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TERMS OF USE AND DISCLAIMER FOR CAPL BUSINESS FORMS
USE

Model agreements and precedent business forms provided by the Canadian Association of Petroleum
Landmen ( CAPL Business Forms ) are proprietary documents for use by its current members All or any
part of the CAPL Business Forms may not be provided (electronically or otherwise) to any non member of
the CAPL in addition all or any part of the CAPL Business Forms may not be used in any publication and
may not be distributed (electronically or otherwise) or used for educational purposes without the express
prior written consent of the CAPL

Membership applications for the CAPL can be downloaded from the CAPL website www landman ca

Enquiries regarding the CAPL Business Forms can be directed to the CAPL Office

DISCLAIMER

CAPL Business Forms and related annotations are intended for use as a guide only CAPL members are
permitted to use the CAPL Business Forms where appropriate and to revise any provisions as desired
provided those revisions are identified within the revised Business Form Use of the CAPL Business Forms
in whole or in part shall be at the sole discretion and risk of the user Any user of a CAPL Business Form
should exercise care and ensure that the form meets their particular requirements or that the form is
revised accordingly The CAPL does not assume responsibility for any statements i any form that relate
to the suitability of all or any part of the CAPL Business Form for any user’s particular requirements
Furthermore the CAPL does not assume any responsibility for any harm or damages however caused
from the use or misuse of all or any part of a CAPL Business Form CAPL makes no warranty express or
implied in fact or by law Anyone preparing oll and gas agreements should seek the advice of a CAPL
member who is famihar with the preparation of these agreements and can advise as to the suitability of
a CAPL Bustness Form for a particular circumstance
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Farmout Procedure

The explanatory notes reflect the observations of the authors and other commentators on the imtention and scope
of the provisions of the Farmout Procedure. They have been included only to assist the user in understanding the
document, and are not intended to have any legal effect on the interpretation of the provisions of the document.
General The goals sought to be attaned by this precedent form Farmout Procedure are

I to provide as much commonality as practicable for the less controversial items of a normal farmout and

2 to complement certain aspects of the Agreement specifically earning requirements and conversion

With regard to the first goal it is recognized that particular deals will require modifications of certain terms but 1t was

felt that the provisions and options provided i this procedure would be adequate for the type of agreement envisioned
in the Agreement and certain vanations thereof

With regard to the second goal the Clauses concerning titles information substitute wells insurance Abandonment and
audit are the more prominent provisions governing the Test Well

This procedure 1s intended to apply only to the earning phase of the agreement insofar as possible The most obvious
exceptions would be the audit clause (since 1t must apply to the Farmor s conversion) and the confidential information
clause

Note  Inthese comments all references to Operating Procedure means the 1990 CAPL Operating Procedure unless
otherwise indicated

Heading The Farmout Procedure must be attached to a head agreement This procedure s less stand alone than
the Royalty Procedure or the Operating Procedure The head agreement provides the terms of earming (including
converston) and the terms of any area of mutual interest

Article I To the extent feasible the definition and interpretation provisions of the Operating Procedure were repeated
here

Subclause 101(a) Note the reference to access roads in Line 2 which reference 1s not found in the Operating
Procedure

Subclause 1 01(e)

0] For gas wells Capping could occur before or after production testing See Clause 2 03 of the Agreement

(1)  Capping 1s sufficient to earn (conditionally) pursuant to Clause 3 01 of the Agreement



Subclause 101 (k)
()] The most likely form of encumbrance would be royalties owed by one or more of the Farmor Parties

(n)  Any Gas Purchase Contracts affecting the Farmout Lands should be described mn Schedule A under
Encumbrances

Subclause 101 (1)  This definition 1s derived from the Operating Procedure definitions for equipping and production
facility

Subclause 101 (n) The Agreement 1s set up with the Farmout Lands being the first earning block with the potential
for the Option Lands being the second earning block Clause 4 02 of the Agreement ensures the provisions for the
Farmout Lands apply to the Option Lands
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FARMOUT PROCEDURE
Attached to and forming part of the Agreement dated the of AD .
BETWEEN/AMONG
I DEFINITIONS AND INTERPRETATION

101 Defimtions

In this Farmout Procedure the definitions of Farmee Farmor and Contract Depth in the Agreement are

Incorporated by reference heremn and the following words and phrases shall have the following respecting
meanings namely

(@

(®)

(©)

(d)
(€

M
(8)

Abandonment means the proper plugging and abandoning of a well n comphance with the
Regulations and the restoration of the well site and access roads to the satisfaction of any

governmental body having junisdiction with respect thereto and to the reasonable satisfaction of the
owner or occupier of the surface

Accounting Procedure means the Schedule entitled Accounting Procedure attached and made apart
of the Operating Procedure

Affihate means with respect to the relationship between corporations, that one of them 1s controlled
by the other or that both of them are controlied by the same persons corporation or body politic- and

Agreement means the agreement to which this Farmout Procedure is attached

Cap means for a well from which a Party reasonably anticipates being able to obtain production of
Petroleum Substances 1n Paying Quantities from a zone contamned in the Farmout Lands the
installation of such casing plugs and equipment for that well as are necessary to enable that well to
be Compieted at a later date

Capping Costs means the costs to Cap a well

Completion means the mnstallation in on or with respect to a well of all such production casing
tubing and wellhead equipment and all such other equipment and matenal necessary for the
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permanent preparation of the well for the taking of Petroleum Substances therefrom up to and
including the outlet valve on the wellhead and includes as necessary the perforating, stimulating
treating fracing and swabbing of the well and the conduct of such production tests with respect to
such well as are reasonably required to establish the mnstial producibility of the well

"Completion Costs means the costs to Complete a well

"Dnilling Costs means all moneys expended (exclusive of Completion Costs and Equipping Costs)
with respect to the dnlling of a well and If applicable a substitute well under Articie V (SUBSTI

TUTE WELL) ncluding without restricting the generality of the foregomng, the cost of obtamning
surface access to and for the site of the well the preparation of the site of such well the construction
of such roadways as are reasonably necessary to gan access to the site of the well the installation of
all surface and intermediate casing respecting the well the logging, conng and testing of the well and

in the event the well 1s not Capped or Completed but 1s Abandoned the cost of such Abandonment.

"Effective Date means

"Encumbrances means those charges acknowledged by the Farmor and the Farmee agamst either
or both the Farmout Lands and the Option Lands described as "Encumbrances 1n Schedule A of
the Agreement

"Equipping means the nstallation of such €quipment as 1s required to produce Petroleum Substances
from a Completed well including without restricting the generality of the foregoing a pump (or other
artificial kift equipment) the installation of the flow lines and production tankage serving the well and
if necessary a heater dehydrator or other wellsite facility for the imtial treatment of Petroleum
Substances produced from the well to prepare such production for transportation to market but
specifically excludes any facility serving (or intended to serve) more than one (1) well (including
without restricting the generality of the foregoing any battery separator compressor station gas
processing plant gathering system pipeline production storage facility or warehouse) and all real and
personal property of every kind nature and description directly associated therewith excluding
Petroleum Substances and the Farmout Lands

"Equipping Costs means the costs to Equip a well

"Farmout Lands means the Title Documents subject to the Encumbrances for all or the designated
geological zones beneath the lands described as Farmout Lands i Schedule A of the Agreement
or so much of those lands as from time to time remain subject to the Agreement

Operating Costs means all moneys expended (exclusive of Drilling Costs, Capping Costs Completion
Costs and Equipping Costs) to operate a well for the recovery of Petroleum Substances as more
particularly set forth in the Accounting Procedure

Operating Procedure means the Schedule if any attached to the Agreement entitled Operating
Procedure

Option Lands means the Title Documents subject to the Encumbrances for all or the designated
geological zones beneath the lands described as Option Lands m Schedule A of the Agreement
or so much of those lands as from tume to time remain subject to the Agreement.

Option Well means the well which the Farmee may drill under Article IV (OPTION WELL) of the
Agreement.

Overnding Royalty” means that interest in the Petroleum Substances which may be reserved to the
Farmor under the Agreement and as described i detail in the Royalty Procedure

"Party” means a person corporation or body politic bound by the Agreement and this Farmout
Procedure



Subclause 101 (v)

0

()

()

)

v)

)

Payout is a date when the Farmee recovers its costs to that date for all operations relating to that well Payout
is the last day of a period of ime during which the Farmee has the right to what s in many cases 100% of the
Working Interest share of the production of Petroleum Substances and during which the Farmor s entitled to
recerve a Farmor’s Overniding Royalty

The cash value of Overriding Royalty delivered in kind 1s mcluded at the beginning and subsequently deducted
in Paragraph (iv) This 1s to ease accounting administration

As Payout 1s the period 1n which the Farmor recovers its costs cash mcentives are deducted in Paragraph (1)
because such incentives reduce the cost base for the Test Well It 1s not a means whereby the Farmor shares
In the incentive  Paragraph (iv) allows the deduction of payments of lessor royalty If the incentive takes the
form of reduced royalty rather than a cash payment that incentive will be reflected here since the royalty
payments are reduced

Paragraph () of the definition 1s derived from Paragraph 1021(d) and Clauses 1404 and 1409 of the Operating
Procedure This definition avords the particular details of using a formula such as the Jumping Pound Formula
or JP 90 and any difficuities of negotiating those details Ths 1s accomplished by permitting the Farmee to charge
the Payout account a fee the Farmee would have been charged if 1t were not an owner of facilities used by the
Farmee and in which the Farmee has or may have an ownership

Why include this sort of deduction? Under Paragraph (u) a Farmor can deduct processing fees paid to third
parties which fees would probably incorporate JP 90 principles To deny a Farmee a similar rate of return on
owned facilities would be inconsistent

Paragraphs (1v) and (v) of this definition make no distinction for Title Documents that may have differing lessor
royalties or Encumbrances that either affect only one Farmor Party or affect only a portion of the Test Well
Spacing Unit  If one wishes to reflect varying Payouts for different portions of the Test Well Spacing Unit the
defimtion would have to be varied

A Farmor 1s well advised to conduct regular audits of the Payout account to assure 1tself that the Farmee still
retains possession of all accounting records To conduct an audit only when the Farmor suspects that Payout has
occurred 1s to run the risk that when the Farmor eventually conducts that audit the Farmee will have destroyed
the early and most important records for that Payout
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(u) “"Paying Quantities means the antcipated output from the well of that quanuty of Petroleum

