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OPERATING AGREEMENT

THIS AGREEMENT. cntered into by and between _TXO Production Corp.

. hereinafter designated and
referred to as “Operator”, and the signatory party or parties other than Operator. sometimes heremnafter
reterred to individually herein as “Non-Operator”. and collectively as “Non-Opcrators™,

WITNESSETIH:

WHEREAS. the parties to this agreement are owners of oil and gas leases and or oil and gas in-
terests in the land identified in Exhibit “A™. and the parties hereto have reached an agreement to expiore

and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinatter provided:

NOW., THEREFORE. it is agreed as follows:

ARTICLE L
DETFINITIONS

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

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

B. The terms —oil and gas lease”, “lease” and “lcaschold™ shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the partics to this agreement,

C. The term -oil and gas interests” shall mean unleased fee and mineral intcrests in tracts of
land lying within the Contract Areca which are owned by parties to this agreement.

-D. The term ~Contract Area™ shall mean all of the lands. oil and gas leaschold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas lcasehold interests and oil and gas interests are described in Exhibit “A™.

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authornity. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term —drillsite™ shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms Drilling Party”™ and “Consenting Party™ shall mean a partv who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agreement.

H. The terms “"Non-Drilling Party”™ and “Non-Consenting Party™ shall mean a party who elects
not to participate in a proposcd operation,

Unless the context otherwise clearly indicates, words used 1in the sincular include the plural. the
plural includes the singuiar. and the neuter gender inciudes the masculine and the feminine.

ARTICLE 1L
EXHIDITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a

part hercof:
X A. Exhibit A", shall include the following information:

(1) Identification of lands subject to agrecement,

(2) Restrictions. if anyv, as to depths or formations.

(3) Percentages or fractional interests of parties to this agrcement.

(4) Oil und gas leases and or oil and gas interests subject to this agreement,

{5) Addresses of parties for notice purposes.

[& B. Exhibit "B”, Form of Lcase. -
_)E_ C. Exhibit ~C". Accounting Procedure. N
X D. Exhibit D™, Insurance.

i_i E. Exhibit “"E”, Gas Bualancinz Ausrecment.

X: F. Exhibit “F7. Non-Dircrimimmation and Certification ot Non=-Scareaated Facihities,

If any provision of any exiibit, exeept Exiunbit “E7D s nconsistent with any provision contained
the body of this wureement, the provisions i the body ot this azreement shall prevand,

'
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ARTICLE IIL | I | EG I BI E
INTERESTS OF PARTIES

AL Oil and Gas Interests:

It any party owns an unleased oil and was interest in the Contract Avea. that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were Q leased interest
under the form of oil and 2as lease attached as Exhibit “B”. As to such interest. the owner shall ve-
ceive rovalty on production as prescribed in the form of oil and gas lcase attached hercto as Exhibit
“B”. Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessce interest.

B. Interest of Parties in Costs and Production:

Exhibit =A™ lists all of the parties and their respective percentace or fractional interests under this
agreement. Unless changed by other provisions. all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A™. All procuc-
tion of oil and zas from the Contract Avea. subject to the payment of lessor's rovalties shishe—ai o

haoui o ot TG

: rocono: shall also be owned by the parties in the same manner during the term
hereof: provided. however, thi
ered hereby.

s shall not be deemed an assiznment or cross-assienment of interests cov-

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request. title examination shall be made on the leases
and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
The opinion will include the ownership of the working interest, minerals. royvalty. overriding rovalty
and production pavments under the applicable leases. At the time a well is proposed. each party con-
tributing lcases and or oit and pas interests to the drillsite. or to be included in such drilling unit. srall
furnish to Operator all abstracts (including Federal Lease Status Reports). title opinions. title pagers
and curative material in its possession {ree of charge. All such intormation not in the possession of or
made available 10 Operator by the partics. but necessary for the examination of title. shall be obtained
by Operator. Operator shall cause title 1o be examined by attorneyvs on its statt or by outside attorneys.
Copies of all title opinions shall be tfurnished to cach party herceto. The cost incurred by Operator in
this title program shall be borne as follows:

T3 Option No. 1: Costs incurred by Operator in procuring abstracts and title examimation (inciuding
preliminary. supplemental. shut-in 2as vovaity owvimmons and division order title opmions) shail be a
part of the administrative overhead as provided i Extubit ~CU7 anid =hall not be a direct charge, whether
performed by Operator’s staff attorneys or by outside attarnevs,

;X Option No. 2: Costs incurred by Operator wt procuring abstracts and fees paid outside attorneys
for title examination (including preliminary. suppiemental. shut-in ¢as royvalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Duilling Parties as such intevests appear in Exhibit —~A™.
Operator shall make no charge for services renderced by its staif attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securtng curative matier and poohing amendments or agreements
required in connection with leases or oil and 2as interests contributed by such party. The Operator shall be
responsible tor the preparation and recordmg ot Poohing Desiznations or Decturations as well s the
conduct of heartngs before Governmental Azercies for the =ecurma of spacing or pooling vrders. This
shall not prevent any party from appearinz on ats own behalt at uny such hearing,

No well shail be dritled on the Contract Nvea untd arter 1) the ntle v the dudlzite o drlling yngg
. . r . :
has been examinied as above ,,.m-mm.Q._... 21 the nitde has been approved by the examining aitorney or

Utle has been accented by all ot the parties who are o partierpate i the detdbime ot the weil,

B. Loss of Title:

o Faalure of Tl Should anv ol and Sas interest or lease, or terest therewn, be lost thiouoh
o
fatlure o ptte. whieh loss results oo reduction of mterest trom thal shown on Exiabit A7 thys auree-
ment. neverthieless, <hadl continue e boree s o Ol vemanin e ool oaned Las feases and interests, and

Ca) he party whose ol aud cas lease or mterest s arreeted by the title tature shall bear Sione

"He eatti e foss and it shall not he entittea to recover scom Onerator or the ather parties any d(‘\'l'lum“r-n1

ne

Ll
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for been responsible o .
ar aperatine costs faonich it may have (hct'ctot’urc/p—v—-'—. but there shall be no monctary liability on 1ts‘
part to the other varties hercto fordrilling, development, operating or other simtlar costs by reason ot
such title railure: and subsequenﬂy incurred

(L) There shall be no retroactive adjustment of vxpenses incurred or revenues received from the
operation o the interest which has been lust. but the interests ot the parties shall be revised on an acre-
age basis, as ot the time it is determined finally that utle failure has occurted. so that the interest of
the party whose lease or mterest is atfected by the title failure will thereatter be reduced in the Contract
Arca by the amount of the interest lost: and

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the proceeds attributable to the increase in such intevests (less costs and burdens attributable
thereto) until it has been remmbursed for unrecovered costs paid by it in connection with such well:
and .

(d) Should any person not a party to this agreement, who is determined 1o be the owner of any in-
terest in the title which has failed. pay in any manner anyv puart of the cost of operation. develooment,
or equipment. such amount shall be paid to the party or parties who bore the costs wiich are so refund-
ed: and

(e) Any liability to account to a third party tor prior production of oil and zuas which arises by
reason ot title failure shall be borne by the party or parties({n the same proportions in which they shared
in such prior production: and whose title failed

(f) No charge shall be made to the joint account for legal expenses. fees or salaries, in connection
with the defense of the interest claimed by any party hereto. it being the intention of the pariies
hereto that each shall defend title to its interest and bear all expenses in connection therewith.

