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I OI'EKATINC AGREEMENT 
2 
3 THIS AGREEMENT, entered into l>y and between R i c h a C cl S OI'l._..Qp e r a L . L I I g CQ1I1 p a n y 

'1 . , licieinalter designated nnd 

5 referred lo as "O|>cralor", and (lie signatory paily or patties oilier than 0|>era(or, .sometimes licieinalter icfcricd to individually herein 

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

7 

K VVM'NIvSSIiTH: 

9 

10 WHEREAS, the parties 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 parties hereto have reached nn agreement lo explore and develop these leases and/or oil nnd gas interests for the 

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

13 

14 NOW. THEREFORE, it is agreed as follows: 

15 

16 ARTICLE I. 

17 DEFINITIONS 

IH 

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

20 A. The term " o i l and gas" shall mean oil , gas, casinghead gas, gas condensate, anil all other lii|uid or gaseous hydroenrbons 

21 and other marketable substances produced therewith, unless an inlenl lo limit the inchisivcness of this term is specifically slated. 

22 U. The terms "o i l and gas lease", "lease" and "leasehold" shall menu the oil and gas leases covering tracts of land 

23 lying within Ihe Contract Area which are owned by the parties lo this agteement 

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

25 Contract Area which are owned by parties lo this agreement. 

2(\ I ) . The lerm "Contiiicl Area" shall menu idl ul Ihr hinds, oil and gas lensehold interests and oil and gas interests intended lobe 

27 dcvclo|>cd aiul o|>era(ed for oil and gas pui|x>scs under this agreement. .Such lauds, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit " A " . 

29 E. The lerm "dri l l ing unit" shall mean Ihe area fixed lor Ihe (hilling ol one well by order or rule of any slate or 

30 federal body having authority. If a drilling unit is not fixed by any such mle or order, a dulling unil shall be the drilling unit as eslablish-

31 ed by Ihe pattern of drilling in Ihe Contract Area or as fixed by express agreement of the Drilling Parties. 

.32 F. I he term "dri l ls i te" shall mean Ihe oil and gas lease or interest on which a pro|M>sed well is to be located. 

33 G. The terms "Dri l l ing Parly" and "Consenting Early" shall mean a parly who agrees lo join in and pay its share of the cost of 

34 any operation conducted tinder the provisions of this agreement. 

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

36 in a proposed operation. 

37 

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

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

40 

41 A R T I C L E I I . 

42 EXHIBITS 

43 

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

45 lX A. Exhibit " A " , shall include the following information: 

46 ( I ) Identification of lands subject lo this agreement, 

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

4H (3) Percentages or fractional interests of parlies lo this agreement, 

49 (4) Oil and gas leases and/or oil and gas interests subject lo this agteement, 

50 (5) Addresses of parties for notice purposes. 

51 • tt— Btrr i tHl^B^ForrrrTn^ht^ne. 

52 i)i C. Exhibit " C " , Accounting Procedure. 

53 IX D. Exhibit " D " , Insurance. 

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

55 IYI E. Exhibit " F " , Non-Discriuiinaliori and Certification of Non Segregated Facilities. 

56 I 1 G. Exhitnt " G " , Tux Parincnhtp. 

57 If any provision ol any c/hibit, except Exhibits " l i " and " G " , is inconsistent with any provision contained in the body 

5H of (his agreement, the provisions in llie body of (his agreement shall prevail. 

59 

60 

61 

62 

61 

64 

65 

66 

67 

68 

69 

70 
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1 A R T I C L E I I I . 

2 INTERESTS OK PARTIES' 

3 

4 A. Oil mid Gus Interests: 

5 

6 I f any party owns an oil und gas interest in llie Contract Area, that interest shall he treated for all purposes of tjiis ugrecmenl 

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " l i " , and the owner thereof 

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

9 

10 I I . Interests of I'urlics in Cosls und Product inn: 

11 
12 Unless changed by other provisions, all cosls and liabilities inclined in operations under ibis agreement shall l>e borne nnd 

13 paid, and all equipment and materials acetified in o[>cjaMon.i on ll»c C'ontrnel AJCM shall IK: owned, by the pailie.v as- their Interests- me set 

14 forth in Exhibit " A " . In Ihe same manner, the paities shall also own till production of oil and gas from Ihe Contract Area subject It) the 

15 payment of royalties to Ihe extent of n n p P i cj h I -. h ( JL / . 8 ) which shall be home as hereinafter set forth. 

16 

17 Regardless of which parly has contributed the lease(s) and/or oil anil gas inteiesl(s) hereto on which royalty is due and 

18 payable, each parly entitled lo receive a share of production of oil and gas from the Conliaet A m i shall bear and shall pay or deliver, or 

19 cause lo be paid or delivered, to the extent of iis interest in such production, Ihe royally amount stipulated heieinabove and shall hold the 

20 oilier parties free from any liability therefor. No party shall ever l>e lesfxinsible. however, on a price basis higher llian the price received 

21 by such party, to any other party's lessor or royalty owner, and il any such other party's lessor or royally owner should demand and 

22 receive settlement on a higher price basis, the parly contributing Ihe allecled lease shall bear Ihe additional royally burden attributable 

23 to such higher price. 

24 

25 Nothing contained in this Article 111.11. shall be deemed an assignment oi cross assignment of interests covered heieby. 

26 

27 C. Excess Royalties, Overriding Royalties nnd Other Payments: 

28 

29 Unless changed by other provisions, if Ihe interest of any paily in any lease covered hereby is subject to any royally, 

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

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

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

33 

34 I ) . Siibsc'i|uciilly Created Interests: 
35 

36 11 any party should hereafter create an overriding royally, piodtiiiion payment or other buiden payable out of production 

37 attributable to its working interest hereunder, azdljMck-a-hiiidcu-cxiiilcd prioi^Uj-lhifr-agi<»t>iiienHind i?t-i)ot-se(-f<>rl)t-in-Exhibil "A'', nr 

38 w;i^iiuuUivelc^o<liiuwuui>g UijILoUurtpartie 

39 ateepled-oblig«tioii-«f-«ll-pai4ie(i (any such interest being hereinafter referred lo as "subsci|uenlly created interest" irrespective of the 

40 liming of its creation and ihe party out of whose working inleicst the subsequently created intetest is derived being hereinafter referred 

4 1 lo as "burdened parly"), and: 

42 

43 I . I f ihe burdened party is required under this agreement lo assign or relinquish to any oilier party, or paities, all or a portion 

44 of its working interest and/or the production attributable thereto, said other parly, or parlies, shall receive said assign-

45 ment and/or production free and clear of said subsequently cicalcd interest and Ihe burdened parly shall indemnify and 

46 save said oilier party, or parties, harmless from any and all claims and demands for payment asserted by owners of the 

47 subsequently created interest; and, 

48 

49 2. If ihe burdened party fails lo pay, when due, iis share of expenses chargeable hereunder, all provisions of Article VI I .B . 

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

51 interest of the burdened party. 

52 

53 A R T I C L E I V . 

54 TITLES 

55 

56 A. Title Examination: 

57 

58 Tille examination shall be made on ihe drillsite of any ptoposed well prioi to commencement of drilling o|>cralioiis o i , if 

59 the Drilling Parties so request, litlc examination shall l>c made on the leases and/or oil and gas interests included, or planned to l>e includ-

60 cd, in (he drilling unit around such well. The opinion will include llie ownership of the working interest, minerals, royalty, overriding 

61 loyally and production payments under (he applicable leases. Al the time a well is proposed, each parly contr ibuting leases and/or oil and 

62 gas interests lo Ihe drillsite, or lo be included in such drilling unit, shall furnish to 0|>erator all abstracts (including federal lease stutus 

63 reports), tille opinions, title papers and curative material in its possession fiee of charge All such information not in the possession 

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

65 shall cause lille lo be examined by attorneys on iis staff or by outside allorneys copies of all I it lo opinions shall be furnished to each party 

66 hereto. The cost incurred by Operator in this tille program shall IK: borne as follows: 

67 

68 I I Option Nn. I : Costs inclined by 0|>cra(oi in piocuring alvstiacls and litle examination (including preliuiinaiy, supplemental, 

69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit " C " , 

70 and shall not be a direct charge, whether performed by Operator's stall" allorneys oi by outside allorneys. 

2 
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A R T I C L E IV 

continued 

1 Option No. 2: Costs incurred by Operator in procuring abstracts and Ices paid outside attorneys for title examination 

2 (including preliminary, supplemental, shut-in gas royally opinions and division order title opinions) shall be borne by die Drilling Parties 

3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Pai ties as such interests appear in Ex-

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

5 functions. 

6 

7 Each party shall be responsible for securing curative mallei and pooling amendments or agieemenls required in connection 

8 with leases or oil and gas interests contributed by such party. 0|>cralor shall be res|x>nsihle for the preparation and recording of pooling 

9 designations or declarations as well its the conduct of hearings lielorc governmental agencies for the securing of spacing or pooling otdcts. 

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

1 I 

I 2 No well shall be drilled on the Contract Aiea until after ( I ) (he tille to the di illsitc or ih illing unit has been examined as above 

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

14 licipale in Ihe drilling of the well. 

15 

16 U. Loss of Title: 

17 

I H I . I-'nil in e ol_ Title: Should any oil and gas inlei est oi lease , • > i iutci csl Ihei ein , lie Inst tin ough lailiii e of tille, which loss 

19 results in a reduction of interest from that shown on Exhibit " A " , llie party contt ibuting llie affected lease or interest shall have 

20 ninety (90) days from final determination of title lailurc lo acquire a new lease or oilier instrument curing the entirely of the lille 

21 failure, which acquisition will no! be subject lo Article VI11.H., anil failing lo do so, this agiecinenl, nevertheless, shall continue 

22 in force as lo all remaining oil and gas leases and interests: and, 

23 (a) 1 he parly whose oil anil gas lease or interest is aifected by the lille lailure shall beat alone llie cnfne loss and it shall not be 

24 entitled lo iccover from Operator or the other parlies any development or operating cosls which il may have tJiereloforc paid or inclined, 

25 but there shall be no additional liability on i(s pan lo ihe olhei patties hereto by reason of such lille failure; 

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

27 which has been lost, but the interests of the parties shall be revised on an acreage basis, its of (he time il is determined finally (hat 

28 tille lailure has occurred, so that (he interest of Ihe paily whose lease or inleiesl is alfccled by the tille failure will thereafter be 

29 reduced in Ihe Contract Area by the amount of the inleiesl lost; 

30 (c) I f (he proportionate interest of (he other panics heielo in any pioducing well flicielofoie (hilled on (he Contract Area is 

31 increased by reason of the lille failure, the party whose lille litis failed shall icceivc (lie proceeds attributable to the increase in such in-

32 lerest (less costs and burdens attributable thereto) until il litis been reimbursed lor uiuecovered cosls paid by it in connection with such 

33 well; 

34 (d) Should any person not a parly to this agreement, who is delet mined to be the owner of any interest in the title which has 

35 failed, pay in any manner any part of (he cosl of o|>cra(ion, development, or equipment, such amount shall be paid to the party or parties 

36 who bore Ihe cosl which are so refunded; 

37 (e) Any liability lo account to a third parly for prior produclion of oil and gas which arises by reason of lille failure shall be 

38 borne by the parly or parlies whose title failed in the same proportions in which they shared in such prior produclion; and, 

39 (I) No charge shall l>e made to the joint account for legal excuses, lees or salaries, in connection with Uie defense of the interest 

40 cl II in led by any jiiu ly hereto, il being Ihe inlention of llie pat I ien hei elo that each shall deleud tille lo its inleiesl and hear all expenses in 

4 1 connection therewith. 

42 

43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, tluough 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 inleiesl therein terminates, 

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

46 payment secures a new lease covering ihe same interest wilhin ninety (90) days from the discovery of the failute lo make proper payment, 

47 which acquisition will not Ire subiect to Article V I I I . I L , Ihe interests of Ihe parlies shall be revised on an acreage basis, effective as ol the 

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

49 (he Contract Area on accotinl of ownership of (he lease or inleiesl which has terminated. In the event Ihe party who failed lo make (he 

50 required payment shu.ll not have been fully reimbursed, at ihe lime of the loss, from the proceeds ol Ihe stile of oil and gas attributable lo 

51 the losl interest, calculated on an acreage basis, for the development and opeialing cosls llieretofoie paid on account of such interest, il 

52 shall l>c reimbursed for unrecovered actual costs theretofore paid by il (but not for its share of llie cosl of any dry hole previously drilled 

53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 

54 (a) Proceeds of oil and gas. less operating expenses, theretoiore accrued lo Ihe credit of the lost interest, on an acreage basis, 

55 up to ihe amount of unrecovered cosls; 

56 (b) Proceeds, less operating expenses, thereafter accrued allributable lo the losl inleiesl on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells ihetealter (hilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up lo the amount of uiuecovered cosls. the proceeds of said 
59 portion of Ihe oil and gas lo be couliibuled hy llie oilier parlies in pi o|xn I ion lo Iheir icspective interests; and. 
60 (c) Any monies, up lo the amount of unrecovered costs, that may be paid by any parly who is. or becomes, the owner 
61 of the interest losl, lor the privilege of participating in ihe Contract Area or becoming a party lo this agreement. 
62 
63 3. Oilier Losses: All losses inclined, other than those set forth in Articles I V . I I . I . and IV 11.2. above, shall be joinl losses 

64 und shall be borne by all parlies in pro|>orlioii to their interests. There shall be no icadjuMnient of inleicsls in the remaining portion of 

65 ihe Contract Area. 
66 
67 
68 
69 
70 

.1 
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1 A R T I C I . K V. 

2 O P E R A T O R 

3 

4 A . D e s i g n a t i o n M i ld H c s p n i n l b l l l l l c s n f O p c i n l m : 

5 

6 1M.C.I I A i l D S 0 N 0 P E R A T I N G C O M P A N Y . .. shall be ihe 
7 0|><:i a l u i u f Ihe O n i l l uel A i c a , a m i sha l l c o n d u c t a m i d i i r e t and ha ve l u l l e n n d u l u f a l l o p c i a l i u n s u u the C u n l i act A i C I I as | K - I m i l l e d and 

H i c (111 i I c d b y , n l i d w i l l ] in I ho l i m i t s u l lb is ug i c e m e n t l l sha l l c o n d u c t a l l such U [ H : I at i ons in » g o o d an i l w m k i m i n i i k e m a n n e r , h u t l l sha l l 

9 h a v e u u l i a b i l i t y as O p c i a l o i l u lh<- o l h e i p a i l i e s l o i losses s u s t a i n e d o i l i a b i l i l i r s i u e i i n e d , c x c c p l s u c h as m a y i r s u l l l i o m g l o s s 

10 n e g l i g e n c e o i w i l l f u l m i s t u n d u c l . 

I 1 

12 I I . K e s l g i i n l l o i i o r H c n i o t ' i i l o f O p v i a l u i m i d . S e l r c l h i u o l . S u c c e s s o r : 

13 

1 '1 I . R e s i g n a t i o n o r R e m o v a l u l O p c i a l u i : O p c i a t o i m a y i er. i|'. n at a n y t i m e by g i v i 11 (.• w i i l i c u i m l lee I h c i e o l to N u n ( t p r i n l o i s. 

15 I f O p c i n l o r I'M n i i i i n l c .s i ts l e g a l e x i s t e n c e , n o l o n g e i o w n s no i n t c i c s t h r i r i i u d e r in l l i e C o n l i n c l A i m , o r i i n o l o n g c i c n p u b l c o f 

I f ) s e i v i n j i , as O p e r a t o r , O p c i a l o t s h a l l be. d e e m e d .to h a v e i c s i g u c d w i t h o u t any a c t i o n h y N o n O p r i n t u i s , r x c r p l Ihr. . ' .e lec t ion u f n 

17 s u c c e s s o i . O p c i n l u i m a y be l e i u u v r d if il f a i l s o i i c t u s e s to t u n y m i l its d u l i e s h c i e u n d e i , u i b e c o m e s h i ' . u l v e n l . h a n k i u p l o r is 

IH p l a c e d in I c c c i v c i s h i p , b y the a l f i i n i a t i v e v o l e uf t w o ( ? ) o i i n o i c N u n O p c i n t o i s o w n i n g a n i a j o i i t y i n t c i c s t bused, u u u w u c i s h i p 

19 as s h o w n n n E x h i b i t " A " I c n m i n i n g a I l e i e x c l u d i n g l l i e v o l i n g i n l e i e s l o f O p c i a i m . .Such i c s i g n n l i o n u i I e m n v a l sha l l m i l b e c o m e 

2 0 e f f e c t i v e u n t i l 7 :(X) o ' c l o c k A M . o n l l i e I i i s l d a y u f I he c a l c m h o m o n t h f o l l o w i n g the ex p i t at i o n o f n i n e t y ( 9 0 ) d a y s a f l c i t h r g i v i n g 

21 o f no t i ce , u f I c s i g n a l i o n h y O p c i a l o t o i a c t i o n b y Ihe N o n O p c i a l o i s l o l e m o v r . O p e i a t o r , 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 

2 2 s e l e c t e d a n d a s s u m e s Ihe d u t i e s o l O p e i a t o r al an e a i l i c i d a l e . O p c i n i u r , a l l e t e f f e c t i v e , d a l e o l i c s i g u u t i o n o i i c m o v n l , s l u i l l he 

2 3 b o u n d by t h e t e r m s l i c t c o f ar. a N u n O p e i a t o i . A c h a n g e o l a c o i p o i a l e n a m e o i s h u c l u i e n f O p e i a t o r u r t i i u i s f c r u f 0 | > c i n l u r ' s 

24 i n l e i e s l l u a n y s i n g l e s t i b s i d i n i y , p a i e n l u t s u c c e s s o i c o i | i u i a l i o n sha l l no t he l l i e bas is l o r i c m o v n l u l O p c i a l o i . 

25 

2 6 2 . S e l e c t i o n o f .Successor Q p e i n H n : U p o n the i c s i g n u l i o i i u i i c m o v n l of O p c i n l o r , a succe ' i r .u i O p e i u l o i p lu i l l he s e l e c t e d hy 

27 Ihe pat l i e s . 1 he s u c c e s s o r O p c i a l u i s h a l l be se l ec ted 11 o i u I l ie pa 11 ies o w n i n g an i n l e i e s l In Ihe C o n l t nc l A i ca a I the l i m e s u c h successo r 

2 8 0 | x : i a l o i is s e l e c t e d . T h e successo i 0 |K - . i a lo r sha l l IK-, s c l c c l e d by ihe t i l l i i i n a t i v e v o l e u l I w o (2 ) o r m u t e pa i l ies o w n i n g a n i a j u i i l y in le t est 

2 9 based o n o w n e r s h i p as s h o w n o n E x h i b i t " A " ; p i o v i d e d , h o w e v e i , if an 0 |>c i a l o i w h i c h has !>ccn i c i u o v c d fa i ls l u v o l e or votes o n l y lu 

3 0 s u c c e e d i l se l f , (he successo i 0 | > e i n l o i sha l l be se lec ted by the a f l h i n u l i v c vo te o f t w o (?.) o i i n o i e p n i l l e s o w n i n g a m a j n i i t y I n l e i e s l based 

31 o n o w n e r s h i p as s h o w n o n E x h i b i t " A " ' l e i i i a i n i n g a l l e i e x c l u d i n g the v o t i n g i n l e i e s l u l i h e 0 | ) c i n l u i t ha i w a s l e n m v r d . 

3 2 

3 3 C E m p l o y e e s : 

34 

3 5 T h e n u m l x : r o l e m p l o y e e s used by O [ > c i a l o i i n c o n d u c t i n g o p c i a l i u u s h c i e u n d e i , l l i e i i s e l e c t i o n , and Ihe h u m s u l h i h n i nnd the 

3 6 c o m p e n s a t i o n f o r s c i v i c c s p e i f u u n e d s h a l l be d e l n m i n e d by C?] >ci n t o r , a n d a l l s u c h e m p l o y e d s h a l l he ihe e m p l o y e e s o f O p c i a l o i . 

37 

38 D . D i i l l l n g C e i i l i n c l s : 

39 

4 0 A l l w e l l s ( b i l l e d n n t he C o n d u c t A i e u s h a l l be d i i l l e d o n a c o m p e t i t i v e c o n l i n c l bas is ul Ihe u s u a l i n l e s p i c v a i l i u g i n l l i e 

4 1 a r e a . I f i l so d e s i r e s , O p c i n l o r m a y e m p l o y i ts o w n t o o l s a n d e q u i p m e n t in t he ( h i l l i n g o f w e l l s , hu t its c h a r g e s t h e r e f o r shn l l not 

4 2 e x c e e d t he p r e v a i l i n g ra l es i n (he a i e a a n d t he l a l e u f s u c h c h u i g c s .shall be n g i c e d u | i o u by Ihe p a i t i e s in w r i t i n g b c f o i c ( h i l l i n g 

4 3 o p c i a l i o n s a i c 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 f o i n i c d hy O p e i a l o r u n d e r the s a m e I c i m s nnd c o n d i t i o n s ns n i c c u s t o m a r y 

4 4 a n d u s u a l in t he a t c a i n c o n d u c t s o f i n d e p e n d e n t c u u l i a r l o i r. w h o a i c d o i n g w o i k o f n s l m i l n i n a l u i c . 

4 5 

4 6 

4 7 

4 fl 

4 y A R T I C L E V I . 

5 0 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 i t i a l W e l l : 

53 * 

54 O n o r b e f u t e i l w 1 s t ( | . , y , , ( • _ M a y , 2 0 0 1 ^ O p c i a l o i sha l l e o i i i m c i i c c Ihe. d i i l l i u e oT 

55 a well for oil and gas at lit cr following location: or upon approval o f Appl icat ion for Permit to Dr i l l , subject to r ig availabil ity 

56 
57 Township 29 Nor th. Range 14 West, N M P M 
5 H Section 9: NE/4NL74 

<j0 San Juan County, New Mexico 

60 and shall Ihcicaflcr continue Ihe (hill ing of Ihe well with due diligence to 

01 

f'2 lo lest the Fruitland Coal and Pictured Cl i f fs formations 
63 
64 

6 5 u n l e s s g i a n i l e o r o t h e r p i a c l i c a l l y i m p e l l e d a b l e s u b s t a n c e o i c o n d i t i o n in Ihe h o l e , w h i c h i c n d c i s f u i l h c i d r i l l i n g i m p i n c l i c n l , is r n -

6 6 c o u n l c i c d at a lesser d e p t h , o r u n l e s s a l l p a i t i e s a g i e e lo c o m p l e t e o i a b a n d o n t he w e l l id n lesse i d e p t h . 

6 7 

f i l l O p e l a l o r sha l l m a k e l e a s o n a b l e tests o f a l l I u i m a ( i ons cue n u n le i ed du i i n g d u l l i n g w h i c h g i v e i n d i c a t i o n u f c o n t a i n i n g u i l and 

6 9 gas in q u a n t i t i e s s u f f i c i e n t l u test , un less llii.s n g i c c m c u l sha l l be l i m i t e d in i is a p p l i c a t i o n lu u s p e c i l i e f o i i i i n l i u u o r l o i m i l l i o n s . In w h i c h 

7 0 c v e u l O p e i a t o r s h a l l he i c q u u c d lo les t o n l y thr. ( u i m a l i u n o i f u i m a l i o n s l u w h i c h (h is n g i c c m c n t m a y a p p l y . 
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A R T I C L E VI 
con t i nued 

1 I f , in Operator 's judgment , the wel l w i l l not produce oi l or gas in paying quantit ies, ami il wishes lo plug and abandon Ihe 

2 wel l us a dry hole, Ihe provisions o f Ar t i c le V I E . I . shall l l iercal lcr apply 

.3 

4 

5 

6 IJ. Subsequent Ope ra t i ons : 

7 

8 I . Proposed Operat ions: Should any parly hereto desire to d r i l l any wel l on the Contract Area other than the wel l provided 

9 for in Art ic le V I . A . , o r t o rework, deepen or plug back a dry hole dr i l led at the joint expense of all parlies or n wel l jo in t ly owned by nil 

10 the parlies and not lheiiyiriu.lin.iing-in paying quantities, (he pai ly desiring to d r i l l , rework, dec|ien or plug back such n wel l shall give (he 

1 I other patties written notice of ihe proposed operation, s|>ccifying ihe work lo be j>criojnied, (he location, proposed deplh, objective lorma-

12 l ion und the esl i inulcd cost of the operat ion. The parties receiving such a notice shall have th iny (30) days after iceeipl o f Ihe notice 

13 wi th in which lo not i fy the parly wishing lo do the work whether Ihey elect to participate in the cost o f the proposed operation. I f a d r i l l -

14 ing r ig is on locat ion, notice o f a proposal to rework , p lug back or d r i l l deeper may be given by telephone and the response period 

15 shall be l imi led lo forty-eight (48) hours, exclusive o f Saturday, Sunday and legal holidays Failure o f a party receiving such notice 

16 to reply w i th in (he period above f ixed shall constitute an election by lhat pai ly no! lo participate in the cos! o f Ihe proposed operat ion. 

17 Any notice or response given by telephone shall be prompt ly conf i rmed in wr i t ing. . 

18 

*then capable o f p r o d u c i n g 
20 

2 I I f all parlies elect to pa/ticiapte in such a promised opcrnl ion, 0|>cralor shall, within ninety (90) days after expiration of lire notice 

22 period o f Uiirty (30) duys (or as prompt ly as possible after the expiration of the forty-eight (48) hour period when a dr i l l ing r ig is on loca-

23 t ion, as the case may be), aclually commence Ihe proposed o|>cration and complete il with due diligence at (he risk and expense of all pai-

24 lies hereto; provided, however, said commencement dale may be extended upon writ ten notice of same by 0|>crntor lo the other putties, 

25 for a pei iod o f up to thirty (30) additional days if, in Ihe sole opinion o f 0 |xn alor, such additional lime is icasonubly necessary lo obtain 

26 permits f rom governmental authori t ies, surface rights ( inc luding r igh ls-o f -way) or appropriate d r i l l i ng equipment, or lo complete 

27 t i l le examinat ion or curative mailer required for t i l le approval or acceptance. Notwi thstanding Ihe force majeure provisions o f A r l i -

28 ele X I , i f the actual operation has not been commenced wi th in the t ime provided ( inc luding any extension thereof as s|x:cif ically 

29 permitted herein) and i f any party hereto st i l l desires to conduct said o| ieral ion, wr i t ten notice proposing same must be resubmitted 

30 to ihe other parlies in accordance w i th the provisions hereof as i f no pr ior proposal had been made. 

.11 

32 

33 

34 2 Operations by Less lhan A l l Parlies: I f any party receiving such notice as pi ov tiled in Art ic le V I . I I . 1. or V 11.13.1. (Option 

35 No. 2) elects no! to participate in the proposed operat ion, then, in order lo be entitled to Ihe benefits of this Ar t i c le , Ihe parly or parties 

36 g iv ing ihe notice and such other parlies as shall elect to participate in the operation shal l , w i th in ninety (90) days after the expiration o f 

37 the notice period o f thir ty (30) days (or as prompt ly as |x>ssible after the expirat ion o f the forty-eight (48) hour period when a d r i l l i ng 

38 r ig is on locat ion, as the case may be) aclual ly commence the proposed operation and complete it w i th due di l igence. Operator shall 

39 per fo rm all work for the account o f Ihe Consenting Parlies; prov ided, however, i f no d r i l l i ng r ig or other equipment is on locat ion, 

40 und i f Opcin lor is a Non-Consent ing Party, the Consenting Parties shall either: (a) request Operator to per fo rm the work required 

4 1 by such proposed operation for the account o f Ihe Consenting Parties, or (b) designate one (1) o f the Consenting Parties as Operator 

42 (o per fo rm such work . Consenting Parties, when conduct ing operations on the Contract Area pursuant lo (his Ar t i c le V I . B . 2 . , shall 

43 comply w i lh all terms and condit ions o f this agreement. 

44 

45 

46 

47 I f less lhan all parties approve any proposed operation, Ihe pioposing party, immediately alter the expirat ion o f (he applicable 

48 notice period, shall advise (he Consenting Parlies o f (he total interest o f llie parties approving such operation and its recommendation as 

49 to whether the Consenting Parties should proceed wi lh llie operation as proposed. Fach Consenting Parly, wi th in forty-eight (48) hours 

50 (exclusive o f Saturday, Sunday and legal hol idays) after receipt o f such not ice, shall advise the proposing parly o f its desire to (a) 

51 l imi t part ic ipat ion to such parly 's inlerest as shown on Exhibi t " A " or (b) curry its proport ionate part of Non-Conscnl ing Parlies' 

52 inleresls, and fai lure lo advise Ihe proposing party shall be deemed an election under (a). In the event a d r i l l i ng r ig is on locat ion, 

53 the l ime permitted for such a response shall not exceed a (olal o l forty-eight (48) hours ( inclusive o f Saturday, Sunday nod legal 

54 hol idays). The pioposing party, al iis elect ion, may wi thdraw such pioposal i l Ihcie is insul l ic ient part ic ipat ion and shall p ion ip l l y 

55 no l i ly till parties ol such decision. 

56 

57 

51) The entire cosl and l isk o f conduct ing such opetal ions shall be home by ihe Consenting Parties in the proport ions they have 

59 elected lo bear same under the terms o f the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 

60 operations free and clear o f all liens and encumbrances o f every kind created by or arising l i o m the operations o f the Consenting Parties. 

61 I f such an operation results in a dry hole, the Consenting Pai ties shall plug and abandon the well and restore ihe surface location al their 

62 sole cosl, risk and expense. II any wel l d r i l led , reworked. dcc|>cncd or plugged back under the provisions of this Art ic le results in a pro-

63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip Ihe well lo produce al their sole cost and risk. 

64 

65 

66 

67 

68 

69 

70 

5 
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A R T I C L E V I 

continued 

1 and the well shall then be turned over to Operator and shall I K operuted by it at the expense and lor the account of the Consenting Par-

2 ties. Upon commencement of operutions for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to huve relinquished to Consenting Parties, 

'1 nnd the Consenting Purtics shall own and be entitled to receive, in proportion lo their respective interests, nil of such Non-Consenting 

5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at Ihe well, or 

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

7 Icrests not excepted by Arricle I I I . D. puyable out of or measured by the produclion from such well accruing widt rcs|>cct lo such inlercst 

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

9 

10 

I 1 

12 (a) 100% of each such Non-Conscnling Parly's share of the cosl of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

14 Non-Consenting Party's shnre of die cost of operation of the well commencing wilh first produclion and continuing until each such Non-

15 Consenting Party'N relinquished interest shall revert to il under other provisions-of this Article, if !>cing agreed that cneh Non-

16 Consenting Parly's share of such cosls and equipment will be that interest which would have been chargeable to such Non-Consenting 

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

18 

19 

20 

21 (b) 3 0 0 % of that portion of (he cosls and expenses of drilling, reworking, deepening, plugging back, testing nnd 

22 completing, after deducting any cash contributions received under Article V I I I C , and -300-% ' ' l a l por t ' 0 " °f die cost of 

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

24 Consenting Party i f it had participated (herein. 

25 

26 

27 

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

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 ut any lime prior to full recovery by the Consenting Parlies of Ihe Non-Consenting Patty's recoupment account. 

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

32 tion of said well and there shall be added to the sums to be recouped by the Consenting Patties one hundred percent (l(X)%) of 

33 that portion of the cosls of the reworking or plugging hack operation which would have been chargeable to such Non-Consenting 

34 Parly had it participated therein. If such a reworking or plugging back operation is pioposcd during such recoupment pcilod, Ihe 

35 provisions of this Article VI . I ) , shall be applicable as between said Consenting Parlies in said well. 

36 

37 

38 

39 During Ihe period of time Consenting Paities are entitled to receive Non Consenting Parly's share of production, or Ihe 

40 proceeds therefrom. Consenting Parlies shall be responsible for ihe payment of all pioduction, severance, excise, galhciing and other 

41 taxes, and all royally, overriding royally and other burdens applicable to Non-Consenting Parly's share of production not excepted 

42 by Article HI D. 

43 

44 

45 

46 Iii the case of any reworking, plugging back or dec|>er drilling operation, ihe Consenting Parties shall be permitted lo use, free 

47 of cost, nil ensing, tubing nnd oilier equipment in the well, but the ownership of all such equipment shnll remain unchanged; and upon 

48 abandonment of a well niter such reworking, plugging bnck or deeper drilling, (he Consenting Parties shall nccount for all such equip-

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

50 

51 

52 

53 Within sixty (60) days aflcr the completion of any operation under this Article, Ihe patty conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party wilh an inventory of ihe equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, nt 

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

57 ings. Each month thereafter, during the lime the Consenting Paities aic being reimbursed as provided alnivc, the parly conducting the 

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 curred in the operation of Ihe well, together with a slaleinenl of Ihe quantity of oil and gas produced from il and Ihe amount of proceeds 

60 realized from the sale of Ihe well's working inleiesl produclion during llie preceding month, hi determining Ihe quantity of oil and gas 

61 produced during any month, Consenting Ptirties shall use industry accepted methods such as, but not limited to, metering or periodic 

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

63 which would have been owned by a Non-Conscnling Parly had it participated (herein shall be credited against the total unreturned costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Conscnling Party shall revert lo it as 

65 above provided; and i f there is a credit balance, it shall t>c paid lo such Non Consenting Party. 

66 

67 

68 

69 

70 
6 
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A R T I C L E V I 

<m l l i in ci l 

1 If unci when llie Consenting Paities recover from a Non-Consenting Party's relinquished interest the amounts provided for alxrvc, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the sume interest in such well, the material and equipment in or pertaining diercto, and the produclion 

4 Uierefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the 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 Uiis Article VI.13 .2., it is agreed that without the mutual consent of all pnrties, no wells shall 

I I be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

12 well conforms lo Ihe Ihcii-cxisling well spacing pattern for such source ol supply. 

13 

14 

15 

16 The provisions of Ibis Article shall have no application whatsoever to the drilling of the initial well described in Article VI .A . 

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

18 after it has been drilled to die depth specified in Article VI .A . if il shall thereafter prove lo lie a dry hole or, if initially completed for pro-

19 duction, ceases to produoe in paying quantities. 

20 be c a p a b l e o f p r o d u c i n g 
21 

22 

23 3. Sland-Oy Time: When a well which has been drilled or deepened has reached its authotued depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending resjronse to a parly's notice proposing a 

25 reworking, deepening, plugging back or completing o|>cra(ion in such a well shall be charged and borne as part of the drilling or deepen-

26 ing operation just completed. Stand-by cosls subsequent lo all parlies responding, or expiration of the resjxmse time permitted, whichever 

27 first occurs, and prior to agreement as to ihe participating interests of all Consenting Parties pursuant lo the terms of the second gram-

28 malical paragraph of Article VI.13.2, shall be charged to and borne us part of the promised operation, but if the pro|X>sal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 

JO each Consenting Party's interest as shown on Exhibit " A " bears lo Ihe total interest as shown on Exhibit " A " of all Consenting Par-

31 lies. 

32 

33 

34 

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

36 ulso be upplicublc lo uny proposal to directionally control nnd intentionally deviate a well f iom vertical so as to change Ihe bottom hole 

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

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at llie time of the notice shall, upon electing to participate, lender lo Ihe well boic owners its proportionate share (equal 

40 lo its interest in the sidetracking operation) of Ihe value of that portion of Ihe existing well bore lo be utilized as follows: 

41 

42 

43 

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

45 the initial drilling of (lie 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, reimbursement shall be on the basis of the well's 

50 salvable materials and equipment down lo the depth at which Ihe sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 

55 In (he event that notice for a sidetracking operation is given while die drilling rig lo be utilized is on location, the response period 

56 shall be limited lo forty eight (48) hours, exclusive of Saturday, 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 period. If more than one party elects lo take such additional time to respond to the notice, 

59 standby costs shall be allocated between the parties taking additional lime lo rcsjxtnd 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 other in-

61 stances the response period to a proposal for sidetracking 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 Each party shall take in kind or separately dispose of its proportionate sluice of nil oil aiul gus produced 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 puiposcs und produclion unavoidably lost. Any extra cxpcndituic incurred in Ihe taking in kind or separate disposition by any 

70 party of its proportionate share of the production shall be borne by such parly. Any party lulling iis sham of pruduution in kind shall be 

7 
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A R T i C E E V I 

continued 

1 n - i i i u r i - i t I n p ; i y f n r o n l y i l< p i n | x . r l i n n n I f i l m r r n f qin-lt p u r l u f ( I p e i i l l o i ' t r i I r f i u f _ L U i i l u i i n^_mi iu : l i _ i l -LHLgi 

2 

3 Each party shall execute such division orders ami contracts as may l>e necessary for the sale of its interest in pioduclion fiom 

4 the Contract Area, and, except as provided in Article V I I . I I . , shall t>c entitled lo receive payment ditcclly from Ihe purchaser thereof for 

5 its shaic of all produclion, 

6 

7 In the event tiny paily shall fail lo make ihe anangcmenls necessary lo lake in kind or sepaialely dispose of iis pro|x>rlionatc share 

8 of the oil produced from the Contract Area, Operator shall have llie light, subject lo ihe i evocation al will by Ihe party owning i l , but not 

9 the obligation, to purchase such oil or sell it lo others al any lime and from lime lo lime, for die account of ihe non taking parly at line 

10 ln-ia price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to Ihe right of the 

1 I owner of lite produclion to exercise at any time its right to lake in kind, or sepaialely dispose of, its share of all oil not previously 

12 delivered to a purchaser. Any purchase or sale by O|x;ra(or ol any other party's share of oil shall be only for such reasonable peritxls of 

13 lime as are consistent with the minimum needs of Ihe indiisli y under llie particular ciicumslanccs. but in no event for n period in excess 

I-I of one ( I ) year. £ iiiul shall account lo such purl) for llie actual ncl proceeds received for such pioduclion, i f sold, or Ihe 

15 current ninrkcl price i f purchased by Operator. 

16 In the evenl one oi moie paities' sepaialc disposition ol iis shai e of the gas causes split - stream deliveries lo separate pi|>elines 

17 and/or deliveries which on a day- to-day basis for any leason aic not exactly equal lo a paily's icsix-dive pioixirtionalc share of tolal gas 

18 sales lo be allocated to it, llie balancing or accounting between the icspective accounts ol Ihe panics shall l>c in accoidauce wilh any 

19 gas balancing agicemenl lielween Ihe paities heielo, wlu-lhci such an ngiccineiil is attached as Exhibit " l i " , or is a scpaiale ugieemeiil. 

20 

21 I ) . Access lo Contract Area nnd Information: 

22 

23 Each paily shall have access lo Ihe Contract Aica al all reasonable limes, al its sole cosl and tisk lo insjicct or observe operations, 

24 and shall have access al icnsonnblc limes (o information pertaining to the development or operation Ihcicof, including Operator's booki 

25 and records relating theicto. O|>cralor, u|X)n icquesl, shall fui nish each of the other parties wilh copies of all forms or leports filed with 

26 governmental agencies, daily drilling icpoils, weil logs, lank lables, daily gauge and inn tickets and reports of slock on hand al the 

27 first of each month, and shall make available samples of any cores or cullings taken horn any well diilled on Ihe Oonlrnct Aien. Ihe 

28 cost of gathering and furnishing information to Non Opcialoi . other lhan that s|xcilit'd above, shall be charged lo ihe Non Operator 

29 lhal lequcsls llie infoi million. 

30 

31 K. Abandonment of Wells: 

32 

33 I . Abandonment of Ory I loles: Except lor tiny well di illed or deepened put stiant lo Article. VI .11.2., any well which has been 

34 di illed or deepened under ihe terms ol this agicemenl and is pio|M)sed lo be completed as a dry hole shall not be plugged and abandoned 

35 without the consent of all parties. Should Opeiator, altei diligent elfoi I , be unable lo coiilacl any party, or should any piu ly fail lo reply 

36 wilh in loi ty eight (4 H) houi s (exclusive of Sat in day, Nuiidi.y and legal holidays) idler leccipt ol notice ol llie pi opo.'utl lo plug and abandon 

37 such well, such party shall be deemed to have, consented lo ihe pioposcd abandonment. All such wells shall l>e plugged and abandoned 

38 in accordance wilh applicable regulations ami at ihe cost, ii.sk and cx]x-nse of ihe paities who participated in ihe cosl of diilling or decpen-

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

40 operations in search of oil and/or gas subject lo Ihe provisions of Article V I . l i . 

41 

42 2. Abandonment of Wells that have Ihoduced: Except lor any well in which a Nun Consent operation has been conducted 

43 hcieundei for which Ihe Consenting Paities have not been fully iciinbuised as herein provided, any well which has Ireen completed 

44 as a pioducer shall not be plugged and abandoned without the consent of all parlies. If all parties consent to such abandonment, the well 

45 shall be plugged and abandoned in accoidauce with applicable regulations and at Ihe cosl, lisk and expense of all the parlies heielo. If, 

46 within thirty (30) days afler icceipl of notice of (be pm|xisc<l iibandnniiH-nl of any well, all paities do not agree to ihe iihnndonmcnl of such 

47 well, those wishing lo coi.linue iis operation from Ihe inlervul(s) ol the loimalion(s) then open lo production shall tender to each of ihe 

4 H olhei par lies iis proportionate shaie of Ihe value of Ihe well's salvable malei iid and equipment, delermined in accoidunce wilh the provi -

49 sinus of Exhibit " C " , less the estimated cost of salvaging and the estimated cosl of plugging and abandoning. Each abandoning 

50 party shall assign the non abandoning paities, without warianty, expiess or implied, as lo lille or as lo quantity, or fitness for use 

5 1 ol the equipment and malciial, all of its inleiesl in ihe well and ielalcd equipment, together wilh its inleiesl in ihe leasehold estate as lo, 

52 bul only as to, Ihe inlei val oi inlei vals of Ihe foi mat ion or foi millions ihcn open lo production. II Ihe inleiesl of ihe abandoning party 

53 is oi includes an oil and gas inle'i-sl, such party shall execute and deliver to (he non abandoning parly or parlies ml oil and gas lease, 

54 limited (o die interval or inleivals of (he lormaliori or foimalions Ihen o|>on lo pnxluction, for a lerm of one (1) year and so long thereafter 

55 as oil and/oi gas is produced hum Ihe inlei val or inlet vals ol the foim.ilion or foimalions coveied llieieby, such lease lo he nn the lotui 

56 attached as Exhibit 

57 
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57 
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A R T I C L E V I 

continued 

1 " D " . I lie assignments or leases so limited sliall encompass llie "dr i l l ing unit" upon wliicli llie well is located. The 

2 payments by, and tile assignments or leases lo, the assignees shall lie in a ratio based ii|x)u the relationship of (heir respective percentage 

3 of participation in Ihe Contract Area lo the aggregate of the percentages of participation in the Contract Area of all assignees. There 

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

5 

fi ' llie reader, abandoning parlies shall have no further rcs|X>nsibility, liability, or interest in the opei at ion of or production fiom 

7 die well in the interval or intervals then open oilier lhan Ihe loyalties retained in any lease made under ihe teims of this Ailiclc. Upon re-

8 cjucsl, Operator shall continue to operate Ihe assigned well foi the account of the nun abandoning piu tics at (be roles nnd charges con-

9 lemplutcd by this agreement, plus any additional cosl and cunrges which may arise ns (he result of the scpiuutc ownership of the nssigned 

10 well. Upon proposed abandonment of the producing inlcrval(.i) assigned or leased, Ihe assignor or lessor shall then have the option lo 

I I rcpuichiise iis prior Inleiesl in the well (using Ihe .same valuation Im inula) and pal I jcipale in fui iher o|x-i alion.s Ihei eiu subject to Ihe pio-

I 2 visions hereof. 

13 

14 3. Abandonment of Nmi^Ctnisciil^ _Oj'cralii)ns: The pi o vis ions of Ai licle V I . I i . 1 . or V I . I i .2. above shall be applicable as 

15 between Consenting Parties in (he cvcnl of the proposed abandonment of any well excepted lioin said Articles; provided, however, no 

16 well shall be permanently plugged and abandoned unless and until all parlies having ihe i ight lo conduct fui titer operations Ihe re in have 

17 been noli lied of the pioposed abandonment and allot ded '.'ie oppoi I unity lo elect lo take ovei the well in accoi dance wilh Ihe pi ovisions 

18 of Ibis Article V I . l i . 

19 

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

21 EXPENDITURES AND L I A B I L I T Y OE PARTIES 

22 

23 A. Liabil i ty of dir t ies: 

24 

25 T he liability of the panics shall be several, not join! or collective. Each paity shall be lesponsible only for iis obligations, and 

26 shall be liable only for its proportionate share of the cosls of developing and operating ihe Contract Aren Accordingly, the liens granted 

27 among ihe parties in Article VII It. are given to secme only (be debts of each severally It is not Ihe intention of the parties to create, nor 

28 shall ibis agreement be consltued as creating, a mining or other partnership or association, or lo lender the parlies liable as partners. 

