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1 OPHRAT1NG AGREF.MF.NT 

3 THIS AGREEMENT, entered into by and between TXO P r o d u c t i o n C o r p . 
4 , hereinafter designated and 

.1 relerred to as -Operator", and the signatory party or parties other than Operator, sometimes hereinafter 
6 referred to individually herein as -Non-Operator", and collectively as ••Non-Operators". 

i 

8 WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and or oil and gas i n -
11 terests in the land identified ia Exhibit " A " , and the parties hereto have reached an agreement to expiore 
12 and develop these leases and or oil and gas interests for the production of oil and gas to the extent and 
13 as hereinafter provided: 
14 
15 NOW. THEREFORE, it is agreed as follows: 
16 
17 ARTICLE I . 
18 DEFINITIONS 
19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22 A. The term "oi l and gas" shall mean oil. gas. casinghead gas. gas condensate, and all other l iquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imit the inclusiveness of this term is specifically stated. 
25 B. The terms "oi l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases cov-
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
27 C. The term "oi l and gas interests" shall mean unleased fee and mineral interests in tracts of 
23 land lying wi thin the Contract Area which are owned by parties to this agreement. 
29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated tor oil and gas purposes under this agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit " A " . 
32 E. The term "dri l l ing unit" shall mean the area fixed for the dr i l l ing of one well by order or rule 
33 of any state or federal body having authonty. If a dr i l l ing unit is not fixed by any such rule or order, 
34 a dri l l ing unit shall be the dr i l l ing unit as established by the pattern of dr i l l ing in the Contract Area 
35 or as fixed by express agreement of the Dril l ing Parties. 
36 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to 
37 be located. 
38 G. The terms ••Drilling Party" and "Consenting Party" shall mean a party who agrees to join in 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dril l ing Party" and - Non-Consenting Parly" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 
43 Unless the context otherwise clearly indicates, words used m the singular include the plural, the 
44 plural includes the singular, and the neuter .gender includes the masculine and the feminine. 
45 
46 ARTICLE I I . 
47 EXHIBITS 
43 
49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a 

50 part hereof: 
51 Q A. Exhibit " A " , shall include the following information: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, if any. as to depths or formations. 
54 (3) Percentages or fractional interests of parties to this agreement. 
55 (4) Oil and gas teases and or oil and gas interests subject to tins agreement. 
56 (5) Addresses ol" parties for notice purposes. 
57 [X] B. Exhibit "B" , Form of Lease. 
58 iX C. Exhibit "C". Accounting Procedure. 
59 X: D. Exhibit "D" . Insurance. 
60 jX. E. Exhibit "E". Gas Balancing Agreement. 
61 X. F. Exhibit "F". Non-Di.-erimmation and Certification ol Nun-Segregated Facilities. 
62 
63 If any piovisiun " I any exhibit, except Exhibit "E". is inconsistent with any provision contained 
64 in tin: budy ul rhis agreement, llu- provisions m the body ol this agreement shall prevail. 
65 
66 
67 
63 
69 
70 

- I -
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ILLEGIBLE 1 A R T I C L E H I . 

2 INTERESTS OI" P A R T I E S 

11 

4 A. O i l and Gas Interests: 

5 

ti It any pa r ty owns an unleased o i l and gas interest in the Contract Area , that interest shall be 

treated for the purpose of this agreement and d u r i n g the t e r m hereof as i f it were a leased interest 

8 under the f o r m of o i l and gas lease attached as E x h i b i t " B " . As to sueh interest, the owner shal l r e -

5 ceive roya l ty on product ion as prescribed in the f o r m of o i l and gas lease attached hereto as Exrwbi t 

10 " B " . Such pa r ty shal l , however, be subject to a l l of the provis ions of this agreement r e la t ing to lessees. 

11 to the extent that i t owns the lessee interest . 

12 

13 B . Interest of Parties in Costs and Produc t ion : 

14 

15 E x h i b i t " A " lists a l l of the parties and the i r respective percentage or f r ac t iona l interests under this 

16 agreement. Unless changed by other provisions, a l l costs and l i ab i l i t i e s incurved in operations under 

17 this agreement shal l be borne and paid, and a l l equipment and ma te r i a l acquired in operations on the 

18 Contract Area shal l be owned by the parties as t he i r interests are shown in E x h i b i t " A " . A l l p ror iuc-

19 t ion of o i l and gas f r o m the Contract Area , subject to the paymen t of lessor's royal t ies whi i - i - • "— 

20 bornm hy ;\v,i T ~ ' T , \ — ' • •rr*"",r. shall also be owned by the part ies in the same manner d u r i n g the t e r m 

21 hereot: p rovided , however , this shal l not be deemed an assignment or cross-assignment of interests c o v -

22 ered hereby. 

23 

24 A R T I C L E I V 

25 T I T L E S 

26 

27 A . T i t l e E x a m i n a t i o n : 

28 

29 T i t l e e x a m i n a t i o n shall be made on the d r i l l s i t e o f any proposed w e l l p r io r to commencement of 

30 d r i l l i n g operations or. i f the D r i l l i n g Parties so request, t i t l e e x a m i n a t i o n shal l be made on the leases 

31 and o r o i l and gas interests included, or planned to be inc luded , in the d r i l l i n g u n i t a round such w e i i . 

32 The op in ion w i l l include the ownersh ip of the w o r k i n g interest , minera ls , roya l ty , o v e r r i d i n g r o y a l t y 

33 and p roduc t ion payments under the applicable leases. A t the t ime a w e l l is proposed, each par ty c o n -

34 t r i b u t i n g leases and or o i l and gas interests to the d r i l l s i t e . or to be inc luded in such d r i l l i n g un i t , sha l l 

35 f u r n i s h to Opera tor a l l abstracts ( i n c l u d i n g Federal Lease Status Repor ts ) , t i t l e opinions, t i t l e papers 

36 and cura t ive ma te r i a l in its possession free of charge. A l l such i n f o r m a t i o n not in the possession of or 

37 made avai lable to Operator by the parlies, but necessary fo r the e x a m i n a t i o n of t i t l e , shall be ob ta ined 

38 by Operator . Opera tor shal l cause t i t l e to be examined by a t torneys on its s t a f f or by outside a t to rneys . 

39 Copies of a l l t i t l e opinions shall be fu rn i shed to each p a r l y hereto. The cost incur red by Opera to r in 

40 this t i t l e p rog ram shal l be borne as fo l l ows : 

41 

42 ~2 Opt ion No 1: Costs incur red by Operator m p rocu r ing abstracts and t i t l e examina t ion ( i n c l u d i n g 

43 p r e l i m i n a r y , supplemental , shu t - i n gas roya l ty opinions and d iv i s ion order t i t l e opin ions) shai l be a 

44 part o l the admin i s t r a t i ve overhead as provided in E x h i b i t "C." .md shall nol be a direct charge, w h e t h e r 

45 pe r fo rmed by Operator 's s taf f a t torneys or hy outs ide a t torneys . 

46 

47 Opt ion No. 2: Costs incur red by Operator in p r o c u r i n g abstracts and fees paid ouls ide a t to rneys 

48 fo r t i t l e e x a m i n a t i o n ( i n c l u d i n g p r e l i m i n a r y , supplementa l , s h u t - i n gas roya l t y opinions and d i v i s i o n 

49 order t i t l e op in ions ) shall be borne by the D r i l l i n g Parties in the p r o p o r t i o n that the interest of each 

50 D r i l l i n g Pa r ty bears to the to ta l interest of a l l D r i l l i n g Part ies as such interests appear in E x h i b i t " A " . 

51 Operator shal l make no charge fo r services rendered by its s t a l l a t torneys or other personnel m the 

52 per formance of the above funct ions . 

53 

54 Each pa r ty shall be responsible for securing cu ra t i ve ma t t e r and pool ing amendments or agreements 

55 requi red in connection w i t h leases or o i l and gas interests c o n t r i b u t e d by such par ty . The Opera tor sha l l be 

56 responsible tor the preparat ion and recording ot Pool ing Designations or Declarations as w e l l as the 

57 conduct of hearings before Gove rnmen ta l Agencies fo r the securing ot spacing or pool ing orders . T h i s 

53 shall not prevent any par ty f r o m appearing on its o w n behal! at anv such hearing. 

59 
«[) No wel l shall be d r i l l ed on the Contract A i e a u n t i l a l t e r I 1) the t i t l e lo l lu - d n l l s i t e or d n l l i n - - i i -nt 

or ~* 
61 has been examined as above provided, ' 1 ' -1 '.he t i t l e has been a p p i o v c d by the e x a m i n i n g a t to i nev or 

62 t i t l e has been accepted by al l ot the parties who are to par t i c ipa te in the d r i l l i n g ot the Weil . 

63 
64 15. Loss of T i t l e : 

65 

66 1. l-'.Mluie M| T i : | , - : Should anv o i l anil gas m l e i e s l or lease, or interest t he i em. be lost lh ie .U"h 

67 l . i i l i u e ot l i t l e . wh ich loss results in a i c d i i c l i o n m interest i r o m that shown on E x h i b i t "A" , this ag rce -

lio ment. nevertheless, -hal l continue in l o n e as to a l l i em.i n111.g < • c I an.I „ a s leases and interests, and 
'>'» ( a ) Fhe p .u tv whose o i l and gas h-.i.-e m n i te re - i a l lee ted l,v the t i t l e f a i l u r e shal l bear lone 
7(1 e i i l i i e loss arid it shall not he en t i t l ed to l e rnve i •: in n ( 11 .ei a I o i or t he ot her part us any develop, y ^ n i 
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for been responsible 
t nr operat ing costs/ .vmch a muv have i h c v c t o f n r e / , ^ . but there shall be no monetary l i a b i l i t y on its 

•1 part to th.- other parties hereto r o r ^ l r i H i n u . development , opera t ing or o ther s im i l a r costs by reason ot 

:t such tuie r.-.iiure: and subsequently incurred 
4 (b ) There shall be no retroact ive ad jus tment of expenses incu r red or revenues received f r o m the 

5 operation o f the interest wh ich has been lost, but the interests ol the part ies shall be revised on an acrc -

6 age basis, as ot the t ime it is de termined f i n a l l y tha t t i t l e f a i l u r e has occurred, so that the interes t of 

7 the par ty whose lease or interest is a l fec ted by the t i t l e f a i l u r e w i l l t he rea f t e r be reduced in the Con t rac t 

3 Area by the amount of the interest lost : and 

9 ( c ) I f the propor t ionate interest of the other parties hereto in any p roduc ing w e l l there tofore d r i l l e d 

10 on the Contract Area is increased by reason of the t i t l e f a i l u r e , the pa r ty whose t i t l e has fa i l ed sha l l 

11 receive the proceeds a t t r ibu tab le to the increase in such interests (less costs and burdens a t t r i b u t a b l e 

12 thereto) u n t i l i t has been re imbursed f o r unrecovered costs paid by it i n connection w i t h such w e l l : 

13 and 

14 ( d ) Should any person not a pa r ty to this agreement, w h o is de te rmined to be the owner of any m -

15 terest in the t i t l e which has fa i led , pay in any manner any par t of the cost of operat ion, deve lopment . 

16 or equipment , such amount shall be paid to the p a r t y or part ies who bore the costs w i n c h are so r e t u n d -

17 ed; and 

13 (e) A n y l i a b i l i t y to account to a t h i r d par ty f o r p r i o r p roduc t ion of o i l and gas w h i c h arises by 

19 reason of t i t l e f a i l u r e shall be borne by the par ty or p a r t i c s ^ n the same propor t ions in w h i c h they snared 

20 in such p r io r p roduc t ion : and w h o s e t i t l e f a i l e d 

21 ( f ) No charge shall be made to the j o i n t account f o r legal expenses, fees or salaries, i n connect ion 

22 w i t h the defense of the interest c la imed by any p a r t y hereto, i t being the in t en t ion of the par t ies 

23 hereto that each shal l defend t i t l e to its interest and bear a l l expenses in connection t h e r e w i t h . 

