Approva l Hy Non-Operators 

Where an approval or other agreement of the Parlies or Non Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement lo which Ihis Accounting Procedure is attached contains no contrary provisions 
in regard thereto, Operator shall notify all Non Operators of the Operator's proposal, and (he agreemeni or approval of 
a majority in interest of the Nou Operators shall he controlling on all Non-Operators. 

I I . D I K E O T O i l A K O E S 

Operator shall charge the .Joint Account wilh the following ilems: 

1. Ecological and Enviroiuneiil .nl 

Costs incurred for the benefit of the Joinl. Properly as a result of goveriimenlal or regulatory requirements lo satisfy environ­
mental considerations applicable to the Joint. Operations. Such cosls may include surveys of an ecological ur tu ehaeologi 'id 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Kentnls and Royallics 

Incase rentals and royalties paid by Operalor for the Joint Operations. 

,'J. Lnbor 

A. (1) Salaries and wages of Operalor's field employees directly employed on the Joint Property in l.he conduct of Joint 
Operations. 

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

Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rales. 

('!) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Properly if such charges are excluded from the overhead rales. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid io employees 
whose salaries and wages are chargeable lo the Joint Account tinder Paragraph .'IA of this Section I I . Such costs under 
this Paragraph .311 may be charged on a "when anil as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph .'IA of this Section I I . If percentage assessment 
is used, the rate shall be based on llie Operator's cost experience. 

C. Expenditures or contributions made pursuant, lo assessments imposed by governmental authority which are applicable 
lo Operator's costs chargeable to the Joint. Account under Paragraphs !1A and .'11! of this Section I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable fo the Joint. Account under Paragraph 
,'iA of this Section I I . 

4. Employee Benefits 

Operator's current cosls of established plans for employees' group life insurance, hospifnlizntion, pension, retirement, slock 
purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable lo Operator's labor cost chargeable lo the Joint 
Account under Paragraphs ,'tA and .'(It of this .Section N shall be Operalor's actual cost not to exceed tho percent most recent­
ly recommended by the Council of Petroleum Accountants Societies. 

5. Mule r in ! 

Mnterinl purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material 
shall be purchased for or transferred fo the Joint Property as may be required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

G. Transportat ion 

Transportation of employees and Material necessary foi the Joint Operations but subject to the following limitations: 

A. If Material is moved lo the Joint Properly from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than (he distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest the Joint Properly unless agreed to by the Parlies. 



I ! . If surplus Material is moved lo Operator's warehouse or other sl.oi age point, no charge shall lie made lo l.he .luinl Ac­
count, for a distance greater than the distance lo the.nearest reliable supply store where like material is normally 
available, or railway receiving point neat est the .luinl Property unless agreed to by the Parties. No charge shall lie 
made lo the .Joint. Account for moving Material lo other properties belonging to Operalor, unless agreed to by Ibe 
Parties. 

0. In the application of subparagraphs A and I ! above, Ihe option lo equalize or charge actual trucking cost in available 
when the actual charge is, %-UH) or less excluding accessorial charges. The $'100 wil l he adjusted to the amount most 
recently recommended by Ihe Council of Petroleum Accountants .Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by oulsidc sources, except, services excluded by Paragraph 
10 of Section I I and Paragraph i , i i , and i i i , of Seel ion I I I . The cosl of pi ofessional consul I an t. services and conl .racl ser­
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rales. 
The cosl of professional consultant services or contract services of technical personnel not directly engaged on the Joinl. 
Properly shall not. be charged to l.he Joinl. Account, unless previously agreed to by the Parlies. 

H. Equipment nnd Facilities Furnished f ly Operator 

A. Operator shall charge the Joint Account for use of Operalor owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rales shall include costs of maintenance, repairs, other operating expense, 
insurance, faxes, depreciation, and inleresl on gross invcslmenl. less accumulated depreciation not lo exceed 
- t w e l v e . percent ( J 2 .- "'•<) per annum. Such rales shall not exceed average commercial rales currently pre­
vailing in the immediate area of the Joinl. Properly. 

H. In lieu of charges in paragraph HA above. Operator may elect, to use average commercial rales prevailing in the immedi­
ate area of the Joinl Properly less 20%. For aulomolive equipment, Operator may elect lo use rales published by the 
Petroleum Motor Transport Association. 

!). Damages and I/osses lo Joinl Properly 

All cosl.s or expenses necessary for the repair or replacement of Joint. Properly made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or oilier cause, except those resulting from Operator's gross negligence nr 
wil l ful misconduct. Operalor shall furnish Nun Operalor writ ten notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, invesfigal ing and sell.ling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreemeni or necessary lo protect 
or recover the Joint Properly, except that no charge for services uf Operator's legal staff or fees or expense oT outside attor­
neys shall be made unless previously agreed lo by Ihe Parlies,. All other legal expense is considered lo be covcicd by the 
overhead provisions of Section I I I unless otherwise agreed fo by the Parties, except as provided in Section I , Paragraph 
3. 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Properly, the operation thereof, 
or the produclion therefrom, and which (axes have been paid by the Operator for the benefit of the Parlies. If the ad valo­
rem laxes arc based in whole ur in pari upon separate valuations of each parly's working interest, then notwithstanding 
anything fo the contrary herein, charges b> lhc Joint Account shall be made and paid by the Parlies heielo iu accordance 
wilh the tax value generated by each party's working inleresl. 

12. Insurance 

Net premiums paid for insurance required tu be curried for (he Joint Operations for the protection of the Pnrtics. In the 
event Joint Operations at e conducted in a state in which Opernlor may acl nn nelf-insui er for Worker's Compensation and/ 
or Employers Liabil i ty under the respective slate's laws, Operator may, at ils election, include the risk under ils self-
insurance program and in thai event, Operator shall include a charge al Operator's cost not lo exceed manual rales. 

I. ' I . Abandonment and Keelainalion 

Costs incurred for abandonment of the Joinl. Properly, including cosls required by governmental or oilier regulatory 
authority. 

14. Communications 

Cost of ncquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio nnd 
microwave facilities directly nerving the Joinl, Properly. Iti the evenl communication facilities/systems nerving the Joint 
Property are Operalor owned, charges lo the Joint Account shall be made as provided in Paragraph 8 of this Section I I . 

I f i . Other Expenditures 

Any olhcr expenditure not covered or dealt wilh in the foregoing provisions of this Section I I , or iu Section I I I and which 
is of direct benefit to l.he Joinl. Properly and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 



I I I . O V E R H E A D 

1. Overhead - Dri l l ing: nnd r r o d u c i n g Opcial ions 

i . An compensation for administrative, supervision, office net vices nnd warehousing cost.",, Opernlor sliall charge dr i l l ing 
and producing operations on either: 

( x ) Fixed Rate Basis, Paragraph I A, or 
( ) Percentage Basis, Paragraph 11! 

Unless otherwise agreed fo by the Parlies, such charge sliall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
,'1A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traff ic , 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge fo the Joint Account. 

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

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

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

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

A. Overhead - Fixed Rale Basis 

(1) Operator shall charge the Joinl. Account a I. the following rales per well per month: 

Dr i l l ing Well Rale $ ^ 5 , 0 0 0 . 0 0 
(Prorated for less than a fu l l month) 

Producing Well Rate $ _5_QO.IIO 

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

(a) Dr i l l ing Well Rate 

(1) Charges for dri l l ing wells shall begin on Ihe dale the well is spudded nnd terminate on the dale the dr i l l ­
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of d r i l l i ng or completion operations for fifteen ( I f i ) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for n period of five (5) consecutive 
work days or more shall be made al the dr i l l ing well rale. Such charges shall be applied for the period 
from dale workover operations, with r ig or other unils used in workover, commence through date of r ig 
or other unit release, except lhal. no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

(2) Each active completion in a mulli-complclcd well in which produclion is not commingled down hole shall 
be considered as a one-well charge providing each complellon is considered a separate well by the govern­
ing regulatory authority. 

(II) An inactive gas well .shut in because of overproduction or failure of purchaser to take the produclion shall 
be considered as a one-well charge providing the gas well is directly connected lo a permanent sides 
outlet. 

(4) A one-well charge shall be made for l.he month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
dr i l l ing well talc appl ies. 

(5) Al l other inactive wells (including bul not. limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rales sliall be adjusted as of the first day of Apr i l each year following the effective dale of lhc agreement 
lo which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rale cur­
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum nnd Oas 
Produclion Workers for the last calendar year compared lo the calendar yeur preceding ns shown l'.v the Index 
of average weekly earnings of (/rude Petroleum and Car, Production Workers ns published by the Uniled Stales 
Department of Labor, Bureau of Labor Statistics, or tho equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted tales shall be the t ales currently in use, plus or minus the computed ad­
justment. 

B. Overhead - Percentage Basis 

( I ) Operator shall charge the Joinl Account a I. the following rates: 



CIS 
(a) Development 

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

under Paragraph ID of Section 11 and all salvage credits. 

(h) Operating 

Pcrrenl. ( %) of Ihe ens I. of operal ing the Joint Property ex elusive of costs provided under 
Paragraphs 2 and 10 of Seel ion I I , all salvage credits, the value of in jected sulisfaue.es purchased for secondary 
recovery and all faxes and assessments which are levied, assessed and paid upon the mineral inleresl. in and 
to the Joint Properly. 

(2) Application of Overhead Percentage Hasis shall he as follows: 

For the purpose of determining charges on a percentage basis under Paragraph 1 l i of this Section 111, development 
shall include all costs in connection with dr i l l ing, redl ining, deepening, or any remedial operations on tiny or all 
wells involving the use of d r i l l ing rig and crew capable of d r i l l ing lo the producing interval on the .Joint Prop­
erly; idso, preliminary expenditures necessary in preparation for dri l l ing and expenditures incurred iu abandoning 
when the well in not completed as a producer, and original cosl. of construction or installation of fixed nnsels, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Conslruclion ns 
defined in Paragraph 2 of (his Section I I I . All oilier costs shall be considered as, operating. 

2. Overhead - Ma jo r Conslruelion 

To compensate Operator for overhead costs incurred in the conslruclion and installation of fixed assets, the expansion of 
fixed assets, and .any other project clearly discernible as a fixed asset required for the development and operation of the 
.Joint Properly, Operator shall either negotiate a rale prior fo llie beginning of construction, or shall charge the Joint 
Account for overhead based on the following rales for any Major Conslruclion project in excess of $ : 

A = 5 - % of first $100,000 or total cost if less,, plus 

B. j=2= % of costs iu excess of $100,000 bul. less (ban $ 1.000,000, plus 

C. =-.2.-. % of costs iu excess of $1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 
project shall nol. be treated separately and the cost of d r i l l ing and workover wells and art if icial l i f t equipment shall be 
excluded. 

II. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed lo by the Pnrlics, which are necessary 
lo restore tho Joinl Property lo the equivalent condition that existed prior to the evenl causing the expenditures. Operator 
shall either negotiate a rale prior lo charging the Joint Account or shall charge the Joint Account for overhead bused on 
the following rales: 

A =5= % of tolal costs through $100,000; plus 

B = 3 - % of total costs in excess of $100,000 bul less than $1,000,000; plus 

C. ~ 2 - % of total costs in excess oT $1,000,000. 

Expenditures subject to the overheads above wil l nol be reduced by insurance recoveries, and no other overhead provi­
sions of this Section I I I shall apply. 

.. Amendment uf Kales 

The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement between 
the Parlies hereto if, in practice, the rales are found lo lie insufficient or excessive. 

I V . PUICINO OF J O I N T A C C O U N T M A T E R I A I , P U B C I I A S E S , T R A N S F E R S A N D DISPOSITIONS 

Operalor is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joinl Property. Operator shall provide all Material for use on the Joint Properly; however, al Operalor's 
option, such Material may be supplied by the Non Operalor. Operator shall make timely disposilion of idle and/or surplus 
Material, such disposal being made either through sale lo Operator or Non-Operator, division in kind, or sale lo outsiders. 
Operator may purchase, but shall be under no obligation lo purchase, inleresl of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by lhc Operator shall lie agreed lo by the Parlies. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joinl Account 
when adjustment litis been received by the Operalor. 