29 

30 IL Liens and Payment Dcfnull.s: 

31 

.12 Each Non Operator grants lo 0|ieralor a lieu upon its oil and gas lights in the Conduct Aica, and a security inleiesl in its sh.'iie 

i t ul oil and/oi gus when extruded and iis interest in all equipment, In .'iccuie payment ol im •.lituc ol CX|H'II';C, logelher wilh inleiesl (hereon 

34 al Ihe i ale pi ovided in Exhibit " C " . To the exleul I hat Opera lot has a scent ily inlei est under llie Uniform Commc icial Code of Ihe 

35 slale, Operator shall Ix: cnlillcd lo exercise Ihe rights and remedies of a secured parly under Ihe Cixle. The bringing of a suit and the ob-

36 laining of judgment by Operator for ihe secured indebtedness shall not be deemed an election of remedies or otherwise allecl Ihe lien 

37 tights or sccuiity interest as sccuiily for llie payment thereof. In addition, upon dclautt by any Non-Operator in the payment of iis share 

38 of expense, ()|x:ralor shall have ihe. right, without prejudice to olhei tights or icmcdics, lo collect horn the purchaser the proceeds from 

39 ihe stile of such Non-Operator's shine of oil and/or gas until the amount owed by such Nou-O|x:ialoi , plus inleiesl, has been paid. Each 

40 put chaser shall be cnlillcd lo i ely ii|x>n Operator's written s I tit e ment concerning ihe amount of any default. Operator grunts a like lien 

4 1 and sccuiily inleiesl to ihe Non Opci alors lo secure paymenl ot Opeialnr's pi opor I innate shaie ol expense. 

42 

43 If any patty fails or is unable lo pay iis share of expense within sixty (60) clays alter rendition of a statement Ihcrcfor by 

44 0|>ci alor, (lie non-defaulting parties, including ()[x;i alor, shall, upon tequesl by 0|>ei atoi, pay ihe unpaid amount in (he pi o| KM tion lhal 

45 Ihe inleiesl of each such party bears to Ihe interest of all such parties. Each party so paying its shaie of the unpaid amount shall, lo obtain 

46 i cimbui scuicnl (hereof, be subiogalcd to ihe sccuiily rights described in Ihe lorcgoing paragiaph. 

47 

48 C. Payments and Accounting: 

49 

50 Except as herein otherwise sjx:cifieal!y piovided, Ojx-ialoi .shall promptly pay and discharge excuses inclined in the dcvelop-

5 I ment and o|>eialion of (he Contract Area pursuant to this agicemenl and shall charge each of Ihe patties hctelo wilh their lespcclive pto-

52 portionnlc shares u|x>n ihe excuse basis provided in Exhibit " ( . " ' . 0|xMalor shall keep an accurale tccoid ot the join! account hereunder, 

53 showing expenses incurred and charges and crcdils made and received. 

54 

s. (tpo no n , ul its election, shall Iui ve (be i igl il I I I I I I I I i n ie In lime lo demand and i ccei ve I llie other parties paymenl in advance 

56 ol their lespcclive shaics ol Ihe estimated amount of llie expense to be incui red in ope i alio ns heicunder dm ing Ihe next succeeding 

57 month, which right may he exercised only by submission to each such party of an ilcini/.ed slalenie.nl ol such estimated expense, logelher 

58 wilh an invoice lor its share thereof. Each such statement and invoice for Ihe paymenl in advance of cslimaled expense shall be siibniilled 

59 on or before the 20th day of the next preceding month. Each party shall pay to Opcralor its proportionate share of such estimate within 

60 lillecn (15) diiys after such estimate and invoice is icceived. If any party fails to pay its share of said eslimalc within said lime, the amount 

61 ilue shall lx.-ai inlerest as piovided in Exhibit " C " until paid. Ptoper adjustment shall Ix; made monthly between advances ami actual ex-

62 pense lo Ihe end lhal each party shall bear and pay iis piopoilinnule shaie ol aclunl expenses inclined, and no mote. 

63 
64 1). Limitation of Expenditures: 

65 

66 I . Diil l or Deq>eii: Without Ihe consent of all parties, no well shall l>c dtilled or dcc|x.-nc<), except any well drilled or deepened 

67 pursuant lo the provisions of Article VI.I) .2 . of this agicemenl. Consent lo Ihe di illing or deepening .shall include: 

68 

69 

70 
9 
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A R T I C L E V I I 

con t i nued 

1 t ) i Opt ion N o . I ; A l l necessary expenditures for the dr i l l ing or deepening, testing, complet ing nnd equipping (if (lie we l l , including 

2 necessary (linkage and/or surface faci l i t ies. 

3 

4 • Opt ion N o . 2: A l l necessary expenditures for (lie d r i l l i ng or deepening and testing o f l l i e we l l . When such wel l has reached its 

5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 

6 to the Non-C)|)cialors who have die right to participate in (he complet ion costs. The parlies receiving such notice shall have forty-eight 

7 (48) hours (exclusive o f Saturday, Sunday nnd legal holidays) in which lo elect to participate in Ihe selling o f casing and the completion at-

8 tempt. Such election, when made, shall include consent lo all necessary expenditures for the complet ing and equipping of such we l l , in-

9 chiding necessary tankage and/or surface facil it ies. Failure o f any party receiving such notice to reply wi th in die period above fixed shall 

10 constitute an election by lhal party not lo participate in the cosl of the completion attempt. I f one or more, but Jess than all o f Ihe parties, 

1 I elect lo sel pipe and to attempt n comple t ion , the provisions o f Ar t ic le V I . B . 2 . hereof (the phrase " r e w o r k i n g , deepening or p lugging 

12 back" as contained in Art ic le V I .B .2 . shall be deemed lo include "comp le t ing " ) shall apply to (he Derat ions thereafter conducted by less 

13 than all parties. 

14 

15 2. Rework or Plug Back: Without (he consent o f all parlies, no well shall lie reworked or plugged back except a wel l reworked or 

16 plugged back pursuant to the provisions o f Ar t ic le V I . B . 2 o f this agreement. Consent lo Ihe rework ing or plugging back o f a wel l shall 

17 include all necessary expenditures in conducting such o|>ci alions and completing and equipping of said we l l , including necessary tankage 

18 and/or surface faci l i t ies. 

19 

20 3. Other Operat ions: Without the consent o f all patt ies, Operator shall not undertake any single project reasonably estimated 

21 lo require an expenditure in excess o f h w p n h y - f j y p h J a a u s a r u P o l l a r s ($ 2J5- , -QfJQ 0 0 ) 

22 except in connection wi th a we l l , Ihe d r i l l i ng , rework ing , deepening, comple t ing, recompiet ing, or plugging back o f which has been 

23 previously authorised by or pursuant lo this agreement; p rov ided, however, lhal . in case o f explosion, f oe , f lood or other sudden 

24 emergency, whether ol (he same or d i l fc renl nature, 0 | ie i i i tor may lake such steps and incur such excuses as in iis opinion are required 

25 lo deal w i lh Ihe emergency to safeguard l i fe and property but Operator, as prompt ly as ixissible, shall report the emergency lo Ihe other 

26 parties. I f Operator prepares an authority for expenditure ( A F F ) for iis own use, Ojx; ialor shall furnish any Non-Operator so requesting 

27 an in format ion copy thereof for any single project costing in excess o f f A J L t e e n_ _ t h o j J S a f i d 

28 Dol lars ($ 1 5 . 0 0 0 . 0 0 ) but less than the amount first set forth above in this paragraph. 

29 

30 fi. Renta ls , Shu t In W e l l Payments a n d M i n i m u m Roya l t ies : 

31 

32 Rentals, shut-in wel l payments and min imum royalties which may be required under ihe terms o f any iease shall be paid by ihe 

33 party or parties who subjected such lease to this agicemenl at its or t l ieir expense. In Ihe even! two or more parties own and have con-

34 ti ibulcd inleresls in Ihe same lease lo Ibis agreement, such parlies may designate one of such parties lo make said payments for and on 

35 behalf o f all such parlies. Any parly may request, and shall be cnl i l lcd to receive. pi oper evidence of all such payments. In the even! o f 

36 failure lo make proper paymenl o f any rental, shut-in wel l paymenl or m in imum royal ly through mistake or oversight where such pay-

37 nieii l is required to continue Ihe lease in force, any loss which results f rom such non-payment shall be borne in accordance wi lh the pro-

38 visions o f Ar t ic le I V . B . 2 . 

39 

40 0|reralor shall notify Non-Operator o f the aulicipaled completion ol a shul in gas wel l , oi Ihe shutting in or relurn lo producl ion 

41 of a producing gas wel l , al leasl l ive (5) days (excluding Saluiday, Sunday and legal holiday), or al the earliest op|X>itunity permitted by 

42 circumstances, pr ior lo laking such act ion, but assumes no l iabi l i ty for fai lute lo do so In (he event o f fai lure by Operator to so not i fy 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in wel l payment 

44 shall be borne jo in t l y hy Ihe parlies heielo under the provisions o f Ar t ic le I V . U . 3 . 

<15 

46 I1'. Taxes: 

47 

48 Beginning wi lh the (11sl calendar year after llie el fcci ive dale hereof, Operator 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 laxes assessed thereon before they 

50 liecomc delinquent. Prior lo Ihe ieiulili<ni dale, each Non O|x:rator shall furnish Opeiator information as lo burdens (lo include, bill not 

51 be l imi ted lo , royal t ies, over r id ing royalt ies and producl ion payments) on leases and oil and gas inleresls contr ibuted by such Non-

52 Operator. I f Ihe assessed valuation o f any leasehold estate is reduced by icason o f its lx;ing subject to outstanding excess royalties, over-

53 r id ing royalties or production payments, the reduction in ad valorem laxes resulting therefrom shall inure lo Ihe benefit o f the owner or 

54 owners of such leasehold estate, and Operator shall adjusl the charge lo such owner or owners so as lo reflect Ihe benefit o f such rcduc-

55 t ion. I f the ad valorem taxes arc based in whole or in part iqxm separate valuations o f each party's work ing interest, then notwithstanding 

56 anything lo the contrary herein, charges lo Ihe j o i n ! account shall be made and paid by the parties heielo in accordance wi lh the tax 

57 value generated by each party's work ing interest. ()|>erator shall bill Ihe oilier parties for their proportionate shares of all tax payments 

58 in ihe manner p iov ided in Exhibit " C " . 

59 

60 If Opeiator considers any lax assessment improper, 0|x.:ralor may, at iis d iscret ion, protesl wi th in (he l ime and manner 

61 prescribed by law, and prosecute the protest to a final determinat ion, unless all parties agree to abandon the protest pr ior to final delcr-

62 minal ion. During the |iendency o f administrative or judicial proceedings, O|x:ralor may elect to pay, under prolcst, all such laxes and any 

63 interest and penally. When any such protested assessment shall have been finally detei mined. Operator shall pay the lax for the joint ac-

64 count, logelher wi lh any interest and penally accrued, and llie total cosl shall then be assessed against Ihe parties, and be paid by 

65 them, as provided in Exhibi t " C " . 

66 

67 F.ach parly shall pay or cause lo be paid all production, severance, excise, gathering and oilier laxes imposed upon or wi lh 

68 icspecl lo Ihe p ioduc l ion or handl ing ol such party 's shaie ol oi l and/or gas pioduccd undci Ihe Iciuis o f this ag icemenl . 

69 

70 
10 
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A R T I C L E V l l 

continued 

I C Insurance: 

2 

3 Al all limes while operations a/e conducted hereunder, Operator shall comply wilh the workmen's conij>ensalion law of 

4 the slule where llie operations are being conducted; provided, however, lhal Operator may be a self-insurer for liability under said com-

5 pensalion laws in which event the only chaigc lhal shall l>e made lo ihe joint account shall be us provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the l>cncfit of Ihe joint account of the parlies as outlined in Exhibit " O", attached lo nnd made a pnrl 

7 hereof. 0|>crutor shall require all contractors engaged in woik on or lor the Conduct Aica to comply with the woikmcn's compensation 

8 law of the slate where die operations are being conducted' and to maintain such other insurance as Operator may require. 

9 

10 In the event automobile liability insurance is specified in said Exhibit " D " , or subsequently icccivcs the approval of the 

11 panics, no dirccl charge shall be made by Opcralor for premiums paid for such insurance for Opeialor'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 OR TRANSFER .OK INTEREST 

15 

16 A. Surrender of Leases: 

17 

18 The leases covered by this agreement, insofar as ihey embiacc acreage in (he Contract Area, shall not be surrendered in whole 

19 or in purt unless all parties consent thereto. 

20 

2 I However, should any parly desire lo surrender its inleiesl in any lease or in any poilion Ihcicof, and (he oilier parlies do not 

22 agree or consent thereto, Ihe party desiring lo surrender shall assign, without express or Implied warranty of title, nil of lis inlcrcsl In 

23 such lease, or portion tliereol, anil any well, mulct in! nnd equipment which may be localed thereon and any rights in production 

24 thereafter secured, lo llie panics not consenting lo such surrender. If (he inleiesl of the assigning paily is or includes an oil and gas in-

25 leresl, the assigning party shall execute and deliver to the patty or paities not consenting to such surrender an oil and gas lease covering 

26 such oil and gas inleiesl for a term of one (I) year and so long thereafter as oil and/or gas is produced fiom the laud covered (hereby, such 

27 lease to be on the form attached heielo as Exhibil " D" . Upon such assignment or lease, Ihe assigning parly shall he relieved from all 

28 obligations thereafter accruing, hul not theretofore accrued, with respect lo Ihe interest assigned or leased and (he operation of any well 

29 attributable thereto, and Ihe assigning paily shall have no further inleiesl in (he assigned or leased premises and iis equipment and pio-

30 (Inclion olhcr lhan ihe royalties retained in any lease made under (he terms of llii.s Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor Ihe reasonable salvage value of Ihe killer's interest in any wells and equipment attributable lo Ihe assigned or Icas-

32 ed acreage. The value of all material shall be delei mined in accoidauce with l he pi o vis ions of Ex hibil " C " , less the estimated cost of 

33 salvaging and Ihe estimated cosl of plugging and abandoning. If the assignment or lease i.s in favor of more lhan one party, Ihe inleiesl 

34 shall IK: shaied by such parties in ihe proportions lhal Ihe intcicst of each bcui.s lo Ihe total inlcrcsl of all such pa/lies. 

35 

36 Any assignment, lease or sin lender made under this piovision shall not reduce or change Ihe assignor's, lessoi's oi suricndciing 

37 party's inlcrcsl as il was immediately bcfoic the assignment, lease or surrender in the balance ol ihe Contract Area; and the acreage 

38 assigned, leased or sunendcred, and subsequent operations thcicon, shall not thcicnlter be subject lu Ihe lerms and provisions of ibis 

39 agicemenl. 

40 

4 1 I I . Renewal or Extension nf Leases: 

42 

43 If any party sccuics a renewal of any oil and gas lease subject lo Ibis agreement, all olhei parties shall be notified promptly, nnd 

44 shall have Ihe i ighl lor a |>eriod ol thirty (30) days billowing ieeeipl of such notice in which In elect lo participate in the ownership of the 

45 renewal lease, insular as such lease nllecls lands within Ihe Contract Aica, by paying lo ihe party who ucquiicd it llieir seveial piopcr pio-

46 poilionalc shares of Ihe acquisition cosl allocated lo lhal part of such lease within Ihe Conduct Aica, which shall be in proportion to Ihe 

47 interests held al thai lime by Ihe parlies in the Contract Area 

48 

49 II some, but less lhan all, of llie parties eleel lo pai ticipale in Ihe purchase ol a renewal lease, il shall be owned by ihe parties 

50 who elect to participate ihcicin, in a ratio based upon (he iclalionship of iheit lespcclive percentage of participation in the Condacl Area 

5 I lo Ihe aggregate of llie pciccntagcs of participation in ihe Contract Aica of all paities participating in the purchase of such renewal lease. 

52 Any renewal lease in which less lhan all parlies eleel lo participate shall nol be subject lo Ibis agreement. 

53 

54 Each party who participates in ihe puichase ol a renewal lease shall lie given an assignment of its pio|H)ilionale inleiesl theicin 

55 by llie acquiring party. 

56 

57 The piovisions of Ibis Article shall apply lo renewal leases whether ihey aic for llie entire inleiesl coveted by the expiring lease 

58 or cover only a jxjilion of iis area or an inleiesl Ihcicin. Any renewal lease taken lx;Ioic Ihe expiration of its predecessor lease, or taken or 

59 contracted for within six (6) months alter Ihe expiration ot (he existing lease shall Ix: subject lo Ihis provision; but any lease taken or con-

60 ti acted for more lhan six (6) months aflcr Ihe expiration of an existing lease shall nol IK; deemed a lenewal lease and shall not Ix: subject lo 

61 the piovision of Ihis agicemenl. 

62 

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

64 

65 C. Acreage ur Cash Contributions: 

U, 

67 While litis agicemenl is in loicc, il any party conltucls lor n conli iliutioii ol rash lowaids llie dulling ol n well oi any olhcr 

68 (>|KinlKin on Ihe Contract Aica, such contribution shall Ix: paid lo the party who conducted (he drilling or oilier o|x;ralion and shall be 

69 applied by il against ihe cosl of such drilling or olhcr operation. If the contribution I K in Ihe form of acreage, Ihe party lo whom the con-

70 iiibulion is made shall promptly lender an assignment of the acicagc, without warranty of tille, lo the Diilling Parties in the piojxirtions 

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

continued 

1 said Drilling Parlies shared the cosl of drilling llie well. Such acieage shall become a separate Contract Area and. to (he extent possible, be 
2 governed by provisions identical lo (his agreement. Each paily shall promptly notify all other parlies of any acreage or cash contributions 
3 il may obtain in suppoiI ol any well or any oilier operation on Ihe Contract Area The above provisions shall also be applicable to op-
4 lional rights lo earn acreage oulside Ihe Contract Area which are in support of a well drilled inside the Contract Area. 
5 
6 If any parly contracts for any consideration relating to di.s|xi.sition of such paily'.s shaie ol sub.slanccs produced hcieiindcr. such 

7 consideration shall nol be deemed a contribution as contemplated in this Ailiclc VII I .C . 
K 

9 1). Maintenance of Uniform Interest: 
10 
I I Por Ihe purpose of maintaining uniformity of ownership in the oil and gas leasehold inleresls covered by this agreement, no 
I 2 pany shall sell. cncunilx't, transfer or make oilier disrxisiliou of iis interest in the leases embraced wilhin (he Contract Area and in wells, 
13 equipment and pioduclion unless such disposition coveis cither: 
14 
I 5 I . die entire inlcrcsl ol the paity in all leases and equipment and pioduclion; or 
16 

17 2. an equal undivided inleiesl in all leases and equipment and produclion in Ihe Contract Area. 
18 

19 Every such sale, encumbrance, transfer orolher dis|xisilion made by any paily shall be marie expressly subject to this agreement 
20 and shall be marie without prejudice lo the right of the other paities. 
21 

22 If, at any time Ihe interest of any party is divitled among and owned by four or more co-owners, Opeiator, at its discretion, may 
23 require such co-owners lo np|Xiint a single trustee or agent wilh lull authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of Ihe joint expenses, and lo deal genei ally wilh, and wilh jxiwer lo bind, the co-owners of such 
25 party's inlcrcsl wilhin Ihe scope of Ihe operations embraced in this agreement; however, all such co-owners shall have Ihe right lo enter 
26 into and execute all contracts or agreements for the disposition of llieir respective shares of the oil and gas pioduccd from the Contract 
27 Area and Ihey shall have the right lo receive, separately, paymenl of Ihe sale pioceeds thereof. 
28 

29 l i . Waiver of Rights to Partition: 
30 
31 II perniillcd by the laws ol the stale or stales in which the property covered hereby is located, each party heielo owning an 
32 undivided interest in the Contract Area waives any and all lighls it may have to partition and have set aside to il in severally its undivided 
33 inleiesl therein. 
34 
35 -FV-I'referetitittl-Riglit-lo-l 'ui^liiiMe: 
36 
37 SiTrmltHtrt3^arty^lexfrtHt>--fiWf-itli^ 
38 Area, il shall promptly give written notice lo Ihe other parties, wilh lull information concerning iis pio|x>scd salc^vJ^icJj-tihninTIclude the 
39 name and address of (he prospective purchaser (who must be ready, willing and able lo piirch;isc) iJljt4«MtrtSsc -pricc, and all other terms 
40 of Ihe olfer. The oilier patties shall ihen have an optional pi ior right, lor a perajd_oJlu>rf-f/ tTTTTTays after receipt of the notice, lo puichase 
4 I on Ihe same terms and conditions ihe inleiesl which the otherji^jL-propriSestii sell; and. i I this optional right is exercised, Ihe puichas-
42 ing parties shall share Ihe purchased inteicslir]jlu^|»nTpRfTmiis that the inleiesl of each beais to Ihe total inlcrcsl of all purchasing par-
43 lies. However, Ihere shall bejjp_pre^creTiniiI right to purchase in those cases wheie any party wishes lo mortgage its inleresls, or lo 

44 dis|X)sc of ilsjiUjirtti^tl^TTierger, reorganization, consolidation, or sale of all or substantially all of iis assets lo a subsidiary or parent com-
45 jvM»y-rtf~fnT:i ladModiary nf_u pnrenl company, or to any company ill which any one parly owns a majority of ihe slock 

46 
47 A K T l C I . I i I X . 

48 I N T E R N A L REVENUE CODE ELECTION 

49 

50 This agreement is not intended to create, and shall nol be consti t.ed lo cieale, a relationship of parineiship or an association 

5 1 for profit between or among the parlies heielo. Notwithstanding any provision herein lhal Ihe lighls and liabilities hereunder are several 

52 and nol joint or collective, or lhal Ihis agreement and operations hereunder shall nol constil.ite a partnership, if, for federal income lax 

53 purposes, Ihis agreement and (he operations hereunder arc regaidcd as a partnership, each party hcichy affected elects lo he excluded 

54 from (he application of all of (he provisions of Subchapter " K " , Chapter I , Subtil Ie " A " , of ihe Internal Revenue Code of 1954, as |x:r-

55 milled and authorized by Section 761 of the Code and llie regulations promulgated Iheieundcr. Operator is authorized and directed to cx-

56 ccule on behalf of each party hereby affected such evidence of this election as may he required by llie Secretary oflhe Treasury of the 

57 United Slates or the Eederal Internal Revenue Service, including specifically, but not by way of limitation, all of ihe returns, statements, 

58 and the data required by Eederal Regulations 1.761. Should Iheie be any requiiemenl lhal each party hereby affected give further 

59 evidence of Ibis election, each such party shall execute such documents and furnish such olhcr evidence as may be required by Ihe 

60 I vdci a I 11 He I mil Revenue Sci vice in ns may be ncccssai y lo cv idence Ibis elect ii in No si a h party shall give any notices oi lake any olhcr 

6 I aclion inconsistent wilh the election made hereby. II any picscnt oi Inline income lax laws ol the statu or slales in which the Conliacl 

62 Area is located or any Inline income lax laws of the United Stales contain provisions similai lo ihosc in Subchapter " K " . Chapter I . 

63 Subtitle " A " , oflhe Internal Revenue Code of 1954, under which an election similar to that piovided by Section 761 oflhe Code is pcr-

64 milled, each party hereby affcclcd shall make such election as may l>e |XMini((ed or required by such laws. In making the foregoing clec-

65 lion, each such party stales lhal the income derived by such party linm opcralions hcieundei can be adequately determined without Ihe 

66 computation of partnership 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 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

5 does not exceed t e n r.hQus and Dollars 
6 ($ 1 Q , 0 0 0 . 0 0 ) ""d i f ''ie payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 cecds the above amount, the parlies hereto shall assume and take over the further handling of the chum or suit, unless such authority is 

8 delegated to Operator. All costs nnd expenses of handling, settling, or otherwise discharging such claim or suit shall be ut the Joint ex-

9 pense of die parties participating in the 0|>eration from which the claim or suit arises. If a claim is made against any party or i f any party is 

It) sued on account of any mailer arising 11 oni operations hereunder over which such individual has no eoulrol because of the rights given 

I 1 Operator by this agreement, such party shall immediately notify till other panics, and the claim or soil shall be treated as any other claim 

12 or suit 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 pad, by force majeure lo curry out iis oblignlions under Ihis agreement, other lhan 

18 the obligation lo make money payments, that pnrly shall give to nil other pttrties prompt written notice o f lhe force majeure wilh 

19 reasonably full particulars concerning it; thereupon, Ihe obligations oflhe party giving the notice, so far ns ihey are affected by the force 

20 majeure, shall be suspended during, but no longer than, the continuance oflhe force majeure. 'Ihe nffccled party shall use all reasonable 

21 diligence to remove the force majeure silunlion as quickly ns practicable. 

22 

23 'Ihe requirement thai any force majeure shall t>c remedied wilh all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or oilier labor difficulty by the pany involved, contrary lo its wishes; how all such difficulties shall !>e bundled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an act of God, sttike, lockout, or olhcr industrial disturbance, act of 

28 die public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether oflhe kind specifically enumerated above or otherwise, which is 

30 not reasonably within die control of the party 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 paities and required by any of the pinvisions of Ihis agicemenl, unless otherwise 

36 s|>ccilieully provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and uddrcsscd to 

.37 ihe parlies lo whom ihe notice is given al ihe addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

38 shall be deemed given only when received hy (he party to whom such notice is directed, and Ihe lime for such pany to give any notice in 

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

40 when deposited in the mail or wilh Ihe telegraph company, wilh postage or chaiges prepaid, or sent by lelex or telecopier. Each party 

4 1 shall have die right to change its address lit any lime, and from lime to time, hy giving written 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 

46 This agicemenl shall remain in full force and effect as lo Inc oil and gas leases and/or oil and gas interests subject hereto for die 

47 |x:iiod of lime selected below; provided, however, no paily hereto shall ever Ix; constiued as having any right, lille or interest in or lo any 

48 lease or oil and gas interest contributed by any olhcr parly beyond (he term of ihis agicemenl. 

49 

50 " Ojilion No. I : So long as any of the oil and gas leases subject lo ihis agreement remain or arc continued in force as lo any part 

51 ol llie Conlincl Area, whether by produclion, extension, icncwal or otherwise. 

52 

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

54 agiccinciil. results in production of oil and/or gas in (laying quantities, Ibis ngieeiuenl shall continue in force so long us any such well or 

55 wells pitKlncc, or arc capable of production, and for an additional |x;iiod of 9 0 days horn cessation of all pnxluclion; provided, 

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

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, ihis agreement shall continue in force until such opcra-

5K lions have been completed and if production results therefrom, ihis agreement shall continue in force as provided herein. In the cvenl ihe 

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 llie Contract Area, Ihis agicemenl shall terminate unless drilling, deepening, plugging back or rework-

61 ing operalons arc commenced wilhin _ 2 Q days from the dale of abandonment of said well. 

62 
63 It is agiced, however, thai Ihe termination of ihis agreement shall nol telieve any party heielo from any liability which has 
64 accrued or attached prior lo llie dale of such lei mutation. 

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. Lnws, Regulations und Orders: 

5 

6 This agreement shall be subject lo die conservation laws of Ihe slate in which Ihe Contract Area is located, to the valid rules, 

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

8 dinances, rules, regulations, and orders. 

9 

10 B. Governing Law: 

11 

12 This agreement and all matters pertaining hereto, including, but nol limited to, mailers of performance, non-performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by die law of the stale in which 

14 (he Contract Area is located. I f the Contract Area is in two or more slates, (he law of (he slulc of N©W M©^{-i-QG 

15 shall govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator the righl or authority lo waive or release any rights, 

20 privileges, or obligations which Non Operators may have under federal or state laws or under rules, regulations or orders promulgated 

2 1 under such laws in reference to oil, gas and mineral O|>crations, including the location, o[>cration, or production of wells, on Irncls offset -

22 ling or adjacent lo Ihe Contract Area. 

2.3 

24 Wilh respect to die 0|>cr.itions hereunder, Non-0|ierators agree lo release Operator from any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from O|x:riilor's inlcrprclalion or application of rules, 

26 rulings, regulations or orders of die Depurtment of Energy or predecessor or successor agencies to the extent such interpretation or np-

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

28 Operator's share of produclion that Operator may be required lo refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together wilh interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

30 

3 1 Non-Operators authorize 0[>erator lo prepare and submit such documents as may be required lo be submitted lo the purchaser 

32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfnll Profit Tax Act 

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

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

35 which is required to be furnished by said Act in a timely manner anil in sufficient delail lo permit compliance with said Act. 

36 

37 A R T I C L E X V . 

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 

Cl 

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 t o the 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 h 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 Op e r a t o r o f the C o n t r a c t Area. 
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ARTICLE XVI. 
MISCELLANEOUS 

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

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

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

O P E R A T O R 

RICHARDSON O P E R A T I N G C O M P A N Y 

Cathleen Colby, Attorney-ift-Fact 

Date: Riorum ), d-ool 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION C O M P A N Y 

Cathleen Colby, Attorney-in-Fact 

Date: f e l o f U a f y I, d-OO I 



STATE OF COLORADO ) 
) ss. 

COUNTY OF DENVER ) 

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

My Commission Expires: / 0 " 3 t~ 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, Ranqe 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 



COI'AS - I VIM - OM5MOMI: 

.MpctinwiinnWrcf Ity l'<o O M U U I I 

ot I 'nli nlni/ni A < U H M I I I I M | | 

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 

1. C K N K K A I , l ' l t O V l S l O N S 

Def in i t ions 

"Joint Property" shall mean the real :iiul personal propeily subject to tin; agreement to which Ibis Accounting Procedure 
IM attached. 
"Joint () | )u in Li oi i/r" :i h:i 11 mean nil opera! ion:: necessary or proper for (In; development., operation, protection ami inaliilc 
nance of the Joint Properly. 
"Joint Account" shall mean llie account .'diowiui; the chai p,es paid and credits received in the conduct of the Joint Opera 
tiona ;uid which are b> be shared by the P:u ties. 
"Operator" ahull menu the parly desle,nalcd lo conduct the Joint Operation.'!. 
"Non-Operators" 3I111II mean the Parties Lo HUM nureemeul other tlinu the Operator. 
"Parlies" idinll mean Operalor and Non-Opei alms. 
'T ' i r s l Ixivel Supervisors" .shall mean those employee:! whose primary function in Joint Operation.'! in the direct supervision 
of oilier employees' and/or contract labor directly, employed on the Joint Properly In u field upcruliiirr cupncily. 

."Technical Employees" shall mean lliosc employee..'! havinij; special ami specific engiueci ing> rreulonieul or other prufes 
nlonal skills, and whose primary function in Joint Operations is Ihe handling of specific operating conditions and problems 
for the benefit of the Joi j i l Properly. 
"Personal Expenses" shall mean (.ravel and olhei reasonable reimbursable expenses of Operator's employees. 
"Material" ahull menu personal properly, equipment or supplies acquired or held for use on the Joint Properly. 
"Controllable Material" shall mean Material which at (be time is so classified hi the Material Clnsni (leal ion Manual as 
most recently recommended by the Council of I'eti oleum Account ants Societies. 

Statement ami Hil l ings 

Operator shall b i l l Non-Operalui s on or before Ihe lust day of each month for their proportionate shin e of Ihe Jolul Ac 
count for llie preceding nionlh. Such bills wi l l be accompanied by statements which identify llie authority for ex peutlilui e, 
lease or facili ty, nnd nil charges and credit.", atiiumai i/.ed by appropriate classifications uf investment, and expense except 
thnl items of Conlrollable Material and unusual charges and credits shall be separately identified und fully described in 
detail. 

Advanced und Payments by N on-Ope i'i> lo i a 

A. Unless otherwise piovided for in the ai;i eenieiit, Ihe Operator may require the Non-Opcraloi n lo advance their 
share of estimated cash out lay for flu: succeeding month's operation within fifteen (115) days after receipt of llie bil l
ing; or by Ihe first day of the mouth for which Ihe advance is required, whichever is later. Operator shall adjust each 
monthly bll l in |( to reflect advances received from the Noii-Operafoni. 

IJ. Each Mou-Opcrnlor shall pay its propoi tion of all bills within fifteen ( 115) days afler receipt. If paymenl is nut made 
wilh in such time, the unpaid balance shall bear interest monthly at tho pi linn rate in effect ut Cil-as.e 

ManJi.a_tJLa.n-,. Nr?_w._y.o i:k on the f i i s l day of Ihe month In which delinquency occurs plus 1% or tho maximum 
contract rale poriuilled by the applicable usury laws in Ihe stale in which the Joint Properly is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs lu connection with the collection of unpaid uinouiiln. 

Adjus tments 

Payment of any such bills shall not prejudice the r i | ; l i l . nf any Non-Opei alor lo protest or question the con ectncr.n thereof; 
piovided, however, nil bills and stalemeul.s rendered to NonOperaturs by Operator during tiny calendar year r.luill con
clusively be presumed lo be true and correct after twenly four (<'.-\) months following Uie cud of any such calendar year, 
unless within the naid iweul.y-four (2'1) moul.li period a Nun-Operator takes written exception thereto und makes claim un 
Operator for adjusLnienl. Mo adjustment favorable to Operalor shall be made unless i l in made within the name prescribed 
period. The provisions of Ibis paragraph shall not prevent adjustments resulting- front u physical Inventory of Controllable 
Mntcrial as provided for in Section V. 



f>. Audits 

A. A Non-Operator, upon notice in wri l i i i j r to Operator and all other Non Operators, shall have the ri|;hl. to audit Opera
tor's accounts and records relating lo (he ./oinI Account, for any calendar year within (he twenty-four month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time 
for the taking of written exception (o and (he adjustments of accounts as provided for in Paragraph 4 of this Section 
I . Where there are two or more Non-Operators. Ihe Non Operators shall make every reasonable effort to conduct a 
joint audit in a manner which wil l result in a minimum of inconvenience lo (he Operator. Operator shall bear nn por
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Opeiator. The audits 
shall not be conducted more than once each year without, prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at Ihe expense of those Non Operators approving such audit. 

B. The Operator shall reply in wr i t ing to an audit report within IHO days after receipt of such report, 

(i. Approva l Hy Non-Operators 

Where an approval or oLher agreement of the Parties nr Nun-Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement, lo which this Accounting; Procedure is attached contains no contrary provisions 
in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the agreement, or approval of 
a majority in interest, of the Non Operators shall be controlling on all Non Operators. 

I I . D I R E C T C l l A R O E S 

Operator shall charge the Joint Account with the following ileitis: 

1. Ecological ami Environmental 

Costa incurred for the benefit of the Joint Properly as a result of governmental or regulatory reipiircment.s lo satisfy environ
mental considerations applicable to (he Joint Opera!ions. Such cosls may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

Ix:ase rentals and royalties paid by Operator for Ihe Joint Operations. 

!t. Labor 

A. (1) Salaries .and wag.es oT Operator's field employees directly employed on the Joint. Property in the conduct of Joint 
Operations. 

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

Salaries and wages of Technical Employees directly employed on (he Joint Property if such charges arc excluded 
from the overhead rales. 

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

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's cosls chargeable lo (he Joint Account under Paragraphs 3A and ,'iB of this Section I I . 

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

4. Employee Benefits 

Operator's current costs of established plans for employees' group lift! insurance, hospitalization, 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 .'(A and .'i!t of this Section I I shall be Operator's actual cost not to exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

5. Mater ia! 

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

(5. Transportat ion 

Transportation of employees and Material necessary for Ihe Joint Operations but subject tn the following limitations: 

A. If Material is moved to the Joint Properly from Ihe Operator's warehouse or other properties, no charge shall be made 
to the Joint Account fur a distance greater than the distance from Ihe nearest reliable supply store where like material 
is normally available ur railway receiving point, nearest the Joint Properly unless agreed to by the Parties. 

-2-



B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall he made lo the .Joint Ac
count for a distance greater lhan 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 Parlies. No charge shall be 
made lo the Joint Account for moving Material lo other properties belonging lo Operator, unless agreed to by the 
Parties. 

C. In Ihe application of subparagraphs A and l i above, the option lo 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 the amount most 
recently recommended by the Council of Petroleum Accountanls .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 cust of professional consultant services and contract ser
vices of technical personnel directly engaged on the Joint Properly if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged lo the Joint Account unless previously agreed lo by the Parties. 

8. Equipment and Facilities Furnished Hy Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate 
wilh costs of ownership and operation. Such rales shall include cosls of maintenance, repairs, other operating expense, 
insurance, laxes, depreciation, and interest on gross investment less accumulated depreciation not. to exceed 
- t w e l v e percent (__12 "'») per annum. Such rales shall not exceed average commercial rales currently pre
vailing in the immediate aica of the Joint Property 

It. In lieu of charges in paragraph HA above, Operalor may elect lo use average commercial rates prevailing in the immedi
ate area of Ihe Joint Property less 20%. For automotive equipment, Operator may elect to use rales published by the 
Petroleum Motor Transport Association. 

!). Damages and I-osscs to Joint Properly 

All costs ur expenses necessary for Ihe 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 Operator's gross negligence or 
wil l ful misconduct. Operalor shall furnish Nun Operalor written notice of damages or losses incurred as soon as practicable 
after a report, thereof has been received by Operalor. 

10. 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 Properly, except thai nn charge for services of Operator's legal staff or fees or expense of outside allor
neys shall be made unless previously agreed lo by Ihe Parlies. All other legal expense is considered to be coveied by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

11. Taxes 

Al l taxes of every kind and nature assessed or levied upon or in connection with the Joint Properly, the operation thereof, 
or the production therefrom, and which laxes have been paid by the Operalor for Ihe benefit of the Parties. If the ad valo
rem taxes are based in whole or in pari upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parlies hereto in accordance 
with the tax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of Ihe Parties. In the 
event Joint Operations are conducted in a slate in which Operator may net 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 that event, Operator shall include a charge al. Operator's cosl not to exceed manual rales. 

E l . Abandonment and Reclamation 

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

14. Communications 

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

l f i . Other Expenditures 

Any other expenditure not covered nr dealt with in the foregoing provisions of this Section I I , or in Section 111 and which 
is of direel benefit lo the Joint Property and is incurred by the Operalor in the necessary and proper conduct of the Joint 
Operations. 



"I 

J 

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-, Operalor shall charge dr i l l ing 
and producing operations on either: 

( x ) Fixed Kate Basis, Paragraph I A, or 
( ) Percentage Basis, Paragraph I I ! 

Unless otherwise agreed to hy the Pai ties, 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 
3A, Section I I . The cost and expense of services from outside sources in connection with matters oT 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 
Parlies 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 Property: 

( ) shall be covered by the 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 either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Properly: 

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

A- Overhead - Fixed Bate Basis 

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

Dr i l l ing Weil Rate $ ._5,0O0,GO 

(Prorated for less than a ful l month) 

Producing Well Rate $ _5QQ.J30 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 
(a) Dri l l ing Well Rale 

(1) Charges for dri l l ing wells shall begin on the dale the well is spudded and terminate on Ihe date 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 char ge shall be made during suspension of (b i l l ing or completion operations for fifteen ( lb) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (u) consecutive 
work days or more shall be made at the dr i l l ing well rate. Such charges shall Ire applied for the period 
from date 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 during suspension of operations for fifteen 
(lb) or more consecutive calendar days. 

(b) Producing Well Rates 

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

(2) Each active completion in a multi-compleled well in which produclion 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. 

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

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

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

(3) The well rates shall bo adjusted as of the first day of Apr i l each year following the effective date of the agreement 
to which Ibis Accounting Procedure is attached. The adjustment shall be computed by mult iplying the rale cur
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and (!as 
Production 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 (las Production Workers ns published by the United States 
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rates shall be the rales currently in use, plus or minus the computed ad
justment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge Ihe Joint Account a I. the following rales: 



(a) Development 

Percent. ( %) of flic cost of development of the Joint Property exclusive of costs provided 

under Paragraph It) of Section I I and all salvage credits. 

(h) Operating 

Percent. ( %) of the cost of operating the Joint Property exclusive of cosls provided under 
Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchased for secondary 
recovery and all laxes and assessments which are levied, assessed and paid upon the mineral interest in and 
lo the Joint Property. 

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

For the purpose of determining charges on a percentage liasis under Paragraph Hi of this Section I I I , development 
shall include all costs in connection with dr i l l ing, redril l ing, deepening, or any remedial operations on any or all 
wells involving the use of d r i l l i ng r ig and crew capable of d r i l l i ng lo 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, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other projecf (dearly discernible as a fixed asset, except Major Construction ns 
defined in Paragraph 2 of this Section I I I . 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 assels, nnd any other' project clear ly discernible as a fixed asset, required for the development and operation of the 
Joint Property, Operator shall either negotiate a rale prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rales for any Major Construction project in excess of $ : 

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

H. -_3= % of costs in excess of $ 100,00(1 but less than $1,000,000, plus 

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

Total cost shall mean the gross cost of any one projecf. For the purpose of this paragraph, tho component parts of a single 
project shall not be treated separately and the cosl of d r i l l ing and wot 'hover wells and art if icial l i f t equipment shall be 
excluded. 

JJ. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in Ihe event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other cnlastrophes ns agreed k> by Uie Parties, which are necesBixry 
to restore the .Joint Properly to the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead bused on 
the following rales: 

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

R. __=3= % or total costs in excess of $100,000 but less than $1,000,000; plus 

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

Expenditures subject lo the overheads above wi l l nol be reduced by insurance recoveries, and no other overhead provi
sions of this Section I I I shall apply. 

4. Amendment of Kales 

The overhead rates provided for in this Section I I I may be amended from time to time only by mulual agreement between 
the Parlies hereto if, in practice, the rates are found to 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 Malerial and shall make proper and timely charges and credits for all Material move
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Properly; however, al Operator's 
option, such Material may be supplied by the Non-Operator. Operalor shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale fo Operator or Non-Opernlor, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or 15 
Material. The disposal of surplus Controllable Material not purchased by the Operalor shall be agreed to by the Parlies. 

1. Purchases 

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

2. Transfers nnd Dispositions 

Malerial furnished to the Joint Property and Malerial transferred from the Joint Property or disposed of by Ihe Operator, 
unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts: 



A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular (roods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mil l published 
carload base prices effective as of dale of movement plus transportation cost using the 81),000 pound carload 
weight liasis to the railway receiving point nearest the Joint Properly for which published rail rates for 
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or (10,000 pound rail rate 
may be used, f r e igh t charges for Lulling wil l be calculated from Ixirain, Ohio and casing from Youngslown, 
Ohio. 

(b) For grades which are special fo one mill only, prices shall be compuled al the mill base of that mill plus trans
portation cost from that mil l lo the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the ,'!(),()()() pound Oil Field 
Haulers Association interstate truck rale shall be used. 

(c) Special end finish tubular goods shall be priced al the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate .'10,000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 2% inch OD) shall be priced al the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation cosls, using the Oil Field Haulers Association interstate truck rale per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Pine Pipe 

(a) Line pipe movements (except size 2'1 inch OD and larger with walls % inch and over) ,'10,000 pounds or more 
shall be priced under provisions of tubular goods ju icing in Paragraph A.(I)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(li) Line pipe movements (except size 2'1 inch OD and larger wilh walls y, inch and over) less lhan .'10,000 pounds 
shall be priced al Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight lates as set forth under provisions of tubular goods pricing in Para
graph A.(l)(a) as provided above. Freight charges shall be calculated from I<orain, Ohio. 

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

(d) Line pipe, including fabricated line pipe, drive pipe and conduit nol listed on published price lists shall be 
priced al quoted prices plus freight lo the railway receiving point nearest the Joint Properly or at prices 
agreed to hy the Parties. 

(It) Olhcr Malerial shall be priced al the current new price, in effect at dale of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Properly shall be priced at the current new 
price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Properly, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new lobulars wi l l be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition 1!) 

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

(1) Material moved hi the Joint Property 

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

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

(a) A t seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally 
charged lo Ihe Joint Account as new Material or 

(b) At sixty-five percent (05%) of current new price, as determined by Paragraph A, if Malerial was originally 
charged lo the Joint Account as used Material. 

(.'!) Material not used on and moved from the Joint Properly 

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

The cosl of reconditioning, if any, shall be absorbed by the transferring properly. 

C. Other Used Material 

(1) Condition C 

Malerial which is not in sound and serviceable condition and not suitable for ibi original function until after recon
ditioning shall be priced at f i f t y percent (50%) of current new ju ice as determined by Paragraph A. The cosl of 
reconditioning shall be charged lo the receiving jiroperl.y, provided Condition C value plus cosl of reconditioning 
docs nol exceed Condition B value. 



(2) Condition I) 

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

(a) Casing, tubing, or d r i l l pi po used as line pipe shall be priced as Grade A and R seamless line pipe of com
parable size and weight. Used casing, tubing or d r i l l pipe utilized as line pipe shall be priced al used line 
pipe prices. 

(b) Casing, tubing or dr i l l pipe used as higher prossuro service lines lhan standard line pipe, e.g. power oil linen, 
shall be priced under normal pricing procedures for casing, tubing, or d r i l l pipe. Upsel lobular goods shall 
be priced on a non upset basis. 

(.'!) Condition E 

.Junk shall be priced at prevailing prices. Operator may dispose of Condition E Malerial under procedures nor
mally utilized by Operator without prior approval of Non-Operators. 

I). Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Malerial is nol 
equivalent to thai which would justify a price as provided above may be specially priced as agreed to by the Parties. 
Such price should result in the .Joint Account being charged wilh the value of the service rendered by such Material. 

E. Pricing Conditions 

(1) leading or unloading costs may be charged fo the Joint Account at the raLc of twenty-five cents (25T) per hundred 
weight on all tubular goods movements, in lie:u of actual loading or unloading costs sustained at the slocking 
point. The above rate shall be adjusted as of the first day of Apr i l each year following January 1, 198!) by the same 
percentage! increase or decrease used lo adjust overhead rates in Section I I I , Paragraph l.A(.'t). Each yenr, the 
rate calculated shall be rounded lo the nearest cent and shall be the rate in effect until the first day of Apr i 1 next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. P remium Prices 

Whenever Malerial is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no conlreil, the Operator may charge the Joint Account for the required 
Material al the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to Ihe Joint Properly; provided notice in wr i t ing is furnished to Non-Operalors of tho proposed charge prior to bi l l ing 
Non-Opcralora for such Malerial. Encb Non-Operator shall have the right, by so electing and notifying Operator wi lh in 
leu days after receiving notice from Operalor, lei furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operalor. 

4. War ran ty of Mater ia l Furnished Hy Operalor 

Operator does not warrant the Material furnished. In case of defective Malerial, credit shall not bo passeel to Ihe Joint 
Account until adjustment has been rccoiveil by Operalor from the; manufacturers or their agents. 

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

The Operator shall maintain detailed records of Conlrollable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of tho Joint Account Conlrollable Material. Written notice 
of intention to take inventory shall be given by Operator al least thirty (30) elays before any inventory is lo begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjus tment of Inventories 

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

IJ. Special Inventories 

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property. 
It shall be the duty of the parly selling lo notify all other Parties as quickly as possible after the transfer of interest lakes 
place. In such cases, both the seller and Ihe purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parlies shall be governed by such inventory. 

4. Expense of Conducting Inventories 

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

H. The expense of conducting special inventories shall be charged to the Parlies requesting such inventories, except in
ventories reepiircd due tn change of Operalor shall be charged to the Joint 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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A.A.P.L. FORM 610 - 1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

February 1 , 2001 

OPERATOR Richardson Operating Company 

CONTRACT AREA Township 29 North, Range 14 West, NMPM 

Section 9: SE/4 

Limited in Depth to the Pictured Cliffs Formation 

STATE OF New Mexico COUNTY OR PARISH OF San Juan 
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1982 - Model Form Operating Agreement 

l OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between R i c l i a r d s o:L- Ope r a t l n g -Compaay 
4 . . _ _ _ , heiciim/ler delimitated mill 

5 referred to as "Ojwrulor", and the signatory party or parties other lhan ()|>cnilor, sometimes hereinafter le/crred lo individually herein 

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

7 

8 WITNESSETH: 

9 

It) WHEREAS, the parties to this agreement arc owners ol oil and gas leases and/or oil and gas interests in the land identified in 

1 1 Exhibit " A " , ami the parties heielo have reached an agreement lo explore and develop these leases and/or oil and gas interests for llie 

12 production of oil and gas to Ihe extent and as hereinafter piovided, 

13 

14 NOW, TIIEREEOR.fi, il is agreed as follows: 

15 

16 A R T I C L E I . 

17 DEFINITIONS 

18 

19 As used in Ihis agreement, Ihe following woids and terms shall have the meanings here asciibcd lo Ihein: 

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

21 and other marketable substances produced therewith, unless an intent lo limit the inelusiveness of ihis term is specifically staled. 

22 U. The terms " o i l and gas lease", "lease" and "leasehold" shall menu llie oil and gas leases covering lincls of land 

23 lying wilhin the Contract Area which arc owned by Ihe parties lo Ihis agteement. 

24 C. The term " o i l and gas inleresls" shall mean unleased fee and mineral inleresls in tracts of lund lying within the 

25 Contract Area which are owned by parties to this agreement. 

30 I) . 'I he Icim "Coiilinc! A I C M " '.-biill inrmi nil <d llie hinds, oil nnd fie; Icicrbold i/iincNis and oil mid ^ai iiilcrcils intended lo he 

27 developed and operated tor oil and gas puqxises undci Ihis agicemenl. Such lands, oil and gas leasehold inleiesls and oil and gas inieiesls 

28 are described in Exhibit " A " . 

29 E. The lerm "dri l l ing unit" shall mean the aica fixed lor the (hilling ol one well by older or rule of any stale or 

30 federal Inxly having authority. If a di illing unit is not fixed by any such rule or oitler, a drilling unit shall I K Ihe drilling unit as cstablish-

31 cd by ihe pattern of drilling in Ihe Contract Area or as lixed by express agreement of the Drilling Parlies. 

32 E. The lerm "dr i l l s i lc" shall mean the oil and gas lease or inlcrcsl on which a pioposed well is lo be located. 

33 G. The terms "Dr i l l ing Party" ami "Consenting Parly" shall mean a paily who agrees lo join in and pay iis share of the cosl of 

34 any operation conducted under ihe provisions of this agicemenl. 

35 I I . The terms "Non-Dull ing Party" and "Non-(Consenting Party" shall mean a parly who elects not to participate 

36 in a proposed operation. 

37 

38 Unless the context olhetwise clearly indicates, words used in Ihe singular include ihe plural, the plural includes Ihe 

39 singular, nnd ihe neuler gender includes Ihe masculine and Ihe feminine. 

40 

41 A R T I C L E I I . 

42 EXHIBITS 

43 

44 1 he following exhibits, as indicated below and alttichcd heielo, aie incoi pointed in and made n purl hereof: 

45 W A. Exhibit " A " , shall include ihe following information: 

46 (1) Identification of lands subject lo this agreement, 

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

4K (3) Percentages or fractional inleresls of parties lo Ibis agicemenl, 

49 (4) Oil and gas leases and/or oil and gas inleresls subject to Ihis agicemenl, 

50 (.1) Addresses of parlies for notice purposes. 

51 ( I tr— ETchffnr-^H",- Eorm of-hcrnc. 

52 IX C. Exhibit " C " , Accounting Pioccdnre. 

53 IX D Exhibit " D " , Insurance 

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

55 \Yl E. Exhibit " F " , Nun-Discrimination nnd Certification of Non-Segregated Facilities. 

56 l~l 0 : Exhibit " G " , TIIX Pm-ttrer^ihip. 

57 If any provision oT any exhibit, except Exhibits " F " and " G " , is inconsistent wilh ;my provision contained in the body 

58 of this agicemenl, ihe piovisions in the laxly of this agicemenl shall prevail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 A K T K I.K H I . 

2 INTERESTS OE PARTIES 

3 

4 A. Oil DIKI Gus Interests: 

5 

6 If liny party owns an oil and gas interest in llie Contract Area, (lint inlcrcsl shall he treated for all ptnposcs of this ngrccnicnl 

7 and during the term hereof us if il were covered by Ihe Torni of oil nnd gas lease allnched hereto us Exhibit " D " , and the owner thereof 

8 shall l)c deemed to own both royally inlcrcsl in such lease and Ihe inlcrcsl of the lessee thereunder. 

9 

10 I I . Interests of Parties In Costs and Production: 

I I 

12 Unless changed by other provisions, all cosls nnd liabilities Inclined in operations it • it It-1 this agreement shall be boi n-- and 

1.1 paid, and all equipment antt malciials act|tiiietl in o|>cinlioii*i tm the Conduct Aien shall IK* owned, by (In: panics as their inleiest.H inc set 

14 forth in Exhibit " A " , lu Ihe same manner, the parlies shall also own all production of oil ami gas bom Ihe Contract Aica subject lo the 

15 paymenl of royalties to ihe cxlenl of J311 e.._ e i g h L b ( 1 . / B ) which shall be home as hereinafter set forth 

16 

17 Regardless of which parly has conti ihtitctl the lcase(s) and/or oil and gas inlcrcsl(s) heielo on which royalty is due nnd 

18 payable, each party cnlillcd lo receive a shaie of production of oil anil gas liom the Conlincl Aica shall beai and shall pay or deliver, or 

19 cause lo be paid or delivered, lo ihe cxlenl of iis inleiesl in such prtxhiclion. Ibe royally amount stipulated hereinabove and shall hold Ihe 

20 other parties free from any liability therefor. No pai ly shall ever Ix- ies|M>nsihlc, however, on a pi ice basis higher lhan the price icccivcil 

21 hy such parly, lo any other party's lessor or loyally owner, and il any such olhei party's lessor or loyally owner should demand and 

22 icceivc settlement on a higher price basis, the paily contributing Ihe aifected lease shall bear the additional loyally burden aliiibulnblc 

23 lo such higher price. 

24 

25 Nothing contained in this Article I I I . I t . shall be deemed nn assignment or cioss assignment of inleresls covered hcieby. 

26 

27 C. Excess Royalties, Overriding Royalties mitl Oilier Payments: 

28 

29 Unless changed hy olhcr piovisions, if Ihe inlcrcsl of any party in any lease covered hereby is subject to any royally, 

30 overriding royally, production payment or other Inn den on produclion in excess of Ihe amount stipulated in Article I I I . I I . , such party so 

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

32 .md ail claims and demands for paymenl asserted hy owners of such excess hidden. 

33 

34 I ) . Subsequently Created Interests: 

3.1 

36 If any party should hereafter create an overiiding royally, production payment or olhct buiden payable out of pioduclion 

37 altribulnblc to its working interest hereunder, arJLsucJi_a.buxdeii_exiiitcd, |>rk>r.U>4his-«gri-.t->inenl-<iiid is- not set fortMrt-Exhibit-" A ' ' , or 

38 waijioUliKclotcU-iiuwiiliiig lo-alLoUier-parties .prior-to-die cxccuUoii.oflluiugiccuiciiUl>y-4ll-|m-tioK^ 

39 a*eepled-«>blig»ti*«M>f-HlEpar4iit); (tiny such inlcrcsl being hereinafter lelcrred lo as ' 'subsequently created inlcrcsl" irrespective of Ihe 

40 liming of its creation and the parly out of whose working inlcrcsl Ihe subsequently created inleiesl is del ived being hereinafter referred 

41 lo as "burdened parly"), and: 

42 

43 I . If (he burdened party is required under this agieeuicnt to assign or relinquish to any oilier parly, or parties, all or a portion 

44 of its working inleiesl and/or the pioduclion attributable Ihcicto, said other party, or parlies, shall receive said nssign-

45 ment und/or prtxhiclion free nnd clear of said subsequently created inlcrcsl and ihe burdened pany shall indemnify nnd 

46 save said olhcr party, or parlies, harmless from any and all claims and demands for payment asserted by owners of the 

47 subsequently created inlcrcsl; and, 

48 

49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII. li. 

50 shall be enforceable against Ihe subsequently created inleiesl in the same manner ns (hey aic enforceable against the wnikiug 

51 inlcrcsl o f lhe buitlcncd party. 

52 

53 A R T I C L E I V . 

54 TITLES 

55 

56 A. Title Examination: 

57 

58 Title examination shall be made on the drillsite of any proposed well pi ior to commencement of drilling o|>erations or, i f 

59 (he Drilling Parlies so request, litlc examination shall Ix; made on Ihe leases and/or oil and gas inleresls included, or planned to l>c includ-

60 ed, in the drilling unit around such well. The opinion will include Ihe ownciship of the working inlcrcsl, minerals, royally, overriding 

61 loyally and prtxhiclion payments under Ihe applicable leases Al the lime a well is pioposed, each party contributing leases nnd/or oil and 

62 gas interests to ihe drillsilc, or lo be included in such drilling unit, shall furnish lo 0|>cialor all abstracts (including federal lease stains 

63 reports), title opinions, title papers and cor.ilive material in iis possession free of charge. All such information not in the possession 

64 of or made available lo Operalor by the patties, but necessary for the examination of (he lille, shall be obtained by Operator. Operator 

65 shall cause litlc lo be examined by attorneys on its staff or by outside allorneys. copies of all title opinions shall be furnished to each party 

66 hereto. The cost incurred hy Opeiator in Ihis tille piogram shall be borne as lollows: 

67 

68 I ) Option No. I : Cosls inclined by Operator in piocuring abstracts and lille examination (including picliininary, supplemental, 

69 .shut-in gas royally opinions and division order lille opinions) shall l>e a part of llie administrative ovcihead as provided in Exhibit " C " , 

70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside allorneys. 

2 
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A R T I C L E I V 

C O I l l i l l U l ' d 

1 IK Option No. 2; Cosls incurred by Operalor in proem ing abstracts and Ices paid outside attorneys for title cxaininalion 

2 (including preliminary, supplemental, shut-in gns royally opinions and division order lille opinions) shall be borne by (he Drilling Parties 

3 in the proj>orlion that the inlcrcsl ol each Drilling Paily bears lo Ihe lota! inlcrcsl of nil Drilling Parties as such inleresls appear in Ex-

4 hibil " A " . Operator shall make no charge for services rendered by iis stall alloincys or oilier |>cisoi>ncl in Ihe |x*rfoimancc of Ihe above 

5 functions. 

6 

7 Each party shall be responsible lor securing curative mailer and pooling amendments or agieenients required in connection 

8 wilh leases or oil and gns inleresls contributed by such paity. 0|>cialor slmII be responsible for Ihe picparalion and iccording of pooling 

9 designations or declarations as well as llie conduct ol hcai ings Ixdoi e governmental agencies for Ihe seeni ing of spacing or p-xiling ouleis. 

10 'Phis shall nol prevent any party from appealing on its own behalf at any such healing. 

I 1 

I 2 No well shall be drilled on the Conn act Aica uulil alter (1) the lille lo the di illsitc or di illing unit has been examined as above 

13 provided, and (2) the title has been approved by Ihe examining attorney or title has been accepted by all oflhe parlies who arc to par-

14 licipatc in Ihe drilling of Ihe well. 

15 

16 I t . Loss of Title: 

17 

18 I . I'aihiiL' ol l ille: .Should any oil and gus inleiesl oi lease, oi inleie.M Ihcicin, be lost ihumgh hiiluie of litlc. which loss 

19 results in a reduction of inleiesl from lhal shown on Exhibit " A " , the paily conliibuling the allccled lease or inleiesl shall have 

20 ninety (90) days from final determination of title lailuie lo act|uiic a new lease or oilier instrument curing the entirely of Ihe litlc 

21 lailuie, which acquisition will not be subject lo Aiticlc VI I I . I I , and lading lo do so, this agicemenl, nevertheless, shall continue 

22 in lone as to all remaining oil and gas leases and inleiesls: and, 

23 (a) I he parly whose oil and gas lease or inleiesl is allccled by Ihe title lailuie shall beai alone Ihe entile loss and il shall nol be 

24 cnlillcd lo recover from G|x;ralor or the other parties any development or operating cosls which il may have ihei cloture paid or inclined, 

25 but there shall be no additional liability on its part lo the olhcr parlies heielo by reason of such tille faihuc; 

26 (b) There shall be no retroactive adjustment of expenses inclined or icvenues received bom Ihe operation of the inleiesl 

27 which has been losl, bill the inleiesls of the parlies shall be revised on an acreage basis, as of Ihe lime it is determined finally that 

28 title failure has occurred, so thai Ihe inleiesl o f lhe party whose lease or inlcrcsl is allccled by Ihe lille failure will (hereafter be 

29 reduced in the Contract Area by the amount of ihe inleiesl lost; 

30 (c) I f (he proportionate inleiesl of lhe olhcr parties heielo in any pioduciiig well (hcictofoic drilled on (he Contract Aica is 

.31 increased by reason of Ihe lille faihuc, (he parly whose tide has failed shall icccivc the proceeds attributable lo (he increase in such iu-

32 teres! (less costs and burdens nllribulnble thereto) until it has been icimbuised lor uiuecovered cosls paid by il in connection wilh such 

.33 well; 

34 (d) Should any |>crson nol a party lo Ihis agreement, who is determined lo be Ihe owner of any inleiesl in Ihe lille which has 

35 failed, pay in any manner any pail of llie cost of o|>eialioii, development, or equipment, such amount shall be paid to the party or parties 

36 who bore ihe cost which arc so refunded; 

37 (e) Any liability to account lo a third party for prior production of oil and gas which arises by reason of litlc failure shall be 

38 boinc try Ihe party or parties whose lille tailed in Ihe same proportions in which Ihey shared in such prior produclion; and, 

39 (I) No charge shall I K made lo llie joint account for legal eqxMiscs, lees or saliuies, in connection with the defense oflhe inleiesl 

40 claimed by any party heielo, il being Ihe intention ol the parties heielo lhal each shall delenil litlc lo iis inleiesl and bear all expenses in 

4 1 connection therewith. 

4 2 

43 2. Loss j jy ]^oii-Pay nicul or Ei roneous Pay_nient_ol Aiuount Due: 11, through mistake or oveisight, any rental, shut-in well 

44 paymenl, minimum royally or royally paymenl, is nol paid or is cuoiieously paid, and as n result a lease or inleiesl Ihcicin terminates, 

45 there shall be no moucla/y liability against the party who failed lo make such payment. Unless Ihe party who failed lo make (he required 

46 payment secures a new lease covering the same inleiesl wilhin ninety (90) days from llie discovery of Ihe failure lo make pro|>cr paymenl, 

47 which acquisition will not be subject lo Article VIII .13., the inleiesls of the parlies shall be tevised on an acreage basis, effective as of the 

48 dale of termination of the lease involved, and llie party who failed lo make proper payment will no longer be credited wilh an interest in 

49 the Contract Area on account ol ownctship of Ihe lease or inleiesl which has terminated. In ihe event the party who failed lo make Ihe 

50 required paymenl shall nol have been fully reimbursed, al (he lime of Ihe loss, from the piocecds of ihe sole of oil and gns attributable lo 

51 the lost inlcrcsl, calculated on an acreage basis, for ihe development and operating cosls I heielo fore paid on account of such inlcrcsl, il 

52 shall I K reimbursed for unrecovered actual cosls theretofore paid by il (but not for iis shaie of Ihe cost of any dry hole previously cll i I led 

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, Iherelofore accrued lo Ihe credit oflhe losl inlcrcsl. on an acreage basis, 

55 up lo llie amount of unrccovcicd cosls; 

56 (b) Piocecds, less opcialing expenses, thereafter accrued attributable lo ihe losl inlcrcsl on an acreage basis, ol lhal portion of 

57 oil and gas (hereafter produced and marketed (excluding production from any wells thereafter drilled) which, in Ihe absence of such lease 

58 termination, would he allribiilablc lo the losl inleiesl on an acreage basis, up lo Ihe amount ol nniecovcred cosls, Ihe proceeds of said 

59 portion of Ihe oil anil gas lo be conli ihulcd by llie olhei parties in pio|wnlion lo their lespcclive inleiesls; aiul, 

60 (c) Any monies, up lo Ihe amount ol uiuecovered costs, lliat may be paid by any party who is, or becomes, ihe owner 

61 i d Ihe inlcrcsl lost, lor the piivilcgc of participating in the Contract Aica or becoming a party lo Ihis agicemenl. 

62 

63 3. Olhcr Losses: All losses incuiicd, oilier lhan (linse set foi III in Articles I V . I I . I and IV. l t ,? . above, shall be. joint losses 

64 and shall be borne by all parties in proportion lo llicir inleresls. I here shall he no readjustment of inleiesls in the remaining portion of 

65 llie Contract Area. 

66 

67 
68 
69 
70 

3 
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1 A H i K I T ; v. 

2 O l ' E H A T O K 

3 

•1 A. Dvilgiintluii null Rvipunslhllll Ii •> uf Opviuliu: 

j 

6 . l i . l . C l I A K J J O O N . . OPERA'!' IMC COMRAtl Y _. ... .... shall be die 
7 Opel aloi u f 1110 Co nil l t d A i f a , and shall v < widvict :>m! d'n ci I mill have lul l r -mi l ut o( all upei uliuii'* on ihe ( null ucl A ica as |»ci mi l led and 

IJ i cv'tiii cd by , and wi lh in Ihe I iui iis wl ih i t agi eemenl 11 shall i < HKI u< I all Mich opci al ions in a good and wm kn mill ike i i i . ' iuuci , hul i l shall 

9 have no l i ab i l i ty as Opc ia lo i lo die olhei pai l ics loi losses si is lainrd m l iabi l i t ies I n c l i n e d , except such ns may i r s u l l I I I I I I I gloss 

It) negligence ol iv i l l t i l l luiseoiidui I 

I I 

12 \ \ . K c s l g m i l l u i i oi" K c u i o v i d id O p c i a l o i m i l l Selcv l i o n ut Suev cs.swi : 

13 

1 *t I . Resignation ol H.cuio val o l Opc i nlul : Opcu i lu i i nay i esijoi at any l ime hy g iv ing w i It ten notice ihci co l lu Nun I )pci aim s. 

15 J/ Opcinlor Ici miunlcs iis legal cxi-.lenrr. no h'u-'.n owii-; no inleiesl bricuinlri in the Conlincl Airn. oi ii uo hm^ci cupiiblc <r[ 

16 sc iv ing as O p c i a l o i , O p c i n l o i shall he deemed to have i r t ig .ned wi thout any action hy N o i l Opci nlvi s, except Ihe selection id u 

17 successor. Opc.inlul limy he i c i i i i i v r d i l it (ails i»i le l i^c*. tw i n i i y m i l ilr. dulics hc ieunde i , oi hcv u inc : h isolvent. hnnkiupt oi l*; 

IN placed in I ecci vci ship, hy Ihe a l l i i i nati ve v</ic. of I w u (7) <n mote Mou Opci. 'itui-- owning a ma jwi i ly Inleiesl bused on uwuetship 

19 as shown on Exhib i t " A " I einaini oj', a I lei ex vivid ing the vol i n j ' inleiesl of Opci aloi . Such i csig ledum oi i cmovn l shall nvil become 

7.0 c l f c c l i v c unt i l 7:(X) o ' c lock A M . on Ihe tii.st day i d Ihe ealenilai u ion l l i b i l l o w i n g Ihe exp i in l ion id ninety (90) days a l le i thr g iv ing 

21 of nvilice o f i c.sigi la I ion by O p c i a l o i oi action by llie Mini Opc in lu i s lo iciuovc. O p c i n l o i , unless n successoi O p c i a l o i has been 

22 selected and assumes Ihe duties id O p c i a l o i ul an c iu l i e i dale O p c i n l o i , a l lei r . l leelive dale u l i r s ig in i l ion oi i c n i o v i d . shall he 

7.3 hound by Ihe Ic ims licieoT as a Hon ()pei a to i . A change o l a co ipoia te name oi sliucluie, i d Opc ia lo i oi l i nns l c i of Opci a im ' s 

2'1 in le ies l lo any single subsivl iai y , pan-nl ol snciessui l o i p o i a l i o u shall not lie the basis Iui lenioval ol O p e i n l o i . 

25 

26 2. Selection of Successoi Opci a l u i : Upon llie i rsi g mil Ion oi i c u w v u l uf O p c i n t n i , n sucresr.ui Opel aloi id nil I be selected by 

2 7 I be. pa i lies. The successor Opci aloi shall he se lev: led l i oin Ihe pa i lies owning an iiilc.i csl in llie Conti nel A m i al the l ime such successor 

2H 0 | KM aloi is selected. The succc.van OJKM aloi shall IK/, selected by ihe a I I i i i native vole ol two (7) oi nun e pai lies owning a n i:\jiu ily Inleiesl 

29 based on owueish ip as shown on Exhibit " A " ; p iov ided . h o w c v c i , it mi 0|>cin(ui which lias been ic i i ioved hiils In vole oi votes only lo 

30 succeed itself, the. successoi 0 | K M I I I O I shall In: sclcclcd hy ihe a l l i i i i i a l ive vole of (wu (7) vu IODIC pailics owning a nmju i i ly inleiesl bused 

31 on o w u e i s h i p as shown on Exhib i t " A " i c m a i n i i i g al lei excluding, (he vot ing inleiesl of ll ie Opc ia lo i lhal was l e i i i ove i l . 

32 

33 C . E m p l o y e e s : 

34 

35 The number of employees used by 0 | K M aloi in conducting opci a lions hei e i im lc i , Ibeii sc l rc l iun , and the houi s o l I I I IMII ami llie 

36 compensation for services pel l o i m r d shnll be dc lc i mined hy Opci n l o i , nnd nil such c inpl i jy ecu -din 11 be ihe employees o f (?per i i l o i . 

37 

3R 1). D i l l l h i g C o i i l r i i c l s : 

39 

-1!) A l l wells 01 i I led on Ihe (. 'online! A i c a shall be d u l l e d on a compet i t ive conl inc l basis al the usual inlcs p i c v n i l i n g in llie 

4 1 aica. I f i l so dcs i ics , O p c i a l o i may employ its o w n tools ami equipment In llie d u l l i n g u f wel ls , hul ilr. chiuges l l i e i c l o i shall not 

42 exceed the preva i l ing rales in Ihe aica and llie lale of such cbaiges shall be agiccd U|>on by Ihe pai l ics in w i l l i n g bc fo ie d i i l l i u g 

4 ) operations aic commenced , ami such w o i k shall be p c i / o u i i c d hy Opc ia lo i nndci (lie snmc Ic ims nnd condit ions ns nic customary 

44 and usual in the aica in conducts of iiivlepeudent couli acloi s who ale doing w m k o f n nlmilnr i ia lu ie . 

-15 

-16 

41 

AW 

4V A l t TUT .E V I . 

5() 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 i t i a l W e l l : 

53 It 
54 On or hcfoic ihe 1 5 t h ( | ; | ) , (,r May, 2001 i .ittn shall commence the diilliug id 

55 a well Tor oil nnd gar, al the billowing location: or upon approval of Application for Permit to Drill, subject to rig availability 

% Township 29 North, Raime 14 West, NMPM 
Section 9: SFV4SE/4 

•'" San Juan County, New Mexico 
59 

60 ami shall Ihcicnflcl continue (he dulling ol llie well with due diligence lo 

61 

62 fo lest (he Pictured Cliffs formation 

63 

64 

65 unless giani tc or other p iac l i cn l ly i t i ipcuc l i abh : substance o i condi t ion in ti rc hole, which rcudci.-: f t i i l h c i d r i l l i n g in ip inc l ic rd , is r u -

66 coun l c i cd at a lesser depth, or unless all pai l ics agiec to complete oi i ihamlou ihe. wel l nl n lessci depth. 

67 

611 0|HM aloi shall make i e asm i able tests id all loi ma I ions em:onnlei cd dvuiug d u l l i n g which give ll ul ication uf cunl ai i i ing ni l nnd 

69 gas in qunnlil ics su l l i c icu l lo lest, miles-: ihis agieeuieiil shall be l imited in iis application lo n specilic foi mi l l ion m hii inulions, in which 

70 event 0 | K u n l o r shall be i n p i i i c d lo lest only ihe (ou i i a l i uu oi loui ia t ious lo which Ihis agreement may apply. 
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A U T I C L E V I 

con t inued 

1 11, in ( )pe ia lor 's judgment , llie wel l w i l l nol produce oi l or gas in paying cjuaii l i l ics, and II wishes lo plug and abandon lhc 

2 wel l as a dry hole, Ihe provisions o l A i l i e le V I . P I . shall l l ie ieal le i apply. 

3 

A 

5 

6 I ) . Subsequent Ope ra t i ons : 

7 

8 I . Proposed Operat ions: Should any parly herclo desire lo d r i l l any wel l on the Conl inc l Aiea olhei than the wel l p iov ided 

9 lor in Art ic le V I . A . , o r l o rework, deepen or plug back a dry hole dr i l led al the joint ex-x;nse of nil panics or n wel l jointly owned by nil 

It) Ihe parlies anil nol Uicitfpj-uiiuciu|r in paying <|inullities, Ihe pai ly dcsii iug (o di i l l , i cwo i k, deepen or plug hack such a well shall give (he 

I I olhcr paities written notice o f l he proposed o|>einlioi>, specifying Ihe woik lo be pcr louucd, Ihe location, pioposed depth, objective foi ma -

12 t ion and llie csl imnlcd cosl ol lhc ope ia l ion. The pnit ies icce iv ing such a nolicc shall have thirty (30) days nl lcr receipt o f die notice 

13 wi th in which lo not i fy the parly wishing to do Ihe wo i k whether Ihey elect to participate in Ihe cost ol the proposed operation. I f a d r i l l -

14 ing r ig is on locat ion, nolicc o f a proposal to rework , plug back or d r i l l deeper may be given by telephone and the response period 

15 shall be l imi ted to forty-eight (48) hours, exclusive of Saturday, Sunday and legal hol idays. Failure ol a party receiving such notice 

16 to reply w i l h in lhc period above f ixed shall constitute an election by thai parly nol lo participate in Ihe cosl of lhc proposed opeia l ion. 

17 Any notice or response given by telephone shall be p iomp l l y cont inued in wr i t ing. , 

1 8 

*lhen c a p a b l e o f p r o d u c i n g 
20 
21 I f all parties elect lo paniciaplc in such a projroscd o|>ci alion, 0 |x ' ia lor shall, within ninety (90) days after expiration of llie nolicc 

22 pcr i ix l o f thirty (30) duys (or ns promptly as possible afler lhc expiration o f Ihe forty eight (48) hour |Kr iod when a dr i l l ing rig is on locn-

23 l ion, ns lhc ease may Ix-.), aclually commence lhc proposer! o|>eialion and complete il w i lh due diligence ul the risk nnd cx|x:nsc of nil pnr-

24 tics hereto; p iov ided, however, said commencement date may be extended upon wu'tlen notice of same hy O|x-rulor lo Ihe olhcr parties, 

25 for a |XM iod o f up lo thirty (30) additional days i l , in Ihe sole opinion o f 0|X.M alor, such additional time is leasonably ueccssaiy lo obtain 

26 permits f rom governmental authori t ies, surface rights ( inc luding i ig l i ls -of -way) or appropriate d r i l l i ng equipment, or to complete 

27 tit le examinat ion or curat ive mailer rcqu i icd for l i l le approval or acceptance. Notwi thstanding Ihe force majeure provisions o f A r l i -

28 ele X I , i f lhc actual opeia l ion has nol been commenced w i lh in lhc l ime provided ( inc luding any extension thereof as specif ical ly 

29 permitted herein) and i f any parly herein sti l l desires lo conduct said operat ion, wr i t ten nolicc proposing same must be resubmitted 

30 lo lhc olhcr parlies in accordance w i lh the provisions he ico l as i l no p i i o r proposal had been made. 

.31 

32 

33 

34 2. Operations by Less lhan A l l Pait ies: If any party icce iv ing such nolicc as provided in Ar t ic le V L B 1. or V I I . I ) . I . (Opt ion 

35 No. 2) elects not to participate in Ihe proposed opeia l ion. then, in o idc i lo be cnl i l lcd lo lhc benefits of Ihis Ar t i c le , lhc party or parties 

36 g iv ing lhc notice and such olhcr parlies as shall dec ! to participate in lhc opeia l ion shal l , w i lh in ninety (90) days afler the cxpirnt ion of 

37 the notice period o f thir ty (30) days (or as prompt ly as possible after the expirat ion of the forty-eight (48) hour period when n d r i l l i ng 

38 r ig is on locat ion, ns the case may be) aclual ly commence the proposed opetat ion and complete i l w i lh due di l igence. Operalor shall 

39 per fo rm nil work for lhc account o f l h e Consenting Parlies; prov ided, however, i f no d r i l l i ng rig or other equipment is on locut ion, 

40 nnd i f Operator is a Non-Conscnl ing Pnr ly , Ihe Consenting Parties shall either: (a) request Opc in lo i lo per for in the work requited 

4 1 by such proposed operation for Ihe account of lhc Consenting Parlies, or (b) designate one ( I ) of ihe Consenting Parties ns Opcin lor 

42 to per form such wo rk . Consenting Parties, when conduct ing operations on the Contract Aren pursuant to this Ar t ic le V l . f i . 2 . , shall 

43 comply wi th all terms and condit ions o f this agreement. 

44 

4 5 

46 

47 I f less lhan all parties approve any proposed opeia l ion, the pioposing party, immediately al lei Ihe expirat ion o f Ihe applicable 

48 notice |x:ri<xl, shall advise Ihe Consenting Parlies of Ihe total inlcrcsl o f Ihe parties approving such npciat ion and iis recommendation ns 

49 to whether lhc Consenting Parlies should proceed w i lh the operation as proposed. Each Consenling Parly, w i lh in forty-eight (48) hours 

50 (exclusive o f Saturday, Sunday and legal hol idays) afler iccc ip l of such nol icc, shall advise lhc proposing parly o f its desire to (a) 

51 l imi t part ic ipat ion lo such par ly 's inlercst as shown on Exhibit " A " or (h) carry iis proport ionate pa i l ol Non-Conscnl ing Parties' 

52 inleresls, and fai lure lo advise lhc proposing parly shall be deemed an election under (a), lu lhc event a (h i l l i ng r ig is on locat ion, 

53 lhc l ime permitted for such a response shall not exceed a total of lorty-cigl i t (48) hours ( i i ic lusive n f Saturday. Sunday and legal 

54 hol idays). The p iopos ing par ty , al iis elect ion, may wi thdraw such pioposal i l Iheie is insul l ic icn l part ic ipat ion and shall p iomp l l y 

55 not i fy all parties o f such decision. 

56 

57 

5H The cnl i i c cost and i isk ol conduct ing such opera I ions shall be home by the Consenl ing Parties in lhc p iopo i l ious ihey have 

59 elected lo bear same under lhc Icnns o l lhc preceding paragraph. Consenl ing Parties shall keep the leasehold estates involved in such 

60 opci al ions l ice and clear of all liens and encumbrances of every kind created by or arising I torn the operations of the Consenting Parties. 

61 II such an d e r a t i o n results in a dry hole, the Consenling Parties shall plug and abandon the well and icslorc the surface location al Iheii 

62 sole cosl, risk and expense. If any wel l d r i l led , reworked, deepened or plugged back under Ihe piovisions of ibis Art ic le results in a pro-

63 duccr of oil and/or gas in paying quantities, the Consenling Pai lies shall complelc and equip lhc well lo paxlucc al I heir sole cosl and risk, 

64 

65 

66 

67 

68 

69 

70 

5 
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A R T I C L E V I 

continued 

1 n/id llie well shall dien he turned over to (>|>ciuloi and shall he o->cialcd hy it al Ihe expense and for lhc account of Ihe Consenting I'ar-

2 ties. Upon commencement of operations for Ihe drilling, reworking, deepening or plugging hack of nny such well by Consenting Parties 

3 in accordance wilh the provisions of Ihis Ailicle, each Non Consenting Patty shall l>c deemed to have iclinquishcd (o Consenling Pailics, 

4 nnd the Consenting Parties shall own and be entitled lo receive, in proportion to their respective inleiesls, all of such Non-Consenting 

5 Pnrty's interest in the well and share of production (herefrom until the proceeds of the sale of such share, calculated at lhc well, or 

6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royally, overriding royalty nnd olhcr in-

7 tciesls not excepted by Article 1II.D. payable out of or measured by the production from such well accruing with rcs'j-cct lo such inlcrcsl 

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

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's shaie ol the cost of any newly acquiicd surface equipment beyond ihe wellhead 

13 connections (including, but nol limited (o, slock lanks. separators, (renters, pumping equipment and piping), plus 100% of ench such 

14 Non-Conscnling Party's shine of (lie cosl of operation of the well commencing wilh first produclion and continuing until each such Non-

15 Consenting Purty'n relinquinlied inleiesl shall leveil lo il under olhei provisions of this Article, il t>eing agreed lhal each Non-

16 Consenting Party's share of such cosls and equipmc.nl will be lhal inleiesl which would have been chingeablc lo such Non-Conscnling 

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

18 

19 

20 

21 (b) 3 0 0 % of lhal portion of Ihe cosls and expenses of drilling, icworking, deepening, plugging back, lesling nnd 

22 completing, nflcr deducting any cash conlribulions received under Article V I I I . C , and TOO "* portion of (he cos( of 

23 newly ncquircd equipment in lhc well (to and including lhc wellhead connections), which would have been chnrgcnblc to such Non-

24 Consenting Party if it had participated ibeicin. 

25 

26 

27 

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

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

30 that is conducted nt any time prior to full recovery by the Consenting Parties of lhe Non-Conscnling Party's recoupment account. 

31 Any such reworking or plugging back t>|>crnlion conducted during llie recoupment period shall be deemed part of the cost of opcrn-

32 tion of said well nn J there shall be added lo the sums lo be iccouped by lhc Consenting Parties one bundled percent (100%) of 

33 lhal portion of the costs o f lhe reworking or plugging back operation which would have been chargeable to such Non-Consenting 

34 Party had il participated therein. If such n reworking or plugging buck operation is proposed during such recoupment period, the 

35 provisions of this Article V L B . shall be applicable as between said Consenling Parlies in said well. 

36 

37 

38 

39 During the period ol time Consenling Pailics aic cnlillcd to receive Non Consenting Patty's share nf production, or the 

40 proceeds therefrom, Consenling Parlies shall l>c responsible for lhc paymenl of all produclion, severance, excise, gathering and olhcr 

41 taxes, and all royalty, overriding royally and olhcr burdens applicable to Non-Conscnling Party's share of production not excepted 

42 by Article HI D. 

43 

44 

45 

46 In the case of any reworking, plugging back or dce|>cr diilling opeialion, Ihe Consenting Parties shall be permitted lo use, ficc 

47 of cost, nil casing, tubing nnd olher equipment in Ihe well, but the ownership of nil such equipment shnll remnin unchanged; and upon 

48 abandonment of a well alter such reworking, plugging back or decpei drilling, lhc Consenling Parties shall account for all such cquip-

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

50 

51 

52 

53 Within sixly (60) days alter the completion of any opeialion under Ihis Ailicle, Ihe party conducting lhc operations for lhc 

54 Consenting Pailics shall furnish each Non-Conscnling Parly with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, lesling, completing, and equipping the well foi produclion; or, nt 

56 its option, Uie o|>cra(ing 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 time lhc Consenling Parties arc being reimbursed as provided alrovc, the party conducting the 

58 operations for the Consenting Parlies shall furnish the Non-Consenting Parlies wilh nn itemized statement of all cosls and liabilities in-

59 curred in Ihe operation of the well, logelher with a statement oflhe quantity or oil and gns pioducc.d from il and lhc amount of proceeds 

60 realized from the sale of Ihe well's wot king inleiesl produclion during lhc picccding month. In determining lhc qunnlily of oil ami gns 

61 produced during any month, Consenting Parties shall use industry accepted methods such as, bin not limited lo, metering or periodic 

62 well tests. Any amount realized from (he 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 therein shall be credited against the total unrcturncd costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it ns 

65 above provided; and if thcie is a credit balance, it shall l>e paid to such Non Consenting Party. 

66 

67 

68 

69 

70 
6 
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A H T K T . E V I 

continued 

1 If and when lhc Consenling Pailics rccovci from a Non Consenling Tally's iclinquishcd inleiesl (he ninounls provided for ntxivc, 

2 Ihe relinquished interests of such Non-Conscnling Party shall automatically revert to i l , and, from und after such reversion, such Non-

3 Consenting Purty shall own the same inlcrcsl in such well, the malcriul ami equipment in or pertaining thereto, und the produclion 

4 therefrom ns such Non-Conscnling Party would hnvc t>ccn entitled to had it participated in the drilling, reworking, dexqKning or plugging 

5 back of said well. Thereafter, such Non Consenting Paity shall be chaiged wilh and shall pay its proportionate port of the further 

6 costs of the operation of said well in accordance wilh the leims oT this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 

10 Notwidislunding llie provisions of Ihis Article VI .B.2 . , il is agreed that without lhc mulual consent of all parties, no wells .shall 

11 be completed in or produced from a source of supply from which a well liKnted elsewhere on lhc Contract Area is pnxlucing, unless such 

12 well conforms lo lhc then cxisling well spacing pallcin lot such source of supply. 

13 

14 

15 

16 The provisions of (his Article shall have no application whatsoever to lhc drilling ot the initial well described in Article VI .A. 

17 except (a) ns to Article VJ1.D. 1. (Option No. 2), if selected, or (b) as to Ihe reworking, deepening and plugging buck of such initial well 

18 after it hns been drilled to the depth s|x;cificd in Article VI .A . if il shnll lhcrcaIter prove lo be n dry hole or, i f initially completed for pro-

19 duction, censes lo produce in pnying 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-Uy Tunc: When a well which has been drilled or deepened has icached its aulhoii/.cd depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a parly's notice proposing n 

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

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of lhc rcs|>onsc time permitted, whichever 

27 first occurs, nnd prior to agreement us to lhc participating inleresls of all Consenling Pailics pursuant lo the terms oflhe second gram-

28 malical paragraph of Article VI.B.2, shall Ix; chaiged to and Ixrrnc ns part oflhe projxiscd operation, but if the proposnl is subsequently 

29 withdrawn because of insufficient participation, such stand-by cosls shall be allocated between the Consenting Parties in the proportion 

30 each Consenling Party's inlcrcsl as shown on Exhibit " A " bears lo lhc total inlcrcsl as shown on Exhibit " A " of nil Consenling Pnr-

31 tics. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter piovided, (hose piovisious of (his agteeinenl applicable lo n "deepening" opcrntiou shnll 

36 also be upplicnblc to nny pro|x>snl to directionally control and intentionally deviate a well fiom vcitical so ns to change (he bottom hole 

37 location (herein called "sidetracking"), unless done to sti.iighteu lhc hole or lo drill around junk in lhc hole or because of olhcr 

38 mechanical difficulties. Any party having Ihe right to participate in a promised sidetracking operation that dix:s not own nn inlcrcsl in Ihe 

39 affected well bore at die time oflhe nolicc shall, upon electing to participate, tender to lhc well Ixnc owners iis proportionate share (equal 

40 lo its inlcrcsl in the sidetracking operation) of Ihe value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 

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

45 lhc initial drilling of Ihe well down lo the depth at which lhc sidetracking operation is initiated. 

46 

47 

48 

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

50 salvable materials and equipment down to the depth at which Ihe sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 

55 In Ihe event that nolicc lor a sidetracking operation is given while lhc drilling rig lo tx: utilized is on location, the response period 

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

57 and receive up to eight (8) additional days afler cxpiialion of llie fotty-ciglif (48) hours wilhin which to tcspond by paying for nil stand-by 

58 time incurred during such extended response period. If more than one party clccls to take such additional time to respond lo the nolicc, 

59 standby cosls shall be allocuted IxMwccii lhc parties taking additional time to rescind on a day-to-day basis in lhc proportion each electing 

60 parly's inlcrcsl as shown on Exhibit " A " bears to lhc total inlcrcsl as shown on Exhibit " A " of nil lhc electing parties. In nil other in-

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

62 

63 

64 

65 C. T A K I N C PRODUCTION IN K I N D : 

66 

67 Each parly shall take in kind or separately dispose of its proportionate share of all oil and gns produced from the Contract Arcn, 

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 nnd production unavoidably lost. Any extra cx[Kiiditurc incurred in the taking in kind or separate disposition by nny 

70 party of its proportionate share of lhc production shail Ix: borne by such party. Any party lulling its share of production in kind shall be 

7 
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A K T t C E E VI 

continued 

J i r < i u i n - d I i i p n y f o r o n l y i ts p r o p e r 1 i n i m l r • ihu r r o f s i n b p i u i - j j L i _ U p c i : l U i J i : - ' x ^ u i r ^ c c _ J ^ c U . 

2 

3 Each [mi ty shall execute such division oi dci s and cunt i nets as may he necessaiy (oi the sale oI its inlei est in |iioducliou Ii om 

4 the Contract Area, and, except as provided in Article V I I . I I . , shall l>c entitled lo receive payment ditcclly fiom the putchnsci thereof for 

5 its share of all production. 

6 

7 In the event any paity shall fail In make Ihe. ai i angcuienls necessaiy lo lake in kind or separately dis|x>se of iis pi OJXII lionalc shaie 

8 ol lhc oil produced flom lhc Conlincl Aica, ()|>ciiiloi shall have the lighl, subject lo the i evocation al will by llie piuly owning i l , bill nol 

0 Ihe obligation, to puichase such oil or sell it lo otheis at any lime and fioni time (o lime, for die uccuuirt^f-l)Ht-norv-ttdH»g-jWfry-r>r-rh» 

10 ix.-i.t price rjhl.iinabU- in lhc niea fur such ptoduclion. Any such piucliase oi sale by Opcialoi shall be subject always lo lhc lighl of lhc 

1 1 owner of lhc produclion lo exercise al any lime its light lo lake in kind, or ncparntcly disuse ol , iis share oT nil oil not pieviously 

12 delivered (o n purchnscr. Any piucliase or sale hy Opci alor ol any olhcr pui ty's shnrc of oil shall be only for such reasonable pet iods of 
13 time ns nrc consistent wilh lhc minimum needs oflhe indusli y under lhc particular circumstances, but in no event for n pet iod in excess 

14 ol one (1) yeiu. *- and shall account lo such party loi lhc actual net proceeds received loi .such pioduclion. i f sold, or lhc 
1 S current market price i f purchased In Operalor. 