24 

25 2. Loss by Non-Payment or Erroneous Payment of A m o u n t Due: I f . t h rough mistake or overs ight . 

26 any rental , s h u t - i n w e l l payment , m i n i m u m r o y a l t y or r o y a l t y payment , is not paid or is erroneously 

27 paid, and as a result a leaso or interest there in terminates , there shal l be no monetary l i a b i l i t y against 

23 the pa r ty w h o f a i l ed to make such payment . Unless the pa r ty w h o f a i l ed to make the requi red p a y m e n t 

29 secures a new lease cover ing the same interest w i t h i n n ine ty (90) days f r o m the discovery of the f a i l -

30 ure to make proper payment , w h i c h acquis i t ion w i l l not be subject to A r t i c l e V I I I . I 3 . . the interests of 

31 the parties shal l be revised on an acreage basis, e f f e c t i v e as of the date of t e r m i n a t i o n of the lease m -

32 vo lved . and the par ty who fa i led to make proper p a y m e n t w i l l no longer be credi ted w i t h an interes t i n 

33 the Contract Area on account of ownersh ip of the lease or interest w h i c h has t e rmina ted . I n the event 

34 the pa r ty who fa i l ed to make the requi red payment sha l l not have been f u l l y re imbursed, at the t i m e of 

35 the loss, f r o m the proceeds of the sale of o i l and gas a t t r i b u t a b l e to the lost interest, calculated on an 

36 acreage basis, for the development and operat ing costs the re to io re paid on account of such interest , i t 

37 shall be re imbursed for unrecovered actual costs the re to io re paid bv i t ( b u t not for its share o: the 

33 cost of any d ry hole previously d r i l l e d or wei ls p rev ious ly abandoned) i r o m so much of the f o l l o w i n g 

39 as is necessary to ef fect re imbursement : 

40 ( a ) Proceeds of o i l and gas. less operat ing expenses, the re to io re accrued to the credi t of the lost 

41 interest, on an acreage basis, up to the amount of unrecovered costs: 

42 ( b ) Proceeds, less operat ing expenses, thereaf te r accrued j t t n b u t a b l c lo the lost interest on an 

43 acreage basis, of that por t ion of o i l and gas therea i ter produced and marke ted ( e x c l u d i n g p r o d u c t i o n 

44 f r o m any wel l s Iherear'.er d r i l l e d ) w h i c h , in the absence ol such lease t e rmina t i on , w o u l d be a t t r i b u t a b l e 

45 to the lost interest on an acreage basis, up to the amoun t ot unrecovered costs, the proceeds of said 

46 por t ion of the o i l and gas to be con t r ibu ted by t i i e o ther part ies in p ropor t ion to the i r respective i n -

47 terests: and 

48 (c ) A n y monies, up to the amount of unrecovered costs, tha t may be pa id by any pa r ty w h o is. or 

49 becomes, the owner of the interest lost, for the p r i v i l e g e of p a r t i c i p a t i n g in the Cont rac t A r e a o r be-

50 coming a p a r t y to this agreement. 

51 

52 3. Other Losses: A l l losses incur red , other than those set f o r t h m Ar t i c l e s I V . B . l . and I V . B . 2 . 

53 above, shal l not be considered f a i l u r e of t i t l e but shal l be j o i n t losses and .-hall be borne by a l l par t ies 

54 in p ropor t ion to the i r interests. There s i ia i l be no r ead ju s tmen t of interests in the r e m a i n i n g p o r t i o n of 

55 the Contract Area . 

56 
57 A R T I C L E V. 

58 O P E R A T O R 

59 

60 A . D E S I G N A T I O N A N D II ES PONS I I I I I . I T I E S OE O P E R A T O R : 

61 

62 TXO P r o d u c t i o n C o r p . shal l be the 

ti:i Operaloi nt the Conl iac t Area, ami shall cominc'. and onect ami have l u l l control ul a l l opera t ions on 

64 the Contract Area as permi t ted and leu /nred by. and v . u h i n the l imi t . - o l . t ins agreement, l l shal l eon-

65 duct a!l sucn operat ion- in a good ami w o r k m a n l i k e in. ir .net . but it -had have no l i a b i l i t y as Opera to r 

66 lo the otner pai t ies for losses sustained " i hao.h:; . •> :neui red. . - \cepl - i i ch as mav result f r o m gross 

67 negligi m e or w i l l l u ! misconduct 

ILLEGIBLE 
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K. Resignation >>r Removal of Operator and Select ion of Successor: 

4 

6 
I 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

IB 

19 

20 

21 

22 

23 

24 

25 

26 

27 

23 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

6:; 

64 

65 

66 

67 

63 

i i ' ) 

70 

1 Resignation nr Removal o i Operator : Opera tor may resign at any t ime by g iv in g w r i t t e n notice 

tl iereol to Non-iOperators. If Operator terminates its legal existence, no longer owns an interest i n the 

Contract Area, or is no longer capable of serving as Operator , i t shall cease to be Operator w i t h o u t any 

action bv N'on-Operator. except the selection of a successor. Opera tor may be removed i f i t f a i l s or 

refuses lo ca r ry out its duties hereunder, or becomes insolvent , bank rup t or is placer! in recciver?nip . 

by the a f f i r m a t i v e vote of two (2) or more Non-Opera tors o w n i n g a m a j o r i t y interest based on o w n e r 

ship as shown on Exh ib i t " A " , and not on the number of parties r ema in ing a f t e r exc lud ing the v o u n g 

interest of Operator. Such resignation or removal shal l n o l become e f f ec t ive u n t i l 7:00 o'clock A . M . 

on the f i r s t day of the calendar mon th f o l l o w i n g the e x p i r a t i o n of n ine ty (90) days a f t e r the g i v i n g of 

notice of resignation by Operator or act ion by the Non-Opera to r s to remove Operator , unless a successor 

Operator has been selected and assumes the duties o f Opera tor at an ear l ier date. Operator , a f t e r e f f e c t 

ive date of resignation or removal , shall be bound by the te rms hereof as a Non-Opera tor . A change of 

a corporate name or s t ructure of Operator or t r ans fe r of Operator 's interest to any single subs id iary , 

parent or successor corporat ion shal l not be the basis fo r r e m o v a l of Operator . 

2. Selection of Successor Operator : Upon the res ignat ion or remova l of Operator, a successor O p 

erator shall be selected by the Parties. The successor Opera to r shal l be selected f r o m the parties o w n i n g 

an interest i n the Contract Area at the t ime such successor Opera tor is selected. I f the Operator tha t 

is removed fa i l s to vote or votes only to succeed i t se l f , the successor Opera tor shall be selected by the 

a f f i r m a t i v e vote of two (2) or more part ies o w n i n g a m a j o r i t y interest based on ownersh ip as s h o w n 

on E x h i b i t " A " , and not on the number of parties r e m a i n i n g a f t e r exc lud ing the vo t ing interest of the 

Operator tha t was removed. 

C. Employees: 

The number of employees used by Operator in conduc t ing operations hereunder, the i r select ion, 

and the hours of labor and the compensation fo r services p e r f o r m e d , shal l be de te rmined by Opera tor , 

and a l l such employees shall be the employees of Opera tor . 

D. D r i l l i n g Contracts : 

A l l wel ls d r i l l e d on the Contract A r e a shall be d r i l l e d on a compe t i t i ve contract basis at the usual 

rates p r e v a i l i n g in the area. I f it so desires. Opera tor may e m p l oy its o w n tools and equipment in the 

d r i l l i n g of wel l s , but its charges therefor shall riot exceed the p r e v a i l i n g rates in the area and the ra te 

of such charges shall be agreed upon by the parties i n w r i t i n g before d r i l l i n g operations are c o m 

menced, and such work shall be pe r fo rmed by Opera tor under the same terms and condit ions as are 

customary and usual in the area in contracts of independent contractors who are doing w o r k of a s i m 

i lar nature. 

A R T I C L E V I . 

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

I n i t i a l W e l l : ILLEGIBLE 

The i n i t i a l well was d r i l l e d pursuant to that certain Fannin Agreement 
dated January 30, 1985 by and between TXO Production Corp. and Petro Atlas 
Corporation. This Operating Agreement shall govern operations on the Farmout 
.Aj,ea. as provided for i n A r t i c l e IV of the. aforementione,d Farcin , A,gree^en,t., ̂  

ether d r i l l i n g impract 

i ban dorp . e l l at 

is encoun'.e: en at a 

r deutn. 

depth , or i n le: s a l l parties agree U 

Ope ia to r shall maKi 

dication ol conta in ing oi l ano ga.-7"~n 

in its appl ica t ion to a -pcc'.llc l o i m a u o n o f 

lest on ly Ihe !oi malum or toima'.n 

II 

•red d u r i n g d r i l l i n g w h i c h give i n -

- T i T i c - l . unless tins agreement shal l be l i m i t e d 

us. in which, event Ope ia to r shall be r e q u i r e d to 

7-^-tcement mav appiv 

If . in ( ) | i c r : i t o r , . v - r» i - ' : ' ' - n i . mi- v.eo A t i , , . .„ p i . .mice on oi gas i i r u i v m ^ quant i t ies , and it wishes 

o plug a:jjj--rrrfar;dnii Ihe wel l a d i v hole, n •!,.,:; ; u - t ser ine Ihe cnnsem~7Tr~-u|l_partles and sha l l 

ni . abandon salhe as provided in A i t i i ' e \ [ K \ l .eieul 
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ILLEGIBLE 1 0. Stil»MM|uriil Operations: 
*> 
:; 1. Proposed Operations- Should any par tv hereto desire to d r i l l any we l l on the Contract A r e a 

4 other than the w e i i provided for in A r t i c l e V I . A . . o r to r e w o r k , deepen or p lug back a d r y hole d r i l l e d 

5 at the jo in t expense of a l l parties or a we l l j o i n t l y owned by a l l the parties and not then p roduc ing 

ii in paying quant i t ies , the par ty desir ing to d u l l , r e w o r k , deepen or p lug back such a we l l shall g ive the 

7 other parties w r i t t e n notice of the proposed operat ion, spec i fy ing the w o r k to be per to rmed. the loca-

8 t ion . proposed depth, object ive fo rma t ion and the es t imated cost of the operat ion. The parties roce iv -

9 ing such a notice shall have t h i r t y (:S0) days a f t e r receipt of the notice w i t h i n wh ich to n o t i f y the 

10 parties w i sh ing to do the w o r k whether they elect to par t ic ipa te in the cost of the proposed opera t ion . 

11 I f a d r i l l i n g r i s is on location, notice of proposal to r e w o r k , p lug back or d r i l l deeper may be g iven 

12 by telephone and the response period shall be l i m i t e d to f o r t y - e i g h t (43) hours, exclusive of Sa turday . 

13 Sunday or legal holidays. Fai lure of a par ty receiving such notice to rep ly w i t h i n the per iod above f i x e d 

14 shall const i tute an election by that pa r ty not to par t ic ipa te in the cost of the proposed operat ion. A n y 

15 notice or response given by telephone shall be p r o m p t l y c o n f i r m e d in w r i t i n g . 