2. Transfers and Dispositions 

Materia! furnished to the Joinl Property and Material transferred from the Joint Properly or disposed of by lhc Operator, 
unless otherwise agreed lo by the Parties, shall be priced on the following basis exclusive of cash discounts: 



A. New M a l e r i i i . (Condi t ion A) 

(1) '. ' . ..Hilar Goods O lhc r Ihan L ine Pipe 

(a) T u b u l a r (roods, sized 2% inches O l ) and la rger , except, l ine p ipe, shal l be pr iced a I. Eastern m i l l pub l ished 
carload base prices cffecl.ive as of dale <if movemenl. plus I ranspor la l ion cosl using the HO,000 pound car load 
w e i g h t basis lo Ihe r a i l w a y rece iv ing po iu l nearest the Jo in t P roper l y for wh ich pub l ished ra i l rates for 
t u b u l a r goods exist. If the 80.000 pound ra i l ra le is nol, o f fe red, the 70,000 pound or .10,000 pound ra i l ra le 
may be used. F re igh t charges for t ub ing w i l l be calculated f rom I/oraiu, Ohio and casing f r om Youngs lown, 
Ohio. 

(b) For grades which are special lo one mi l l only, prices shall be computed al. Ihe m i l l base of t ha i m i l l plus trans­
por ta t ion cost f r om that m i l l lo Ihe ra i lway rece iv ing po in t nearest the Jo in t Proper ty an prov ided above in 
Paragraph 2.A.( l)(a). For t ransportat ion cost f rom points other than Eastern mi l ls , the .'10,000 pound Oil Field 
Hau le rs Associat ion in terstate t ruck rate shal l be used. 

(c) Special end f in ish t ubu la r goods shal l be pr iced af l.he lowest publ ished out. of slock p r ice , f o b. Houston, 
Texas, plus t ranspor ta t ion cosl, us ing Oi l F ie ld Hau lers Associat ion in ters ta te .'{(1,(100 pound t ruck rate, to 
tho ra i lway rece iv ing point nearest the Jo in t Proper ty . 

(d) Macaron i l u l l i n g (size less than 2% inch OI) ) shal l be pr iced nt. the lowest publ ished oul-of-sloek prices f.o.b. 
the suppl ier plus t ransportat ion costs, using the Oil Fiel t l I haulers Association interstate t ruck ra le per we igh t 
of t u b i n g t rans fe r red , lo the r a i l w a y rece iv ing point nearest the Jo in l Proper ly . 

(2) Line Pipe 

(a) L ine pipe movements (except size 2-1 inch 0 0 and larger w i t h wal ls 'A inch and over) ;t0,000 pounds or more 
shal l be pr iced under provis ions of t u b u l a r goods p r i c i n g in Pa rag raph A . ( l ) (a ) as prov ided above. F r e i g h t 
charges shal l be calculated f rom Lo ra in , Ohio. 

(b) L ine pipe movements (except size 24 inch OI) and larger w i l h wal ls % inch and over) less than .'10,000 pounds 
shall bo pr iced at Eastern m i l l publ ished carload base prices effective as of dale of sh ipment , plus 20 percent, 
plus t ranspor tat ion cost; based on f re igh t raters as set foi III under provisions of tubu lar goods p r i c i ng in Para­
g r a p h A . ( l ) (a ) as prov ided above. F r e i g h t charges shal l be calculated f rom I o r a i n , Ohio. 

(c) L ine p ipe 24 inch OD and over and Y, inch w a l l and la rger shal l bo p r i ced f.o.b. Ihe po in t of manu fac tu re 
at c u r r e n t new publ ished pr ices plus t ranspo r ta t i on cosl. to the ra i lway rece iv ing po in t nearest the Jo in t 
Proper ty . 

(d) L ine pipe, i n c l ud i ng fabr ica ted l ine pipe, d r i ve pipe and condu i t not l isted on publ ished pr ice lists shal l bo 
pr iced at quoted prices plus f r e i g h t lo the ra i lway rece iv ing point nearest the Jo in t Proper ly or a l prices 
agreed fo by the Part ies. 

(3) Other Mater ia l shall be. pr iced at the cur ren t new price, in effect at. date of movement, as listed by a rel iable supply 
store nearest the Jo in t Proper ly , or point of manu fac tu re , plus t ranspor ta t ion costs, if app l icab le , lo the ra i lway 
rece iv ing po in t nearest the Jo in t P roper l y . 

(•I) Unused new Mater ia l , except t u b u l a r goods, moved f r om the Jo in t Proper ty shal l be pr iced at the c u r r e n t new 
pr ice, in ef fect on dale of movement , as l isted by a re l iab le supp ly store nearest the Jo in t P roper l y , or po in t of 
manu fac tu re , plus t ranspor ta t ion costs, if app l icab le , to the r a i l w a y rece iv ing po in t nearest the Jo in t Proper ty . 
Unused new lubu la rs w i l l be pr iced as prov ided above in Paragraph 2 A (1) and (2). 

B. Good Used Ma te r i a l (Condi t ion B) 

Ma te r i a l in sound and serviceable condi t ion and su i tab le for reuse w i t hou t recond i t ion ing : 

(1) Ma te r i a l moved lo the Jo in t P roper l y 

A t seventy-f ive percent (75%) of c u r r e n t new pr ice, as de te rmined by Pa rag raph A . 

(2) M a t e r i a l used on and moved f rom the J o i n l Proper ty 

(n) A t seventy-f ive percent (75%) of cu r ren t new price, as determined by Paragraph A, if Ma te r ia l was or ig ina l l y 
charged to tho Jo in t Account as new Ma te r i a l or 

(b) A t s ix ty - f i ve percent (fi5%) of cur t cut new pr ice, as de te rm ined by Pa rag raph A, i f Ma te r i a l was o r ig ina l l y 
charged to the Joint. Account as used Ma te r i a l . 

(.'!) Ma te r i a l not used on and moved f r o m the Jo in t P roper l y 

A t seventy-f ive percent (75%) of c u r r e n t new pr ice as de te rm ined by Pa rag raph A. 

The cost of recond i t ion ing , i f any, shal l be absorbed by the t r a n s f e r r i n g p roper l y . 

C. Other Used Ma te r i a l 

(1) Condi t ion C 

Mi i te r ia l wh ich is not in sound and serviceable condit ion and not sui table for its o r ig ina l funct ion un t i l a f ler recon­
d i t i o n i n g shal l be pr iced at f i f t y pet cent (50%) of c u r r e n t new pr ice as de te rm ined by Pa rag raph A. The cosl of 
recond i t ion ing shal l be charged lo the receiv ing proper ty , prov ided Condi t ion C value plus cost of recond i t ion ing 
does nol exceed Condi t ion B value. 



(2) Condi t ion I ) 

M a l e r i ; d , exc lud ing j u n k , no longer sui table for it.:; o r i g ina l purpose, bu t unable for some other purpose nhall be 
pr iced on a basis eommensura le w i t h its use. Opei a lor may dispose of Cond i t ion I) M a t e r i a l under procedures 
norma l l y used by Operator w i t h o u t p r io r approva l of N o n O p e r a t o r s . 

(a) Casing, t u b i n g , or d r i l l p ipe used as l ine pipe shal l be pr iced as Crade A and R seamless l ino pipe of com­
parable size and we igh t . Used casing, f u l l i n g or d r i l l pipe u t i l i zed as l ine pipe shal l be p r i ced at used l ine 
pipe prices. 

(b) Casing, tub ing or d r i l l pipe used as h igher pressure service lines than s tandard line pipe, e.g. power oil l ines, 
shall be pr iced under normal p r i c i n g procedures for casing, l u l l i ng , or d r i l l pipe. Upset t u b u l a r goods shall 
be pr iced on a non upset basis. 

(,'!) Condi t ion 15 

Junk shal l be pr iced at. p reva i l i ng prices. Operator may dispose of Condi t ion 15 Ma te r ia l under procedures nor­
ma l l y u t i l i zed by Opera lor w i ihou l . p r i o r approva l of Non-Operators . 

1). Obsolete Ma te r i a l 

Ma te r i a l wh i ch is serviceable and usable for its o r i g i na l func l ion bu t condi t ion and /o r value of such Ma te r i a l is not 
equiva lent to that wh ich would j us t i f y a price as prov ided above may bo special ly pr iced as agreed to by the Par t ies. 
Such pr ice should resul t in the Jo in t Account be ing charged w i th the value of the service rendered by such Ma te r i a l . 

15. P r i c i n g Condi t ions 

(1) I / iad ing or unloading costs may be chat (red fo the Joint Account at the ra le of twenty- f ive cents (ZfiT) per hundred 
w e i g h t on al l t ubu la r goods movements, in l ieu of actual load ing or un load ing costs sustained nt the s tock ing 
point. The above rate shall be adjusted as of the f i rs t day of A p r i l each year fo l lowing January 1, 1985 by the same 
percentage increase or decrease used to adjust, overhead rales in Section I I I , Pa rag raph l .A(3) . I5ach year, the 
rate calculated shall be rounded lo the nearest cent and shall be tho rale in effect, un t i l the f i r s t day of A p r i l next 
year. Such rate shal l be publ ished each year by the Counci l of Pet ro leum Accountants Societies. 

(2) Ma te r ia l invo lv ing erect ion costs shal l be charged at appl icable percentage of (he c u r r e n t knocked-down pr ice of 
new Ma te r i a l . 

3. P r e m i u m Pr ices 

Whenever Mnte r in l is not readi ly obta inable at publ ished or listed prices because of nat ional emergencies, st r ikes or other 
unusual causes over wh i ch the Opera to r has no con t ro l , the Opera tor may charge the Jo in t Accoun t for the requ i red 
Ma te r i a l at the Operator 's actual cost i ncu r red in p r o v i d i n g such M a t e r i a l , in ma l t i ng i t su i table for use, and in mov ing 
i t In the Jo in t Proper ty ; prov ided nol ico in w r i t i n g is furn ished to Non-Operators of tho proponed charge p r io r to b i l l i n g 
Non-Operators for such Ma te r i a l . I5ach Non-Opera to r shal l have the r i gh t , by so e lec t ing nnd no t i f y i ng Opern lo r w i l h i n 
ten days af ter receiv ing notice f rom Opera lor , lu fu rn ish in k ind al l or pa r t of his share of such Ma te r ia l sui table for use 
and acceptable to Opera lor . 

4. W a r r a n t y of M a t e r i a l F u r n i s h e d Hy O p o r a t o r 

Operntor docs not w a r r a n t tho M a t e r i a l fu rn ished . In case of defect ive M a t e r i a l , c red i t shal l no l be passed to the J o i n l 
Account un t i l ad jus tment has been received by Operator f rom the manu fac tu re rs or the i r agents. 

V. I N V E N T O R I E S 

The Operator shal l ma in ta in detai led records of Cont ro l lab le Ma te r i a l . 

1. P e r i o d i c I n v e n t o r i e s , No t i ce a n d R e p r e s e n t a t i o n 

A t reasonable intervals, inventories nhall be taken by Operator of the Jo in t Account Contro l lab le M a t e r i a l . W r i t t e n notice 
of in tent ion to take inventory shal l bo given by Operator at least t h i r t y (30) days before any inventory is to begin no tha t 
Non-Operators may be represented when any inventory is taken. Fa i l u re of Non-Operators to be represented a l an inven­
tory shal l b ind Non-Operators to accept the inventory taken by Opera lo r . 

2. R e c o n c i l i a t i o n a m i A d j u s t m e n t of I n v e n t o r i e s 

Ad jus tmen ts lo the Jo in t Account, r esu l t i ng f r om the reconc i l ia t ion of a physical inventory shal l be made w i t h i n six 
months fo l l ow ing the t ak i ng of the inventory . Inventory ad jus tments shal l be made by Opera lo r lo the J o i n l Account for 
overages and shortages, but , Opera lo r shal l be held accountable only for shortages due lo lack of reasonable d i l igence. 

',). Spec ia l I n v e n t o r i e s 

Special inventories way be taken whenever there is any sale, change of interest, or chnnge of Operator in the Joint Property, 
l l shal l bo the duty of the par ly sel l ing lo not i fy all other Pnrt ics as qu ick ly as possible a f le r the t rans fer of Interest takes 
place. In such cases, both the sel ler and Ihe purchaser shal l be governed by such inventory . In cases invo lv ing a change 
of Operator , al l Part ies shal l be governed by such inventory . 

4. E x p e n s e of C o n d u c t i n g I n v e n t o r i e s 

A. The expense of conduc t ing per iod ic inventor ies shal l not be charged to the J o i n l Account unless agreed lo by the 
Part ies. 

15. The expense of conduct ing special inventor ies shall be charged to the Par l ies request ing such inventor ies, except, in­
ventories requ i red due to change of Operator shal l be charged fo the Jo in t Account . 