16 in lhc. event one oi mm e pai ties' scpai ale. dis|xisil ion ol its shai e of the gas causes split -sti cam delivei ies (o sepal ale pipelines 

17 and/oi delivei ies which on a day lo day basis for nny icason ai e not ex nelly equal lo a paily's ics|X'ctlvc pi o|xn tiounlc shaie of total gns 

18 sales lo be allocated lo i l , Ihe balancing oi accounting between lhc lespcclive accounts ot the pailics shall Ix- in accoidauce. wilh any 

IV gas hnlnilciiig ngiccmcnl (x'lwccu lhc pailics heielo, whethei such mi agieeiueiil is allached as Exhibit " E " , or is n scpaiale agieciuenl. 

20 

21 I ) . Access lo Contract Area nod Information: 

22 

2 3 Each paily shall have access to the (.'online! Ai ea at all icnsoniiblc limes, al iis sole cosl and I isk lo ins|x.-cl or observe o|x;ralions. 

24 and shnll have access nl rcnsonnble times to inhumation peilnining to ihe development or (liberation Iheieof, including 0|X-i uloi's Ixxiki 

2.*) und iccords relating Ihciclo. Opcinlor, i) j nm icijuesl, shall hiinisli each ol lhc other parties wilh copies ot all hums or icpoils filed wilh 

26 governmental agencies, daily dii l l ing icpoils, well logs, lank tables, daily gauge and inn tickets and icpoils of slock on hand al llie 

27 fust of each month, and shall make available samples ol any coies or cullings taken fiom any well diiilcd on lhc Conlincl A i m . The 

28 cosl of gathering and furnishing inhumation lo Non Opcialoi, olhei than lhal s|x-ci lied above, shall be chaiged lo Ihe Non Operalor 

29 lhal requests lhc information. 

30 

31 E. Abandonment of Wells: 

32 

33 I . A t w u I ^ n n c i i U d p i y j biles: Except loi any well di illed or deepened pursuant to Ai licle VI 11 2 . any well which has lx-cu 

34 (hilled or dcc|xMicd under lhc tenns ol ibis agicemenl and is piotxiscd lo be completed as u dry hole shall nol be plugged and abandoned 

35 without (he consent of all panics. .Should Opetntoi. idlei diligent etfoi l , he nimble lo contact any piuly, or should nny pnily fail lo reply 

36 wilhin loily-cighl (4ft) hours (exclusive of Snliiidiiy, Sunday and legal holidays) alter iceeipl of notice, of lhc pio|x>snl lo plug and abandon 

37 such well, such parly shall be deemed lo have, consented lo ihe pioposed abandonment. All such wells shall be plugged and abandoned 

38 in accoidance wilh applicable icgulalions and al the cosl, iisk and ex|x-nsc ol Ihe pailics who participated in Ihe cosl of diilling oi drcjX'n-

39 ing such well. Any party who objects to plugging and abandoning such well shall have (he light to take ovci the well and conduct further 

40 opeiations in search of oil and/oi gas subject lo the piovisions of Article V I . I I , 

41 

42 2. Abandonment ol Wells lhal have Pioduced: Except loi any well in which a Non Consent opeialion has been conducted 

43 hcieundei for which lhc Consenling Parties have not been hilly icinibuiscd as herein piovided, any well which has lx;cn completed 

44 as n pioduccr shnll nol be plugged and abandoned without the consent ol all parties. If nil parties consent lo such abandonment, lhc well 

45 shall be plugged and abandoned in accoidauce with applicable icgulalions and at (he cosl. risk and ex|K;nsc of all the parlies hereto. If, 

46 wilhin Ihiity (30) days aflci iceeipl of notice of the pio|xiscd nhnndnninr.nl of nny well, nil parlies do nol ngrre lo lhc nbnndonmciU of such 

47 well, ihosc wishing lo coi.linue iis opeialion fiom lhc inlei vnl(s) of lhc. lotinalioii(s) then open lo pioduclion shall lender lo each of lhc 

4 R olhcr parties its proportionate sh.uc of the value ol (he well's salvable mater in! and equipment, dclci mined in accoidauce wilh lhc provi-

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

50 paily shall assign lhc non abandoning parties, without waiianty, cxpiess or implied, as to title or as lo quanlily, or fitness loi use 

51 oflhe equipment and malerial, all of iis inleiesl in llie well and iclalcd equipment, logelher wilh iis inleies! in the leasehold estate as to, 

52 hul only as lo, the interval or inlei vals of lhc foi malion oi formations then open to prtxhiclion. If the inlcrcsl of the abandoning paily 

53 is or includes an oil and gas nilccst, such party shall exccule and deliver to lhc non abandoning party or pailics un oil and gas lease, 

54 limited lo lhc inlei val or intervals of ihe loi m.ilion or formations then o|x-n lo pimhiclinn, for n lerm of one (I) year und so long iheicallcr 

55 as oil and/or gas is produced fiom llie inlet val or inlei vals ol lhc formation or foi mations coveted llieicby, such lease lo be on (he foi m 

56 allached as Exhibit 

57 

5 It 

57 

58 

59 

60 

61 

67 

63 

64 

65 

66 

67 

68 

69 8 
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A R T I C L E V I 

1 " I I " . I lie assignments or leaser, so l imi ted shall encompass lhc " ( h i l l i n g u n i t " upon which Ihe wel l is located. The 

2 payments by, and lhc assignments or leases lo, the assignees shall Ix; in u ralio based upon the relationship o f their respective |x-rccntagc 

3 o f part ic ipat ion in the Contract A ica lo lhc aggregate oT the percentages of part ic ipat ion in the Contract Area of all nssignccs. There 

4 shall Ix; no readjustment of inleiesls in lhc remain ing port ion o l lhc Con l inc l Area. 

5 

6 Thereafter, abandoning parties shall have no for I her rcsponsibi l i ly , l iab i l i ty , or inleiesl in lhc opci at ion of or p ioduc l ion f i o m 

7 ihe well in lhc interval or intervals then open olhei lhan the loyalties lelained in any lease made undci lhc lei ins of ihis Ar t ic le . Upon ie 

8 (|ucsl, Operator shall continue to operate the assigned wel l for lhc account o f the non abandoning parties nl the rules nnd charges con-

9 templutcd by this ngrccmcnt, plus nny ndditionnl cost nnd chiuge.s which mny nrise ns lhc result o f (he scpiunle owueiship o f l h e nssigncd 

10 we l l . U|xm proposed nbnndonmcnl o f l h e producing in lc iva l (s) assigned or lensed, lhc assignor or Ic.nsoi shall then hnvc lhc option lo 

I I repuichii.se its pr ior Inlcrcsl in the well (using the sniiic valuation lo imi i ln ) und participate in lurthci < >| K-i nl ii MT.I Ihcicin subject lo the pen-

I 2 visions hereof. 

n 
M 3. AtMndormiciU of_Non Consent CJpcialious: The p iov is ious o f Ar t i c le V l . I i . l . oi V I . E . 2 . above shall be applicable as 

15 between Consenting Parlies in lhc event o f l h e proposed abandonment ol any wel l excepted f i o m said Art ic les; p iov ided , however, no 

16 wel l shall be permanently plugged and abandoned unless and unti l all parlies having lhc l ight to conduct hu l l icr opci alious Ihcic in have 

17 been nol i l ied o f l h e pioposcd abandonment and a I forded the oppoi luni ly lo elect lo lake over the wel l in accoi dance wi th lhc pi o visions 

18 o l Ihis Ar t i c le V I . ! : . 

19 

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

21 E X P E N D I T U R E S A N D L I A I U L I I Y O r P A R T I E S 

22 

23 A . L i a b i l i t y o f Par t ies : 

24 

25 I he l iabi l i ty o f the parties shall be scvci a I. not jo int or col l ed ive. Each party shall be icsponsible only for its obi ig alious, and 

26 shall be liable only for il.i proportionate share of Ihe cosls of developing nnd openi l ing Ihe Conl i ncl A ica . Acco id ing ly , Ihe liens grnnlcd 

27 niuong lhc purl ies in Art ic le V i l l i , mc given lo scenic only die dcbls o f each severally. ll is nol lhc intention of lhc parlies lo create, nor 

28 shall this agreement be construed as c ieat iug , a min ing or olhcr partnership or association, or lo lender lhc pai l ics liable as partners. 

29 

30 IE L iens and Payment Defau l ts : 

31 

32 Each Non-Operator gtanls lo 0 |x : ia lor a lien upon its oi l nnd gns l ights in lhc Conl inc l A i ca . and a sccui i ly inleiesl in its shaie 

33 ol oi l nnd/or gns when cxI incl cd and iis inlcrcsl in nil ei|uipnienl, to .'iccni e pnynienl oT iis .shin e ol cji|M-nsc, logelher with inleiesl l l ieieon 

34 al the laic p iov ided in Exhibi t " C " . To lhc cxlenl lhal Opc ia lo i has a sccui i ly inleiesl under lhc Un i f o i i n Co inmc ic ia l Code o f l h e 

35 stale, Operator shall Ix; cnl i l lcd lo exercise the i ighls and reined ies of a sccuied pai ly under llie Cix lc. The br inging o f n suit and lhc ob-

36 min ing o f judgment hy Opci ator lor lhc sccuied indebtedness shall not be deemed an election o f ic iucdies ot olhct wise a I (eel lhc lieu 

37 l ighls or security inlcrcsl as sccui i ly for lhc payment Ibeieof. In addit ion, upon default by any Non-Opciatoi in lhc payment of its shaie 

38 o l expense, Oficrator shall have the r ight, without prejudice lo olhei l ights or icmedics, to collect f rom lhc piuchascr the proceeds f i om 

39 lhc sale o f such Noi i -Operalor 's shaie o f oi l and/or gas until llie amount owed by such Non-0|x : in tor , plus inleiesl, has been paid. Each 

40 purchaser shall he cn l i l l cd lo rely ii|x>n Operator 's wi i l lcn statement concerning lhc amount of any del imi t . Opcin lor grants a l ike l ien 

4 1 and sccui i ly intcicst lo the Non C)pci nlois to secure paymenl of Opeia lor 's p iopo i t iona le shaie o f expense. 

42 

43 I f any parly Tails or is unable lo pay iis shaie o f expense w i l h in sixty (60) days idler rendit ion o f a statement therefor by 

44 Operator, the non-defaulting parties, including OjxMalor, shall, upon ictpicsl by Opcin lor , pay lhc unpaid amount in lhc p io |x) i l ion lhal 

45 Ihe inlcrcsl ot each such party bcai s lo lhc inleiesl of all such parties. Each party so paying iis shai e of Ihe unpaid amount shall, to obtain 

46 ic in iburscmci i l thereof, be subiogalcd lo Ihe sccu i i ly l ights desci ibed in Ihe lo iego iug pa ing iaph. 

4 7 

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

49 

50 Except as herein o lhc iwisc s|x;eilicnlly provided, Opcin lo i shnll prompt ly pay and discharge expenses inc l ined in lhc dcvclop-

5 I ment and o|x;rntiou o f the Conduct A ica pursuant to ihis agicemenl and shall cluuge each of lhc parties heielo with l l icir ics |xxt ivc p io-

52 jxirt ionalc shares UJXMI lhc exjx:nsc basis provided in Exhibit " ( . " ' . O|x:ralor shall keep uu ncciiiale iccoul of lhc joint account hcieundcr, 

53 showing expenses incurred nnd chaigcs and credits made and received. 

54 

55 < Jpei II l o i . ill iis el ei l ion , shi i l l have lhc i ij/hl I toir i I ime Ii * l ime (o demand and receive f i um ihe olhei parties payment in advance 

56 o l ihcir lespccl ive shaies ol lhc estimated amount of lhc expense lo be incurred in operations hcieundcr d in ing lhc next succeeding 

57 month, which right may be cxeicised only hy submission lo each such pai ly o f an itemized statement of such estimated expense, logelher 

58 with an invoice lor its share ibeieof. Each such statement and invoice for lhc payment in advance of estimated ex|x-nsc shall be submitted 

59 on or before lhc 20lh day of the next preceding n io i i lh . Each party shnll pay lo Opc ia lo i iis p iopo i l iona lc shaie of such estimate wi lh in 

60 l i l lccn (15) days alter such estimate and invoice is icccivcd. I f any party fails lo pay iis shaie of said estimate wi lh in said t ime, the amount 

61 due shall lx_-ar inlcrcsl as piovided in Exhibit " C " until paid. Piopcr adjustment shall Ix: made monthly Ixrlwccn advances and actual cx-

62 pensc lo lhc end lhal each party shall bear and pay its p iopo i l iona lc shaie o f actual expenses i nc l i ned , and no moic . 

63 

64 I ) . L i m i t 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 llie consent of all parties, no well shall Ix; dri l led oi dcc|tcncd, except any well dri l led or d e c r i e d 

67 puisuanl lo lhc provis ions of A r t i c le VI.11.2. of Ihis ag icemenl . Consenl lo the (h i l l i ng or deepening shall include: 

68 

69 

70 
9 
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1 f)ptf Option No. 1: All neccssni y cxpcndiluics (or (lie diilling or deepening. tcslini.', completing nnd equipping oT lhc well. including 

2 ncccssniy (linkage and/or suriace laeililics. 

3 

4 LJ Option No. 2: All necessary expenditures lor lhc diilling or deepening and tcsling of lhc well. When such well has reached iis 

5 authorized depth, and all tests have been completed, and Ihe results Ihcicof furnished lo (he parties, Operator shall give immediate notice 

6 lo Ihe Non C)|)craH)rs who have the right lo participate in Ihe completion cosls. The pailics receiving such nolicc shall have Torly eight 

7 (48) hours (exclusive of Sattuday, Sunday and legal holidays) in which lo elect lo participate in Ihe selling ot casing and lhc completion a(-

8 tempi. Such election, when made, shall include consent lo all nccessaiy cxjxnidiluics lor the completing and equipping of such well, in-

9 eluding necessary tankage and/or suriace facilities. Failure of any paily receiving such notice lo reply wilhin the period above fixed shall 

10 constitute an election by that paily not lo participate in the cosl of the completion attempt. If one or nunc, hut less than all oT the parties, 

I I elect to set pipe nnd to attempt n completion, lhc provisions of Article V I . I j .2 hereof (the phrase "reworking, deepening or plugging 

12 back" as conlnincd in Article VI.I).2. shnll Ix: deemed lo include "completing") shall apply lo lhc o[x'inlions ibc'rcnOcr conducted by less 

13 lhan all parlies. 

14 

15 2. Rework or Plug Hack: Without the consent of all panics, no well shall Ix; reworked or plugged back except a well rcwoikcd or 

If) plugged back pursuant lo the provisions of Ailicle V I . I!.2. of ibis agicemenl. Consent lo lhc reworking oi plugging back of u well shnll 

17 include all necessary expend idn cs in conducting such o|x-rations and coniplcl ing and equipping of said well, including necessary tankage 

IB and/or suiface facilities. 

19 

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

21 lo require nn expenditure in excess o L L w e n t y. - f i V e - 1 h o U S a n cJDollnrs ( $ - 2 5 , 0 0 0 . 0 0 ) 

22 except in connection wilh a well, Ihe drilling, reworking, deepening, completing, recompieting, or plugging back of which has been 

23 previously authorized by or pursuant lo Ihis agreement; piovided. however, thai, in case of explosion. Inc. floixl or olhcr sudden 

24 ciucigcncy. whether ol (he sniiic oi dilleicnl nnluie, < )jx:intoi may take such steps- and iiictu stk Ii ex|M-iea-'i as in iis opinion arc required 

25 to deal wilh lhc emergency lo salcguaid life and propci ly but Opei alor, as promptly as possible. shall icpoi I lhc emergency lo lhc oilier 

26 parties. If ()|>cra(or ptcparcs nn aullioi ily for cxpcndituic (AIT •.) loi iis own use, O|x -ialor shall furnish any Non 0|xualor so requesting 

27 an information copy thereof for any single piojccl costing in excess o C . . f .1. f. t 6.en_._ t l l Q U S a.rL.d 

28 Dollars (% 1 5 / 0 0 0 . 0 0 ) hul less than the amount fust set forth above in (his paragraph. 

29 

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

31 

32 Rentals, shut-in well payments and minimum loyalties which may he required under Ihe tciins of any lease shall he paid by lhc 

33 parly or panics who subjected such lease lo Ihis agreement al its or llicir expense. In lhc event two or more parties own nnd have con-

34 li United interests in the same lease to this agreement, such panics may designate one of such parties lo make said payments for and on 

35 behalf of all such patties. Any party may request, and shall be cnlillcd lo receive, proper evidence of all such payments, lu the event of 

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

37 ment is required to continue llie lease in foice, any loss which rcsiilis [nun .such non paymenl shall be Ixirnc in accordance with lhc pro-

38 visions of Article IV . I I .2 . 

39 

40 Operator shall notify Non ()pci aloi of Ihe anticipated completion of a shut-in gns well, oi Ihe sl inning in or icliiin lo produclion 

41 of a producing gns well, ul least live (5) days (excluding Safuulay, Sunday and legal holiday), oi al the earliest op|H)rtuni(y permitted by 

42 circumstances, prior to Inking such action, but assumes no liability for faihuc lo do so. In lhc event of failure by Operalor lo so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

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

45 

46 K. Tuxes: 

47 

4R beginning with lhc first calendar year after lhc effective dale hcieof, Operalor shall rentier for ad valoicin taxation all properly 

49 subject lo this agreement which by law should be rendered for such taxes, and il shall pay all such laxes assessed (hereon befoic Ihey 

50 become delinquent. Prior lo Ihe icndil'on dale, each Non ()|x;ialoi shall furnish Operator infoimalion as to huidcns (to include, but nol 

51 be limited lo, loyalties, overriding loyalties and produclion payments) on leases and oil and gas inleresls coiitiibulcd by such Non-

52 Operator. If the assessed valuation of any leasehold eslalc is teduced by reason of iis Ix-ing subject lo outstanding excess royalties, over-

53 rilling royalties or produclion payments, lhc reduction in nd valoicin laxes icsulling therefrom shall inure to the benefit of the owner or 

54 owners of such leasehold eslalc, and 0|>eraior shall adjust lhc charge lo such owner or owners so as lo rellcct lhc benefit of such rcduc-

55 lion. If lhc ad valorem taxes arc based in whole or in pail ujxm scpaialc valuations of each parly's winking inlcrcsl, (hen notwithstanding 

56 anything to the contrary herein, chaigcs to Ihe joint account shall be made and paid by llie parties heielo in accoidauce with the lax 

57 value generated by each party's working inlcrcsl. Operalor shall bill lhc olhcr parlies Ior their proportionate shares of all lax payments 

58 in lhc manner piovided in Exhibit " C " . 

59 
60 If Opcialoi considers any lax assessment improper, Opeiator may, al its discielion, piolesl wilhin the lime and manner 

61 piescribcd by law, and prosecute Ihe piolesl lo a final delciininalion, unless all parties agree lo abandon lhc piolesl prior lo final dclei-

62 ininalion. Dm ing Ihe |K:ndcncy ol 'admit list i alive or judicial piocecdings, 0|x:ialor may elect lo pay, undei piolesl, all such taxes and any 

63 inleiesl and penally. When any such piotcstcd assessment shall have lx.-cn finally determined, Operator shall pay the lax for lhc joint ac-

64 count, logelher wilh any inlcrcsl and penally accrued, and Ihe tola] cosl shall Ihcn be assessed againsl lhc parties, and Ix; paid by 

65 them, as provided in Exhibit " C " . 

66 

67 Each party shall pay or cause lo Ix; paid all pioducliou. severance, excise, gathering and olhcr laxes imposed upon or with 

68 respect to the pioduclion or handling ol such party's shaie. ol oil niul/oi gas pmdticcd under lhc loins ol (his ngicciucrit. 

69 

70 
10 
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A R T I C L E V I I 

c o n d o n e d 

I (.'. Insurance: 

2 

3 A( ;tll limes while operations arc conducted hereunder, Opcialoi' shall comply wilh the workmen's compensation law of 

4 lhc slalc where lhc o|>cralions arc being conducted; piovided, however, lhal Operalor may lie a sclf-insoicr for liability under said cum-

5 pcnsalion laws in which event the only chaigc lhal shall l>c made lo lhc joint nccounl shall be as piovided in Exhibit " C " . 0|x:ralor shall 

6 also carry or provide insurance for the lx;iic(it of Ihe joint account of llie parties as outlined in Exhibit " O " , iiitachcd lo mid made n pint 

7 hereof. Operator shall rcquiic all conlraclois engaged in woik on oi tor the Conlincl Aica lo comply with the workmen's compensation 

8 law of lhc slntc where the operations aic being conducted and lo maintain such other insurance as Opcinlor mny require. 

9 

10 In lhc event automobile liability insuiancc is specified in said Exhibit " D " , or subsequently receives lhc nppiovnl of lhe 

11 pailics, no diiccl charge shall be made by Operator lor premiums paid for such insuiancc for Opcmlor'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 TENANCE OR TRANSEER OE INTEREST 

Ci 

16 A. Surrender of Lenses: 

17 

18 'The leases covered by this agicemenl, insofai as (hey embrace acreage in lhc Conlincl Aien, shnll not Ix- suiiendeicd in whole 

19 or in part unless nil parlies consent thciclo. 

20 

2 I I lowcvcr, should liny party desii r to sui i endei its inlei est ill any lease or in any poi tion lliei eol, and lhc olhcr pat lies do not 
22 agree or consent Ihei elo. the piu ly divdi inn. to :in r i coder shall nvilgn. will)out cxpi cm or Implicit win i mily of lille, nil of lis Inlcrcsl In 

23 such lease, or portion thereof, and any well, niutei inl mid cipiipinenl which may be located Iheieoit and any lights in pioduclion 

24 (hereafter secured, lo lhc pailics not consenling lo such suncitdct. If (he inleiesl of the assigning paily is or includes mi oil and gas iu-

2.1 Icrcst, lhc assigning parly shall execute and deliver lo lhc paily or pailics nol consenting lo such suricndcr an oil and gns Icnsc covering 

26 such oil and gas inleiesl for a leini ol one ( l ) year and so long Ihcicalter as oil and/or gas is pioduced Ii on i lhc land covered llicicby. such 

27 lease lo he on lhc form allached heielo as Exhibit " I I " . Upon such assignment oi lease, the assigning paily shall he iclicved from all 

28 obligations thereafter acciuing, but nol iheieloloie acciued, wilh icspecl lo lhc inleiesl assigned oi leased and the opeialion ol any well 

29 attributable thereto, and lhc assigning parly shall have no Iurther inlcrcsl in the assigned or leased picniises and its equipment and pio-

30 ducliou olhcr lhan lhc royalties retained in any lease made under lhc terms of (his Ailicle. The piuly assignee or lessee shall pay lo (he 

3 I pai ly assignor or lessor the reasonable salvage value of the lallci's inlcrcsl in any wells and equipment attributable lo the assigned or lens-

32 cd acreage. The value of all malciial shall be delcimincd in accoidauce wilh lhc piovisions of Exhibit " C " , less lhc estimated cosl of 

33 salvaging and lhc estimated cosl of plugging and abandoning. If Ihe assignment or lease is in favor of nunc lhan one paily, lhc inleiesl 

34 shall tx: shared by such pailics in lhc piopoilions lhal lhc inleiesl of each beats lo the total inleiesl of all such pailics. 

35 

36 Any assignment, lease or suuciulci made under this piovision shall nol ieduce oi change the assignor's, lessoi's oi suiiciidciing 

37 pnily's inlcrcsl ns il wns immediately beloic Ihe assignment, lease or suucndci in the balance ol Ihe Conlincl Aica; nnd lhc ucicngc 

38 assigned, leased or siincndercd, nnd subsequent opcinliou.s llieieon, shall nol iheicnflcr be subject to lhc Icons mid piovisions of Ihis 

39 agiecuient. 

40 

4 1 I I . Renewal or Extension of Lenses: 

42 

43 If nny parly sccuics a renewal of any oil and gas lease subject lo Ihis agicemenl, all olhcr pailics shall Ix: noli lied piomplly. and 

4 4 shall have Ihe i ig.ht loi a |K-I iod id (hii ly (30) days following iceeipl ol such notice in which lo elect lo pai lieipale in the ownei ship ol the 

45 icncwal lease, insolar as such lease allecls lands within llie Cdiiliacl Aien, by paying lo llie pnily who ncquiied il then scvcinl piopei pio 

46 poi donate shaic.s of lhc acquisition cosl a]located lo lhal pai I of such lease wilhin lhc ('onli act Aica, which shall he in piopoilion lo lhc 

47 inleiesls held at thai (ime by (he parlies in lhc Conlincl Aica. 

4 8 

4 9 If some, but less than all, of lhc parties elect lo participate in the piucliase id a renewal lease, il shall he owned hy Ihe parlies 

50 who elect to participate therein, in a talio based upon lhc iclalionship of Ihcii lespcclive |x-rcenlagc of participation in lhc Conlincl Aica 

51 lo Ihe aggregate of lhc percentages of participation in lhc Conli acl Aica of all pai lies participating in the purchase of such icncwal lease. 

52 Any renewal Icnsc in which less llian all putties elect to participate shall not be subject to this agreement. 

53 

54 I inch party who participates in lhc purchase of a renewal lease shall Ix; given an assignment of il.s pio|x)ilionale inlcrcsl therein 

55 by the acquit ing party. 

56 

57 The piovisions of ihis Ailicle shall apply lo icncwal leases whether Ihey aic lor lhc euliie inlcrcsl coveted hy lhc expiring lease 

58 or cover only a portion of its aica or an inleiesl therein. Any renewal lease taken hefote lhc cxpiialion of its picdcccssor lease, or laken or 

59 cnuliaclcd for wilhin six (6) months alter lhc cxpiialion of Ihe existing lease shall Ix; subject lo Ibis piovision; but nny lease lakcu or con-

60 liaclcd Tor nunc than six (6) months aflci lhc cxpiialion of an existing lease shall not Ix: deemed a icncwal lease and shall nol Ix: subject lo 

61 lhc piovision of ibis agieeinenl 

62 

63 'The piovisions in Ihis Article shall also be applicable lo extensions of oil and gas leases. 

64 

65 C. Acreage or Cash Contributions: 

66 

67 While (his agicemenl is ill loicc, il any party coiilimls lor n conliibiilion ol tush Imwnls the (hilling id n well or any other 

68 operation on the Conlract A m i , such contribution shnll Ix: paid lo lhc party who conducted lhc drilling or olhcr deration and shnll Ix: 

69 applied by il against lhc cosl of such drilling oi olhcr operation. If lhc conliibulion \ K in lhc form of ncicagc, lhc party lo whom the con-

70 liibolion is made shall piomplly lender an assignment of the acicngc, without wannnty of title, to (he Diilling Parties in the proportions 



1982 - Model Form Operating Agreement 

A R T I C L E V I I I 

continued 

1 said Oi ill ing Tallies shared the cost n idi ill ing Ihe well Si ah ncicnge shall laconic a scpaiale ('outi act Aiea and. In Ihe extent pissible. he 
2 governed hy piovisions identical lo Ihis agieeinenl. bach paily shall pioniptly nolily all olhei panics ol any aricngc oi cash conli ihulions 
3 il may "lila in in support ol any well oi any olhei opci al ion on Ihe ( oul i act A i ea I he ahovc piovisions shall also he applicable lo op 

4 lional lighls lo earn acreage outside lhc Conlincl Aica which aic in support of a well diillcd inside Ihe Conlincl Aica. 
5 

6 Ifany parly contracts for any eon.sideialion irlnling In disposition of such party's shaie of substances produced hcieundcr, such 
7 consideration shall nol be deemed a conliibulion as conlcniplalcd in this Ailicle VII I .C. 
8 

9 I ) . Maintenance of Uniform Interest: 
It) 

I I For Ihe purpose of maintaining uniformity ol owueiship in the oil and gas leasehold iuteicsis coveted by Ihis agicemenl. no 
I ?. pat ly shall sell, enciimlx'i. Ii iius/ei or make olhcr < lisp is il ion ot its iutci est in lhc lenses embraced wilhin lhc Contract Area nnd in wells, 
1 i ei|uipnicnl nnd pioduclion unless such disposition covets cilhei : 
Id 
15 1. lhc entile inlcrcsl ol lhc pally in all leases and equipment and pioduclion; oi 
16 

17 2. an equal undivided inlcrcsl in all leases and equipment and pioduclion in Ihe Conlincl Area. 
18 

IV Every such sale, encumbrance, tinnsfcr or-othei dispisiiion made hy any party shall he made cxpicssly subject to Ihis agiccuicnt 
20 and shall be made without piejiidicc lo Ihe lighl ol the olhei parties. 
2 I 

22 If, al any time the inleiesl of any party is divided among and owned by four or more co ownci s, Operalor, al its discretion, may 
23 require such co-owners lo appiinl n single trustee or ngcnl wilh lull authority to receive notices, appmve expenditures, receive billings for 
24 and nppiovc and pay such party's shaie of the joint expenses, and lo deal gcne.ially wilh, and wilh piwer lo bind, lhc co-owners of such 
25 pany's inlcrcsl wilhin the scope ot (lie opeiations cmbiaced in this agicemenl; however, all such co-owners shall have the light lo enter 
26 into nnd execute all conliacls or agreements loi Ihe disposition ol ihcii lespcclive shales oflhe oil and gus pioduccd lioui Ihe Conlincl 
27 Aica and Ihey shall have Ihe lighl lo receive, scpaialely, payment of lhc sale piocecds Ibeieof. 
28 
29 I i . Waiver of Rights to Partition: 
30 

31 II permitted by (he laws ot Ihe slate or slates in which lhc property covcicd hcieby is loealcd, each party heielo owning an 
32 undivided inlcrcsl in (he Contract Area waives any ami all r ights il may have lo partition and have set aside to it in severally iis undivided 
.33 inleiesl therein. 
3-1 
35 -Fr—Preferentiitl-RighMtr-l'iUH'linw! 
36 
37 Khr>uki-nny^>ttrty-tleHh'e-lo--MelHill-t>t ,-iiny-piiiM>M(M-iii|yr«>sti^tnd«i-lliitwit;rwtftii«iiW<>i^il<^ipli><^n<U>Mwiwiilw in-4l>B Cnmt iwt 

38 Area, il shall promptly give wiiilcn notice to the other parties, with lull information concerning iis piopised sale, \vjijcji^hninnclude Ihe 
39 name and address of Ihe prospective purchaser (who must he ready, willing and able lo purchascjjjljc^jordnisc^irice, and all olhcr Icims 

40 of Ihe offer. The olhcr parlies shall ihcn have nn optional pi ioi right, for a |)crimJjjiliwr-fl07(Tays after icceipt of lhc notice, lo piucliase 
4 1 on the same terms and conditions lhc inlcrcsl which Ihe other parjy_proprlsxslo sell; and, if ihis optional righl is exercised, lhc purchas-
42 ing pailics shall share the purchased inlcicslhi^i^prrrrHTrTIoiis lhal lhc inlcrcsl of each bears lo lhc total inlcrcsl of all purchasing par-
4.3 lies. However, there shall bcjjiJ4Ji*tVrc1nTuTl righl lo piucliase in those cases wheic any party wishes lo mortgage its inleresls, or lo 

44 dispose of its_julcjw»t:ctty"i7icrgcr, reorganization, consolidation, or sale of all or substantially all of its assets lo a subsidiary or parent coin-
45 p'uty-rtr'fn i Kiihtidiiiny. nf a parent company or lo any company in which any one parly owns a majority nf Ihe slock 

46 

47 ART1CLK I X . 

4 8 I N T E R N A L REVENUE CODE ELECTION 

49 

50 This agicemenl is nol intended lo create, and shall nol be const i i.i'd lo ere tile, a relationship of pai Inc i ship or an association 

51 for profit between or among the parlies hereto. Notwithstanding any piovision herein lhal lhc rights and liabilities hcieundcr arc several 

52 and not joint or collective, or lhal Ihis agicemenl and operations hereunder shall nol conslil jle a pnilnciship. if. for federal income lax 

53 puiposes, this agreement ami lhc operations hereunder aic icgaidcd as a pnilnciship. each parly hcieby aflecicd elects lo be excluded 

54 fiom lhc application of all of the provisions of .Subchapter " K " . Chapter I . Subtil Ie " A " , of Ihe Internal Revenue (rode of 1954, as JK-I -

55 milted and authorized by .Section 761 oflhe ('ode and lhc icgulalions promulgated Iheieundcr Operalor is aulhoii/ed and diicclcd lo cx-

56 cculc on behalf of each party hcieby alleetcd such evidence of this elect ion as may be icquircd by lhc Secretary ol lhc I icasui y of the 

57 United Stales or the Eederal Internal Revenue Service, including specifically, but not by way of limitation, all of lhc iclurns. statements, 

58 and the data required by Eederal Regulations 1.761. Should iheic be any requirement thai each paily hereby allccled give further 

59 evidence of ihis election, each such parly shall execute such documents and furnish such olhcr evidence as may be required by ihe 

60 I Tile l nl lulci mil Revenue Sci vice oi as may be nci cssiu y lo evidence Ibis eleel inn. No such party shall give any nol ires ni lake any olhcr 

61 action inconsistent wilh the election made hcieby. II any picsenl oi lulu i e income lax laws o I I lie sl ale or sl ales in which Ihe Conh acl 

62 Area is located or any future income lax laws of lhe United Stales contain piovisions siniilai lo lliosc in Subchapter " K " . Chapter I . 

63 Subtitle " A " , oflhe Internal Revenue Code of 1954, under which an election similar lo lhal piovided by Section 761 oflhe Code is per-

64 milled, each parly hereby allccled shall make such election as may Ix; |x:i milled or required by such laws. In making (lie foregoing clcc-

65 tion, each such party slates thai lhc income del ived by such party li oin opci alious hcieundei can be adequately deleimined without lhc 

66 computation of partnership 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 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

5 docs not exceed b e n t l l Q . U S A r i x L : ^ - " Dollars 

6 ($ 1 0 , 0 0 0 . 0 0 ) a n d if the payment is in complete settlement of such claim or suit. If the amount required for settlement cx-

7 cecds the above amount, the parties hereto shnll assume nod lake over the further handling of the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be al the joint cx-

9 pense of the parties participating in the ojrcralion from which the claim or suit arises. If a claim is made against any party or if nny party is 

It) sued on account of any mailer in isiug fi om opci alious herein a lei over which such individual has no conli ol because of lhc righl s given 

1 1 Operalor by Ihis agreement, such paity shall immediately notify all other paities. and the claim or suit shall Ire healed as any other claim 

12 or suit involving operations hereunder. 

13 

M A R T I C L E X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, who'ly or in pari, by force majeure to amy out its obligations under this agreement, other than 

18 the obligation to moke money payments, lhal parly .shall give lo all olhcr parlies prompt written notice of the force inn/cure wilh 

19 reasonably full particulars concerning i l ; thereupon,.the obligations of the puny giving lhc notice, so far as they are affected by (be force 

20 majeure, shall be suspended during, but no longer than, lhc continuance of (he force majeure. The iifleclcd party shnll use nil reasonable 

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

22 

23 The requirement that any Ibrce majeure shall be remedied with till r easonable dispatch shall not require ihe settlement of strikes, 

24 lockouts, or other labor difficulty by lhc party involved, contrary lo its wishes; how all such difficulties shall be bundled shall be entirely 

25 wilhin lhc discretion o f l h e parly concerned. 

26 

27 The term "force majcuie", as here employed, shall mean an act of Ood, strike, lockout, or oilier industrial distiubtuicc, act of 

28 Ute public enemy, war, blockade, public riot, lightning, lite, slorm, fkxxl, explosion, governmental action, governmental dclny, resitninl 

29 or inaction, unavailability of equipment, und any olhcr cause, whether oflhe kind specifically enumerated alxivc or otherwise, which is 

30 nol reasonably wilhin lhc control of lhc party claiming suspension. 

31 

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

33 NOTICES 

34 

35 All notices authorized or required between Ihe parties and required by any of the piovisions of Ihis agicement, unless othci wise 

36 sjx;cilically provided, shall Ix; given in willing by mail or telegram, jxistage or charges prepaid, or by telex or telecopier nnd addressed lo 

37 lhc parties lo whom lhc notice is given at lhc addresses listed on Exhibit " A " . The originating notice given under any piovision hereof 

38 shall be deemed given only when received by Ihe parly lo whom such notice is directed, and lhc lime for such party lo give nny nolicc in 

39 response thereto shall run from lhc dale the originating notice is received. The second or any res|X)iisivc nolicc shall be deemed given 

40 when deposited in the mail or wilh (he telegraph company, wilh postage or charges prepaid, or sent by Iclex or telecopier. Each parly 

41 shall have (he righl to change its addicss at any time, and from time to lime, by giving written notice thereof to all olhcr parties. 

42 

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

44 T E R M OE A G R E E M E N T 

45 

46 This agicemenl shall remain in full force and effect as to tne oil and gas leases imd/or oil and gas inleiesls subject hereto for the 

47 |x:riixi of time selected below; piovided, however, no party hereto shall ever Ix: eonslnied as having any right, tille or inlcrcsl in or lo any 

4R lease or oil and gas inleiesl conli ibulc.d by any olhcr party beyond lhc term of ibis agreement. 

49 

50 Option No. 1; So long as any of lhc oil and gas leases subject to this agreement remain or aic continued in force ns to any purl 

51 ol lhc Contract Area, whetbei by produclion, extension, renewal or otherwise. 

52 

53 y Option No. 2: In lhc event lhc well described in Article V I . A . , or any subsequent well (hilled under any piovision of this 

54 agicemenl, icsulls in produclion ol oil and/or gas in piiying qunnlilies, Ihis iigiecincnl shall continue in force so long ns any such well or 

55 wells produce, or arc capable of ptoduclioti, and for an additional |x'iiixl of _ „ 9 0 days fiom cessation of all pioduclion; provided, 

56 however, if, prior lo (he expiration of such additional pcriix!, one or more of the parties hereto arc engaged in drilling, reworking, deepen-

57 ing, plugging back, lesling or attempting to complete a well or wells hereunder, (his agreement shall continue in force until such opcra-

58 (ions have been completed and if pnxluclion results therefrom, this agreement shall continue in fotcc as provided herein. In the event the 

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

60 of producing oil and/or gas fiom the Coutiacl Area, Ihis agicemenl shall terminate unless diilling, deepening, plugging back or rework -

61 ing opcralons arc commenced wilhin __.9Q days fiom lhc date of abandonment of said well. 

62 

h3 ll is agiecd, however, lhal Ihe termination of this agreement shall nol relieve any party hereto from any liability which has 

64 accrued or allached piior lo ihe dale of such lamination. 

65 

66 

67 

68 

69 

70 

1.3 
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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 

:i 

' I A . Laws, Regulations and Orders: 

5 

6 l ids agreement shall he subject lo the conservation laws of lhc stale in which Ihe Conlract Aica is located, lo the valid rules, 

7 regulations, and orders of any duly constituted regulatory bcxly of said stale; and lo all olhcr applicable federal, slate, and local laws, or-

8 diniinccs, rules, regulations, and orders. 

9 

It) I I . Governing Law: 

1 I 

12 'Iliis agreement and all mailers pertaining hereto, including, but nol limited lo, matters ol pciToimnncc, non-pcrformancc, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shall lie governed nnd determined by lhc law oflhe slate in which 

I'l the Contract Area is located. If the Conduct Aica is in two or more stales, lhc law of lhc slide ol N e w M e x i - Q O 

15 shall govern. 

16 
17 C. Regulatory Agencies: 

18 

10 Nothing herein contained shnll gi nut, oi be consti ucd lo gi anl, Opei alor Ihe i ighl or anlhoi ily lo waive or iclcasc any l ighls, 

20 privileges, or obligations which Non Opeintors may have under federal or slate laws or under rules, regulations or orders promulgated 

2 I under such laws in reference to oil, gus and mineial ojx:ialions, including the location, o|x;intion, or produclion of wells, on Uriels oflsct-

22 ling or adjacent lo Ihe Contract Area. 

23 

2'1 Willi respect lo lhc o|xMalions hcieundcr, Non Opcralois agree lo idense 0|>eraloi fiom any and all losses, damages, injuncs, claims 

25 and causes of action nrising out of, incident to or resulting directly or indirectly from Ojiernlor's interpretation or npplicntion of rules, 

26 rulings, icgulalions or orders of the Dcpnrtmcnt of Energy or predecessor or successor agencies lo the extent such interpretation or np-

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

28 Operator's share of produclion that Operalor may be required lo refund, rebate or pay iis a result of such an incorrect interpretation or 

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

30 

31 Non-Operators aulhori/.c Operator to prcpate and submit such documents as may be icquircd lo be submitted to the purchaser 

32 of any crude oil sold hereunder or lo nny olhcr ]>crson or cnlily pursuant lo the requirements of the "Crude Oil Windfall Profit Tax Act 

33 of 1980", os same may be amended from lime lo lime ( " A d " ) , and any valid regulations or rules which may be issued by llie Treasury 

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

35 which is required lo be furnished by said Acl in a timely manner and in sufficient dclail lo pcrmil compliance with said Act. 

36 

37 A R T I C L E X V . 

38 OTHER PROVISIONS 

39 
40 

A ] 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 

42 

4 } 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 

44 
O p e r a t i n g Company as O p 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 

<)7 of own 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 

48 

^ removal as Op e r a t o r o f the C o n t r a c t Area. 
50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

14 



1982 - Model Form Operating Agreement 

ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parlies hei elo and lo their 
respective heirs, devisees, legal repiesentativns, successors and assigns. 

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

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

OPERATOR 

RICHARDSON OPERATING C O M P A N Y 

Cathleen Colby, Attorney-intact" 

Date: RlafU^^ I, 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION COMPANY 

Cathleen Colby, Attorney-iR^Fact 

Date fel&rucir-y /, 960) 



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, Ranqe 14 West 
Section 9 SE/4 
San Juan County, New Mexico 

II. 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 



STATE OF COLORADO ) 
) ss. 

COUNTY OF DENVER ) 

The foregoing instrument was acknowledged before mc this F' 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 mc this 
February, 2001, by William A. Mall. 

day of 

My Commission Expires: 



( OfAS - KIM - OiriMOMl; 

M t i r M M i M i n i i i l r i l \ i y l l t f l t . u m t i M 

s"-"- --••--II! 
i :xi uiu i " " 

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 

1. O K N K U A I . I 'HO V ISIONS 

D o l i n i l i o m i 

"Jo in t P rope r t y " nh:vll mean llie- i r a l ami personal pi up r i ly subject, lo (he a|;i ec inen l to w l i ie l i t l i i i i Accuu i i l inu ; t ' l uecdure 
i;i nl Inched. 
" J o i n t O pel n i l on.s" shal l inoai i a l l opera I ions nrei!.'i';:i i y oi | n oper for t in : deve lopment , optica I Ion, ) no I eel Ion ami ma In le 
l ia i icc of lhc Jo in t P rope r l y . 
" Jo in t Accoun t " shal l mean l l ie ace.ouiil. showiup, l l ie eli:u p,r.-i paid and c.l edits received in the conduct of lhc Jo i i i l Opera 
l ions and w l i i ch arc lo be ahui cd by the I'm lie.-,. 
" O p e r a t o r " n l ia l l mean the pa r l y des lpunU'd lo conduct, lhc Jo in t Opera t ions . 
" N o n Ope ra to r s " shal l mean lhc Par l i es to Ib is np,i ocmel11 o lbc r l l i u i i tho Opera to r . 
" P a r l i e s " n lml l n ic i i i i Opci n lo i und Non-Opei nl.ni s. 
" M i n i l,ov<j| Superv isors" shal l n ieai i I hose employees whose p r i m a r y funct ion in Jo in t Opel ntion.'i in lhc direel. supei vision 
of o ther em ploy con a u d / o r con t i i i r t , lubor d i i ecl.l.y. emp loyed on the Jo in t P rope r l y lu a f ie ld opci i i l ln j r capac i ty . 

. "Techn i ca l lCmpIo.yec.'i" sha l l inc : in IJ io;:c employees bav in ; ; special mnl spec i f ic cne inee i i i 'Rr I'l.'olofM'i.'ul or tdher profes 
nloiml sk i l ls , and whose p r i m a r y func t ion in Jo in t Opei al iens is Ihe l i nnd l i i i | ; of specif ic opei u l i n i ; eoi id l l ionn mid pi oblem:', 
for the benef i t of the Jo in t J'roperl.y. 

" l 'er. ' ioi tnl ICxpcuses" shal l menu 11 avid and o lhe i reasonable i e i m b u i sable expenses of ( )pm aloi employees. 
" M a t e r i a l " i ihnl l mean personal p iopcr l . y , e t )u i |m inn I or suppl ies .acquired or held for use on the Jo in t 1 ' ioper ly . 
" C o n t r o l l a b l e M a t e r i a l " nh.'dl menu M n l e i i a l w h i c h u l (be l.iiue is no e I mini f led In the M n l e i i n l Cbir.ni t Icul.iuu M t i m i u ' nn 
most recent ly recommended by the Counc i l of l 'e l i o leum Aceou i i l u11In Societ ies. 

