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This policy isissued as aguide to persons and companies wishing to qualify a progpectus with the oil and
gas program through adistribution of securities. The Commission and the Director of the Commission (the
“Director”) will aways exercise their discretion in applying the guidelines contained in this policy and, in
exercisng their discretion, may modify or waive certain guiddines while il remaining congstent with the
gpirit of the policy if, in their opinion and in light of the entire fact Stuation, circumstances judtify variation

therefrom.

1 GENERAL

11

1.2

Application

The type of entity to which these guiddines apply will ordinarily be limited partnerships
formed under the Partnership Act (Alberta) R.S.A. 1980, c. P-2 which have been set up
to benefit from incentives offered under federd and provincid incometax legidation for the
explorationand development of Canadian oil and gasreserves. Thispolicy may by andogy
be applied to entities using other forms of organization, including trusts or contractud
arangements made under common law.

Although such entities are often known as "drilling funds' they are referred to as "drilling
programs’, "production programs' or "programs’ throughouit this policy so asto avoid any
possible confusion with the mutud fund industry. The word "fund" to describe a program
will not be alowed in a prospectus.

This policy is issued as a guide to persons wishing to qualify a prospectus with the
Commission for the purpose of financing, directly or indirectly, an oil and gas program
through a digtribution of securities to the public.

Form

The contents of a prospectus for a program should comply with Form 14 of the
Regulaions (the "Regulations’) to the Alberta Securities Act (the "Act") athough
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1.3

presentation need not follow the order set out therein. These guiddines describe
Commission policy on particular aspects of programs and on specidized disclosure
requirements for certain item numbers in Form 14 (referred to in these guidelines as

"ltem?").

Definitions

The following terms are not defined in the Act or the Regulations but shdl have the
following meaning in this palicy:

131

1.3.2

133

"Areaof Mutud Interest” means an area of mutud interest comprising

1.3.1.1 any of the eight sections of land contiguous to the section containing the
prospect to be drilled by the program and the section containing such
prospect, and

1.3.1.2 any offsting lands which, dthough not within the eght contiguous
sections, would be within the geologica limits of the prospect,

but in either case contiguous and offsetting lands need not include any “proved
producing reserves’ as defined in the Regulations.

"Assessments' means additiond amounts of capital which may be mandatorily
required of or paid voluntarily by participants beyond their subscription
commitment.

"Canadian Exploraion Expensg" and "Canadian Development Expensg’ means
expenses as described under Section 66, or any amendment thereto, of the
Income Tax Act (Canada) and briefly summarized asfollows:

1.3.3.1 Canadian exploration expenses are those expenses including geologicd,
geophysical or geochemica expenses which, during the year or under
certan circumstances in previous years (dnce May 6, 1974) were
incurred for the purpose of determining the existence, location, extent or
qudity of anaccumulation of petroleum and naturd gas in Canada. Also
included are expensesinvolving drilling and the congtruction of temporary
access roads in respect to awell that is completed within 6 months after
the year-end and can be shown to bethefirst producing well from anewly
discovered pool of gas and ail, or which is not expected to come into
production in commercid quantities within 12 months of its completion;
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134

135

1.3.6

1.3.7

1.3.3.2 Canadian development expenses are those drilling and related expenses
which do not qudify as Canadian exploration expenses and include the
cost of a Canadian resource property.

"Canadian Resource Property” meansany property acquired after 1971 asdefined
insection 66(15)(c), or any amendment thereto, of the Income Tax Act (Canada)
and related to oil and gas programs in Canada and summarized as follows:

1.3.4.1 any right, licence or privilege to explore or drill for petroleum and natura
gasin Canada,

1.3.4.2 any oil or gaswdl Stuated in Canada,
1.3.4.3 any rentd or roydty from an oil or gas well Situated in Canada or

1.3.4.4 any right to or interest in any oil and gas property (other than property of
atrust) described initems 1.3.4.1, 1.3.4.2 and 1.3.4.3 including aright to
receive proceeds from digposition thereof.

"Capital Contributions’ means the tota investment, including the subscription
commitment, assessments and amounts reinvested, in a program by a participant
or by dl participants, as the case may be.

"Capital Expenditures’ means expenditures which bring into being an assat of
permanent and enduring advantage which is subject to capitd cost alowance as
permitted by Regulation under the Income Tax Act (Canada) and not alowable
asacurrent expense.

"Cog" means

1.3.7.1 with respect to a property initem 7.8

137.11 the sum of the prices paid by the sdller for such property,
including bonuses,

1.3.7.1.2 title examination cogts, brokers commissions, filing fees,
recording cogts, transfer taxes (if any), and like charges
in connection with the acquisition of such property, and

1.3.7.1.3 rentals and ad valorem taxes paid by the sdler with
respect to such property to the date of its transfer to the
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1.3.8

1.3.9

1.3.10

1311

buyer, interest on funds; used to acquire or maintain such
property, and such portion of the sdller’s reasonable,
necessa’y and actud expenses for geologicd,
geophysicd, seismic, engineering, drafting, accounting,
legd and other like services alocated to the property in
accordance with generally accepted industry practices,
except for expensesin connection with the past drilling of
wedls which are not producers of sufficient quantities of
ol or gas to make commercidly reasonable ther
continued operations. The expenses enumerated in item
1.3.7.1.3 shdl have been incurred not more than 36
months prior to the purchase of the property by the
program or such longer period as the Director, in his
discretion, may alow upon proper judtification.

1.3.7.2 with respect to services, the reasonable, necessary and actua expense
incurred by the seller on behdf of the program in providing such services,
determined in accordance with generally accepted accounting principles.

1.3.7.3 as used esawhere, the price paid by the sdler in an am'slength
transaction.

"Development Well" means awedll classified as, such under the Lahee system for
classficationbut in generd termsisawell normally drilled as an additiond well to
the same pool asother producing wells, or an offset well usudly not morethan one
gpacing unit away from awel producing from the same pool, and may include a
service well.

"Drilling Program” means any program which is not a production program.

"Exploratory Well" means awell classfied as such under the Lahee system for
classfication but in generd termsisawel normdly drilled morethan one spacing
unit away from another well producing from the same pool either in search of a
new and asyet undiscovered pool or field of oil or gas (or with the hope of grestly
extending the limits of apool dready developed), or drilled within apool with the
object of discovering new producible formations at a greater depth.

"Farm-Out” means an agreement whereby the owner of the leasehold or working

interest agrees to assign his interest in certain specific acreage to the assgnees,
retaining some interest such as an overriding royalty interest, an oil and gas
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1.3.12

1.3.13

1.3.14

1.3.15

1.3.16

1.3.17

1.3.18

1.3.19

payment, offset acreage or other type of interest, subject to the drilling of one or
more specific wells or other performance as a condition of the assgnment.

"Genera and Adminigrative Overhead" means dl cusomary and routine legd,
accounting, geologica, engineering, well supervison fee, travel, office rent,
telephone, secretarid, sdlaries, and other incidental reasonable expenses necessary
to the conduct of the program, and generated by the sponsor.

"Non-Capitd Expenditures’ means expenditures which are not consdered as
capital expenditures and as such are dlowable as expenses in the current year
pursuant to the provisons of the Income Tax Act (Canada).