Exhibi t "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 

Workmen's 
Compensation 

General 

Motor Vehicle 

Excess Liability 

POLICY FORM 

Statutory 

Comprehensive 

Standard Automobile 

MINIMUM LIMITS OF LIABILITY 

Statutory, per laws of the State in which the 
Contract Area is located 

Bodily Injury and Property Liability Damage 
Combined ($1,000,000 each occurrence and 
aggregate) 

Bodily Injury and Property Combined 
($1,000,000 each occurrence and aggregate) 

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

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

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

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

GAS BALANCING AGREEMENT 

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

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

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

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

Each party hereto shall make settlement wit the royalty owners to whom it is accountable, just as 
if such party were marketing or otherwise disposing of its share, and its share only, of such gas 
production exclusive of gas used in lease operation, vented or lost. Each party hereto agrees to 
hold each other harmless from any and 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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A.A.P.L. FORMj6lO - 1989 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

May 14 > |cj9 8 f 

OPERATOR Riciwrjscn Operating Oarpany-

CONTRACT AREA Tcwnship 30 Nbrth, Range 14 West, NMRM 

Secbicn 21: W/2 

Surface to base of Pictured Cl i f f s formation 

COUNTY OR PARISH OF __§anto iT STATE OF _ Nsw M3oo?_ 

COPYRIGHT 1989 — ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OI ; PETROLEUM 

L A N D M E N , 100 FOSSIL CREEK IU.VD. 

FORT WORTH, TEXAS, 76137, APPROVED FORM. 

A.A.P.L. NO. (ilO - 1989 



* * of r « t i o f » u m A i c o v n t o n l i 

5ot l . l l . . [If) 
J 

E X H I B I T " C " 

A ( Inched to nnd made n p n r t of 

_ E r c ^ c i ! a j M J l Q j n r ^ ^ L 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

i . , C R N R U A i , PROVISIONS 

1. O e f l n l l l o n u 

" J o i n t P r o p e r t y " i i l in l l mean the rea l nnd personal p rope r t y subject to l l io ag reement lo w h i c h lhl : i Acconn l in r r Procedure 
In i i l U c h e d . 
" J o i n l O p c m l i o n a " ahul l menu n i l o p c m l i o n a ncccaanty nr p rope r for (he deve lopmen t , o p e r a t i o n , p ro tec t ion nnd m n l n l c 
nnneo of lhc Jo in t P r o p e r l y . 
' ' Jo in t A c c o u n t " shri l l mean Ihe account s h o w i n g the chnrfroa pa id nnd c red i t s received in lhc conduct of l l io J o i n l Opera 
l ion a nnd w h i c h are to be shared by Iho Pnr l leo . 
" O p e r n l o r " uhf \ l | mcnn the pa r t y des igna ted to conduc t (bo Jo in t Opera t i ons . 
" N o n - O p o r n l o r a " ahul l incnn Iho Par l i es to thl. i ii[ri cemen t o l h c r than Ihe Opei n lnr . 
" P n r l i e a " ahal l menu O p e r n l o r . n n d H o n - O p e m l o i a. 
" F i r s t I^cvcl Supcrv lao i a" nhull mean llmno employees whose )ii Imn i y func t ion in Jo in t O p c m l i o n a la l l ie d i rec t cupcrv la inn 
of o lhc r employees f i nd /o r c o n t r a c t labor d i r ec t l y , emp loyed nn the Jo in t Pi opei ly In n f ie ld o p c m l l n | ( capac i ty . 
" T c c h u l c n l ICmployoes" ahul l mean Ihoae omploycca huv iu i r specia l nnd apeeif ic onn lnce i !np> iroolo|r icnl nr n lhur profca 
oioiuil sk i l l s , nnd whoso p r i m a r y func t ion In J o i n l Opera t ions in the hn i id l l i q r of speci f ic opei nl lne; cond i t ions nnd p r o b l e m ' 
for the bene f i t of tho Jo in t P r o p e r l y . 
"Persona l l i lKpenaea" ahul l mean t r a v e l nnd o i l i e r reasonable r e i m b u r s a b l e expenses of Opera to r ' s employees. 
" M a t e r i a l " nhal l mean personal p r o p e r l y , e q u i p m e n t or supp l ies a c q u i r e d or held for uac on l l ie Jo i n t P r o p e r t y . 
" C o n t r o l l a b l e M a t e r i a l " a lm l l moan M n l c i Inl w h i c h a l the. l i m e iu no c lass i f i ed In Ihe M n l o r l n l C lass i f i ca t i on M a n u a l n 
mosL r oc e n I ly r e c o m m e n d e d by the Counc i l of P e t r o l e u m A c c o u n t a n t s Societ ies. 

2. S l n l e m o n t a n d D l l l l u i r a 

O p e r n l o r shn l l b i l l Non-Ope i i i lora on nr before l l io Inal day of each m o n l h for i he l i pi o p o i l l o n a Ic share ol the J o i n l A< 
count for l l ie preceding: m o n l h . Such bi l la w i l l be accompan ied by s l n l c m c n l s wh i ch i den t i f y l l ie au tho r i t y for c x p c n d l l u n 
lonao or fac i l i t y , and ni l chnrflrcs ani l c rcd l l a s u m m s t l /ed by a p p r o p r i a t e c lass i f i ca t ions of I nves tmen t nnd expense exec] 
t h a i i tems of Oou l ro l l i i b l c M a t e r i a l and unusua l ehar(rcs and e i e d i l s sha l l lie sepa ia l e l y i d e n t i f i e d nnd fu l l y desc r ibed i 
detail. 

.'1. A d v a n c e s a n d P a y m e n t s by N o n - O p e r a t o r s 

A. U n l e t s o t h e r w l a e p r o v i d e d for In lhc ng r rccmon l , Iho O p e r a l o r may r e q u i r e the Mon -Opo ra to ra to odvonce the 
share of ca f imotod caah ou t lay for the succeed ing mnn lh 'a opera I inn w i t h i n l i f l eon (15) dnya n f l e r rece ip t o l the hi 
1 n f j or by tho f l r s l day of Iho m o n t h fur w h i c h lhc advance ia r e q u i r e d , wh i cheve r Is Inter . Ope rn l o r shal l ad just cni 
m o n t h l y b i l l in ( r lo re f lec t a i lvancea rece ived f r o m the N o n - O p c r n l n r s . 

f). fiutch Non-Oper a lor shal l pay Ha pro por t ion of ni l Id I In w i t h i n f i f teen ( l b ) dnya n f l e r rece ip t . I f 'pay men t la nol mn 
w l l l i l n aueh l i m e , l l io u n p a i d bn lnncn ahul l bear In te rna l m o i i l h l y n I Iho pi imo r u i n In e f fec t n l N o r w e s b 

0 a n ) £ _ r J j 2 a y . £ l L _ on Ihu / l i n t day of lhc m o n l h In w h i c h de l inquency occurs plus 1% or lhc mnx l rn t 
con l i ac l ra le p o r m l l l c d by Ihe app l i cab le usury Iowa In iho. s ln lo In w h i c h the J o i n t P r o p e r l y la llienlcd,^vTTIcTio\ 
ia Ihe lesser, p lus n t lm uey'a f ec i , e r i u r l coals, nnd o i l i e r cosls in connect ion w i l h lha co l lec t ion of u n p a i d a n i o u n l 1 

\ . A d j u s t m e n t s 

P n y m c u l of nny aueh b i l l s .ahull no l p re jud i ce l l io i l ( fh l of any Hon Ope ra l o r lo protest or quest ion the r.oi rcclncaa l l i e n 
p r o v i d e d , however , al l b i l l s nnd a ln t cmen ta r ende red lo Mo i i -Opc rn tu i a by Ope ra to r d u r i n j r nny ca lendar ycor s l ia l l c 
eh io lvo ly bo p t c i n i m c d to bo d uo and co r rec t u f l o r ( w e n l y - f o t i r C<M) mon l l i a f o l l o w i n g Iho end of any ouch ca lendar ye 
uulooa w i t h i n tho nnld I w a n l y - f o u r (2-1) m o n t h per iod n Non-Opo i u(or lakes w i i l l c n except ion l l i o ro lo nnd mnltoo c l a i m 
Opera tor for nd jus tmont . Ho n d j u n l m o n l /HVOI nblo lo Opera to r nhnll bo made unless H la made w i t h i n l l ie anino preacrb 
per iod . The provis ions of l l i la p a r a g r a p h ahul l nol p reven t nd jna l i ncn la i esu l l l i q j fi om a ] ihys lcn l Inventory of Con l ro l l n 
M a t o r l n l na p rov ided for In Sect ion V. 



I I I . O V E R H E A D 

Overhead - D r i l l i n g nnil P roduc ing Operations 

I. As compensation for administrative, supervision, office services and warehousing costs, Opernlor shnll chnrgc d r i l l i ng 
nnd producing' operations on either: 

( X ) Fixed Rule Oasis, Paragraph I A , o r 
( ) Percenlarre Oasis, Paragraph 111 

Unless otherwise agreed to by the Pai Lien, such charge ahall be in lieu of coats and expenses of nil offlcca nnd oalarlca 
or wages plus npplicnblc burdens nnd expenses of all personnel, except those directly chargenble under Paragraph 
3A, Section I I . The coal and expense of aerviccs f rom outside sources in connection with mailers of taxation, t ra f f ic , 
accounting or niollcra before or involving governmental agencies shall be considered as included In the overhead mica 
provided for In the above sclcclcd Paragraph of this Section l l f tinlcsa such cost and expense are ngreed lo by Iho 
Pai ties aa a direct ehnrfrc to the Joint Account. 

i i . The salaries, wngoa and Personal Expenses of Technical Employees nnd/or Iho coat of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shnll be covered by the overhead rnlca, or 
(X ) ahall not be covered by the overhead rales. 

ill ' . The salaries, wjigc3 and Personal Expenaca of Technical Employees and/or coals of professional consultant acrvlcca 
and contract acrvlcca of technical personnel cither temporarily or permanently nssigncd lo and directly employed In 
Ihe operation of Ihe Joinl Property: 

( ) ahnll be covered by the overhead rales, or 
( X ) shall nol be covered by lhc overhead rnle3. 

A. Overhead - Fixed Rntc Onsia 

(1) Opernlor ahall charge lhc Joinl Account al the following "rates pet well per monlh: 

Dri l l ln i r Well Rule f, i j a O X L f l O 

(Proraled for less Ihan a fu l l monlh) 

Producing Well Rate f 5QOJ3Q 

(2) Application of Overhead - Fixed Rate Una is shall be ns follows: 
(a) Dri l l ln i r Well Rale 

(1) Charges for d r i l l ing we!l3 shall begin on the dale lhc well ia spudded nnd terminate on the dale the d r i l l ­
ing fi(f, completion rig;, or other units used in completion oT lhc well ia released, whichever is later, except 
that no charge shall be made dur ing .suspension of d r i l l i n g or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing nny type of workover or recompletion for n period of five (G) consecutive 
work dny3 or more ahnll be made nl the d r i l l i n g well rale. Such charges shall be applied for Ihe period 
from clalu woi hover operations, wi th i i g or other unils used in workover, commence through dale of r ig 
or olhcr un i l release, except that no charge shnll be made dur ing suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rales 

(1) An active well either produced or injected into for nny portion of the month shall be considered ns n one 
well charge for the entire month. 

(2) Each active completion in a mulli-complclcd well in which produclion ia not commingled down hole ahnl 
bo considered ns a one-well charge providing each completion ia considered a separate well by llio govern 
ing regulatory authority. 

(.'!) An Inneflve gar, well shul in because of overproduction or failure of purchaser lo Inke Ihe produclion shnl 
bo considered aa a ouc-well charge providing Ihe gas well ia directly connecled to a permanent sale-
outlet. 

('I) A one-well charge ahall be made for the month In which plugging and abandonment opernliona nre com 
plelcd on any well. This; one-well charge shall bo made whether or nol lhc well has produced except whci 
d r i l l i ng well rate applies. 

(C) Al l oilier Inactive wells (including but nol limited lo Inactive wells covered by unit nllownble, lenae nllou 
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(J) The well rnlca shall be adjusted na of the first day of A p r i l ench year following Ihe e/feclive dale of the agrccmce 
lo which this Accounting Procedure la attached. Tho. adjustment ahall be computed by mul t ip ly ing Iho rnlc cm 
renlly In uac by llie percentage Increase or decrease In the nvernge weekly earnings of Crude Petroleum nnd Or 
Produclion Workers for Ihu Insi calendar year coiiipnt cd lo the cnSendnr year preceding na shown by Iho Inde 
of nvernge weekly cni nliigu of Crude Petroleum and Ona Production Workers aa published by lhc United Stud 
Department of Labor, l lu i cau of Labor Statistics, or (he equivalent Canadian Index na published by Stnllsth 
Canada, na applicable. The adjnaled rules shall be the rales currently in use, plus or minus Hie computed in 
juslmcnl. 