S t a t e m e n t a n d Ui l l i i ie .n 

Opera to r ahul l b i l l Non-Ope i 'a lo i s on or bofin e l l ie hint day uf each m o n t h for the i r p ro j io i l innn le r.liurc ot Ihe Jo in t Ac 
count for (.be preced ing inon lh . Such hi lh i w i l l lie i iecuuipni i ied by statements wh ich ident i fy the nu l l i o r i l y fur expend i lu i e, 
lease or fac i l i t y , and ni l cha ises nnd credits, su in iun i i/.od by app rop r i a t e c lassi f icat ions of inves tment and expense exeepl 
thnt i leum of Con t ro l l ab le M a l e r i a l nnd unusua l chai e.cs und c red i ts n lu i l i be separately i den t i f i ed and fu l ly dener ibed in 
detail. 

A d v a n c e s a n d P a y m e n t s try N un - O p e r a lo i n 

A. Onler.ii o the rw ise p i o v i d e d for in l l ie up, i ecme i i l , Ihe Opei nine may r e q u i r e the Mon-Opera l oi n lu advance the i r 
••ihnre of l.'.'ilimnlcd cash mi l lay for l l ie suceeedin i ; month 's operat ion w I Ll r 1 it f i f teen [U>) duy:i a f te r rece ip ' »f Ihe b i l l -
111 FT or by the f i n d day of l l ie mon th fin wh ich Ihe advance hi r e i p i i r ed , wh ichever i'i Inter. Opera lo r idt i i l l m l j ie i l each 
m o n t h l y b i l l i n g lo re f lect advance.1) received f ro i i i l l ie Nun-Opera to rs . 

tt. 1','iich No i i -Open i l o r shal l pay iln propoi (ion of al l b i l ls w i t h i n f i f teen ( Hi) days af ler receipt . I f pay iuen l Is nut made 
w i l h i n nuch l i m e , the unpa id balance, ahul l bear in le i eal mon th ly al. Ihe p r i m e i ale in e l teet u l C1KA.SC; 

Mai iJ i>a.b l r .«m., N e w Y o r J c on (he f i rs t day nf the mon th In wh ich de l inquency uccuni plus 1% or (he m a x i m u m 
con t rac t ra te p e r m i t t e d by the app l i cab le usui y laws in the slate in wh i ch Ihe Jo in t P roper l y is located, wh ichever 
is the looser, p lus a t torney 's fec i , c o i i r l cost;;, and o i l i e r cosls lit connect ion w i t h the col lect ion of unpa id nu iot i i ib i . 

A d j u s t m e n t " 

Payment of nny such bi l la .shall not p re jud ice l l ie r ip j i l . of .'my Non Opera lo r to protest or quest ion the correctness Uieieof; 
p rov ided , however , ni l b i l l s and s l u l emeu l s tendered lo Mnn-Opei : i lui s by O p e i u l o r d u r i n g nny ca lendar year nl ial l con
c lus ive ly be p resumed to be t rue and cot reel, a f l e r I w e n l y l ou r [VA) mi iu th i i f id lowhi | r the end of nny nuch ct i le i idar year, 
unless w i t h i n the naid Iweu l y - f uu r (?.•!) u io i i l b per iod a f Ion-Opei a lor lubes w r i t t e n except ion thereto and makes c l a im uu 
Operator for ad jus tment . No ;idju.sl.moul favorab le Ut O p c i n l o r shal l be ini i t le unlesii i l is ui i tdt! i v i l h i n the name pretici ibed 
per iod. Tho provis ionn of Ibis p a r a g r a p h shal l no l prevent ad jus tments resu l l i np f r om a physical Inventory of Cont ro l lab le 
M a l e r i a l as p rov ided for in Sect ion V. 



Audits 

A. A Noil-Operator, upon uolice in wr i l iu i ; In Operalor ami all oilier Non-Operator:;, nliall have Ihe righl. to audit Opera
tor's accounts and record:: relating lo the Joint Account for any calendar year wilhin the twenty-four {VA) month 
period following the end of such calendar year; provided, however, (he making of an audit shall not extend the time 
for the taking of written exception lo and Ihe adjusl incuts of account:; as provided for in Paragraph A of (his Section 
I . Where there are two or more Non (Iporaloi:;. (lie Non Operalor:; shall make every reasonable effort to conduct a 
joint audit in a manner which wil l result, in a minimum of inconvenience lo the Operator. Operator shall bear no por
tion of the Non-Operators' audit, cosl inciu red under this paragraph unless agreed to by Uie Operator. The audits 
shall not be conducted more than oner each year without prior approval of Operalor, except upon the resignation or 
removal of the Operator, and shall be made at Ihe expense of those Nou Operalor:; approving such audit. 

i i . The Operator shall reply in wr i t ing lo an audi! icporl wilhin 1,'tO day:; after receipt of such report. 

Approva l My Non-Operators 

Where an approval or other agreement of Ihe Parlies or Non-Operators is expressly required under other section:; of Ihis 
Accounting Procedure and if the agreement to which Ibis Accounting Procedure is attached contains no contrary provisions 
in regard thereto. Operator shall notify all Non Operalor:; of the Operator's proposal, and the agreement, or approval of 
a majority in interest of the Non Operators shall be controlling on all Non-Operators. 

I I . D I R E C T C l l A R O E S 

ralor shall charge the Joint Account with the following items: 

Ecological nnd Environmental 

Coats incurred for the benefit of the Joint, Property as a result of governmental or regulatory requirements to satisfy environ
mental considerations applicable to the Joint Operalions. Such cosls may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

Rentals and Royalties 

t,casc rentals and royalties paid by Operalor for the Joint Operations. 

Labor 

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

(V.) Salaries of First Level Supervisors in Ihe field. 

(I!) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rales. 

(•1) 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 rates. 

B. Operator's cosl of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable lo the Joint Account under Paragraph .'1A of this Section IL Such costs under 
this Paragraph 315 may tie charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable lo the Joint Account under Paragraph >'!A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operalor':; cost, experience. 

0. Expenditures or contributions made pursuant lo assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable to the Joint Account under Paragraphs I!A and III? of Ibis Section I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
,'IA of (his Section I I . 

Employee Mcnefils 

Operator's current costs of established plans for employees' group life insurance, hospitalization, 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 of this Section II shall lie Operator's actual cost not to exceed the percent most recent
ly recommended by the Council of Petroleum Account ants .Societies. 

M ater inl 

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 fo the Joint Properly as may tie required for immediate use and is reasonably practical 
and consistent with efficient and economical operations. The accumulation of surplus slocks shall be avoided. 

Transportat ion 

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

A. Jf Material is moved to the Joint Properly from Ihe Operator's warehouse or other properties, no charge shall be made 
to lhc Joint Account for a distance greater lhan the distance from the nearest reliable supply shire where like material 
is normally available or railway receiving point nearest, the Joint Properly unless agreed to by the Parties. 



l i . If Mil I plun M al.miul is moved lo O j MM nloi V. waiohousc or oilier sloi age 1 ><'i n I . no rliai gc shall In- ninth' lo the .Inint, Ac 
eount for n distance greater than the distance (o Ihe.nearest reliable supply store where like malerial is normally 
available, or railway receiving point nearest the Joint Property unless agreed fo by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging lo Operator, unless agreed to by the 
Parties. 

0. In the application of subparagraphs A and H above, the option lo equalize or charge aclual trucking cost in available 
when the actual charge is !|'.l()<) or loss excluding accessorial charges. The $'10(1 wil l be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants .Societies. 

Services 

The cosl. of contract services, equipment and ulililies provided by oulsido sources, except services excluded by Paragraph 
10 ofSection I I and Paragraph i , i i , and i i i , of Seel ion I I I . The cost of professional consultant services and contract 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 contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parlies. 

Equipment nnd Facilities Furnished Hy Opcralor 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurale 
wilh costs of ownership and opei al ion. Such rale", shall include costs of maintenance, repairs, other operating expense, 
insurance, laxes, depreciation, and inleiesl on gross investment less accumulated depreciation not fo exceed .._..„... 
_ LwGXve percent ( J2 - "''•) per annum. Such tales, shall not exceed average commercial rales currently pre
vailing in the immediate area of the Joint Pi opei ty. 

It. In lieu of charges in paragraph HA above. Operator may elect lo use average commercial rales prevailing in the immedi
ate, area of the Joint Properly less 2i)'%>. For automotive equipment, Operator may eleel to use rales published by Ihe 
Petroleum Motor Transport Association. 

Damages and l/osscs to Joint Property 

All costs or expenses necessary for llie repair or replacement of Joint I Yoperly made necessary because of damages, or losses 
incurred by fire, flood, storm, l lu-f l , accident, or other cause, except those, resulting from Operator's gross negligence or 
wi l l fu l misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

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 Joint Properly, except thai no charge for services of Operator's legal staff or fees or expense of outside attor
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covei ed try (he 
overhead provisions of Section I I ! unless otherwise agreed lo by (he Parlies, except as provided in Section I , I'aragraph 
fi. 

Taxes 

Al l laxes of every kind and nature assessed or levied upon or in connection with Ihe Joint Properly, the operation thereof, 
or the production therefrom, and which faxes have been paid by the Operator for the benefit of the Parlies. If Ihe ad valo
rem (axes are based in whole or in pari upon sepat ale valuations of each parly's working inleiesl,, then notwithstanding 
anything to the contrary herein, charges lo the Joint Account shall be made and paid by the Parlies hereto in accordance 
wi l l i the tax value generated by each parly's working interest.. 

Insurance 

Net premiums paid for insurance required to lie carried for the Joint Operations for the protection of the Parlies. In the 
event Joint Operations are conducted in a stale in which Operator may act as self-insurer for Worker's Compensation and/ 
or Employers Liabili ty under the respective slate's laws. Operator may, at its election, include the risk under its self-
insurance program and in that event, Operalor shall include a charge a I. Operator's cosl not lo exceed manual rales. 

Abandonment nnd Reclamation 

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

Communications 

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

Other Expenditures 

Any oilier 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 (« the Joint Properly and is incurred by (he Operator in the necessary and proper conduct of the Joint 
Operations. 



111. O V E R H E A D 

1. Overhead - D r i l l i n g und Producing Opci alious 

i . An compensation for adminisl.ralive, supervision, office services and warehousing cosl."., Operalor shall charge di i l l ing 
and producing operations on either: 

( x ) Fixed Hate Basis, Paragraph I A, or 
( ) Percentage Basis, Paragraph l l i 

Unless otherwise agreed to by the Parlies, such charge shall 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 
.TA, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving govornmenl nl agencies shall be considered as included in the overhead rater, 
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed fo by the 
Purlins as a direct charge to the Joint Account. 

i i . The salaries, wages anil Personal Expenses of Technical Employees and/or the cosl 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 ) shall not be covered by the overhead rales. 

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 I'ruperly: 

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

A. Overhead - Fixed Hale Basis 

(1) Operator shall charge the Joint Account, al. Ihe following rales per well por month: 

Dr i l l ing Weil Hale :f __5 T 000 .00 
(Prorated for less than a ful l month) 

Producing Well Hate If ^ 0 0 . 0 0 

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

(a) Dr i l l ing Well Kate 

(1) Charges Tor dri l l ing wells shall begin on the dale the well is spudded and terminate on the date the dr i l l 
ing t'ijT, completion rig, or oilier units used in completion of the well is released, whichever is later, except 
that no charge shall be made dm ing suspension of d r i l l i ng or completion operations for fifteen (15) or 
more consecutive calendar days. 

(Z) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made al the dr i l l ing well rale. Such charges shall lie 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, exccpl thai, no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Hales 

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

(2) Each active completion in a mulli-completed well in which produclion 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. 

(,'i) An inactive gns well shut in because of overproduction or failure of purchaser fo lake the produclion shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com 
pleted on any well. This one-well charge shall be 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 bid not. limited lo inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall nol, qualify for an overhead charge. 

(.1) The well rales shall be adjusted as of the first day of Apr il each year following the effective date (if Ihe agreement 
lo which this Accounting Procedure is allached. The adjustment shall tie computed by multiplying the rnle cur
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum nnd On.i 
Produclion Workers for the last calendar year compared to Ihe calendar year preceding as nhown by the Index 
of average weekly earnings of ('rude Petroleum and (!as Production Workers as published by lhc United Stales 
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, as applicable. The adjusted rales shall be the rales currently in use, plus or minus Ihe computed ad
justment. 

B. Overhead - Percentage Basis 

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



(a) Development. 

Percent. ( %) of the cost of development. oT the Joint. Property exclusive of costs provided 

under Paragraph It) of .Section 11 and all salvage credits. 

(h) Operating 

Percent ( %) of the cost of operating the Joint Properly exclusive of costs provided under 
Paragraphs 2 and It) of Section 11, all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Properly. 

(2) Application of Overhead Percentage I'.asis shnll be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IM of Ihis Section I I I , development 
shall include all cosls in connection with dr i l l ing , redril 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 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 nol, completed as a producer, and original cost \>[ construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction ns 
defined in Paragraph 2 of this Section I I I . Al l other costs shall be considered as operating. 

2. Overhead - M a j o r Construction 

To compensate Operator for overhead costs 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 opei alion of the 
Joint Properly, Operator shall either negotiate a rale prior lo the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rales for any Major Construction project in excess of $ : 

A. „ - r i - % of first. $ 100.000 or total cost if less, plus 

H. ... - 3 - % of cosls in excess oT If 11)1),000 but less lhan $1,000,000, plus 

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

Total cosl shall mean the gross cost of any one project. For the purpose of this paragraph, tho component parts of a single 
project shail not be treated separately and the eos.l of dr i l l ing and workover wells and art if icial l i f t equipment shall be 
excluded. 

II. Catastrophe Overhead 

'Po compensate Operator for overhead cosls incurred in Ihe event, of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes us agreed to by the Pnrties, which tire neeemmry 
lo restore lhc Joint Properly lo the equivalent condition that, existed prior lo the event causing the expenditures, Operator 
shall cither negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rales: 

A. -5.-=- % of total costs through $100,000; plus 

M. _ . ^ 3 . ^ % or lolal costs in excess of $ 100,000 but less than $1,000,000; plus 

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

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

'1. Amendment of Rales 

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

IV . PRICTNC OF .JOINT A C C O U N T M A T E R I A ! , 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 Joint Property. Operator shall provide all Malerial for use on the Joint Properly; however, al Operator's 
option, such Material may be supplied by the Non Operator. Operator shall make timely disposition of idle and/or surplus 
Malerial, such disposal being made either through sale to Operalor 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 H 
Malerial. The disposal of surplus Controllable Material nol, purchased by the Operalor shall be agreed to by Ihe Parlies. 

1. Purchases 

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

2, Transfers and Dispositions 

Malerial furnished lo the Joint Property and Malerial transferred from the Joint Properly or disposed of by the Operator, 
unless otherwise agreed lo by the Parties, shall be priced on lhc following basis exclusive of cash discounts: 



A. Now Malerial (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular [roods, sized 2% inches OO and larger, except line pipe, shall be priced a I. Eastern mil l published 
carload base prices effective as of dale of movement phis I rausporl al ion cosl using the 80.00(1 pound carload 
weight basis lo the railway receiving point nearest, the Joint Properly for which published rail rates for 
tubular goods exist. If the 80,01)0 pound rail rale is not offered, the 70,000 pound or !)(>,00() pound rail rale 
may be used. Freight charges for tubing wil l be calculated from l/orain, Ohio and casing from Youngslown, 
Ohio. 

(b) For grades which are special lo one mill only, prices shall be computed at the mill base of that mil l plus trans
portation cosl from Dial mil l to Die railway icceiving poi uf nearest, the Joint Property as provided above in 
Paragraph 2.A.(l)(a). For transportation cosl. from points other than Eastern mills, the !!(),()()() pound Oil Field 
Haulers Association interstate (ruck rale shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out of-slock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate .'10.000 pound truck rale, to 
lhc railway receiving point nearest the Joint Properly. 

(d) Macaroni tubing (size less than 2% inch Oil) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale per weight 
of tubing transferred, lo the railway receiving point nearest Ihe Joint Properly. 

(2) Line Pipe 

(a) Line pipe movements (except size 2-1 inch OI) ami larger with walls % inch and over) .'10,000 pounds or more 
shall be priced under provisions of lubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 2-1 inch OI) and larger with walls yK inch nnd over) less lhan ,'10,000 pounds 
shnll be priced al. Eastern mill published carlo/id base prices effective' as of dale of shipment, plus 20 percent, 
plus transportation costs based on freight, rales as set forth under provisions of tubular goods pricing in Para
graph A.(l)(a) as provided above. Freight, charges shall be calculated from I /u ain, Ohio. 

(c) Line pipe 2\ inch OD and over and y, inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices, plus, transportation cosl, lo the railway receiving point nearest the Joint 
Properly. 

(<l) Line pipe, including fabricated line pipe, drive pipe and conduit nol listed on published price lists shall be 
priced at quoted prices plus freight lo Die railway receiving point nearest the Joint Properly or at prices 
agreed lo by the Parlies. 

('.)) Olhcr Material shall be priced at the current new price, in effect al dale of movement, as listed by a reliable supply 
store nearest Ihe Joint Properly, or point of manufacture, plus fraiisporl.aliou costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) Unused new Material, except tubular goods, moved from the Joint Properly shall be priced at the current new 
price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Properly, or point of 
manufacture, plus transportation cosls, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new lubulars wi l l be priced as provided above in Paragraph 2 A ( I ) and (2). 

13. (lood Used Material (Condition li) 

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

(1) Material moved In the Joint Properly 

A l sevenly-five percent (75%) of current new price, as determined by Paragraph A. 

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

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally 
charged lo lhc Joint. Account as new Material or 

(b) A l sixty-five percent (55%) of current new ju ice, as determined by Paragraph A, if Malerial was originally 
charged to the Joint Account as used Malerial. 

(I!) Malerial not used on and moved from the Joint Property 

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

The cosl of reconditioning, if any, shall be absorbed by Die transferring property. 

C. Other Used Material 

(1) Condition C 

Malerial which is not in sound anil serviceable condition and not suitable for its original function until after recon
ditioning shall be priced al f i f t y percent. (50%) of current, new ju ice as determined by Paragraph A. The cosl of 
reconditioning shnll be charged lo the receiving properly, provided Condition C value plus cosl of reconditioning 
docs nol exceed Condition If value. 
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(2) Condition I) 

Material, excluding junk, no longer suitable for its original purpose, but. usable for some oilier purpose shall be 
priced on a basis commensurate with its use. Opei alor may dispose of Condition 0 Material under procedures 
normally used by Operator without prior approval of Non Operators. 

(a) Casing, tubing, or dr i l l pi po used as line pipe shall be priced as Grade A and I i seamless line pipe of com
parable size and weight. Used easing, tubing or d r i l l pipe utilized as line pipe shall be priced al used line 
pipe prices. 

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

(IS) Condition F, 

dunk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally utilized by Operalor without prior approval of Non-Operators. 

I). Obsolete Malerial 

Material which is serviceable and usable for its original function but condition and/or value of such Malerial is not 
equivalent to thai which would justify a price as provided above may bo specially priced as agreed lo by the I'nrlies. 
Such price should result in the Joint Account being charged with the value of the service rendered by such Malerial. 

E. Pricing Conditions 

(1) I/iading or unloading costs may be charged to the Joint Account al the rale of twenty-five cents (251') per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading cosls sustained at the slocking 
point. The above rale shall be adjusted as of the first day of Apr i l each year following January 1, 19S5 by the same 
percentage increase or decrease used lo adjust overhead rales in Section I I I , Paragraph l.A(!l). Each year, the 
rale calculated shall be rounded lo the nearest cent and shall be the rale in effect, until the first day of Apr i l next 
year. Such rate shall be published each year by Ihe Council of Petroleum Accountants Societies. 

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

It. P remium Prices 

Whenever Material is nol readily obtainable al published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for llie required 
Malerial al the Operator's actual cost incurred in providing such Material, in making i l suitable for use, nnd in moving 
it lo the Joinl Property; provided notice in wr i t ing is furnished to Non-Operators of the proponed chargo prior to bil l ing 
Non-Operators for such Malerial. Ench Non-Operator shall have the right, by so electing and notifying Operator wilhin 
ten rlays after receiving notice from Operator, lo furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. 

\ . War ran ty of Mater ia l Furnished l!y Operator 

Operator docs not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 
Account until adjustment has been received by Operalor from the manufacturers or their agents. 

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

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention lo take inventory shall be given by Operator at least thir ty (HO) days before any inventory is lo begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven
tory shall bind Non-Operators lo accept the inventory taken by Operalor. 

2. Reconciliation and Adjus tment of Inventories 

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

It. Special Inventories 

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 duty of the parly selling lo nolir.y all other Parties as quickly as possible after the transfer of Interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operalor, all Parlies shall be governed by such inventory. 

\ . Expense of Conducting Inventories 

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

H. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in
ventories required due lo change of Operalor shall be chaiged to the Joinl Account. 



Exhibit "D' 

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

With respect to 
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. 

E-2 



A.A.P.L. FORM 610 - 1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

February 1 , 2001 

OPERATOR Richardson Operating Company 

CONTRACT AREA Township 29 North. Ranqe 14 West, NMPM 

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

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

STATE OF New Mexico San Juan COUNTY OR PARISH OF 



1982 - Model Form Operating Agreement 

TMMM OF CONTENTS 

Article l i t lc Page 

1 DEFINITIONS I 

I I . EXHIBITS 1 

I I I . INTERESTS OF PARI IES 2 

A. O i l . AND OAS INTERESTS 2 

It. INTEREST Of* PARTIES IN COSTS A N D PRODUCTION 2 

C. EXCESS ROYALTIES. OVERRIDING ROYALTIES A N D OTHER PAYMENTS 2 

D. SUBSEQUENTLY CREATED INTERESTS 2 

IV. T I T L E S 2 

A. T ITLE EXAMINATION 2-3 

IJ. LOSS OE TITLE 1 

1. Eailurc of ' l itlc I 
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I OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, cnieieil inin l>y ami bciwcin K i c l i d r c l a o n Q p o r v j h j i i t j C o m p a n y 

'I . . _ . _ _ _ . _. . _. _ , beieiiinller ilcNigimled mill 

5 referred lo as "0|>criilor", and llie signaloiy pany oi paities oilier lhan ()|>cralor, sometimes lieieinaller iclcrrcd to individually herein 

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

7 

8 W U NESSETII: 

9 
10 WHEREAS, the parlies to this agreement arc owners ol oil and gas leases and/or oil and gas inleresls in lhc land identified in 

11 Exhibit " A " , and the parlies hereto have reached nn agreement lo explore and develop these leases and/or oil nnd gas interests for the 

12 piodnction of oil nnd gas lo llie extent and as heieiiinller provided, 

13 

14 NOW, THEREFORE, it is ugiccd as follows: 

15 

16 ARTICLE- I . 

17 DEFINITIONS 

18 

19 As used in Ibis agreement, llie lollowing words and Icims sball have llie meanings here asciibcd lo lliein: 

20 A. Tbc term " o i l and gas" sball mean oil , gas, casinghead gas, gas condensate, and all oilier liquid or gaseous liydrocaiIrons 

21 and olbcr marketable substances produced therewith, unless an intent lo limit tbc inclusivencss of ibis lerm is specifically staled. 

22 I), tbc terms " o i l and gas lease", "lease" and "leasehold" shall menu lhc oil and gns leases covering trncls of laud 

23 lying wilhin the Contract Area which arc owned by the pailics lo Ibis agreement. 

24 C. The term " o i l anil gas inleresls" sball mean unleased tec and mincuil inleresls in liaels of land lying wilhin Ihe 

25 Contract Area which nre owned by pnrties lo this agreement. 

20 I) , 'fhe lerm "Conlincl Aien" shnll luenii nil uf l l ie linuls. oil ami yns lenselmld inleiesls nnd oil nml RUM inleresls intended lo be 

27 developed and operated for oil and gas pui|>oscs inulei Ihis agicemenl. Such lands, oil and gas leasehold inleiesls and oil and gas inleresls 

28 arc described in Exhibit " A " . 

29 E. The term "dril l ing unit" shall mean lhc area lixed lor lhc dulling of one well hy older or rule of any stale or 

30 federal body having aulhorily. If a diilling unit is not fixed by any such mlc or order, ii diilling noil shall be lhc diilling unit as estahlish-

31 cd by (he pattern of drilling in the Contract Area or as fixed hy express agreement of the Drilling Paities. 

.32 E. The term "dri l ls i te" shall mean lhc oil and gas lease or inlcrcsl on which a pio|>oscd well is lo be located. 

33 O. The terms "Dr i l l ing Parly" and "Consenling Parly" shall mean a paily who agiccs lo join in and pay its share of the cosl of 

34 any operation conducted under lhc provisions of Ihis agreement 

35 I I . The terms "Non-Drill ing Parly" and "Non-Conscnling Paily" shall mean a parly who elects nol lo participate 

36 in a proposed operation. 

37 

38 Unless the conlext otherwise clearly indicates, woids used in llie singular include lhc plural, lhc plural includes lhc 

39 singular, and Ihe neuter gender includes lhc masculine and lhc leniininc. 

40 

41 A R T I C L E I I . 

42 EXHIBITS 

43 

44 Ihe following exhibits, as indicated below and aUnchcd heielo, arc incoiporaled in and made a pail hereof: 

45 W A Exhibit " A " , shall include (he billowing inhumation: 

46 ( I ) Identification of lands subject lo this agicemenl, 

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

48 (3) Peiccnlngcs or Iriielional inleresls of panics lo ibis ngieemenl, 

49 (4) Oil and gas leases and/or oil and gas inleresls subject to Ibis agicemenl, 

50 (5) Addresses of parties for notice purposes. 

51 f l B— Exhibit " I ) " , - Eorm-nf-hc^c. 

52 IM C. Exhibit " C " , Accounting Procedure. 

53 IX I) Exhibit " D " , Insurance. 

54 lyi E. Exhibit " E " , Gas balancing Agreement. 

55 lift E. Exhibit " F " , Non-Discrimination and Ccil i lkal iou of Non Segregated Facilities. 

56 • Cr. Exhibit " G " , Tax Partner-drip. 

57 If any provision oT any exhibit, except Exhibits " l i " and " 0 " , is inconsistent wilh any provision contained in the body 

58 of ibis agicemenl, llie piovisions in lhc body ol this agicemenl shall picvail. 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 ARTICLE I I I . 
2 INTERESTS OE EAR ! I ICS 
3 
4 A. Oil mid Gus Inleresls: 
5 
6 I f any party owns an oi l anil gas interest in lhc Contract Area, that inlcrcsl shall he l iealei l for all purposes of this agreement 

7 anil dur ing lhc term hereof as i f il were covered hy Ihe form of oi l anil gns lease attached hei elo as Exhibit " B " , and tbc owner tbci cof 

8 shall l>c deemed to own both royal ly intcicst in such lease and the inleiesl o f lhc lessee thereunder. 

9 

10 H. Interests o f Part ies in Costs a n d P r o d u c t i o n : 

11 

12 Unless changed by other provis ions, nil cosls and l iabi l i t ies inc l ined in opcinl ions under Ihis agreement shall be borne and 

13 paid, aiul nil equipment and nintci inls ncquiicU in o|K'iniioiei (in lhc ( 'unl inci A ica shnll !>c owned, by lhc piulies ns their liileicslN me scl 

14 forth in Exhibit " A " . In Ihe same manner, lhc pai l ics shall also own all product ion ol oi l and gas Irom the Contract A i ca subject to (he 

15 payment of royalt ies to the cxlenl o f j Q r L a . _ e . i . g b L h ( J L / . 8 . . ) which shall be borne as hereinafter set I'orlh. 

16 

17 Regardless o f which pa i ly has conl i ibuled (he lcasc(.s) and/or oi l anil gas inlcrcsl(s) heielo on which royal ly is due and 

18 payable, each party cnl i l lcd to receive a shaie o f produclion of oil and gas from lhc Coulract Area shall bear and shall pay or deliver, or 

19 cause lo be paid or del ivered, lo (lie cxlenl o l iis inleiesl in such product ion, lhc royally amouiil stipulated hereinabove and shall hold (lie 

20 other parlies fiec f rom any l iabi l i ty l l ierefor. No pai ly shall ever IK- ies|ninsihle. however, on a pi ice basis higher than lhc price received 

21 hy such par ly , to any oi l ier par ly 's lessor or loya l l y owner , and i l any such o lhcr par ly 's lessor or loyal ty owner should demand and 

22 receive settlement on a higher price basis, lhc pai ly contr ibut ing the al lccled lease shall bear the additional royalty burden attributable 

23 (o such higher p r i c e 

24 

25 Noth ing contained in ihis A i l i c l e I I I . B . shall be deemed an assignment oi cioss assignment o f inleiesls cove.ied hc ieby. 

26 

27 (.'. 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 other provis ions, i f the inlcrcsl of any pai ly in any lease covered hereby is subject to any royal ty , 

30 overr id ing royal ly, producl ion paymenl or olhcr buiden on pioducl ion in excess ol lhc amount stipulated in A i l i c le I I I . B . , such paity so 

31 burdened shall assume and alone IKNU nil such excess obligations and shall indemnify and hold lhc olhei pailics hereto harmless fmn i any 

32 and all c laims and demands for payment asserted by owneis of such excess buiden. 

33 

34 I ) . Subsequent ly Crea ted In teres ts : 

35 

36 I f any party should hereafter create an overr id ing loya l l y , pr txh ic l ion payment or oil ier buiden payable out of product ion 

37 attributable lo its work ing inlcrcsl hereunder, QiLil^udi-uTuirujui-Cxii;U;d-prw is-nol-se! f « r l l i - i n -Exh ib i r - u A 1 VoT 

38 w ; i ^ i o l ^Uc lo jMxUruwr iUng - t iM l l ^ ^ 

39 aeeepte*bf>bligalion-*rf-alEpai4i<;s (any such inlcrcsl being hereinafter referred lo as "subsequently created i n l c r cs l " irrespective o f l h e 

40 l im ing o f its creation and lhc parly out o f whose work ing inlcrcsl lhc subsequently created inlcrcsl is derived I c i ng hereinafter referred 

41 to as "burdened p a i t y " ) , i iutl: 

42 

43 1. I f the burdened pai ly is required untlci ibis agicemenl to assign or rel inquish to any other par ly , or parties, all or a port ion 

44 o f its work ing inlcrcsl and/or lhc producl ion nl l r ibulablc thereto, said olhcr par ly , or parl ies, shall receive said nssign-

45 men! and/or producl ion free and clear of saitl subsequently created inlcrcsl nnd lhc burdened party shnll indemni fy and 

46 save said o lhcr par ly , or parl ies, harmless f rom any and all claims and demands for payment asserted by owners o f ihe 

47 subsequently created in lcrcs l ; and, 

48 

49 2. I f the burdened parly fails lo pay, when due, its share of expenses chargeable hereunder, nil provisions o f Ar t ic le V I I . B . 

50 shall be enforceable against the subsequently crcalcd inleiesl in Ihe same manner as Ihey arc enforceable against lhc working 

51 inlcrcsl 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 T i t le examinat ion shall be made on the t l r i l ls i lc o f any ptoposetl wel l pr ior lo commencement o f d r i l l i ng o|icral ions or , i f 

59 the Dr i l l ing Parlies .so request, title examination shall Ix: made on lhc leases and/or oil and gas inleresls included, or planned to t>c includ-

60 w l , in the d r i l l i ng unit around such we l l . The opinion w i l l include lhc ownership o f the work ing in le iesl , minerals, royal ty, overr id ing 

61 loyalty and prtxhicl ion payments under the applicable leases. At the l ime a well is proposed, cacti pai ly contributing leases ami/or oi l and 

62 gas inleresls lo the dr i l l s i l c , or lo be included in such dr i l l ing unit , shall furnish lo 0[x:ratnr all abstracts ( including federal lease status 

63 reports) , t i t le opin ions, t i t le papers and curat ive material in iis possession free o f charge A l l such in format ion not in lhc possession 

64 o f or made available to Operator by the parties, but necessary for the examination o f lhc l i l le , shall be obtained by Operator. Operator 

65 shall cause l i l le lo be examined by allorneys on its staff or by outside allorneys. copies of all l i l le opinions shall be furnished lo each party 

66 hereto. The cosl incurred by Operator in this l i l le program shall be home as fo l lows: 

67 

68 I I Opt ion No. I : Costs inc l ined by Ojieralor in procur 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 l i l le opinions) shall be a part o f ll ie administrative overhead ur. provided in Exhibit " C " , 

70 and shall not be a direct charge, whether per formed by Operator 's s la l f al lorneys or by outside al lorneys. 

2 
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A R T I C L E IV 

continued 

1 (X[ Option No, 2: Cosls incurred by Operalor in procuring abstracts and Ices paid outside attorneys for litlc examination 

2 (including preliminary, supplemental, shut-in gns royally opinions and division order litlc opinions) sball !>e borne by (lie Drilling Paities 

3 in llie proportion tlint the interest of each Drilling Party bears lo llie total inlcrcsl of all Drilling Parlies as such interests appear in Ex-

4 hibil " A " . Operalor shall make no charge for services rendered by iis staff alloi ncys or olhcr personnel in lhc performance of the above 

5 functions. 

6 

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

8 with leases or oil and gns inleresls contributed by such paity. 0|x-ialoi" shall be res|xinsiblc for Ihe piepaialion and recoidiiig of pooling 

9 designations or declarations as well as lhc conduct of hearings IxTorc governmental agencies lor the sccui ing of spacing or |xx>ling ouleis. 

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

1 1 

12 No well shall be drilled on lhc Contract Area until alter (1) the litlc lo llie di illsile or drilling unit has been examined as above 

13 provided, and (2) lhc title has been approved by the examining attorney or lille has been accepled by all oflhe pailics who arc lo par 

14 licipalc in (he drilling of Ihe well. 

I? 

16 11. Loss or Title: 

17 

IH I . 1'iirliiic ol Tille: .Should any oil mid j;ns inleiesl MI Icnsc, MI inleiesl ihcicin. be lost llirougli hiiluie of title, wliic h loss 

19 results in a reduction of inleiesl I I I I I I I that shown on Exhibit " A " , lhc paily contributing the allccled lease or inleiesl shall have 

20 ninety (90) days from final determination of lille failure lo acquiie a new lease or olhei insirument curing lhc entirely of the lille 

21 failure, which acquisition will nol be subject lo Ailicle V I I I . 11.. and failing lo do so, Ihis agicemenl, nevcillieless, shall continue 

22 in force as lo all remaining oil and gas leases and inleresls: and, 

23 (a) l h c party whose oil and gas lease or inleiesl is affected by the lille lailuie shall bcai alone Ihe entire loss and il shall nol lie 

24 cnlillcd lo iccovcr from O|x.'ia(or oi lhc other paities any development or opeialing costs which il may have Ihcielolorc paid or incurred, 

25 bul there shall be no additional liability on iis pail lo lhc olhcr paities heielo by ica.son ot such lille faihuc; 

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

27 which has been lost, but the inleresls o f lhe parties shall be revised on an acreage basis, as of lhc time it is determined finally that 

28 lille failure has occurred, so lhal Ihe inlcrcsl of Ihe parly whose lease or inlcrcsl is allccled by Ihe title, failure will thereafter be 

29 reduced in lhc Contract Area by lhc amount of Ihe inleiesl losl; 

30 (c) I f lhe proportionate inlcrcsl ol lhc olhcr parlies hereto in any piodiicing well Ihereloloie drilled on lhc Contract Aica is 

31 increased by reason oflhe title failure, lhc parly whose lille has failed shall receive the proceeds alliibulablc lo Mic increase in such in-

32 lercsl (less cosls and burdens attributable thereto) until it has been icimbursed for uiuecovered cosls paid by il in connection wilh such 

33 well; 
34 (d) Should any person nol a par ly lo Ihis agicemenl, who is dclcimined lo be lhc owner of any inlcrcsl in Ihe lille which has 

35 failed. pay in any manner any purl of lhc cosl ol o|>ci nl ion, development, or equipment, such amount shall be paid lo lhc parly or pai lies 

36 who bore the cost which aic so refunded; 

37 (c) Any liability lo account lo a third paity for prior pioduclion of oil and gas which arises by reason of lille failure shall be 

38 borne by lhc party or parties whose lille failed in lhc same proportions in which they shared in such prior producuon; and, 

39 (f) No charge shall be made lo the joint account lor legal expenses, fees or salaries, in connection with lhc defense of the inlcrcsl 

40 churned by nny put ly herein, il being lhc in ten! ion ol ihe pin lies hei clo ihnl each nhnll defend title lo iis inlcrcsl nnd bear nil expenses in 

41 connection therewith. 

42 

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

44 paymenl, minimum royally or royally paymenl, 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 parly who failed to make such paymenl. Unless ihe parly who failed (o make the required 

46 payment secures a new lease covering the same inlcrcsl wilhin ninety (90) days from lhc discovery of lhc failure lo make proper paymenl, 

47 which acquisition will not be subject to Article V l l l . B . , the inteiests oflhe parlies shall be revised on an acreage basis, effective as oflhe 

48 dale of termination oflhe lease involved, and llie parly who failed to make piopcr paymenl will no longer be credited with an inlcrcsl in 

49 the Contract Area on account ol ownership oflhe lease or inleiesl which has terminated. In Ihe event lhc paily who failed to make the 

50 required paymenl shull not have been fully reimbursed, al Ihe lime of lhc loss, from the proceeds of lhc sale of iii and gas attributable lo 

51 ihe losl interest, calculated on an acreage basis, for Ihe development and operating costs theretofore paid on account of such inleiesl, it 

52 shall Ix; reimbursed for unrecovered actual costs theretofore paid by il (bul nol for its share of lhc cosl of any dry hole previously di illed 

53 or wells previously abandoned) from so much of the following as is necessary to cllccl reimbursement: 

54 (a) Proceeds ol oil and gas, less operating expenses, theretofore accrued lo lhc eiedit of lhc losl inleiesl, on an acreage basis. 

55 up lo lhc amount of unrecovered cosls; 

56 (b) Piocecds, less operating expenses, thereafter acciued attributable In lhc losl inleiesl on an acreage basis, ol lhal portion of 

57 oil and gas thereafter pnxluccd and marketed (excluding production from any wells thereafter drilled) which, in lhc absence of such lease 

58 termination, would be attributable to the lost interest on an acreage basis, up lo Ihe amount of uiuecovered cosls. lhc proceeds ol said 

5V porlion of Ihe oil and gns lo be contributed by lhc oilier paities in pro|xnlion lo Iheii lespcclive inleresls-. and, 

60 (c) Any monies, up lo llie amount of unrecovered costs, lhal may be paid by any parly who is, or becomes, Ihe owner 

61 of the inlcrcsl lost, lor lhc privilege of participating in Ihe Contract Area or becoming a paity lo this agicemenl. 

62 

o3 3. Oilier Losses: All losses inclined, olhcr lhan Ihose sci loiih in Aniclcs I V . B . l . and IV. 11.2 above, shall be joint losses 

64 und shall be borne by all paities in pio]x>ition lo llicir interests. There shall be no readjustment of inleresls in Ihe remaining porlion of 

65 lhc Contract Area. 
66 
67 
68 
69 
70 
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of nolicc. of ics igna l iou by O p c i n l o i oi action by llie Non Ope in lo i s lo ici i iove. O p c i n l o i , unless it successor O p c i a l o i hns been 

.'.elected and assumes the duties ol Opc ia lo i nl an r a i l i e i dale. O p c i n l o i , alter effect ive dale o l ler.ignnlion oi i c m o v n l , shnll be 

bound by llie Ic ims hc ieo l as a N u n - O p e m t u i . A change of .'\ cm pontic nniiie oi s l iuc lu ie o l Opc in lo i oi l i n i i s l e i of O p c i i i l i M s 

inle ies l lo any single sut isnlui iy , piuenl oi s u i t r s s o i t oi pwi : i l ion shnll not be ihe basis loi leuiovnl ol O p c i n l o i . 

2. Selection o f Successoi Opci aim : Upon the les'igiinlion tu i r o u i v n l o l Opci n to i , a successoi Opc in lo i rduill be selected by 

the pai lies. The successor 0 | H ' . I I I ( O I shall be selected l i o m Ihe pailics own ing an intcicst In the Cun l i net A i en nl (he time such successor 

()\K.t alor is selected. The successoi 0 | x u aloi shall U- selected by the a I I i i ma I ive vole o l I wo (2) ot nunc pai lies owning n n i:\jui ily inleiesl 

based on ownc i ship as shown on I • xhibil " A " ; pi ov i t lc t l . Imweve i , i I an 0 |K ' i aloi which has IK'CH I cum ved I nils lo vole oi voles only In 

succeed ilseif, the successoi OjK' inlui sball be selected I')' llie all it n inli vc vote of Iv.'u (7) 01 nunc pailics owning n nmjml iy i n i n r s t bnsrtl 

on owue i sh ip ns shown 011 F x h i b i l " A " ' 1 emaii i inj 1 , a l lei cxcluditig, the vot ing inleiesl of the Opc ia lo i l lui l was i c i i i ove t l . 

C . E m p l o y e e s : 

l h c nuinlicr o f employees used b)' Opcia lo i in cnii t lurl i i ig, opei nlions heieuiHler, Ibcii seleclion, nnd the Innus ul I I I IMII nutl the 

coi opens nl ion Tor services pel f 011 ned shnll he delei mined by O p c i n l o i , mid nil such employees shnll be the employ ces of Opei n l o i . 

I ) . D r i l l i n g C o i t d acts: 

A l l wells (h i l l ed on lhc C o n l i n c l A i c a shall be i l i i l l e d tm a compet i t ive con l inc l basis nl llie usual inlcs p i cva i l i t i g in lhc 

men. I f i l so dcsi ics , O p c i a l o i may employ iis o w n tools and equipment In lhc d i i l l i n g ot wel ls , but its chiugcs t h c i c l o i shall nol 

exceed lhc pi evading rales in lhc aien ami (lie lale o f such cbaiges shall be iigieetl upon by Ihe pail ics in w i l l i n g bc fo ic d i i l l i n g 

opc.inlioiis aic commenced , ami such work shall be p e i f u u i i c d by O p c i a l o i under l/ic siimc Ic ims nnd condit ions ns mc cus lo i i i . i iy 

and usual in lhc aica in conducts o f independent conl i ne.loi s who aic doing w o i k of n s imihu undue. 

A It r i c i . K V I . 

DKIPUNC AND UKVF.l.OPMENT 

A. Inllli.l 3VelI: 

On 01 bcfoic ihe 15bh ( 1 | A p r i l , 2001 t Opcialoi shall commence lhc (hilling ol 

a well for oil ami gas at lhc following location'. 

Township 29 North, Raimc 14 West, NMPM 
Section 9: NF'MSWM 
San Juan County. New Mexico 

ami shall Ihcicafler continue (he diilling. ol lhc. well wilh due diligence lo 

to test lhc Fruitlnnd Coal and Pictured Cliffs formal ions 

unless g iaoi le 01 olhei pint l ica l ly impel led able substance 01 coml i l i on in the hole, which i c iu lc i s l u i l h c i d i i l l i n g impi nclit nl , is c 11 -

coun l c i cd al a lesser t lepth, 01 unless all pai l ics agice. lo complete 01 abandon the well nl a lessci depth. 

Opcinlor shall make 1e.as011.1ble lev Is of all lumi . ' i l io i r : eneoinilei r d dui ing d i i l l i n g which give indication " I r t in ln in i i ig ni l nml 

gas in t |u:iulilics sut l ic ieul lo lest, unless this ngieeioeiil shall be l imited in iis application lo 11 specilic loi nml itiu 01 fu i mil l ions, in which 

event Operator sball be i r q u i i e d lo (est only llie l o i mal ion 01 loi malioi is lo which ihis ng ie ru ie i i l may apply. 
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A I M 1C1.E V I 

con t i nued 

1 I f , in Operator 's judgment , ll ie wel l w i l l nol produce oi l or gas in paying quantit ies, and il wishes lo plug and abandon lhc 

2 wel l as a dry hole, lhc provisions of Ar l i c le V I . K . I . shall thcieaf lcr apply. 