2. Loss bv _Non-Pavment or Erroncous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimium royalty or rovalty payment, is not paid or is errcneously
paid. and as a result a lease or interest therein terminates. there shall be no monetary liability against
the party who failed to make such payvment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within nincty (90) days trom the discovery of the {ail-
ure to make proper payment. which acquisition will not be subject to Articie VIILB., the interests of
the parties shall be revised on an acreage basis. effective as of the date of termination of the lease in-

volved. and the party who failed to make proper pavment will no fonger be credited with an interest in
the Contract Area on account of owncrship of the lease or interest which has termmnated. In the event
the party who failed to make the required pavment shall not have been fully retmbpursed. at the time of
the loss, from the proceeds of the sale of oil and was attributable to the lost interest, calculated on an
acreage basis, for the development and operatinge costs therctolore paid on account of such intervest, it
shall be reimbursed !for unrecovered actual costs theretotore patd by it {but not for its shave of the
cost of any dry hole previously drilled or wells previousiy abandoned) trom so much of the following
as is necessary to effect reimbursement:

(a) Proceeds of oil and gas. less operauing expenses, therctorore gcerued to the credit of the lost
interest. on an acreace basis. up to the amount of unrecovercd costs:

(b) Procecds. less opcerating cexpenses, thereatier acceruced attributable to the lost interest on an
acrecage basis. of that portion of otl and 2as thereaster preduced and mariketed (excluding production
from any wells therearier driiled) wihich, m the ubsence of such lcase teremtation, would be attribuiable
to the lost interest on an acreaze Lasis, UP o the amount ol unrceovered vosts, the proceeds of saird
portion of the otl and <as to be contributed by the other parties in proportion to their respective in-
terests: and

(¢) Any monies. up to the amount of unrecovered coxts. that may be paid by any party who is, or
becomes. the owner of the interest lost. for the privilece of parucipauinz in the Contract Area or be-
coming a partyv to this agreement.

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.l. and IV.B.2.
above. shall not be considercd failure of title but shall be joint lesses and -~hull be borne by all parties
in proportion to therwr interests. There shall be no readjustinent of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIDILITIES OF OPERATOR:

TXO Production Corp.

Opcrator ot the Contrael Aveas and sivdl conueer

- _— shall be the
and dinect ana have tal o controt of all operations on
the Contract Aren as permitted amd tegrired by, sna

wiathen the lomits o this aercement. It shall con-
duct all suen operations na zood Serd corkmanhiie manner. bt at shad have no habthty as Operator
lo the otner parties for losses sustamed or asditios tneared,

cexeept such s may result from sross

ILLEGIBLE

nechao nee or wathtat misconauct

At
»
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B. Resignation or Remaoval of Operator and Sclection of Successor:

I Restenation ov Removal of Operator: Operator may resign at any time by giving writlien nouce

thereot to Non-Operators. T Operator terminates its legal exestence. no longer owns an interest in the
Contract Ared. or s no longer capable of serving as Qperator, it shall cease to be Operator without any
action by Non-Operiator. except the selection of u sucecessor.  Operator may be vemoved if it fatls or
refuses o carry out ats duties hercunder, oo becomes insolvent, bankrupt or s placed in recetversnip.
by the atfirmauve vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A™. and not on tilc number of parties remaining after excluding the voung
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
on the first dav of the calendar month following the expiration of nincty (90) days after the giving of
notice of resignation by Opcmtér or action by the Non-Operators to remove Operator. unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effcct-
ive date of resignation or removal. shall be bound by the terms hereof as a N.bn—Opcru:or. A changze of
a corporate name or structure of Operator or transfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Suceessor Operator: Upon the resignation or removal of Operator. a successor Op-
erator shall te selected by the Puarties.

The successor Operator shall be selected from the parties owmnge
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
i1s removed fails to vote or votes only to succeced itself. the successor Operator shall be selected oy the
affirmative vote of two (2) or more partics owning a majority interest based on ownership as shown
on Exhibit "A”. and not on the number of partics remaining atter excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of emplovees used by Operator in conducting operations hereunder. their selection.
and the hours of labor and the compensation for services performed. shall be determined by Operator,
and all such empioyees shall be the emplovees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in the
drilling of wells. but its charges therefor shall Aot exceed the prevatling rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced. and such work shall be pertormed by Operator under the samce terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL

DRILLING AND DEVELOPMENT ' EG I B E
A Initial Well: LL L

e haiaorat

1= HENCEDISS b Y IO CTVINIIIS DINTI S N §
T Crore—me et 3 —t T + \ara; o

ing of a well for

s at the following location:

14 s : ; s “ P i L eReo
ot e e T U T TN e Ty LAIAES aEnl n axaan - o= L2

—

The initial well was drilled pursuant to that certain Farmin Agreement
dated January 30, 1985 by and between TXO Production Corp. and Petro Atlas
Corporation. This Operating Agreement shall govern operations on the Farmout

i in Article IV of i ]
Area as provided for in Article 1V of the aforementioned Farmin Agreement. . .

qher drilling impractical, 15 encounterea Gt iesser deptiins or unless atl parties agree

tey ™lete or

abandon Cowell at oo lesser deptn.

SNUIREAS

Operator shadl nrake tesis b il Damations encwst®ed during deilbing whteh wive in-
dreation ol contaims ol and 2as HIELERETEN

teste undess this gareement <hall be hinned
oS applicalion 1o g sbectlie tormation or SsgemTons, o whiich event Operator shall be required 10

test nnl_‘.’ the formation or formiations oment mav .|]in\‘

wohven T

1. Operator:

ement, the weil Wt vot proeace ol o cas 1

Vg quantuties, and it wishes
secule the ronsent

to plug o

~Tndun The el s oo diy nodes 1t Jhuas e O parties and shail
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B.  Subsequent Operations: | LLEG | B LE

1. Pronosed Operations. Should anv party hereto desire to drill any well on the Cuntract Area

other than ihe weil provided for in Article VLA or to rework. deepen or plug back a dry hole dniled
at the ot expense of all parties or a well jointly owned by all the partics and not then producing
in pavine quantities, the party desiring to drill, rewark, deepen or plug back such a well shall cive the
other partics written notice of the proposed operation. spectiving the work to be perinrmed. the loca-
tion. pronosed depth. objective formation and the estimated cost of the opuration. The parties receiv-
ing such u notice shall have thirty (30) davs after receipt of the notice within which to notify the
partics wishina 1o do the work whether they clect to participate in the cost of the proposed operation.
If a drilline rig is on location. notice of propnsal to rework. plug back or drill decper may be gziven
by telephone and the response period shall be limited to fortv-eight (48) hours. exclusive of Saturday.
Sunday or lezal holidavs. Failure of a party receiving such netice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of theé proposcd operation. Any
notice or response given by telephone shall be promptly confirmed in writing,

2. Opcerations by Less than All Parties: If any party receiving such notice us provided in Article
VIE.1. or VLE.l. elects not to participate in the proposed operation. then, in order to be entitled to
the benefits of this article. the party or parties civing the notice and such other parties as shall elect
to participate in the operation shall. within sixty (60) davs after the expiration of the rotice period of
thirty (30) davs {or as proemptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the provosed
operation and comuplete it with due dilicence. Operator shall pertorm all work for the account of the
Consenting Parties: provided. however. if no drilling rig or other equipment is on location. and i{ Op-
erator is a Non-Consenting Party. the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate aone (1) of the Consenting Parties as QOperator to perform such work., Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article VILB.2., shall compiy with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation. ihe proposing party, immediately after the
expiration of the appiicable notice period. shall advise the Consenting Parties of (a) the total interest
of the partiecs approvinz such operation, and (b) its recommeondation as to whether the Consenting Par-~
ties should proceed with the operation as proposed. Each Consentine Party, within forty-etaht (48)
hours (exclusive of Saturday. Sunday or leusal holidayvs) after reecipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit ~A”

or (b) carry its proportionate part of Non-Consentina Parties’ interest. ¥The proposing  party, at its
election. may withdraw such proposal if there s insutticient partiaipation. and shall promptly notify
all parties of such decision.