"Operaing Costs' means codts incurred in producing and marketing oil or gas
from completed wells, including labour, fue, repars, hauling, materids, supplies,
utility charges, ad vaorem and severance taxes, insurance and casudty loss
expense, and compensation to well operators or others for services rendered in
conducting such operations.

"Organizationand Offering Expenses’ meansdl costs of organizing and sdlling the
offering, including underwriting and brokerage commissonsand dl cusomary fees
and expenses of issue as may be negotiated for the program's account with the
underwriter or selling agent.

"Overriding Royalty Interest” means an interest acquired or withheld inthe oil and
gas produced (or the proceeds from the sale of such oil and gas) to be received
free and clear of dl costs of development, operation, or maintenance and, for the
purpose of this policy, includes aminerad owner's roydty interest reserved at the
time of the creation of an oil and gas lease.

"Participant” means an investor in an oil and gas program.

"Production Program” (sometimes known as an Income Program) means a
programwhere not lessthen 90% of the proceeds of issue (after offering expenses

induding selling commissions) will be spent in the acquisition of producing welsor

proved producing reserves for which there are firm contracts for the

commencement of production, and where not more than 10% of the proceeds of

issue (after offering expensesincuding salling commissions) may be spent, directly

or indirectly, in the drilling of development wells and/or exploratory wells.

"Program’ or "oil and gas program’” means a partnership or other form of business
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entity formed to explore for, develop or produce oil and gas.

1.3.20 "Prospect” means a geographic or stratigraphic area in which the program owns
or intends to own one or more oil and gas interests, which is geographicaly
defined on the basis of geological data by the sponsor of the program and which
is reasonably anticipated by the sponsor to contain at least one reservoir or part
of areservoir of oil and gas.

1.3.21 "Sponsor" means the promoter or any person or company Who manages or
participatesin management of aprogram. Thetermincludesthe generd partner of
a limited partnership and any other person or company who, pursuant to a
contract, regularly performs (or selects the person or company who performs)
25% or more of the program's activities, and dso includes any associate or affiliate
of the sponsor.

1.3.22 "Subordinated Interest” means a net carried interest whereby the holder is not
required to participate in exploration and development costs of a property but is
entitled to a share of its net revenues (i.e. after operating codts, royalties, and
generd adminigtrative overhead) only after the exploration and devel opment costs
of the property have beenfully recovered from its net revenues by those persons
and companies who financed them.

1.3.23 "Subscription Commitment” means the amount agreed by a participant to be
contributed to a program at the time of his origina subscription for securities of a

program.

1.3.24 "Working Interest” meansan interest in the net revenues of an oil and gas property
which is proportionate to the share of exploration and development costs borne
until such costs have been recovered, and which participatesin some share of net
revenues theresfter.

2. DISTRIBUTION SPREAD (Item 1 of Form 14)

21

2.2

Sling commissions shdl be payable in cash. Any other compensation, including finder's
fees, shdl be disclosed and if not paid or payable in cash may be paid in units of the
program if valued at the offering price to the public; payment of suchexpensesby way of
anoverriding royaty or other interest in property isnot acceptable (refer dsotoitem 7.4.1

of this palicy).

A firm price to the public is required.
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2.3

24

2.5

2.6

31

32

33

For adrilling program, the minimum investment shal not be less than 1 unit and not
less than $5,000, and the initid cash payment shal not be less $2,500.

For aproduction program, the minimum investment shdl not be less than unit and not less
than $2,500, and the initid cash payment shall not be than $1,000.

Initid cash payments must be paid within 90 days from the date of issue of thereceipt for
the prospectus or such longer period asthe Director may alow.

Digpogtion of units must be limited so that a participant holds not less than 1 unit except
by gift or by operation of law.

PLAN OF DISTRIBUTION (Item 2 of Form 14)

Inthe absence of afirm underwriting, warrants or optionsto dealerswill not be permitted.
A single underwriting option of 10% or less of the units underwritten may be permitted if
at a price not less than the net offering price of the underwritten units and if exercisable
within 45 days of the date of issue of the receipt for the prospectus by the Registrar.

Arrangements for deferred payments for units may be alowed when warranted but such
arangements shal be subject to the following conditions:

3.2.1 The datesof deferred payments shall coincide with the anticipated cash needs of
the program, but the full amount of the purchase price shdl be paid within a
reasonable time not exceeding two years from the date of issue of the receipt for
the prospectus by the Regidtrar.

3.2.2 Theprogramshdl not sdll or assgn thearrangementsfor deferred payment, except
that this requirement shal not gpply to assgnmentsunder Section 177 of the Bank
Act.

In the event of default in the payment of any deferred payment when due, the participant's
percentage interest in the program shal not be subject to forfeiture but may be subject to
areasonable reduction for failureto meet hiscommitment. Reduction provisonsin respect
of default in payment of assessments will be consdered reasonableif they conform to the
reduction provisions provided initem 8. 10 relating to defaults of assessments.

4. USE OF PROCEEDS (Item 5 of Form 14)

4.1

Where the issue is s0ld on a best efforts bag's, a minimum as wel as a maximum sze of
offering shdl be gipulated. The minimum shdl provide sufficient funds for the stated
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4.2

4.3

4.4

4.5

4.6

4.7

minimum objectives of the program and receipt of subscriptions (and the required minimum
initid cash payments thereon) aggregeting the minimum size shdl be a prerequidte to
activation of the program. In any offering by way of a limited partnership the filing of a
"noticeto amend acertificae”’ (seeitem 5. 1) shdl be aprerequisite to the activation of the
program.

An offering for less than $500,000 net to the program, after payment of al organization
and offering expenses (seeitem 7.4.1) shal be considered inadequate for the spreading of
risk and shdl be unacceptable.

Subscriptions received prior to activation of the program must be deposited intact with an
independent custodian registered under The Trust Companies Act (Alberta), and the
cugtodian'sname and address sha| be disclosed in the prospectus. Subscription fundsshall
be rdeased by the custodian to the issuer of the securities only after subscriptions
aggregating the minimum sze of the offering (and the required minimum initid cash
payments thereon) have been deposited with the custodian within atime acceptableto the
Director (which timewill ordinarily be 90 days or such extension thereof asthe Director,
upon request, may permit). Provison must be made for the return of 100% of
subscriptions to subscribersin the event the minimum sum is not received by the custodian
within the dipulated time.

If, in the opinion of the Director, the sponsor of the program has limited successful
experiencein oil and gas programs or the oil and gasindustry, the Director may requireal
or part of the subscriptions received to be held by a custodian under item 4.2 pending
arrangements for the acquigition of suitable properties, and the provision of an acceptable
amendment to the prospectusto dl purchasers of the securities.

Until proceeds from the public offering are invested in the program'’s operations, they may
be temporarily invested in short-term highly liquid investments where there is a safety of
principa, such as securities of, or guaranteed by, the Government of Canada or any
Canadian province, or certificates of deposit or interest-bearing accounts of Canadian
chartered banks or trust companiesregistered under The Trust Companies Act (Alberta).

Subscriptions unexpended 2 ¥ years from date of issue of the receipt for the prospectus
by the Regigtrar shdl be returned pro-rata to the public subscribers.