3 

4 

5 

6 11. Subsequent Ope ra t i ons : 

7 

8 I . Proposed Operations: Should any party hereto desire to dr i l l any wel l on the Contract Area olhcr than the wel l provided 

9 for in Art ic le V I . A . , o r t o rework, deepen or plug back n dry hole dri l led nl lhc joint oqicnse of all parlies or a wel l jo in l ly owned by nil 

It) lhc pin lies and not IhenTpriKliiuing in paying quantities, the pai ly desii ing lo di i l l . icwoi k, I ICC|K:II or plug back such a well shall give the 

I I olhcr paities written nolicc of lhc pioposcd o|>cialion, s|>ccilying lhc woi k lo tie |>ci founed, the location, pio|X)scd depth, objective loiuia-

12 l ion and lhc csli muled cosl o f lhc opei at ion. I be panics icce iv ing such a notice shnll have ihi i ly (30) days idler iceeipl of lhc nolicc 

13 w i lh in which lo noti fy llie parly wishing to do lhc woi k whether Ihey eleel lo pai l icipalc in lhc cosl of Ihe proposed operation. I f a tit i l l 

14 ing r ig is on locat ion, nolicc o f a proposal lo rework , plug back or d r i l l deeper may be given by telephone and Ihe iespouse period 

15 shall be l imi ted to forty-eight (48) hours, exclusive o l Saturday, Sunday and legal hol idays. Paihue o f a parly receiving such nolicc 

Id to reply w i th in (he period above, fixed shall constitute an election by lhal parly nol (o pai l ie ipaie in Ihe cosl of the pioposcd opeial ion 

17 Any nolicc or response given by telephone shall be prompt ly cont inued in wr i t ing. . 

I 8 

*then capable o f p r o d u c i n g 
20 

21 I f all parlies elect lo pnrticiaptc in such a proposed o jK ia t io i i , ( ) | K I alor shall, within ninety (90) days afler cxpi ia l ion of lhc notice 

22 pcrhxJ of thirty (30) days (or as prompt ly as possible afler ihe expiration of llie forty-eight (48) hour period when a dr i l l ing r ig is on locn-

23 l ion, as lhc case may be), actually commence lhc pro|»oscd operation and complete il wi lh due diligence nl lhc risk and expense of all pnr-

24 lies hereto; p iov ided, however, said commencement dale may be extended upon written nolicc of same by Operator lo (he olhcr parties, 

25 for a |xuiod of up lo thirty (30) additional days if, in lhc sole opinion o f 0|)ci ' i i tor, such additional time is icasonnbly neccssaiy to obtain 

26 permits f rom governmental authori t ies, surface rights ( inc luding r ights-of -way) or appropriate d i i l l i ng equipment, or to complete 

27 l i t lc examinat ion or curative mailer requited lor title, approval or acceptance Notwi thstanding the lo icc maieure provisions of A r t i -

28 clc X I , i f lhc actual operation has not been commenced w i lh in lhc l ime provided ( inc luding any extension (hereof as S|>ccincally 

29 permit ted herein) and i f any party heie lo sti l l desires lo conduct said operat ion, wr i t ten notice proposing same must be resubmitted 

30 lo lhc olhcr parties in accordance w i lh ihe p iov is ions hereof as i f no pr ior proposal had been made. 

31 

32 

33 

34 2. Opci alious by Ixss than A l l Pai l ics: I f any pai ly receiving such notice as p iov ided in A i l i c l e V I . H I . or V I I . D . I . (Opt ion 

35 No. 2) elects not to participate in lhc proposed opeia l ion. ihen, in oi t ler lo be entitled lo lhc benefits of ihis A i l i c l e , the parly or paities 

36 g iv ing the notice and such oil ier parlies as shall elect lo participate in the operation shal l , wi th in ii inely (90) days after the cxpi ia l ion o f 

37 the nol icc period o f thir ty (30) days (or as p iomp l l y as jxissiblc after Ihe expirat ion of lhc forty-eight (48) hour period when a dr i l l ing 

38 r ig is on locat ion, as the case may be) aclual ly commence lhc proposed opeia l ion and complete il wi l l ) due d i ' igcncc. Operalor shall 

39 pet fo rm all work for lhc account o f lhc Consenl ing Parlies; p iov ided , however, i f no d r i l l i ng r ig or oi l ier equipment is on locut ion, 

40 and i f Operalor is a Non-Conscnl ing Par ly, ll ie Consenl ing Panics shall ci ther: (a) icquest Operalor to per form (he work requited 

41 by such proposed operation for the account o f l h e Consenl ing Parlies, or (b) designate one ( I ) o f the Consenl ing Paities ns Opc ia lo i 

42 lo per fo rm such work . Consenting Pai l ics, when conduct ing operations on (he Contract Area pursuant to this Ar t ic le V I . B . 2 . , shall 

43 comply w i lh all terms and condit ions o f Ihis agreement. 

44 

45 

46 

47 I f less lhan all parties approve any proposed opeia l ion, the proposing par ly. immediately idler the expirat ion o f the applicable 

48 notice period, shall advise lhc Consenting Parlies o f l h e total inlcrcsl o f l h e pail ics approving such upcint ion and its recommendation as 

49 to whether the Consenting Parlies should proceed wi th lhc operation as purposed. Each Consenling Parly, w i lh in forty-eight (48) hours 

50 (exclusive o f Salurday, Sunday ami legal hol idays) after iceeipl of such nol icc, shall advise the proposing parly o f its desire lo (a) 

51 l imi t part ic ipat ion to such party 's interest as shown on Exhibi t " A " or (b) carry its proport ionate part o f Non-Conscnl ing Parlies' 

52 inleresls, and fai lure to advise lhc proposing pa i ly shall be deemed an election under (a). In lhc event a d i i l l i ng r ig is on locat ion, 

53 the l ime permitted for such a icsponsc shall not exceed a (olal o f fo l l y eight (48) hours ( inclusive o f Saturday, Sunday and legal 

54 hol idays). The p ioposing p iu l y . al its e lect ion, may wi thdraw such pioposal i f l l ieie is insuff icient part icipat ion ami shall p iomp l l y 

55 not i fy all parlies o f such decision. 

56 

57 

5H I he cn l i ie cosl and i isk ol conduct ing such opci a I ions shall be borne hy lhc Consenling Pai lies in lhc p iopor l ions tJicy have 

59 elcclcd lo bear same under lhc terms o f lhc ptcceding paragraph. Consenting Pail ics shall keep Ihe leasehold estates involved in such 

60 operations free and clear o f all liens and encumbrances o f every kind created by or arising from (he operations o f l h e Consenling Parlies. 

61 II such an t i t r a t i o n results in a thy hole, lhc Consenting Paities shall plug and abandon lhc wel l ami restore lhc surface location al their 

62 sole cosl, risk ami e x c u s e . If any wel l dr i l led, i c w o i k c d , deepened or plugged back under lhc provisions of this A i t i c l c results in a pro-

63 duccr of oil and/or gas in paying quantities, lhc Consenling Pailics shall complete ami equip Ihe well lo prixtuce al l l icir sole cosl ami risk, 

64 

65 

66 

67 

68 

69 

70 

5 



1982 - Model Form Operating Agreement 

A R T I C L E V I 

continued 

1 nnd the well shall then he turned over to Opeiator and shall he npciuted hy it nl Ihe expense and Tor the nceount of the Consenling I'ar-

2 tics. Upon commencement of opcrnlions for the drilling, reworking, deepening or plugging back of nny such well by Consenting Pintles 

3 in accordance with the provisions of this Article, ench Non-Consenting Puny shnll tic deemed to have relinquished to Consenting Parties, 

4 nnd the Consenting Parties shall own and be cnlillcd lo receive, in piopoilion lo their respective inleiesls, all of such Non Consenling 

5 Party's interest in the well and share of production therefrom until the proceeds of lhc sale of such share, calculated al the well, or 

6 market vnluc thereof if such share is nol sold, (after deducting pioduclion laxes, excise laxes, royally, ovciriding royally and olhcr in 

7 leiests not excepted by Ailicle II1.D. payable out ol or tncasuicd by the production Irom such well aeciiiing with ics|>ecl lo such inlcrcsl 

8 until it reverts) shall equal lhc total of lhc following: 

9 

10 

I I 

12 (a) 100% of each such Non Consenling Patty's share ol lhc cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but nol limited lo, slock Innks, separators, Ircnlcrs, pumping equipment nnd piping), plus 100% of each such 

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

Li Consenting I'mly'H ielinquinhcd inleiesl shnll reveil lo il under oilier provisions- of this Ailicle. il )>eiiiK agreed lhal cm.h Non-

16 Consenling Parly's share of such costs and equipment will be lhal inleiesl which would have been chargeable lo such Non-Conscnling 

17 Parly had i l participated in the well from lhc beginning of Ihe operations; and 

18 

19 

20 

21 (b) 3 0 0 % of thill porlion o f l h e costs and expenses of (hilling, icwoiking, deepening, plugging back, lesling and 

22 completing, after deducting any cash contributions received under Article VI I I .C . , mid SOO-"" °^ I K ) , t i on of the cost of 

23 newly acquired equipment in (he well (lo and including lhc wellhead connections), which would have been chargeable to such Non-

24 Consenting Party if i l had participated therein. 

25 

26 

27 

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

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

30 that is conducted at any lime prior lo full iccovcry by the Consenling Pailics of lhe Non Consenting Parly's recoupment account. 

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

32 tion of said well and there shnll be added lo lhc sums lo be recouped by lhc Consenling Parlies one hundred percent (l(K)%) of 

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

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

35 provisions of this Article VI.13. shall he applicable as between said Consenling Parlies in said well. 

36 

37 

38 

39 During the period of time Consenling Parlies aic cnlillcd lo receive Non-Consenting Paity's shaie of production, oi the 

40 proceeds (herefrom. Consenting Parties shall be responsible for lhc paymenl of all production, severance, excise, gathering and olhcr 

41 taxes, nnd all royally, overriding royally and olhcr burdens applicable to Non-Conscnling Paity's share of produclion not excepted 

42 by Article I I I . D . 

43 

44 

45 

46 In the case of any reworking, plugging back or dccj>cr drilling opeialion, lhc Consenling Pailics shall be permitted to use, free 

47 of cost, all cnslng, tubing nnd other equipment in the well, bul Ihe ownership of nil such equipment shnll remnin unchanged; nnd upon 

48 abandonment of a well niter such reworking, plugging back or deeper drilling, lhc Consenling Pailics shall account for all such cquip-

49 men! lo lhc owners thereof, wilh each paily icceiving iis propoilionalc part in kind or in value, less cosl of salvage. 

50 

51 

52 

53 Within sixty (60) days after lire completion of any opeialion under Ihis Arlicle, lhc parly conducting the operations for lhc 

54 Consenling Parties shall furnish each Non-Consenting Parly with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging hack, testing, completing, and equipping the well for production; or, at 

56 its option, the o[>craling parly, in lieu of an itcmi/.cd statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time lhc Consenting Parties are being reimbursed as provided nlrove, the party conducting the 

58 operations for the Consenting Parties shall furnish the Non-Conscnling Parties wilh nn itemized statement of all cosls and liabilities in-

59 currcd in Ihe opeialion oflhe well, logelher wilh a statement oflhe quantity of oil and gas produced from il and lhc amount of proceeds 

60 rculiz.cd from the sale of lhc well's working inlcrcsl produclion during lhc preceding month. In determining Ihe quantity of oil and gns 

61 produced during any month, Consenting Parties shall use industry accepted methods such ns, but not limited lo, metering or periodic 

62 well tcsls. 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 therein shall be credited against the total unrclurned cosls 

64 of the work done and of the equipment puichascd in determining when the interest of such Non-Conscnling Party shnll revert to it as 

65 above provided; and if there, is a credit balance, il shall be paid lo such Non Consenling Patty. 

66 

67 

68 

69 

70 
6 
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A R T I C L E V I 

C l l u t l l l l l C t l 

1 If mill when lhc Consenting Parties recover from a Non Consenting Party's relinquished interest Ihe amounts provided for above, 

2 lhc relinquished interests of such Non-Conscnling Parly shall automatically revert to i l , and, from nnd after sue!) reversion, such Non-

3 Consenting Party shall own the same inlcrcsl in such well, Ihe malerial and equipment in or pertaining thereto, nnd the production 

4 therefrom ns such Non-Consenting Parly would have l>cci> cnlillcd lo had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with nnd shall pay its proportionate part of die further 

6 cosls of Ihe operation of said well in accordance wilh lhc let ins of this agreement and lhc Accounting Procedure allached hereto. 

7 

8 

9 

10 Notwithstanding the provisions of this Article VI.I) .2. , it is agreed lhal without lhc mutual consent of nil parties, no wells shall 

1 1 Ix; completed in or produced from a source of supply from which a well located elsewhere on lhc Contract Area is producing, unless such 

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

13 

14 

15 

16 The provisions of (his Ailicle shall have no application whatsoever lo lhc di ill ing of Ihe initial well described in Article V I A . 

17 except (a) ns to Article VI I .D . I . (Option No. 2), if selected, or (b) ai lo (he reworking, deepening nnd plugging bnck of such initial well 

18 after it has been drilled to the depth specified in Article VI .A . if il shnll thereafter prove to be a dry hole or, if initially completed for pro-

19 duction, ceases to produce 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 di illed or deepened has reached its aulhoi i/e<l depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response lo a party's notice proposing a 

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

26 ing operation just completed. Slaiid-by cosls subsequent to all parlies rescinding, or cxpiialion of (he response lime permitted, whichever 

27 first occurs, and prior to agreement as to (he participating inleresls of all Consenting Parlies pursuant to the Icims of lhc second gram-

28 malical paragraph of Arlicle VI.I) .2, shall !>c charged lo and tmriic as pail of lhc proposed opeialion, bul i f lhc proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by cosls shall be allocated between the Consenting Parlies in the proportion 

30 each Consenling Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Pnr-

31 tics. 

32 

33 

34 

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

36 also be applicable to any proposal to directionally control nnd intentionally deviate a well f iom vcitieal so as (o change the boltom hole 

37 location (herein called "sidetracking"), unless done to sli.iighten the hole or to drill around pink in the hole or because of olhcr 

38 mechanical difficulties. Any party having lhc righl to participate in a pro|x>scd sidetracking operation thnt docs not own nn inlcrcsl in the 

39 affected well bore at the time of lhc nolicc shall, u|X)it electing to participate, lender lo lhc well boic owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of lhc value of dial portion of the existing well bore lo be utilized as follows: 

41 

42 

43 

44 (a) If the proposal is for sideline king an existing diy hole, i eimhurscmciil shall be on the basis of the actual cosls incurred in 

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

46 

47 

48 

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

50 salvable materials and equipment down to tbc dcplh at which the sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 

55 In lhc event that nolicc lor a sidetracking operation is given while lhc drilling rig lo lie utilized is on locution, the response jx;ricxj 

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

57 and receive up lo eight (8) additional days after cxpiialion of lhc forty-eight (48) hours wilhin which lo rcs|x)nd by paying for all stand-by 

58 time incurred during such extended response period. I f more lhan one party elects to take such additional time to respond to the notice, 

59 standby costs shall be allocated lx;lwccn lhc parties hiking additional lime to rcsjxmd on u day-to-day basis in lhc proportion each electing 

60 party's interest as shown on Exhibit " A " lx:ars lo the total interest as shown on Exhibit " A " of all lhc electing parties. In all olhcr in-

61 stances the response period to a proposal for sidetracking 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 Each parly shall take in kind or separately dispose of its proportionalc share of nil oil und gns produced from lhc Contract Area, 

68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas tor 

69 marketing purposes nnd prtxhiclion unavoidably lost. Any extra cxpcndituic incurred in Ihe taking in kind or separate disposition by nny 

70 parly of its proportionate share of the production shall Ix; borne by such party. Any parly taking iis r.hnre of production in kind shall be 

7 
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A R T I C L E V I 

con( in tied 
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2 

3 Each paity shall cxcculc such division oideis and commits ns inny IK- necessary for lhc sale of iis inlcrcsl in pioduclion fiom 

4 llie Contract Aien, and, cxcepl as piovided in Aiticle VII.11., shall t>c cnlillcd lo icccivc paymenl diicclly fiom lhc purchasci Iheicof foi 

5 iis share of all produclion. 

6 

7 In lhc cvcnl any paily shall fail lo make ihe ai iangcinciils necessaiy lo lake in kind or sejiaialely di.sjxise of iis pro|x>itioiinlc shaie 

8 ol Ihe oil piiMluccd from lhc Conlincl Area, 0|x'inloi shnll have (he light, suliject lo ihe ic^vixnlion nl will by lhc piuly owning i l , bul nol 

9 lhc obligation, lo purclin.se such oil oi sell il lo olhcis al any lime and lioin lime, lo time, fm Uie account of-thf* non Inking-pttHy-ftt-thf 

10 IH-I.1 price oblaiiiiiblc in lhc inea for such production. Any such pin chase or sale by Opci alor shall be sub/eel nl ways to lhc righl of lhc 

I 1 owner of lhc produclion lo exercise at any lime iis light lo lake in kind, or separately dispose ol , iis shnrr of all oil nol picvionsly 

12 delivered lo a purchaser. Any piiicbn.se or sale by Operator ol any olhcr paity's share of oil shall be only for such reasonable |>eriods of 

13 lime ns arc consistent wilh lhc minimum needs of the industry under Ihe pin licnlni circumstances, but in no event for n period in excess 

14 of one (1) yeiir. £ and shall account lo such p.n Is loi lhc ,u lunl net proceeds received lor such pioduclion. i f sold, or lhc 
15 anient market price i f purchased by Opcinlor. 

16 In lhc event one oi mine pailics' scpaiale tiisjxjs.il it M I ol iis shaie ol lhc gas causes splil slreaiu delivei ies lo scpaialc pi|>cliiics 

I 7 and/or deliveries which on a day-to-day basis for any reason aic nol cxnclly equal to a parly's respective firo|X)itionalc shaie of total gas 

18 sales lo be allocated lo i l , the balancing oi accounting between the lespcclive accounts of llie pailics shall Ix- in accordance wilh any 

19 gas balancing agreement lx:lwccii the pailics herein, whelhct such mi iigieciiicul is attached as Exhibit " l i " , or is n scparalc ngicemcul. 

20 

21 I ) . Access to Contract Area mid Infoi mil l ion: 

22 

23 I'iich parly shall have access lo the Conlincl Aica nt nil icnsoiinble. (iines, nl its sole cosl and lisk lo ins|x:cl or observe o|>criilioiis. 

24 nnd shnll have access n( reiisunnblo timet to infoi-million peilnining In lhc development or o|x:riition iheicof, including 0|ieiatoi s Ixxiki 

25 and records relating (hcicto. Opcialoi , U]x>n request, shall furnish each oflhe other pailics with copies of all forms or icpoils lilcd wilh 

26 governmental agencies, daily diill ing icpoils, well logs, lank tables, daily gauge and run tickets and icpoils of slock on hand at lhc 

27 (il sl of each month, and shall make available sain pics of anv coi cs or cu Kings taken fi inn any well di illed on lhc Conli ac I Ai en. The 

28 cost of gal he I ing and fui nishing in foi i lint ion to Nnu ()pci aim , nlhei than I hat specified above, shall be chai gcd (o lhc Non-Opei alor 

29 lhal icquosls lhc infoi million. 

30 

31 E. Abandonment of Wells: 

32 

33 I . Abajulonnient of Uiy Holes: Except loi any well di illed or deepened pursuant lo Arlicle VI 1) 2 , any well which has IK-CII 

34 di illed or dcc|>cncd under the lei ins of this agi cement and is pio|xised lo Ix: completed as n dry hole, shnll nol be plugged nnd abandoned 

35 without the consent oT all pai lies. Should Opei ntoi, after diligcnl el foi I . be nimble lo contact any paily. or should any piuly fail lo reply 

36 wilhin loi ly-eight (48) honi 'I (exclusive ol .Snlui ilny, .Sunday nml legnl holidnys) idler iceeipl of nolicc ol the pi ojxi'inl to plug and abandon 

37 such well, such paily shall be deemed lo have consented to the pioposcd abandonment. All such wells shall be plugged and abandoned 

38 in accordance wilh applicable icgulalions and al lhc cost, i isk and cx|x;usc ol lhc pailics who pai tieipatcd in lhc cosl of di illing oi dcc|x-n-

39 ing such well. Any parly who objecls lo plugging and abandoning such well shall have lhc light to lake iivci Ihe well and conduct luilhei 

40 opctalious in search of oil and/or gas subject lo the piovisions of Ailicle V L B . 

41 

42 2. Abandonment of Wells lhal have Piodticed: Except loi any well in which a Non-Consent opeialion has been conducted 

43 hcieundcr for which lhc Consenling Pailics have not been fully iciiubursed as bcieiii provided, any well which has lx.-cn completed 

44 as n pioduccr shall not be plugged and abandoned without the consent of all pnilics. If nil pailics consent lo such nbandoniucnl, the well 

45 shall be. plugged and abandoned in accoidauce wilh applicable icgulnlions and nt lhc cost, lisk and expense of all the parlies heielo. If, 

46 wilhin thiny (30) days nflcr receipt nf notice of lhc pio|xisc<l nbnndonnicnl of any well, nil pnilics do not ngrce lo the nhiinilonmcnt ol such 

47 well, those wishing lo continue iis operation from Ihe inlcrvnl(s) of Ihe foi iualion(s) ihcu open lo production shall lender lo each of the 

48 olhei parlies its propoi lionalc shaie of lhc value of Ihe well's salvable inalei ial and equipment, delei mined in accoidauce wilh Ihe piovi-

49 sious of Exhibit " C " , less lhc estimated cost of salvaging and lhc estimated cost of plugging and abandoning. Each abandoning 

50 paily shall assign the non abandoning pailics, without waiianly, express or implied, as lo lille or ns lo quantity, or fitness Tor use 

51 ol lhc equipment and maleiial, all of its inleiesl in the well and ielated equipment, logelher wilh iis inleiesl in lhc leasehold eslalc as lo, 

52 bul only as lo, lhc inlcrval oi inlei vals of lhc foi malion or formations then open to produclion. If lhc inleiesl of lhc abandoning paily 

5.1 is oi includes an oil and gas intcicst, such paity shall execute and deliver to lhc non-abandoning paily or paities an oil and gas lease, 

54 limited lo lhc inlei val or inlei vals oT lhc formation or loi mat ions Ihcn open lo puxluclion, lor a Icim of one (1) ycai and so long theieaflcr 

55 as oil and/or gas is pioduccd fiom I lie interval or intervals ol Ihe foi malion or foimalions covcicd llieieby, such lease lo be on the loi m 

56 allached as Exhibit 

57 
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Aim cue vt 
continued 

1 " I t " . I lie assignments cir leases so limited sluill encompass (lie "dri l l ing unit" upon which ihe well is located, t he 

2 payments by, nnd the assignments or leases to, the assignees shall l>c in n ratio based upon lhc relationship of llicir icspeclivc peiccnlagc 

3 of participation in the Contract Aica lo the aggregate of lhe percentages of participation in Ihe Contract Area of all assignees. Thcic 

4 shall be no readjustment of inleiesls in ihe remaining portion of the Contract Aica. 

5 

6 Thereafter, abandoning pailics shall have no luilher icspoiisihilily, liability, or inlcrcsl in lhc opeialion of or produclion bom 

7 lhc well in lhc interval or intervals then open olhcr than lhc royalties lelaiued in any lease made under lhc leims of Ibis Ailicle. Upon ic-

8 quest, Opernlor shall continue lo operate the assigned well for lhc account of lhc nou-abniuloniiig pailics nl the rules nnd charges con-

9 Icmplalcd by Ihis agreement, plus any additional cosl nnd charges which may arise ns the result of lhc scpninte ownership of the assigned 

10 well. U|>on proposed nbnndoumcnt oflhe producing inlcivnl(s) assigned or leased, lhc assignor or lessor shnll llicn hnvc Ihe option lo 

I I repurchase iis j trior inleiesl in the well (using the same valuation loi inula) nnd pin licipntc in fui I her o|x:i alio i is Ihei ein subject lo the pro • 

12 visions hereof. 

13 

14 3. Abandonment of Non CcmsciU Opcialious: The provisions of Ailiclc V I . l i . I . oi V I . l i . 2 . above shall lie applicable as 

15 between Consenling Parlies in ihe event oflhe proposed abandonment ol any well excepted bom said Ai tides; provided, howcvei, no 

16 well shall be permanently plugged and abandoned unless and until all pai lies having lhc light lo conduct fui I her operations Ihei ein have 

I 7 been noli bed of the pioposcd abandonment and nlforclcd the oppoilunily lo elect lo lake over the well iu accoidauce wilh the piovisions 

18 of Ihis Article V I . 0 . 

19 

20 AH I K T.E VIC 

21 KXPENOITURKS AND L I A B I L I T Y OK PARTIES 

22 

23 A. Liabil i ty or Parties: 

2-1 

25 The liability of lhc pailics shall be sevci al. nol joinl oi collective. Each pai ly shall be lesponsible only for iis obligations, and 

26 shall be liable only for its pinpoiliomile shaie oT lhc costs of developing and openiling llie Conlincl Aien Accordingly, the liens grunted 

27 nmong (he pnrtics in Article VII . I), nic given lo scenic only the debts of each severally. It is not llie intent ion of lhc pn i tics to ci calc, nor 

28 shall Ihis agicemenl be constined as cicaling, a mining or olhcr paituciship or association, oi lo render lhc panics liable as partners. 

29 

30 It. Liens and Payment Defaults: 

31 

32 Each Non-Opcralor grants to O|icintor a lieu upon its oil and gas lights in lhc Conliacl Aica, and a sccurily inleiesl in its shale 

33 of oil iiitd/ot gus when cxliiiclcd nnd its inlcrcsl in nil equipment, (o •icetiie payment ol il'i slmie ol cxjK'risr, logelher wilh inleiesl llicicou 

34 al lhc nilc provided in Exhibit " C " . To the extent thai Operalor has a sccuiily iiitciesl under lhc Uniform Commercial Code nT the 

35 stale, Operalor shall lie cnlillcd lo exercise lhc rights and icmcdies of a sccuied pai ly under lhc Code. I he br inging of a suit and lhc ob-

36 tabling of judgment by Opci alor for Ihe sccuied indebtedness shall not be deemed an election of remedies oi olhei wise alfect Ihe lieu 

37 lighls or security inlcrcsl ns sccuiily for Ihe paymenl Iheicof. In addition, upon default by any Non Operator in the paymenl of iis share 

38 of expense, Operalor shall have lhc light, without picjudicc lo olhcr lights or icmcdics, lo collect fiom lhc purchaser lhc proceeds fiom 

39 (he sale of such Non-O|iera(or's share of oil and/or gas until (he amount owed hy such Non Oticralor, plus inleiesl, has been paid. Each 

40 purchaser shall be cnlillcd to rely uixin Operator's wi illcn statement concerning Ihe amount of any default. Operator grnnts a like lien 

41 and sccurily inlcrcsl lo lhc Non-Operators lo secure paymenl of Operator's piopoilionalc shaie of expense. 

42 

4 3 If any parly fails or is unable lo pay its shaie ol expense within sixly (60) days alter rendition of a slalcmenl Ihcrclor by 

44 Operator, the non-defaulting panics, including Opernlor, shall, UIMJII request by Ojicralor, pay lhc unpaid amount in lhc proixiilion lhal 

45 lhc interest of each such paily beat s to Ihe inlcrcsl of all such panics. Each paity so paying iis share of the unpaid amount shall, lo obtain 

46 icimbui scmcnl Ibeieof, be subiogated to lhc sccui ily l ighls dcsciibed in lhc foregoing paragraph. 

4 7 

48 C. Payments and Accounting: 

49 

50 Except as hcieiu otherwise sttccilically provided, Opcialoi shall piomplly pay and discharge expenses incurred in Ihe dcvclop-

5 I incnl and o|ierafion id lhc Contract Area pursuant lo this agicemenl and shall chaigc each of lhc parlies heielo with llicir ies|KXlivc pro-

52 /xirtionalc shares ii|x>n lhc cx|x:nsc basis provided in Ex hibil " C " . 0|xn alor shall keep an accuialc iccoid of lhc joinl account hereunder, 

53 showing expenses incurred and charges and credits made and icccivcd. 

54 

.VS. ()pcinloi. nl iis clc< lion, slmil hnvc Ibc i ight limn lime n> lime lo deiiuuid mid receive limn Ihe olhei pailics payiucul in advance 

56 ol llicii lespcclive sliaies ol lhc estimated amount of lhc expense to he incurred in opcnilions hcieundcr dining lhc ncxl succeeding 

57 month, which righl may be exercised only by submission lo each such pai ly of an itemized slalcmenl of such estimated cxjKtise, logelher 

58 with an invoice lor its share thereof. Each such slalcmenl and invoice for lhc payment in advance of estimated exjiense shall be submitted 

59 on or before lhc 2()lh day of lhc ncxl preceding moiilb. Each paily shall pay lo Opeiator iis piopoilionalc share of such estimate wilhin 

60 lillecn (15) days alicr such estimate and invoice is icccivcd. II any parly fails lo pay iis shaie of said estimate within said lime, lhc amount 

61 due shall liear inlcrcsl as piovided iu Exhibit " C " until paid. 1'iopci adjustment shall l>c made monthly between advances and actual cx-

62 pense to the end lhal each paity shall bear and pay its piopoilionalc shaie of actual expenses inclined, and no inoic. 

63 

64 I ) . Limitation of Expenditures: 

65 

66 I . Di ill or Deepen: Without the consent of all pai lies, no well shall tic drilled oi deepened, except any well drilled or deepened 

67 pursuant lo lhc provisions of Article VI .B.2 . of this agicemenl. Consent lo lhc chilling oi deepening shall include: 

68 

69 

70 
9 
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A R T I C L E V I I 

COIlllllUL'd 

1 f̂ tf Option No, I : All necessary expenditures Tor the drilling or deepening, testing, completing and equipping of the well, including 

2 necessary (linkage and/or surface facilities. 

3 

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

5 authorized depth, und all tests have been completed, and llie results thereof furnished lo the parties, Operator shall give immediate notice 

6 lo Ihe Non-Operators who have the right lo participate in lhc completion cosls. The parlies receiving such nolicc shall have forty-eight 

7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which lo eleel to participate in the selling of casing aixl lhc completion nt-

8 tempt. Such election, when made, shall include consent lo all necessary expenditures for lhc completing and equipping of such well, in-

9 chilling necessary tankage and/or surface facilities. Eailuic of any party receiving such notice lo reply within llie period above fixed shall 

10 constitute an election by that party not lo participate in lhc cosl oflhe completion attempt. If one or more, but less than all of the parties, 

I I elect to set pipe and to attempt a completion, llie provisions of Arlicle VI .1). 2. hereof (lhc phrase "re woi king, deepening or plugging 

12 back" as contained in Ailicle VI.It .2. shall be deemed lo include "completing") shall apply lo lhc o|ieralions thereafter conducted by less 

13 lhan all parties. 

14 

15 2. Rework or Plug Pack: Without lhc consent of all pailics, no well shall Iw reworked or plugged back except a well reworked or 

16 plugged back pursuant to the provisions of Article VI .11 2. o i l bis agreement. Consent to lhc ie woi king or plugging back of a well shall 

17 include nil necessary expenditures in conducting such operations and completing and equipping of said well, including necessary Innkagc 

18 and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all pailics, Operator shall nol undertake any single project reasonably estimated 

21 to require nn expenditure in excess of L we n t y - f i V e ._ L ho LIS a ncDolhus ($..25,000-00 ) 

22 except in connection wilh n well, lhc di ill ing, reworking, deepening, completing, iccompl cling, or plugging back of which has been 

23 previously authorized by or pursuant to Ihis agicemenl; piovided. however, that, in ease of explosion, rue, floixl or olhcr sudden 

24 emergency, whether of the same or dilIcicnl naluie, Oiiei alor may lake such steps and incur such cx|>cnses ns in iis opinion are required 

25 lo deal wilh lhc emergency lo safeguard life and properly but Operator, as promptly as possible, shall report lhc emergency to the olhcr 

26 parties. If Operator prepares an authority for expenditure (AIT.) for iis own use, 0 |XT;I (OI shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess ol f A E . f e . S S I L . . fcllQ.U.5 ajrj.cl 

28 Dollars (% 1 5 . - 0 0 0 . 0 0 ) bul less lhan lhc amounl first set loi 111 above in Ihis paragraph 

29 

30 E. Rentals, Shut In Well Payments and Min imum Roy all ies: 

31 

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

33 party or parties who subjected such lease lo Ihis agicemenl al iis or llicir expense In lhc. cvcnl two or more parties own nnd have con-

34 Ii ibulcd interests in the same lease lo Ihis agicemenl, such parlies may designate one of such parties lo make said payments for and on 

35 behalf of all such parties. Any party may request, nnd sball be cnlillcd lo receive, pi oper evidence of all such payments. In lhc event of 

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

37 merit is required to continue the lease in force, any loss which resulls from such non-payment shall be borne in accordance wilh lhc pro-

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non Operalor of Ihe anticipated completion of a shut-in gas well, or Ihe shutting in or return lo pioduclion 

41 of a pnxlucing gas well, al least live (5) days (excluding Satuiday, Sunday and legal holiday), oi al the earliest oppoitunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability for failure lo do so In lhc cvcnl of faihuc by Operalor lo so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

44 shall be borne jointly by lhc panics heielo under lhc provisions of Arlicle IV.B.3. 

45 

46 I ' ' . Taxes: 

47 

48 Beginning wilh lhc lirsl calendar year afler lhc effective dale hereof, 0|x?ialoi shall render for ad valorem taxation all property 

49 subject lo this agreement which by law should be rendered for such laxes, and il shall pay all such laxes assessed thereon before they 

50 become delinquent. Prior lo lhc rendition date, each Non 0|XMa(or shall furnish Operator information as lo huidcns (lo include, but not 

51 be limited lo, royalties, overriding royalties and produclion payincnls) on leases and oil and gas inleresls contributed by such Non-

52 Operator. If lhc assessed valuation of any leasehold eslalc is reduced by reason of its lx;ing subject lo outstanding excess royalties, over-

53 riding royalties or production payincnls, the reduction in ad valorem laxes resulting therefrom shall inure lo lhc benefit of the owner or 

54 owners ol such leasehold eslalc, and Operator shall adjust lhc charge lo such owner or owners so as lo relied lhc benefit of such rcduc-

55 lion. If the ad valorem laxes arc based in whole or in pari ii|X)n separate valuations of each parly's working inlcrcsl, Ihcn notwithstanding 

56 anything lo Ihe contrary herein, charges to lhc joinl account shall be made and paid by lhc paities heielo in accordance with lhc lax 

57 value generated by ciich paity's working inlcrcsl. 0|x;rnlor sball hill Ihe olhcr parties for their proportionate shaies of all lax payincnls 

58 in lhc manner provided in Exhibit " C " . 

59 

ot) If Operalor considers any lax assessment impiopci , Opcialoi may, al its discretion, piolesl wilhin the lime and manner 

61 picscribed by law, and prosecute lhc piolesl lo a final dclciniinalion, unless all paities agree lo abandon lhc protest prior lo final dcler-

62 ininalion. During Ihe iXMidcucy of administrative or judicial piocecdings, 0|x:riilor may elect lo pay, undei piolesl, all such laxes and any 

63 inlcrcsl and penally. When any such protested assessment shall have been finally determined, 0|x:ralor shall pay lhc lax for the joinl ac-

64 count, together with any inleiesl and penalty accrued, and Ihe total cosl shall ihcn be assessed against the parties, and Ix; paid by 

65 them, as provided in Exhibit " C " . 

66 

67 Each paily shall pay or cause lo Ix- paid all produclion. severance, excise, gathering and oilier laxes imposed iifxin or wilh 

68 icspecl lo Ihe pioduclion or handling of such party's shaie ol oil and/or gas pioduccil iiuilci Ihe lenns of Ihis ngiccincnt. 

69 

70 
It) 



1982 - Model Form Operating Agreement 

A R T I C L E V l l 

continued 

I (>. Insurance: 

2 

3 Al all limes while opeialion:; aic conducted hereunder. Operator shall comply with the workmen's compensation law of 

4 the slate where lhc operations arc being conducted; piovided, however, lhal Operator may be a sclf-insuicr for liability under said com-

5 pcnsalion laws iu which event lhc only chaigc lhal shall l>e made lo lhc joint account shall be ns provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the benefit of the joint account of the pai lies ns outlined in Exhibit " D " , nllnchcd lo and made a pari 

7 hereof. 0|>criitor shall require all conliaclors engaged in woik on oi for the Contract Aien lo comply with the woikmen's compensation 

8 law of lhc stale where the operations nie being conducted and lo miiintnin such other insurance ns Opcinlor mny require. 

9 

10 In lhc cvcnl automobile liability insurance is specified in said Exhibit " D " , or subsequently icccivcs lhc approvnl of Ihe 

11 pailics, no direct charge shall be niiidc by Operalor for picmiums paid for such insurance for Opcmlor's nulomolivc equipment. 

12 

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

14 ACOJJ1SITION, M A I N T E N A N C E OR TRANSFER OF INTEREST 

15 

16 A. Surrender t>T Lenses: 

17 

18 The leases covcicd by this agiceincnl, insofar as Ihey enibiacc ncicngc in lhc Conlincl Aica, shall not l>c sui rendered in whole 

19 or in pari unless all parlies consent thereto. 

20 

21 However, should nny party desire to surrender its inlcrcsl in nny lease or in any poition Iheicof, nnd the olhcr pnilics do not 

22 It g roe or con.scut (hereto, the pni ly desiring lo sur rentier shall assign, without express or Intpf ic<l wni i itnly of l l l l r , nil of Its inleiesl In 

2.1 such Icnsc, or porlion thereof, mid nny well, niiitci inl nml equipment which mny be located (heieu nl nny lighls in pmduclinii 

24 thereafter secured, lo (he pailics not consenting lo such sunciidci. If (he inleiesl of lhc assigning paily is or includes an oil and gas in-

25 lercsl, lhc assigning parly shall cxccule rind deliver lo lhc paily or pailics nol consenting to such surrender nn oil and gns lease covering 

26 such oil and gns inleiesl for a lerm of one (1) year and so long llicicallcr as oil and/or gas is produced from lhc land covcicd thereby. such 

27 lease lo be on lhc form allached hereto as Exhibit " H " . Upon such assignment or lease, lhc assigning party shall he relieved from all 

28 obligations thereafter accruing, bul not ihciclofoic accr ued, wilh respect lo the inleiesl assigned or leased and lhc operation of any well 

29 attributable thereto, ami lhc assigning paily shall have no further inlcrcsl in lhc assigned or leased premises and its equipment and pio-

30 duclion olhcr lhan lhc royalties retained in any lease made under lhc Icims of this Ailicle. The paily assignee or lessee shall pay lo lhc 

3 I paily assignor or lessor (he reasonable salvage value of lhc lallei's inlcrcsl in any wells and equipment allribnlable lo the assigned or Icas-

32 etl acreage. The value of nil malciial shrill be deleimincd in accoidauce wilh lhc piovisions ol Exhibit " C ", less the estimated cosl of 

33 salvaging nnd lhc estimated cosl ol plugging and abandoning. II lhc assignment or lease is in lavoi of uioic lhan one paily, lhc inleiesl 

34 shall Ix: shaicd by such parlies in llie piopoilions lhal Ihe inleiesl ol each bcais lo the lolal inleiesl of all such pailics. 

35 

36 Any assignment, lease or sui ieudei made umlci Ihis piovision shall nol ieduce oi change lhc assignor's, lessoi's in sui icntlci ing 

37 party's inlcrcsl as il was iiiimetlialely bcfoic Ihe assignment, lease oi suircntlci in lhc balance of the Conlincl Aica; nnd lhc acreage 

38 assigned, leased or sui rendered, and subsequent operations ibcieon, shall nol thcicaltci be subject lo lhc leiuis ami piovisions of this 

39 agreement. 

40 

41 1). Renewal or Extension of Lenses: 

42 

43 If any paily scones a icncwal of any oil ami gas lease subject lo Ihis agicemenl, all olhcr panics shall l>c notified piomplly, nnd 

44 shnll hnvc the i ighl loi n |K'i iotl < if (Iii 11 y (30) days billowing i eecipl of such notice in which lo elect lo pai tie i pule in die ownership of lhc 

45 icncwal lease, insofar as such lease nllccls lands wilhin lhc Conlincl Aien, by paying lo Ihe paily who acquitcd il llicir scvcial piopcr pm-

46 portionatc shares oflhe acquisition cosl allocated lo lhal pail of such lease wilhin lhc Contract Aica, which shall be in proportion lo lhc 

47 inleiesls held al lhal lime by lhc parties in the Conlincl Aica 

48 

49 If sonic, but less lhan all, oflhe pai ties elect lo participate in the piucliase ol a icncwal lease, il shall be owned by lhc parties 

50 who elect lo participate Ihcicin. iu a ratio based upon the iclalionship ol Ihcii lespcclive |>crccnlngc of participation in lhc Conliacl Aica 

5 I lo lhc aggregate of lhc percentages of participation in Ihe Conlincl Aica of all pailics participating in lhc purchase of such renewal lease. 

52 Any renewal lease in which less lhan all pailics elect lo participate shall not be subject to this agreement. 

53 

54 F.ach party who participates in the putchasc ol a icncwal lease shall I K given an assignment of its pinpoilionalc inlcrcsl therein 

55 by the acquii ing party. 

56 

57 The provisions of this Ailicle shall apply lo icncwal leases whether Ihey aic lor lhc entire inleiesl covered by Ihe expiring lease 

58 or cover only a poition of its aica or an inleiesl Ihcicin. Any renewal lease lakcn before the cxpiialion of iis picdeccssor lease, or lakcn or 

59 contracted for wilhin six (6) months allei lhc cxpiialion ol lhc existing lease shall lie subject lo Ihis piovision; bul any lease lakcn or con-

60 li acted Tor nunc lhan six (6) months alter lhc cxpiialinn of an existing lease shall mil \ K deemed a icncwal lease and shall nol lie subject lo 

61 lhc piovision of Ihis agicemenl. 

62 

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

64 

65 C. Acreage or Cash Contributions: 

66 

67 While this llgiccinenl is in force, il any party conliiicls lor ll couliibuliou nl cash lownnls the diilling ul n well or any olhcr 

68 o|)cnilion on lhc Contract Aien, such contribution shall l>c paid lo lhc party who conducted lhc diilling or olhcr operation ami shall be 

69 applied by il against lhc cosl of such drilling or olhcr (>|>crnlioii. If lhc conliibulion be in lhc form of acicagc, lhc party lo whom lhc con-

70 Iribtilion is made shall promptly lender an assignment of lhc acicagc, without wananly of title, lo the Drilling Parties in lhc proportions 

11 
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A R T I C L E V I I I 
continued 

1 said Di illing Pailics shared lhc cosl ot drilling lhc well Such acicagc shall become a sepaialc Contract Area and. lo Ihe cxlenl |xissihle. he 
2 governed hy provisions identical lo Ihis agreement. Each paity shall promptly notify all other paities of any acreage or cash conliihulious 
.1 il may obtain in suppoi ( of any well or any oilier operation on lhc Conti act Aica The above provisions shall also he applicable lo np-
4 lional rights lo earn acreage outside the Contract Atea which aic iu support of a well drilled inside the Contract Area. 
5 

6 If any parly contracts for any consideration lelaling lo dis|X).silion of such paity's shaie of substances produced hcieundei, such 
7 consideration shall nol be deemed a conliibulion as conlcinplaled in ibis Ailicle VIII .C. 
K 

9 D. Maintenance of Uniform Inlcrcsl: 
It) 
I 1 Eor the purpose of maintaining uniloimily ol ownership in lhc oil nnd gns leasehold inleresls covcicd by ihis agreement, no 
12 paily shall sell. cncunilxn . li iinslci or uinke other dis|msilion ol iis inleiesl in Ihe lenses embraced within lhc Conlincl Arcn und in wells. 
13 equipment nnd pioduclion unless such disposition covers eillier 
14 

15 I . lhc entire inleiesl ol lhc parly in all leases and equipment and pioduclion; oi 
16 

17 2. an equal undivided inlcrcsl iu all leases and equipment and production iu the Contract Area. 
IH 

19 Eveiy such sale. encumbrance, (ransfei oi other dis|xisilion made by any paity shall be made cxpiessly subject to (his agicemenl 
20 ami shall be made wilhoul prejudice to Ihe right of Ihe other pailics. 
21 

22 If, at any lime lhc interest of any parly is divided among and owned by lour or more co-owners, Opcialoi, al iis discretion, may 
23 require such co-owners lo np|x>inl a single trustee or iigcnl wilh lull authority lo icccivc notices, nppiove expenditures, receive billings for 
24 and approve and pay such parly's share of the joint expenses, and lo deal generally witli, ami with power to bind, the co ownets of such 
25 paily's inleiesl wilhin the scope of the operations cmlunccd in ibis agicemenl; however, all such co-owners shall have lhc lighl to enter 
26 into and execute all contracts or agreements foi lhc disposil ion ol theii respective shares ol the oil and gas pioduccd Irom lhc Conli nd 
27 Area and Ihey shall have Ihe right lo icccivc, separately, paymenl of lhc sale proceeds thereof. 
2R 
29 E. Waiver of Rights to Partition: 
30 
31 II permitted by the laws ol lhc stale or slates iu which the property covcicd hcieby is located, each paily hereto owning an 
32 undivided inleiesl in lhc Contract Area waives any and all rights il may have to partition and have scl aside to it iu severally iis undivided 
33 inlcrcsl therein. 
34 
3 5 -Fr-Preferent iarr-Right-to-PuitlHiw: 
.36 
37 Sbrmithmy-^rty^le:tiTeHt»-MetlHdi--ot^^ 
3H Area, il shall promptly give wiillcn nolicc lo Ihe olhcr panics, with lull inloimalion concerning iis pio|xiscd sale, xyJjicJa^It^FTnelude lhc 
39 name and address oflhe pros|xxlivc puichasci (who must be icady. willing and able lo puichiiscJ^Jbj^virxrulrsTprice. and all olhcr Icims 
40 oflhe offer. The other parlies shall Ihcn have an optional prioi righl, for a pcî ojJ_oXJ r̂r-f+^TTd7rys afler receipt oflhe nolicc, lo purchase 
4 I on the same terms and conditions the interest which the oilierj^ajly-pi-npns^skr sell; and, if Ihis optional righl is exercised, the purchas-
42 ing parlies shall share lhc purchased inlcic.sOnjlii^iroTToTnons lhal Ihe inlcrcsl of each bears lo lhc lolal inleiesl of all purchasing par-
43 lies. However, there shall bejio^r^feTcnTiiil righl lo purchase in those cases where nny party wishes lo mortgage its inleresls, or lo 
44 disjxrsc of rlsjuUinHn^b^uncrger, reorganization, consolidation, or sale ol all or substantially all of its assets lo n subsidiary or parent com-
45 p-uty-TtrTn •» liiihtidbiry. nf. a parenl company or In nny company ill which nny one parly owns a majority nf the stork 

46 

47 A R T I C L E IX. 

48 I N T E R N A L REVENUE CODE ELECTION 

49 

50 This agreement is not intended lo create, and shall nol be consli c d lo create, a ichilionship of pnilnciship or an association 

5 1 for profit between or among lhc parties hereto. Notwithstanding any provision hcieiu dial Ihe lighls and liabilities hereunder arc several 

52 and not joint or collective, or lhal Ihis agicemenl and opcialions hcieundcr shall nol consulate a partnership, if, for federal income tax 

53 purposes, Ihis agicemenl and lhc operations hereunder are rcgaided as a partnership, each party hcieby allccled elects lo be excluded 

54 from lhc application of all of the piovisions of Subchapter " K " . Chapter I , Subtitle " A " , of the Inlei nal Revenue Code of 1954 , as |X-r-

55 milled and authorized by Section 761 oflhe Code and the regulations promulgated theicundei. Operator is authorized and directed lo cx-

56 ccute on behalf ol each party hereby affected such evidence of this election as may be icquii ed by llie Secretary of lhc Treasury of lhc 

57 United Suites or the federal Internal Revenue Service, including specifically, bul nol by way of limitation, all of Ihe returns, statements, 

58 and the data required by federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

59 evidence of ihis election, each such piuly shall execute such documents and furnish such olhei evidence as may be icquircd by the 

60 Ecilcial luteiuiil Revenue Service in as may be iicccssiuy In evidence ihis clc< limr. Nn sue h party shall give any imliccs ur lake any oilier 

61 action inconsistent with the election made hcieby. II any picseul oi future income tax laws ol lhc slate or stales in which Ihe Conli act 

62 Area is located or any future income tux laws of the United Slates contain piovisions si mi hit lo Ihosc in Subchapter " K " , Chapter I . 