_ , ~an election under (b) _ . o
The entire cost and risk of counaucting sucty operations =aall be borne by the Consenting Parties in

the proportions they have elected to bear same under the terms ot the preceding parasraph. Consenting

Parties shall keep the lcaschold estates mmvoived @ osuch overatrons jree and clear of oll liens and

encumbrances of every kind created by ov avising rrom the operations ot che Coasenune Parties, I8 suen
an operation results in a dry hole. the Consenting Dirties shall pluw wnd abandon the well at ther sole
cost. risk and expense. If any well dnlicd, reworiked. decpened or pluzoed back under the provisions
of this Article resuits in a producer of otl and or 2as in paving quantities. the Consenting Parties shall
complete and equip the well to producce at thewr sole cost and risk. and the well shall then be turred
over to Operator and shall be operated by 1t at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworkinge. deepening or pluuzing buck of uny such
well by Consenting Parties in accordance with the vrovisions of this Article. cach Non-Consenting Party
shall be deemed to huave relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitied to receive. in proportion to themr respective interests. all of such Non-Consenting arty’s
interest 1in the well and share of production therefrom untul the proceeds of the sale of such share,
calculated at the well. or market vatue thereor i such share 1s not sold (after deducting production
taxes. royvalty. overriding rovalty and other interests existing on the etfective date hereof, pavable out of
or mecasurcd by the productien rom such well seerwine with respect to such interest until it reverts)
shatl cqual the total ot the tullowing:

(ua) 300 or cuch such Non-Comsentine Puriv's share of the cost ol any pewly acaguired surface

cquipmient bevond the wellhead connections Gecinamz, but nat limsted to0 2ok tanks, separators,
trealers, pumemn cquipment ane apime ). pias 10007 o cacir such Non-Consenting Party’s share of the
cost ol oberation ol the well commoencmn wth test moduction and continumne untl each such Non-
reiincuished nterest snall revert ot under other provisions ot thas Actiele, it Lbeine

goerced thal caen MNon=Consentime Paiiv's shane o suaen

Consenliezs Porty s

costs and cowipment wul o be that mterest wnieh

wourd have heen charzeable (o cacn Non-Uonsenies Paote Load ot pasicpated e the wetl trom the e

2imning ob the ooeration, ond

1) 409_

Pl Tosting

ot that cartton o the cests weibeseesses b aaothne ceworkime, decoenme, or plucoeine

G ocometin e Alter ceend et e Y e canbe et gy Lecetveo under Arucle vt C. L

*and failure so to advise the proposing party shall consti!
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4_00 * o1 that portion ot the enst of newly acquired cquipment w the well (toand meluding the well-
: . . . S Parte af i i ey
head conneettons ), which would have been chargeable to such Non-Consenting Party af 1t had partici

pated therem. *See Article XV.G. for additional provisions

Gus production attributable 1o any Non - Consentinz Party’s refinquished interest upon such Party’s
clection. shall be soid to s purchaser. if avalable, under the terms of its existinZ g£as saules con-
tract.  Such Non - Consenting Party shall direet its purchascr to remit the proceeds receivable from
such sale direct to the Consenting Partics until the amounts provided for in this Articie are recov-
ered from the Non - Consenting Party’s telinquished interest. If such Non - Consenting Party hus not
contracted for sale of its gas at the time such gas is availuble for delivery, ov has not made the elec-
tion as provided abeve. the Consenting Parties shall own and be entitled to receive and sell sucn Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consentinz Partics are entitled to receive Non-Consenting Party’s share
of production. or the proceeds therefrom. Consenting Parties shall be responsible for the psyment of
all production. severance. gathering and other taxes. and all royvalty. overriding royalty and other
burdens appilicuble to Non-Consenting Party’s share eof production.

In the case of any veworking, plussing back or deeper drilling operation. the Consenting Parties shall
be permitted to use. tree of cost, all casing, tubing and otihicr equipment in the well, but the ownership of
all such equipment shall vemain unchanged: and upon abandonment of a weil arfter such reworking.
plugging back or deeper drillina, the Consentins Farties shall account for all such equipment o the

owners thereof. with each party receiving its proportionate part in kind or in value. less cost of
salvasge.

Within sixty (60) dawvs after the completion of any operation under this Article, the partv con-
ducting the operations for the Consenting Parties shall furnish cach Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling.
deepening, plugging back. testing, completing, and equipping the well for production: or, at its aption.
the operating party. in licu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereattor. durine the time the Consentine Parties are teing
reimbursed as provided above. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consentinz Parties with an ttemuzed statement ot all costs and habilitics incurred in the
operation of the well. touether with a statement ot the quanuty of oil and cas produced from 1t and the
amount of proceeds realized from the sale of the well's workina mterest production during the preceding
month. In determining the quantity ot oil and sas produced during any month. Consenting Parties
shall use industry accepted methods such as. but not linmuted o, meterins or

1t periodie well tests. Any
amount rcalized from the sale or other disposition of cquipment newls acquired 1 connection with any
such opceration which would have been owned by a Non-Consenting Party had it purticipated theremn
shall be credited against the total unrveturned costs of the work done and or the cquipment purchased.
in determining when the interest of such Non-Consenting Porty shall revert to 1t as above prosvided:
and if there 1s a credit balance, it shali be paid to such Non-Uonsenting party,

If and when the Consentine Parties recover trom a Nen-Concentine Porie's relinguished interest

the amounts provided rfor above, the rehinguisived interests of such Non-Consenune Party shail wuto-
matically revert to it. and. from and uatter such reversion, zuch Non-Consentine Parry shall own the zame
interest in such well. the material and equipment in or periamnite thercto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the dr:liing.
reworkina, deepening or pluggina back of said weil. Thereatter. such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounung Procedure. attached hereto,

Notwithstanding the provisions of this Article VI.EB.2. it is aureed that without the mutual consent
of all parties. no wells shall be completed 1 ur produced from a source of supply from which a well
located clsewhnere on the Contract Area is producinz. unless such well conforms to the then-existi
well spacing pattern for such source of suppiy.

na
ng

The provisions ot this Article =hail have no appitcation whatsoever to the driiling of the
well deseribed o Article VEAL except ta) when Option 20 Artiecle VIID.L., has

initial
been selected, or (b)
to the reworiing, deepenme snd jaaeing Back of suen mtal welll i saceir well s or thereatter shall

prove 1o be o dry hole or non-commereal welll atter having feen artiled o the depth specttied in Article
VI.AL

C. Right to Take Production in Kind:

Fach party shall have the bt to take o med or separutely dispose ol its proportionate share ot
all el and cas produced trom the Contraet Area, excluave of production which may be used in de-
velobiment and producine operations and o breparing and Leating ol tor marketing purooses and
procuction anavordaable losto Aoy extra cvnenattuie mcurred i e tarkim2 m kind or separate dispo-

StHon by any paaty of s propoaibonate share ot the productton shyll be bhorne by such partv.  Any

-4 -
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party takio its share of production mn kKind shall be required to pay for only its proporuonate =nar

ot such part of Qperator’s surface facilities which 1t uses.

Euach party shall cxecute such division orders and contracts as may be necessary for the sale of its
c, L B Ar O, : ~ +1
interest i production trom the Contract Area. and. except as provided in Article VILE. shall be entitled
to receive pavment direct from the purchaser thereof for its share of all production.

In the event any party shall fail to make the arrangements necessary o take in kind or separately
dispose of its proportionate shave of the oil and gas produced {rom the Contract Area, Operator shail have
the right. subject to the revocation at will by the party owning it, but not the obligation. to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-taxing
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind. or separately dispose of. its share of all oil and uas not previously delivered to a
purchaser. Any purchase or sale by Opcrator of any other party’s share of oil und gas shall be only for
such reasonable periods of time as are consistent with the minimum nceds of the industry under the
particular circumstances, but in no event for u period in excess of one (1) vear. NotwithstandinzZ the
foregoing, Operator shail not make a sale. including one into interstate commerce, of any other parwy’s
share of zas production without first giving such other party thirty (30) days \noticc of such intenced

sale. prior written

In the event one or more parties’ separatc disposition ot its share ot the gas causes split-stream de-
liveries to sepatvate pipeiines and or deliveries which on a dav-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it, the
balancing orv accounting between the respective accounts of the parties shall be in accordance with
any Gas Bulancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E", or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall huve access to the Contract Arca at all reasonable times. at its sole risk to insvect
or observe operations. and shall have aceess at reasonable times to information pertaining to the de-
velopment or operation thereof, including Operator’s books and records relating thereto. Operator. upon
request. shall furnish cach ot the other parties with copies of all forms or reports filed with govern-
mental acencies. daily dritline reports, well logs. tank tables, daily gauze and run tickets and recor:
of stock on hand at the first of cach month. and shail make availlable samples of any cores or cutuings
taken from any well ditlled on the Contract Area. The cost of cathering and tfurnishing information to
Non-Operator, other than that specified above. shail be charced to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abuandonment of Do Holes: Excent for any well diolled sursuant o Article VILB.2,

anyv swell
which has been driticd under the terms ot this aurcement and is propesca to ne completed as a dry hole
shatl not be pluzzed und abandoned without the consent o ail partres. Shouid Operator, after dilizent
effort. be unable 1o contact any party. or should anv party twl to repiy withun fortv-eteht (43) hours
(exclusive of Saturday. Sunday orv lezal holidays) after rece:pt ol notice of the proposal to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be pluzged and abandoned in accorcdance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plusging and abandoning such weil shail have the right to take over the well and conduct
further operations in search of oil and or zas supject o the provisions of Article VIB.