16 

17 2. Operat ions by Less than A l l Parties: I f any par ty receiv ing such notice as p rovided in .Ar t ic le 

13 V I . B . l . or V I . E . l . elects not to par t ic ipate in the proposed opera t ion , then, in order to be e n t i t l e d to 

19 the benefi ts of this art icle, the par ty or parties g iv in g the notice and such other parties as shall elect 

20 to par t ic ipa te in the operation shal l , w i t h i n s ix ty (60) days a f t e r the e x p i r a t i o n of the notice pe r iod of 

21 t h i r t y (30) days { o r as p r o m p t l y as possible a f te r the e x p i r a t i o n of the f o r t y - e i g h t (43) hour pe r iod 

22 where the d r i l l i n g r i g is on location, as the case m a y be) ac tua l ly commence w o r k on the proposed 

23 operat ion and complete i t w i t h due dil igence. Opera tor sha l l p e r f o r m a l l w o r k fo r the account of the 

24 Consenting Part ies : provided, however , i f no d r i l l i n g r i g or other equ ipment is on locat ion, and i t O p -

25 erator is a Xon-Consen t ing Party , the Consenting Part ies shai l e i ther : ( a ) request Operator to p e r f o r m 

26 the w o r k requi red by such proposed operat ion for the account o f the Consent ing Parties, or ( b ) des ig-

27 nate one ( 1 ) of the Consenting Parties as Operator to p e r f o r m such w o r k . Consent ing Parties, w h e n 

23 conduct ing operations nn the Contract Area pursuant to this A r t i c l e V L B . 2 . . shal l compiv w i t h a l l t e rms 

29 and condi t ions of this agreement. 

30 

31 I f less than a l l parties approve any proposed opera t ion , the proposing par ty , immedia te ly a f t e r the 

32 exp i r a t i on of the applicable notice period, shall advise the Consent ing Part ies of (a ) the total in teres t 

33 of the parties approv ing such operat ion, and ( b ) its r ecommenda t ion as to whether the Consenting Par -

34 tics should proceed w i t h the operat ion as proposed. Each Consent ing Par ty , w i t h i n f o r t y - e i g h t (43) 

35 hours (exc lus ive of Saturday. Sunday or legal ho l idays) a f t e r receipt of such notice, shal l advise the 

36 proposing pa r ty of its desire to (a ) l i m i t pa r t i c ipa t ion to such par ty ' s interest as s i iown on E x h i b i t ""A". 

37 or ( b ) c a r ry its proport ionate part of Xon-Consent ing Parties ' interest. *The proposing par ty , at its 

33 election, may w i t h d r a w such proposal i f there is insul f i c i c n l pa r t i c ipa t ion , and shall p r o m p t l y n o t i f y 

39 a l l parties of such decision. .p-,--i „ „ j . „ , . • . , , , 
*and failure so to advise the proposing party shall constitute 

4 an election under (b) 
41 The en t i r e cost and risk ot concu.ict.uig sucn operat ions -na i l be borne by the Consent ing Part ies i n 

42 the propor t ions they have elected to bear same under the terms ot the preceding paragraph. Consent ing 

43 Parties shall keep the ieasehold estates involved ::: such operations i r e - ,m.d clear of a i l liens and 

44 encumbrances of every k i n d created by or ar is ing n o m the ope: ul ions ot the Consenting Parties. I f such 

45 an operat ion results in a d r y hole, the Consenting P;.r::es s i ia i l p ing ami abandon the wel l at the i r sole 

46 cost, r isk and expense. I f any wel l d r i l l e d , l e w n r k e i i . deepened or plugged back under the provis ions 

47 of this A r t i c l e results in a producer of o i l and or gas tn pay ing quant i t ies , the Consenting Parties sha l l 

43 complete and equip the w e l l to produce at the i r sole cost and r i sk , and the we l l shall then be t u r n e d 

49 over to Opera tor and shall be operated by i t at the expense and for the account of the Consenting Pat ties. 

50 Upon commencement of operations fo r the d r i l l i n g , r e w o r k i n g , deepening or p lugging back of any such 

51 w e l l by Consenting Parties in accordance w i t h the provis ions of this A r t i c l e , each Xon-Consen t ing P a r t y 

52 shall be deemed to have re l inquished to Consenting Parties, and the Consenting Parties shal l o w n and 

53 be en t i t l ed to receive, in p ropor t ion to the i r respective interests, a l l of such Xon-Consen t ing Par tv ' s 

54 interest in the w e l l and share of product ion t h e r e f r o m u n t i l the proceeds of the sale of such share. 

55 calculated at the w e l l , or marke t value thcreot i f such share is not sold ( a f t e r deduct ing p r o d u c t i o n 

56 taxes, r oya l t y , o v e r r i d i n g roya l ty ar.d other interests ex i s t i ng on t he effect ive date hereof, payable ou t of 

57 or measured by the product ion f r o m ,-uch we i i accruing w i t h respect to such interest u n t i l it r eve r t s ) 

53 shall equal the to ta l ol the f o l l o w i n g : 

59 

60 (a ) 3 0 0 ol each such Xmi-Cum-ei' . ' : : ;g Party 's share ot 'he cosl ol .my newly acquired sur face 

61 equipment hevonci the wel lhead cnimec'.'.oiis I mci ' .ani iu. but not l i m i t e d to. stock tanks, separator-

62 treaters. p u m p m g equipment ..r.d n i p u i g ) . pins 1U0' oi each -uch Xiui -Coi i serUing Party 's share o f the 

63 cosl ul ope ia t ion ni the wel l torn menci ::g w: \h Mist p; o i i i u i i . >n and con t inu ing u n t i l each such X o n -

64 Cii i i . -enling Part'. '., rei i in;uished mle ie - t .-hail l e v e i l 'o it under other provisions ot this A r t i c l e , i t b e n i " 

6.') agreed ih. i t eacn X m i - l "onscnling P.utv's i i . u e . i i s;icn costs and equipment w i l l be l h a i in tin est w i n c h 

66 w o u l d have been chargeable lo eacn N . . I I - 1 ' U I I M - U I : r.g i \ u ty l , . .d d pa; : :ci pa tell lu the w e l l I r om the } n . _ 

'i7 g inning ol 'he oi :i •ra t ion . and 

HI! 

i b ) , . i that i . e ' i o n " i 'he <••-'> . .mi . M e - - , - , . i „ : Hlmg l e w o i k u i g . deepening, or p l u g g i n g 

' •• '>: . •..-!,•!- ,e:d . ornh.e! Ill g. a l ter - le. i : ;ct i n i:;v • - : i i . , i , • ; , ecclVed under A r t i c l e V I H C . a t a i 
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1 4 0 0 - „ , , h ; l , p „ . - i I ( „ , ,, | the cost ot newly acquired equ ipment m ihe w e l l (t<> and inc lud ing tho w e l l -

2 head connections), wh ich wou ld have been chargeable to such Non-Consent ing Par tv it i t had p a r t i c i -

:i rated therein. *see Article XV.G. for additional provisions 
4 

5 Gas produc t ion a t t r ibu tab le lo any Non - Consent ing Par ty ' s re l inquished interest upon such Par ty ' s 

ti election, shall be sold to its purchaser, il" avai lable , under the terms of its ex i s t i ng gas sales eon-

7 tract. Such Non - Consenting Par ty shall direct its purchaser to remi t the proceeds receivable f r o m 

.'! such sale direct to the Consenting Parties u n t i l the amounts p rov ided io r in this A r t i c i e are recov-

f) ered f r o m the Non - Consenting Party 's i c l inqu i shed interest . I f such Non - Consent ing Par ty has not 

10 conuacted for sale of its gas at the t ime such gas is ava i lab le fo r d e l i v e r y , or has not made the elec-

11 t ion as p rovided above, the .Consent ing Parties shal l o w n and be e n t i t l e d to receive and sell sucn N o n -

12 Consenting Par ty 's share of gas as hereinabove p r o v i d e d d u r i n g the recoupment per iod. 

13 

14 D u r i n g the period of t ime Consenting Parties are e n t i t l e d to receive Non-Consent ing Par ty 's share 

15 of product ion , o r the proceeds t he r e f rom. Consenting Part ies shal l be responsible fo r the paymen t of 

16 a l l p roduct ion , severance, ga ther ing and other taxes, and a l l r oya l t y , o v e r r i d i n g r o y a l t y and other 

17 burdens appl icable to Non-Consent ing Party 's share of p roduc t i on . 

18 

19 I n the case of any r e w o r k i n g , p lugg ing back or deeper d r i l l i n g opera t ion , the Consent ing Parties shal l 

20 be p e r m i t t e d to use. f ree of cost, a l l casing, t ub ing and o ther equ ipmen t in the w e l l , bu t the owner sh ip of 

21 a l l such equ ipment shall remain unchanged: and upon abandonment of a w e l l a f t e r such r e w o r k i n g . 

22 p lugging back or deeper d r i l l i n g , the Consenting Far t ies shal l account fo r a l l such equipment to the 

23 owners thereof, w i t h each par ty receiving its p ropor t i ona t e par t in k i n d or i n value , less cost of 

24 salvage. 

25 

26 W i t h i n s i x t y (60) days a f t e r the comple t ion o f any opera t ion under this A r t i c l e , the p a r t y con-

27 duc t ing the operations fo r the Consenting Parties sha l l f u r n i s h each Non-Consent ing P a r t y w i t h an i n -

28 ven to ry of the equipment in and connected to the w e l l , and an i temized statement of the cost of d r i l l i n g . 

29 deepening, p lugg ing back, testing, comple t ing , and equ ipp ing the w e l l fo r p roduc t ion ; or. at its o p t i o n . 

30 the opera t ing pa r ty , in lieu of an i temized statement of such costs of opera t ion, may submi t a de ta i led 

31 statement of m o n t h l y b i l l ings . Each month thereaf ter , d u r i n g the t ime the Consent ing Parties are being 

32 re imbursed as p rov ided above, the Par ty conduct ing ihe operat ions for the Consent ing Parties sha l l :"urn-

33 ish the Non-Consent ing Parties w i t h an i temized statement oi a l l costs and l i ab i l i t i e s i ncu r red ir. the 

34 operat ion of the w c l i . together w i t h a statement oi ihe q u a n t i t y of oi l and gas produced f r o m i t and the 

35 amount of proceeds realized f r o m the sale of the '.veil's w o r k i n g interest p roduc t ion d u r i n g the preceding 

36 m o n l h . In de t e rmin ing the quan t i t y o l o i l and gas produced d u r i n g anv month . Consent ing Part ies 

37 shall use i n d u s t r y accepted methods such as. but not l i m i t e d to. mete r ing or periodic w e l l tests. A n y 

38 amount realized f r o m the sale or other disposit ion ol equ ipment newly acquired 1:1 connection w i t h any 

39 such opera t ion w h i c h wou ld have been owned by a Non-Consen t ing Parts- had it par t ic ipa ted the re in 

40 shall be credi ted against the total unre turned costs of the w o r k done and 01 the equipment purchased. 

41 in d e t e r m i n i n g when the interest of such Non-Consent ing Pa r ly shall revert to it as above p r o v i d e d : 

42 and i f there is a credi t balance, it shall be paid lo such Non-Consen t ing pa r tv . 

43 

44 I f and when the Consenting Parties recover t r o m a Non-Con . er . tmg Party 's re l inquished interes t 

45 the amounts p rov ided f o r above, the rel inquished interests •<• -uch Non-Consent ing Par ty shail a u t o -

46 ma t i ca l ly r eve r t to i t . and. f r o m and a l t e r such, reversion, such. Non-Consent ing Par ty shall o w n the same 

47 interest in such w e l l , the mate r ia l and equipment 111 or pe r t a in ing thereto, and the p roduc t ion t h e r e -

43 f r o m as such Non-Consent ing Par ty w o u l d have been en t i t l ed to had i t par t ic ipa ted in the d r i l l i n g . 