If purchase of specific propertiesis contemplated, the Commission isto be supplied under
section 88 of the Regulations with the report of an independent engineer supporting the
value of the reserves or property to be acquired. The report and disclosure shdl include
dollar vduation of cash flow of oil and gas reserves to be acquired on both an
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4.8

4.9

undiscounted basis and discounted at rateswhich conform to the requirements of National
Policy No. 2-B.

A sponsor may be reimbursed out of subscriptionsand program revenuesfor dl actua and
necessary expenses of the program, including an alocable portion of the sponsor'sgenera
and adminigtrative overhead determined in accordance with generaly accepted accounting
principles. Overhead costs must be justifiable as to need for the services and the
reasonableness of amount charged.

In describing the use which will be made of unalocated funds, the "Use of Proceeds'
section of the progpectus shdl disclose, in tabular form and in reasonable detail, an
estimate of expenses to be charged to the program showing separately:

4.9.1 expected direct expenses, and

4.9.2 geneard and adminidrative overhead broken down by types of services and costs
with a separate breakdown of sdaries to officers, directors and other principas
of the sponsor. A summary of the manner in which such overhead expenses are
alocated shdl beincluded. The sponsor shdl bear a share thereof proportionate
to its share of revenue from the time that participation commences and the
prospectus shdl show, in tabular form:

4.9.2.1 the dollar amount of such dlocation charged to each program  pramated
by the sponsor in the last three years,

4.9.2.2 the amount of such alocation expressed as a percentage of subscriptions
received by each such program, and

4.9.2.3 the maximum amount of overhead per annum to be charged to the
programwhile subscriptions are being expended, with astatement that any
excess amount per annum will be absorbed by the sponsor.

4.10 The prospectus shall describe how funds and title to properties shdl be held.

4.10.1 Fundsof aprogram must not be commingled with funds of any other entity; the
prospectus must clearly prohibit any such commingling. Except as specified by the
standard form of contract of the Canadian Association of Petroleum Landmen,
1981 edition, advance payments to the sponsor should be prohibited, except
where necessary to secure tax benefits of prepaid drilling costs. Advance
payments should not include non-refundabl e payments for completion costs prior
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to adecison being made that the well warrants a completion attempt.

4.10.2 Program properties may be held in the names of nomineestemporarily to facilitate
acquisition of properties and for smilar valid purposes. On a permanent basis,
program properties may be held under a declaration of trust in those Stuations
where recognized industry practice isto hold such interestsin trugt, provided that
the Director may in his discretion require that the properties be held in the name
of a gpecid nominee partnership organized by the generd partner solely for the
purpose of holding of record of title for properties, provided that such nominee
engages in no other business and incurs no other ligbilities.

S. NAME AND INCORPORATION OF ISSUER (Item 8 of Form 14)

5.1

5.2

Many offerings take the form of Albertalimited partnerships. The Commission  requires
that alimited partnership be in forma existence on or before the date of issue of areceipt
for the progpectus; thisrequirement win necessitatethefiling in Centra Registry of Alberta
of the certificate required by the Partnership Act (Alberta), Sgned by the generd partner
and a least one limited partner (who is not amember of the public). The certificate, or a
draft, must be supplied to the Commission with the prdiminary prospectus. The preliminary
prospectus and prospectus shall each give gppropriate disclosure. Fina materia supplied
to the Commission shal include evidence that

5.1.1 thelimited partnership has been formed, and

5.1.2 thelimited partnership certificate specificaly empowers the generd patne to
admit additiond limited partners to the partnership.

When digtribution has been completed, the Commission is to be supplied with evidence
that a"Noticeto Amend a Certificate" has been filed with respect to the additiond limited
partners.

6. DESCRIPTION OF BUSINESS AND PROPERTY OF ISSUER (Item 9 of Form 14)

6.1

The face page shdl prominently disclose whether the program is a drilling program or
production program, and in making disclosure for Item 9(a), the nature of the intended
businessshall be clearly and succinctly described in an opening paragraph. Thisparagraph
shall include matters such as the intended type of operation (for example the purchase of
producing wells, development drilling of proven or probable reserves, exploratory drilling,
or any combination of these), the scale of operation (for example single property programs
or diversified packages, in each case of known properties or future acquisitions) and the
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6.2

6.3

6.4

6.5

6.6

method of operation (whether the sponsor expects to be the operator of the program, or
whether the sponsor will act smply as a money manager by farming out prospects to
others).

If the gponsor intends to convert or exchange the units (at afuture date) into shares of the
sponsor or some other entity, thisintent shall be disclosed on the face page and referenced
to the page where full details of the conversion or exchange are st forth.

The body of the prospectus shall describe in reasonable detail the investment objectives
and policies of the program and indicate whether they may be changed by the generd
partner without a vote of the limited partners and, if and to the extent that the sponsor is
able to do 0, the approximate percentage of assets which the program may invest in any
one type of investment. The prospectus shall state the gpproximate percentage of
exploratory and development drilling to be done by the program, the method of acquisition
of leases, induding information asto committed farm-outs, and the gpproximate percentage
of development drilling to be done through acquisition of offsetting leases as opposed to
development of drilling Stes acquired in the exploratory state. State also the expected
percentage of leases where the program will not have control of drilling and operation.

Where proceeds from the offering are to be expended on drilling, disclose the tota
incentive drilling credits to be earned and the extent to which they will be received by the

program.

The Commission expectsthat substantialy dl drilling programswill set forth the speculative
warning required by Item 10; besidesreferring to promotiona interest in properties granted
to sponsors and to specific risk factors, the speculative warning shal dso refer to the lack
of any market for resdle of units and disclose that the investment is primarily suitable only
to those personsin higher incometax brackets. Investors should be advised in one or more
caefully organized, concise sentences, with bold print phrases and subcaptions where
appropriate, of the risksto be congdered before making an investment in the program. A
face page warning shal be cross-referenced to that part of the progpectus disclosing risk
factorsin greater detail.

The prospectus shd| disclosethe location and describe the genera character of al materia
ail and gas interests held and, where purchase of specific reserves are contemplated, of
properties intended to be acquired by the program (including appropriate operating data)
in the manner required by Item 9(c). Where the prospectus refersto oil and gas reserves,
use of rates for discounted cash flow and the criteria used in computing the vaue of
reserves shdl conform to the requirements of Nationa Policy No. 2-B.
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6.7

In giving information on production or drilling results over the last five years as called for
in Item 9(c), (vi) and (vii), the Director may permit or require that such information be
givenof the sponsor's operations, and/or other programs operated by the sponsor. Where
information of the performance on previous programsisto be given,

6.7.1

6.7.2

6.7.3

the previous program experience of the sponsor and other relevant partiesshall be
disclosed in the progpectus for dl programs during the past 5 years which

6.7.1.1 were offered by prospectus, or
6.7.1.2 were offered pursuant to prospectus exemptions,
the results of which arematerid to aninformed investment decison by theinvestor.

information on previous programs shdl include, but need not be limited to, the
fallowing:

6.7.2.1 name of program, including type of legd entity and place of incorporation
or organization,

6.7.2.2 effective date of eachoffering, date it commenced operations and date of
dissolution or termination, or a statement that it is continuing,

6.7.2.3 total number of units, gross amount of capita raised by the program,
number of participants, and (if gpplicable) amount of investment by the
sponsor,

6.7.2.4 drilling results of program, including number of grassand net wellsdrilled,
both il and gas, both exploratory and devel opment, and both successful
and unsuccesstul,

6.7.2.5 for previous Canadian offerings, tota dollar amount per unit ~ and type
of tax deductible items passed on to investors,

6.7.2.6 income credited and cash distributed to investors and to spon  sor,
6.7.2.7 compensation and fees to sponsor segregated asto type, and

6.7.2.8 such additional or different disclosures of the success or failure of the
programs as may be permitted or required by the Director.

the information required in item 6.7.2 shdl be set forth on acumulative  basis for
each program, and in tabular form wherever possible.
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6.7.4 the following caveat should be prominently featured in the presentation of the
foregoing information: "IT SHOULD NOT BE ASSUMED THAT
PARTICIPANTS IN THE OFFERING MADE BY THIS PROSPECTUS
WILL EXPERIENCE RESULTS, IF ANY, COMPARABLE TO THOSE
EXPERIENCED BY INVESTORS IN PRIOR PROGRAMS'.