2 Abandonment o1 Wells that have Pradured: Ixcept for any

well which has been drilled or re-
worked pursuant to Article VILE.2 hereor Yor which the Consenting Partics have not been fullv reim-
bursed us theremn provided. uny sweil which bhas been compieted a3 a producer shait not be plugged and
abandoned without the consent of ail parties. I all parties consent to sucn abandonment. the well shail
Le plugsed and abandored m gccordunce wath appheable reaulations and at the cost, risk und expense
of all the parties hereto. If. within thirty (30) davs aiter recent of notiee of the proposed abandonment

of such well. ull parties do not azree o the abacaonment ot any well, those wishiig to continue 1its op-
cration shail tender to cacn ot the ather parties its provortbonaie shave or the value of the well's salvable
matertal and cquipment, determined inoaccordanee with the provisions ot Fxhabit ~C™ less the estimated
cost ol satvazine nd the estimated cost ot plusame and abandoming, Each abundoning party shall
assien to the non-abandomng parties. without warrantve express or rmphed, as to utle or as to quantity,

aquahity, or titness tor use ol the equipment and material, il of s interest i the well and related Cquip-

ment, tocether with s mterest i the feasenoid estite s tos but only as to. the mterval o intervals ot the

tormalion or tornation. then open to produaction. IO the interest ol the abandoning party is ar includes

cnorloatdd cas tntorest, saen party Shadl execute and deliver to the non-gbandomns party or parties an
arb and as deose Yimicted to che miterval oo mtervals o the tormaation o formations then HRCn tu prodauce-
BN tor G ler i o) one vear and so donz e ter as e ana o e s producea trom the anterval or inter-

n



c - c
{ 4

NAPL FORM ai0 - MODEL FORM OPFRATING AGREEMENT - 1977

P )

wt

12
13
14
15
16
17
18
19
20

21

39
40
11
42

60

Ihi

vals of the tormation or formations covered thereby, such lease to be on the form attached as Exmibat
I The assienments or leases <o limited shall encompass the “drilhing unit” upon which the weil i3
located. The pavments by, and the assienments or leases to, the asswgnees shall be in a ratio basea wipon
the relationship of therr respective pereentaces ol participation in the Contract Avea to the aggrezate of
the percentifves of partictpation i the Contract Area ot wll assiences. There shall be no readjustment
ol milerest in the remauung portton of the Contract Areca.

Thereatter. abandoning parties shall have no further responsibility. liability, or interest in the op-
crauon of or production from the well in the interval or intervals then open other than the rovaites
retamed in any lease made under the terms of this Article.  Upon request. Operator shall continue to
operate the assigned weil for the account of the non-abandoning parties at the rates and charges con-
templated by this asreement, plus any additional cost and charges which may arise as the result of
the separate ownetrship of the assigned well.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A, Liability of Parties:

[44

The liability of the parties shall be several. not joint or collective. Euch party shall be responsibl
only for its obligations. and shail be liable only for its proportionate sharc of the costs of dewveicping
and operating the Contract Area. Accordingly. the liens granted amonge the parties in Article VIL.2. ave
given to secure only the debts of each severally. It is not the intention ot the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association. or to render the
partics liable as partners.

B. Licns and Pavment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gzas rvights in the Contract Area. and a
security interest in its shuve of oil and or gas when extracted and its interest in all cquipment, to secure
pavment of its share of expunse, tozether with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C™. To the extent that Overator has o security interest under the
Unilform Commercial Code of the State. Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtainma of judument by Operztor
for the secured indebtedness shall not be deemed an celection of remeaies or otherwise affect the ilen
rights or sccurity interest as security for the pavment thereot. In addition, upon default by any Non-
Operator in the pavment of its share of expense, Operator shall have the rieht, without prejudice to
other rights or remedics, to collect trom the purchaser the procecds trom the sale of such Non-Ogerator's
share of oil and or zas until the amount owed by such Non-Operator, plus mterest has been paid. Zach
purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-
fault. Opcrator grants a like lien and sccurity interest to the Non-Operators to xecure payment of Op-
erator’s proportionate shuve of expense.

If any party fails or is unable o pay 1ts share of expense wathimn sty (60) davs atter rendition of

a statement therefor by Operator. the non-defaulting partes, incluams Opceritor. shull, upon reques: by
Operator. pay the unpaid amount in the proportion that the mierest ol cuen such party bears to the in-
terest of all such parties. Euch party so paying its share ot the unpuid amount shall. to ubtain reimbourse-
ment thercof. be subrogated to the sccurity rights deseribed :n the foreuzowng parvagraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge exrenses
incurred in the development and operation of the Contract Area pursuant to this adreement and shall
charee each of the parties hereto with their respective proportiwonate shares upon the expense basis pro-
vided in the Accoununu Procedure attached hereto as Exhibat "C7. Operator shall keep an accurate
record of the joint account hercunder. showing expenses incurred and churges and
received.

credits made and

Opecrator. at 1ts clection, shall have the viaht from time to ume o demand and recetve from the
other parties pavment in advance ot themrr respective shares ot the estimated amount of the expense 1o
be wncurred in operations hereunder during the next succeedme month, which vieht mayv be exercised only

by submission to cach such party ot an temised statement o such estimatea expense, together with
an volee or gs share thereot, Each such stitement and mvoice for the paviment in advance of esti-
mated expense shall be submitted on or betare the 20th day ot the next vreceding month, Each earty
shall pay to Operstor s brovortionate share ol such estenate withm titteen (13) dayvs after suuﬁ cs.-
tumate and nvoree sovecetved. [Eoany panty tails o pav its share ot sard estimate withun said urwe, the

amonnt duce shull bear nterest as provided i Exdubet <C7 antl pawd. Proper adjustment shatl be

madge Monthlyv between advances and aetual expense to the end that cach party shall bear and pav its
propottionale share ot aetual expenses ancurced, cod no more,
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[ Dl or Deecven: Without the consent of all partics. no well shall he drilled or deepened. ex-

. Limutation of Expenditures:

i H S . VIO ¥ 19 0 . TRy ‘
cept any weil diilled or deepened pursuant to the provisions ol Article VI.B.2. of this Adreement, 1t being
understood that thu vonsent to the dntling or deepemmnz shall melude:
~ Option No. 11 All necessary expenditures for the drilling o1 deepening, testing, completinz?  and

cquipping ot the well, including necessary tankaze and or surtace facilities.

X Option No. 2. All necessary expenditures tor the driliing or deepening and testing of the well. “When
such well has reached its authorized depth. and all tests have been completed, Operator shall give im-
mediate notice to the Nen-Opcerators who have the right to participate in the completion costs. The parties
receiving such notice shall have fortv-vight (48) hours (exclusive ot Saturday. Sunday and legai holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election.
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well. including necessary tankage and or surface factlities. Failure of any party receiving such rotice
to reply within the period above fixed shail constitute an election by that party not to participate in
the cost of the completion attempt. [f one or more. but less than all of the parties. elect to set pize and
to attempt a completion, the provisions of Article VI.B.2. hereot {the phrase “reworking, decpeninz or
plugging back™ as contained in Article VI.B.2. shall be deemed to inciude “completing™) shall apply to
the opcerations therearter conducted by less than atl parties.