49 r e w o r k i n g , deepening or p lugging back of said w e l l . The rea f t e r , such Non-Consent ing Pa r ty s i i a i l be 

50 charged w i t h and shall pay its propor t ionate part of the f u r t h e r costs of the operat ion of said w e l l i n 

51 accordance w i t h the terms of this agreement and the A c c o u n t i n g Procedure, at tached hereto. 

52 

53 N o t w i t h s t a n d i n g the provisions of this A r t i c i e V L B . 2 . . i t is agreed that w i t h o u t the m u t u a l consent 

54 of a l l parl ies , no wel l s shall be completed m ur p: oduccd f r o m a source of supply f r o m w h i c h a w e l l 

55 located elsewhere on the Contract Area is producing , unless such w e l l conforms to the t h e n - e x i s t i n g 

56 we l l spacing pat tern for such source of supply. 

57 

53 The provisions 01 this A r t i c l e shail have no app l i ca t ion whatsoever to the d r i l l i n g o f the i n i t i a l 

59 wel l described 1:1 A r t i c l e V I A . except (a) when O p t i o n 2. A r t i c l e V I I . D . l . . has been selected, o r ( b ) 

61) to the r e w o i K i n g . deepening and plugging hack ol sucn i n i t i a l w e l l . : l such, we l l is or the rea t l e r shal l 

61 prove to be a d ry hole or non-commerc ia l w e l l , a l t e r .having iieen d r i l l e d to Ihe depth spcei t icd in A r t i c l e 

62 V I A . 

63 

64 (.'. I t ight tn I . i l . e I ' ro i l net inn in K i n d : 

65 

66 Each p a i i v shall have the 1 igii t to take in k i n d or separately dispose .>l its p ropor t iona te share 01 

67 all o i l and gas produced Horn the Contract A:ea. exc lus ive nl p roduc t ion w h i c h may he used i n de

l i : ; ve lo imienl .m i l p innuci r ig operations and m prepar ing and h e a l i n g o i l tor m a r k e t i n g purnoses and 

' ' ' ' p rnmic l iun nnavoioabl ' - lost. A n v e : ! n expemid 11: i n c l i n e d in the t a k i n g m k i n d or separate a i spo-
7 , 1 " v any p.u iv of its p iopoi t am.de share m the p roduc t ion shall be borne by such par tv . A n y 

- 6 -
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1 party taking its share of production in kind shall be required to pay for only its proportionate snare 

2 oi such purl of Operator's surface facilities which it uses. 
It 
4 Each partv shall execute such division orders and contracts as may be necessary for the sale ot its 

interest m production trom the Contract Area. and. except as provided in Article V I I . C . shall he entitled 

() t o receive payment direct from the purchaser thereof for its share of all production. 

8 In the event any parly shall fail to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced from the Contract Area. Operator shail have 

10 the right, subject to the revocation at w i l l by the party owning it. but not the obligation, to purchase such 

11 oil and gas or sell it to others at any time and from time to time, for the account of the non-tarting 
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 era tor shall be subject always to the right of the owner of the production to exercise at any time its 
14 right to take in kind, or separately dispose of. its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent wi th the minimum needs of the industry under the 
IT particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
18 foregoing. Operator shail not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without first giving such other party thir ty (30) days ^notice of such intended 

20 sale. prior written 
21 
22 In the event one or more parties' separate disposition ot its share of the gas causes split-stream rie-
23 liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it . the 
25 balancing or accounting between the respective accounts of the parties shall be in accordance w i t h 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 
27 Exhibit "E". or is a separate Agreement. 
28 
29 D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties wi th copies of all forms or reports filed with govern-
35 mental agencies, daily dril l ing reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the first of each month, and shail make available samples of any cores or cuttings 
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to 
33 Non-Operator, other than that specified above, shail be charged to the Non-Operator that requests the 
39 information. 

40 
41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Drv Moles: Except for any well drilled pursuant to Article VLB.2.. any well 
44 which has been drilled under the terms ot this agreement and is propo.-cci to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent ot ail parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should anv party tail to repiy within forty-eight (43) hours 
47 (exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost. 
50 risk and expense of the parties who participated in the cost of dr i l l ing of such well. Any party who ob-
51 jects to the plugging and abandoning such weii shail have ihe right to take over the well and conduct 

52 further operations in search of oil and or gas suoicct to the provisions of Articie VLB. 

53 
54 2. Abandonment oi Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant lo Article VLB.2. hereof for which the Consenting Parties have not been fu l ly re im-
56 burscd as therein provided, any we'd wnicn has been completed as a producer shail nol be plugged and 
57 abandoned without the consent of ail parlies. If all parlies consent to sucn abandonment, the well shail 
58 be plugged and abandonee! m accordance with applicable regulations and at the cost, risk and expense 
59 of all the parties hereto, i f . within thir ty (30) davs alter receipt of notice of the proposed abandonment 
60 of such well, all parties do not agree to ihe abandonment ol any well, those wishing io continue Us op-
61 eralion shail tender to eacn ot the other parties its p: oom lloitate share ol the value of the well's salvable 
62 material and equipment, determined in accordance with tiie provisions ol Exhibit "C". less Ihe estimated 
63 cost ol salvaging ami tiie estimated cosl ot piuggmg and abandoning. Each abandoning partv shall 
64 assign to the non-abandoning parlies, without warranty, express or implied, us to title or as to quantity 
63 quality, or Illness tor use of the equipment and material. . . i l nt its interest m the well and related equip-
66 mem. together with its interest in llie Ieasenoid e-talc as to. but only as to. the interval or intervals ot the 
67 formation or lormuliou.- Ihen open to pioiiuction. I ; the inteie-l nt the abandoning party is or includes 
, ;3 - n oii unci gas wili lest, sucn parly shall e\eeutc and deliver lo ihe non-abandoning parlv or parties an 
ii'l oil ami lease limited to thc i i i t e iva l or intervals m the !o: malum or tot millions I hen open to piouuc-
7'* ! inn. tor a tei rn oi one \ ear and so long thm caller a< mj .mo or gas is produced irom the mletvat or inter-
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1 vals . . I ihe m i m n i m n t.r format ions covered thereby. >uch leaso to be on the (ovm attached as L x m b i t 

2 • [','•. The assignments or leases so l imi ted shall encompass the • d r i l l i n g u n i t " upon wh ich the '.veil is 

: i located. The payments bv. and the assignments or leases to. the assignees shall he in a ra t io based upon 

4 the relat ionship oi their respective percentages ol pa r t i c ipa t ion m the Contract Area to the aggregate of 

a the percentages oi par t ic ipat ion in the Contract Area ol a l l assignees. There shall be no read jus tment 

ii oi interest in the remaining por t ion of the Contract Aroa . 

li Thereatter . abandoning parties shall have no f u r t h e r respons ib i l i ty , l i a b i l i t y , or interest in the o p -

9 eration of or product ion f r o m the w e l l in the i n t e r v a l or in te rva ls then open other than the royal t ies 

10 retained in any lease made under the terms of this A r t i c l e . Upon request. Operator shal l cont inue to 

11 operate the assigned we i i for the account of the non-abandoning parties at the rates and charges c o n -

12 templated by this agreement, plus any addi t iona l cost and charges w h i c h may arise as the result of 

13 the separate ownership of the assigned w e l l . 

14 

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

16 E X P E N D I T U R E S A N D L I A B I L I T Y O F P A R T I E S 

17 

13 A . L i a b i l i t y of Parties: 

19 

20 The l i a b i l i t y of the panics shall be several, not j o i n t or col lect ive. Each par ty shall be responsible 

21 only for its obligations, and shail be l iable only f o r its p ropor t iona te share of the costs of deve loping 

22 and operat ing the Contract Area . Accord ing ly , the liens granted among the parties in A r t i c l e V I I . 3 . are 

23 given to secure on ly the debts of each several ly. I t is n o l the in t en t ion of the parties to create, nor shal l 

24 this agreement be construed as creat ing, a m i n i n g or o ther pa r tnersh ip or association, or to render the 

25 parties l iable as partners. 

26 

27 B. Liens and Payment Defaul t s : 

28 

29 Each Non-Opera tor grants to Operator a lien upon its o i l and gas l i gh t s in the Contract Area, ar.d a 

30 securi ty interest in its share of o i l and or gas when ex t rac ted and its interest in a l l equipment , to secure 

31 payment of its share of expense, together w i t h interest thereon at the rate provided in the A c c o u n t i n g 

32 Procedure attached hereto as Exh ib i t "C" . To the ex ten t that Opera tor has a secur i ty interest under the 

33 U n i f o r m Commerc ia l Code of the State. Operator shall Ix' en t i t l ed to exercise the r ights and remedies 

34 of a secured par ty under the Code. The br ing ing of a suit and the ob ta in ing of j udgm e n t by Opera to r 

35 fo r the secured indebtedness shall not be deemed an election of remedies or o therwise a f f ec t the l i en 

36 r ights or secur i ty interest as securi ty for the payment thcreot . In addi t ion , upon de fau l t by any N o n -

37 Operator in the payment of its share of expense. Opera tor shall have the r ight , w i t h o u t pre judice to 

38 other r ights or remedies, to collect f r o m the purchaser the proceeds f r o m the stile of such Non-Opera to r ' s 

39 share of o i l and or gas u n t i l the amount owed by such Non-Opera to r , plus interest has been paid . Each 

40 purchaser shal l be en t i t l ed to re ly upon Operator 's w r i t t e n statement concerning the amount of any de-

41 fau l t . Operator grants a l ike l ien and security interest to the Non-Opera tors to secure payment of O p -

42 orator 's p ropor t iona te share of expense. 

43 

44 I f any pa r ty fa i ls or is unable to pay its share of expense w i t h i n s ix ty < 601 days a f t e r r e n d i t i o n of 

45 a statement the re fo r by Operator, the non -de fau l t i ng parties, i nc lud ing ope ra to r , shul i . upon request, by 

46 Operator , pay the unpaid amount in the p ropor t ion that the interest oi each such par ty bears to the i n -

47 terest of a l l such parties. Each par ty so paying its share oi the unpa id amount shall , to ob ta in r e i m b u r s e -

48 ment thereof, be subrogated to the secur i ty r ights described in the foregoing paragraph. 

49 

50 C. Payments ami Accoun t ing : 

51 

52 Except as herein otherwise spec i f ica l ly provided. Opera tor shail p r o m p t l y pay and discharge expenses 

53 incur red in the development und opera t ion of the Cont rac t Area pursuant to this agreement and s h a l l 

54 charge each of the parties hereto w i t h the i r respective propor t iona te shares upon the expense basis p r o -

55 vided in the Account ing Procedure attached hereto as E x h i b i t "C" . Operator shall keep an accurate 

56 record of the jo in t account hereunder, showing expenses incu r red anci charges and credits made and 

57 received. 

58 

59 Operator , tit its election, shall have the r ight f r o m t ime to t ime to demand and receive f r o m the 

60 other parties payment m advance ol their respective shares ot the est imated amount of the expense to 

61 be incur red in operations hereunder d u r i n g the next succeeding mon th , w h i c h r ight mav be exercised o n l v 

62 bv submission to each such par tv ot an i temi /ed statement oi such est imated expense, together w i t h 

63 an invoice lor its share thereol . Each such statement and invoice for the payment in advance of c s t i -

64 mated expense shall he submit ted on or belore the Ji l th day ol the next preceding month . Each u a r t v 

65 shall pay to Operator n> proport ionate share ol such est imate w i t h i n l i l t e c n (15) days a f t e r such es-

66 lunate and invoice is received [| any p a i t v tails to pav its share oi said estimate w i t h i n stud t ime , the 

67 amount due shall bear interest as p iovn ied m Exh ib i t • ( . ' " u n t i l paid. Proper ad jus tmen t shal l be 

68 mane mon th ly between advances and actual expense to the end that each par tv shall bear ana Dav its 

69 proport ionate share ot actual expenses i n c l i n e d , .aid no more. 