™

Substances which would reasonably warrant incurning the Completion Costs and Equipping Costs of
the well considenng the anticipated Completion Costs, Equipping Costs and Operating Costs
associated therewith the kind and quality of Petroleum Substances indicated the anticipated
availability of faciiies for treating and processing such Petroleum Substances and the anticipated cost
of such services the anticipated avaability of markets for such Petroleum Substances the anticipated
availability of transportation service for the delivery of such production to market and the anticipated
cost of such service the royalties and other burdens payable by the Farmee with respect to such
production the probable life of the well and the anticipated price to be recerved for the Petroleum
Substances produced therefrom as and when sold

"Payout” means that date when the Farmee recovers out of the gross proceeds of sale of production
of Petroleum Substances from or allocated to the Farmees Working Interest in the Test Well
(together with the cash value of all Petroleum Substances from or allocated to the Test Well delvered
in kind determined when delivered) an amount equal to the sum of Farmee s Working Interest share
of

(1 all the Dnilling Costs Capping Costs, Completion Costs Equipping Costs and Operating Costs
for the Test Well and if applicable all costs of plugging back, re-entry and Completion
recompletion reworking and re-equipping less all cash governmental incentves or grants recerved
by the Farmee and derived from any of those operations on the Test Well

(n) all costs and expenses which the Farmee mcurs by payment to third parties (other than Affihates
of the Farmee) after the Petroleum Substances leave the facilities included n Equipping Costs
to render merchantable and deliver to market the Petroleum Substances produced from the Test
Well including expenses to transport those Petroleum Substances to the pomnt of sale by
gathenng system or vehicle and to gather treat extract process and compress the Petroleum
Substances in a gathening system plant or other facility used for the transportation and processing
of those Petroleum Substances

(w) if the Farmee or an Affihate of the Farmee 1s the owner of and the Farmee makes use of
faciities not included in Equipping Costs referred to n the preceding paragraph an expense
equal to a fee (comprised of both operating and return on capital components) for the use of
those facilities for the gathening and processing of the Petroleum Substances produced from the
Test Well in accordance with (1) or (2) below as applicable

(1) i those facilities are or may be made available for use by third parties the fee ordinanly
chargeable to those parties for the same use of those facilities as the use thereof for the
Farmee s account

(2) 1n all other circumstances a fee sufficient to cover such use of facihties and operations
where the capital recovery component of that fee shall provide a reasonable rate of return
on the capital mvestment of the owners of those faciliies and where the operating cost
component shall be calculated and assessed n the same manner as the operating costs are
calculated assessed and paid amongst the owners of that factlity

provided that if there 1s a dispute between or among Farmor Parties and Farmee Parties with
respect to the facility usage fee that dispute shall be resolved by mediation subject to the right
of any Party involved 1n the dispute to elect by notice to the other Parties mvolved in the dispute
at any time dunng or within thirty (30) days of the conclusion or termination of the mediation
efforts to have that matter referred to arbitration pursuant to the provisions of the Arbitration
Act of the Province of Alberta (RSA 1991 ¢ 43 1) as amended from time to tme

(v) all payments for the lessor royalty for the Title Documents and the Overnding Royalty (or the
cash value to the Farmee if those royalties are satisfied by delivery in kind of Petroleum
Substances to the lessor and the Farmor determined when delvered)



Subclause 101 (y) Where there 1s to be a stratigraphic restriction on earning the description of zones included in the
Farmout Lands in Schedule A will have to be modified by a reference to the Reserved Formations

Subclause 101 (bb)

)

()

()

™)

Should the Spacing Unit include all zones in the Farmout Lands or should the Spacing Unit be restricted to the
target zone? This defimtion uses the former approach which s also the approach used in industry In other
words 1t codifies existing practise If the Test Well was a gas well the Spacing Unit would inciude crude ol and
natural gas m all zones contained m the Farmout Lands (except for Reserved Formations) for the section on
which the Test Well was drilled Contrast this with the definition of spacing unit 1n the Operating Procedure

If the deepest zone penetrated by the well is the zone potentially producible the last part of the definition would
include the whole zone as part of the Spacing Umit Note that if natural gas was indicated n the Test Well the
well may be Capped before 1t 1s production tested 1n accordance with Clause 2 03 of the Agreement

Whatever area the Spacing Unit was for the Test Well at earning will define the Test Well Spacing Umit and
likely the Royalty Lands Thus at least for a non-convertible Overnding Royalty the Spacing Unit concept
becomes static

If the Overriding Royalty 1s convertible and 1if the Farmee wishes to conduct operations on the Royalty Lands
prior to Payout the components of Payout and the status of the conversion become 1ssues See optional
Article VIII of the Agreement which presents one way to overcome the static definition of Spacing Unit for
convertible royalties

Subclause 101 (dd) The authonty may be the Target Area originally designated for a well or a waiver from the

relevant regulatory authonty of the onginally designated Target Area
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(v) all the payments of Encumbrances (or cash value to the Farmee if satisfied by delivery in kind
of Petroleum Substances to third parties determmed when deirvered)

(v1) all taxes paid by the Farmee and imposed by the Regulations on the equipment for and
production or sale of Petroleum Substances from the Test Well (other than income taxes)

excluding from all those costs and expenses all payments made by and to the Farmee for federal goods
and services taxes

(W) "Petroleum Substances means petroleum natural gas and every other mineral or substance or any

of them 1n which an nterest i or the nght to explore for 1s granted or acquired under the Title
Documents

(xX) "Regulations means all statues laws, rules, orders and regulations m effect from time to ime made
by governments or governmental boards or agencies having junsdiction over the Farmout Lands and
over the operations to be conducted thereon.

() "Reserved Formations means the zones described as "Reserved Formations n Schedule A and all
zones ncluded 1n the Farmout Lands below the base of the deepest zone ecarned by the Farmee 1n
the Farmout Lands pursuant to the Agreement insofar as those formations are held by the Farmor
at the Effective Date under the Title Documents or other documents of title and those zones by
surface area are co-extensive with the Farmout Lands

(z) Royalty Lands means all or that portion of the Farmout Lands which when earned by the Farmee
under the Agreement are subject to the reservation to the Farmor of the Overnding Royalty

(aa) "Royalty Procedure means the Schedule if any attached to the Agreement entitied "Royalty
Procedure

(bb) Spacing Umit means when a well 1s drilled and either Completed or Capped the area allocated to
the Test Well pursuant to the Regulations for the purpose of producing the Petroleum Substances
therefrom for which the Test Well has been Completed or Capped from the top of the uppermost
zone mncluded 1n the Farmout Lands to the base of the deeper of (1) the deepest zone fully penetrated
by the Test Well or (u) the base of the deepest zone for which the Test Well has been Capped or
Completed which area and zone shall be determmned as of the date the well was Capped or
Completed

(cc) Spud means with respect to a well that a dnlling ng of adequate capacity to dnll that well to
Contract Depth 1s ngged up on location and that a dnliing bit has penetrated the surface therefrom

(dd) "Target Area means an area or location at which authonty 15 given to the Farmee under the
Regulations to Complete a well without subjecting the Farmee to any reduction 1n its allowable for
production of Petroleum Substances because of the location of that well

(ee) "Test Well means the well to be dnlled by the Farmee under Article II (TEST WELL) of the
Agreement

(ff) "Title Documents means the documents of title described as ™Title Documents in Schedule A to
the Agreement insofar as they relate to the Farmout Lands and all renewals extensions or
continuations thereof or further documents of title issued pursuant or subsequent thereto

(88) "Worlang Interest means the percentage of undvided interest except for the Overnding Royalty
held by a Party in the Farmout Lands or the respective zones portions parcels or parts thereof
which percentage is as provided 1n the Agreement or as 1s modified subsequently pursuant to the
provisions of the Agreement or this Farmout Procedure
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S!_n_gular(ﬂural, Masculine/Feminine

Whenever the singular masculine or neuter 1s used heremn or i the Agreement, the same shall be construed as

meaning plural or feminine or body politic or corporate and vice versa as the context or the reference to the
Parties may require

Optional Or Alternate Provisions

Denvatives

For all defined terms herein or in the Agreement a dervative of that term shall have the corresponding meaning
unless the context requires otherwise

References To Days

Any reference to days herein or in the Agreement 1s a reference to calendar days and where the phrase "within
or at least 1s used with reference to a specific number of days heremn or n the Agreement the day of receipt of
the relevant notice or the day of the relevant event as the case may be shall be excluded m determuning the
relevant ime period However 1n the event the time for doing any act expires on a Saturday Sunday or statutory
holiday in either the Province of Alberta or Canada the ime for doing that act shall be extended to the next
normal bustness day

Use Of Canadian Funds

All references to dollars or $ shall mean lawful currency of Canada and all payments and receipts shall be
made and recorded 1n lawful currency of Canada

Headings

Article headings and any other headings or captions or indices hereto shall not be used 1n any way In construing
or interpreting any provision hereof

References

The references hereunder herem and hereof" refer to the provisions of this Farmout Procedure and unless
Otherwise expressly stated references to Articles Clauses Subclauses or paragraphs heremn refer to Articles
Clauses Subclauses or paragraphs of this Farmout Procedure

Conflicts

If any provision contamed mn the Agreement conflicts with a provision heremn the provision in the Agreement shall
prevail In the event of a conflict between any provision in the Agreement or this Farmout Procedure and the
Regulations or the Title Documents the Regulations or the Title Documents as the case may be shall govern
except that (1) the Working Interests shall prevail if there 1s a difference between the Working Interests and the
registered interests in the Title Documents and (u) the allocation of responsibility for losses as provided herem
(including Article X entitled LIABILITY AND INDEMNITY") shall govern the relationship of the Parties If
there is a conflict as provided above the Agreement or the Farmout Procedure shall be modified accordingly to
the extent necessary to resolve such conflict and as so modified shall continue 1n full force and effect



Clause 110
@) This provision 1s necessary if there are multiple Farmee Parties

(n)  The optional paragraphs would be used when muitiple Farmee Parties have not made arrangements among
themselves as to dnlling of the Test Well

Clause 111 This provision 1s necessary if there are multiple Farmor Parties
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110 Multiple Farmee Parties

If the Farmee comprises more than one Party-
(a)  the Farmee Party’s obligations and habilities to the Farmor shall be joint and several

(b) 1 designated as the representative of the Farmee (heremafter called the Managing
Farmee )

(c)  the Farmor shall be entitled to deal solely with the Managing Farmee with respect to matters ansing under
the Agreement or the Farmout Procedure