2. Rework or Plug Back: Without the consent of all parties. no well shail be reworked or pluzczed
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this azree-
ment, it being understood that the consent to the reworkinz or plucazing back of a well shall incl

2510

consent to all necessary expenditures in conducting such operations and comvictinz and equipping of
said well, including necessary tankace and or suriace facilitiex,

3. Other Operations: Operator shall not undertake any single project veasonably estimated to reauire

an expenditure in excess of Fifteen thousand---==-===c—weceo—oon iy (315.,000.00 )

except in connection with a well, the drilling, reworking, deepenime, completina, recompleting, or picu-
ging back of which has been previously authorized by or pursuant to this avrcement: provided. ow-
ever. that, in case of cxplosion. fire, flood or other sudden emercencey, whether of the same or diffcrent
nature, Operator may take such steps and incur such expenses as in its opinion are required to deat with
the emercencey to safezuard life and property but Overator, as promptly as possible, shail report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures™ for its own use,
Opecrator. upon request. shall furnish copies or its “Authority for Expenditures™ for anv sinele project
costing in excess of ___Fifteen thousand---------- ———————- ~=———yitars (152,000, 0 ).

E. Royalties, Overriding Rovalties and Other Payvments:

Each party shall pay or deliver. or cause to be paid or delivered. ali rovaltics to the extent of
one-eignth (1/8)

due on its share of production and shull hold the other parties ree
from any hability theretor. If the interest ol any party in any ol and cas vase covered by this azree-

ment s subject to any rovalty. overriding rovaliv, product:on payvment. or other charze over and above
the aforesaid royalty. such party shuall assume and clone bear all such obhications and shall aceount
for or causc to be accounted tor. such interest to the owners thereot.

No party shall ever be responsible. on any price basis higher than the price received by such party,
to any other party’s lessor or royally owner: and if any such other party’s lessor or royvality owner should
demand and receiwve settlements on u higher price basis. the party contributing such lease shall bear the
royalty burden insofar as such hicher price is concerned.

F. Rentals. Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well pavments and minimum royalties which mav be required under the terms of

any tease shall be pmd by the party or parties who subjected such lease to this agreement at its or their

expense. In the cvent two or more parties own and have contributed interests in the same lease 1o this

agreement. such parties may desiznate one of such parties to make said pavmients for and on behalf oy all
such parttes. Any party mav reqguest, and shall be entitled 1o receive. proper cvidence of all suel pay-
ments. [n the cevent of Dolure to make proper pavment of anv rental, shut-m well paviment oy mmnimum
rovalty throuzsh mistike or oversizht where such pavment is required to continue the lease in lorce.
any toss which results fvom such son-pavment zhall be borne i aecordance with the provisions o Article

[Vv.D.2

Operator shall rotiiy Non-Operator o the anticipated completion ol g shut-in sas well, o the shut -
ting o or tetien (o procaction ob a prectemns was weils ot feast tive (50 davs texeludime Suturday, Sun-
dav ana hohdavs) or at the carbestoprortunmiy permitted by cireumstanees, prior to Sking suen action,
but assumes no dabtiey o tahure oo do so I the cvent ap aalure by Onerator 000 notis Non-
Ojerator Due Joss of gy lease contoihuted Bereto by Non-Operator for tailure to make timety pavments

-4 -
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of anv snut-n well pavment shall be borne jointdy by the parties hereto under the provisions of Article
IV.B.a.

G. Taxes:

Beainning with the first calendar vear after the etfective date hereof, Operator shall render for ad
valorem taxation all property subject to this agcrecment which by law should be - rendered for such
taxes. and it shall pay all such taxes assessed thercon before they become delinquent. Prior to the ren-
dition date. cach Non-Operatar shall furnish Operator information as to burdens (to include. but not be
limited to. voyvalties, overriding rovalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstanding excess rovalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasenold
estate, and Operator shall adjust the charge to such owner or owners so as 10 reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments In the man-

ner provided in Exhibit "C™ ¢o0 aprticle XV.D. for additional provisions

[f Operator considers any tax assessment improper. Operator may. at its discretion. protest within
the time and manner prescribed by law. and prosccute the protest to a final determination. unless all
partics agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings. Operator may elect to pay, under protest. all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined. Operator shail pay
the tax for the joint account, together with any interest and penalty accrued. and the total cost shaii then
be assessed against the partics, and be paid by them, as provided in Exhibit ~C".

Each party x<hall pay or cause to be paid all production. severance. gathering and other taxes im-
poscd upon or with respect to the production or handling of such party’s share of oil and or gas pro-
duced under the terms of this agrecment.

H. Insurance:

Compensation Law of the State where the operations are being conducted: provided. however, that Op-
erator may be a sclf-insurer for liability under said compensation laws in which event the only caaruge
that shall be made to the joint account shall be an amount cquivaient to the premium which would have
been puid had such insurance been obtained. Operator shall alse carry or provide msurance for the
benerit of the joint account of the parties as outlined in Exhibit "D, attached to and made a part hereof.
Operator shall require all contractors enuaged in work on or for the Contract Area to comply with the
Workmen's Compensation Luw of the State where the operations ave bewnz conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Publie Liability Insurance is speeified in said Exhibat ~D”. or subsequently
receives the approval of the parties. no direet charuse shall be mude by Onerator for premiums paid for
such insurance tor Ogerator’s fully owned automotive equipment.

ARTICLE Vill.
ACQUISITION. MAINTENANCE OR TRANSFER OF INTERLST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall
not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender its interest :n any . lease or in any portion thereof. and
other parties do not azree or consent thereto. the party desuing o surrender shall assign, without exXpress
or impiicd warranty of title. all of its interest tn such leasze. ov portion 1

rreot. and any well, material and
cquipment which may be located thereon and unv rgnhts in production thereatter secured, to the parties

not destring to surrender 1t I the interest ot the assinnmn party neludes an oil and 2as interest. the as-

signing party shall execute and debver 1o the party or parties not desiring 1o surrender an oil and vas
4

“as

Berorny attached hereto as Exhibpt B

Upon such asstanment, the assieming party shall be rehievea ttom all oblizations theresttoer

f i realtes

lease covering such ol and zas iterest for oo term of one vear and so fone thereatter as oil and or

is produced from the land covered thereby, such lease 1o Le on

acerinng,

but not theretotore accerued. with 1espect to the acreage asziened and the operation ot any well thereon
and the assianmg party shall have o rarther mterest i the bease assiened and ats cquipment and pro

ro-
duction other than the rovalties retamed moany bease made unace the teoms ol thas Artiele, The

: parties
asstence shall pay t

o the party assienor the casonable salvase vatue ol the latter's interest in any wells
and cagmpment on the assigned acreave. The value ot ol mateoal

shall be determimed in accurgance
with the provisions ot Exhibat =C"7

less the estimated cost ot =alvaame ana the estimated cost of olug-

2 and asandomnz [U the asstenment as i taver ol more than one party, the asstened titerest snail

- 10 -
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hoe snared by the parties assignee in the proportions that the mterest ol cach bears to the interest ot all

PRArties assenee

Anv asstenment o surrender made under tns provision shall not reduce or change the assianor’s or
surrenacrine parties’ nterest, os it was ammuediatety before the asstenment. i the balanee of the Controct
Arvea: and the acreage asstened o surrendered, and subseguent operatiaons thercon. shall not thereatter
be subject to the terms and provisions of this aurcement.

B. tenewal er Extension ol Leases:

It any party secures a venewal of any oil and zas lecase subject to this Agreement, all other parties
shall be notified promntly, and shall have the richt for a pertod of thicty (30) days following receipt
of such notice in which to elect to participate in the ownership of the renewal lease. insofar as such
lease atfects lands winin the Contract Area. by pavine to the party who acyutred it their several prooper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area.
which shall be in progortion to the interests held at that time by the parties in the Contract Area.