R>—Overhead—I-Gi!eonlngQ-Bnr.ia 

(I)—Opera Loi'-tihnll-ehni'ge-lhe-Joint-Aeeoun t-nl-thc- foi lo wing-en I. en:: 

-A-
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M O D E L F O R M O P I - R A T I N G AGIUiI iMIiNT 

OIMiKATTNC A G K HUM l iNT 

I) A'I ' l iD 

OITUATOR Richardson Operating Company 

CONTItACT A UFA Tc)wnsh\ p 30_ North,_ Range H _Wes^ 

^ S e c t i o n _1J5^ A11_ 

; Sect ion__ 2 N/2 

^ovnshi_p^2 9 j \ i g r t h , Range 14 West , NMPM 

S e c t i o n 16: N/2 

COUNTY OR PARISH OF SaiWuan t STAFF OF Nej^Mexico_ 

COI'YIUCIIT 19119 — A I I . a i c; n 15 \\\\s i; H v li n 

A M I i l l l C A M ASSOCIATION OI : 1'liTTt OI.IIUM 

I . A M D M l i N , (Kill IOSSI I . OHIi f iK I I I .VO. 

I'O It T" VTOItT I I , 'I 'liX AS, 7rtlJ7, AI ' f 'HOVliO I'OIIM. 
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„,:IHMI lo uml mod. „ p«.i of „A I;I: fl cbecU: o_cii IcUtlcKle ...fl .. »i\ i:.L.i)L. 11 »n r:« n I. U_OPP. I" n V. i HCI„nC) tr̂ jHiocin l ;_ 
i | - E rl ._ , J je I: w n.f? 1.1 J. f: I > n j ; d 53 rj J i _ Ope r f \ 1. i IKJ .. Ooinnaiiy .. nn ..Onera.Loi:cinclJEvKP 
Development Co. , c t n i , OS Hon Ouo/:a!.oi .';. . 

A( : r . i, ) U I i I I' i f -i I 'I M )( ;i; I )l J m • 

JOINT ()P!N I A "TION S 

i o CM c II A i . r II r> v i m i p; 

D n f l H l l l n m ) 

" J o i n l P r o p e l I y " id i n 11 m e n n ( l i e i en I n n d p e i ' in n i\ 1 p i n p r i I y ' i n Ii J e t: I T n ( I i n H| | i I ' l ' l n r n l I n w Ii I c l l ( I d a A e t u n n I i u f j P i OCC d 111 

In n 11 li e l l n i l . 

" J o i n l 0 pe i II 11 on a" shn l l menu n i l ope i a I Ion a iu-ee'i'in i y m p i (i ]ie i fo i l l i e d e v e l o p m e n t , u pu i n I Ion. | n ol ee I Ion nnd m n I n I ' 
nivueo ol 11 v o J o i n l P t n p c i t y . 

" Jo in t A c eon n I " ahnl l menu l l i o n e r on n I aim w I nu Ihe e It n i |; ea pn Id nnd i: i ei I i I a i err id v ed In 11> n en m I ur t n f t hi) J o i n l O p e n 
l lona nnd w h i c h urn lo lie s i n n e d by Iho I ' m Ilea. 
" O p e r a t o r " ahn l l mean Ihe pai (y d n a I g n n ( r d In conduc t (hn Jo in t Opei n l lona 
" H o n 0 p o m I or a" ah n 11 m e n u Iho I ' m (lea lo Ih la n | ; i cement n l h c i l l i n n l l i e O p e i n l o i . 
" I ' m tlea" ahnl l m e a n O p e r a t o r nnd l i o n Opei a i m a. 

" F l i n t Pe vr.l on pin v I no ( n " a l in l l m e a n I boa n nm ploy e r a w hnae | i i I nuu y ( u n c t i o n In Jo in t Opc ' n I lona la (he i l l I tr c( nu pe i v l i In 
of o i l i e r employees n n i l / o r con 11 n el l abo r d I rec 11 y. c m p lnyed on l l i e . I n i n l I ' i upei I y l u a Held oper »I ln | ( cn p n e l l y . 
"Tech nlen I I 1.! m p loy oe a" sha l l m e a n Ihnse employees h a v i n g spec ia l nnd s p e c i f i c e n g l n e m 11 I rjf > g e o l o g i c a l tu o ther pi ofe 
nionnl a l i l l la , and whoaa pi I m a r y f n n e l i o i i In Jo in t Opei a l l ium la Ihe hn in III i i |( of spec i f i c npni a l l n g eoudl l loua nnd pi a l l ien 
fo r the b e n e f i t of I bo Jo in t P i opei I y 

"Persona] li) K pen ac a" n h n 11 menu (i n v e I and o ( b e i i e n son a b le l e l n i b u i a a l i l e r u p i r i n t i of (J pc i n I n i a e in ploy ee a. 
" M a I p i la I " ah n II menu pe i son a I p i o pe I ( y, e q u i p m e n t m supp l i e s n e q u 11 ed n i Ii id d f u i use n n Ibe J ul i> I P i npe i I y, 
" C o n l I o i l a t i |o M a t e r i a l " aha l l m e a n M a I ei In l w l i l r r l i n I l l i o l i m e I a so cl u i a 11 led In lhc M a I oi In I Cl n a a i 11 en I Ion M I I M I I H I < 
tnos l r e c e n t l y r e c o m m e n d e d by lhc C o u n c i l of I ' e l i n l e i u u A e e i u m l n n l ' , Societ ies 

S I a I e in e n t a n d H 1111 n g a 

0 po i a I o r -di a 11 ti 111 I / on 0 p e i a I o i a on n i be (o i e the last day of e n e b m o n t h f n i I h e i r p i n | i n i I Ion n I c aim I o of ( h p. J n I n I / 
count for (he p i cc i rdbur m i i n l b . Such b l l b i w i l l be n r r u m pu n led by r.l i» l en ien t n w h i c h I d e n t i f y Ibn i m l h m l t y fin c x p e n d l l u 
Ions n a r f n c 111 ty, nnd n i l e h n I g ca nnd e I ed 11 a i i n i n i n n i I / ed by n pp i n p i l a in c I n as I (Ice 1 Inna n ( I n v eat m n n t nnd c« pimno e x e 1 

lb a I 11 cm s of Con l l ol In b le M a I e i I a I and u n u s u a l c h o i c e s nnd r i ei 1 i I a 11 n 11 lie so pn i n I id y Id e u 111 led and f u l l y dene i Ibed 
detail. 

A d v a n c e s un i t P n y i n e n ! a by I I o n O p e i n I o i n 

A . t j n l eaa o t h e r w i s e p i o v i d e d f o i In tbn n g i c enm nt, (hn O p e i n l o r m a y i c q u l i e Ibe M nn • 0 pin n t ni a lo odvnpce H 

sluiM! of csl I in nled enab nul lay for Ibe succeed ing mon th ' s (i pe i a I Inn w i l h i n I Hi eon ( H i ) dnyn n f l e r i e eel i l l of tho 1 

l u g or by tho f i r s t day of ibn m o n l h (ur w h i c h the advance Is i c q n l i ed, w h i c h e v e r la Inlet . Opel n ln r sha l l nd jua l e 

m o n t h l y b i l l i n g In r o l l e d advances I oeelvnd f i on> Ihe H o n Opei n l in >i 

I ] , Fn eb H on O pe rn I or ahul l pay Ita p i o p n > I Ion nl n i l I i l l l i w 11 b i n 1111 ee n ( l b ) dnyn n l l c i I r eel p i I f )>n y pie n I la nol m 
w l l i d u n u e l i l l n t u , I b n l i n p n b l l i n l n n c n i i l i n l l b e a r I n l e i m i l m n u l l i l ) ' n l l ) m p i l m n t a i n In effect nl _ N o r w B 3 t 

!)ank_Ueuy_ei.'̂ _: on iim fimi d a y n l I b n m o n l h In 111 c 11 d e l i n q u e n c y ncev i i n p l u s 1% o r t h e m n x l u 

c o n t m e l i nto p o r m l l l n d by Ibn a p p l i c a b l e n u n y | nwn In (be n la lo In w h i c h Ibe . I n l n l Pi opei ly Is l o c n l c i l , w h i c h 
la Ibe ler.aer, plus n I Im nny'a fires. l:ian I iroala, nnd n l h c i coats In connec t i on \ v l ( b (be e o l l e c l l o n of u n p a i d n m i n i i 

A d j i i n l m e i i P i 

P n y m c u l of nny aueh b i l l s ahnl l not p i e j u d l c n Ibe t l | ( h l of any H o n O p e i n l o r |o p l u l e . i l oi rp iea l lon Ibe r o i i e c l n e a a tb r 
pi ov I ded, howeve r , n i l b i l l s i \nd a l a t c m e n l a i e u d e m d lo H o n Opei a i m a by 0 pel a tor d m Injt nny c a l e n d a r yeoi shn l l 
e l m i l v e l y bo p r o n u m e d lo bo l i uo m n l em ree l a l l o i P v e n l y f o u r (V.-\) m o n t h s f o l l o w i n g !hn end of nny nueh en lnndn i 
U li 1 on a w i l h i n Iho nnld I w n u I y • f o i l c (2-1) m o n l h pm hid n l l o u - O p m nine Inhea w i l l i n n o x c n p l l o n thai nlo nod mnhoo elnl 
O f i n i n loi for n d j u s l m o n t . Ho n d j u i l m n n l f i iv tn n h In lo Opei n l m nhal l bn Hindi! unless l l la made w i t h i n Iho aaum prcne 
pC 1 toi l . The p rov i s ion* of (Ida p n i n n i n nl l u h n 11 mi l pi event a d ju a 11 n c n I a 1 m u l l i n g f i run n phys i ca l In v t n lot y of Con (i n 
M n l n i l n l na p r o v l d n d for In Sec t ion V. 



I I ! ( ) \ > ! ' ! ! ! I ! ['! A I ) 

v n i b o n d - D r i l l i n g n m l I ' i o 11 > 11:11 > i; C) p e r n 11 n 11 ri 

A n c o m p i : nan I Ion f o i ' nd m i n in l m i l vo , :n i pe r v is lo n, o l ( i ce s e r v i c e s n n d w i n c bu t ts I t i g r o i l s , O p e l it l o i alt n i l c h n i g e , d r i l l i n g 

n n d p r o d u c i n g o p n i n l l n n a on r i l l i r i : 

( X ) F i x e d Ft n l i! r i n a i a , P n m g r n p h l A . o i 

( ) P e r c e n t a g e U n a l s , I ' n i n g i n p l i I I I 

IJ u lcaa o i l KM iv lac n g i c o d I o l i y l l i o I 'n i I leu. a n i d i r I m i g e s h n l l I in I o I l e u i d CMS I a n n d e x p e n s e s of n i l o l I leea n n d n n I n t I en 

o r w n g e n p l u n n p p l i c n l i l c l i u i d e n a e n d e x p e n s e s of n i l p o i . a n n n o l . o x c e p l ( b a s e d l i e e t l y c l i n i g p n l d e u n d o r 1 ' n r a g r n p l i 

3 A , See I I on I I . T h o coat n n d ex p e n a t> o f an i <•> I r on f i o m o n I a I t ie non i cea In c o n u ec I I nn w 11 Ii m n 11 ei a of I n x n l i o n , I r " f f I c , 

n c c o u n l l n g o r m n t l c r . n b e f o i e o r I n v o l v i n g g o v c i n m e n l n l n g e n c i e n .sha l l l ie c n n s l d e i ed na I n c l u d e d In t h e o v e i b e n d l n tea 

p r o v i d e d f o r I u I b e n bo v e at; lee I ed V :t i n g i n p Ii o f I b i s . ' l e c t i o n 111 u n l e s s s u c h cos t n n d e x p e n s e a r c n g r n o d l o b y I b n 

I ' n i I lea na n d i r e c t c h a r g e lo I h e . l o l n t A c c o u n t . 

The anlnrlea, v/ngea nnd I'eir.onnl l;) x ponaon of Terhnleal Hmplnyeos nnd/oi Ibe cosl of pi of eaalou nl conaullanl net vlrea 
nnd con Ir n c I .services of technical pe i ao n in: I d i i er 11 y employed on the .Ininl I' i ope i I y • 

) a h n l l be c o v e r e d b y t h e o v e i b e a d i n i e n , o r 

X } n h a l l no t bo c o v e r e d b y t h e o v e i b e n d i n l o n . 