(@)  the Farmee shall not change the Managing Farmee without the wnitten consent of the Farmor which shall
not be unreasonably withheid

The following optional paragraphs shall not /shall (Specify) be mcluded herein

From the Effecaive Date the rights and obliganons of the Farmee Parties amongst themselves with respect 1o the
Test Well shallbe subject to the 1990 Canadian Association of Petroleum Landmen s form of operanng procedure
thereinafter called the 1990 Operanng Procedure ) wih the Jollowing amendments

) Clauses 1010 (g) G m w6 a @ @) 310 311B 505() (v) 601 1o 608 inclusive 901 to 905
wnclusive 1001 to 1022 wnclusive 1101 to 1106 inclusive 1301 1401 10 1409 inclusive 1501 first sentence
2301 and 2401 1o 2404 inclusive shall not apply and

(@)  The definttions of jownt lands Operator and working nterest shall be deleted and replaced as follows

() jowt lands shall mean those lands and wnterests theremn which have been made subject to the
Agreement or somuch thereof which remains subject thereto and shallinclude petroleum substances
within upon or under those lands and nterests as Jar as those lands and nterests are subject to the
tule documents and for which the parnies continue to hold a right to earn an interest theremn pursuant
to the Agreement

(4)  Operator shall mean the Managing Farmee designated under Claxse ] 10(Multiple Farmee Parties)
of the Farmout Procedure

{f)  Working Interest shallmean the percentage of undivided wnterest in the jownt lands for which a party
continues 1o hold a right 10 earn pursuant 1o the Agreement  which percentage 1s as provided n the
Agreement or as modified subsequently pursuant to the provisions hereof

Clauses 1201 1o 1203 wnclusive shall apply 1o the Test Well as among the Farmee Parties before nonce of
abandonment 1s given 1o the Farmor under Article IX of the Farmowt Procedure [f the application of these
Clauses results in changes wn the Working Interests in certain zones of the Farmour Lands as among the Farmee
Farnes the Working Interests and if apphcable the Operator designated for the Operanng Procedure n the
Agreement shall be modified 10 the extens necessary 1o reflect such changes for that portion of the Farmowr Lands
affected

Multiple Farmor Parties

If the Farmor comprises more than one Party all information and notices to be provided to the Farmor by the
Farmee shall be provided indmidually to each Party comprising the Farmor and all elections provided to the
Farmor shall be made indmidually by each Party comprising the Farmor An election by a Farmor Party shall not
obligate any other Farmor Party to make any election



Clause 2.01

0]

()

Paragraph (b) references notices of default If there are potential offset obligations or if offset obligations exist
for which there have been no notices of default, they should be referenced m this Clause or perhaps n the
Agreement

The Encumbrances recognized under the last sentence become exceptions under Clause 802 of the Operating
Procedure The Agreement creates the Overriding Royalty so 1t 1s already covered by Clause 802 of the
Operating Procedure  See also Subclause 5 02(b) of the Agreement

Clause 202

®

()

(m)

(V)

™

)

()

This Clause requires the Farmor to allow the Farmee the option of having penalties or compensatory royalty
payments made for the Farmee s account to preserve those lands in the Farmout Lands Ths 1ssue 1s usually
not addressed in farmout agreements except to provide that the Farmor i1s under no obligation to make such
payments As the Farmee may be interested in the lands subject to the penalty or compensatory royalty the
authors decided the Farmee should have the option of having that payment made for its account

If the penalty or compensatory royalty payment was known or probable at the time the farmout was made the
Parties would likely deal with the issue directly in the Agreement rather than relying on the operation of this
Clause

What 1if the Farmee has not earned but wishes to dnill the lands affected by the offset obligation or security
payment”? The Parties should discuss the matter to attempt to arrive at an appropnate course of action n the
context of the particular fact situation

Note that these payments are not allocated on a per diem basis If for example the Farmor mncurs the penalty
(1e Section 97) to maintain a portion of the Farmout Lands in good standing for the Farmee the Farmee would
reimburse the Farmor 100% of that amount regardless of the date on which the Farmee earns or drops 1ts
option

If the Farmee reimburses the Farmor for a penalty and then conducts operations entithing the Farmor to a
refund the resultant refund would be passed on to the Farmee

While rentals are relatively straightforward continuation type payments can be quite varied If a deal concerns
Title Documents nearing or past theirr pimary term or if there are offsetting wells both the Farmor and Farmee
will wish to look at the Farmout Lands closely The Farmee will want the Farmor to keep the Farmout Lands
alive at least as long as it would take for the Farmee to earn in same The Farmor wishes to be compensated
for whatever payments are required to do so

The CAPL freehold petroleumn and natural gas lease makes provision for a compensatory royalty to satisfy an
offset obligation

(vi) See Article VIII for the treatment of rentals and shut 1n payments

Clause 2.03

®

(W

It 1s important for the Farmor to disclose all the Encumbrances on the Farmout Lands that it expects the Farmee
to share Compare this Clause with Article VIII of the Operating Procedure

This Clause does not apply to mutual interest lands and those lands may be already encumbered
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TITLE AND ENCUMBRANCES

201

2.02

203

Farmor Makes No Warranty Of Title

The Farmor neither represents nor warrants title to the Farmout Lands nor agrees that the Farmee wll
cam any better interest in the Farmout Lands than the Farmor now has under the Title Documents.
Notwithstanding the foregomng sentence the Farmor represents that.

(a) the Title Documents for the Farmout Lands are subject to the Encumbrances, if applicable and the
Farmor or any of its Affiliates has not granted any interest or right to earn any mterest m the
Farmout Lands except for the Encumbrances or as specifically provided 1n the Agreement and

(b) the Farmor or any of its Affilates has not on or before the date of execution and delvery of this
Agreement, recewved any notice of default for the Farmout Lands which has not been remedied.

The Working Interest earned by the Farmee pursuant to the Agreement shall be subject to the
Encumbrances which shall continue to apply to that Working Interest following the application of the

surrender forfeiture or production penalty provisions of the Operating Procedure to that Working Interest,
as applicable

Mamntaining Title Earning Phase

For the period from the Effective Date untif the Farmee has earned an interest in the Farmout Lands
pursuant to the Agreement or its nght to do so ceases or the Agreement 1s terminated whichever occurs
first the Farmor shall not grant any interest n the Farmout Lands and shall not do or cause to be done
any act or omussion whereby the Farmout Lands become encumbered terminated or forfeited

If after the Effective Date (1) the payment of a secunty or penalty pursuant to the Regulations 1s required
to be paid to maintain any portion of the Farmout Lands not then earned by the Farmee in which the
Farmee s night to earn has not terminated or (1) the payment of compensatory royalty 1s required pursuant
to the terms of the Title Documents (which payment or obligation may be avoided by surrendening all or
a portion of the Title Documents to the grantor thereof) to mamtain such lands the Farmor shall give
immediate notice of same to the Farmee On or before the 10th day of the Farmee s receipt of that notice
or such lesser penod as the Regulations or the Title Documents may require the Farmee may elect by
notice to the Farmor to have that payment made for the Farmee s account Failure to elect within the
time specified shall be deemed to be an election not to have that payment made for the Farmee s account

If the Farmee elects to have that payment made for its account the Farmor shall pay same to the extent
necessary to mantam the affected Farmout Lands and the Farmee shall reimburse the Farmor for one
hundred percent (100%) of the Farmor s share of such payment within thirty (30) days of receving an
wvoice for same If the Farmee fails to reimburse the Farmor for those payments 1n the time specified in
this Clause the Farmee s election to have that payment made for its account shall be deemed revoked
effectrve as of the date of such default and the following sentence shall apply mutatis mutandis provided
that nothing m this Clause shall relieve the Farmee from any obligations accrued to that date including the
obligation to reimburse the Farmor for such payments If the Farmee does not elect to have that payment
made for its account the Farmor may do so and the lands so mamntamed or the lands which would
otherwise have been surrendered or if the Farmor does not so pay the affected lands shall be removed
from the defimition of Farmout Lands and the Farmee s nght to earn in those lands shall terminate effective
as of the date the Farmee elected or was deemed to have elected not to have that payment made for its
account.

Insofar as operations conducted under the Agreement by the Farmee entitle the Farmor to recover from
the grantor of the Title Document all or a portion of the amounts paid by the Farmee the Farmor shall
apply for such reimbursement and forward such amount to the Farmee promptly

Responsibility For Encumbrances

Where the interest of any Party in the Farmout Lands 1s now subject to or becomes subject to any charge
secunty mterest royalty (other than a royalty under the Title Documents or the Overriding Royalty)

7



Article III  This Article 1s more stringent and detailed than the nformation provisions of the Royalty Procedure and
the Operating Procedure  As well the Farmor 1s allowed to conduct additional tests at various points The authors
believed this treatment was warranted because the Test Well 1s an earning well The Farmor 1s gving up a Working
Interest in the Farmout Lands in consideration for the drilling of the Test Well (which will evaluate the Farmout Lands)
so the Farmor 1s very interested in gleaning as much information as 1t can from that well At the same time the dnlling
of the Test Well 1s the Farmee s operation and it 1s the Farmee that has come up with a play on the Farmout Lands
Therefore 1t wishes to have control of the operations The authors have attempted to balance the needs of both the
Farmor and Farmee 1n this Article

Clause 301 The first two Subclauses are an attempt to recognize the concept of well requirement sheets common in
the industry Subclause (c) 1s derved from Clause 706 of the Operating Procedure

Subclause 3 02(a)  If the Farmor had zones 1t wished tested (perhaps shallower than the Farmee s objective) or wished
to have particular tests run the Farmor should specify same 1n the Agreement
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production payment or any other burden or encumbrance other than the Encumbrances (heremnafter
collectrvely called Charges n this Clause) the Party whose interest 15 or becomes subject to a Charge shall
bear and pay for that Charge and all related habilities and shall indemmify and save harmiess the other
Parties from all habilities for same whuch indemnity shall include the obligation of the indemnifying Party
to the indemnified Party for interest on any amount incurred or paud for that Charge by or for the account
of the indemmnified Party Clause 12.03 (Farmor’s Rught To Charge Interest For Financial Default) shali

m INFORMATION TO FARMOR TEST WELL

301 Farmor's Well Information Requirements
(@) Number Of Copies Or Samples

The Farmor may give notice to the Farmee specifying a reasonable number of copies of reports or
number of samples it wishes to receive of any report or sample which the Farmee 1s to forward to the
Farmor by virtue of this Article If the Farmor fails to grve such notice or no number 1s specified for
the test or sample concerned the Farmee shall forward one (1) copy or sample as the case may be
to the Farmor