If some. but less than all. of the parties elect to participate in the purchase of a renewal lease. it
shall be owned by the parties who elect to participate therem. in a ratio based upon the relationsinp of
thewr respective percentage of participation in the Contract Area to the aggerceate of the percentazes
of participation in the Contract Area of all parties participating in the purchase of sueh renewal icase.
Any renewal lease in which less than all partics clect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a rencwal Icase shall be given an assignment of its
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its avea or an interest therein, Any renewal lease
taken before the expiration of its predecessor lease. or taken or contracted for within six (6) months aiter
the expiration of the existing lease shall be subject to this provision: but any lease taken or contracied
for more than six (6) months atter the expiration of an existing lease shall not be deemed a venewal
lease and shall not be subject to the provisions of this acreement.

The provisions in this Article shall upply also und in like manncer to extensions of ol and zas

leases.  gaa Article XV.E for additional provisions.

C. Acreage or Cash Contributions:

While this agreement s in force, if any party contracts tor o contributiun ol cash toward the driiling
of a well or any other operation on the Contract Areu. such contribution ~hail Le paia to the party who
conducted the driiling or other operation and shall be apphied by it aeanst the cost of =uch drilline or

other oneration. [f the contribution be in the torm of acreaze. the party o wnom the contribution

'S
muade shall promptly tender an assignment of the acreaze. wiinount warrants of Htie. to the Diitiing
Parties in the proporuons sard Dreilling Parties shared the cost of doiling the wetl, IP Gl porties heveto
are Drilling Purties and accept such tender. such aercace shall Lecome o part of the Contract Area ond
be governed by the provisions of this aureement. [§ less than ail narties beveto are Dritiing Parties ond
accept such tender. such acreage shall not become u part ot the Cuntract Area. Each party shail prompt-
1y notify all other parties of all acreage or money contributions it may obtain in support of any wetl or
any othuor operation on the Contract Avea.

If any party contracts for any consideration relatuing to disposition of such party’s share of substances
produced hereunder, such consideration shail not be deemed o contribut:on as contemplated in this
Article VIILC.

D. Subscquently Created Interest:

Notwithstanding the provisions ot Artwcle VIILE and VIILG. if any party hereto shall. subsequent
to execution of this adreement. create an overriding royvaily, production pavment, or net proceeds inter-
est, which such interests are heremarter referred to as “subscquently created mterest”, such subsequently
created terest snall be speettieaily made subgect o all of the terms and provisions of ths asreement, us
follows:

L If non-consent oeratons are conducted pursuant to anv provision ol this aureement. gnd the

putty conductinz such onerntinns becomes entithed torcecive the production attrtbutable o the imnrerest
sut of which the subscauentiy ereated nterest s denived, such party shatl reeetve same free ana eleur

ot such subscquentdy created intetest,. The party cecating same =hall bear and pay all such subscquently

created mnterests and shudl indemmirye and bodd the otiner parties heceto tee and harmless hom any and
all Tty resultinge theretrom, :

-1 -
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I the owner of the mterest trom which the subsequentiv ereated mterest s derwved (1) fails to
pav. when due, its share of expenses chargeable hereunder. or (20 clects to abandon o well under pro-
visions of Article VIE. hereot. or (3) cicets 1o surrender a lease under provisions ol Article VIITAL
Fereat, the subsequently cereated interest shall be charecable with the pro rata portion of all expenses
Dereunder - the samie manner as if such interest were o working anterest For purposes ol cotlecting

such charecable expen:

s, the party or partics who reecive assienments as ivesult of (2) or (3) above
snall have the right tn catforce all provisions of Articie VILB. hereof aganst such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the otl and gas leasehold interests
covered by this agreement. and notwithstanding any other provisions to the contrary. no party shall
sell. encumber, transter or make other disposition of its interest in the feases embraced within the Con-
tract Arca and in wells. equipment and production unless such disposition covers cither: 7/

1. the entire interest of the party in all leases and cquipment and production: or

to

an cqual undivided interest in all leases and cquipment and production in the Contract Area.

Every such sale. encumbrance. transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement. and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or motre co-owners,
Operator. at its discretion, may require such co-owners !0 appolnt a smale trustee or agent with full
authority to rveceive notices, approve cxpenditures, recetve billings for and approve and pay such party's
share of the joint expenses. and to deal generally with, and with power to bind. the co-owners of such
party’s interests within the scope of the operations embraced in this agreement: however, all such
co-owners shall have the right to enter into and excceute all contracts or acreements for the disposition
of their respective shares of the otl and ¢as produced from the Contract Area and they shall have the
right to reccive. separately. payment of the sale proceeds hereot.

F. Waiver of Right to Partition:

If permitted by the laws of the stute or states in wihach the property covered hercby is located. each
party hercto owning an undivided interest in the Contract Arca waives any and all rights it may have
to partition and have set aside to it in severalty its undivided interest therem,
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interests e Contract Arvea. it shall promouy cive witten notice 1o the other parties, with {0

mation concerninZ sronoxed sales whieh shall include the nume and address ot the-prhspective sur-

chaser (who must be reaus? Tnd all other terms of

s

the ofier. Thie other carties <hail

[

AN

G4 period of ten (10) davs atter
receipt ol the notice. to purchusce on the ~ume Tilions the anterest whichh the other varty
proposcs lo sell: and. 0 this optional right i3 nurchusmz parties shall share the pur-
miterest ot cach beurs “e total interest of all purchasing
7o pretferential rizht to purchase in those where any party wishes
to mortaage 1its int eﬂa/ul to dispose of ils interests by merzer. reorgamzation. oom<lidation. or sale
oiy*bgmy all of its assets to a subsidiary or parent company or :0 a subsidiary Of

chased interest in the proportions thig
parties. However, there shallbe

Larent
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ARTICLE IX. »
INTEENAL REVENUE CODE ELECTION

This agreement is not intended to create. und shall not be construea to create. a relationship of part-
nership or an ussociation tor protit bhetween ot amonue the parties hereto. Notwithstanding any pro-
visions heretn that the mehts and liabihties heveunder are several and pot joint or coilective. or that this
asreement and operations hercunder shafl ot constitute a purtiersmo. 2t for Federal income tax pur-
poses. this agreement and the aperations neveunder are recavded 2s oo purtnership, cach party hereby
atfected eleets to be exciuded trom the application ot ail ot the provistons ot Subchapter K. Chapter
1. Subtitle "A”. ot the Internal Revepue Code ot 19340 as permutted and autborized by Scetion 761 of
Opurator s authorved and diveeted to execute on
behatl ot cach party bereby tected such evidence ot this ciection s mav be required by the Sceretary

the Code and the recuiations promuleated thercundes

ot the Treasury ot the Unted States o the Fedecal Internat BRevenne Serviee, etuding speeifically, but

not by cwav or hnutation. ol ot the reluins, statements. and the data requaired by Federal Resula-

cach party hereby aitected give turther evidence of
this electon, cach sucnt party shaldl exeeute sach documents o farmsh suen other evidence as may be

tions 1.741 Shouid there Le oy tequurement that

requuren oy the Federad Internal Devenue Scoviee o as mav he neeessary 1o evidenee this cleetion. No

<12 .
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such party chall sive any notices or take anv other action nceonsistent '\\'llh the election made hoereby.
If unyv prescnt or tuture neome tax laws of the state or states in which the Contract Area s located or
anv future meome tax laws of the United States contain provisions similar to those in Subchapter K™,
(j}{;.pltrl' 1. Subtitle “A”. of the Internal Revenue Code of 1954, under which an clection similar to that
provided by-Sectton 761 ot the Code is permitted. cach party hereby atfected shall make such clection as
may he permutied or required by such luws. In making the foreaoing election. cach such party states that
the mncome derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
N CLAIMS AND LAWSUITS

Opcrator may settle any sinole damace cluim or suit arising trom operations hercunder if the ex-
penditure does not exceed _ Four thousands==-—--c~comeco--- ——mmm——————— ettt Doilars
(5_4,000.00 ) and if the pavment is in complete settlement of such claim or swmit. If the amount
required lor settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delecated to Operator. All costs and ex-
pense of handling. settlina, or otherwise discharzing such claim or suit shall be at the joint expense
of the partics. If a claim is made ugainst any partv or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shall
be treated as any other claim or suit involving operations herecunder.