71) 
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ILLEGIBLE 
I ) . L i m i t a t i o n nl' Expenditures: 

:i I . D u l l or I k ' w n : W i t h o u l the consent of a t l parties, no w e l l shall he ( l u l l e d or deepened, e x -

4 .-cot anv we l l d r i l l e d or deepened pursuant to the provis ions of A r t i c l e V L B . 2 . of this Agreement , it be ing 

5 understood t h a i the consent lo the d r i l l i n g or deepening shal! inc lude: 

7 ~ Opt ion No. I : A l l necessary expenditures for the d r i l l i n g ot deepening, testing, comple t ing and 

3 equipping ol the w e l l , inc lud ing necessary tankage and or surface faci l i t ies . 

9 
10 X] Option No. 2: AU necessary expenditures lor the d r i l l i n g or deepening and testing of the w e l l . W h e n 

11 such w e l l has reached its authorized depth, and a l l tests have been completed. Operator shal l give i m -

12 mediate notice to the Non-Operators who have the l ight to par t ic ipa te in the comple t ion costs. The par t ies 

13 receiving such notice shall have f o r t y - e i g h t (43) hours (exc lus ive of Saturday. Sunday and legal h o l i -

14 days) in w h i c h to elect to part icipate in the setting o f casing and the comple t ion a t tempt . Such e lect ion. 

15 when made, shall include consent to a l l necessary expendi tures fo r the comple t ing and equ ipp ing of such 

16 w e l l , i n c lud ing necessary tankage and or surface fac i l i t i es . Fa i lu re of any pa r ty rece iv ing such not ice 

17 to reply w i t h i n the period above f i xed shail const i tute an election by that par ty not to par t ic ipa te i n 

18 the cost of the complet ion at tempt. I f one or more, but less than a i l of the parties, elect to set pipe and 

19 to a t tempt a complet ion, the provisions of Ar t i c l e V I . 3 . 2 . hereot ( the phrase •• reworking, deepening or 

20 p lugging back" as contained in A r t i c l e V L B . 2 . shail be deemed to include "comple t i ng" ) sha l l app ly to 

21 the operations thereaf ter conducted by less than a l l parties. 

22 

23 2. Rework or Plug Back: Wi thou t the consent of a l l parties, no w e l l shail be r eworked or p lugged 

24 back except a w e l l r eworked or plugged back pursuant to the provisions of A r t i c l e V I . 3 . 2 . of this agree-

25 ment, i t being understood that the consent to the r e w o r k i n g or p lugg ing back of a w e l l shal l inc lude 

26 consent to a l l necessary expenditures in conducting such operat ions and comple t ing and equ ipp ing of 

27 said w e l l , i n c l u d i n g necessary tankage and or surface fac i l i t i es . 

28 

29 3. Other Operat ions: Operator shall not undertake any single projec t reasonably est imated to requ i re 

30 an expendi tu re in excess p j F i f t e e n t h o u s a n d Dol lars IS I n , 0 0 0 . 0 0 ) 

31 except in connection w i t h a we l l , the d r i l l i n g , r e w o r k i n g , deepening, comple t ing , recomple t ing . or p i u g -

32 ging back of w h i c h has been previously authorized by or pursuant to this agreement: provided , h o w -

33 ever. that, i n case of explosion, f i r e , f lood or other sudden emergency, whether of the same or d i f f e r e n t 

34 nature . Operator may take such steps and incur such expenses as m its op in ion arc requi red to deal w i t h 

35 the emergency to safeguard l i f e and proper ty b u l Operator , as p r o m p t l y as possible, shail repor t the err.er-

3G gency to the other parties. I f Operator prepares " ' A u t h o r i t y for Expendi tures" for its o w n use. 

37 Operator , upon request, shall f u r n i s h copies oi its ' " A u t h o r i t y for Expendi tures" for anv single p ro jec t 

38 costing in excess of _ Fi f t e e n__t h o u s a nd -.m 11 a rs (s 15,000.00 }. 
39 

40 E. Royalt ies . O v e r r i d i n g Royalties and Other Payments : 

41 

42 Each par tv shall pay or deliver, or cause to be paid or de l ivered , a l l royalt ies to the extent of 

43 O n e - e i q h t h ( 1 / 8 ) tiUL> o n u s spare of p roduc t ion ami shall hold the other parties f r ee 

44 f r o m any l i a b i l i t y theretor. I f the interest ol any pa r ty in any o i l and gas iease covered by this agree-

45 ment is subject to any roya l ty , o v e r r i d i n g roya l ly , p roduc t ion payment , or other charge over and above 

46 the aforesaid roya l ty , such par ty shall assume and alone bear a l l sueh obligat ions and shal l account 

47 fo r or cause to be accounted for. such interest to the owners thereof. 

48 

49 No par ty shal l ever be responsible, on any price basis h igher than the price received by such n a r t y . 

50 to any other par ty 's lessor or roya l ty owner : and i f any such other par ty ' s lessor or roya l ty o w n e r s h o u l d 

51 demand and receive settlements on a higher price basis, the pa r ty c o n t r i b u t i n g such lease shai l bear the 

52 roya l ty burden insofar as such higher price is concerned. 

53 

54 F. Rentals. S l u i t - i n Wel l Payments and M i n i m u m Royal t ies : 

55 

56 Rentals, shu t - i n wel l payments and m i n i m u m royal t ies w h i c h may be requi red under the terms of 

57 any lease shall be paid by the pans- or parties who subjected such lease to this agreement at its or t h e i r 

53 expense. In the event two or more parties o w n and have c o n t r i b u t e d interests in the same lease to th is 

59 agreement, such parties may designate one of such parties to make said payments for and on behalf of a l l 

60 such parties. A n y par ty may icquest. and shall be en t i t l ed to receive, proper evidence of a l l such p a y -

61 ments. In the event ol l a i lu re to make proper payment of anv ren ta l , s h u t - i n wel l payment or m i n i m u m 

62 roya l ty through mistake or oversight whore such payment is ret) tu red to continue the lease in fo rce 

63 any loss w h i c h results t r o m Mich uon-navmcnt shall be borne in accordance w i l h the provis ions oi A r t i c l e 

64 1V.B.2. 

65 

66 Ope ia to r shall i .o tuv Nop-Opera tor ol the an t ic ipa ted comple t ion ol a s h i i l - m gas w e l l , or the s h u t -

67 l ing in or i c t i u n to product ion ol a pi n-uicmg gas w e i i . a l least l i ve (5 ) davs (exc lud ing Sa tu rday . S u n -

63 dav and hol idays! , or at Um earliest opt..,i t u n i l v p e r m i t t e d bv eircumslunccs. pr ior to ta k i n g sucn ac t ion . 

•'•'•) but assumes no hubi i i ' ; . ' lor L a b i l e to do -o [n the , . v , . , u ,,, p u b l i c by Ooerator rn s u n o l n v \ ' o a -

.i) Ope 'a tor loss ot am. lease cm: 11 i bin ed ln-ieto iv. Non- i iperutor io r t a i lu re [o make t i m e l y payments 

- •! -
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1 ' . I anv shnr -m we l l pavment shall be borne j o i n t l y by the parties hereto pricier the provisions ot A r t i c l e 

2 IV.B.3 . 

: i 

4 C.. Taxes: 

a 

li Beginning w i t h the f i r s t calendar year a f t e r the el fect ive date hereof. Operator shall render f o r ad 

7 valorem taxat ion a l l property subject to this agreement w h i c h by l aw should be ' rendered for such 

H taxes, and i t shall pay al l such taxes assessed thereon before they become del inquent . P r io r to the r e n -

9 d i t ion date, each Non-Operator shall f u r n i s h Opera tor i n f o r m a t i o n as to burdens ( to include, but not be 

10 l imi t ed to. royalt ies, ove r r id ing royalt ies and product ion payments ) on leases and o i l and gas interests c o n -

11 t r i b u t c d by such Non-Operatoy. I f the assessed va lua t ion of any leasehold estate is reduced by reason of i ts 

12 being subject to outs tanding excess royalt ies, o v e r r i d i n g royal t ies or p roduc t ion payments, the reduc t ion in 

13 ad va lorem taxes resul t ing t h e r e f r o m shall inure to the benef i t o f the owner or owners of such leasehold 

14 estate, and Operator shall adjust the charge to such o w n e r or owners so as to ref lec t the benef i t of such 

15 reduction. Operator shall b i l l other parties for the i r p ropor t iona te share of a l l tax payments in the m a n -

16 ner provided tn E x h i b i t "C" . S e e A r t i c l e X V > D > f o r a d d i t i o n a l p r o v i s i o n s 

13 I f Operator considers any tax assessment improper . Opera tor may. at its discret ion, protest w i t h i n 

19 the t ime and manner prescribed by law. and prosecute the protest to a f i n a l de te rmina t ion , unless a l l 

20 parties agree to abandon the protest p r io r to f i n a l de t e rmina t ion . D u r i n g the pendency of a d m i n i s t r a t i v e 

21 or j u d i c i a l proceedings. Operator may elect to pay. under protest, a l l such taxes and any interest and 

22 penalty. When any such protested assessment shal l have been f i n a l l y de te rmined . Operator shail pay 

23 the tax f o r the j o i n t account, together w i t h any interest and penal ty accrued, and the total cost shaii then 

24 be assessed against the parties, and be paid by them, as p rov ided in E x h i b i t "C" . 

25 

26 Each pa r ty shal l pay or cause to be paid a l l p roduc t ion , severance, ga ther ing and other taxes i m -

27 posed upon or w i t h respect to the product ion or hand l ing of such party 's share of o i l and or gas p r o -

23 duced under the terms of this agreement. 

29 

30 H . Insurance: 

31 

32 A t a l l times w h i l e operations are conducted hereunder . Opera tor shall comply w i t h the Workmen ' s 

33 Compensation L a w of the State where the operations are being conducted: provided, however , that O p -

34 erator may be a se l f - insurer for l i a b i l i t y under said compensat ion laws in wh ich event the only charge 

35 that shall be made to the j o i n t account shall be an amoun t equ iva len t to the p r e m i u m w h i c h w o u l d have 

36 been paid had such insurance- been obtained. Opera tor shal! also ca r ry or provide insurance fo r the 

37 benefi t of the j o i n t account of the parties as ou t l i ned in E x h i b i t " D " . attached to and made a part hereof. 

38 Opeia tor shal l require al l contractors engaged in w o r k on or fo r the Cuntract Area to comply w i t h the 

39 Workmen 's Compensation L a w of the State where the operat ions are being conducted and to m a i n t a i n 

40 such other insurance as Operator may require. 

41 

42 I n the event Au tomobi l e Publ ic L i a b i l i t y Insurance is specif ied in said E x h i b i t " D " . or subsequent ly 

43 receives the approval of the parties, no direct charge shall be made by Operator for p remiums paid f o r 

44 such insurance tor Operator 's f u l l y owned au tomot ive equipment . 

45 

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

47 A C Q U I S I T I O N . M A I N T E N A N C E O i l T R A N S F E R OF I N T E R E S T 

48 

49 A . Sur render of Leases: 

50 

51 The leases covered by this agreement, insofar as they embrace acreage in the Contrac t Area , sha l l 

52 not be surrendered in whole or in part unless a l l part ies consent thereto. 