(b) Farmor To Nomnate Recipient Of Information

The Farmor may by notice to the Farmee nomunate a reasonable number of agents or employees
of the Farmor to be its representatives to recerve all or any portion of the information which 1s to be
provided under this Article and the Farmee shall forward such information to the representatives so
nominated

(¢) Data Supplied In Accordance With Established Standards

The Farmee shall supply all data to be provided to the Farmor under this Article 1n accordance with
established mdustry standards

302 Test Well Information

(a) Precommencement Information

Prior to the proposed Spud date of the Test Well the Farmee shall submit to the Farmor the
proposed program for drilling driling mud logging coring testing and casing (which program as shall
herenafter be called the Dniling Program ) for that Test Well along with the prognosis of all
formation tops to be penetrated by the Test Well Prior to commencing the driliing of the Test Well
the Farmee shall provide the Farmor with

(1) notice of intention to dnill at least 48 hours prior to the proposed Spud date and
(u) a copy of the well location survey and the application for well icense
The Farmee shall dnill the Test Well 1n matenial accordance with the Drilling Program

(b) Dnilling Information

The Farmee shall give notice to the Farmor when the Test Well 1s Spudded and shall furnsh the
Farmor with accurate daily progress reports by telefacsimule (or by any other like method by which
a wnitten and recorded message may be sent) of current Test Well wellsite actvities including



Subclause 3 02 (e)

0

()

This procedure does not address the type or nature of the authorization required to gain access to the site
Technical personnel of the respective companies should address this  Alternatively one could expand this
Subclause to contain the mechanics of authorzation

The Regulations that could restrict the Farmor s access to the well are the ERCB rules on sour gas wells Ifa
Farmor wished to ensure 1t could have access to the well 1t should arrange to have the Emergency Response Plan
provide for same This access consideration also arises with regard to the logs and tests to be run pursuant to
Subclauses (f) and (h) respectively
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O] details of current operations,

() total depth and depth at which current operations are being conducted

(w)  deflection and deviation surveys,

(v)  the character names depths and sample descriptions of formations penetrated
()] intervals recovery and description of cores taken

(v)  results of formation tests,

(1) shows of Petroleum Substances and water- and

(vin)  the attamnment of Contract Depth

Dnlling Samples And Analysis

In addition to the cores prescribed 1n the Driling Program the Farmee 1s authorized to take such
further cores from zones included in the Farmout Lands as 1t deems necessary to evaluate such zones
If and to the extent requested by the Farmor the Farmee shall also take additional cores at the
Farmor s nsk and expense The Farmee shall make all such cores available for inspection and
examination by the Farmor as soon as practicable after the cores have been pulled If an analysis of
any core 1s made the Farmee shall promptly furnish the Farmor with a report of such analysis The
Farmee shall collect samples of formation cutungs at mtervals prescribed the Regulations and with
respect to intervals contained in the Farmout Lands penetrated by the Test Well and to the extent
requested by the Farmor shall promptly furnish to the Farmor washed and dnied samples taken at
each such interval identified as to the depth at which such samples were taken

Fluid Samples And Analyses Requested By Farmor

If and to the extent requested by the Farmor the Farmee shall collect samples of all fluid samples
recovered from the Test Well in contamers supplied by the Farmor and forthwith send an
uncontaminated sample of every such fluid to the Farmor identified as to the depth at which it was
taken If an analysts of such fluids 1s made the Farmee shall promptly furnish the Farmor with a
report of such analysis

Derrick Floor Access

The Farmee shall give the Farmor s authorized representatives at the Farmor s sole risk, cost and
expense and upon reasonable notice access to the Test Well and the derrick floor at all times for the
purpase of inspection observation and acquinng informatton on behalf of the Farmor except to the
extent the Reguiations restrict such access

Logging Information

In addition to the electrical radioactvity or acoustic surveys or other geophysical surveys prescribed
by the Dniling Program the Farmee 1s authorized to take such further surveys of a ssmilar nature in
the Test Well wellbore for zones included in the Farmout Lands as it deems necessary to evaluate
such zones The Farmee shall give the Farmor prior notice of when any survey is to be run so that
the Farmor s representatives may be present to witness that survey or operations with respect thereto
except to the extent the Regulations restrict such access The Farmee shall promptly furnish the
Farmor with authentic copies of the logs and records of such surveys (excepting seismic velocity
surveys) and provide if available access to digital tapes

Additional Logging Information Requested By Farmor

When the Farmee has completed that portion of the Dnlling Program pertaining to the surveys
referenced i the immediately preceding Subclause the Farmor may request additional electrical

9



Subclause 3 02 (1)

o

0)

()

Dunng driliing the Farmee may discover something leading 1t i a different direction than 1t mtially planned
If the Farmor had specified certain testing requirements in the Agreement 1t may wish to add some sort of
restricion on material alterations or to add a provision whereby the Farmor would have the opportunity to object
to matenal changes

These deviations will be at the sole cost of the Farmee but will be added to the Payout account thereby delaying
the Farmor s conversion

Clause 202 of the Agreement required the Farmee to drill the Test Well within a Target Area (unless the
Farmor s consent was obtamned) on the Farmout Lands or perhaps at a specified location The Farmee may alter
its Dnlling Program but not by dnlling or Completing the Test Well 1n contradiction to Clause 2 02 of the
Agreement

Subclause 302(k) Most farmout agreements allow the Farmor to conduct tests prior to Abandonment (see
Clause 902) This Subclause allows that some opportunity prior to Capping or Completion

Subclause 3 02(1)

()  When the Farmee has Capped the Test Well sufficiently to earn the Farmout Lands the Farmee is to send a final
report to the Farmor See Clause 203 and 3 01 of the Agreement

(u)  Clause 3 02 of the Agreement specifies the extent to which Abandonment must be conducted to achieve earning

(m)  Clauses 203 and 3 01 of the Agreement specify that conditional earning will occur when the Farmee Caps the

Test Well At that point a final report would be made However the Farmout Procedure applies when the
Farmee goes back mnto the well to Complete or Abandon the Test Well to remove the earning conditions
Therefore though this Subclause references a final report in situations where the Test Well is Capped further
information may have to be provided to the Farmor
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radioactivity or acoustic surveys or other geophysical surveys (excepting seismic velocity surveys) to
be conducted 1n any part or all of the Test Well wellbore The Farmee shall conduct these surveys
on behalf of the Farmor at the Farmor’s nisk and expense  The immediately preceding Subclause shall
apply to those surveys mutatis mutandis

Testing Information

The Farmee shall properly test and evaluate each prospective porous zone of the Farmout Lands
reasonably anticipated to contan Petroleum Substances in Paying Quantities penetrated by the Test
Well in accordance with the Drithng Program and to the reasonable satisfaction of the Farmor Upon
éncountenng any such zone the Farmee shall give the Farmor prior notice of when such zone s to
be tested and evaluated so that the Farmor's representatives may be present to witness tests or
operations with respect thereto except to the extent the Regulations restrict such access The Farmee
shall furmsh the Farmor immediately with all information relating to each and every formation or
production test including bottomhole pressure charts and copies of each formation test report.

Program Amendment

If at any tume prior to the Completion or Abandonment of the Test Well the Farmee destres to aiter
matenially any portion of or to make a matenal addition to the Dniling Program (other than thase
alterations or additions required by the Farmor pursuant to the preceding Subclauses of this Clause)
the Farmee shall prior to commencing any such alteration or addition submut same by notice to the
Farmor Nothing in this Clause shall permut the Farmee to dnll Cap or Complete the Test Well at
a location other than that specified by the Agreement

Completion Program

If the Farmee wishes to Complete the Test Well it shall prior to the commencement of same submut
the proposed Completion program to the Farmor

Additional Tests Requested By Farmor On Capping Or Completion

If the Farmee intends to Cap or Complete the Test Well the Farmee shall give notice of same to the
Farmor and shall supply the Farmor with all material information the Farmee 1s obligated to provide
the Farmor concerning that well pursuant to this Article Within twenty four (24) hours of receipt
of the Farmee s notice and such information where a dniling ng capable of conducting the Capping
or Completion is on location and within fifteen (15) days of receipt of the Farmees notice and
information 1n all other cases the Farmor may elect by notice to the Farmee to have further tests
(other than production tests) conducted on the well at the Farmor s cost nisk and expense If the
Farmee reasonably believes that the condition of the wellbore permuts the Farmee shall conduct the
tests specified 1n the notice in a timely manner on behalf of the Farmor

Report Upon Capping, Completion Or Abandonment

Upon Capping Completion or Abandonment of the Test Well to the extent required for the Farmee
to earn the Farmout Lands the Farmee shall supply the Farmor with a final report which shall
include

()  acomplete summary of the driling Capping Completion or Abandonment of the well

(1)  acomplete summary of the Casing program at each casing interval

(m) a complete summary of cored ntervals and descriptions of the core and any shows of
Petroleum Substances

(~v)  a st of all well logs and depth intervals thereof:

(v)  alist and description of all formation tops

10



Clause 3 03

0] As the Agreement contains the concept of conditional earming and the Royalty Procedure restricts the
information that 1s given to the Farmor/Royalty Owner for non-convertible royalties this Clause ensures the
Farmor obtains all information for the Test Well through Completion or Abandonment.