7. PROMOTORS (Item 15 of Form 14)

71

Requirementsof sponsor. The Commission congdersit essentid that resourcesavailable
to drilling programs shdl include an acceptable level of experience and financid
competence on the part of the promoter and sponsor.

7.1.1 Experience

7.1.1.1 In a limited partnership, and by andogy in other forms of entity, the
genera partner or its chief operating officers shal have at least 3 years
rdevant oil and gas experience demondrating the knowledge and
experience to carry out the stated program policies and to manage the
program operations. Additiondly, the generd partner or any associate or
dfiliae providing servicesto the program shal have not lessthan 4 years
relevant experience in the kind of service being rendered or otherwise
must demondtrate sufficient knowledge and experience to perform the
services proposed. If any manageria responghility for the program isto
be rendered by personsor companies other than the generd partner, such
persons or companies must be identified in the prospectus, their
experience must be smilar to that required of agenerd partner and must
be set out in the prospectus, and an acceptable contract setting forth the
basis of their reationship with the program must be included under
"Materid Contracts' disclosure and supplied to the Commission.

7.1.2 Net Worth of Sponsors

7.1.2.1 Thefinancid condition of sponsors must be commensurate with financia
obligations assumed by them and audited balance sheets of sponsorsshal
be furnished to the Commission upon request. If acompany isasponsor,
it will be sufficient that an unaudited balance sheet, prepared by the
company's auditors, be furnished if it is accompanied by a comfort letter
from the auditors and an audited balance sheet prepared to adate within
the immediately preceding 12 months.

7.1.2.2 The generd partner must specificadly have aminimum aggregate net worth

at dl times equa to 5% of participants capitd in dl existing programs
organized by the generd partner plus 5% of totd subscriptions in the
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program being offered, but such required minimum net worth shal not be
lessthan $100,000 and need not exceed $1,000,000. The general partner
shdl undertake in the prospectus to maintain its net worth at not less than
the minimum aggregeate net worth ca culated above and to file annudly for
the public files of the Commission its audited annua financid statements
during the term of the program and for 6 years thereafter, and the
partnership agreement shall so provide.

7.1.2.3If an individud is a general partner, his net worth shdl be determined
exdusvely of home, home furnishings and automohiles, and an unaudited
balance sheet prepared by a Chartered Accountant and signed and sworn
to by such individua genera partner may, in the discretion of the Director,
be accepted for the purpose of determining said required net worth.

7.1.2.4 In determining a 0p0nsor's net worth, the discounted vaue of its net cash
flow from proven and probable reserves of ail, gasand other minerds, as
determined by an independent petroleum apprai ser and at acceptable and
stated current discount rates, may be used. Notesand accountsreceivable
from al programs, interests in dl programs, and dl contingent liahilities
should beincluded in the net worth compuitation. If an individua sponsor's
net worth is used in complying with the above requirements, a statement
as to such net worth shal be included in the prospectus.

7.1.2.5 If more than one person or company actsor servesasgenera partner, the
net worth requirements may be met by aggregeting the net worth of dl
such persons or companies. Also, the net worth of any guarantor of the
generd partner's obligations to or for the program may beincluded inthe
net worth computation, but only if the guarantor's ligbility is coextensve
with that of the generd partner.

In complying with the disclosure requirements of Item 15(a), the prospectus shall include
detals of all benefits, direct and indirect, to be received by the sponsors. Besides
compensationin theform of monetary benefits, disclosure shdl include ownership, useand
avalability of seismic and other geologicd information obtained by the program and
disclosure of any interest in property or share of drilling credits and production revenues
of the program retained by the sponsor. The foregoing should aso be summarised
together, under a separate heading, in tabular form.

Remuneration of Sponsor

7.3.1 TheAct provides that the Director shdl direct the Registrar not to issue areceipt
in any of the circumstances set forth in section 96, including the payment of an
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unconscionable condderation for promotional purposes or the acquisition of
property. The Commission recognizes that rewards to the sponsor of a program
may take severd forms, and that the need for knowledge, expertise and services
by management, and the ability or willingness of the sponsor to supply them, may
vary greatly between one type of promotion and another.

7.3.2 In generd terms, the variety and complexity of services rendered and
compensation received by the sponsor make it necessary for each offering to be
reviewed upon itsindividua merits. Whereit seemsthat the total compensationis
an unjustified enrichment of the sponsor at the expense of the investors, areceipt
will not be issued. Also in generd terms, the Commission favours arrangements
whichreward successful operations and discourages arrangements such asflat fees
or overriding commissions which reward without skill, risk, or results.

7.4  Guidelinesfor Certain Expenses
7.4.1 Organization and Offering Expenses

7.4.1.1 Itisexpected that salling commissionswill reflect the quality and risk of the
offering, and that the promoter will recover the reasonable costs of
organization, including the expenses of issue, asafirg charge againg the
proceeds of issue. The Commissionisof the opinion that the aggregate of
commissions, organization and offering expenses of thisnaturein atypica
offering will not exceed 15% of gross subscriptions received, according
to the circumatances of the offering, including the willingness of the payee
to accept payment out of the first proceeds of production.

7.4.2 Administration and Management Expenses

7.4.2.1 Arrangements by the sponsor for recovery out of subscriptionsor revenue
of actual and necessary direct costsand (where appropriate) an equitable
portion of the cost of genera, adminigtrative, and management overhead
(see item 4.8) will be acceptable provided that a maximum charge
expressed ether asafixed dollar anount or as afixed percentage of total
funds expended, is specified and iscommensurate with necessary services
to be provided. The arrangements shdl be formalized by contract (which
shdl be summarized in the progpectus) and shal be subject to annud audit
by the program’s auditors. The sponsor's percentage share of direct costs
and of overhead attributable to the program shdl be not less than its
percentage entitlement to the revenues of the program at that time.

7.4.3 Field and Operating Expenses
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7.4.3.1 Arrangements by the sponsor for recovery out of subscriptionsor revenue
of the actua and necessary direct fidld costs and field overhead of
exploration, development, and oil and gaswell operation and maintenance
will be acceptable, where such services are to be provided by an
independent third party. Such costs will aso be acceptable where the
sponsor will be the operator of the program provided that

74311 a contract in the standard form of the Canadian
Association of Petroleum Landmen is entered into,

74.3.12 the contract terms are negotiated a arms-length by the
severd parties having an interest in the prospect, and

7.4.3.1.3 the program and the sponsor in aggregate do not have a
contralling interest in the property.