53 

54 However , should any pa r ty desire to surrender its interest :n any lease or in any por t ion thereof , and 

55 other parties do not agree or consent thereto, the pa r ty des i r ing to sur render shall assign, w i t h o u t express 

56 or imp l i ed w a r r a n t y of t i t l e , a l l of its interest i n such '.ease, or po r t i on '.hereot. and any w e l l , m a t e r i a l and 

57 equipment w h i c h may 'ne located thereon and anv r igh ts in p roduc t ion thereaf te r secured, to the par t ies 

53 not desir ing to surrender i t . I f the interest ot the assigning par tv includes an o i l und gas interest , the as-

59 signing par ty shall execute and del iver to the par ty or parties not desir ing to surrender an oi l and "as 

60 lease covering such o i l and gas interest for a term of one '.ear and so long thereal ter as o i l and or "as 

61 is produced f r o m the land covered thereby, -uch lease to be on the l o r m attached hereto as E x h i b i t " B " 

62 Upon such assignment, tho assigning p a n y shall bo re l ieved l m m ail obl igat ions therea l te r acc ru ing 

63 but not there toiore accrued, w i l l ; icspect to the acreage assigned and the operat ion of any w e l l thereon 

64 ami the assigning par tv shall have no f u r t h e r interest in the lease assigned and its equ ipment and p r o -

65 duction other than the royalties retained in anv Vase made under the teems ol this A r t i c l e . T h e par t ies 

66 assignee shall pay to the par ty assignor the i oa.-onabic salvage value ol tho hit ter 's interest in any we l l s 

67 and equipment ou the assigned acreage. The value ol a l l m a t e i i a l shall be de termined in accordance 

63 w i t h the provisions, ol Exhib i t "C" . less the est imated cost ol salvaging ami the est imated cost of D l u y -

69 ging and abandoning, i f the assignment is in l . ivoi ol more Mian one par tv . the assigned interes t s i i a i l 

70 
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; bo snared , , y ,!„• parties assignee in th.- proport ions that the- interest of each bears to the interest of a l l 

2 parties assignee 

4 A, ,v assignment o,- surrender mane under this p rovis ion shall not reduce or change the assignor's o r 

-> -urremic. m g parties' .merest, as H .vas immedia te ly before the assignment, m the balance of the Cont rac t 

« Area: and the acreage assigned nr surrendered, and subsequent operations thereon, shall not therea l ter 

7 be subject to the terms and provisions of this agreement. 

o 

9 B. Renewal er Extension of Leases: 

10 

11 I f any pa r ty secures a renewal of any o i l and gas lease subject to this Agreement, a l l other part ies 

12 shall be n o t i f i e d p rompt ly , and shall have the r i g h t for a per iod of t h i r t y (30) days f o l l o w i n g receipt 

13 of such notice in which to elect to par t ic ipate in the ownersh ip of the renewal lease, insofar as such 

14 lease affects lands w i i r . i n the Contract Area, by paying to the par ty who acquired tt the i r several proper 

15 proport ionate shares of the acquisi t ion cost allocated to that part of such lease w i t h i n the Contract Area . 

16 which shall be in propor t ion to the interests held at that t ime by the parties in the Contract Area. 

17 

13 I f some, but less than a l l . of the parties elect to par t ic ipate in the purchase of a renewal lease, i t 

19 shall be owned by the parties who elect to par t ic ipate there in , i n a rat io based upon the re la t ionship of 

20 their respective percentage of par t ic ipa t ion in the Contract Area to the aggregate of the percentages 

21 of par t ic ipa t ion in the Contract Area of a l l parties pa r t i c ipa t i ng in the purchase of such renewal iease. 

22 A n y renewal lease in wh ich less than a l l parties ciect to par t ic ipate shall not be subject to this agreement. 

23 

24 Each pa r ty who participates in the purchase of a renewal lease shall be given an assignment c f its 

25 proport ionate interest therein by the acqui r ing par ty . 

26 

27 The provisions of this A r t i c l e shall apply to renewal leases whether they are for the en t i re interest 

23 covered by the e x p i r i n g lease or cover only a por t ion of its area or an interest therein. A n y renewal lease 

29 taken before the exp i ra t ion of its predecessor lease, or taken or contracted for w i t h i n six (6 ) months a l t e r 

30 the exp i r a t i on of the exist ing lease shall be subject to this p rov i s ion : but any lease taken or contracted 

31 for more than six (6 ) months a l te r the exp i ra t ion of an ex is t ing lease shall not be deemed a renewal 

32 lease and shal l not be subject to the provisions of this agreement. 

33 

34 The provisions in this Ar t i c l e shall apply also and in l ike manner to extensions of o i l and gas 

35 leases. S e e A r t i c l e XV.E for addit ional provis ions. 
36 

37 C. Acreage or Cash Contr ibut ions : 

33 

39 Whi le this agreement is in force, i f any par ty contracts lor a con t r ibu t ion of cash toward the d r i i h n g 

40 of a we l l or any other operation on the Contract Area , such con t r ibu t ion si iai l be paid to the par ty w h o 

41 conducted the d r i l l i n g or other operation and shall be applied bs- it against the cost of such d r i l l i n g or 

42 other operat ion. I f the con t r ibu t ion be in the l o r m of acreage, '.he pa r ty to w n o m the c o n t r i b u t i o n is 

43 made shall p r o m p t l y tender an assignment of tho acreage, w i thou t w a r r a n t y ol t i t l e , to the D: t i l i n g 

44 Parties in the proport ions said D r i l l i n g Parties shared the cosl ui d r i l l i n g the w e l l . I f al l parties 'hereto 

45 are D r i l l i n g Parties ar.d accept such tender, such acreage shall become a part of the Contract Area r.nd 

46 be governed by the provisions of this agreement. I f lc*s than ai l parties hereto arc D r i l l i n g Parties and 

47 accept such tender, such acreage shall not become a part of the Contract Area. Each par ty shall prom.pt-

48 ly n o t i f y a l l other parties of a l ! acreage or money con t r ibu t ions it may obtain in support of any w e l l o r 

49 any other opera t ion on the Contract Area . 

50 

51 I f any pa r ty contracts for any consideration re la t ing to disposit ion of such party 's share of substances 

52 produced hereunder, such consideration shail not be deemed a con t r ibu t ion as contemplated in th i s 

53 A r t i c l e V I I I . C . 

54 
55 I ) . Subsequently Created Interest: 

56 

57 No twi th s t and ing the provisions ol A r t i c l e V I I I . E . and V I I I . C . i f any par ty hereto shall , subsequent 

53 to execution ot this agreement, create an ove r r i d ing l o y a l t y , p roduct ion payment, or net proceeds i n t e r -

59 est. wh ich such interests are heremai ter re fer red to as "subsequently created interest ". such subsequent ly 

60 created interest snail be speed icai ly made subject to a l l of the terms and provisions ol tins agreement, as 

61 fo l lows: 

62 

63 I . If non-consent operations are conducted pursuant to anv provis ion ol this agreement, and the 

64 party conduct ing such operations becomes ent i t led to leceive the product ion a t t r ibu table lo the interest 

65 out ol which ihe subsequently created interest is de r ived . Mich par ty shall leceive same free ana clear 

H6 ol -uch subsequently created inte ies l . The pui ty creat ing same shall bear and pay al l such subsequent ly 

67 eieated mteiesl.s and shall i ndemni ty and hand the other parties hereto 11 ee and haimless Horn any and 

63 .dl l i ab i l i t y resul t ing '. hei el rom. - - •••'—-

69 
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1 2. It the owner . . f Uu- interest f r o m which Iht ' subsequently created interest is der ived (1) fa i l s to 

•Z pay. when due. it., share nt expenses chargeable hereunder, or (2 ) elects to abandon a w e l l under p r o -

:; visions of A r t i c l e VI .E. hereof, or I 3) elects lo surrender a lease under provisions of A r t i c l e V I I I . A . 

4 hereot. the subsequently created interest shall be chargeable w i t h tho pro rata por t ion of a l l expenses 

a hereunder m - t h e same manner as i f such interest were a w o r k i n g interest. For purposes of col lec t ing 

ii such chargeable expenses, tho par tv or parties who receive assignments as a result of (2) or (3) above 

7 shall have the r ight to enforce a l l provisions of A r t i c l e V I I . B . hereof against such subsequentlv created 

3 interest. 

9 

10 E. .-Maintenance of I ' n i f o r n i Interest: 

11 

12 For the purpose of ma in ta in ing u n i f o r m i t y of ownersh ip in the o i l and gas leasehold interests 

13 covered by this agreement, and no twi ths tand ing any other provisions to the con t ra ry , no par ty sha l l 

14 sell, encumber, transter or make other disposit ion of its interest in the leases embraced w i t h i n the C o n -

15 tract Area and in wells, equipment and product ion unless such disposit ion covers e i ther : 

16 

17 1. the ent i re interest of the pa r ty in a l l leases and equipment and p roduc t ion : or 

13 

19 2. an equal undiv ided interest in a l l leases and equipment and product ion in ihe Contract Area . 

20 

21 Every such sale, encumbrance, t ransfer or other disposi t ion made by any par ty shall be mace e x -

22 pressly subject to this agreement, and shall be made wi thou t p re jud ice to the r igh t of the other parties. 

23 

24 I f , at any t ime the interest of any par ty is d iv ided among and owned by four or more co-owners . 

25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent w i t h f u l l 

26 au tho r i t y to receive notices, approve expenditures, receive b i l l ings fo r and approve and pay such par ty ' s 

27 share of the j o i n t expenses, and to deal general ly w i t h , and w i t h power to bind, the co-owners of such 

28 party 's interests w i t h i n the scope of the operations embraced in this agreement: however , a l l such 

29 co-owners shal l have the r igh t to enter into and execute a l l contracts or agreements for the disposi t ion 

30 of the i r respective shares of the o i l and gas produced f r o m the Contract Area and they shal l have the 

31 r igh t to receive, separately, payment of the sale proceeds hereof. 

32 

33 F. Waiver of Kigh t to Pa r t i t i on : 

34 

35 I f pe rmuted by the laws of the stale or states in which, the proper ty covered hereby is located, each 

36 par ty hereto o w n i n g an undiv ided interest in the Contract Area waives any and a l l r ights i t may have 

37 to pa r t i t i on and have set aside to it in severalty its u n d i v i d e d interest therein. 

38 

39 - f r : Prefer; m i n i Right m Pnrii'muii-: 

40 

41 

42 interests"~>*~^ho Contract Area, it shall p rompt ly give w r i t t e n notice lo the other parties. wi th^y i4<TtT3r -

43 mal ion coneernim^^*Ss^4^^osou sale, which shall include the name and address ot^JJ;.e^-pTnspective p u r -

44 chaser ( w h o must be r c ; i m > s i ^ j ^ n g and able to purchase) . Hie pui-chase i r ^ - r ' a n d a l l o ther terms of 

45 the o f f e r . T h e other parties .-ha i l T i > H » J i a i v o an op t iona l p m u - j j ^ ^ r ^ T T a period of ten (10) days a l t e r 

46 receipt of the notice, to purchase on the s a m e " , > s ^ r ^ a i i d ^ the interest which, the other p a r t y 

47 proposes to sel l : and. if this opt ional r igh t is - J j**rfchs"Ctr?<^ parties shali share the p u r -

48 chased interest in the proport ions t h ^ i ^ + T e u i t e r e s i ol each bc-uT^-s^r^he total interest of a l l purchas ing 

49 parties. However , there s h a j . l ^ ' m o p r o l ' c r o n t i a l r ight to purchase in t h o s e ^ 7 > ^ w h e r e any pa r ty wishes 

50 to mortgage its h u ^ e r t s . or to dispose of its interests by merger . reorganizalionT*cSft<44|dation. or sale 

51 of a l l i i r ^ t b s f a m i a l l y a l l of its assets to a subsidiary or parent company or to a s u b s i d i a r y ~ i j f - s * m i r e n t 

53 
54 A R T I C L E I X . 