(u)  If the Farmee Caps the Test Well and then later Completes the well this Article applies As the Farmee would
then have earned unconditionally pursuant to Clause 3 01 of the Agreement the Royalty Procedure or the

Operaung Procedure as the case may be would cover the information to be gven on a subsequent re
completion

Clause 4 03 This optional Clause may be utilized where the Farmee 1s unknown to the Farmor and wishes to ensure
performance
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() a summary of the open hole dnlistem wireline and production tests
(vu) a log or wntten description of cuttings, and

(vin) a copy of the hydrocarbon mud log

Application Of Information Article Upon Capping

If the Farmee has conditonally earned a Working Interest i the Farmout Lands pursuant to the
Agreement by Capping the Test Well this Article shall apply to the Farmee s operations with respect to
the Test Well including the attempt to Complete that well or the Abandonment of that well When the
Farmee has unconditionally earned a Working Interest 1n the Farmout Lands pursuant to the Agreement

the Royalty Procedure or the Operating Procedure as applicable shall apply to the Test Well with regard
to the information to be provided to the Parties

v OPERATIONS AND LIENS

401

402

Operations Conducted In Proper Manner

The Farmee shall conduct all operations conducted by it diligently in a good and workmanlike manner
accordance with good oil field practice and in comphance with the Regulations and the provisions of the
Title Documents Insofar as the Farmee hires contractors to conduct any part of such operations the
Farmee shall supervise those contractors to the extent reasonably necessary to ensure that those contractors
conduct their work in the same manner

Protection From Liens

For the Farmee s operations on the Farmout Lands the Farmee shall

(a) pay or cause to be paid as they become due and payable all accounts of contractors and claims for
wages or salanes for services rendered or performed for the Farmee and for matenals supplied to the
Farmee

(b) keep the lands free from liens and encumbrances resulting therefrom uniess and to the extent there
1s a bona fide dispute with respect thereto and

(c) not permut any dues or claims from any Workers Compensation Board or similar authonty established
under the Regulations to become 1n arrears

Optional Clause 4 03 shall not /shall (Speaify) be included herein

403

Security For Farmee s Luabilities

If requested by the Farmor the Farmee shall secure n favour and to the sansfaction of the Farmor the
Farmee s habuines for the dnlling and Abandonment of the Test Well as soon as practicable after the
Farmor s request. Such secunty may wnclude euther an wrevocable standby letter of credit or a performance
bond and shall be effective at least up to 120 days after the Test Well 1s Spudded. If those habiines are to
be secured by an urevocable standby letter of credy, the Farmee shall establish and cause to be issued that
letter of credut in favour of the Farmor with a chartered bank conducting business in Canada. If the Farmee
defaults n the payment and discharge of us habuines hereunder or under the Agreement, the Farmor may
draw upon or take proceedings under the secunty issued to the Farmor by or on behalf of the Farmee to Sully
discharge those habilunies

11



Clause 404  This optional Clause may be utilized to provide the Farmor with protection when the Farmor chooses to
enter the Farmout Agreement with a Farmee of whose financial circumstances the Farmor may be unsure

Clause 501

M

()

One 1ssue with respect to a substitute well provision 1s whether the substitute well should be mandatory or
optional Usually the provision 1s academic except for wells 1n 1) the foothills u) areas with imuted regional well
control and ) other selected high-cost/imited accessibility areas Nevertheless a consensus between the Farmor
and Farmee must be made on a may or shall format In support of the shall format the Farmor wants a
well drilled to evaluate the Farmout Lands and the Farmee commutted to do Just that. If the Title Documents
are nearing expiry there may not be time to find another Farmee In support of the may format the Farmee
spent money to get the well to the impenetrable formation Starting a new well could destroy its economics and
it should not be forced to spend money in an uneconomic project More importantly the impenetrable formation
could well cover ali the lands on which the Farmee 1s allowed to Spud a well which 1s all the more likely if the
Farmee was restricted to a single Spacing Unit n which to drill Why should the Farmee be forced to put down
a well when it believes 1t cannot reach Contract Depth? The authors opted for the may format The Farmee
earns nothing under the Agreement because the Test Well did not reach Contract Depth so Farmees are not
likely to abuse this Clause

If a Farmor had reserved some shallow formations 1t may take over the wellbore so 1t could test or develop those
shallow zones As well if the Farmee did not drill a substitute well the Farmor may desire a chance to test or
develop Farmout Land zones not so reserved

Article VI This insurance article relates only to earning wells The Operating Procedure and the Royalty Procedure
have similar provisions

Clause 6 01

M

()

(1)

The opening sentence 1s derived from the opening sentence of Clause 311 and Paragraph 311 (g)(1) both of the
Operating Procedure

Alternate A 1s derived from Alternate A for Clause 311 of the Operating Procedure with the addition of blowout
insurance If the parties know enough about the area of the Farmout Lands that no sour gas or high pressures
will be encountered one may wish to delete this requirement Even wathout such area knowledge one could
delete this requirement if the Farmor had sufficient confidence in the Farmee Blowout msurance 1s expensive
and a Farmee should not be required to obtamn it if there 1s no need

Alternate B 1s derived from the first sentence of Clause 311 Alternate B n the Operating Procedure
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Optional Clause 4 04 shall not /shall (Specify) be included herein

404 Payment Of Costs

Before delivery of any assignments to whch reference 1s made w1 Clause 3 01 (Test Well Earrung) of the
Agreement, and if the Farmor requests the Farmee shall supply the Farmor with saasfactory evidence of
the payment of all clams and accounts wncluding affidaviss and statutory declarations together with such
supporang documentanion as the Farmor may reasonably request, to the effect that, with due exanunanon
of the Farmee s records the Farmee has paid all outstanding habilines for the costs and expenses incurred
by the Farmee for us operanons to earn the Farmout Lands

\4 SUBSTITUTE WELL

501

Drilling Of Substitute Well

If prior to attaming Contract Depth the Farmee encounters mechanical difficulties or impenetrable
formations which, 1n the Farmee s opmion make further dnling of the Test Well impractical the Farmee
shall immediately give notice thereof to the Farmor providing therein the reasons further dniling of the
Test Well 1s impractical The Farmee shall Abandon that well subject to Article IX (ABANDONMENT

VI INSURANCE

601

Farmee Obhgated To Carry Insurance

ALTERNATE A.

The Farmee shall, pror to the commencement of operations hereunder or under the Agreement, and at
us sole cost hold or cause to be held wih a reputable insurance company or comparues and thereafter

officers consultants agents and employees the winsurance herewnafter set forth and any other insurance
whuch s specifically required to comply with the Regulanions with respect to such operations The insurance
required pursuant to thus Clause shall apply to each separate claim and shall be as follows

()  automobile habuuty insurance covenng all motor vehucles or snowcraft and all terrain vehucles owned
or non-owned, operated or licensed by the Farmee 1o the extent they are used wn such operations wuh
an wnclusive bodily iyury death and property damage hnmut of one mullon dollar (31 000 000) per
accident

(1) comprehensive general lLabuuy insurance with an incluswve boddy wyury death and property damage
linut of one mullion dollars (31 000 000) per occurrence and, without restncting the generaluy of the
foregoing provisions of this paragraph, such coverage shall include but not be lumed to employer s
employer s coningent habuity contractual habduy contractors protecnve labilty products and
completed operanions labiluy

12



Clause 6 02. Paragraphs (a) (b) and (c) correspond to condition (a) condition (d) and condition (g) (u1) respectively
of Clause 311 1n the Operating Procedure

Article VIT ~ Both versions apply to the Payout status of a well It is concervable that a Farmee may be subject to an
audit both under this procedure (for Payout) and under the Royalty Procedure (for the Overnding Royalty)
Alternate B 1s more stringent than Alternate A, particularly with regard to record retention Partially this 1s due to the
nature of Payout (1€ a one time event that may occur many years after earming) It is also a reflection of the Farmor s
desire to ensure 1t is given its nght to convert to a Working Interest at the proper pomnt in time

Despite the advantages of Alternate B the authors decided that an Alternate A such as this was desirable since 1t 1s
based on the 1988 Petroleum Accountants Society of Canada form of accounting procedure (the Accounting
Procedure ) With more industry experience with this form the authors expect future verstons to have only one audit
Article

Alternate A.

) The 26 month period comes from Clause 107(a) of the Accounting Procedure while the 24 month and 6 month
penods come from Clause 108 of that procedure

(u)  The last sentence of Clause 701 1s added for the benefit of Farmees who feel a gas sale contract for their
production 18 proprietary data and should not be subject to disclosure on an audit This is consistent with the
last phrase of Clause 607 of the Operating Procedure

(m)  Note the reference to mediation and arbitration in Clause 7 02 Many companies are reluctant to go to court
because of the cost (both in terms of money and time) and formality such actions would entail  Arbitration 1s
less formal and costly but still sufficiently so that companies may wish to avoid going that route Mediation 1s
less formal and costly still but not as established as arbitration The authors decided to allow any party to a
dispute to take a matter from mediation to arbitration whether as a form of appeal or as a way to move matters
along should mediation efforts break down This concept 1s also found i Clause 705 of Alternate B

(~v)  The rationale for optional Clause 703 is that the Farmee should keep good records If an audit discloses that
those records were 1n error to some significant degree the cost for the audit should be borne by the Farmee
This concept 1s also used in Clause 706 of Alternate B

(v) A Farmor 1s well advised to conduct regular audits of the Payout account to assure itself that the Farmee still
retains possession of all accounting records  To conduct an audit only when the Farmor suspects that Payout has
occurred is to run the risk that when the Farmor eventually conducts that audit the Farmee will have destroyed
the early and most important records for that Payout
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(w) awrcraft habuuty insurance covering all awrcrafi, owned or non owned, operated or hcensed by the
Farmee to the extent they are used wn such operanons wih an winclusive bodily iyury death and
property damage limut of five mulion dollar ($5 000 000) per occurrence and

(1v) comwrol of well insurance (including sudden accidental pollusion) of a mumumum of mullon
(3 ) per occurrence

ALTERNATE B

The Farmee shall, pror to the commencement of operations hereunder or under the Agreemens, and at
us sole cost, hold or cause to be held with a reputable wnsurance company or comparues and thereafter
maintain or cause to be mantained for the benefit of the Parties and thew respective Affihates diwrectors

officers consultants agents and employees only that insurance as ts specifically required to comply wuh
the Regulanons

Conditions Applicable To Insurance

(a) The amount of the deductible specified for each accaident or occurrence n any msurance policy
maintained pursuant to this Article shall not exceed twenty five thousand dollars ($25 000) without
the prior approval of the Farmor not to be uareasonably withheld

(b) The Farmee shall use reasonable efforts to ensure that each nsurance policy maintained pursuant to
this Article includes a provision that coverage is primary to any other coverage carried by the Farmee
(other than coverage maintained by the Farmee to reduce its exposure to a deductible) a provision
that such policy shall survive the default or bankruptcy of the msured for claims arising out of an
event before such default or bankruptcy and a provision that the insurer shall provide the Farmee with
sty (60) days wnitten notice of cancellation of such policy The Farmee shall give notice to the
Farmor immediately upon receipt of notice of cancellation

() The Farmee shall ensure that each insurance policy mantained pursuant to this Article mcludes

warvers of all nghts by subrogation or otherwise against the Farmor and 1ts respective Affiliates
directors officers consultants agents and employees

(d) Upon request of the Farmor the Farmee shail promptly provide the Farmor with evidence of full
compliance with this Article including a copy of any particular policy of mnsurance if so requested by
the Farmor