T h e a n l n r l e a , w n g e a n n d I ' c i n o n n l F x pe na ea n( T e e h n l e a l F i n p i n y ron n m l / n i c o s l s uf p i of e a a h m n I e o n a u l l n n l a c r v l c c a 

n n d c o n l i a c l nei v i c e s of t e c h n i c a l p e i n o n n c l e l l h e r l o m p o i n i l l y tn p i n m a n e n 11 y u n s i g n e d to a n d d l i e e l l y e m p l o y e d In 

l h c o p e r n l l o n of t h e J o i n l . l ' i o p e i t y : 

( ) a h a l l be c o v i n o i l b y I h e o v e i b e a d i u t r s , m 

( X ) n b n II n o l be c o v e r e d b y ( b e o ve i he a tl i n ! es 

Ovcihend - I''lxod Hale llnals 

( I ) O p e r n l o r a h n l l c h n i g e I h t : . I n i n l A r r m m l n l I h e f o l l o w i n g i n l e s p r i w e l l p e r m o n l h : 

D r i l l i n g Well Hole J - 3 , 0 0 0 - 0 0 

( I ' l o r i i t e d fo i leas l l i n n a l u l l m o n l h ) 

P i o d u c i n f r W e l l H a l e \ r ) 0 f l . 0 0 

{?.) A p | d len l i o n of O v e i h e a d - F i x e d H a l e l l n a l s s h n l l be aa f o l l o w s : . , 

(n ) D r i l l i n g W e l l I t n l o 

(1 ) O h m gea f o r d i i l l i n g w e l l s s h a l l b e g i n on I Im d a t e I b e w e l l la s p u d d e d n n d I et m I n n l e on t h e d o l e Hie tl i I I I 

l o g i ! g , c o m p l e t i o n i I g . o r o l h e i n u l l a u s e d In c o m p l e t i o n of I b e w e l l Is i c l e a n e d , w h i c h e v e r Is I n t e r , e x c e p t 

H i n t no c h a r g e s h a l l be m a d e d m I n g s u s p e n s i o n o f d i I l l i n g o r c o m p l e l l o n o p e r a I I nns f o r f i f t e e n ( I i i ) o i 

m o r e c o n s e c u l l v e c a l e n d a r d a y s 

(2) C h a r g e s f o r w e l l s u n d i M g o i n g a n y t y p e of w o i l t o v e i o r i e c o m p l c l I on f o i a p o i I nd of f i v e (!)) c o n s e c u t i v e 

w o r l t i jny.a or m o i o .ahnl l be m a d e n l H ie d i i l l i n g w e l l I a l e . S u c h c h a r g e s s h a l l be a p p l i e d f o r l h c p n i l n d 

f r o m d i i l u w o i h o v e r o pe i n ( i o n a, w i l h i Ig in o l h e i n u l l a u s e d In w i n It o v u i , c o m m e n c e t h r o u g h d a l e of r I y 

or o l b e r u n i l i c l e n s o , e x c e p t l h a l no c h n i g e s h a l l be m a d e d i n i n g s u s p e n s i o n of o p e i n l l o n n f o r f i f t e e n 

( I f i ) oi n u n n c i m a e e I I I i v o c n l o n d a i d a y s 

( b ) l ' i e d u c i n g W e l l H a l e s 

( 1) A n n e l l vo wed I e i t h e r p i o d n c e d o r I n j r r \ ed I n t o f o r n n y p m I b m of 11 ur m o n t h a h u l l be c o n a i de t c d n s n tun 

w e l l c b n t ge Toi I b e e n t i r e m o n l h . 

(? ) Wi tch n c l i v t ! c o m p l e t i o n In n m u l l l c o m p l e t e d w e l l I n w h i c h p i o d u c l i o n la n o l c o m m i n g l e d d o w r i h o l e she 

bo c o n s i d e r e d na a n u o - w c l l c h u t ge pt o v l d l u g e a c h c n t n p l c t l o n la r o u a l t l e i ed n s e p a l n l e w e l l by I h o g o v c t > 

I n g r e g u l a t o r y n u I b ot l l y . 

( ' ! ) A n b i a c l I vc gas v / e l l s h u l In b e c a u s e of o ve i p i od ne I Ion o r fn I l u i e of p u i eh n ac r lo tn l t c t h e p r o d u c t i o n a ln 

b o c o n s i d e r e d ns a t i ne w e l l c h n i g e p i n v h l l n g H ie g a a w e l l Is d l i e e t l y c o n n e c t e d In n p e r m a n e n t sn l 

o u l l e l . 

( ' I ) A o n e - w e l l c h a r g e a h n l l be m a d e fo i I b e m o n l h In w h i c h p l u g g i n g n n d n b n n d o n m e u t o p e i n l l o n n n m r n 

p i c l o d nn a n y w e l l . T h i s o n e w e l l c h a t ge s h a l l be m a d e w h e t h e r o r n o l ( l i e w e l l boa p i od n e e d e x c e p t w l 

d i i l l i n g w e l l i d l e a p p l i e s . 

( l i ) A l l o l b e r I n a c t i v e w e l l s ( I n c l u d i n g l i n t n o l l i m i t e d lu I n n e l l v e w e l l s c o v e r e d b y u n i l a l l o w a b l e , l ense a l l 

a b l e , i i an .s fe i i ed a l l o w a b l e , e tc ) s h a l l n u l i p i n l i f y f i n a u o v o i b e n d c h a r g e . 

(!)) T h o w a l l r n t ea .aba II ho a d j u s t e d oa of I b e f l i al d a y of A p i II en eh y e a r f o l l o w i n g I b e ef lee 11 vo d »I e of I h e n g i e c u 
lo w h i c h t h i s A c c o u n t i n g I ' l O c e d n i e In n l t n c h e d . The a d j u s t m e n t a h u l l be c o m p u t e d b y m u l t i p l y i n g l l i o i n l e • 
m o l l y In l ine b y t h e pe> c e n l n g e l o c i ease or t l c t ' i enao In I b e n v e i nge w e e l i l y e m n l n g a of C r u d o P e t r o l e u m n n d 
P r o d u c t i o n W o i h o r n f o r I h o I n a l en I o n d n i y e a r c o m p a r e d lo I b e e n l c n i l n r y e n r p r e c e d i n g na s h o w n h y ( h n In 
of n v c r n g o w e e b l y e a r n l u g ' i of C i u d c P e l t o l e u m n n d C a n l ' i e d u c t i o n W o r h o r a tut p u b l l o h o d b y l h c U n i t e d S I 
D e p n l ( m o n l of C a b u r , U u i o n t | of l . u b o i S l n l l s l l e a , o r I I n ; e ' p 11 v a le n I C n u t t d l o u I n d o K nu p u b l i s h e d b y S l n l b 
C i t t i a d a , na a p p l i c a b l e . I he a d j u s t e d i n l e s s h a l l be I b e i n l e s e u r m n l l y l u una , p l u s n r u t l n u n t h e c o m p u t e d 
j u s ! m e n I. 

0 v e r b n n d — P o r t i o n In p n I I nn In 

( I ) - 0 p o r a I n i ' - ohn 11 e hn r g e I h e J n I n I A e c n u n I n I I I n ; fo I In w I n g i n I eo: 



A.A.P. I . FOR ^ 6 1 0 - 1989 

MODEL FORM OPERATING AGREEMENT 
! - ?• I 
. !>i-:-;..;«iyki. 

OPERATING AGREEMENT 

DATED 

December 15 I Q 9 8 

OPERATOR Richardson Operabing Cfcrrpany 

CONTRACT AREA Ttawnship 30 North, Range 14 Wast, NMFM 

Section 16: W/2 

Surface bo base of Pictured Cliffs formation 

COUN'IT OR PARISH OF .̂.San Juan STATE OF 

C O P Y R I G H T IVII9 — A l l . HIG1IT5 l U i S I i H V l i O 

AMIi lUC. 'AN A S S O C I A T I O N O I ; H i T H O i r i l M 

I . A N D M I i N , f 100 I O S S I 1 . C l U i T K H I . V P . 

PORT V'OH'I I I , T l i X A S , 7(513 7, A l T R O V l i D I O H M . 

A.A I M . . N O . (510 - lyflo 



E X H I B I T 

i t c h e d lo u n i l m a d e n p u r l of _ „ A ! : . U l c l ) « d „ ^ ^ ^ 

.•itetL-Cec; 1.998-; between j U x b ^ — 
i :o j : l uc jU ,Q l l . ^ . 

A C C 0 1 1 N ! IN G I ' R O C E D U I <: I-

j o i r o P E: R A r i o r i s 

f. , c C M CM A i. r i tn v i ; i I O N S 

Dr ; f i n 11 In n'I 

" J o i n t P r o p e r t y " n li n 11 rn n u n ( l i t : i o n ! n n d po i so n nI p i o p c i (y s u b j e c t . In l l i o n| ] i o c i n c n l In w h i c h ( M M A c c o u n t i n g l ' i need u i c 

Ifi n 11 n c ll n i l . 

" J o i n l O p e i n l l o n n " 3 l i n 11 m e n u n i l npe r n I lo u n n c c nun n < y or p 1 p po 1 f o r I l ie 11 tj v c 1 op m e n 1. 0 pu 1 n I In n, p 1 o l eel Ion n n d m n 11110 

n u n c n n( l l i o J n l n l P i open l y . 

" J o i n l A c c o u n t " n l i n l l m e n u i h o n e c o n n l s h o w i n g l h c e l u i i po ' i p a i d n n d c r o d i l n r e c e i v e d i n t h e c o n d u c t of I ' m J o i n l O p e i n 

l i o n s n n d w h i c h 111 0 lo be s i n n ed b y I b n I ' m l i e s . 

" 0 p o r u l o r " uh n 11 m e n u 111 c p n 1 I y d en 113 nn 1 e d 10 c o n d u c t ( ho J o i n t O p e i n l l o n n 

' N o n - 0 pn r n 10 i n " sh n 11 m e n u I h o f o r t i e s lo ( h i s n (; 1 e n m eu I o I be r H u m Hit,' O p e i n l n r 

" 1 ' n r I I ns " s h n l l m e n u O p e i n l o r n n d M on • 0 p e r 11 l o i s. 

' T h n l L e v e l oU) 11) 1 v I so \ n" n h u l l m e a n (bono e m p l o y e e s w h o s e p i I m n r y ( u n c l l n n In J o i n t O p e i n t l o n s In l l i e d h e e l r .upei v l n l n n 

of o i l i e r c m p l o y 003 n n d / o r e o n 11 net I n hoc d 11 o c l l y e m p l o y ed 011 I h e . l o i n I I ' 1 n p t u I y In 11 H e l d ope 1 n l h t | r eo p m ; l l y . 

" T o c b n l e n l l i j n p l o y o n s " s h n l l i n t m i lho.no e m p l o y e e s h n v l n i j s p u c l n l n n d s p e e l f l c u n y ! 11 u u 1 l n | j ' t i r e o l o i ; I r: 111 or o l l u j i p i n fen 

n ionn I sit I l i s , n n d \v bono p i I m n 1 y f u n c l i o n In J o i n l 0 pc. 1 n I Ions in I bu h u n t 11 lu |r of s p e c i f i c 0 pa 1 n l l 11 p e o u i l l l ions e n d p i oh lo m i ; 

f o r I h o b e n e f i t o f l l i o J n l n l f i o p e i l y . 

" P e r n o u n l I C x p n n s e s " s h n l l m e n u l i n v e l n n d o l h e i 1 e n s e n n b l e r c l m b i n s / i b l n e x p e n s e s of O p e i n l o i ;i e m p l o y e e s . 

" M n l n i J u l " n h u l l m e n u pet s o n u l p r o p e l l y , e q u i p m e n t o r s u p p l i e s a c q u i t ed nr h e l d l u i use 011 Ihe J o i n l l ' i o p e i l y . 

" C o n 11 o l 1 n b |n M n lo r In I " n h u l l m cn n M n 1 c 1 I n l w h i c h n I l b n 111 n 0 hj so c I u n s I f I ed 111 ( h n M n I e 1 I n l C l 11 sn i (h :n I lo 11 ^vl u 11 n n I n • 

m o s I 1 nee n 11)' r e c o m m e n d e d b y I b e C o u n c i l o l l ' e l i o l e u m A c c n u n I n u Is S n e l e l i o n . 

S I n I e m e n I n n d H 111111 (r n 

O p e r a t o r s h n l l b i l l N o 11 • 0 p n 1 n (01 n n u 01 b e fo 1 e ( h e I n s i d n y o f o u c h m o n l h fo 1 I h c 11 p 1 n po 1 I lo u n I c n h n 1 0 of I Ii n J o i n t A c 

c o u n t fo i I he p i n e e d i n g m n n l h . f i n c h b i l l s w i l l be n e e n m pn n led by s i n I c m e n Is w h i c h i 11 e " 11 f} ' I b e i n i l h o i l l y fm e x p e n d i t u r e 

leu no or f n e I I I l y , n n d n i l c h n r o ' c s n n d c 1 cd I Is m i n i n i m I r e d by n p p i n p r l n l o c I n ns I f le n l l u ns n( I n v cn t m c 111 n n d e x p e n s e c x cc p 1 

I h n I i l e u m of Co 1111 o l 111 b lc M n t e 1 I n I n n d 11 n u sun I c h m |; cs n n d c 1 c d i hi n l in 11 be se pu 1 n ( e I y I d e n t i f i e d n n d f u l l y d e s c i i b e d b 

delnl l . 