7.4.3.2 Where the gponsor isthe operator but the above criteriawill not gpply, the
sponsor must substantiate that adequate safeguards exist againgt conflict
of interest and duplication of cost of services.

7.4.3.3 The sponsor's percentage or share of direct field costsand field overhead
shdl not be lessthan its percentage entitlement to the revenue, if any, from
that program at that time.

7.5 Guidelines of Promotional Interest

751

It is anticipated that most sponsors will obtain their profit by means of a carried
promotiond interest in program properties. Such promotiona interest, in generd
terms, would be a carried interest to point at which production is obtained by the
program. When the sponsor becomes entitled to a share of production under his
promotiond interest, he shall bear operating costs in the same ratio as he
participatesin program revenues. In thisway the sponsor of asuccessful program
will benefit dgnificantly, whereas thesponsor of a"dry hol€" program will obtain
little compensation other than return of the actud cost of the initid expenses of
issue. In asuccessful program the Commission is of the opinion thet investorsare
entitled to areturn of their initia outlay before asponsor can materialy shareinthe
revenues obtained from a successful prospect on the basis of his promotional
interest.

7.5.2  Accordingly, the Commissonwill look for arrangementswhich providefor
apromotiond interest which is subordinated to payout from net operating
revenues of al cogts required to drill awell and place it on production.
Where pre-production costs are shared between the sponsor and
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partticipants on a functional dlocation bass (for example where
depreciable costsfor tax purposes are for the account of the sponsor and
expenses which need not be capitalized for tax purposes are primarily for
the account of participants) it will not be consdered unreasonable if the
sponsor is entitled to recover its well cornpletion costs in priority to

participants.

7.6  Sponsor's Additional Earned Working Interest in Program

7.6.1

The sponsor's working interest may be increased in additiond increments of 5%
for each additiond 5% increase in the percentage of capita contribution paid by
it up to amaximum of 75% of revenues, including the promotiond interest. Such
additiond incrementsshdl be committed a the commencement of the program and
shdl be paid according to the same payment schedule as is applied to the
participants. Net production revenues for a prospect shall be computed in
accordance with generally accepted accounting principles and shal include, inter
dia, dl cogts of operating the leases underlying the prospect and an appropriately
dlocated portion of al other program expenses, including organizationa and
offering expenses.

7.7 Functional Allocation of Costs

7.7.1

7.7.2

Where the sponsor shares in capita contributions of a program a typical

arrangement is a divison of costs between the sponsor and participants on a
functiond dlocation basis, so that capita expenditures (i.e. depreciable costs) are
for the account of the sponsor and dl other pre-production expenditures (i.e. those
that may be written off immediately for tax purposes) are primarily for the account

of participants. Capita expenditures are ordinarily required towards the end of a
drilling operation by which timeit may be evident that revenue from production will

be sufficient to recover part, but not al, of the total cost to bring the well into
production; in such cases asponsor isinevitably faced with aconflict between his
own interests and those of participants. The Commission will accept reasonable
arrangements whereby the sponsor's share of capita expenditures on a prospect
receive priority of payout over other pre-production expenditures. The prospectus
shdl disclose and explain the need for such arrangements.

For the avoidance of doubt,

7.7.2.1 wherethereisafunctiona dlocation of costs the sponsor will berequired
to assume al capita expenditures with a known minimum percentage of
total expenditures. Accordingly, if capitd expenditurescomprisesasmdler
percentage of total expenditures than the stated percentage, the sponsor
will be required to assume aportion of other pre-production expenditures
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to make up the difference. If capital expenditures exceed the percentage,
the excess will be for the account of the sponsor as one of those
entrepreneurid risks for which a promotiona interest is awarded.

7.7.2.2 The above arrangement to pay capital expendituresrefersto and includes
al capitd expenditures for the drilling and completing of wells during the
life of the program, but does not include capital expendituresfor facilities
downstream of a wellhead. If the sponsor enters into farm-out or other
arrangements whereby it is relieved of its obligations to pay for such
capital expenditures, then the sponsor's share of revenue shdl be
proportionately reduced.

7.7.2.3 The sponsor must have a net worth of $300,000 or 10% of the
participants total contributionsto the program whicheveris  greeter,
and must be under a contractua obligation to pay its share of expenses.

7.8 Non-Arms Length Property Transactions

For the purposes of disclosure required by Item 15(b) regarding the sde of assets
by the promoter to the program, and by Item 15(a) regarding other matters and
non-arms length transactions between the promoter and the program, the criteria
initems 7.9 and 7.10 must be followed.

7.9  Salesand Purchases of Properties

7.9.1 Such transactions must be consistent with the objectives of the program. The
sponsor of aprogram shdl not sell, transfer or convey any property to or purchase
any property from the program, directly or indirectly, except on a fair and
reasonable basis to the participants of the program. In the case of asde, transfer
or conveyance to or from a program,

7.9.1.1 the prospectus must disclose that the sponsor will sell, transfer or convey
property to the program and whether the property will be sold from the
sponsor's exiding inventory.

7.9.1.2 the purchase from or sde to the program must be a cost as adjusted for
intervening operations, unless the sponsor has reasonable grounds to
believe that cogst is materidly more than or less thanthe fair market value
of such property, in which case such purchase or sde shdl be made for
a price not in excess of its far market value, as determined by an
independent petroleum and natura gas engineer.

7.9.1.3 if the sponsor sdls, transfers or conveys any oil, gas or other minera
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interests or property to adrilling program, it must concurrently sdll to the
programan equa proportionate interest in al its other property in an area
of mutua interest.

7.9.1.4 if the sponsor subsequently proposes to acquire an interest in a prospect
inwhich the program possesses an interest or in a prospect abandoned by
the program within 3 years preceding such proposed acquisition, the
sponsor shdl offer such interest to the program and, if cash or financingis
not available to the program to enable it to purchase such property, the
sponsor shal not acquire such interest or property. The term "abandon”
for the purpose of items 7.9.1.4 and 7.10.2 shdl mean the termination,
ether voluntarily or by operation of the lease or otherwise, of al of the
program'sinterest in the prospect. The provisonsof item 7.9.1.4 shdl not
aoply after the lgpse of 5 yearsfrom the date of formation of the program.
For the purpose of item 7.9.1.4, the term "sponsor” shdl not include
another program where the sponsor's interest isidentical to, or less than,
itsinterest in the subject program.

7.9.1.5 a sde, trandfer or conveyance to a program of less than al of the
sponsor's ownership in any interest or property is prohibited unless the
interest retained by the sponsor is a proportionate working interest, the
respective obligations of the gponsor and the program are substantialy the
same dfter the sde of the sponsor's interest, and its interest in revenues
does not exceed the amount proportionateto itsretained working interest.
The sponsor may not retain overrides or other burdens on the interest
conveyed to the program and may not enter into farm-out arrangements
withrespect to itsretained interest, except to non-affiliated third partiesor
other programs managed by the sponsor.

7.9.1.6 the sponsor (other than public programs) shal not purchase  podudrg
property from adrilling program.