ARTICLE VII ALTERNATE —— (Speafy A or B) shall apply

ARTICLE VII ALTERNATE A.

viI AUDITS OF PAYOUT ACCOUNT

701

702

Examination Of Records

The Farmor may upon reasonable notice to the Farmee and at the Farmor s own expense audit the books,
records and accounts of the Farmee with respect to the Payout status of the Test Well at any time up to
and including the calendar year in which the Farmor recewves notice from the Farmee that Payout has been
attained with respect to such well and the twenty four (24) month period next following the end of that
calendar year Notwithstanding the foregoing sentence the Farmee shall not be required to provide the
auditors with access to any contract pursuant to which the Farmee sold its share of Petroleum Substances

Discrepancies And Settlements

Any claims of discrepancies disclosed by an audit conducted pursuant to the preceding Clause shall be made
in writing to the Farmee within two (2) months following the completion of the audit The Farmee shall
respond 1n wniting to any claims of discrepancies within six (6) months of receipt of the claims To the

13



Alternate B

Clause 701

()] The defimtion for Examuine and Technical Records may go beyond the type of search or information usually
considered subject to audit ‘The last phrase of the defimtion of Technical Records 1s intended to prevent the
Farmor from obtaining information through audit that 1t would not otherwise obtain

(n)  The last phrase of the defimtion of Financial Records serves the same purpose as the last sentence of Clause 7 01
In Alternate A.
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extent that the Parties are unable to resolve any outstanding claims of discrepancies disclosed by the audit
such audit exception shall be resolved by mediation provided that, at any ime duning or withun thirty (30)
days of the conclusion or termination of the mediation efforts, any Party involved in the audit exception may
elect by notice to other Parties involved to have such audit excepuion resolved pursuant to the Arbitration
Act of the Province of Alberta (RSA 1991 ¢ 43 1) as amended from time to time

However any statement rendered by the Farmee to the Farmor with respect to the Payout status of the
Test Well shall be deemed to be correct twenty-six (26) months following the end of the calendar year in
which the statement was recetved by the Farmor unless and to the extent that the statement 1s disputed by
the Farmor before the end of that penod  Upon resolution of a claim of discrepancy the Farmee shall
amend the Payout account as required to reflect that resolution

Optional Clause 7 03 shall not /shall (Speaify) be included herein

703 Drscrepancies Causing Farmee To Pay For Audu

Notwuhstanding Clause 7 01 (Exarmnanion Of Records) if the claums of discrepancy upon resoluion, cause
changes to the Farmee s books records and accounts which.

(1)  if Payout has not been achieved for the Test Well reduce the amouns of money remavung to achieve
FPayout by more than __% of the amount calculated by the Farmee to achieve Payout as of the date
that well first commences production of Petroleum Substances or

(u) if Payour has been achieved for the Test Well, change the date upon which Payout was achieved by
more than ___ months

the Farmee shall pay to the Farmor unmediately upon receipt of an invoice Jor same the reasonable costs
of the audut of the Payout account to which the claums of discrepancy relate

ARTICLE VII ALTERNATE B
viI RECORDS AND AUDIT OF PAYOUT ACCOUNT
701 Defimtions For Records And Audit

In this Article the following words and phrases shall have the following respective meanings namely

(@ Clam means any assertion by the Farmor of any Discrepancy

(b) Duiscrepancy means any inaccuracy inconsistency or error with respect to any Financial Records

() Examme means (1) with respect to any Financial Records to inspect venfy review copy audit or
any combination of the foregoing and (1) wath respect to Technical Records to Inspect or copy or
both

(d) Financial Records means all accounts and supporting records of the Farmee with respect to all
transactions bearing durectly or indirectly on Operations conducted by the Farmee pursuant to the
Agreement insofar as they affect the calculation of Payout for the Test Well excluding any contract
pursuant to which the Farmee sold its share of Petroleum Substances

(¢)  Records means Financial Records and Technical Records and

() "Technical Records means all records of the Farmee other than Financial Records with respect to

the operations conducted by the Farmee pursuant to the Agreement to the extent that such records
do not constitute the Farmee s propnietary data or interpretation of data

14



Clause 703 The time period for which the Farmee 1s required to retamn records may be much longer than required
by Regulations if Payout occurs over a long period The Farmor s audit nights would be tllusory if the Farmee were not
required to retain records at least to the end of the Payout period There 1s no 26 month deemed correctness rule like
there 1s in Alternate A.

Clause 801  This Clause refers to rentals and shut in payments (or suspended well payments as they are called in the
CAPL freehold petroleum and natural gas lease form) Usually these payments are relatively small so this Clause
requires the Farmor to pay same to maintamn the Farmout Lands subject to reimbursement pursuant to Clause 8 02,
no election s provided like Clause 2 02
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Standards Of Record Keeping

Optional Clause 7 06 shall not /shall (Speafy) be included herein

706

Duscrepancies Causing Farmee To Pay For Audu

Notwuthstanding Clause 7 04 (Exarminanon Of Records) if the Claim, upon resolution, cause changes to
the Financial Records which,

(V) if Payout has not been achieved Jor the Test Well, reduce the amount of money remawing to achieve
Payout by more than % of the amount calculated by the Farmee to achieve Payout as of the date
that well first commences production of Petroleum Substances or

(u) of Payout has been achieved for the Test Well, change the date upon which Payout 15 achieved by
more than ____ months

the Farmee shall pay to the Farmor immeduately upon recept of an nvoice for same the reasonable cost
of the Examunanon to which the Claim relates

VIII LAND MAINTENANCE COSTS

801

Farmor To Pay Imtially Dunng Earning Phase

For the period between the Effective Date and the date the Farmee earns a Working Interest in the
Farmout Lands pursuant to the Agreement or the Farmee s night to so earn 1s terminated as applicable
the Farmor shall initially pay

15



Clause 8 02

®

()

Determining the traditional per diem reimbursement can be admunistratively burdensome For most farmouts
it 1s easier to specify an absolute dollar amount based on an approximation of rentals attributabie for the expected
earning period which 1s the concept reflected in Clause 802 While not as precise as the traditional per diem
method 1t offers simplicity

Where a large amount of land 1s subject to the farmout agreement with multiple options the expected earning
pertod can be difficult to estimate The Farmor would wish to be compensated for the full time the lands could
be tied up On the other hand the Farmee knows that 1t may not find anything to justify electing Option Welis

50 1t would not wish to pay the maximum rental amount In that case it may be advisable to revert to the per
diem method

Clause 9 01

0}

()

This Abandonment Article applies to the Test Well until the Farmee has unconditionally earned pursuant to the
Agreement Therefore if the Farmee earns by production testing and Capping the Test Well and later decides
to Abandon that Test Well this Article would apply rather than the corresponding Article in the Royalty
Procedure  Whether the Farmee 1s Abandoning the well to conditionally earn or Abandoning the well to remove
conditions subsequent to earning the Farmee 1s still conducting earning operations Therefore 1t scemed
appropriate that the Farmout Procedure Abandonment Article apply mn both instances

If the Farmee Completes the Test Well 1t would have earned unconditionally pursuant to Clause 3 01 of the
Agreement Therefore a subsequent Abandonment would be subject to the Royalty Procedure or the Operating
Procedure depending on the status of or elections upon Payout

Clause 9 02

0

()

Note the reference to attempt to Complete  Should the Farmor not have the right to take over the well for
another purpose (e g water disposal)? The authors believed that as the ongnal purpose of this well was
exploratory (1€  to evaluate the Farmout Lands) the Farmor s right to take over should be restricted to purposes
higher than mere water disposal Completion in reserved formations however was considered appropriate  Note
that different rules apply to Royalty Wells which will apply to the Test Well if the Farmee has already
unconditionally earned the Farmout Lands

The 24 hour and 15 day periods referenced in this Clause only commence if the Farmee has forwarded the
information 1t 1s required to forward to the Farmor Therefore the Farmee should ensure that information 1s
delivered promptly
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(1) rentals required pursuant to the Regulations or the Title Documents to maintamn the Farmout Lands
n good standing and

(u) annual payments in kieu of lessor royalty with respect to suspended wells located on lands included 1n
the Title Documents which payments are required pursuant to those Title Documents to mamntamn
the Farmout Lands in good standing

provided that nothing in this Clause shall obligate the Farmor to pay any compensatory royalties

Farmee To Reimburse Farmor

The Farmee shall pay the Farmor the amount of within sty (60) days of the last day
of the calendar month 1n which falls the Effectve Date Thus amount shall be deemed to represent full
reimbursement of rentals and the annual payments in lieu of royalty paid and referenced in the immediately
preceding Clause attributable to the Title Documents from the Effective Date to the date the Farmee earns
an nterest theren or the date the Farmee s nght to earn an interest theremn terminates whichever 1s
applicable

IX ABANDONMENT OF TEST WELL

901

902

Application Of Abandonment Article

This Article shall apply to the Test Well if the Farmee

(1) ntendstoearna Working Interest in the Farmout Lands pursuant to the Agreement by Abandoning
the Test Well or

(1) has conditionally earned a Working Interest n the Farmout Lands pursuant to the Agreement by
Capping the Test Well and the Farmee intends to remove the conditions on earning by Abandoning
the Test Well

If the Farmee has unconditionally earned a Working Interest n the Farmout Lands pursuant to the

Agreement the Royalty Procedure or the Operating Procedure as applicable shall apply to the
Abandonment of the Test Well

Farmor’s ht To Take Over Well

If the Farmee dnills the Test Well to Contract Depth and has performed all related obligations hereunder
and under the Agreement to the Farmor’s reasonable satisfaction the Farmee may give notice of its
intention to Abandon the Test Well to the Farmee The Farmee shall supply the Farmor with all

(15) days of receipt of the Farmee s notice and information 1 all other cases the Farmor may elect by
notice to the Farmee to have further tests conducted on the well or to take over and attempt to Complete
the well

If the Farmor elects to have further tests conducted on the well and the Farmee reasonably believes that
the condition of the wellbore permits the Farmee shall conduct the tests specified in the notice 1n a timely
manner on behalf of and at the sole cost risk and expense of the Farmor If the Farmee reasonably
believes the condition of the wellbore does not permut the conduct of these additional tests 1t shall give
notice of same to the Farmor immediately

Within twenty four hours of receipt by the Farmor of that notice or the mformation from those additional
tests as applicable where a dnlling ng capable of conducting the Abandonment is on location and within
fifteen (15) days of receipt of that notice or additional test information i all other cases the Farmor may
elect by notice to the Farmee to take over and attempt to Complete the well

16



Clause 903  The assignment of the well and relevant surface rights 1s triggered by the Farmor’s election In contrast
pursuant to Clause 905 the assignment of the Spacing Unit for the Completed zone requires the Farmor to successfully
Complete that zone

Clause 9 04

)] Once the Farmor takes over the well 1t should conduct its operations in a timely manner to avoid dissatisfaction
on the part of regulatory authorities and surface lessors By setting a definite time period the Farmor has greater
comfort that the Test Well will be dealt with

(W)  The ume penod mserted should be reasonable for the area What sort of access 1s there for this area?