ARTICLE XIL
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by torce mujeure to carry out its oblizations
under this agrcement. other than the obligation to make money payments. that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concernina it:
therecupon. the obligations of the party givine the notice. so far as they are aifected by the force majeure.
shall be suspended during. but no loncer than, the continuance of the force majeure. The affected carty
shall use all reasonable dilizence to remove the force majeure situation as quickiy as practicable.

The requirement that any force majeure shall be remedied avith all reasonable dispatch shall not
require the settlement of strikes. lockouts. or other lubor difficulty by the party involved. contrary to its
wishes: how all such difficultics shall be handled shall be entirely

concerned.

within the discretion of the party

The term “force majeure’. as here emploved. shall mean an act of God. strike. lockout, or other
industrial disturbance. act of the public enemy. war, blockade. public riot, ligchtning, fire, storm, flood.
explosion. zovernmental uction. vovernmental delav. restramt or inaction. unavailability of equipment,
and any other cause. whether of the kind spectficaily enumerated above or otherwise, which is not
reasonably within the control ot the party clanming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise speciiically provided. shall be given in writing by United States mail
or Western Union telegram. postage or charces prepaid. or by teletvpe. and addressed to the party

10
whom the notice is given at the addresses listed on Exhioit “A”

The originating notice given under any
provision herecof shall be deemed uziven only when recerved by the party to whom such notice is directed.
and the time for such party to give any nolice :n response thereto shall run from the date the originat-
ing notice 1s received. The second or anv resporsive notice shall be deemed given when deposited in
the United States mail or with the Western Usion Telvarann Cumpary, with postace or charges prepaid,
or when sent by teletvpe. Each party shail have the rizht 1o chuange its address at any time. and
time to tme. by divine written notice hereot o all other parties.

tom

ARTICLE XTII.
TERM OF AGRIEMIENT

This agrcement shall remam i tull Toree and ettect as to the wl and 2as feases and or enl una waus in-
terests subjected hercto jor the perod ot Ume selected Lelow: provided, however, no party hercty shall
cver be construcd as having any meht ftle o amterest an or (o

any lease. or ot and 2us interest con-
tributed by anyv other party bevond the term ol this agreement,

N hl
Option Nao Vo So lone as any ot the ond asd 2as leases subreet to ths aercement reman or dare con-
Unucd o torce s to any part ot the Contract Aveas whether by production. extension, tenewal or other-

wise, and or <o long as otl andoor cas production continues trom any lease or o1l and <as interest,
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¥ Ownton Noo 2o In the cvent the well deseribed in Article VEAL or any subsequent well drilled
untlcm’“ of this agcreement, results in production of ail and or nas In paving quantities, this
gercement shall continue 1n toree so lone us anv such well or wells produce, or are capable ot produc-
ton, and tor an additonal period of 120 davs from cessation of all production: provided. however,
i, prior 1o-the exprration ol such additional perviod, one or more of the parties hercto are eneazed in
driiling or reworking a well or wells hercunder. this agreement shall continue in force until sucn op-
erations have been completad und if production results theretrom, this agreement shall continue in
force as provided hereitn. In the event the well desceribed in Artictle VLA or any subsequent  well
drilted hereunder. results e a dry hole, and no other well 1s producing, or capable of producinz oil
and or gas from the Contract Arvcu. this agreement shall terminate unless drilling or reworking opera-
tions are commenced within _2%Y  days from the date of abandonment of said well.

It is agreed. however, that the termination of this asreement shall not relieve any party hereto from
any liability which has accrued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agrecement shall be subject to the conservation laws of the state in which the commitied
acreage is located. to the valid rules. regulations. and orders of anv duly constituted regulatory hody of
said state: and to all other applicable federal. state, and local laws., orvdinances. rules. regulations. and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto. including, but not lim-
ited to. matters of performance, non-performance. breach, remedies. procedures, richts, duties and n-
terpretation or construction. shall be governed and determined by the luw of the state in whica the
Contract Area is located. If the Contract Area is in two or muore states, the law of the state where most
of the land in the Contract Area is located shall vovern.

ARTICLE XV.
OTHLR PROVISIONS

A. Sale of Gas Production:

It is recognizad by the parties hereto that in addition to each party's share
of working interest production as shown in Exhibit "A", sucn party shall have the
right, subject to existing contracts, to market the royalty gas attributable to
each lease wnich it contributes to the Ccntract area and to receive payments due
for such royalty gas produced from or aliocated to such lease or leases. It is
agreed that, regardless of whether eacn party markets or contracts for its share
of gas, including the royalty gas under the leases which it contributed to the
Contract Area, such party agrees to pay Or cause to be paid to the royalty owners
under its lease or leases the proceeds attributabie to their resrective royaity

interest and to hold all other parties hereto harmiess for its failure to do so.
B. Billing Additional Interests:

Notwithstanding the provisions of this agreement and of the accounting procedure
attached as Exhibit "C", the Parties to this agreement specifically agree that in
no event during the term of this contract shall Operator be required to make more
than one billing for the entire interest credited to each Party on Exhibit "A". It
js further agreed that if any Party to this agreement (hereinafter referred to as
"Selling Party') discoses of part of the interest credited to it on Exhibit "A", the
Selling Party shall be solely responsible for billing its assignee or assignees,
and shall remain primarily liable to the other parties for the interest or interests
assigned and shall make prompt payment to Operator for the entire amount of state-
ments and billing rendered to it. [t is further understood and agreed that if Sellinc
Party disposes of all its interest as set out on Zxhibit "A", whether to cne or )
several assignees, Operator shall continue to issue statements and billings to the
Selling Party for the interest conveyed until such time as Selling Party has
designated and qualified one assignee to receive the billing for the entire
interest. In order to qualify one assignee to receive the billing for the entire
interest credited to Selling Party on txhibit "A", Selling Party shall furnisnp
to Operator the following:

14 -
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1. Written notice of the conveyance and photostatic or cer-
tified conies of the assignments by which the transfer was mnade.

2. The name of the assignee to be billed and a written state-
ment signed by the assignee to be billed in which it consents to
receive statements and billings for the entire interest credited  to
Selling Party on Exhibit "A" nereof; and, further, consents to handle
any necessary sub-billings in the event it does not own the entires
interest creditad to Selling Party on Exhibit "A".

C. Disburser2nt of Royalties:

If a purchaser of any o0il, qgas or other hydrocarbons produced E£rom
the Contract Area declines to make disbursements of all royalties,
overriding royalties, working interests, and other payments out of, or
with respect to, production revenues which are payable on the Contract
Area, Operator may, at its option, from time to time, make disbhurse-
nents on behalf of any Non-Operator who requests in writing that

Operator do so. Each Non-Operator for whom such disbursement is wmade
shall furnish Operator with the following:

1. Such documents as may be necessary in the opinion of Operator
to enable Operator to receive all payments for oil, gas or other
hydrocarsons directly from the purchaser thereof.

2. An initial list of names, addresses, and interest (to a seven
place decimal), on a tract, unit, purchase contract, or other such
bpasis as, in the opinion of Operator, is necessary for efficient admi-
nistration, for all royalty, overriding rovalty and other interest
owners who are entitled to proceeds from the sale of production
attributable to such Non-Operator's intaerast. Also, any changes to
the initial list shall be furnished promptly to Operator in writing.

Operator will use it3s best efforts to make dushursements
correctly, but will he liable for incorrect disbursement only in the
event of gross negligence or willful misconduct, Any Non-dOperator for
whom such dishursements are made hereby agrees to indemnify and hold
harmless Operator for any loss, including court costs and attornevy's
fees, which may be lncurred as a result of Operator's making such dis-
bursements in the manner prescribed by Non-Operator.

D. Article VII.G., Addition:

I£ the Operator is required hereunder to pay ad valorem taxes
pased in whole or in part upon separate valuations of each party's
working interest, then notwithstanding anything to the contrary
herein, chargas to the joint account shall e made and paid by the
partiess hereto in accordance with the percentage of tax value
generaged by each party's working interest.