A d v n i i e e s n n d P a y m e n t s b y N 011 D p e r 11 I n 1 11 

A . U n l e s s n l l i o r wl.nn p r o v i d e d f o r In I h u n g i c e m e n t . I h u O p e r a t o r m n y 1 e q u i n e H ie M n n - 0 p o r 11 t n i n tn D i l v n p c c I h e i 

5 Ii n v n of e n l l m o l e d c a s h n u l l n y f m (he s u c c e e d i n n m o n t h ' s o p e r n t l n n w i t h i n f i f t e e n ( H i ) d a y s n f l e r l o c c l p l of t he b i l l 

b i g 01 b y l l i o f i r s t d a y of t h o m o n l h f u r w h i c h ( l i e a d v a n c e Is 1 c r p i l r o d , w h i c h e v e r Is I n t e r . O p e i n l n r s h n l l n d j u s l enc l 

m o n l b l y b i l l i n g to r n f l e c l a d v n n c e s 1 c c e l v n i i f i n m U n ; M o n - O p c i a l o i n. 

D. Is n ch N on - 0 p c r n l o r s h a l l p a y I l s p i 11 pot I i on of a l l b i l l s w i t h i n f i f t e e n ( H i ) d n y n n f (e 1 r e c e i p t . I f pn y m e n I Is n o l m m l 

wilhin nueh Unit!, (ho iinpuld bnlnnen shall bear Inlet est monlbly ai Iho pi Imo 1 nln In effect nl Nojrwes t 

n.cl f )) .v_l i2biy!SJ. ' . . -J on Hit) f l i n t d a y n l I h o m o n l h In w h i c h d n l l n q u n n c ) ' n c m n i i p h i s 1 % or t he m n x l r i l U I 
c o n t r a c t r a t e p n r m l l l r i l by I h e u p p l l c n h l o u s u r y | n w n In I b n n l n l o In w h i c h H ie J n l n l P r o p e r t y In l o c a t e d , w l i f c h o v r 
is I h e l enne r . p l u n i i l l n r u t i y ' . n fees , e o u r l c > n l s , n n d o l b e r c o s l s l u c o n net: I b i n w i l h l l i o c o l l e c t i o n of u n p a i d u u i o u n l n 

A (1J11S 11) 10111 s 

P n y m c u l nf n n y s u c h l;i l i s s h a l l no l p r e j u d i c e I b n 1 l | / h t of n n y H o n O p e i n l o i lo p i 111 est or t p i c s l l o n I h e cot 1 ee l 11 ess l l i c i cn 

p r o v i d e d , h o w e v e r , n i l b i l l s n n d s l u l c m i n t l s 1 e m l e i m l lo N o n - O p c i u l u r s b y O p e i n l o i d u i In it n n y c n l e n d n i y c o r s h n l l cot 

e l u n l v u l y bn p i o u u m e d tn bo t i un u i u l c o r r e c t a M o r ( w e n l y f o u r ('<H) m o n l l i n f o l l o w i n g t h n e n d of n n y i n i c h e n l o n d i u yon 

u n i o n s w i t h i n I h o n n l d I w n n l y f o u r (?• ! ) m o n l h p u r l o t l n H o n - O p p i n I n r l a l i e s w r l l l n n c x c n p l i o n I h o r o l o n n d m n l m n c l a i m 1 

O p e r n l o r f o r n d j u s l l n o n l . N n m l j u u l i n n n l f u v o i n b l n lo O p e i n l n r t i h u l l bo m n t l u u n l e s s l l Is m u t l e w l ( h l n (ho n n m o p r e s e t Hn 

pCl l o d . T h o p r o v i s i o n s of l i t i s pn t itg m j i h 11111111 n o l pt e v e n l a d p is I m cn Is 1 c n i d l l n g It n m n p h y n l e u l I n v e n t o r y of C o n t r o l I u l ; 

M n l n r l n l ns p r o v h l o i l f o r In S o c l i o n V . 



I I I . O V P H I I F A D 

Ovo.i b e n d - D r i l l l n i r n n d P r o d u c I n g O p e r n l i o n n 

I. Ar, conipon.nil. lon for a d m i n i s t r a t i v e , superv is ion , of f ice services nnd wa rehous ing co.nLn, Opern lo r ahnl l c h n i g e d r i l l i n g 
nni l p r o d u c i n g opei n l lonn on e i l l i e r : 

( X ) F i x e d f t i i l c Dusin, P a r a g r a p h I A , or 
( ) Percentage Hinds, P n m g m p h I I ) 

Unless ol l iorwl.se agreed lo l iy l l ie Pur l ieu , nnch charge nhal l he In l ieu of cosls and expenses of al l of f ices and notaries 
or wnges plus npp l l cnh l c bu rdens ond expenses of al l por.aonncl, excep t Ihnne d h e c l l y ehn rgenb lo u n d e r P n r u g r n p h 
3A. Sect ion I I . The coal nnd expense of .services f r o m outs ide sources in connect ion w i t h m a i l e r s of l u x a t i o n , t r u f f l e , 
account ing or m o l t c i a before or i n vo l v i ng gove rnmen ta l agnncicn shal l bo considered as Inc luded In Ihe overhead rn lcs 
p r o v i d e d for lu the above selected P a r a g r a p h of Ih is Sec t ion i l l unless such cosl. nnd expense aro agreed lo by Hie 
Par l i es ns n d i r e c t charge to the . In in l Accoun t . 

i i . The salar ies, wnges and Personal l i lxpenscs of Techn ica l Fmp loycon n n d / o r Ihe coal, of profe.a.alonnl con.nnllnnl. acrvlco.a 
nnd con l i ac l acrvlcca of techu icn l personne l d i r e c t l y emp loyed on lhc .Joint P r o p e r l y : 

( ) ahnl l be covered by Ihe overhead m i c a , or 
( X ) .ahall no l bo covered by the. overhead rates. 

i i i . The sa lar ies , wages nnd Personal [Expenses of T e c h n i c a l iCmployecs n n d / o r cosla 'if profnaalona I consult im t serv Ices 
nnd con t rac t nervlcea of techn ica l personnel c i t he r t e m p o r a r i l y or p e r m a n on Hy assigned lo nnd d i r e c t l y employed hi 
the o p c r a l i o n of the Joinl . P r o p e r l y : 

( ) shn l l be covered by the overhead i nles, or 
( X ) ahnl l no l be covered by Iho overhead rn lcs . 

A . Overhead - F i x e d Ru le Hinds 

(1) Ope rn l o r ahnl l charge lhc J o i n l A c c o u n t a l lhc fol io w i n g ' r u l e s pier we l l per m o n l h : 

Dr i l l i ng Well Rule T> J3.,_000,.DO 
( P r o r a t e d for leaa Ihan u fu l l rnon( i i ) 

P r o d u c i n g We l l Ruin T> 5OQ...00 

(?.) A p p l i c a t i o n of Ovei bend - F i x e d Rule Dnala shn l l be ns fo l lows: • . 

(a) D r i l l i n g We l l Hale 

( I ) Charges for d r i l l i n g wel ls ahnl l beg in nn the dale the we l l ia spudded nnd l o r m b i n l c on Ihe chile the d r i l l ­
ing r i g , comple t ion r i g . or o lber un i l s used In comp le t ion of Ibe wol l is released, wh ichever Is In ler , except 
l h a l no cha rge ahal l be made dur ing - suspens ion of d r i l l i n g or c o m p l e l l o n opera t ions for f i f t een (P i ) or 
more consecut ive ca lendar days. 

(?.) Charges for wel ls u n d e r g o i n g nny type of wo i I tovcr or r ecom ple l ion for n per iod of l i ve (13) consecut ive 
w o r k dnyn or more .ahall be mnde n l the d r i l l i n g we l l r n l e . Such charges sha l l bo app l ied (or Hid per iod 
f r o m da lu wor l i ove r opcm l i ona , w i l l ) r i g or o l hc r nu l la used in woi l iovor , commence t h r o u g h dale of r i g 
or o ther u n i t release, excep t Hin t no cha rge sha l l tic made d u r i n g .suspension of opcrn l iona for f i f teen 
(10) or more eonaeeuf ivo ca lenda r days. 

(b) P r o d u c i n g We l l Hales 

(1) A n nc l lvo wel l e i ther p roduced or in jected into for nny por t ion of lhc m o n l h shnl l be considered ns n one J 
we l l charge fur lhc en t i r e m o n l h . 

(2) Pinch act ive comp le t ion in n m u l l l - c n m p l c t c d we l l In w h i c h p roduc t i on Is no l c o m m i n g l e d down hole shnl r 
bo considered ns a ono-wcl l charge p i o v i d i n g each comple t ion la considered n t tepnmlc we l l by Ihe govern 
i ng r e g u l a t o r y a u t h o r i t y . 

(H) A n innc l lve gns wel l s h u l In because of ove rp roduc t i on or fn lhu o of pu i ehnncr lo Inl ie Hie p roduc t ion ahnl 
bo cons idered aa a one-we l l c h a r g e p r o v i d i n g the gna we l l la d h ec l ly connected lo a p e r m a n e n t sole-
ou l l e l . i 

(4) A one-wel l charge shnl l be mnde for lhc m o n l h In w h i c h p l u g g i n g nnd abandonmen t opcm l i ona nre com •• 
p letcd on nny we l l . Th ia one-wel l charge shal l bo made whe lhe i or no l the wo l l boa produced except whei : 

d r i l l i n g wo l l r a l e app l ies . 

(5) A l l o lber Inact ive wel ls ( i n c l u d i n g b u l nol. l i m i t e d to Innc l lve wel ls covered by uni t a l lowab le , lenae nl low : 

able, l i unr, fen cd a l l owab le , elc.) sha l l nol. i p i a l i f y for tin ovei head charge . 

(J) The wol l rn lcs shnl l be nd jus led na of the first, day of A p r i l each year f o l l ow ing l l ie ef fect ive t ju ln of the ngreemen 
to wh i ch Ihla A c c o u n t i n g P rocedure Is n l l ached . The nclju.almen I sh u 11 be compu ted by m u l t i p l y l ug tho rn le ein 
ren l l y In use by Iho porcen lngc Increase or doeienso In lhc n v c m g c wech ly m i n ings of C rude Pe t ro l eum nnd On 
P r o d u c l i o n W o r k e r s for the last ca l enda r year c o m p a r e d to the cn lendn r yenr p r e c e d i n g ns shown by thn Inde 
of nverngo weol t ly ea rn ings of C r u d e Pe t ro l eum nnd Cn.n P r o d u c l i o n Woi horn an pub l i shed by the U n i l e d S ln l t 
D e p a r t m e n t of Dnbnr. H u m a n of Labor S In l is I lea, nr the e q u i v a l e n t On i i nd lnn Indox ns pt ibHsbet l by S l n H s l h • 
C i innda, na app l i cab le . T h e ad jus ted ra les sha l l be Iho ra les out r e n l l y hi use, plus or m l n u n the compu ted m ,' 
ju.a lmcn I. 

Hi—Ovor-hond—Poi' i jnnlnfTO-Dnr.in • 

( I )—Opera Ion ohn 11 - elm rgo-l .he-Joi n l -Aocuu n I tt I- I he - foi lo w l ng - rn I eo: 
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A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . GCNCIt A I , I'KO VISIONS 

1. D e f i n i t i o n s 

" . I n i n l P r o p e r t y " a h a l l m e a n l l i e r e a l a n i l pe l annu l p i o p r i l y s u b j e c t In l l i e n i; i c r 111c n I In w h i c h t l i i a A c c o u n t i n g P r o c e d u r e 
ia a l l a i ' l i e d . 
" . l o i l i t O p e r a t i o n s " s l i a l l m e a n a l l o p e r a t i o n s n e c e s s a r y o r p i o p e r f o r t h e d e v e l o p m e n t , o p e r a t i o n , p r o t e c t i o n a n d m a i n t e ­
n a n c e o f t h e J o i n t P r o p e r t y . 
" J o i n l A c c o u n t " .shal l m e a n l l i e a c e u u n l a l l o w i n g Ihe cha rge : ' , p a i d a n d c r e d i t s r e c e i v e d in t h e c o n d u c t o f t h e J o i n t O p e r a ­
t i o n s a n d w h i c h a r e lo he . shared h y t h e P a r t i e s . 

" O p e r a l o r " s h a l l m e a n t h e p a r l y d e s i g n a t e d to c o n d u c t I he J o i n t O p c r n l i nns . 