7.9.1.7 a production program shdl not purchase properties from nor sl
properties to any program in which its ponsor has an interest. This item
7.9.1.7 shdl not gpply to transactions among programs having the same
sponsor by which property istransferred from one to another in exchange
for thetrandferegs obligation to conduct drilling activities on such property
(or to joint ventures among such programs) provided that the respective
obligations and revenue sharing of dl parties to the transactions are
subgtantidly the same, and provided further that the compensation
arrangement or any other interest or right of the sponsor is the same in
each program, or, if different, the aggregate compensation of the sponsor
does not exceed the aggregate compensation it would otherwise have
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received from the programs.

7.10 Restricted and Prohibited Transactions

7.10.1

7.10.2

7.10.3

7.10.4

7.10.5

7.10.6

The sponsor (excluding another program inwhich the sponsor isagenerd partner)
shdl not enter into any farm-out or other agreement with the program where, in
consderation for services to be rendered, an interest in production is payable to
such sponsor.

During the existence of a program and before it ceases operations, the sponsor
(exduding another program where the interest of the sponsor isidentica to or less
thanitsinterest in the subject program) shdl not acquire, retain, or drill for itsown
account any oil and gas interest on any prospect upon which such program
possesses an interest, except for saes or lease transactions which comply with
item 7.9.1.5. In the event the program abandons (as defined in item 7.9.1.4) its
interest in the prospect, this restriction shdl continue until 3 years following the
abandonment. If the geologica limitsof aprospect are enlarged to encompass any
interest held by such sponsor (excluding another program wherethe interest of the
sponsor isidentical to or lessthan itsinterest in the subject program), such interest
shall be sold to such program in accordance with the provisons of items 7.9.1.3
and 7.9.1.4 and any net income previoudy received by the sponsor shdl be paid
to such program. If within this period, the sponsor acquires additiona acreage or
interest in a prospect of the program, the sponsor must el it to the program and
is prohibited from retaining any such interest, except as may be permitted by item
7.9.

The sponsor shdl not take any action with respect to the assets or property of the
program which does not benefit primarily the program, including among other
things

7.10.3.1the utilization funds of the program as compensating balances
for its own benefit, and

7.10.3.2further commitments of production.

All benefits from marketing or other arrangements affecting property of the
sponsor and the program shdl befairly and equitably apportioned according to the
respective interest of each.

Any agreements or arrangements which bind the program must be fully disclosed
in the prospectus.

Anything to the contrary notwithstanding, asponsor may never profit by drilling in
contravention of his fiduciary obligation to the participants.
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7.10.7 The sponsor shall not render to the program any ail field, equipage or drilling
services nor el or lease to the program any equipment or related supplies unless

7.10.7.1

7.10.7.2

7.10.7.3

it is engaged, independently of the program and as an ordinary
and ongoing part of its business, in the business of rendering such
services or selling or leasing such equipment and suppliesto a
subgtantial extent to othersin the oil and gas indudtry in addition
to programsin which it has an interest.

the compensation, price or rental therefor is competitive with the
compensation, price or rental of othersin the areaengaged inthe
business of rendering comparable services or sdling or leasing
comparable equipment and supplies which could reasonably be
made available to the program.

if it is not engaged in a busness within the meaning of item
7.10.7.1, such compensation, price or rental shall be the cost of
such services, equipment or suppliesto it or the competitive rate
which could be obtained in the area, whichever isless.

7.10.8 All services for which the sponsor receives compensation shall be embodied in a
written contract which precisaly describes the services to be rendered and al
compensation to be paid.

7.10.9 No loans may be made by the program to the sponsor.

7.10.10 On loans made available to the program by the sponsor, the sponsor may not
receive interest in excess of itsinterest costs, nor may the sponsor receive interest
inexcess of the amounts which would be charged the program (without reference
to the sponsor's financia abilities or guarantees) by unrelated banks on
comparable loans for the same purpose and the sponsor shdl not receive points
or other financing charges or fees regardless of the amount.

8. ISSUANCE OF UNITS (Item 19 of Form 14)

8.1

8.2

Undertakings

8.1.1 The Commission requiresan undertaking from alimited partnership and itsgenera
partnersto hold an annua meseting and to comply with Part 11 of the Act, and with
Part 12 insofar asit is gppropriate to alimited partnership.

Disclosure of Special Attributes

8.2.1 Theunitsof alimited partnership have some rights and obligations not expected
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8.3

8.4

8.5

8.6

8.7

by investorswhaose previousinvestment experience was limited to the attributes of
companies shares. Those matterswhich are materid from aninvestment viewpoint
must be clearly disclosed in addition to disclosure required by Item 19.

Loss of Limited Liability

8.3.1 Disclosure must be made that alimited partner may |lose the protection of limited
lidbility in certain circumgtances such as, for example, by participating in
management of the limited partnership or for lossto athird party asaresult of false
satements in the partnership certificate. Disclosure shall dso be made thet there
isapotentid for unlimited liakility to the extent thet the principles of Canedian law
recognizing thelimitation of liability of limited partners have not been authoritatively
established with respect to limited partnerships formed under the laws of one
province but operating, owning property, or incurring obligations in another
province.

Partners' Access to Information

8.4.1 A partner is ordinarily entitled to greater detailed information and access to
records than would be expected by a shareholder of a company in smilar
circumstances. The commentsin item 8.5 are not intended to be exhaugtive.

The generd partner shdl maintain alist of the names and addresses of dl participants at
the principd office of the partnership. Subject to the safeguards embodied in Uniform Act
Policy 2-06, such list shal be made available for the review of any participant or his
representative at reasonable times and, upon request either in person or by mail, the
generd partner shdl furnish acopy of such list to any participant or his representative for
the cost of reproduction and mailing.

Participants and/or their accredited representatives shdl be permitted accessto dl records
of the program, after adequate notice, at any reasonable time. The sponsor shal maintain
and preserve during the term of the program and for 6 yearsthereafter all accounts, books,
-and other relevant program documents. Notwithstanding the foregoing, the sponsor may
keep logs, wel reports and other drilling data confidentia for as long as the vaue of the
information to the partnership as awhole depends upon its confidentidity.

The partnership agreement shall provide for transmittal to each participant of an annua
report and interim reportsin compliance with the requirements of the Act and Regulaions
for corporate issuers. The following additiond information shall accompany such annua
reports.

8.71 A summay itemization, by type and/or classfication, of tota fees and
compensation including overhead reimbursements paid by the program, or
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8.8

8.7.2

8.7.3

8.74

8.7.5

8.7.6

indirectly on behdf of the program, to the sponsor. If compensationis paid on a
subordinated interest, a reconciliation shal be made of al such payments to the
conditions precedent and limitations thereto.

A description of each progpect in which the program owns an interest , but
succeeding reports need contain only materid changes, if any, regarding such
prospects.

A lis of wells drilled by the program (indicating whether each well has or has not
been completed), and a statement of the cost of each well completed or
abandoned. Judtification shdl beincluded for wells abandoned after production has
commenced.

For a program which compensates the sponsor on abasisrelatedto  certain
costs paid by the sponsor, a schedule showing

8.7.4.1 tota program costs and, where applicable, the costs pertaining to each
prospect, the costs paid by the sponsor and the costs paid by the

participants,

8.7.4.2 total program revenues, the revenues received by or credited to the
sponsor and the revenues received by or credited to the participants, and

8.7.4.3 areconciliation of such costs and revenues to the limitations prescribed.