63 Sublillc " A " , oflhe Internal Revenue Code of 1954, under which an election similar to lhal piovided by Section 761 of the Code is |x:r-

64 milled, each party hereby affected shall make such election as may Ix: |x:rmi«cd or required by such laws. In making lhc foregoing clec-

65 lion, each such parly stales (lint lhc income derived by such parly fiom operations hcieundei can be adequately dclerniincd without lhc 

66 computation of partnership 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 Ihe expenditure 

5 does not exceed _ _ t J 2 r i _ J J i D J a S ^ J X f J Dollars 

6 ($_J_Q_^QQQ-,._QQ ) and i f lhc payment is in complete settlement of such ciaim or suit. If lhc amount required for settlement cx-

7 cccds the above amount, lhc parties hereto shall assume and lake over lhc further handling of the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be al the joint cx-

9 pense of the pai ties participating in lhc oi>era(iou from which lhc claim or suit arises. If a claim is made ngainsl any party or if any party is 

It) sued on account of any mn Her iu ising 11 oni opci alious hei c under ovei which such individual luis no control because of lhc righl a given 

I I Operator by ihis agreement, such parly shall immediately notify all oilier parlies, and lhc claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 A R T I C L E X L 

15 EORCE MAJEURE 

16 

17 If any party is rendered unable, whoUy or in part, by force majeure to carry out its obligations under ihis agreement, other than 

18 (he obligation to make money payincnls, lhal parly shall give (o nil other parlies prompt written notice of the force majeure wilh 

19 reasonably full particulars concerning it; thereupon, Ihe obligations of tbc parly giving lhc nolicc, so far ns dicy arc nffeclcd by the force 

20 majeure, shall be suspended during, but no longer than, the continuance oTthe force majeure. Die nffeclcd pnrly shnll use all rensonnble 

21 diligence to remove lhc force majeure situation ns quickly ns practicable. 

22 

23 The requirement that any force majeure shall be remedied wilh all icasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or olhcr labor difficulty by lhc parly involved, contrary lo its wishes; how all such difficulties shall be bundled shull be entirely 

25 within the discretion of lhc party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an ncl of Cod, stiike, lockout, or olhcr industrial disturbance, acl of 

28 tbc public enemy, wnr, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any olhcr cause, whether of tbc kind s|x"cificnlly enumerated alxive or otherwise, which is 

30 not reasonably within the control of the pai ty claiming suspension. 

31 

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

33 NOTICES 

34 

35 All notices authorized or required between Ihe pailics and required hy any ol the provisions of Ihis agicemenl, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, |>ostagc or charges prepaid, or by telex or telecopier nnd nddressed to 

37 the parlies lo whom lhc nolicc is given nl lhc addresses listed on Exhibit " A " . The originating nolicc given under any provision hereof 

38 shall be deemed given only when received by lhc parly to whom such nolicc is directed, and ihe time for such parly lo give nny notice in 

39 response thereto shall run from the dale lhc originating nolicc is icccivcd. The second or any res|x>nsivc notice shall be deemed given 

40 when deposited in the mail or with lhc telegraph company, wilh postage or chaigcs prepaid, or sent by Iclcx or telecopier. Each parly 

4 1 shall have lhc right lo change iis address nt any time, and from time to lime, by giving written notice (hereof lo nil oilier parties. 

42 

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

44 T E R M OE A G R E E M E N T 

45 

46 This agicemenl shnll remain in lull foice and cllccl as lo Inc oil and gas lenses and/or oil and gas inleiesls subject hereto for the 

47 period of lime selected below; piovided, however, no piuly hereto shall ever Ix; construed as having any light, lille or interest in or to any 

48 lease or oil and gas inlcrcsl contributed by any other pariy beyond tbc term of this agreement. 

49 

50 ~ Option No. I : So long as any of lhc oil and gas leases subject lo Ihis agreement remain or are continued in force ns lo nny pail 

51 of die Contract Area, whether by produclion, extension, icncwal or otherwise. 

52 

53 V Option No. 2: In the cvcnl (he well described in Article V I . A . , or any subsequent well drilled under nny provision of (his 

54 ngiecinenl, resulls in production of nil and/or gns in paying quantities, Ihis agreement shall continue in force so long ns nny such well or 

55 wells pioducc, or are capable ol production, and for an additional (xniixl of __Q(J days fiom cessation of all pioduclion; provided, 

56 however, if, prior to (he expiration of such additional pcriixl, one or more of flic parties hereto arc engaged in drilling, reworking, decpen-

57 ing, plugging back, lesling or attempting lo complete a well or wells hcieundcr, Ihis agicemenl shall continue in force until such opcra-

58 tions have been completed and if prixluction resulls therefrom. Ihis agreement shall continue in force as provided herein. In the event lhc 

59 well described in Ailicle VI .A. , or any subsequent well drilled hereunder, resulls in a dry hole, and no oilier well is producing, or capable 

60 of producing oil and/or gas from lhc Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rcwork-

61 ing opcralons arc commenced wilhin 5J3 days fiom the date of abandonment of said well. 

62 

63 ll is agiecd, however, lhal lhc termination of this agreement shall nol relieve any parly hereto fiom any liability which has 

64 accrued or attached prior lo the date 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 T H LAWS AND REGULATIONS 

3 

4 A. LI IWS, Regulations and Orders: 

5 

6 This agreement shall he subject lo Ihe conservation laws of Ihe stale in which lhc Contract Area is located, lo lhc valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said stale; and to all olhcr applicable federal, slate, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 

10 I I . Governing Law: 

1 I 

12 This agreement and all matters pertaining hereto, including, but not limited lo, mailers of performance, non performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction. shall lie governed and determined by the law of the state in which 

M Ihe Conlincl Area Is located. II Ihe Conduct Aien Is in two or more slates, lhc law of lhc slate of N o w M e x i 9 0 

15 shall govern. 

16 

17 C, Regulatory Agencies: 

18 

19 Nothing herein contained shall giant, or be .construed lo gianl, Opeiator the i ighl or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or slate laws or under rules, regulations or oiders promulgated 

2 I under such laws in reference to oil, gas and mineral o|>cralions, including lhc location, o|Kialion, or production of wells, on tracts offsct-

22 ting or adjacent lo lhc Contract Area. 

2.3 

24 Willi respect to the oiiernlions hcieundcr, Non Opeialors agree lo release Opcialoi" from any ami all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting diicclly or indiicctly from 0|>crntor's interpretation or application of rules, 

26 rulings, icgulalions or orders of lhc Department oT Energy or predecessor or successor agencies to lhc extent such interpretation or np-

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

28 Operalor's share of produclion lhal Operalor may be required lo refund, rebate or pay ns n result of such nn incorrect interpretation or 

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

30 

3 I Non-Operators authorize Operator to picparc and submit such documents as may be icquircd to be submitted to the purchaser 

32 of any crude oil sold hereunder or lo any olhcr [icrson or entity pursuant to (he ici|uiicmcnls of the "Ciude Oil Windfall Profit Tax Act 

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

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

35 which is required lo be furnished by said Ac! in a timely niannei and in sufficient detail to peimil compliance with said Act. 

36 

37 A R T I C L E XV. 

38 OTHER PROVISIONS 

39 

40 

41 

42 

4 3 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

0 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 t o the 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 h a l l have tt 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 

o f 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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ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties 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 agreement shall be effective as of Js t day of Febiuary, 2001. 

OPERATOR 

RICHARDSON OPERATING C O M P A N Y 

Cathleen Colby, Attorney-ir^Fact 

Date: fclo/uafa / , / 

NON-OPERATORS 

William A. Hall 

Date: 

RICHARDSON PRODUCTION COMPANY 

Cathleen Colby, Attorney-intact 

D a ! e fckvctarV, /, fool 



STATIi OF COLORADO ) 
) ss. 

COUN TY OFDFNVFR ) 

l hc foregoing instrument was acknowledged before me this I s ' day of February, 2001, by 
Cathleen Colby as attorney in fact on behalf of Richardson Operating Company and Richardson 
I'roducI ion Con 1 pany. 

STATU OF NEW MFXICO ) 
) ss. 

COUNTY OF SAN JUAN ) 

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

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: SW/4 
Section 9: W/2 
San Juan County, New Mexico 

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

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

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 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. LEASES SUBJECT TO THIS AGREEMENT: 

TO BE DETERMINED 

A-1 



coi'Ar, i VIM oir.noiii: 
I l n t l i m i n n i i i l i - . l l i , - l l i o C u m u l i 

( i f I ' i l 11 n l n w m A t I n v o l I I I I 11 

-- - ----- -- l i 
EX Ml BIT " 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 H A I , I ' H O V I S I O N M 

Del in it Ion'i 

"Joint Properly" nliall moan the leal and pei.miiial pi opto l y subject, to flu; i i | ; I ec 11 unit lo which thin Accounting Procedure 
la ultiii:li(.'d. 
"Joint Opel nlion.n" .nbalI mean nil opci a I .ion:: n ecu.'em i y or ] n o| MM' for tho d e v elo| i m cn I , ope ru I Ion, | u ol eid lo II and nnd u Ic -
nance of the Joint Properly. 
"Joint Account" nhnll mean Ihe neeonnl. shuwini; Ihe ehai j>.i-:i paid und credits received In the conduct, of the Joint Opera 
lionn and which are lo tie nl in red hy the I'm l ie.':. 
"Operalor" nhall menu the party dcnlpuated In conduct Ihe .Joinl Operat ionn. 

t "Non-Opomlur.'i" nhnll mean the l'ailie.n lo thin agreement oilier Unui llio Operator. 
"Pai lion" shall iiieuii Opernlor und Mini-Opei ulorn. 
"Pirnl I>cvel Supervisor.n" nliall mean Ihose employees whose |n imai y function In Joint Opei nlion.n in Ihe direct, r.upervislun 
of oilier einploycen and/or conli net labor directly, employed on the Joinl Properly In a field operating cnpueily. 

. "Technical Employee:!" :;hull menu Ihone eniployeen having npeeinl nnd npcelNc engineering, rrculugicul or oilier profen-
nlonal nkilln, and whone primal y funelion in Joinl. Opei :>lionn in (he handling of .'ipoeifie openiling eundllioii'i and problem.-, 
for the benefit of the JniM Properly. 
"Pernoiiul lSxpen.ne.n" nhall mean travel and olhei reasonable reimbursable uxpnnr.cn of Opernlor'!: employeen. 
"Muler in l" nhnll menu personal pi opei ly, eipi ipiuen I or supplies acquired or held for use on the Joinl Prnpci ly. 
"Controllable Maler ia l" nhnll menu Maler ial which ut llie lime in no classified In the Mulerinl Classification Manual nn 
monl icceully recommended by llie Council of l 'e l iulenm Accountants Societies. 

Statement nnd Hil l ings 

Opera lor nh a 11 Id 11 Mon • Oper a I oi n on or be foi e I. he I mil il :ty of on eh month for l l ic i r pro j ior I iolinle r.biire of the J idol Ac
count for llie preceding; inonlh. Much billn will be neeui 11 pun led by sLuleiiienl.n which Identify Ihe authority fur CK pendil in e, 
Icacc or facility, and nil charges and ei edils iniiniiiiiri/.ed by appropriate elnnnificnliniu) of Invenlmenl and expense except 
Ihnl ileum of Coiilrollntdo Malerial nnd imnnuiil charges nnd credits nhall be :iepni nlely identified and fully described in 
detail. 

Advanced und Pay inenbi by N o 11-Opei a lu ' u 

A. Unless ulherwine provided for in Ihe n gi een ion I., llie Opcinlor may reipilre the Nun Operuloi a lu advance l l icir 
.share of csliinnlcd ennli outlay fur Ihe sucreediii); moiil.h'n uperullon wilhin fifleou (lb) dnyn nfler recel|il of the bil l
ing ur by Ihe f i rn l day of Ihe mouth for which Ihe advance in i ctpiil'cd, whichever in later. Operator nhnll adjunl each 
monthly bi l l ing lo reflect udvniieen received hum Ihe Non-Opernlorn. 

11. Jvlucli Non-Opcralor nliall pay lis proportion of nil billn wilhin fifteen ( lb) dnyn afler receipt.. If paymenl in mil made 
wi lh in nuch time, the unpaid balance nhall bear inlei enl monthly ul. Ihe prima rale in ctfeel ul CJr.n.S.12 

ManJi^LcJLa.n., N.riw Y o r k on the f i rn l day of the monlh In which delini|iieucy oecurn plun 1% or the maximum 
contract i ate permilfed liy the applicable unui)' law:: in llie ulate iu which the Joinl Properly in located, whichever 
i:; the leaner, plun nltoi ney'n feen, court eo:iln, und oilier eonl.n In connection wi lh the collection of unpaid nmnunln. 

Adjw.ntinenln 

Payment of any :;iu:li billn .nhall not prejudice the i i|>hl uf any Nun -Operalor to pi olcnl or ipientiun the correctness Ihei eol; 
provided, however, nil billn nnd nlnl.emeuln i emlei ed lo Mon (Jpei alorn by 0| ici alor i l i i r in j r any calendar year nliall eon-
eluulvely be prenumed lo be l i ne and correct nfler Iwenly lour (V,\) inonllui following the end oT any nuch eulendar year, 
unless wi lh in the naid tweuly-foiir {?A} monlh )ieriod a Mon-Operulor Inhen written exception thereto nml nisdics cluini on 
Opernlor for adjustment. No iiilju.nl.mcnl fiivorable lo Operalor nhall be made unlenn i l in made within the name prescribed 
period. The provinionn of thin paragraph nhall not prevent, adjustments resulting' f rom a physical Inventory of Coulndlable 
Material ar, provided for in .Section V. 



5. Audits 

A. A Non-Operator, upon notice in writ ing Lo Operator and all oilier Non-Operator:;, shall have Ihe right, to audit Opera
tor's accounts and records relating to llie .loinl. Account, for any calendar year wi lh in Ihe twenty-four (2A) monlh 
period following- the end of such calendar year; provided, however, the malting of an audit shall nol extend the lime 
for Ihe tailing of written exception lo and Ihe adjustment:; oT accounts as provided for in Paragraph A oT Ihis Section 
I . Where there arc two or more Non Operators, the Non Operalor:; shall make every reasonable effort lo conduct a 
joint, audit iu a manner which wil l result, in a minimum nf inconvenience lo Ihe Operalor. Operalor shall bear no por
lion of the Non-Operators' audit cosl incui rod under Ibis pai agi aph unless agreed to liy l.ho Operalor. The audits, 
shall not. be conducted more than once each year without prior approval of Operator, exeepl upon lie: resignation or 
removal of Ihe Operator, and shall be made al the expense of those Non Operator:; approving such audit. 

It. The Operalor shall reply in wr i t ing (o an audit, reporl wilhin 1 rid days after receipt of such report, 

(i. Approva l iJy Non-Operators 

Where an approval or other agreement, of the Parl ies or Non-Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement, lo which Ibis Account ing Procedure is al lached contains no contrary provisions 
in regard therein, Operalor shall notify all Non Opei alm s of the Operator's proposal, and the agreement or approval of 
a majority in inlcrcsl of I .he Non Operators shall be control! ing on all Non-Operators. 

I ! . I H l f E O T O l l A K O E S 

Operator shall charge the Joint Account wilh the following ilems: 

1. Ecological nnd Envi ro i imei i tn l 

Costs incurred for the benefit of the Joint Properly as a result of governmental or regulatory requirements lo satisfy environ
mental considerations applicable lo the Joinl. Operations. Such costs may include surveys of un ecological or archaeologi -al 
nature and pollution control procedures a;; required by applicable laws and icgulalions. 

2. l tcnlnls nnd Royalties 

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

It. Labor 

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

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

(li) Salaries and wages of Technical Employees directly employed on the Joint Properly if such charges are excluded 
from llie overhead / ales. 

('!) .Salaries and wages of Technical Employees tut her temporarily or permanently assigned lo and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rales. 

B. Operator's cosl of holiday, vacation, sickness and disability benefits and other customary allowances paid lo employees 
whose salaries and wages are chargeable hi the Joint Account under Paragraph '(A of Ibis .Section I I . Such costs under 
this Paragraph 31! may be charged on a "when and as paid liasis" or by "percentage assessment" on the amount of 
salaries and wages chargeable lo llie Joint Account, under Paragraph .'!A of this Section IL f f percentage assessment 
is used, the rale shall lie based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's cosls chargeable to the Joint Account under Paragraphs ,'iA and ."II? of this Section I I . 

D. Personal Expenses of those employees whose salaries and wages ate chargeable to the Joint Account under Paragraph 
.'(A of litis Section I I . 

4. Employee Benefits 

Operator's current cosls of established plans for employees' group life insurance, hospitalization, pension, retirement, slock 
purchase, thr i f t , bonus, and oilier benefit plans of a like nature, applicable to Operator's labor cost chargeable hi the Joinl 
Account under Paragraphs ,'!A and .'tl! of this Section II shall lie Operator's actual cosl not br exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

5. Mater ia l 

Material purchased or furnished by Operalor for use on the Joinl Property ns provided under Section IV. Only such Mnlerial 
shall be purchased for or transferred hi the Joint Properly as may tie required for immediate use and is reasonably practical 
und consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided. 

fi. Transportat ion 

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

A. If Material is moved to Ihe Joint Properly from the Operator's warehouse or olhcr properties, no charge shall be made 
to Ihe Joint Account, for a distance greater lhan llie distance from the nearest reliable supply store where like malerial 
is normally available or railway receiving point nearest the Joinl Properly unless agreed to by the Parlies. 



B. If surplus Malerial is moved lo Operator's warelioiise or oilier storage point, no charge shall be made lo Uu- Joint Ac
count for a distance greater than the distance to Ihe.nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made fo the Joint Account for moving Material to other properties belonging to Operalor, unless agreed to by the 
Parties. 

C. In the application of subparagraphs A and Ii above, the 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 the amount most, 
recently recommended by the Council of Petroleum Accountant:; Societies. 

7. Services 

The cost of contract services, equipment and utilities piovided 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 cost of professional consultant services and contract ser
vices of technical personnel directly engaged on Ihe Joinl, Properly if such charges are excluded from the overhead rail's. 
The cost of professional consultant services or contract services of technical personnel nol directly engaged on Ihe Joint 
Properly shall not be charged lo the Join! Account unless previously agreed to by the Parlies. 

8. Equipment nnd Facilities Furnished Hy Operator 

A. Operator shall charge the Joint Account, for use of Operalor owned equipment and facilities al rales commensurate 
with cosls of ownership and operation. Such rales shall include cosls of maintenance, repairs, olhcr operating expense, 
insurance, taxes, depreciation, and interest on gross in vest ment less accumulated depreciation not. lo exceed . 
- tweXve percent ( 12 -._ "") per annum. Such rales sball nol exceed average commercial rates currently pre
vailing in the immediate area of the Joint Properly. 

B. In lieu of charges in paragraph 8A above, Operator may eleel fo use average commercial rates prevailing in the immedi
ate area of the Joinl Properl y less 20%. For aulomol ive equipment, Operator may elect lo use rales published by the 
Petroleum Motor Transport Association. 

!). Damages and I/O.sses lo Joinl Properly 

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

1 0. Legal Expense 

Expense of handling, investigating and selll ing 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 Joint 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 to by the Parlies. Al l other legal expense is considered lo tic covcicd by the 
overhead provisions of Section 111 unless otherwise agreed lo by Ihe Parties, except as provided in Section 1, ' 'aragrnph 
3. 

11. Taxes 

A l l taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which laxes have been paid by the Operalor for Ihe benefit of the Parties. If lhc ad valo
rem taxes are Imsed in whole or in part upon separate valuations of each parly's working interest, then notwithstanding 
anything to the contrary herein, charges lo the Joinl. Account shall be made and paid by the Parties hereto in accordance 
wilh the tax value generated by each party's working iiilcresl. 

12. Insurnnc.c 

Net premiums paid for insurance required to be carried for Ihe Joint Operations for the protection of the Parlies. In the 
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation and/ 
or Employers Liabil i ty under the respective state's laws, Operalor mny, at its election, include the risk under its self-
insurance program and in lhal event, Operator shall include a charge al. Operator's cost not lo exceed manual rales. 

13. Abandonment and Reclamation 

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

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving tho Joinl. Property. In the event communication facilities/systems serving the Joint 
Properly are Operator owned, charges lo 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 iu the foregoing provisions of this Section I I , or in Section I I I and which 
is of direct benefit b) the 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 

Overhead - D r i l l i n g arid Producing Opcial ions 

i . As compensation for adrrdnisl.ral.ive. supervision, office services and warehousing costs, Operator shall charge dr i l l ing 
and producing operations on either: 

( x ) Fixed Rate Basis, Par agr aph I A, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agr eed to by the Par ties, such charge shall be irr lieu of costs nnd expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
'JA, Section I I . The cost and expense of ser vices from outside sources in connection with matters of taxation, Ir affic, 
accounting or matters befor e 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 cosl and expense are agreed lo by the 
Parlies as a direct charge lo the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cosl of professional consultant services 
ami contr act services oT technical personnel directly employed on the Joint Property: 

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

i i i . The sidaries, wages ami Per sonal Expenses of Technical Employees and/or cosls of professional consultant services 
and contract ser vices of technical personnel either- temporal ily or permanently assigned to and dir ectly employed in 
the operation of the Joint Properly: 

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

A. Overhead - Fixed Rate Basis 

(1) Operator- shall char ge the Joint Account, at the following rales per well per monlh: 

Dr i l l ing Well Rate % <57QQQ.QQ 

(Prorated for less than a ful l month) 

Producing Well Rate $ .5Q0..H0 

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

(a) Dr i l l ing Well Rate 
(1) ('barges for dr i l l ing wells shall begin on the 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 the 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 (15) or 
more consecutive calendar days. 

(2) Charges for wells under going any type of workover or rccomplelion for a period of five (5) consecutive 
work days or more shall be made al the dr i l l ing well rate. Such charges shall be applied for the period 
from date workover operations, with r ig or other units used in workover, commence through date of r ig 
or other unit, release, except that no charge shall be made din ing 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 one-
well charge for the entire month. 

(2) Each active completion in a multi-completed well in which produclion 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. 

(,')) An inactive gns well shut in because of overproduction or failure of purchaser to lake the produclion shall 
be considered as a one-well charge providing the gas well is directly connected lo a permanent sales 
outlet. 

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

(5) Al l other inactive wells (including but nol. limited to inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall nol qualify Tor an overhead charge. 

(3) The well rales shall be adjusted as of the first day of Apr i l each year following the effective dale of the agreement 
lo which this Accounting Procedure is attached. The adjustment shnll be computed by multiplying the rate cur 
rently in use by the percentage increase or decrease in lhc average weekly earnings of Crude Petroleum nnd (las 
Produclion Workers for lhc last calendar year compared lo the calendar yeur preceding ns shown by the index 
of average weekly earnings of ('rude Petroleum and Cas Production Workers ns published by lhc United Stales 
Department of Labor, Bureau of Labor Statistics, or the 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. 

B. Overhead - Percentage Basis 

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



(a) Development 

Percent ( %) nf I IK: cosl. of development of l lio .Joinl. Properly exclusive of cosls provider) 

under- Paragraph 1(1 of Seel ion 11 and all salvage credits. 

(b) Operating 

I'e.rcenl. ( %) of llie cost of operating the Joint Properly exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I . all salvage crcdilr., the value of injected substances purchased for secondary 
recover y and all laxes and assessments which are levied, assessed and paid upon the mineral inleiesl in and 
to the Joint Properly. 

(2) Application of Overhead I'eic.enl age Kasis shall be as follows: 

For the pur[>oso of determining char ges on a percenlage basis under Paragraph Hi 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 i ng r ig and crew capable of d r i l l ing fo the producing interval on Ihe Joint Prop
erty; also, preliminar y expenditur es necessary in preparation for dri l l ing and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construct ion or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction ns 
defined iu Paragraph 2 of this Section I i i . A l l other costs shall be considered as operating. 

2. Overhead - Major - Construction 

To compensate Operalor for overhead costs incurr ed in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset r equired for the development and operation of Ihe 
Joint Property, 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 ir less, plus 

13. _=i=_ % of costs in excess of $100,000 bul. less than $1,000,000, plus 

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

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parls of a single 
project shall not. be treated separately and the cosl of dr i l l ing and woi hover wells and art if icial l i f t equipment shall be 
excluded. 

.']. Catastrophe Overhead 

To compensate Operator for overhead cosls incurred in the event uf expenditures resulting from a single occurrence due 
lo oil spill, blowout, explosion, fire, storm, hurricane, or other- catastrophes as agreed lo by tbc Parties, which are necesfliiry 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall cither negotiate a rate pr ior lo charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rales: 

A =3= %of total costs through $100,000; plus 

I l = 3 - % of total costs in excess of $100,000 but less than $1,000,000; plus 

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

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

<t. Amendment of Rates 

The overhead rates provided for in this Section I I I may be amended from lime lo time only by mulual agreement between 
the Parties hereto if, in practice, the rales are found lo be insufficient or excessive. 

IV . PRIOTNO 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 Properly. Operator shall provide all Material for use on the Joinl Property; however, nl Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, nuch disposal being made either through sale to Oper ator or Non-Operator, division in kind, or sale lo outsiders. 
Operator may purchase, but shall tie under no obligation to purchase, interest of Non-Operators in surplus condition A or M 
Malerial. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed lo by Ihe Parlies. 

1. Purchases 

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

2. Transfers nnd Dispositions 

Materia! furnished to the Joint Properly and Malerial transferred from (.lie Joint Properly 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 Material (Condition A) 

(I ) Tubular Coods Other than Line Pipe 

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern null published 
carload base prices effective as of dale of movement plus transportation cost using the 80,(100 pound carload 
weight basis to the railway receiving point nearest the Joint Properly for which published rail I ates for 
tubular goods exist. If the 80,000 pound rail rale is nol, offered, the 70,000 pound or DO,000 pound rail rate 
may be used. Freight charges for tubing wil l be calculated from Ixirain, Ohio and casing from Youngslown, 
Ohio. 

(b) For grades which are special lo one mill only, prices shall be: computed at the mill base of that mill plus trans
portation cosl from that mil l to Ihe railway receiving point nearest the Joinl Property as provided above in 
Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck i ale shall be used. 

Special end finish tubular goods shall be priced at the lowest published out of slock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate ,'!(),000 pound truck rate, lo 
the railway receiving point nearest the Joint Property. 

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published oul-of-sloek prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rale per weight 
of tubing transferred, lo the railway receiving point nearest the Joinl Properly. 

(2) Line Pipe 

(a) I/inc pipe movements (except size 2-1 inch 01) and larger with walls % inch and over) HO,000 pounds or more 
shall lie priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as piovided above. Freight 
charges shall be calculated from Loruin, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger wilh walls y, inch and over) less lhan ,'10,000 pounds 
shall be priced al Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under piovisions of lobular goods pricing in Para
graph A.(l)(a) as provided above. Freight charges shall be calculated from 1/ornin, Ohio. 

(c) Line pipe 24 inch OD and over and y, inch wall and larger shall be priced f.o.b. the point of manufacture 
al current new published prices plus transportation cost lo the railway receiving point nearest the Joinl 
Property. 

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

(3) Other Material shall be ju iced at the current new price, in effect al. date of movement, as listed by a reliable supply 
store nearest the Joint Properly, or point of manufacture, plus transportation costs, if applicable, lo the railway 
receiving point nearest (lie Joint Properly. 

(4) Unused new Malerial, except tubular goods, moved from the Joint Properly shall be priced at the current new 
price, in effcel on dale of movement, as listed by a reliable supply store nearest tbc Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new lobulars wi l l be priced as pi ovided above in Paragraph 2 A (1) and (2). 

13. Good Used Material (Condition Ii) 

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

(1) Material moved to the Joinl. Property 

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

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

(a) A t seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally 
charged lo the Joint Account as new Material or 

(b) A l sixty-five percent (05%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joinl Account as used Material. 

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

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

The cosl of reconditioning, if any, shall be absorbed by the transferring properly. 

C. Other Used Material 

(1) Condition C 

Malerial which is not in sound and serviceable condition and not suitable for il.s original function until afler recon
ditioning shall be priced al f i f t y percent (50%) of current new price as determined by Paragraph A. The cosl of 
reconditioning shall tn: charged lo the receiving properly, provided Condition 0 value plus cost of reconditioning 
does nol exceed Condition It value. 



m 

(2) Condition I) 

Material, excluding junk, no longer suitable for if.'; original purpose, but usable for some ofber purpose sball be 
priced on a basis commensurate wi lh iis use. Operator may dispose of Condition 1) Material under procedures 
normally used by Operalor without prior approval of Non-Operalors. 

(a) Casing, tubing, or d r i l l pipe used aa line pipe shall be priced as Crade A and B seamless line pipe of com
parable size and weight. Used casing, tubing or d r i l l pipe utilized as line pipe shall be priced at vised line 
pipe prices. 

(b) Casing, tubing or dr i l l pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or d r i l l pipe. Upset tubular goods nhall 
be priced on a non upsel basis. 

(.'!) Condition I1] 

Junk shall lie priced at prevailing prices. Operalor may dispose of Condition E Material under procedures nor
mally utilized by Operalor without pi ior approval of Non-Operators. 

I). Obsolete Material 

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

E. Pricing Conditions 

(1) I/oading or unloading costs may be charged lo the Joint Account at the rate of twenty-five cents (Zfif) per hundred 
weight on all tubular goods movements, in lieu oT actual loading or unloading costs sustained at the stocking 
point. The nbove rate shall be adjusted as of the first day of Apri l each year following January 1, 198!) by the snme 
percentage increase or decrease used to adjust overhead rates in Section I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded lo the nearest cent and sball be Ihe rule in effect until the first day of Apr i l next 
year. Such rale shall be published each year by the Council of Petroleum Accountants Societies. 

(2) Material involving crcclion costs shall be charged at applicable percentage of the current knoekod-down price of 
new Malerial. 

3. P remium Prices 

Whenever Malcrinl is not readily obtainable at published or listed prices because of national emergencies, striken or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it lo the Joint Property; provided notice in wr i t ing is furnished lo Non-Oporalors of the proponed chnrgo prior lo bi l l ing 
Non-Oporalors for such Material. Eneh Non-Operator shall have the right, by so electing and notifying Opernlor wi lh in 
ten days after receiving notice from Operator, fo furnish in kind all or pari of his share of such Malerial suitable for use 
and acceptable lo Operalor. 

\ . War ran ty of Male r ia l Furnished I ly Operator 

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

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

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

A t reasonable intervals, inventories shall be taken by Operalor of the Joint Account Conlrollable Malerial. Written notice 
of intention lo take inventory shall be given by Operator at least thir ty (30) days bcfoic any inventory is lo begin so that 
Non-Operulors may be represented when any inventory is taken. Failure of Non-Operators lo bo represented at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjus tment of Inventories 

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

3. Special Inventories 

Specinl inventories mny bo lakcn whenever there is any sale, change of interest, or change of Operalor in tho Joinl Property. 
I t shall be the duty of the parly selling lo notify all other Parties as quickly as possible after the transfer of Interest takes 
place. In such cases, both the seller and lhc purchaser shall be governed by such inventory. In cases involving a change 
of Operator, all Parties shall be governed by such inventory. 

4. Expense of Conducting Inventories 

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

R. Tho expense of conducting special inventories sball be charged lo lhc Parlies requesting such inventories, except in
ventories required due lo change of Operalor shall be charged lo lhc Joinl Account. 



Exhibit "D" 

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

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

KIND 

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. 

D-1 



Exhibit " E " 

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

GAS BALANCING AGREEMENT 

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

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

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

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

Each party hereto shall make settlement wit the royalty owners to whom it is accountable, just as 
if such party were marketing or otherwise disposing of its share, and its share only, of such gas 
production exclusive of gas used in iease 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. 

E-1 



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 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 U N K I l A l , P R O V I S I O N S 

t. Definitions 

"Joint Properly" nhnll mean lhc real nnd personal property subject to the agreement In which lhl:i Accounting Procedure 
In i i l l i icheil . 
"Joinl Operations" ahnll menu nil operations ncc.cunnry or pepper for the development, operation, protection und rnninte 
nuneu of (he Joint Pro|)crty. 
''Joint Account" ahnll mcnn (ho nccounl allowing the chin (toil paid nnd credits received in the conducl of tho Joint Opera 
llomi nnd which it re to be shared by tho I'm 11 c 3. 
"Opernlor" ahnll menu the party designated lo conduct tho Joinl Operations. 
"Non-Opornlors" shnll menu llio Purlieu lo thl.i i i f i ccmcii l olhcr then lhc Opernlor. 
"Pnrlic.'i" shnll menu Opci nlor nnd Non-Oporntoi a. 
"First Level Supervlsorn" n11n)I mcnn ihoso employee!) whose pr imary function in Joint Opornllons la lhc direct supervision 
of other employees nnd/or coulrncl labor directly, employed nn the Joinl Property in n field opcri\l!n|( capacity. 
"Technical Employees" ahull mean Ihoac employees having s|H:c!nl nnd specific un[rineoi tnQf̂  yooloffIcnl nr ntlior profes 
Gional rdiilla, nnd whoso primary function In Joinl Operations in the 11n111IIinjr of specific opci nllnrr conditions and problem 1 

for lhc benefit of tho Joint Properly. 
"Personal Expenses" ahnll mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Mater ia l" shall moan personal properly, equipment or supplies acquired or held fur use on the Joinl Properly. 
"Controllable Mater ia l" ahull menu Mater ia l which al lhc l ime iu no classified In tho Mater ia l Classification Manual n 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. S l a l c m e n l n n d H i l l i n g s 

Opernlor shnll b i l l Non-Operators on nr before the )n;>l day of each month for their proportionals share of tho Joint A< 
count for the preceding month. Such bills wi l l be accompanied by statements which identify the authority for cxpcndllui i 
lonso or (nclllly, and all charges and credits sumrnnrl/cd by appropriate classifications of Investment nnd expense exec) 
thai items of Conlrollable Muler inl und unusual charges nnd credits shall be sepnrntely identified nnd fully described i 
detail. 

I). Advances nml Payments by Non-Opein loi n 

A. Unless otherwise provided for In the agreement, the Opcinlor may requite the Nori-Operntorn lo odvoncc the 
share of catimoled cash nullity for llie succeeding month's1 operation wi lh in l i f leou (15) dnya nfler receipt of the bi 
log or by tho first day of llio month for which Die advance is required, whichever is Inter. Operator sluiil adjust cm 
monthly b i l l ing to reflect advances received f rom lite Non-Operators. 

D. Each Non-Operator shall pay lis proportion of all bills wi th in fifteen ( Hi) days after receipt. If "paymenl In nol ma 
wi lh in nuch lime, lha unpaid hnlnncn .'ihnll bear Intercut moulbly ut the prlmo rnlo In effect nl N o r v e s b 

BflD)i_Ji£Dy£i:__: on Ibo f l rot day ol tho month in which d nl In q o on cy occur.*! plun Y% or the mnximt 
conl incl rale porml l lcd hy Ihe applicable usury laws In lha. stale in which the Joint Property Is I oca led, wTilcTe-. 
is lhc lesser, pins attorney's fees, court costs, and other cost!; in connection wi th the collection of unpaid amount' 

\ . Adjus tments 

Payment of nny such bills shall nol prejudice the r ight of any Hon-Opcvnlor lo protest or question (ho correctness then 
provided, however, nil bills and statements rendered to Non-Opei alui s by Opernlor dur ing nny cnleudar ycor shall e 
eluiilvuly bo prcuumed lo bo (i uo nnd correct uftor twenty-four (2-1) months fol lowing tha end of nny ouch calendar ye 
unlona within (ho nnld twonly-four (2-1) month porlod a Non-Opoi nlor lakes wri t ten cxcupllou Ihoroto and mnkoo claim 
Operator for ndjuntmonl. No lul juslmonl fnvornhlo lo Opernlor nhall bo made unless l l Is mude within the snino prcaci II 
period. The provisions of this paragraph nliall nol prevent i idji islmcnhi resulting from rt physical Inventory of Conlrolla 
Mnlci In! ns provided for in Socliou V. 

- I 
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in. oVrciuncAD 

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 r a t i o n s 

i. As compensat ion for a d m i n i s t r a t i v e , n i ipcrv is(on, of f ice ncrvicca nnd wa rehous ing costs, Opern lo r ahnl l c lmr(fe d r i l l i n g 
nnd produc ing ' opern l lona on e i ther : 

( X ) F i xed Rnle Oasis, P n r n g r a p h I A, or 
( ) Percentage Minds, P a r a g r a p h 11) 

Unles.i o therw ise agreed to hy Lhc Por t ion, such charge ahnl l bo in l ieu of cosls and expenses of n i l of f ices nnd salar ies 
or wages p lus npp l i cnb le bu rdens nnd expenses of n i l pe rsonne l , excep t those d i r e c t l y cha rgeab le u n d e r P a r a g r a p h 
3A, SccLion I I . The cost 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 t n x n t l o n , t r a f f i c , 
account ing or mal le i 's before or i n vo l v i ng gove rnmen ta l agencies ahnl l be considered os inc luded In lhc overhead rn lcs 
p r o v i d e d for In the above selected P a r a g r a p h of Ihi.'i Sec t ion N f unless such cosl arid expense aro agreed lo by the 
Par l i es as n d i r ec t charge to Ihe J o i n t Accoun t . 

i i . The salar ies, wages and Pcrsonnl I3xpenso3 of Techn ica l ICmploycea n n d / o r the cost nf professional consu l tan t services 
and con t rac t services of techn ica l personnel d i r e c t l y emp loyed on the Jo in t P r o p e r t y : 

( ) shn l l bo covered l iy the overhead rn leu, or 
( X ) shal l not bo covered hy the overhead ra les. 

i i i . The salar ies, wages and Personal IHxpcnsea of T e c h n i c a l ICmployces n n d / o r costs of p ro fess iona l consu l tan t services 
nnd con l i nc l services of techn ica l personnel e i ther t e m p o r a r i l y or p e r m a n e n t l y assigned lo and d i r e c t l y employed In 
the opera t ion o l the Jo in t P r o p e r t y : 

( ) shnl l be covered by (he overhead mtes , or 
( X ) shal l no l be covered by lhc overhead rates. 

A . Overhead - F i x e d Rale IJnsis 

(1) Opern lo r sha l l charge the J o i n l Accoun t at the f o l l o w i n g ' r n l e s per we l l per m o n t h : 

Drilling Well Rule J AJ3IXLT10 

(P ro ra ted for less lhan a fu l l m o n l h ) 

P r o d u c i n g We l l Rate $ 5 0 0 J 1 Q 

(2) A p p l i c a t i o n of Overhead - F i x e d RaLe l iasis sha l l lie as fo l lows: • . 

(a) D r i l l i n g We l l Rale 

(1) Charges for d r i l l i n g wella shal l beg in on the date the we l l is spudded and t e r m i n a t e on lhc dnle lhc d r i l l 
i ng r i g , complet ion r i g , or other uni ts used in comple t ion of the wel l is released, wh ichever is Inter , except 
D ia l no cha rge sha l l be made d u r i n g suspension of d r i l l i n g or c o m p l e t i o n opera t ions for f i f t een ( I f i ) or 
more consecut ive ca lendar days. 

(2) Charges for we l ls u n d e r g o i n g nny type of wo i kovcr or r ecomp le t i on for n pe r iod of f ive (G) consecut ive 
w o r k dnya or more shal l be made nt the d r i l l i n g we l l r n l c . Such charges shal l be npp l led for l l ie per iod 
f r om dale w o r k o v e r opera t ions , w i t h r i g or o ther un i ts used In w o r k o v e r , commence t h r o u g h dale of r i g 
or o ther u n i t release, excep t t ha t no cha rge sha l l be mnde d u r i n g suspension of opera t ions for f i f teen 
( IB) or more consecut ive ca lendar days. 

(b) P r o d u c i n g We l l Rates 

(1) An act ive we l l c i ther p roduced or in jected into for nny por t ion of the m o n t h nhal l be considered ns a one 
we l l charge for the en t i re m o n t h . 

(2) Each active comple t ion in a mu l t i - comp le ted we l l in w h i c h p roduc t ion is no l c o m m i n g l e d down hole shnl 
bo considered as a onc-wcl) charge p r o v i d i n g each comple t ion is considered a separate wel 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 . 

(.')) A n Inact ive gas wel l shu t in because of ove rp roduc t ion or fa i lu re of purchaser lo Inlce the p roduc l i on shnl 
bo cons idered as a one-wel l cha rge p r o v i d i n g (be gns we l l in d i r c c l l y .connected lo a p e r m a n e n t sale 
ou 1.1 e L. 

(4) A one-wel l charge shnl l be made for the m o n t h In w h i c h p l u g g i n g nnd abandonmen t opern l ions are com 
ploled on nny we l l . Th i s one-wel l charge shal l be made wbeLher or not the we l l hns produced except whc i 
d r i l l i n g we l l ra le appl ies . 

(B) A l l o lhc r Inact ive wel ls ( i n c l u d i n g b u l nol l i m i t e d lo Inact ive wel ls covered by u n i t a l lowab le , lease nl low 
able, t r a n s f e r r e d a l l owab le , etc.) sha l l not q u a l i f y for an overhead charge . 

(;)) The wol l rn lcs shal l be adjusted as of (he f i r s t day of A p r i l ench year f o l l ow ing the e/fect ive date of the ngrecmei 
to wh i ch this A c c o u n t i n g Procedure Is a l l ached . The a d j u s t m e n t shal l be compu ted by m u l t i p l y i n g l l io ra le cm 
rcn t l y in use by the percentage Increase or decrease In the aver age week ly earn ings of C rude P c l r o l e u m nnd Ce 
Produc t ion Wor kers for the Inst ca l enda r year co inpn rud to Lbe ca lendar year p r e c e d i n g os shown by the Inde 
of nverngo week ly earn ings of C rude Pe t ro l eum and Civs P roduc t i on W o r k e r s as pub l i shed by the U n i t e d S In I < 
D e p n r f m c n l of Labo r , H u r o n i ! of Labor Stn d'alicn. or (be e q u i v a l e n t C a n a d i a n Index na pub l i shed by S l n l l a l b 
Canada, ns app l i cab le . The ad jus ted ra les nhal l be the ra les c u r r e n t l y iu use, plus or m inus the compu ted a< 
j u s l m c n l . 