" N o n O p e r a t o r ; ; " s h a l l m e a n l.he P a r l i e s to l l i i s a g r e e m e n t o t h e r I h a n t h e O p e r a h i r . 

" P a r l i e s " s h a l l m e a n O p e r a l o r a n d N o n - O p e r a t o r s . 
" F i r s t l . cve l S u p e r v i s o r s " s h a l l m e a n those emp loyee . ' ; w h o s e p r i m a r y f u n c t i o n in J o i n l O p e r a l i o n a is I he d i r e c t s u p e r v i s i o n 
of o l h c r e m p l o y ees a n i l / o r r u n 11 ac t l a b o r d i r e e l ly. e m p loy r d on t h e J o i n t I ' i o p e i l y i u a f i e l d o p e i a i i n g e a p a e i l y . 
" T e c h n i c a l F . m p l n y e o s " s h a l l m e a n t h o s e e m p l o y e e s h a v i n g s p e c i a l a n d s p e c i f i c cn g i nee r i n y, f g e o l o g i c a l o r o l b e r p r o f e s ­
s i ona l s k i l l s , a n d w h o s e p r i m a r y f u n c l i o n in J o i n l O p e r a t i o n s is the h a n d l i n g of s p e c i f i c o p e r a t i n g c o n d i t i o n s a n d p r o b l e m s 
fo r Ihe b e n e f i t o f t h e J o i n l P r o p e r l y . 
" P e r s o n a l F x p e n s o s " s h a l l m e a n t r a v e l a n d u l h e r r e a s o n a b l e I ei i n h n i s a b l e e x p e n s e s of O p e r a l o r ' s e m p l o y e e s . 
" M a t e r i a l " s l i a l l m e a n p e r s o n a l p r o p e r l y , e q u i p m e n t o r s u p p l i e s a e i p i i r e d o r h e l d f o r use on I h e J o i n t P r o p e r t y . 
" C o n t r o l l a b l e M a t e r i a l " s h a l l m e a n M a t e r i a l w h i c h a l I h e l i m e is so c l a s s i f i e d i n t h e M a t e r i a l C l a s a i f i c a t i o n M a n u a l aa 
mo.si r e c e n t l y r e c o m m e n d e d b y I h e C o u n c i l o f P e t r o l e u m A c c o u n t a n t s S o c i e t i e s . 

' I . S t a t e m e n t a n d I I d l i n g s 

O p e r a l o r s h a l l b i l l N u n ( f p o r a l u r s nn o r b e f o r e I b e last d a y o f e a c h m o n t h fo r t h e i r p r o p o r t i o n a t e s h a r e u f t h e J o i n t A c ­
e u u n l fo r I he p r e c e d i n g m o u t h . S u c h b i l l s w i l l be a e c o m p a n i e d by s t a l e n i e n l s w h i c h i d e n t i f y l l i e a u t h o r i t y fo r e x p e n d i t u r e , 
lease or f a c i l i t y , a n d a l l c h a r g e s a n d c r e d i t s s u m m a r i z e d by n p p r o p i d a t e c l a s s i f i c a t i o n s of I n v e s t m e n t n n d e x p e n s e e x c e p t 
l h a l i t e m s of C o n t r o l l a b l e M a t e r i a l a n d u n u s u a l c h a r g e s a n d e i e d i l s s h a l l be s e p a r a t e l y i d e n t i f i e d a n d f u l l y d e s c i i b e d i n 
detail. 

X A d v a n c e s a m i P a y m e n l s h y N o n O p e i n l o i H 

A . U n l e s s o t h e r w i s e p r o v i d e d f o r i u t h e a g r e e m e n i , I h e O p e r a l o r m a y r e i p i i r c t h e N u n - O p e r a t o r ! , to a d v a n c e t h e i r 

s h a r e o f est i m a t e d cash on I l ay f o r l l i e s u c c e e d i n g m o n t h ' s o p e r a t inn w i l h i n f i f l ee t i ( I h) d a y s a f t e r r e c e i p i o f t h e b i l l ­

i n g o r by the f i r s t d a y o f l l i e m o n l h fu r w h i c h Ihe a d v a n c e is r e q u i r e d , w h i c h e v e r ia l a t e r . O p e r a t o r s h a l l n d j u s l e a c h 

m o n l b l y b i l l i n g lo r e f l e c t a d v a n c e s r e c e i v e d f r o n t t he N u n - O p e r a t o r s . 

I ! . F a el i N u n O p e r a t o r s h a l l p a y i ts p r o p o r t i o n of a l l b i l l s w i l h i n f i f l e e n ( I f . ) d a y s a f t e r r e c e i p t . I f p a v m p n i is n o t m a d e 
w i t h i n Much l i m e , t he u n p a i d b a l a n c e s h a l l b e a r i n l e r e s l m o n l b l y at I he p r i m e r a l e i n e f f e e l a l V f e l l s E a r t p B a n k __ 

on Ihe f i r s t d a y o f ( l ie m o n t h in w h i c h d e l i n q u e n c y o c c u r s p l u s 1% n r t h e m a x i m u m 

c u n t r n c l r a l e p e r m i t t e d by t h e a p p l i c a b l e u s u r y laws, in t h e s t a l e in w h i c h t h e , I n i n l P r o p e r l y is l o e a t e d , w h i c h e v e r 

is I h e lesse r , p l u s a t t o rney ' . s fees, c o u r t cus l s , a n d o t h e r cos ts in c i i i i n e c l i n n w i t h t h e c o l l e c t i o n uf u n p a i d a m u u n t s . 

• I . A d j u s t m e n t s 

P a y m e n t uf a n y s u c h b i l l s s h a l l no t p r e j u d i c e l l i e r i g b l of any N o n < )pe i a l o r lu p i n l e s l or q u e s t i o n l h c c o r r e c t n e s s t h e r e o f ; 
p r o v i d e d , h o w e v e r , a l l b i l l s a n d s t a t e m e n t s r e n d e r e d In N u n O p e r a l n r s by O p e r a l o r d u r i n g a n y c a l e n d a r y e a r s h a l l e n n -
c l u s i v e l y be p r e s u m e d lo be t r u e a n d c o r r e c t a f l e r I w e n l y f o u r (VA) m o n t h s f o l l o w i n g t h e e n d o f a n y s u c h c a l e n d a r y e a r , 
u n l e s s w i t h i n t he sa i t l I w e n l y - f o u r (<M) m o n l h p e r i o d a N u n O p e r a l n r l a k e s w i i l l c n exec p i ion I he r e i n a n d m a k e s c l a i m nn 
O p e r a t o r fo r a d j u s t m e n t . N o a d j u s t m e n t f a v o r a b l e to O p e i a l o r s h a l l be m a t i n u n l e s s i l is m a d e w i l h i n t he s a m e p r e s c r i b e d 
p e r i o d . T h e p r o v i s i o n s o f t h i s p a r a g r a p h s h a l l not p r e v e n t a d j u s t m e n t s r e s u l t i n g f r o m a p h y s i c a l i n v e n t o r y o f C o n t r o l l a b l e 
M a t e r i a l as p r o v i d e d fo r in S e c t i o n V . 



I I I . O V K U I I K A I ) 

O v e r h e a d - D r i l l i n g n n d P r o d u c i n g O p e r a t i o n s 

i. A s c o m p e n s a t i o n f o r a d m i n i s t r a t i v e , s u p e r v i s i o n , o f f i c e s e r v i c e s n n d w a r e h o u s i n g cos ts , O p e r n l o r s h a l l c h n r i r c d r i l l i n g 
a n d p r o d u c i n g o p e r a t i o n s on e i t h e r : 

(X ) F i x e d K a l e B a s i s , P a r a g r a p h l A . n r 

( ) P e r c e n t a g e Has i s , P a r a g r a p h I I ! 

U n l e s s o t h e r w i s e a g r e e d lo h y the P a r t i e s , s u c h c h a r g e s l i a l l he iu l i e u of cos ts a n d e x p e n s e s o f a l l o f f i c e s a n d s a l a r i e s 
o r w a g e s p l u s a p p l i c a b l e b u r d e n s n n d e x p e n s e s of a l l p e r s o n n e l , e x r e p l t hose d i r e c t l y c h a r g e a b l e u n d e r P a r a g r a p h 
I t A , S e c t i o n 11. T h e cos t a n d e x p e n s e o f s e r v i c e s f r o m o u t s i d e s o u r c e s in c o n n e c t i o n w i l h m a i l e r s o f l u x a t i o n , t r a f f i c , 
a e c o u n l i n g o r m a i l e r s b e f o r e o r i n v o l v i n g g o v e r n m e n l a l a g e n c i e s s h a l l be c o n s i d e r e d as i n c l u d e d i n I h e o v e r h e a d r a l e s 
p r o v i d e d f o r i n l l i e a b o v e s e l e c t e d P a r a g r a p h of t h i s S e e l i o n I I I u n l e s s s u c h r o s l a n d e x p e n s e a r e a g r e e d l o h y t h e 
P a i t ies as a d i r e c t c h a r g e lo I h e J o i n t A c c o u n t . 

i i . T h e s a l a r i e s , w a g e s a n d P e r s o n a l K x p c u s e s o f T e c h n i c a l F m p l o y e e s a n d / o r I he cost of p r o f e s s i o n a l c o n s u l t a n t s e r v i c e s 

a n d c o n t r a c t s e r v i c e s u f t e c h n i c a l p e r s o n n e l d i r e c t l y e m p l o y e d nn Ihe J o i n t P r o p e r l y : 

( ) s h a l l he c o v e r e d h y Ihe o v e r h e a d r a t e s , o r 

(x ) s h a l l no t be c o v e r e d by t h e o v e r h e a d r a l e s . 

i i i . T h e s a l a r i e s , w a g e s a n d P e r s o n a l K x p e n s e s of T e c h n i c a l F m p l o y e e s a n d / o r cns ls o f p r o f e s s i o n a l c o n s u l t a n t s e r v i c e s 
a n d c o i i l r a c l s e r v i c e s o f t e c h n i c a l p e r s o n n e l e i t h e r t e m p o r a r i l y o r p e r m a n e n t l y a s s i g n e d lo n n d d i r e c t l y e m p l o y e d i n 
t he o p e r a t i o n of t h e J o i n t P r o p e r l y : 

( ) s h a l l he c o v e r e d h y I h e o v e r h e a d r a t e s , or 

^ ) s h a l l n o l he c o v e r e d b y t h e o v e r h e a d r a t e s . 

A . O v e r h e a d - F i x e d K a l e Has i s 

( I ) O p e r a t o r s h a l l c h a r g e I h e J o i n l A c c o u n t a l I h e f o l l o w i n g r a l e s pe r w e l l p e r m o n t h : 

D r i l l i n g W e l l K a t e $ 5 , 0 0 0 . 0 0 
( P r o r a t e d fo r less I h a n a f u l l m o n t h ) 

P r o d u c i n g W e l l K a l e $ 5 0 0 , 0 0 -

('J) A p p l i c a t i o n o f O v e r h e a d - F i x e d K a l e Has i s s h a l l be as f o l l o w s : 

(a) D r i l l i n g W e l l K a l e 

(1) ( J i a r g e s fo r d r i l l i n g w e l l s s h a l l he g i n on Ihe d a l e t he w e l l is s p u d d e d a n d t e r m i nn le on t h e d a t e the d r i l l ­
i n g r i g , c o m p l e t i o n r i g , o r o t h e r u n i l s used in c o m p l e t i o n of the w e l l is r e l e a s e d , w h i c h e v e r is l a t e r , e x c e p t 
t h a i no c h a r g e s h a l l he m a d e d u r i n g s u s p e n s i o n o f d r i l l i n g u r c o m p l e t i o n o p e r a t i o n s f o r f i f t e e n ( 1 5 ) o r 
m o r e c o n s e c u t i v e c a l e n d a r d a y s . 

(2 ) ( J i a r g e s fo r w e l l s u n d e r g o i n g a n y t y p e o f w o r k o v e r o r r e c o m p l e t i o n f o r a p e r i o d o f f i v e ( f i ) c o n s e c u t i v e 
w o r k d a y s o r n u n c s h a l l he m a d e a l t he d r i l l i n g w e l l r a t e M u c h c h a r g e s s h a l l he a p p l i e d f o r t h e p e r i o d 
f r o m d a l e w o r k o v e r o p e r a t i o n s , w i l h r i g o r o t h e r u n i l s used in w o r k o v e r , c o m m e n c e t h r o u g h d a l e u f r i g 
o r o t h e r u n i l r e l e a s e , e x r e p l H u d nn c h a r g e s h a l l be m a d e d u r i n g s u s p e n s i o n o f o p e r a t i o n s f o r f i f t e e n 
( I fi) o r m o r e en usee u l i ve c a l e n d a r d a y s . 