Annudly, beginning with the fisca year succeeding the fiscd yeer in whichthe
program commenced operations, an estimate of the tota oil and gas proven and
probable reserves of the program, the dollar vaue of the cash flow therefrom on
both an undiscounted basis and discounted at rates which conform to the
requirements of National Policy No. 2-B, and acomputation of each participant's
interest in such reserve vaue. The reserve computations shall be based upon
engineering reports prepared by quaified independent petroleum consultants. An
esimate of the time required for the extraction of such reserves shdl adso be
provided with a statement that, because of the time period required to extract the
reserves, the present vaue of cash flow to be obtained in thefutureisless
thanif immediately receivable. In addition, after the occurrence of an event leading
to areduction of the program'sreserves of morethan  10%, excluding reduction
resulting from production, a computation and estimate shdl be sent to each
participant as soon as possible but not later than 90 days after the occurrence.

Seeitem 9.4.3 for requirements of reporting upon farm-outs.

By March 31 of each year, the general partner must furnish a report to each participant
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8.9

8.10

containing such informeation as is pertinent for tax purposes.
Transferability of Limited Partners Interests

8.9.1 Any redriction onassgnment of limited partners unitsor the substitution of limited
partnerswill be looked upon unfavourably and will be dlowed only to the extent
supported by opinion of counsd asto their legal necessity.

Assessments and Defaults

8.10.1 In appropriate cases there may be aprovison for assessments. Assessmentswill
be raised by way of an offering document smilar indl materid respectsto materid
required of a company offering new shares to its shareholders under section
107(1)(h) of the Act. The offering materid shall comply with A.S.C. Policy 5.2 and
shdl indude withthe call for assessment a statement of the purpose and intended
use of the proceeds from the assessment, astatement of the pendty to beimposed
on the participant for failureto meet the assessment and, to the extent practicable,
a summary of pertinent geologica data on the relevant properties to which the
assessment relates.,

8.10.2 A voluntary assessment shdl not exceed 100% of the initial subscription.
8.10.3 A mandatory assessment shdl not exceed 25% of the initid subscription.

8.10.4 Assessments shdl be solely for the purpose of drilling, equipping or completinga
development wel (or wells) and/or for such processing, gathering and other
fadlitiesthat are necessary in order to cause the hydrocarbonsin the well(s) to be
marketable, acquiring additional interest or leases related to a prospect aready
owned by the program, keeping titleto reservesin good standing through payment
of necessary taxes and land rentals, preserving the partnership's interest in the
event of blow-outs, and reimbursing sponsorsfor any emergency payments made
in respect of dl or any of the above matters.

8.10.5 In the event of a default in payment of all or a portion of the assessment, the
participant's percentage interest that has been aready earned in the program
represented by his unit should not be subject to forfeiture, but may be subject to
a reasonable reduction. Provisons which conform to the following will be
considered reasonable.

8.10.5.1 Voluntary Assessments

8.10.5.1.1 A permanent proportionate reduction of the participant's
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percentage interest in revenues derived from future
development based on theratio of his unpaid assessment
to dl cepitd contributions used for such future
development, or

8.10.5.1.2 A subordination of the defaulting participants right to
receive revenues from future development until those
non-defaulting participants who have paid the defaulting
participant's assessment have received an amount of
revenues from future development up to 300% of the
proportionate amount of the defaulted assessment which
they have paid.

8.10.5.2 Mandatory Assessments

8.10.5.2.1 A permanent proportionate reduction of the participant's
percentage interest in al program revenues based on the
ratio of hisunpaid assessment to dl capitd contributions,
or

8.10.5.2.2 A subordination of the defaulting participant's right to
receive any program revenues until those nondefaulting
participants who have paid the defaulting participant's
assessment have received an amount of revenuesfromdl
revenues of the program up to 3000% of the
proportionate amount of the defaulted assessment which

they paid.

8.10.5.3 Thedternatives set forth initems 8.10.5.1 and 8.10.5.2 are not exclusive
and other provisions demongrated to be essentidly equivaent to these
dternatives may be permitted by the Director.

8.11 Cash Redemption Values
8.11.1 When cash redemption vaues of units are computed, such values mus be clearly
based on appraisal of properties by qudified independent petroleum consultants.
Evauations by company personnel must be based on such independent appraisds.
Redemptions must be for cast and shdl not be considered effective until cash
payments have been paid to the participants.

8.12 Mestings
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8.12.1 Medtings of participants may becdled by the genera partner(s), or by participants
holding more than 10% of the then outstanding units for any matters for which the
participants may vote as set forth in the limited partnership agreement or charter
document. A cdl for ameeting shdl be deemed to have been made upon receipt
by the genera partner of awritten request from holdersof therequisite percentage
of units stating the purpose(s) of the meeting. The generd partner shal depositin
the mails, within 15 daysafter receipt of said request, written notice of the meeting
to al participants and the purpose of such meeting, which shal be held on adate
not less than 30 nor more than 60 days after the date of mailing of said notice, at
areasonable time and place sufficient for the purposes of the meeting.

8.13 Exchanges and Reinvestment

8.13.1 No sponsor shal make or cause to be made an offer to a participant to purchase
his units or to exchange his units for a security of any issuer, unless.

8.13.11

8.13.1.2

8.13.1.3

8.13.1.4

8.13.1.5

8.13.1.6

the offer is made after the expiration of 6 months after the
completion of expenditure of subscriptions on the program or
such shorter period of time as the Director may in his discretion

permit,
the offer ismade to al participants,

the offer, if made by a third party to the sponsor or principa
underwriter, is on abass not more advantageous to the sponsor
or principa underwriter than to participants,

the net asset value of the security or other congderation offered
isat least equivaent to the net asset vaue of the units,

in computing the exchange ratio the value of any reserves used is
supported by a current appraisal prepared by an independent
petroleum consultant; the value of any undevel oped acreage used
is a cost unless fair market value, as evidenced by supporting
data, is higher; and the value of other assets used is based on
audited financid gtatements prepared in accordancewith generdly
accepted accounting principles consstently applied o,
&appropriate, is based on fair market value as determined by
independent qudified appraisers,

the offer is made pursuant to al requirements under the Act.

8.13.2 For the purpose of item 8.13.1 an "offer to exchange" includes any security of a
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program which is convertible into a security issued by the sponsor or another
issuer.

8.13.3 An offering will be unacceptable to the Director if it includes aprovison requiring

participants to reinvest their share of distributable cash distributions. Subject to
compliance with gpplicable securities laws, a program may make available to its
participantsavoluntary plan for sysematic reinvestmentsin such programor inany
other program. No sdles commissions may be charged participants for effecting
such reinvestment.

8. 14 Distribution of Revenues

8.14.1 Fromtime to time and not less often than semi-annudly, the sponsor will review

the program's accounts to determine whether cash digtributions are appropriate.
The program will distribute pro-rata to the participants funds received by the
programand allocated to their accounts which the sponsor deems unnecessary to
retain in the program. The determination to make cash distributions and the
percentage cal culation thereof from the program to the sponsor will be made on
the same basis.