(m)  If the Farmor takes over the well but the Completion attempt 1s unsuccessful the Farmor may Abandon the Test

Well for the Farmee s account 1f Abandonment commences within the mserted ume peniod After that period
the two Alternates give the Parties a choice as to how accounts should be settled the difference being the netting
of Abandonment costs The rationale for Alternate A s that the Farmee was prepared to Abandon the well
anyway By including expected Abandonment costs the Farmee 1s 1n no worse position than if it proceeded with
the Abandonment The rationale for Alternate B 1s that the Farmee should not be responsible to pay for an
Abandonment that may not occur especially since the Farmor at the stage when these accounts are being settled
has not comphed wath the first sentence of this Clause The Parties must decide which philosophy to apply The
authors see merit 1n both

Clause 905 For a successful Completion the Farmor is entitled to the Spacing Umit n the Completed zone Thus
entitlement will not apply if the Farmor fails to Complete the well in the time penod specified 1n the first sentence of
Clause 9 04 or if the Farmor Completes a Reserved Formation The Farmee must be freed of uncertainty at some point
as to the zones 1t has earned
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Failure by the Farmor to give notice within the applicable election periods set forth 1n this Clause shall be
deemed to be the Farmor’s concurrence with the Abandonment of that well The Farmee shall Abandon
that well unless the Farmor elects to take over that well pursuant to this Clause

Surface Rights And Equipment

that assignment.

Well May Be Abandoned For Account Of Farmee

If the Farmor takes over a well pursuant to this Article the Farmor shall Complete or commence to
Abandon the well within months of the date of the Farmor s election to take over that
well

If the Farmor does not Complete but commences to Abandon the well within the time period referenced
in the first sentence of this Clause the Farmor shall Abandon that well for the account of the Farmee
provided that the Farmee shall not be responsible for any extra costs of Abandonment resulting from the
Farmor s takeover of that well The Farmee shall pay the Abandonment costs for which the Farmee 1s
responsible under this Clause within thirty (30) days of being invoiced for same by the Farmor

If the Farmor does not either Complete or commence to Abandon the well within the time period
referenced 1n the first sentence of this Clause ALTERNATE (Speaify A or B) shall apply

ALTERNATE A.

The Farmee shall calculate the esttmated net salvage value of the matenal and equipment assigned to the
Farmor and the costs and expenses to Abandon that well, excluding therefrom any extra costs whch rught

ALTERNATE B

The Farmee shall calculate the esttmated net salvage value of the matenal and equipment assigned to the
Farmor The Farmor shall pay the amount calculated within thinty (30) days of receiving an invoice for
same The Farmee shall cease to be responsible for Abandonment costs

If the Parties are unable to agrec on cost or value estimates the applicable costs or values shall be

determined by mediation provided that at any time during or within thurty (30) days of the conclusion or
termination of the mediation efforts any Party involved in the dispute may elect by notice to the other

Effect On Farmee’s Interest

If wathin the time period specified 1n the first seatence of the preceding Clause the Farmor Completes the
well 1n zones onginally contaned 1n the Farmout Lands the Farmee shall assign to the Farmor without

17



Clauses 906 This Clause would be used where there are multiple Farmor Parties

Clause 1001

0] Note the distinct treatment between liabihty and indemnity If the distinction between the two is blurred the
Farmor faces the risk that the provision could be held to be solely an obligation to indemntfy In such event the
Farmor would not be able to rely on the Clause to provide 1t with a remedy with respect to direct damage to the
Farmor s property

(1)  The Farmor would still be required to prove its damages
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time period specified in the first sentence of the preceding Clause or if the Farmor Completes the well in
a Reserved Formation within that time period whichever first occurs this Clause shall cease to apply

Optional Clause 9 06 shall not /shall (Specify) be included heremn

906 Procedure lies Among Farmors

From and after the effecve date referred to n Clause 9 05 (Effect On Farmee s Interest) the Operanng
Procedure shall apply mutatis mutandis as among the Parties compnising the Farmor to the well assigned
by the Farmee and to those lands and Petroleum Substances assigned by the Farmee by virtue of that

X LIABILITY AND INDEMNITY
1001 Farmee’s Resmnsiblllg
The Farmee shall

(a) be lLiable to the Farmor for all losses costs damages and €xpenses whatsoever (whether contractual
or tortious) which the Farmor may suffer sustain pay or incur and

(b) 1 addition indemnify and hold harmiess the Farmor and its directors officers agents and employees
against all actions causes of action proceedings claims demands losses costs damages and expenses
whatsoever which may be brought against or suffered by the Farmor 1ts directors officers agents and
employees or which they may sustain pay or mcur

18



Clause 1002  The principal operations conducted by the Farmor hereunder would be well takeovers at Abandonment
and operations with respect to Reserved Formations

Clause 12 01

(1) The first sentence refers to failure Spud on ume (for reasons other than Force Majeure) The Farmor may
terminate the Agreement No 30 day period to remedy applies

(u)  If the Farmee 1s prevented by Force Majeure from Spudding an earning well either the Farmee or the Farmor
may decide to cut their losses and bring the earning phase of the Farmout Agreement to an end This will
prevent farmout agreements from being held in imbo due to Force Majeure for unreasonable lengths of ume

(m)  For other forms of default the 30 day period applies but there 1s a difference between being in default for a

condttion subsequent to earning and all other forms of defauit For the former the Farmee could lose all its
conditionally earned mnterest For the fatter there is a restriction protecting interests already earned by the
Farmee
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1002 Farmor’s Responsibility

Where the Farmor conducts operations or activities with respect to the Farmout Lands, the provisions of

the preceding Clause shall apply mutatis mutandss to determune the Farmor s responsibility to the Farmee
with respect to losses attributable to such operations or activities

X1 ASSIGNMENT

1101 Permitted Assignments _Earning Phase

Dunng the period that the Farmee has a night to earn an interest in the Farmout Lands and 1f applicable

the Option Lands pursuant ta the Agreement, 1t shall not dispase of any portion of its interest, other than
an assignment made by way of secunty of indebtedness or to an Affilate without the wnitten consent of
the remaining Parties which consent shall not be unreasonably withheld If the Farmee assigns an interest
such that the Farmee comprises more than one Party Clause 1 10 (Multipie Farmee Parties) shall apply
and those Farmee Parties shall designate one of them to be the Managing Farmee If the Farmor assigns
an interest such that the Farmor comprises more than one Party Clause 111 (Multiple Farmor Parties)
shall apply

XL DEFAULT
1201 Farmor's Remedies In The Event Of Default
===ors xemedies In 1he Kvent Of Default

If the Farmee fails to Spud the Test Well by the date required in the Agreement and Article XIIT (FORCE
MAJEURE) 1s not applicable to that failure to so Spud the Test Well the Farmor may at any time prior
to the Farmee Spudding that well give notice to the Farmee terminating the Agreement. If Article XTII
(FORCE MAJEURE) other than Clause 13 05 (Surface Access Dufficulties) apphes to the Farmee s
farlure to Spud the Test Well and if the Farmee s obligation to Spud the Test Well has been suspended
for more than sx months either the Farmor or the Farmee may give notice one to the other termunating
the Agreement To the extent the Farmee had conducted Operauons prior to the Force Majeure the
Farmee shall Abandon the well site and access roads

If the Farmee makes any default in any of its obligations hereunder or under the Agreement other than
the failure to Spud the Test Well by the required date and subject to Article XIII (FORCE MAJEURE)
the Farmor may give the Farmee notice stating the nature of that default If the Farmee fails to commence
to remedy that default within thirty (30) days after receipt of such notice or fails to continue to remedy that
default with all due diligence thereafter the Farmor may by notice to the Farmee terminate all or any
portion of the nterest of the Farmee acquired in the Farmout Lands pursuant to this Farmout Agreement.

If the default 1s not with respect to conditions subsequent to the Farmee s earning 1n the Farmout Lands
no such termmation shall apply to any portion of the Title Documents 1n which the Farmee had earned a
Working Interest pursuant to the Agreement prior to the default.

Nothing i this Article shall release the Farmee from any obligation to indemnify or to be hable to the
Farmor to pay any amount owing to the Farmor pursuant to this Farmout Agreement to maintain
information confidential or if applicable to fimish Abandoning the Test Well

12.02 Article Does Not Affect Rights At Law

The rights hereby granted to the Farmor shall be in addition to and not 1n substitution for any other nght
or remedy which the Farmor may have hereunder or under the Agreement and specifically the existence
or the exeraise of those nights shall not deprive the Farmor either wholly or partially of any other right or
remedy at law or 1n equity including damages and indemnity
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Clause 12.03

0

()

(ur)

Interest should accrue whether or not the Farmor has given the Farmee prior notice of an intention to charge
interest The inclusion of the regardless phrase should elimnate the nisk that prior notice 1s required as was
held in Renaissance Resources Ltd v Metalore Resources Ltd ,[1984] 4 W R R 430 (AltaQ B) affirmed [1985]
4 WWR 673 (AltaCA)

The reference to the Regulations 1s required because of the prowisions of the Interest Act and comparable
legislation

The second last sentence recognizes that more than one bank rate may apply if there are multiple Farmor Parties
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Right To Charge Interest For Financial Default

If the Farmee fails to pay or advance within the time penod prescnibed any amount the Farmee 1s obligated
to pay as provided hereunder or under the Agreement, the Farmor may without imiting the Farmor s
other rights as contained hereunder or under the Agreement or otherwise held at law or n equity charge
the Farmee compound interest, calculated and accrued monthly with respect to that unpaid amount from
the day such payment 1s due until the day 1t 1s paid at the rate of two percent (2%) per annum higher than
the rate designated as the prevailing prime rate for Canadian commercial loans by the principal chartered
bank used by the Farmor regardless of whether the Farmor has notified the Farmee 1n advance of its
Intention to charge interest with respect to that unpard amount. The obligation to pay interest is to apply
until such default 15 rectified and shall not merge into a judgement for principal and interest, or either of
them The Farmee warves the application of any Regulations to the contrary insofar as such warver s
permitted by the Regulations. If there are multiple Farmor Parties this Clause shall apply to each Farmor
Party If the Farmor fails to pay within the ime penod prescribed any amount that the Farmor s obhgated

to pay hereunder or under the Agreement this Clause shall apply except that references to the Farmee
shall be read as Farmor and vice versa