55 I N T E R N A L R E V E N U E CODE E L E C T I O N 

56 

57 This agreement is nol intended to create, and shall not be construed lo create, a re la t ionship of p a r t -

58 nership or an association lor pro ti t between oi among the parties hereto. N o t w i t h s t a n d i n g anv p r o -

59 visions herein that the r ights anil l iabi l i t ies hereunder are several and not j o in t or col lect ive, or that th is 

60 agreement and operations hereunder shall nol const i tute a partner.-luo. i t . mr Federal income tax p u r -

61 poses, this agreement and the operations hereunder are regarded as a partnership, each pa r ty hereby 

62 a l fected elects to he excluded I rom the appl icat ion ot a i l ol the piovis ions ot Subchapter " K " . Chau le r 

63 I . Subt i t l e " A " , ot the Internal Revenue Code ol 1954. as pe rmi t t ed and authorized by Section 701 of 

64 the Code and the i egui.it ions promulg. i ted thereunder Ope ia to r is authorized and directed lo execute on 

65 behalf " I each p . u l v herebv al lected such evidence ot this e ject ion as mav be required by the Secretary 

66 ot the Treasury ol the Uni ted States or the 1'edeial Inte l mi l Revenue Seivice . inc lud ing spect f ica l iv . b u t 

l|7 not bv wav ot l imi t a t ion , al l ol 'he i . ' l u i n s . statements, and the data required by Federal Regu la -

63 tions 1.761. Si iouid Iheic be anv l eqmre inen l that each partv herebv al lected give l u r t h e r evidence o f 

69 tins e l e i t ion . each such par tv shall execute - i i ch documents . .ml l u rn i sh sucn other evidence as may be 

70 l eq i i i r c i i i) v the Fedeiul Inte l mi l Revenue Seivice or as mav be necessarv to evidence this elect iun. No 

- 12 -



A.A.P.L. IORM hio - MODLL. IORM OPERATING AGREEMENT - iy; 

1 -u.cn p 111v shall give anv notices nr take anv other act ion inconsistent w i t h the election made hereby. 

•' It' n iv present or n i tu re income tax laws of the state or stales in wh ich the Contract Area is located o r 

•' inv tuture income tax laws of the Uni ted States contain provisions s imi l a r to those in Subchapter " K " . 

4 Chanter I . Subt i t le - . V . of the In te rna l Revenue Code of 1054. under wh ich an election s imi la r to tha t 

-, provided b v Section Til l of Ihe Code is permi t ted , each par ty hereby af fec ted shall make such election as 

ti mav be permi t ted or required by such laws. In m a k i n g the foregoing election, each such par ty states tha t 

7 the income der ived hy such par ty f r o m Operations hereunder can be adequately de termined w i t h o u t the 

3 computat ion of par tnership taxable income. 

9 

10 A R T I C L E X . 

11 . C L A I M S A N D L A W S U I T S 

12 

13 Operator may settle any single damage c la im or suit a r i s ing f r o m operations hereunder i f the e x -

14 penditure does not exceed F p n r f h n n t a n r l Do l l a r s 

15 (S 4,POO . f l A ) and i f the payment is in complete set t lement of such c l a im or suit . I f the amoun t 

IG required for settlement exceeds the above amount, the parties hereto shall assume and take over the 

17 f u r t h e r hand l ing of the c la im or suit, unless such a u t h o r i t y is delegated to Operator . A l l costs and e x -

18 pense of hand l ing , set t l ing, or otherwise d ischarging such chum or suit shall be at the j o i n t expense 

19 of the parties. I f a c la im is made against any par tv or i f any pa r ty is sued on account of any m a t t e r 

20 ar is ing f r o m operations hereunder over wh ich such i n d i v i d u a l has no cont ro l because of the r ights g iven 

21 Operator by this agreement, the par ty shall immedia te ly n o t i f y Operator , and the c la im or suit sha l l 

22 be treated as any other c la im or suit i n v o l v i n g operat ions hereunder. 
23 

24 A R T I C L E X I . 

25 FORCE M A J E U R E 
26 

2" I f any pa r ty is rendered unable, w h o l l y or in par t , by lorce ma jeure to ca r ry out its obl iga t ions 

23. under this agreement, other than the obl igat ion to make money payments, that par ty shal l give to a l l 

29 other parties p rompt w r i t t e n notice of the force ma jeure w i t h reasonably f u l l par t iculars concerning i t : 

30 thereupon, the obligations of the par ty g iv ing the notice, so fa r as they are a f fec ted by the force ma jeu re . 

31 shall be suspended dur ing , but no longer than, the cont inuance of the force majeure . The af fec ted p a r t y 

32 shall use a l l reasonable dil igence to remove the force m a j e u r e s i tua t ion as q u i c k l y as practicable. 

33 

34 The requi rement that any force majeure shall be remedied .wi th a l l reasonable dispatch shai l not 

35 require the sett lement of strikes, lockouts, or other labor d i f f i c u l t y by the par ty invo lved , con t ra ry to its 

36 wishes: how a l l such d i f f i c u l t i e s shall be handled shal l be en t i r e ly w i t h i n the discret ion of the pa r ty 

37 concerned. 

38 

39 The t e rm "force majeure" . as here employed, shal l mean an act of God. s t r ike , lockout, or o ther 

40 indus t r i a l dis turbance, act of the public enemy, war . blockade, publ ic n o l . l i g h t n i n g , f i r e , s torm, f l o o d . 

41 explosion, governmenta l action, governmental delay, res t raint or inact ion, unava i l ab i l i t y of equ ipment . 

42 and any other cause, whether of the k ind specif ical ly enumera ted above or otherwise, w h i c h is not 

43 reasonably w i t h i n the control ot the par ty c l a iming suspension. 

44 

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

46 NOTICES 

47 

43 A l l notices authorized or requi red between the parties, and requi red by any of the provisions of 

49 this agreement, unless otherwise speci f ica l ly provided , shal l be given in w r i t i n g by U n i t e d States m a i l 

50 or Western U n i o n telegram, postage or charges prepaid, or by teletype, and addressed to the pa r ty to 

51 w h o m the notice is given at the addresses listed on E x h i b i t " A " . The o r i g i n a t i n g notice g iven under any 

52 provision hereof shall be deemed given only when received by the pa r ty to w h o m such notice is d i rec ted . 

53 and the t ime fo r such par ty to give any notice in response thereto shall run f r o m the date the o r i g m a t -

54 ing notice is received. The second or any responsive notice shal l be deemed given when deposited i n 

55 the Uni ted States ma i l or w i t h the Western Union Telegraph Company, w i t h postage or charges p repa id . 

56 or when sent by teletype. Each par ty shad have the r igh t to change its address at any t ime , and f r o m 

57 t ime to l i m e , by g i v i ng w r i t t e n notice hereof to a l l o ther parties. 

58 
59 A R T I C L E X I I I . 
Of) T E R M OF A C . R E E M E N T 

61 
62 This agreement shall remain m l u l l fo icc and e i ieet us to the m l and gas leases and or o i l and gas i n -

63 teresls subjected hereto ior the pel md oi t ime selected below: provided , however, no par tv hereto sha l l 

64 ever be construed as having any r ight , t i t le or sulci est in or to anv lease, or oi l and gas interest c o n -

65 t r ibu ted by anv other par ty beyond the term ol this agreement. 

66 

67 

63 

li'J 

71) 

Option No. I : So long as any ol Ihe o i l and gas leases subiect to this agreement remain or are c o n 

tinued in lo ice , u to anv par i ol the Contract Atea. whether by produc t ion , extension, i enewal ur o t h e r 

wise, and or so long as o i l and. or gas product ion continues t ro iu anv lease or o i l and gas interest. 

- I 3 -
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1 X Omion Nn 2: In ihe event tiie well described in Article VI.A.. nr anv subsequent well ririiled 
2 under :u.y provision nt this aureetnent. results in production of nil and or gas in paying quantities, this 
3 agreement shall continue in lorce so long as anv such well or wells produce, or are capable of produc-
A tion. and tor an additional period of 120 davs from cessation of all production: provided, however. 
5 it. prior to the expiration ul such additional period, one or more of Ihe parties hereto are engaged in 
ii drilling or reworking a well or wells hereunder, this agreement shall continue in force until sucn op-
7 orations have been completed and if production results therefrom, this agreement shall continue in 
3 force as provided herein. In the event the well described in Article VI.A.. or any subsequent well 
9 drilled hereunder, results ir. a dry hole, and no other well is producing, or capable of producing oil 

10 and or gas from the Contract Area, this agreement shall terminate unless dril l ing or reworking oncra-
11 tions are commenced within c u davs from the date of abandonment of said well. 
12 
13 I t is agreed, however, that the termination of this agreement shall not relieve any party hereto f rom 
14 any liability which has accrued or attached prior to the date of such termination. 
15 

16 ARTICLE X I V . 
1" COMPLIANCE WITH LAWS ANO REGULATIONS 
13 

19 A. Laws. Regulations and Orders: 
20 

21 This agreement shall be subject to the conservation laws of the state in which the committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of 
23 said stale: and to all other applicable federal, stale, and local laws, ordinances, rules, regulations, and 
24 orders. 
25 
26 B. Governing Law: 
27 

23 The essential validity of this agreement and all matters pertaining thereto, including, but not l i m -
29 ited to. matters of performance, non-performance, breach, remedies, procedures, rights, duties and tn-
30 terpretation or construction, shall be governed and determined bv the law of the state in which the 
31 Contract Area is located. If the Contract Area is m two or more states, the law of the state where most 
32 of the land in the Contract Area is located shall govern. 
33 

34 ARTICLE XV. 
35 OTHER PROVISIONS 
36 
37 
33 
39 
40 

0 l 

53 

60 
61 
62 
63 
64 
65 
66 
67 
63 
6!) 
70 

Sale of Gas Production: 

I t is recognized 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 

4 1 right, subject to existing contracts, to market the royalty gas attributable to 
4 2 each lease which i t contributes to the Contract Area and to receive payments due 
4:5 for such royalty gas produced from or allocated to such lease or leases. It is 
4 4 agreed that, regardless of whether eacn party markets or contracts for its share 
4 5 of gas, including the royalty gas under the leases which i t contributed to the 
40 Contract Area, such party agrees to pay or cause to be paid to the royalty owners 
•i" under its lease or leases the proceeds attributable to their respective royalty 
48 interest and to hold all other parties hereto harmless for its failure to do so. 
49 

50 B. Billing Additional Interests: 
51 

52 Notwithstanding the provisions of this agreement and of the accounting procedure 
53 attached as Exhibit "C", the Parties to this agreement specifically agree that in 
54 no event during the term of this contract shall Operator be required to make more 
55 than one billing for the entire interest credited to each Party on Exhibit "A". I t 
56 is further agreed that i f any Party to this agreement (hereinafter referred to as 

"Selling Party') disposes of part of the interest credited to i t on Exhibit "A", the 
Selling Party shall be solely responsible for billing its assignee or assignees, 

59 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 i t . It is further understood and agreed that i f Sellinc 
Party disposes of all its interest as set out on Exhibit "A", whether to one 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 Exhibit "A", Selling Party shall furnish 
to Operator the following: 

- 14 -
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1. W r i t t e n notice of the conveyance and p h o t o s t a t i c or cer

t i f i e d copies of'the assignments by which the t r a n s f e r was made. 

2. The name of the assignee to be b i l l e d and a w r i t t e n s t a t e 
ment signed by the assignee to be b i l l e d i n which i t consents to 
receive statements and b i l l i n g s f o r the e n t i r e i n t e r e s t c r e d i t e d to 
S e l l i n g Party on E x h i b i t "A" hereof; and, f u r t h e r , consents to handle 
any necessary s u b - b i l l i n g s i n the event i t does not own the e n t i r e 
i n t e r e s t c r e d i t e d to S e l l i n g Party on E x h i b i t "A". 