E. Article VIIL[.B., Addition:

Notwithstanding anything to the contrary contained herein, each
party comnitting a lease or leases to this agreement shall have the
option upon the expiration of each lease to renew or extend such lease
and to bear the renewal or extension costs and expanses and therehy
retain its original interest and title in said lease. By exercising
such option, the parties' working interests shall remain unchanged.

If the original lease owner does not exercise its ootion within sixty
(60) days after the expiration date of the original lease, the

renewval or extansion lease will then be subject to the terms of this
article as written above., 1If any working interest owner other than
the original lzase owner renews Or extends the lease, the renewing or
extending pvarty shall furnish the original lease owner an itemized
statement Of the complete renewal or axtension costs and exnenses of
such lease. The original lease owner shall have sixty (A0) days after
the receipt of such itamized statement tn reimburse the rcenawing or
extanding varty in full., Failure of the original lease owner to Jdo so
snall result in the forfeiture of its option hereunder. The provi-

sions her2of shall only apply to leases or portions of leases located
in the Contract Area.
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F. ASs between the interest of TXO and FINA, this Agraement shall n2
subject and subordinate to that Certain 0il & Gas Lease Acquisition
and Develooment Agreement dated October 22, 1982, hetween TX0O
PRODUCTINN CORP. and APCOT-FINADEL JOINT VENTURE. 1In the event of a
conflict between this agreement and the 0il s Gas Lease Acgquisition
and pevalonment Agreement, the terms of the 0il and Gas Lease
Acnuisitioh and Development Agreement shall prevail. TUpon termination
0f the 0il & Gas Lezase Acquisition and Development Agreement, this
Agreeaent shall b2 amended as between TXO and FINA in the manner nro-
vidad in Article XXI of the 0Oil s Gas Lease Acquisition and
Development Agre=ment,

G. As between APCOT-FINADEL JOINT VENTURE and any other party hereto
the non-consent penalt@es specified in Article VI.3.2(a) shall he
100%/100%; and the non-consent penalties specified in Article
VI.B.2(%) shall be 300%/300% as to all wells drilled to a depth of
10,000 feet subsurface or less, and 400%/400% as to all wells drilled
to a depth greater than 10,000 feet subsurface.

H. It is understood by all parties that the Sprinkle Federal #2 well, is to

be a reentry and deepening of the Walker Federal #1 well which was a dry hole
drilled to a total depth of 4,270 feet by John H. Hill, Operator. It is further
understood and agreed to by all parties hereto that, should TXO encounter
impenetrable conditions or mechanical problems during the reenty and deepening
of the said well and be required to move the rig and commence the drilling of

a new well at a location within a 100' radius of the initial location, TXO

shall notify all non-operators of its intention to move the rig and commence

the drilling of a new well along with the estimated cost to drill and complete
said well. This notice may be given by telephone and all non-operators shall

be limited to a response period of 48 hours exclusive of Saturday, Sunday, or
legal holidays. Failure of a party receiving such notice to reply within

period above fixed shall constitute an election by that party not to participate
in the cost of the drilling and completing of the new well, and any non-
participating interest shall be subject to the non-consent penalties specified

in Article VI.B.2(a) and (b). Any notice or response given by telephone shall
be promptly confirmed in writing.
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ARTICLE XV
MISCELLANEOUS
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hereto and to thew

<hall be consizerer

TXO, PRODUCTION CORP.

By:

SelonaA oy

Johy D
Sen1Qr

N-OPERATORS

Serretary

=) -

PETRO

By: ¥ Z Hake, @

Huppler v 00
Vice President

ATLAS CORPORATION

James L. Harden 111

Title:

President




THE STATE OF TEXAS §

COUNTY OF MIDLAND §

The_fqgggoing instruggnt was acknowledged before me this 45%/62
day of {_pGafee~ , 197, by JOHN D. HUPPLER, Senior Vice President,
of TXO PRODUCTION CORP., a Delaware corporation, on behalf of said
corporation.

My Commission Expires:
a /7
1-2-%7 Aieef 75 )jéuc’fézg.
Notary Public in and for /
The State of Texas

STATE OF COL.ORADO S
COUNTY OF DENVER §
The foregoing instrument was acknowledged before me on this 25th day of
September , 1985 , by James L. Harden III, President of
Petro Atlas Corporation a Colorado corporation, on behalf of said
corporation.

My Commission Expires:
December 16, 1985

Notary Public in and for
Denver County, Colorado
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! - ARTICLE XVIL
MISCELLANEOUS

3}
4 This acreement shali be binding upon and =hall inure to the benefit ot the parties hereto and to their
5 tespecuve hews, devisees, legal representatives, successors and assigns.

7 This instrument mayv bhe exceuted in any number af counterparts, cach of which shull be considered
5 an onazinal for all purposes.

10 IN WITNESS WHEREOF. this agreement shall be eftective as of _ _dayof
11 19

13 OPERATOR

TXQ PRODUCTION CORP.
i

19 By: ; ; < - * 7
20 Jokh D. Huppler OO

21 Senior\Vice President

24 NON-OPERATORS

7 PETRO ATLAS CORPORATION

9 By:

31 Title:
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THE STATE OF TEXAS 5
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this 774/

of TXO PHODUCTION CORP., a Delaware corporation, on behalf of said
corporation.

My Commission Expires: //'

:?/;?7/T£<}7 _11i29~[;/[::%?- ;:’LJQZ;é;ﬁ

‘s
day of S g@geirce o 197 , by JOHN D. HUPPLER, Senior Vice President,

Notary Public in and for /
The State of Texas

STATE OF §
COUNTY OF §
The foregoing instrument was acknowledged before me on this day of
, 198 . by ’ of
Petro Atlas Corporation a corporation, on behalf of said

corporation.

My Commission Expires:

Notary Public in and for
County,



EXHIBIT "aA"

Attached to and made a part of that certain Joint Operating Agreement dated
September 23, 1985 by and between TXO Production Corp., Operator and Petro
Atlas, Non-Operator.

TRACT I:
CONTRACT AREA:

NW/4 NW/4 Section 26, T-18-S, R-32-E
Lea County, New Mexico

DEPTH LIMITATIONS:

From 4825' Lbelow the surface to 13,450'

TRACT II:
CONTRACT AREA:

NE/4 NW/4 and S/2 NW/4 Section 26, T-18-5, R-32-E, Lea County, New Mexico

DEPTH LIMITATIONS:

From 4825' below the surface to 8800' or a depth sufficient to test the Bone Spring
formation

NAMES, ADDRESSES AND PERCENTAGES OF THE PARTIES:

TRACT 1I: Before Payout *After Payout*

TXO Production Corp. et al 1.0000000 .953125
900 Wilco Bldg.
Midland, TX 79701

Petro Atlas Corporation -0- .046875
999 18th Street, Suite 2908
Denver, Colorado 80207

Total 1.0000000 1.0000000
TRACT 2: Before Payout After Payout
TXO Production Corp. .953125 .953125

900 Wilco Bldg.
Midland, Texas 79701

Petro Atlas Corporation .046875 .046875
999 18th Street, Suite 2908
Denver, Colecrado &G532

Total 1.0600000 1.0000600
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OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT:

NM 40452
Lessor: United States ~ Department of the Interior - BLM
Lessor: Thomas Curran
Effective dated: January 1, 1973
Description: NM 40452 segregated out of NM 17235
T-18-S, R-32-E, N.M.P.M.
Section 1: SE/4 NE/4
Section 11: N/2 SW/4; SW/4 SW/4; SW/4 SE/4
Section 12: SE/4 NW/4; SE/4
Section 14: N/2; NE/4 SW/4; SE/4
Section 15: N/2 N/2; S/2 NE/4
Section 26: NW/4
Section 31: Lot 1
1,361.18 acres

Recorded: Book 284, Page 620, 0il & Gas Lease Records
Lea County, New Mexico

*Assuming Petro Atlas Corporation elects to convert its overriding royalty interest
to a working interest at payout of the Sprinkle Federal #1 well.