XmI FORCE MAJEURE

1301

1302

1303

1304

1305

Defimtion Of Force Majeure

In this Articie  Force Majeure means an occurrence beyond the reasonable control of the Party claiming
suspension of an obhigation hereunder or under the Agreement which has not been caused by such Party’s
negligence and which such Party was unable to prevent or provide against by the exercise of reasonable
diligence at a reasonable cost and includes without limiting the generality of the foregoing an act of God
war revolution insurrection blockade riot strike a lockout or other industrial disturbance fire hghtung,
unusually severe weather storms floods explosion accident shortage of labour or matenals or government
restraint action delay or maction

Suspension Of Obhgations Due To Force Majeure

If any Party 1s prevented by Force Majeure from fulfiling any obligation hereunder or under the
Agreement the obligation so affected shall be suspended while the Force Majeure continues to prevent the
performance of such obligation and for that ume thereafter as that Party may reasonably require to
commence to fulfil such obligation A Party prevented from fulfiling any obligation by Force Majeure shall

promptly give the other Parties notice of the Force Majeure and the affected obligations inciuding
reasonably full particulars thereof

Obligation To Remedy

The Party claiming suspension of an obligation by reason of Force Majeure shall promptly use all
reasonable efforts to remedy the cause and effect of the applicable Force Majeure and such Party shall
promptly give the other Parties notice when the Force Majeure ceases to prevent the performance of the
applicable obligation The terms of settlement of any strike lockout or other industrial disturbance shall
be wholly in the discretion of that Party and that Party shall not be required to accede to the demands of
its opponents in any strike lockout or industnial disturbance solely to remedy promptly the event of Force
Majeure

No Exception For Lack Of Finances

Lack of finances shall not be considered an event of Force Majeure nor shall any Force Majeure suspend
any obligation for the payment of money due hereunder or under the Agreement

Surface Access Difficulties

Notwithstanding any prowision to the contrary contained in the Agreement or the Farmout Procedure to
the extent that surface conditions do not enable the Farmee to have access to the Farmout Lands within
the ime period specified for the commencement and/or completion of an operation the Farmee shall gve
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Arucle XTIV It may be advisable to add a sunset provision for seismic information which does not g0 nto the public
domam The time of sunset could be a certan number of years after the Title Documents earned under the Agreement
expire A simular sunset provision could be added to the Operating Procedure The reason for this sort of sunset is to
prevent being bound by a confidentiality clause for old information The admunistrative inconvenience of getting consents
could well outweigh the value of trading the information
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notice of same to the Farmor If the Farmor consents which consent shall not be unreasonably withheld
that operation may be postponed until such time as surface conditions permut access to the location of such
operation at which ime the Farmee shall move the requisite equipment thereto 1n a imely manner

X CONFIDENTIAL INFORMATION

1401

14 02

Confidentiality Requirement

Each Party entitled to information obtained hereunder or under the Agreement may use such information
for 1ts sole benefit. The Parties shall take such measures with respect to operations and internal security
as appropnate 1n the crcumstances to keep confidential from third persons all such information except
information which the Parties have expressly agreed among themselves to release and information disclosed
by a Party

(a) when and to the extent required by the Regulations and securities laws applicabie to such Party

provided that such Party shall invoke any confidentiality protection permutted by such Regulations and
securities laws

(b) to an Affiliate provided that such Party shall be deemed to have required such Affiliate to maintain
the confidenuial status of the disclosed information and that such Affiliate shall be deemed to have
accepted such obligation and that such Party shall be Lable for any loss suffered by the Parties or any
of them because of the failure of such Affilate to mantam such information confidential

(c) toa third person to which such Party has been permutted to assign a portion of its interest hereunder
provided that a binding covenant 1s obtaned from such third person prior to disclosure which pro-
vides inter ala that none of such information shall be disclosed by 1t to any other third person

(d) tothe technical financial or other professional consultants of such Party which require such informa
uon to provide their services to such Party or to a bank or other financial institution from which such
Party 1s attempting to obtain financing  provided that a binding covenant ts obtained from such
consultant or financier as the case may be prior to such disclosure which provides inter aha that
none of such information shall be disclosed by 1t to any other third person or used for any purposes
other than advising such Party or providing financing to such Party as the case may be and

(¢) as and when required to any recognized association within the petroleum industry of which such
Party 1s a member that engages in the exchange of factual information relating to the type of
operations conducted pursuant to this Agreement, unless and to the extent that the information
pertains to a well which a Party has requested to be given tight hole status prowvided that such Party
shall nvoke any confidentiality protection permitted by such association with respect to such disclosed
information

The confidentiality obligation n this Clause shall not extend to mformation to the extent it 15 1n the public
domamn provided that specific items of information shall not be considered to be in the public domain
merely because such items are embraced by more general information in the public domarn,

Confidentiality Requirement To Continue

Any Party which otherwise ceases to be bound by the provisions of this Farmout Procedure or the
Agreement shall remain bound by the provisions of this Article with respect to information obtamed
hereunder or under the Agreement until and to the extent that such information 1s 1n the public doman.
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NOTICE

1501

1502

Service Of Notices

Whether or not so stipulated hereunder or under the Agreement all notices communications and
statements (herein called notices ) required or permitted hereunder or under the Agreement shall be 1n

wriing  Any notice to be given hereunder or under the Agreement shall be deemed to be served properly
if served in any of the followng modes.

(a) personally by delivening the notice to the Party on whom 1t 1s to be served at that Party’s address for
service which notices shall be deemed recerved by the addressee when actually delivered as aforesaid
if such dehvery ts dunng normal business hours provided that if a notice 18 not delivered durng
normal business hours, such notice shall be deemed to have been receved by such Party at the
commencement of the day next followng the date of delivery other than a Saturday Sunday or
statutory holiday- or

(b) by telefacsimile (or by any other like method by which a written and recorded message may be sent)
directed to the Party on whom 1t 1s to be served at that Party’s address for service which notice shall
be deemed recerved by the respective addressees thereof: (1) when actually recerved by it, if recerved
within normal business hours or (u) at the commencement of the next ensuing business day foliowing
transmussion thereof if such notice 1s not recerved duning such normal business hours or

(c) by mailing 1t first class (arr mail if to or from a location outside Canada) registered post postage
prepaid directed to the Party on whom 1t s to be served at that Party’s address for service whuch
nouices shall be deemed to be receved by the addressees at noon local time on the earher of the
actual date of receipt or the fourth (4th) day (excluding Saturdays Sundays and statutory holdays)
following the mailing thereof provided that if postal service 1s interrupted or operating with unusual

or immunent delay notice shall not be served by such means duning such mterruption or perniod of
delay

For periods of forty-eight (48) hours or less the applicable notice shall be given in accordance with
Subclause (a) or (b) of this Clause provided that notces of twenty four (24) hours or less may be made
by telephone and shall be deemed to be recerved at the conclusion of the conversation if- the telephone
conversation is between representatives of the Parties who are specifically authorized to accept that notice
those representatives are officially in duty at the time of that conversation and that telephone conversation
and notice are then confirmed pursuant to Subclause (a) or (b) of thus Clause

Addresses For Notices

The address for service of notices of each of the Partes shall be as follows
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Right To Change Address

Any Party may change its address for service by notice to the other Parties and that changed address for
service thereafter shall be effective for all purposes of this Farmout Procedure and the Agreement

MISCELLANEOUS

1601

16 02

1603

16 04

16 05

16 06

16 07

16 08

Perpetuities

The night of any Party to acquire any interest in lands subject to the Agreement or the Farmout Procedure
shall not extend beyond the period set out in the applicable perpetuities Regulations and where no such
legislation 1s tn effect, 1t shall not extend beyond 21 years after the lifetime of the last survivor of the lawful
descendants now Iving of Her Majesty Queen Elizabeth I1.

Supersedes Earlier Agreements

Except for the Operating Procedure and the Royalty Procedure 1if applicable and thuis Farmout Procedure

the Agreement supersedes all other oral or written agreements documents memoranda written and verbal
understandings among the Parties relating to the Farmout Lands and expresses all of the terms and condi

tons agreed upon by the Parties with respect to the Farmout Lands

Time Of Essence

Time 1s of the essence 1n the Agreement and this Farmout Procedure

No Partnership

Nothing contained in the Agreement or this Farmout Procedure shall be construed as creating a partnership
or similar association

No Amendment Except In Wnting

Except as otherwise provided in the Agreement or the Farmout Procedure no amendment or vanation of
the provisions of same shall be binding upon any Party unless and until 1t 1s evidenced 1n writing executed
by the Parties

Binds Successor And Assigns

Subject to Article XI (ASSIGNMENT) the Agreement and the Farmout Procedure shall enure to the
benefit of and shall bind the Parties their respective successors and assigns and the heirs executors
admunistrators and assigns of natural persons who are or become Parties

Laws Of Junsdiction To Apply

The Agreement and the Farmout Procedure shall be interpreted according to the laws of the junsdiction
within which the Farmout Lands are situated and the laws of Canada applicable therein. The courts having
junisdiction with respect to matters relating to the Agreement or the Farmout Procedure shall be the courts
of that jurisdiction

Use Of Name

A Party shall not use or permit to be used the name of any other Party either directly or indurectly in
connection with the financing n whole or n part of any operation on the Farmout Lands or mn connection
with the offering for sale of shares of stock or any other secunties or the promotion or formation of any
enterprise of any kind without 1n each instance first obtamnng the wnitten consent of such Party
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Waiver

No warver by any Party of any breach (whether actual or anucipated) of any of the covenants, provisions,
conditions, restrictions or stipulations contained herein or in the Agreement shall take effect or be binding
upon that Party unless the same is expressed in wniting under the authonty of that Party Any warver so
given shall extend only to the particular breach so waived and shall not hmut or affect any rights with respect
to any other or future breach.

Further Assurances
Each of the Parties shall from time to ume and at all times do all such further acts and execute and deliver

all such further deeds and documents as shall be reasonably required i order to fully perform and carry
out the terms of the Agreement or the Farmout Procedure