( b ) P r o d u c i n g W e l l K a l e s 

(1) A n a c t i v e w e l l e i t h e r p r o d u c e d or i n j e c t e d i n t o f o r a n y po i l i o n o f t he m o n t h s h a l l he c o n s i d e r e d as a one -

w e l l c h a r g e f o r t h e e n t i r e m o n t h . 

(2 ) K n e h a c t i v e c o m p l e t i o n in a u u i l H e o m p l e l e d w o l l i n w h i c h p r o d u c t i o n is m i l c o m m i n g l e d d o w n hole? s l i a l l 
he c o n s i d e r e d us a one w e l l c h a r g e p r o v i d i n g each c o m p l e t i o n is c o n s i d e r e d a s e p a r a t e w e l l b y t h e g o v e r n ­
i n g r c g u l a l u r y n u l h o r i l y . 

(.'!) A n ina i l i v e gas w e l l shu l . in because of o v e r p r o d u c t i o n o r f a i l u r e nf p u r c h a s e r lo t a k e I h o p r o d u c t i o n s h a l l 
be c o n s i d e r e d as a one w e l l c h a r g e p r n v i d i n g t h e gas w e l l is d i r e c t l y c o n n e c t e d to a p e r m a n e n t sa l es 
o u t l e t . 

( J ) A one w e l l c h a r g e s h a l l be m a d e fo r l l i e m o n l h in w h i c h p l u g g i n g a n d a b a n d o n m e n t o p e r a t i o n s a r e e o m ­

p l e l e d on any w e l l . T h i s one w e l l c h a r g e s h a l l be m a d e w h e l h e r nr n o l t he w e l l has p r o d u c e d e x c e p t w h e n 

d r i l l i n g w e l l r a l e a p p l i e s . 

( f i ) A l l o i l i e r i n a c t i v e w e l l s ( i n c l u d i n g bu t nol l i m i l c d lo i n a c t i v e w e l l s c o v e r e d by u n i l a l l o w a b l e , lease a l l o w ­
a b l e , t r a n s f e r r e d a l l o w a b l e , e le . ) s h a l l no l q u a l i f y f o r an o v e i h e a d c h a r g e . 

(!l) T h e w e l l r a l e s s h a l l he a d j u s t e d us of Ihe f i r s t d a y uf A p r i l each y e a r f o l l o w i n g the e f f e c t i v e d a t e o f t he a g r e e m e n t 
lo w h i c h I h i s A e c o u n l i n g P r o c e d u r e is a l l a e h e d . I be a d j u s t m e n t s h a l l l ie c o m p u t e d by m u l t i p l y i n g ; I h e r a l e o u r 
r e n l l y iu use b y Ihe p e r c e n t a g e i n c r e a s e o r d e c r e a s e in i h e a v e r a g e w e e k l y e a r n i n g s nf C r u d e P e t r o l e u m a n d Gas 
P r o d u c t i o n W o r k e r s fo r l l i e last, c a l e n d a r y e a r c o m p a r e d to t h e c a l e n d a r y e a r p r e c e d i n g as s h o w n b y t h e i n d e x 
of a v e r a g e w e e k l y e a r n i n g s o f ( ' r u d e P e t r o l e u m a n d ( l a s P r o d u c l i o n W o r k e r s us p u b l i s h e d b y t h e U n i t e d S l a t e s 
D e p a r t m e n t of L a b o r , I . m e n u n f L a b o r S l u l i s l i r s , o r I h e e q u i v a l e n t C a n a d i a n i n d e x ns p u b l i s h e d b y S l n l i s l i e s 
C a n a d a , as a p p l i c a b l e . T h e a d j u s t e d r a l e s s h a l l be Ihe r u l e s r u r r e n l l y in use . p l u s nr m i n u s t h e c o m p u t e d a d ­
j u s t m e n l . 

1+ :—Overhead P e n c e u l a g r Had . ' . 

( + ) — O p e r n l o r a h n l l c h a r g e Ihe Jo i n t . A c c o u n t a l I he f o l l o w i n g i , ib e 
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A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . G K N K I I A I , F l t O V I S I O N S 

1 . 1) c f i it 11 i o mi 

" . I oi 111 11 r opei I y " ahall mean 111 < • i ra I and pe i sot t a I p i opr i I y MI 11 ijee I I o l l ie a |; ree 11 ie n I I o w h i c h l l i la A econ n (i ng Procedure 
is a 11 ached. 
"".loi ii I Opera t ions" shall mean al l operat ions neeessaiy or proper for I h r d e v e l o p m e n t n p r r n t i o n . protec t ion and main te ­
nance of the Jo in t Proper Iy. 
" Jo in l At: eon n 1" shall mean Ihe it e run n t showing Ihe el ia i grs paid and i t i-t I i t M I eeoi vet I in Ihe conduct of the Jo in t Opera 
lions and w h i c h are to he shared hy Ihe Pat lies. 
" O p c i a l o i " shall mean the p a r l y designated to ennduel Ihe . l u i n l ( I pern I ions 
" N o n O p e r a t o r s " shall mean Ihe Part ies lo Ihis a g i e e n i e u l ul her Ihan Ihe Opera I nr. 
"Pai l ies" shall mean Opei alur and Non-Opei aloi s. 
" F i r s t l/cvol Supervisors" shall mean Ihose employees whose p r i m a r y f u n r l i m i in . l u i n l Operat ions is Ihe d i rec t supervis ion 
of other ei n ploy ees a n i l / or co i i l r ac l . In bur tl i t eel ly. em pluvial on the Jo in l I ' i opei ly in a f i e ld ope r a i i n g enpaei ly . 
"Techn ica l K in ployees" si i a 11 mean those employees h a v i n g special and specif ic e it g i n ee t i n gr geolog it: a I or other profes­
sional ski l ls , and whose p r i m a r y f u n c l i o n in J o i n l Opei alions is the hand l ing of specific ope ra t i ng condit ions and problems 
for the bene f i t of the J o i n l P rope r ly . 
" Persona I N x penses" shall mean l i avid ami olhei re a sun a 11 le i ei i n I m i sal de expenses of O per a tor's em ploy ees. 
" M a t e r i a l " shal l mean personal p r o p e r l y , e i p i i p m e n l in supplies acquit ed or hold for use tut l i te J o i n t P rope r ly . 
"Con t ro l l ab l e M a t e r i a l " shal l mean M a t e r i a l w h i c h n l Ihe l i m e is so c lass i f ied in the M a t e r i a l C la s s i f i ca t ion M a n u a l as 
inosl recent ly recommended by the Counci l of Pe l ru leu iu A reou n 1 a n Is Sntdelies. 

Sta te me n I n n d K i l l i n g s 

Opei alor shal l b i l l Non-Opera tors un or before l l ie lasl day of catdi m o n l h fur Ihe i r pruptu l iona le share of lhc Jo in t Ac­
count for Ihe preceding monlh . Such bi l l s w i l l be accninpi inicd by stiilemeul.s wh ich iden t i fy the au tho r i ty for expendi ture , 
lease or f a c i l i t y , and all charges and ei edils s u m m a r i z e d by appropr i a t e c lassif icat ions of Inves tment nnd expense except 
t h a i i tems of Cont ro l lab le M a t e r i a l and unusual charges and credi ts shall lie separately i d e n t i f i e d and f u l l y descr ibed in 
de ta i l . 

J. A d v a n c e s and P a y m e n t s by N o n O p e i n l o i s 

A. Unless o therwise p r o v i d e d for in the a g i e e n i e u l . Ihe O p c i a l o i may r e q u i t e Ihe Nun O p e r u l o r n lo advance I h e i r 
share of csl im a let I cash out lay fur Ihe succeed i ng i non I h's opei a I inn w i l h i n f i f t e e n ( I h) 11 ays n f l e r recei pt of Ihe h i l l ­
ing ur by the f i r s t day uf the m o n l h for which Ihe advance is requ i red , whichever is later. Operator shall adjust each 
mon th ly b i l l i n g lu re f lec t advances received f r o m (he Non-Opei nlors. 

I i . Knell Non-Opora lur shall pay ils p ropor t ion of all b i l l s w i t h i n f i f l e e u ( I f i ) days a f l e r receipt . I f pavmenl is nol. made 
w i l h i n such l i m e , the unpa id balance shall bear i n l e i e s l mon th ly at the p r i m e rnle in e f fec t a l W e l l S Fargo Ban). 
... . oil Hit; f i is I 11 ay of the mun 111 in wh ich del i in piency oceu i s plus I % or the m a x i m u m 
c t i n l r ac l ra le p e r m i t t e d by Iht: app l icab le usury laws in the slate in w h i c h l l ie . I n i n l P i o p e r l y is loeated, whichever 
is the lesser, plus a l l u i ney's fees, cour t rusts, and o lber rusts in run net: I ion w i t h the cul lec l inn uf unpa id a i iu iunts . 

•1. A d j u s t m e n t s 

Payment of any such bi l l s shall nol pre judice Ibe t i gh l of any Non ()pei nlnr In protest or question the correctness thereof; 
p rov ided , however, a l l b i l l s and s ta tements rendered In Nun Opera lurs by Opera tor d u r i n g any calendar year shall con­
clus ively be presumed In be t rut ! and c o r r c c l a f l e r I w e n l y fou r \V. \) mouths f o l l o w i n g the end nf any such calendar year, 
unless w i t h i n the said I w e n l y font ('<M) t i i un lh poi iud a Non Opei a im lakes w i il (cn excepl ion thereto and makes c l a i m un 
Opei aloi for ad jus tment . No ad jus tmen t favorable lo Opei alor shall he made unless i l is made w i l h i n the same prescr ibed 
period. The provisions of this p a r n g r u p h shall nul prevent ad jus tments r e su l t ing f r o m a physical inventory of Cont ro l lab le 
M a t e r i a l as p rov ided for in Section V. 

I 
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I I I . O V E R H E A D 

1. Overhead - D r i l l i n g and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing cosls, Operator shall charge dr i l l ing 
and producing operations on either: 

(X ) Fixed Rate Hasis, Paragraph 1 A, or 
( ) Percentage Basis, Paragraph IH 

Unless otherwise agreed to hy the Parties, such charge shall he in lieu of costs anil expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those dh eclly chargeable under Paragraph 
3A, SecLion I I . The cost and expense of services from outside sources iu connection wi lh mailers of taxation, t raff ic , 
accounting or mallei's before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section 111 unless such cosl and expense are agreed to by the 
Parties as a direct charge lo lhc Joint Account. 

i i . The salaries, wages and Personal Expenses of Teclmical Employees and/or lhc cosl of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

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

i i i . The salaries, wages and Personal Expenses of Technical Employees and/or cosls of professional consultant services 
and contract services of technical personnel cither temporarily or permanently assigned to nnd directly employed in 
the operation of the Joint Property: 

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

A. Overhead - Fixed Rale Basis 

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

Dri l l ing Well Rate .$ S-^QXJO_GO 

(Prorated for less than a fu l l month) 

Producing Well Rate $ __J500-,JlU 

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

(a) Dr i l l ing Well Rale 

(1) Charges for dri l l ing wells shall begin on Ihe date the well is spudded and terminate on the date the d r i l l ­
ing rig, completion rig, or other unils used in completion of the well is released, whichever is later, except 
that no charge shall be made dur ing suspension of d r i l l i ng or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shnll be made at the dr i l l ing well rnle. Sue)) charges shall be applied for the period 
from date workover operations, with r ig or other units \ised in workover, commence through dale of r ig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

(2) Each active completion in a mull i -compleled well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separalc well by Ihe govern­
ing regulatory authority. 

(.')) An inactive gas well shut in because of overproduction or failure of purchaser to take the produclion shall 
tie considered as a one-well charge providing the gas well is directly connected lo a permanent sales 
outlet. 

(<!) A one-well charge shall be made for the monlh in which plugging and abandonment operations are com­
pleted on any well. This one well charge shall he made whether or not the well has produced except when 
dr i l l ing well rale applies. 

(5) Al l oilier inactive wells (including' bul. not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall nol. qualify for an overhead charge. 

(!S) The well rales shall be adjusted as of the first day of Apr i l each year following the effective date of lhc agreement 
lo which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rale cur­
rently in use by the percentage increase or decrease iu the average weekly earnings of Crude Petroleum and Gas 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude PeLroleum and Gas Production Workers as published by the United Slates 
Department of Labor, Bureau of Labor Stalislies, or Die equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rales shall be the rales currently in use, plus or minus the computed ad­
justment. 

R:—Overhead I'et-eenliige liniiin 

(+)—Operator ahnll charge the Joint Account nl Ihe following rnlot.:-
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