R i — 0 verb oad—Peeeon la'p/a-Horda 

(T)— Opei 'n lo i , - ( ibnl l -ehni 'ge- the-Jo in l -Aeeounl -nL- -Lhe- fo l lowlng-rn leo: 
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i . <: v.n r: u A I . r n o v i : ; IONS 

] ) ft ( I n 11 Id n n 

" J o i n l 1 1 : 0 p i ! I I y " ni l n 11 m p u n 111 a I e u I n n d p o i s n n u I | i i o |> r ' I )' ' u i 11J r c M n t i i n n | | i r r I n e n I I n w 111 c h 1111 •• A r co u n I i n ([ I ' I o o r d i l i 

In u l t n e b e t l . 

" Jo in t 0 per n I Ion n" nil n 11 m on n n i l o pr i n 11 nn n n r n ; v i n i y in p i f> pn i fo i t i n : d n v o I o p in o n S, npni n I Inn, pi ol re I Ion nnd in n I n I 
nnneo ol l l i o J o i n t Pi opei l y . 

" Jo in l A c c o u n t " n l in l l m c i i i i l l i o n c c o i i n l s h o w i n g Ihe c l m i cos pn id und ci edi ts i cco lvcd lu (lie conduc t nf (hn J o i n t OptM 
l ions nnd w h i c h urn lo he s h u t c d by Iho P n i l i c s . 
" O p o r n l n r " nhnl l m c n n Ihe p in (y i l n s l g n d c d In eondnc t the Jo in t O p c r n l l n n n 
" H o i v O por n l o i a" nhnl l m e n u (bo I ' m t in n to th in n jj i n em en I t i l her t b n n 11 < e O p e i n l r u . 
" I ' m l i en" nhnl l m m m O p e r n l o r nnd I Ion 0 poi ntoi n. 
' T i r o l Level o i i p e r v b o i n'' . ibu l l m e n u 111 o n o employee') whose pi I m m y I u n c i Ion In J o i n t O p c i n t in mi Is Ihe dl t oct nupei vlnln 
nf o i l i e r employees n n d / o r c o n l i nel l u l i o i d l r c c l l y . e m p l o y e d on Uie J o i n t Pi opei ly In u Mold opei n t ln i r enpne l ty . 
"Tech u I cit I )•'. m p loy ecu" nhn l l m e n u I bone nm ploy CUM h n V I n IJ spec I M I nnd s p e c i f i c e n y I n ee i I n rr, |; coin glen I nr nt h i l l p i of r 
nlonnl s ld l l s , und whoso ju I I I I I I I y f u n c t i o n In Jo in t Opei nthrn-j In the h n in 111 n |t uf spec i f i c opei n t l i i ) ; cond i t ions m i l l p i ob lcn 
for the b e n e f i t of (ho J o i n t Pi opei I y 

"Pel noun I l i ! x pen ses" nh n 11 m e n u l i nvel nnd otbet i en ".nimble l e( m bit i snh In m p o n n ' i of Ope l n l o i ' ; i employees . 
" M nl ni In I " nhn l l mono pn i umin I p i o pe i I y, e q u i p m e n t ni supp l i e s i u : i | i i ! i nil tu he ld fur u i e on I he J n ln I P i o p c i l y , 
" C o n l i o i l ni l | u M n t e i l n l " s h n l l men n M n I ei In I w h i c h nl I be t i m e Is so c>u v i l f led In I be M n 1 ei In I CI mini Hen I Ion M I I I I I I I I I < 
most 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 r i l ol Pel i o l e u m A cconu I nn I s Societ ies 

I j t n l e m m i l n n d I I I Mings 

O p o r n l n r sb n 11 b 111 I I on (.) 11 c. i n I o i i on o i h o l m e Ihe I n s I t iny n / e in: Ii m o n l h lo i I be 11 p i ouo i I hm u I p t h n I o of I h n J o i n t A 
count fo r Ihe p r e c e d i n g m i m l b . . ' inch b l l b i w i l l IK; n < com pn n I cd by r. I n te H I C U 11 w h i c h I d e n t i f y Ihe u u l h o i l l y for c x p e n d l l i i 
I en nn or f ne l l Uy, nnd n i l cbn i g cs n m l ci ed l l :i :m m mn i L ed by n pp i opt I u I c chi s-tll Icn I Ions of I n vest meri t n m l e K pense c x cr 
l l i n t I tems ol C o n t r o l In I lie M n l e i In I u m l uni t situ I choices , m i d ci ed i l •:• nhn l l be sopm n I ely h I e u 111 led n m l h i l l y d e s o I t ied 
delnil. 

,'). A d v a n c e s n n d P n y m c i i l i b y I I on f ) p e i n I o > n 

A . Unless o t h e r w i s e p i o v i d e d f m In tbn ngi c e m e n t , (he Ope i n to i m n y t e q n l i p the H o n - O p e i n l o i s lo odvnpce II 

s l in rn of r s t l m o l e d cash o u l l n y for l l i e succeed ing n u i n l l i :i o p e t n l l n n w i l h i n l l f t c o n (111) dnys n f l e r i ncrdpt nl (Im I 

l u g or by tho Mrnl day of l l i o m o n t h f m w h i c h lhc m l v n n c c In i c rpd i ed, w h i c h e v e r Is In l e r . Opei n lo i shnl l n i l j un l r 

m o n t h l y b i l l i o n ; lo r e f l e c t ndvnncos i c r e l v e i l f i o m the hi on O p c i u l n i n 

D. IHn c l l I Ion O pc i n I or sbn 11 pn y 11 n pi opo i I ion n I n i l b II In \v 111> i n 11 f I ee n ( I | i) dnys n 11 e i i r eel p i If )>n y ip en t | i ind n 
w l l l i l p such l l m o , tho u n p u l d bn lnnen nbn l l bent I n l e i enl m o n t h l y nl Ibn p i l m n i n l n In e l f e e l n l MoC"Wg 3 t 

U u I l l t J - t e n V i U L . . . on Ibn Ih n[ i lny id Ibn m o n t h In w h i c h d nl I n q u c n c y ecc i i in p l i n 174 or the m n x l n 
c o n l r n e l i nto p o r m l l l e d by Ihe npp)h :nb lo i n m y | m v » In ihe n ln lo In i v b l c b Die J n l n l Pi opei ly Is Inen ieJ , ivI>fcI> 
Is Ihe lesser, p lus n l l m ney's fees, co in I ensl 'i , nml o l h e i cosls In con u ec I Ion w i l h Iho c o l l e c t i o n nf u n p u l d n m o m 

A, A I I J I I D I I H C I I I S 

P n y m c n t n( nny nuch b i l l s shn l l not \u ejndlc.e Ibn i l | | l i t uf nny I Ion Ope m l or lo ]d nlesl oi ques t ion the coi r edness the 
p r o v i d e d , howeve r , n i l b i l l s n m l s l n l c m e n l s i c n i l e i c d lo l i o n O p e i n l u i n hy O p e i n t o r i l i n l i i | i mi) ' c n l e m l n i ycor n l in l l 
c l i i i d v e l y bn p r cn i ime r l lo bo l i u o nnd e o r r e e l n l l m I w e n l y f i j u r ['/•!) m n n l l n f o | l n w l n | r Ibn end nf nny nuch c n l e m l n i 
unions w i l h i n Iho nnld I w n n l y f o u i (21) m o n t h pin Ind n l i o n Opni nine I n h c i v/ i I I I n n oxcnp t lon Ib o rn lo m u l mnl inn el n I 
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' ) v c i l l n I I (I - I ) i l l 11 n |r a n d I ' r u rI it e I n g ( ) | M ' i n (In I I S 

I . An compensa t ion for a d m i n i s t r a t i v e , supe rv i s ion , o f f i c e set virus nnd w i n -chousing m i l s , Opei n lm shnl l chin go d i l l l l n g 
nnd p r o d u c i n g o p c i n l i o n s nn e i l h m : 

( X ) F i x e d I tn l e Dnsin, Fn i n g T :> ph I A. oi 
( ) Percentage IJmils, P n i n g m p h I I I 

Unless o l l i ot W Ise n g t C cd I o (> y l l io I ' n r I len, such c I > n i g o al HI 11 lie in l ion •< I r n:i I s n 1111 expenses o I a l l o 111 ecu " l t d tin I n i I cn 
or wages plus n p p l i c n l d o b u r d e n s nnd expenses of " I I poi sonnet, except Hume d i r e c t l y c l m i g p n l d e u n d n r I ' n r n g r n p l t 
3 A, Sec I Ion I I . Tho cosl n m l expense of so i v Ices f r o m on I s Itle mini C M In con i mc I inn w i l d m u l l e i n of I n x n l i o n , t r u f f l e , 
account ing or ma t t e r s before or I n v o l v i n g govci n m e n l n l ngeucien i ibn l l be consldei etl ns Inc luded In the overborn) rn lcs 
p r o v i d e d fo r lu l i te nbovn se lected P a r a g r a p h of Ib i s Sec t ion M l unless such cosl nnd expense a te ag reed to by tbc 
Pu r l in s ns n d i r e c t cha rge lo (be . l o l u l A c c o u n t , 

l i . The salaries, wages and I 'err.onn! Expenses ol T e c h n i c a l Ismployeos nnd /o t Ihe ens I t>( pt nfcss lonnl c tn isuUnnl nervines 
nml con t r net services of t e c h n i c a l pet son nel d 11 ec I ly tun ploy etl on the Jo in t I ' i ope i I y: 

) nhn l l be covered by the ove rhead t nlen, or 
X ) nhnl l not bo covin ed by the ovei bend i ntos. 

I I I . T h e sa lar ies , wages nnd I ' e i s o n n l K x p m u i c s of T e c h n i c a l K m p h i y o c n n i n l / i i i cn-ils of p r o f e s s i o n a l cn u s it 11 n n I o e t v I c r t 
nnd c o n t r a c t nervlcos of t e c h n i c a l pe i f tonne l t.dlhcr 1 ompot n t I ly or p o i m n n o n l I y ns 'ditned Ui nnd d l i e c t l y e m p l o y e d lu 
the ope ra t i on of the J o i n t f t opei l y : 

( } shn l l be covered by Ihe ovei bond t ales, or 
(X ) nhnl l nol bo covered by l l i e ovei bend i n t c i 

A . Ovei head - F i x e d I tn lo l ias is 

( I ) O p e r n l o r shn l l c b n i g e the J o i n ! A c e t n m l nt l l i e lo i lo w i n p Y n t cs per w e l l per m o n l h : 

D i l l l l n g W e l l Uti le T . 5 , f l O O . O O 

(1't ot t i led foi less Ihnn a f u l l m o n l h ) 

d e d u c i n g W e l l Hate T rJ.Of) . 0 0 _ _ -

(?.) A p p l l e a l l o n of O v e t h e n d •- F i x e d Mule Hauls sha l l be ns f o l l o w s : 

(a) D i i l l i n g W e l l I tn lo 

(1) Charges f m d i M i n g wells sbal l beg in on the da le the w e l l bi spudded m i d let m i n u t e on the dole the d i III 
i n g r i g , comple t ion t Ig, nr o lhe i u t i i l i used In c o m p l e t i o n of tbc w e l l Is t clcnsed, wh icheve r Is Inter , except 
l l t n l no c h a r g e sba l l be made d m l o g suspens ion of d i l l l l n g or com pie t Ion opei a l i ens for f i f t e e n ( I i i ) ot 
more consecut ive ca l enda r days 

(?.) Cha rges fo r we l l s nut le t g o i n g nny type " f wot hover or i ecom plot Ion fo r n poi bid nf f i v e ( l i) consecut ive 
wor l t dnys or m o t e nhnl l be made nl lhc ( b i l l i n g w e l l r u l e . Such charges sha l l be a p p l i e d for the pel led 
f r o m di t to woi hover opera t ions , w i t h i lg m o l l i c t m i l l s used In w m hover , c o m m e n c e t h r o u g h dnte of i lp 
or o l h c r n a i l t (dense, except Hin t no c b n i g e sha l l be m m l o d u r i n g suspens ion of opera t ions f o r l l f l o e u 
( ID) ot m m n consecut ive cn lo nd a r days 

(b) 1 ' i od i i e lng W e l l Hates 

( I ) A n act ive we l l e I (her p i ml need or I n jet: I ed Into fo i nny po i I Ion of Ihe m o n l h shn l l be consldei ed n 5 n one 
w o l l cha rge for (he o n l l i e m o n l h . 

(7) lilach active c o m p l e t i o n In a m u l l ! comple t ed w p l l In w h i c h p i o d u c l i o n Is no l c o m m i n g l e d d o w n hole she 
bo considered ns a one • we l l c b n i g e pi o v hi In g each c o m p l e t i o n Is cons Itle i etl n sepn t n I e w e l l by the gov et » 
I n g r e g u l a t o r y a u t b o i l t y . 

(H) A n Inact ive gns we l l shut In because of ovei p i educ t ion or f n l b i t e (tf p i n chaser lo InUe the p r o d u c t i o n slu 
bo cons ide red mt a one w e l l cbarice j u o v b l l n g Ihe gas w e l l Is d l i e c t l y connec ted to n p e r m a n e n t sal 
ou t le t . 

('!) A one-wel l charge shn l l be m m l c for (be m o n t h In w h i c h p l u g g i n g and n b n n d o n m e n t opera t ions m e co 
p le lcd on nny w e l l . T h i s one we l l d i m ge .shall be made w h e t h e r nr not (be w e l l bos p roduced except wb 
d i i l l i n g w i d I r a l e appl ies . 

(li) A l l other Inne t lv l ' wel ls ( I n c l u d i n g but nol M u l l e d lo Inac t ive wcl l r i covered by u n i t a l l owab le , lense nib 
able, t r n n s f e i I etl a l l o w a b l e , ele ) sba l l m i l i p i a l i f y for nn o v e t h e n d c b n r g n . 

(J) The we l l rales shall be ad jus t ed ns of lhc f l i n t t iny of A pi II each y cm f o l l o w i n g lite c l f eel I ve dole of Ihe n g t oo m 
lo w h i c h Ihis A c c o u n t i n g P ro ced u re Is a t t ached . The a d j u s t m e n t shn l l be c o m p u t e d by m u l t i p l y i n g (bo l f i le i 
l e n t l y In pso by Ihe pe t ceu lngo Increase or decrease In the averngo w c c l d y earnings ' of Crude P e t r o l e u m and 
P r o d u c t i o n W o r h m s for Ibn Inst c a l e n d a r year c o m p a r e d lo Ihe c a l e n d a r yen r p r e c e d i n g ns shown by Ibn In 
of averngo wool t ly nm n lugs of O n i r i c Pe l i o l e u m and Gas P r o d u c l i o n VVot burs ntt p u b l i s h e d by tbc U n i t e d SI 
D c p n r l m o n l of l , n b m . H u m a n nf l . abn i S1 n ib t l l ca , m Ibe on 111 v a bm I C n n m l l a n Index ns p u b l i s h e d by S l o l l : 
Canada, as a p p l i c a b l e . T h e m l j t i n l c d i n l e ' i shn l l be (be l a l e s ( . ' i n t en t ly In ntio. plus nt t i i l i n tn Ibe c o m p u t e d 
j m i t m e n l . 

Fl.— Ovoid in ad Poi ' i iont i ign I lord a 

( I ) — 0 pern lol'-aha II e ba ego I be J n I n I. A cpini n I, n t t hi ; foi I o w I n g i n I eo: 
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ndicii lo und mmli! n |iml of „MJ;acljecl_l;i}_aud_^^ 
ai-£d_Qec. 15*. 1.998 be.liwea?.n_ji3xbnaids.Qn_DDB.).:n.l;ina_CDmnan y. .__na._J3ue.r.a.tjii:.._a.n.cL.Amoca— — 
):Myciyj2i.iJ^m : 

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 

t. . c, [•; M i ;; n A i , ruovisioNS 

Do f in l l lo i HI 

"./ol n I. I ' ro n i; r ly" nil n 11 mcnn (lio I o n I nnd pm sonn I pi ope i I)' ' ' i i bjcel I o llio " (j 1 cement In w li Icli this A oco im I i n ff I ' roecd in r 
In n U n ch oil. 
"Joinl 0 po I 0 I Ion;)" 31 in 11 ni on n nil opo i n I lo in n c con'in i y n i pi p )i 01 for llio d o v ol opine n I , o pu I i \ I In n, p in I c d Inn nnd mn I nlc 
nnnco of (ho Jnlnl Pi opeily. 
"Joinl Accounl" nlinll monn tlm account showing llie dun gns paid end ci udibi i pcclvcd in the conduct of Iho Joinl Opei n 
llonn nnd which urn lo be shared by tbo I'm lien. 
"Opornlnr" nbnll meivn lha p'nrly dnnlgnnlcd lo comhicl Iho Joinl Opci nllons. 
"Nou-Opm alm s" nhnll menu Iho f 'n i lien lo (his n(f rcemenI olhcr l imn Ibe Opci nlor. 
" I 'm linn" nhnll menu Opernlor nnd Mon Opoi nlm n. 
"Firnl Fovnl 13upe.rvl.noi n ' nhnll menn llmno employees whoso pi linm y lund lnn In Jnlnl Dpe 1 nllnnn In Ibn dii ed. nupoi vlnlmi 
of oilier employees nnd/or conli ncl labor dli ec l lyemployed on Uie Joinl 1'ioporly In n held operating enpacUy. 
"Technical FI n ploy ous" nlm 11 mean llioso employees having special and npeclflc unglnem InQ', g o o I n ir I r n 1 m nlbur pi of en 
cionn I nld I In, and whoso pi Imu I y f u n d ion In.JuIn t Opei a (Ions in the ha mil hi g id npeclflc npoi a fin [; comlll ionn nml pi oblomi: 
for Iho b o n c f 11 of llio Joinl Pi opei ly . 
" Po rnon a I IC x pen sen" n It a II mean Ir a v c I nnd ol Ii o i i c n son a Id e r o I m bu i 5 a b In expense!! of 0 po i n I m s employees. 
" fvf n I n r i a l " shall menn pm so n a I p i o pn i ly, mi o I p in e n I or s n in 11 inn a c i]\ d i etl m I nib I for use on Ihe Join I Pi ope i ly . 
"Con l i ol 1 a b | e Male r i a l " shall menu Malm Ial which nl llio l lmo lu no classified In Ibn Malm Inl Cl n ssi 11 c a I Ion Manual m 
m o d rnccully recommended by the Council of I 'edoloum A ccimnln nlr. I iocldios. 

5j I a I e m e I I I and Hi l l ings 

Opernlor shnll b i l l Non - 0 po i a lo i s on m b e fm e Iho 1 mil d u y of each monlh fur l.h e 11 p i n jioi I Ion n I e sh n I e of llio Joinl Ar 
counl for Ibe preceding monlh. Such bids wi l l be uccmnpanlcd by s In lemonls which blenlify Ibe nnUioilly fm expenditure 
leasn or fn cll I ly, nnd nil eh p r gos and m ei I Us nu m m n i I /. ed by a ppi op r In 1 o c I a nnl I i e n I Imi'i nf Investment nnd o x pens n cx PPp1 

I h n I items of Con 11 ollu b In M aim in I u ml unusual charges und credit;: nhall In; se pm a I ely h Ion (11 led mi it fully desei I bed h 
delnil . 

Advances and Pnymmi l s by N u n O p m a I ni n 

A. Unless olhorwlsn provided fm In Iho ngieminml , Ibn Opcinlor mny inquire the MPH Opni ulni J to tjiNnpcc Ibr i 
5 hn re of e nllm o led cash mi 11 ay foi the succeeding man lbs opeialion w 11 h In f I f I eon ( I li) dnyn after t eceilil of llio hi l l 
Ing or by tbo (li st day of Iho month for which Iho advance Is rcQulred, whichever Is Inter. Opei nloi nhnll niljunl end 
monthly b i l l ing lo reflect advances locclvnil f i o m the Non Ope i n Im ;i. 

D. Fnd l M on -0 pern lor shall pay lis pro port ion of nil bills w i lh in fifteen ( I ii) days afler receipt. I f }m yimml Is nnl mnd 
wl I l i lp sue I) l ime, Iho n npn Id bnl n ncn nhnll bum Inleiesl mon Ibly a I th n pi I mo i n I a In e I foci n I _J^OJLW2S_t 

IJflllK 12(2 U.VJiX '. on Ihy f l r d day of Ibn month In which ( lo l l i i ' i i i rnc j ' nceuin plus I % or the mnxbiHIl 
conl inc l rale porml l lnd by Ihe applicable usury lawn In (hn ntnlo In which (lie Jnlnl Property In located, wlilchnvr 
Is Ibe lesser, plus n I Uu noy's fees, court ennls, nml nlber coals In connection wi th tbo collodion ol unpuld niiinunlii 

Ad jus tmen ts 

Payment of nny such bills sball nnl prejudice Iho i IgM of any Non-Opei aim lo pi uied or question tbo correctness Ihei pn 
provided, however, nil bills and slut erne ids rend m nil lo Noli-Ope m i n i 3 by Opei alui dm Ing nny cnlijndnr yenr nhnll co< 
cluiilvuly bo presumed lo bo In io and eorruel n l lm (windy-four (2T) mnnliin fol lowing the und of nny uur.li enlondur yen 
unions wi lh in tho nnld (wnii ly-fmu (?•!) month pndod n H on-Opor n lnr lit bus wr l thm cxcupUnn thrjiolo Hud mnlton claim r 
Operalor for ndjunlli ionl. No ml Ju ;i I m n n I fuvoi nblo lo Opm alor nhnll bo iiindn vmless l l Is made within llio sumo prenei !b< 
pC l I od. Tho provisions of I his pn in fl rp ph shall nol pi o von I iidjmi tin cn Is ) onu It big 11 nm n pbynlcnl In vim lory ol Con 11 ollub 
Mnlci Inl as provided foi In Modioli V. 
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i n . O V F K I I F A D 

Overhead - D i i l l i n g nml P roduc ing 0 p o r n tin mi 

I . As compensation for nilmlninli alive, supervision, office ncrvlccn nnd warehousing e.osLs, Operator shnll chnrgo d r i l l i ng 
nnd producing operations on either: 

( X ) Fixed Hale Dimis, Paragraph I A, or 
( ) Percentage Dnsis, Paragraph 11) 

Unless otherivl.se agreed lo by tho Portion, such charge sball bo In lion of cosls and expenses of all offices and nnlnrlen 
or wnges plus npplicnblo burdens nnd expenses of all personnel, except thoue directly ebnrgenblo under Paragraph 
3A, Section 11. The cost nnd expense nf services f rom outside sources in connection with mutters of luxation, t ra f f ic , 
nccountlng or matters before or involving governmental agencies shall be considered nn Included In the ovei bend rnlcs 
provided for In the above selected Paragraph of this Section I f f unless such cost nnd expense are ngreed lo by the 
Pin ties as a direct chnrgo lo lhc .Joinl Account. 

I i . The salaries, wnges nnd Porsonn! Fxponscs of Technical Fmployccs nnd/or the cost of professional consultant services 
nnd conli ncl services of technical personnel direclly employed on Ibe Joint Properly: 

( ) shnll be covered by the overhead mien, or 
(X ) shall nol bo covered by the overhead rales. 

i i i . The salaries, wnges nnd Personal Jilxpcnscs of Technical Fmployecs nnd/or coals of professional consultant services 
nnd conli ncl services of technical personnel cither lempoinr l ly or permanently assigned to nnd direclly employed In 
Hie operation of (he Joinl Properly: 

( ) shnll be covered by the overhead rules, or 
( X ) shnll nol be covered by the overhead rates. 

A. Overhead - Fixed Rnlo Musis 

(1) Opernlor shall charge the Joinl Account a I. the fnl low in g'rules per well per month: 

D r i l l i n g Well Rule ? j5 JJfXLOO^ 
(Prornled for less than a fu l l monlh) 

Producing Well Itnlo T' 5.0.0.-1)0 

(2) Appllenllon of Ovei bend - Fixed Hate Hasls shall be as follows: 

(a) D r i l l i n g Well Rale 

( I ) Charges for d r i l l ing wells shnll begin on llio dale Ibn well is spudded nnd terminate on the date the dr i l l 
ing rig, completion rig, or oilier mills used iu completion of the well is released, whichever Is Inter, except 
that no charge shall be made dur ing suspension of d r i l l i n g or completion opei aflonr, for Il l leon (II)) or 
more consecutive calendar days. 

(?.) Chnrges for wells undergoing nny type of woi hover or recompletion for n period of five (ti) consecutive 
work dnys or more shall be mode nt the d r i l l i n g well mle . Such charges shnll be applied for lhc period 
from dale woi hover operations, wi th r ig or other units used in workover, commence through date of r ig 
or other unit release, except lha l no charge nhnll be made dur ing suspension of operations for f if teen 
(15) or more con.noeulivo calendar days. 

(b) Producing Well Rales 

(1) An ncllvo well either produced or injected into for nny portion of the month shnll be considered ns n one : 
well cbni ge for the entire monlh. 

(2) Fnch aclivo completion In a mulli-complcled well In which production Is not commingled down hole sbnl | 
bo considered as a nnc-wcll charge providing each completion Is considered n separate well by Iho govern 
ing regulatory authority. 

(H) An Inactive gas well shut fn because of overproduction or failure of purchaser lo Inltc the production shal 
bo considered as a one-well charge providing the gns well Is d Ircclly .connected to n permanent sale- . 
outlel. i ! 

(o1) A one-well cbni ge shall bo mndc for tbc month In which plugging and abandonment operations are com •• 
pletcd on any well. This one-well chnrgo shall bo mndc whether or nol tbo well bos produced except wbei ' 
d r i l l i n g well rale applies. 

. i 

(fi) A l l other inactive wells (including tint not limited lo Inncllvo wolls covered by unit allowable, lease allow : 

able, transferred allowable, etc.) sball nol. qualify for nn ovoihoad charge. 

(J) Tho woll rnlcs sball bo adju.nled ns of tbo firnl. day of A p r i l encb yenr following Ibe effective date of the ngrccmcn 
to which lids Accounting Procedure Is allached. The adjustment shnll be computed by mul t ip ly ing tho rale cui 
rcnlly In Use by tho pcrcenlngc Increase or decrease In lhc average weekly earnings of Crudo Petroleum nnd Go 
Production Workers for lha Insl calendar year compared lo Iho calendar year preceding on shown by Iho Indc 
of nverngo weekly earnings of Crude JMroloum and Ons Produclion Woi leers as published by lhc United Stnli 
Dcpnr lmonl of Dnbor, Human of Labor SlalinlleM, or the equivalent Canadian Index as published by Slnl ls lh • 
Canada, as applicable. The adjusted rates shall be Iho rnl.cn currently In u.no, plus or minus the compulcd in ; 
jus lmcnl . 

R,—0 verb ond—Poeenn lago-Hnnm ' 

( I ) --Opera Ion oh a 11 -c hn cge - the Ju i n l - Aeeoun t o t-th e foi lo wl n g-rn I co: 
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C O P A S - 191M OtlSMORE 

Rocomnieniled t>y 'lie Council 

oi Pcltolcum Accounlanl i 

5ociot i«( 

EXHIBIT " c " 

Attached lu nml mailu ii pari of c e r L a i n .Ope r a I i ng - Ag r e© nip n t - Da t o d June 1, 2000, 

_beLwf3.en_JSTclia t d s o i i - ^ O p e r a L i n g . Com pa n y , a K O p o r . i t o r , a nd - A I I I O G O 

_Trad.n_c_tjLan_Cojnpa n y , e t a 1...... i\s Non -Ope r a t o r K 

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 l ' . N K K A I , P R O V I S I O N S 

1. D e f i n i t i o n s 

" . I oin I Proper l y " nlial l mean ll ie real aiul personal pi opci I y mil ijee t lo t lie ag i ccmcn I lo w h i c h t J i i;» A eeonnli np; Procedure 
is a t tacl ied. 
" . I (lint. Opera t ions" shall mean a l l operat ions necessary or proper for the development , opera t ion , p re lec t ion and main te 
nance of Ihe J o i n l Proper ty . 
"Joinl Accoun 1" shall mean the i i e ro tu i l showing Ihe eh.-u ges paid and ci edils i ereived in the conducI of the Jo in t Opera
tions and w h i c h are lo he shared by l l ie Parties. 
"Opera tor" shal l mean the p a r l y designated lo conduct Ihe Jo in t Operat ions . 
"Non-Opera tors" shall mean the Pai lien to this agreement o i l ie r lhan the Opera lor . 
"Par l i es" shal l mean Opera tor and Non-Opera tors . 
"F i r s t l/cvel Supervisors" shall mean I hose employees whose p r i m a r y func t ion in Joint Operat ions is I hi; d i rec t supervision 
of other employees and /or con t rac t labor di rect ly. employed on ll ie Joint Proper ty iu a f i e l d o p e r a t i n g capaci ty . 
"Technica l V. m ploy cos" shal l mean those employees h a v i n g special and specif ic engineering,- geological or other profes
sional ski l ls , and whose p r i m a r y func t ion in Joint Operations is llie hand l ing of specific ope ra t ing condit ions and problems 
for lhc benef i t of the Joint P rope r ly . 
"Personal Fx pernios" shal l mean t r ave l and o lhc r reasonable r e i m b u r s a b l e expenses, of Opera lnr ' s employees. 
" M a l e r i a l " shal l mean personal p r o p e r l y , e q u i p m e n t nr supplies ac ip i i i ed or held for use nn l l ie J o i n t P roper ty . 
"Cont ro l l ab le M a l e r i a l " shal l mean M a t e r i a l w h i c h at (he t ime is so c lass i f ied in the M a t e r i a l C lass i f i ca t ion M a n u a l as 
most recently recommended by the Counci l of Pe t ro leum Accountants Societies. 

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

Opera tor shal l b i l l Non Opera tors on or before the lasl day of each m o n l h for I he i r p ropor t iona te share of the J o i n t Ac
count for (he preceding month. Such bi l l s w i l l be accompanied by statements wh ich iden t i fy the au thor i ty for expendi ture , 
lease or f a c i l i t y , and al l charges and credi ts s u m m a i i/.ed by appropr ia te classif icat ions of inves tment and expense except 
that i tems of Cont ro l lab le M a l e r i a l and unusual charges and credi ts shall be separately i d e n t i f i e d and f u l l y described in 
detail. 

\\. A d v a n c e s and P a y m e n t s by N o n O p e r a t o r s 

A. Unless o therwise p rov ided for in the agreement , Ibe Opera lo r may r r i p u i e the Non () peral oi ;\ lo advance the i r 
share of esl imaled cash outlay for the succeeding month's operat ion w i l h i n f i f t e e n ( l b ) days a f t e r receipt of Ihe b i l l 
ing or by the f i r s t day of the month for which Ihe advance is r e i p i i i ed, whichever is Inter. Opei ator shall ad jus t each 
m o n t h l y b i l l i n g to re f lec t advances received f r o m the Non-Operators . 

I) . Fneh Non-Operator shall pay iis p ropor t ion of al l b i l l s w i t h i n f i f t een (lf>) days n f l e r receipt . I f pavment is not made 
w i l h i n such t ime , the unpa id balance shall bear interest mon th ly at the p r i m e ra le in e f f ec t a l W e l l S Fclixp Bank _ 

on t in; f i r s t day of the month in which del inquency occurs (this 1% or the m a x i m u m 
contract ra le pe rmi t t ed by the appl icable usury laws in the slale in w h i c h l l ie Jo in t P rope r ly is located, whichever 
is t in ; lesser, plus al lot itey's fees, cour t cosls, and other cosls in euiuieelion w i l h lhc col lect ion of unpa id amt iunls . 

• I . A d j u s t m e n t s 

Payment of any such bi l l s shall nol pre judice the i i gh l of any Non ( Ipe ra lo r lo protest nr tpiestion ibe correctness thereof; 
p rovided , however, a l l b i l l s and s ta tements rendered In Nun Operators by Opern lo r d u r i n g any calendar year shall con
clusively be presumed lo be ( rue and cor ree l a f t e r twen ty four [VA) months f o l l o w i n g the end of any such calendar year, 
unless w i t h i n the said twenty four (V.I) month period a Non Opei alor lakes w r i t t e n exception there in and makes c l a i m on 
Operator for adjustment . No ad jus tmen t favorable tn Opet a lor shall be made ti it less it is made w i t h i n (lit; same prescr ibed 
period. The provisions of Ibis pa rag raph shall not prevent ad jus tments resu l t ing f r o m a physical inventory of Con l ro l l ab le 
M a t e r i a l as provided for in Section V. 
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1. 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 r a t i o n s 

i . As compensation for admin i s t ra t ive , supervision, of f ice services and warehous ing costs, Opera tor shall chnrge d i i l l i n g 
and p roduc ing operations on ei ther : 

(X ) F ixed Rate Rasis, Pa rag raph l A . o r 
( ) Percentage Rasis, Pa rag raph 11) 

Unless otherwise agreed to hy the Parties, such charge shall he in lieu nf costs and expenses of a l l of f ices and salaries 
or wages plus appl icable burdens and expenses of a l l personnel, except those d i r e c t l y chargeable under P a r n g r n p h 
!tA, Section 11. The cost and expense of services f r o m outside sources in eniinectinn w i t h m a i l e r s of l uxa t i on , t r a f f i c , 
iteeouii!ing or mai le r s before or i nvo lv ing governmenta l agencies shall be considered as included in the overhead rates 
p i o v i d e d for iu the above selected P a r a g r a p h id this Section 111 unless such cosl nnd expense are agreed to by Ibe 
Parties as a d i rec t charge lo Ihe Jo in t A e r o u n l . 

i i . The salaries, wages and Personal Kxpenses of Technical Fmployecs and/or Ihe cost of professional consul tant services 
and cont rac t services of technical personnel d i r e c t l y employed on Ibe Jo in t P rope r ly : 

( ) shall be covered by Ihe overhead rales, or 
(x ) shall nol be covered by Ibe overhead rales. 

i i i . The salaries, wages and Personal Kxpenses of Techn ica l employees and /or costs of professional consul tant services 
and contract services of technical personnel e i ther t e m p o r a r i l y or pe rmanen t ly assigned to nnd d i r e c t l y employed in 
the operat ion of the Joint P roper ly : 

( ) shall be covered by Ihe overhead rates, or 
^ ) shall not lie covered by the overhead rales. 

A . Overhead - F ixed Rale Rasis 

(1) Opera lor shall charge Ihe Joint Account al the b i l l o w i n g rales per wel l per m o n l h : 

D r i l l i n g Wel l Rate if 5 , 0 0 0 . 0 0 
(Prora ted for less than a f u l l mon lh ) 

Producing Wel l Rale $ .. 5 0 0 , 0 0 

(2) A p p l i c a t i o n of Overhead - F ixed Rale l iasis shall be as fol lows: 

(a) D r i l l i n g W e l l Rale 

(1) ("barges for d r i l l i n g wells sball begin on the dale the wel l is spudded and terminate, on the date the d r i l l 
ing r ig , completion r i g , or other units 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 t e e n (15) or 
more consecutive calendar days. 

(2) Charges for wells u n d e r g o i n g any lype of w o r k o v e r or recomple t ion for a per iod of f ive (f>) consecutive 
work days or more shall be made at the d r i l l i n g wel l ra le . Such charges shal l be appl ied fo r the per iod 
f r o m dale workover operations, w i l h r i g or other uni ts used in workover , commence t h rough date of r i g 
or o lhc r unit release, except lha l no charge shal l be made d u r i n g suspension of operat ions for f i f t e e n 
( l b ) or more consecutive calendar days. 

(b) P roduc ing Wel l Rates 

(1) A n active well id I her produced or injected into for any por I ion of the month shall be considered as a one-
we l l charge for the en t i re mon th . 

(2) F.ach active complet ion in a mnl l i -comple ted well in wh ich product ion is not comming led down hole shall 
be considered as n one well charge p rov id ing each complet ion is considered a separate wel l by Ihe govern
i n g regula tory a u l b o r i t y . 

(It) An inactive gas well shut in because of overproduct ion or f a i lu re of purchaser to take Ihe product ion shall 
be considered as a one-well ( barge p r o v i d i n g the gas wel l is d i r e c t l y connected to a pe rmanen t sales 
outlet . 

(•I) A one-well charge shall be made for the month in wh ich p l u g g i n g and abandonment operations are com
pleted on any we l l . This one well charge shall be made whether or not the wel l has produced except when 
d r i l l i n g wol l rate applies. 

(f>) A l l olhcr inactive wells ( i nc lud ing but nnl l i m i t e d lo inactive wells covered by unit a l lowable, lease al low
able, t r ans fe r r ed a l lowable , etc.) shall nol q u a l i f y for an ovethend charge. 

('!) The well rales shall he adjusted as of the f i r s t day of A p r i l each year f o l l o w i n g the effect ive dale of Ihe ngreemenl 
to which this Accoun t ing Procedure is a l lached. The ad jus tmen t shall be computed by m u l t i p l y i n g the rate cur
rently in use by the percentage increase or decrease iu the average weekly earnings of Crude Pet ro leum and (!as 
Product ion Worke r s for the last, calendar year compared to the calendar year p receding as shown by the; index 
of average weekly earnings of ( ' rude Petroleum and (las Product ion Worke r s as publ ished by the U n i t e d Stales 
D e p a r t m c n l of Labor . I t i i r eau of Labor Sta t is t ics , or the equivalent Canadian index as publ ished by Sta t i s t ics 
Canada, as appl icable . The adjus ted rales shall be Ibe rates ru t r ea l ly in use. plus or minus Ibe computed ad
jus tment . 

R:—Overhead Pei'ciuil age lla.iia 

(+)—Opci'iilne shnll ehnrgi—the Jo in t Account, al the f o l l o w i n g rales: 
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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 . O K N K K A I , P R O V I S I O N S 

I . I )o [ i 111 ( I I I I IM 

" J o i n l P i n p o i l y " s h a l l m i ' i m l l i e r e a l a m i p e i s i i n a l p i o p e i l y s u b j e c t In ( I n 1 a g r e e m e n t (o w h i c h t h i s A c c o u n t i n g P r o c e d u r e 

is a l l ached. 
"Joinl . O p c i a l i o n s " shall mean al l opci-alious necossaty or proper for l l ie development , npe ra l i on . protec t ion and main te 
nance of Ihe J o i n l P rope r ly . 
"Joint Ac con n l " shal I mean ll ie accnu n I a ho w i ng 11 ie clia i pes paid and c i cd i I s received in the conduct of the Jo in t Opera
tions and w h i c h are lo he shared hy the Part ies. 
"Opera lo r " shnl l mean the p a r l y designated lo conduct Ihe J o i n l O p c i a l i o n s . 
"Non-Opera to r s" shall mean Ihe Par l ies to Ihis agreement o lhc r than the Opei a im . 
"Part ies" shal l mean Opera tor nnd Non Opei a im s. 
" F i r s t Ixwel Supervisors" shall mean those employees whn.se p r i m a r y func t ion in Joint Opei alions is Ihe d i rec t supervision 
of olhe r cm ployees am I /o r con t rac t I a bur il i rec I ly. em ployed on the Joint Pi opei ty in tt f i e l d o p e r a t i n g capnei ly . 
"Techn ica l Kmployees" shal l mean those employees h a v i n g special and specif ic r n g i n e e r i n g f gcnhiKlcnl or other profes
sional ski l ls , and whose p r i m a r y f u n c t i o n iu J o i n l Operat ions is the hand l ing of specif ic opera t ing condit ions and problems 
for the bene f i t of the Joint P r o p e r l y . 
"Personal Fx ponscs" shall mean l i avid and o lhc r reasonable t ei in bit i sal de expenses of ( )pera lo r ' s employees. 
" M a t e r i a l " shal l mean personal p r o p e r l y , e q u i p m e n t or supplies acqu i i cd or held for use on Ihe J n i n l P roper ty . 
"Con t ro l l ab l e M a l e r i a l " shal l mean M a t e r i a l w h i c h al (he l i m e is so c lass i f ied in the M u l e r i n l C la s s i f i ca t ion M a n u a l as 
most recent ly recommended by the Counci l of Pe t ro leum A c c u u n l a i i l s Societies. 

S (a I eiue111 a tu I H i l l i n g s 

Opera lo r shal l b i l l Non Opc rnhn s un or b c f o i c Ibe lasl day of each m o n l h for l l i c i r p ropiu l iona le share of the Jo in t Ac
count for Ihe preceding mouth . Such bi l ls w i l l be accompanied by s ta tcmenls 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 al l charges nnd credi ts aununai T/.ed by n p p r o p r i n l e classif icat ions of Inves tment and expense except 
that i tems of Cont ro l lab le M a t e r i a l and unusual charges and credi ts shal l be separately i d e n t i f i e d and f u l l y descr ibed in 
detail. 

J. A d v a n c e s a n d P a y m e n t s \ iy N u n - O p e c o l o r s 

A. Unless o therwise p r o v i d e d for in the ag t ce 11 icu I , Ihe Opci a lor may r e q u i t e Iho N u n - O p e r a l n r n lo advance t h e i r 
share of esl i m a let I cash out lay for the succeed i ng 11 unit It's operat ion w i l h i n f i f t e e n ( I fi) 11 ays a f l e r recto p I of the b i l l 
ing or by the f i r s t day of the month for wh ich Ihe advance is requ i red , whichever is later. Opera lor shall adjus t each 
m o n t h l y b i l l i n g lo re f lec t advances received f ron t the Non-Opera tors . 

I I . Knel i Non O p e r a t o r shall pay its p ropor t ion of all b i l ls w i t h i n f i f t e e n ( l b ) days a f t e r receipt . I f pnvmenl i i nnl made 
w i t h i n such l i m e , the unpa id balance shall bear i n l e i est m i m l h l y at the p r i m e rate in e f fec t a l W e l l s F^rgo Bank 
. . . . . on the f i r s t day nf the I I I I I I I lb in wh ich del inquency nee it i s plus I % or the ma x i m u m 
cont rac t ra le p e r i i i i t l e d by Ihe app l icab le usury laws in Ibe slale iu w h i c h the J n i n l P r o p e r l y is located, wh ichever 
is Hit; lesser, plus a l lot uey's fees, cour t cosls, nnd o lhc r cosls in connection w i t h lhc col lec t ion of unpa id a i i iqu i i l s . 

• I . A d j u s t m e n t s 

Payment of any such bi l l s shall not p re jud ice the l i g h t nf any Non Opc ia lo t lo piotest or question the correctness thereof; 
p rov ided , however , a l l b i l l s and s ta tements rendered lo Non Opera tors by Opci alor tint ing any calendar yenr shal l con
clus ively be presumed lo be t rue and correct a f l e r twen ty four (V. l ) months f o l l o w i n g the etui of any such calendar year, 
unless wit bin Ihe said twenty four ('JA) mon th pet ind a Nun Opei a im lakes w r i t t e n except ion I herein anil makes c h i i i n on 
Operalor for ad jus tment . No ad jus tmen t favorable lu Opei aim- shall be made unless it is made w i l h i n the same prescr ibed 
period. The provisions of this p a r a g r a p h shall not 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 Secl inu 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 costs, Operalor shall charge dr i l l ing 
and producing operations on either: 

(X) Fixed Rate Rasis, Paragraph 1A, or 
( ) Percentage Rasis, Paragraph 11! 

Unless otherwise agreed to hy the Parties, such charge shall he in lieu of cosls and expenses of all offices and salaries 
or wages plus applicable burdens and expenses ol all personnel, except those directly chargeable under Paragraph 
3A, Section IJ. The cost and expense of services from outside sources in connection with matters of luxation, t raff 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 
Parlies as a direct charge lo the Joint Account. 

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

( ) shall be covered by the overhead rales, 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 and directly employed in 
the operation of the .bunt Properly: 

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

A. Overhead - Fixed Rate liasis 

(1) Operator shall charge the Joint Account at the following rales per well per month: 

Dri l l ing Well Rate $ S^OQO . 0 0 

(Prorated for less than a fu l l month) 

Producing Well Rale $ __5JjTjL,JlfJ 

(2) Application of Ovei head - Fixed Rate Rasis shall be as follows: 

(a) Dr i l l ing Well Rate 
(1) Charges for dri l l ing wells shall begin on the date 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 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 shall be made al the dr i l l ing well rale. Such charges shall be applied for the period 
from date workover operations, with r ig or other units used in workover, commence through date 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 one-
well charge for the entire month. 

(2) Each active completion in a rnnlfi completed well in which produclion 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 author ity. 

(,'!) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected lo a permanent sales 
outlet. 

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

(5) Al l other inactive wells (including but nol limited fo inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall nol. qualify for an overhead charge. 

(li) The well rates shall be adjusted as of the first day of Apr i l each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum nnd (Ins 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Oas Production Workers as published by the United Slates 
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index ns published by Statistics 
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad
justment. 

Vr.—Overhead P-ot-eenlngo linnii) 

(+)—Opeeutof shnll charge the Joint Account, nt the following rate's: 

'I-