C. Disbursement of 'Royalties: 

I f a purchaser of any o i l , gas or other hydrocarbons produced from 
the Contract Area declines to make disbursements of a l l r o y a l t i e s , 
o v e r r i d i n g r o y a l t i e s , working i n t e r e s t s , and other payments out of , or 
wi t h respect t o , production revenues which are payable on the Contract 
Area, Operator may, at i t s o p t i o n , from time to time, make disburse
ments on behalf of any Non-Operator who requests i n w r i t i n g t h a t 
Operator do so. Each Non-Operator f o r whom such disbursement i s made 
s h a l l f u r n i s h Operator w i t h the f o l l o w i n g : 

1. Such documents as may be necessary i n the opinion of Operator 
to enable Operator to receive a l l payments f o r o i l , gas or other 
hydrocarbons d i r e c t l y from the purchaser thereof. 

2. An i n i t i a l l i s t of names, addresses, and i n t e r e s t ( t o a seven 
place decimal), on a t r a c t , u n i t , purchase c o n t r a c t , or other such 
basis as, i n the opinion of Operator, i s necessary f o r e f f i c i e n t admi
n i s t r a t i o n , f o r a l l r o y a l t y , o v e r r i d i n g r o y a l t y and other i n t e r e s t 
owners who are e n t i t l e d to proceeds from the sale of production 
a t t r i b u t a b l e to such Non-Operator's i n t e r e s t . Also, any chanqes to 
the i n i t i a l l i s t s h a l l be furnished promptly to Operator i n w r i t i n g . 

Operator w i l l use i t s best e f f o r t s to make dusbursements 
c o r r e c t l y , but w i l l be l i a b l e f o r i n c o r r e c t disbursement only i n the 
event of gross negligence or w i l l f u l misconduct. Any Non-Operator f o r 
whom such disbursements are made hereby agrees to indemnify and hold 
harmless Operator f o r any los s , i n c l u d i n g c o u r t costs and attorney's 
fees, which may be incurred as a r e s u l t of Operator's making such d i s 
bursements i n the manner prescribed by Non-Operator. 

D. A r t i c l e VII.G., A d d i t i o n : 

I f the Operator i s required hereunder to pay ad valorem taxes 
based i n whole or i n p a r t upon separate v a l u a t i o n s of each party's 
working i n t e r e s t , then notwithstanding anything to the co n t r a r y 
h e r e i n , charges to the j o i n t account s h a l l be made and paid by the 
p a r t i e s hereto i n accordance w i t h the percentage of tax value 
generaged by each party's working i n t e r e s t . 

E. A r t i c l e V I I I . B . , A d d i t i o n : 

Notwithstanding anything to the co n t r a r y contained h e r e i n , each 
pa r t y committing a lease or leases to t h i s agreement s h a l l have the 
opt i o n upon the e x p i r a t i o n of each lease to renew or extend such lease 
and to bear the renewal or extension costs and expenses and thereby 
r e t a i n i t s o r i g i n a l i n t e r e s t and t i t l e i n said lease. ^y e x e r c i s i n g 
such o p t i o n , the p a r t i e s ' working i n t e r e s t s s h a l l remain unchanged.' 
I f the o r i g i n a l lease owner does not exercise i t s option w i t h i n s i x t y 
(60) days a f t e r the e x p i r a t i o n date of the o r i g i n a l lease, the 
renewal"or extension lease w i l l then be subject to the terms of t h i s 
a r t i c l e as w r i t t e n above. I f any working i n t e r e s t owner other than 
the o r i g i n a l lease owner renews or extends the lease, the renewing or 
extending party s h a l l f u r n i s h the o r i g i n a l lease owner an itemized 
statement of the complete renewal or extension costs and expenses of 
such lease. The o r i g i n a l lease owner s h a l l have s i x t y (ZO) days a f t e r 
the r e c eipt of such itemized statement to reimburse tiie renewing or 
extending party in f u l l . F a i l u r e of the o r i g i n a l lease owner to do so 
s h a l l r e s u l t i n the f o r f e i t u r e of i t s op t i o n hereunder. The p r o v i 
sions hereof s h a l l only apply to leases or por t i o n s of leases located 
i n the Contract Area. 
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As between the i n t e r e s t of TXO and FINA, t h i s Agreement s h a l l be 

s u b j e c t and s u b o r d i n a t e to t h a t C e r t a i n O i l s, Gas Lease A c q u i s i t i o n 
and Development Aareement da ted Oc tobe r 22 , 19R2, between TXO 
PRODUCTION" CORP. and APCOT-FINADEL JOINT VENTURE. I n the even t o f a 
c o n f l i c t between t h i s agreement and the O i l & Gas Lease A c q u i s i t i o n 
and Develooment Agreement, the terms of the O i l and Gas Lease 
A c q u i s i t i o n and Development Agreement s h a l l p r e v a i l . Upon t e r m i n a t i o n 
o f the O i i * Gas Lease A c q u i s i t i o n and Development Aqreement , t h i s 
Agreement s h a l l be amended as between TXO and FINA i n the manner p r o 
v i d e d i n A r t i c l e XXI o f the O i l s Gas Lease A c q u i s i t i o n and 
Development Agreement . 

G. As between APCOT-FINADEL JOINT VENTURE and any o t h e r p a r t y h e r e t o 
the non-consent p e n a l t i e s s p e c i f i e d i n A r t i c l e V I . 3 . 2 ( a ) s h a l l be 
1005/100%; and the non-consen t p e n a l t i e s s p e c i f i e d i n A r t i c l e 
V I . 8 . 2 ( b ) s h a l l be 300%/300% as t o a l l w e l l s d r i l l e d t o a dep th o f 
10,000 f e e t s u b s u r f a c e o r l e s s , and 4 0 0 % / 4 0 0 9 J as t o a l l w e l l s d r i l l e d 
t o a dep th g r e a t e r t h a n 10,000 f e e t s u b s u r f a c e . 

H. I t i s understood by a l l par t ies that the Sprinkle Federal #2 w e l l , i s to 
be a reentry and deepening of the Walker Federal #1 we l l which was a dry hole 
d r i l l e d to a t o t a l depth of 4,270 fee t by John H. H i l l , Operator. I t i s fu r the r 
understood and agreed to by a l l par t ies hereto tha t , should TXO encounter 
impenetrable condit ions or mechanical problems during the reenty and deepening 
of the said we l l and be required to move the r i g and commence the d r i l l i n g of 
a new we l l at a loca t ion w i t h i n a 100' radius of the i n i t i a l l oca t ion , TXO 
sha l l n o t i f y a l l non-operators of i t s in t en t ion to move the r i g and commence 
the d r i l l i n g of a new wel l along wi th the estimated cost to d r i l l and complete 
said w e l l . This notice may be given by telephone and a l l non-operators sha l l 
be l i m i t e d to a response period of 48 hours exclusive of Saturday, Sunday, or 
lega l holidays. Fai lure of a party receiving such notice to reply w i t h i n 
period above f i x e d sha l l cons t i tu te an e lec t ion by that party not to pa r t i c ipa te 
i n the cost of the d r i l l i n g and completing of the new w e l l , and any non-
p a r t i c i p a t i n g in te res t sha l l be subject to the non-consent penalties specif ied 
in A r t i c l e VI.B.2(a) and (b) . Any notice or response given by telephone sha l l 
be promptly confirmed i n w r i t i n g . 
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ARTICLE X V I . 
M I S C E L L A N E O U S 

T!i:s . i snvmcm .-hall he lunrims upon aim - nail uuuo to the benefit of the partiw hereto ami to then-
: esneetive hens, devisees, legal representatives, MICCOMIIS and assigns 

This m.Mfitment mav he executed in anv number nl emmlerparls. eaen <>l which shall he consiccrec 
an original tor al! purposes. 
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IN WITNESS WHEREOF, this agreement shall be ellectivcas ot dav ot _ 
19 

O P E R A T O R 

TXCX PRODUCTION CORP 

Senior Vice President 

N O N - O P E R A T O R S 

ATTEST 

Secretary 

^ fifth 

PETRO ATLAS CORPORATION 

By: ^ r los^-X^ xg: 
James L. Harden I I I 

T i t l e : President 
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THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me th i s 
d a y of 5^./^W,i*~ , 19£V_, by JOHN D. HUPPLER, Senior Vice President, 
of TXO PRODUCTION CORP., a Delaware corporation, on behalf of said 
corporation. 

My Commission Expires: 

Notary Public in and for / 
The State of Texas 

STATE OF COLORADO § 

COUNTY OF DENVER § 

The foregoing instrument was acknowledged before me on thi s 25th day of 
September , 198J5 , by James L. Harden I I I , 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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70 

A R T I C L E X V I . 

. M I S C E L L A N E O I S 

This agreement shall ho binding upon and .--.halt inure to the benefit of the parties hereto and to their 
irspeetive heirs, devisees, legal representatives, successors and assigns. 

This instrument may be executed m any number of counterparts, each of which, shall be considcrec 
an original for all purposes. 

19 
IN WITNESS WHEREOF, this agreement shall be eftecttve as of 

O P E R A T O R 

day of. 

TXfi PRODUCTION CORP. 

Jofih D.. Huppler 
SehsiprNVice Preside'nt 

N O N - O P E R A T O R S 

PETRO ATLAS CORPORATION 

B y j 

T i t l e : 
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THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

The foregoing instrument was acknowledged before me t h i s 
day of 5c )<-/,>-<-1 , 19s(S , by JOHN D. HUPPLER, Senior Vice President, 
of TXO PRODUCTION CORP., a Delaware corporation, on behalf of said 
corporation. 

My Commission Expires: ^ 

Notary Public i n and for / 
The State of Texas 

STATE OF § 

COUNTY OF § 

The foregoing instrument was acknowledged before me on t h i s day of 
, 198 , by , of 

Petro Atlas Corporation a corporation, on behalf of said 
corporation. 

My Commission Expires: 

Notary Public i n and for 
County, 
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EXHIBIT "A" 

Attached t o and made a p a r t of t h a t c e r t a i n J o i n t Operating Agreement dated 
September 23, 1985 by and between TXO Production Corp., Operator and Petro 
A t l a s , 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' below the surface t o 13,450' 

TRACT I I : 
CONTRACT AREA: 

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

DEPTH LIMITATIONS: 

From 4825' below the surface t o 8800' or a depth s u f f i c i e n t t o t e s t the Bone Sp r i 
formation 

NAMES, ADDRESSES AND PERCENTAGES OF THE PARTIES: 

TRACT I : 

TXO Production Corp. e t a l 
900 Wilco Bldg. 
Midland, TX 79701 

Petro A t l a s Corporation 
999 18th S t r e e t , Suite 2908 
Denver, Colorado 80207 

T o t a l 

Before Pavout 

1.0000000 

-0-

1.0000000 

* A f t e r Pavout* 

953125 

.046875 

1.0000000 

TRACT 2: 

TXO Production Corp. 
900 Wilco Bldg. 
Midland, Texas 79701 

Petro A t l a s Corporation 
999 18th S t r e e t , Suite 2908 
Denver, Colorado 6C533 

Before Payout 

.953125 

.046875 

A f t e r Payout 

.953125 

.046875 

T o t a l 1.0000000 1.0000000 
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OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT: 

NM 40452 
Lessor: United States - Department of the I n t e r i o r - 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, O i l & Gas Lease Records 
Lea County, New Mexico 

*Assuming Petro Atlas Corporation elects to convert i t s overriding royalty i n t e r e s t 
to a working in t e r e s t at payout of the Sprinkle Federal #1 wel l . 