0. OTHER MATERIAL (Item 32 of Form 14)

9.1 Taxation

911

912

So that prospective investors may accurately evaluate tax benefits which may
persondly accrue to them, it is essentid that taxation disclosure be under a
separate heading in the prospectus and be clear and explicit. Where morethan one
class of security are offered, the progpectus must explain the reasons for the
different classes, of security and the taxation characteristics of each class.

The opening remarks under taxation disclosure shall

9.1.2.1 identify the person taking responsibility for the taxation disclosure in the
prospectus, and

9.1.2.2 include abold print warning that

91221 tax condderations ordinarily make the securities offered
more suitable for those having a high taxable income;

91222 regardless of any taxation benefits which may be
obtained, a decison to purchase the securities offered
should be based primarily on an gppraisa of the merits of
the investment, as such, and on an investor's ability to
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bear possbleloss;

91223 those acquiring the securitieswith aview to obtaining tax
advantages should consult a tax adviser who is
knowledgeable in thisfidd.

9.1.3 The prospectus shdl state Smply

9.1.3.1 the advantages to be obtained by the investor inthe current  taxation
year,;

9.1.3.2 the continuing taxation benefits to be obtained by the investor in future
taxation years,

9.1.3.3 the taxation implications, upon disposa of the securities
91331 to the investor, and
9.1.33.2 to the new owner.

9.14 Thetiming and method shdl be disclosed by which the investor will be informed
of data which may be, or isto be, included in the investor's persona income tax
return.

9.1.5 Whereboth Canadian exploration expenses and Canadian devel opment expenses
are to be incurred, disclosure must include a table showing the estimated
proportion of investors funds to be expended upon each category; where the
proceeds of the offering will be expended over two or more taxation years, the
table must show the estimate for each category of expensefor each taxation year
and disclosure must contain a bold print warning that the table of expenditures,
both as to type and timing, are consdered by management to be reasonable
egimates only, and may be subject to modification and change.

9.1.6 Wheretaxation disclosureis stated to be based upon the opinion of anamed tax
expert, the consent of that expert must be supplied to the Commission. The
Commisson may require evidence that an advance income tax ruling has been
obtained from the Department of National Revenue, Taxation.

9.2  Duration of Partnership
9.2.1 A limited partnership agreement shdl sate that no partner hasthe right to demand

return of his capita contribution except pursuant to dissolution of the partnership,
but this shal not prevent express provison for any partner from gpplying for
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922

redemption of his units as envisaged initem 8.11 and being paid in cash, subject
to the liquid resources available to the partnership.

A limited partnership agreement shal provide that upon cancellation of the Limited
Partnership Agreement the partnership shdl be dissolved forthwith and its
remaning assets, if any, sold at fair market vaue and the proceeds distributed
forthwith to those entitled to them.

9.3  Liability and Indemnification

931

The Commission wishesto ensure that the genera partner and the other sponsors
ghdl, in performing their duties, exercise the degree of care, the diligence and kil
that a reasonably prudent manager and operator of petroleum and natura gas
propertieswould exercisein Smilar circumstances and thet the generd partner and
the sponsors shdl discharge their duties honedtly, in good faith, and in the best
interests of the partnership and the investors.

In particular, the Commission wishes to ensure that the partnership ought not to
indemnify the generd partner or any other sponsors where they have not met the
gandards of care which it believes are in the public interest.

94 Farm-Outs

94.1

94.2

Definition

9.4.1.1 The prospectus shdl contain the definition of farm-out which appearsin
item 1.3.11; no other term shal be used to describe a farm-out
transaction.

Disclosure

9.4.2.1 The prospectus shdl state the circumstances under which the sponsor may
farm-out a prospect or lease, the ability to farm-out to other public
programs of the sponsor, and any limitations on the ability to farm-out to
such public programs.

9.4.2.2 The prospectus shall Sate that the sponsor (except other programs of the
sponsor) shdl not enter into any farm-out or other agreement with the
program where, in consderation for services to be rendered, an interest
in production is payable to such sponsor in addition to the promotiona
interest earned.

9.4.2.3 The prospectus shal state that program leases will not be farmed-out,
sold, or otherwise disposed of unlessthe sponsor, exercising the standard
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of aprudent operator, determines

94231 the program lacks sufficient funds to drill on the leases
and cannot obtain suitable dternative financing for such
drilling,

94232 the leases have been downgraded by events occurring
after assgnment to the program to the point that drilling
would no longer be desirable to the program, or

94233 drilling on the leases would result in an excessve
concentrationof program fundsin onelocation creatingin
the opinion of the sponsor undue risk to the program.

9.4.2.4 In any event, where program leases are farmed-out, sold or otherwise
disposed of, the program will retain such economic interests and
concessions as a reasonable prudent operator would retain under the
circumstances.

9.4.3 Reporting

9.4.3.1 The annud and interim reports shal contain adescription of al farm-outs
induding sponsors jurisdiction, location, time, farmee, and generd
description of terms.

95 Conflicts of Interest

In addition to any disclosure which may be relevant under Item 29 (Interest of Management and
Others in Materia Transactions) or item 7.8, disclosure shdl be made, under an appropriate
heading, of potentia areas of conflict of interest including, for example, a tatement

9.5.1 that the decision for making afarm-out and the terms of afarm-out to a program
invalve conflicts of interest, as the sponsor may benefit from cost savings and
reduction of risk, and inthe event of afarm-out to an affiliated public program, the
sponsor will represent both partnerships.

9.5.2 regarding farm-outsfrom adrilling or production program to another such program
meeting the requirements of item 7.9.1.7.

9.5.3 that except asrequired by item 7.9.1.3, the program shall acquire only thoseleases
reasonably acquired for the stated purpose of the program and no leases shdl be
acquired for the purpose of subsequent sde or farm-out, unless the acquisition of
such leases by the program is made after a well has been drilled to a depth
aufficient to indicate that such acquigition is believed to be in the best interests of
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954

955

9.5.6

95.7

the program.

that the sponsor shal not farm-out a lease for the primary purpose of avoiding
payment of sponsor's codts relating to drilling alease or prospect.

that where there is a functiona dlocation of costs and certain well completion
expenses are the sole responsbility of the sponsor, there may occur in some
circumstances a conflict between the limited and genera partners as to the
desrability of completing sub-economic wells.

describing fully any types of transactionswhich may beenteredinto between
the program and the sponsor. If known or proposed, include afull description of
the materid terms of any agreement (and the dollar amount thereof) between the
program and the sponsor. If the sponsor originates or promotes other programs,
describe the equitable principleswhich will gpply in resolving any conflict between
the programs. If the program has been in existence, describe al materid
transactions and contracts of the program with the sponsor during the period of
such existence.

disclosing whether the sponsor has been in the chain of title or had a beneficid
interest within the past 5 yearsin any property to be acquired by the program.

9.6  Financial Information on Sponsors

9.6.1

Pursuant to item 7.1.2 the Commisson may permit or require, as materia
disclosure, inclusion of financia information on the genera partner of apartnership
(or program operator of another form of program) to be included in the
prospectus. Such disclosure may consst of full audited financia statements as
would be required by the Act had the generd partner been the issuer of the
securitiesbeing offered, or such lesser disclosureasmay indl of the circumstances
seem sufficient to the Director for the protection and informetion of investors.

Effective date: March 15, 1987
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