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FARMOUT AGREEMENT

Farmee: Leonar'd Resource [nvestment Corporation and H. Scott Davis

Address: P.O. Box 3422, Midland, Texas 79702 and 911 Bedford, Midland, Texas 79701

Area/Pfospect: Nadine

County/Parish & State: Lea County, New Mexico

This Farmout Agreement ("Agreement"), dated September 1, 1998, is entered into between
CROSS TIMBERS OIL COMPANY hereinafter called Farmor (whether singular or plural), and

the party(ies),designated above as Farmee and shall be effective as hereinafter provided.

WHEREAS Farmor represents that it is the owner of certain mterest(s) in the oil and gas

~ lease(s) (hereinafter referred to as "farmout lease(s)") covering the lands (hereinafter referred to-
as “farmout lands") described in Exhibit "A", which is attached hereto; and

WHEREAS, Farmor agrees that Farmee may acquire an interest in the farmout lease(s)
insofar as they cover lands described in Exhibit "A" under the terms and conditions set forth;

NOW THEREFORE in consxderatlon of the mutual covenants and agreements herelnafter

set forth, it is agreed by the parties as follows to wit;

1. EXHIBITS.

. The followmg exhibits, if checked are attached hereto and shall be considered part of this

 Farmout Agreement

[ X1 Exhibit A-Lease Schedule, describing the oil and gas leases subject hereto,
including the legal description of the lands. - ' '
{ X 1 Exhibit B-Operating Agreement.
[ X] Exhibit C-Geological Requirements. »
[ ] Exhibit D-Accounting Procedure to be used in calculating payout of any
- Farmout Well hereunder, if no Operating Agreement is attached.
‘Exhibit E-Gas Balancing if no Operating Agreement is attached.
Exhibit F-Non-Discrimination if no Operating Agreement is attached.
Exhibit G-Tax Partnership Agreement if no Operating Agreement is attached.
Exhibit H-Plat of Farmout Lands and Area of Mutual Interest
Exhibit I-Assignment Earned Under Farmout.

Exhibit J-Assignment of After Acquired Interest O1l Conservation Division
. CaseNo. —}

2. DEFINITIONS. " ExhibitNo. /

bd o b G e f s

(a) A "completed well" is a well which has been fully equipped for the taking of
- production through and including the tanks for an oil well and through and

including the christmas tree for a gas well or plugged and abandoned, if a dry
hole.

(b)  The term "drilling unit" means the area within the surface boundaries established -
- or prescribed by field rules or special order of the applicable regulatory authority,
e.g. the spacing unit, unit for production, proration unit, or participating area. In

the absence of any unit established or prescribed by field rules or special order of

the applicable regulatory authority, and solely for the purposes of this Farmout
~Agreement, "drilling unit" shall also mean a 40 acre hypothetical unit if an earning

well is completed as an oil well, or a 160 acre hypothetical unit if an earning well
is completed as a gas well, any such hypothetical unit to be designated by Farmor.

(c) The term "outside acreage" means farmout lands which are outside the surface
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boundaries of a "drilling unit" as defined in Section 2.(b) above.

The term "earning well" means any well drilled under the terms and conditions of
this Agreement by which Farmee is entitled to receive an assignment.

The .term‘ "lease burdens" means any royalty, overriding royalty, production
payment, and other similar burdens on production.

The term "gas well" means any well that is so classified by rules or special qrder '
of the applicable regulatory agency, or, in the absence of same, a well with a
gas/oil ratio greater than or equal to 100,000 to 1.

The term "oil well" means any well that is so_classified by rules or spec1al order
of the applicable regulatory agency, or, in the absence of same, a well with a
gas/oil ratio of less than 100,000 to 1.

Contract Depth for Earning: 8100’ or to a depth sufficient to test the Devonian
formation.

FARMOUT WELL(S).

3.1

(a)

- (®

()

3.2

TEST WELL. Farmee shall drill a well, hereinafter called the "test well", strictly
in accordance with the following well specifications:

Location:Legal location of Farmee’s choice on the farmout lands.

Spudding Deadline: On or before February 15, 1999, Farmee must commence the
actual drilling of a test well at the location specified in 3.1(a).

Completion/Plugging Deadline: With reasonable diligence if a commerc1al well or
within 60 davs if a dry hole.

SUBSTITUTE WELL(S).

| Fafme’e shall have no right to drill a substitute well.

LOST HOLE ONLY. In the event any well provided for herein is lost forbany
reason prior to being drilled to contract depth or Farmee has encountered during

- the drilling of any well mechanical difficulty or formation or condition which
- would render further drilling impracticable or impossible, Farmee may plug and

abandon such well and thereafter may continue its rights hereunder by
commencing a substitute well (or wells) for any such well (which has been lost
or abandoned) within () days from the date the prior well was lost.
Any substitute well drilled hereunder shall be drilled subject to the same terms and
conditions and to the same depth as provided for the well so lost or abandoned.
Any reference herein or hereinafter made to the test well or any option well shall

be deemed to be a reference to any well or wells which may be drilled as a
substitute therefor.

LOST HOLE OR DRY HOLE. In the event any well prov1ded for herein 1is lost
for any reason prior to being drilled to contract depth or Farmee has encountered
during the drilling of any well mechanical difficulty or formation or condition
which would render further drilling impracticable or impossible, or any well




reaches contract depth and is completed as a dry hole, Farmee may plug and
abandon such well and thereafter may continue its rights hereunder by
commencing a substitute well (or wells) for any such well (which has been lost
or abandoned or completed as a dry hole) within one hundred twenty (120) days
~ from the date the prior well was lost or completed as a dry hole. - Any substitute
well drilled hereunder shall be drilled subject to the same terms and conditions and
to the same depth as provided for the well so lost or abandoned or completed.
" Any reference herein or hereinafter made to the test well or any option well shall

be deemed to be a reference to any well or wells which may be drilled as a
substitute therefor.

3.3  EARNED ASSIGNMENTS-PRODUCE TO EARN. Upon receipt of Farmee’s
~ written request (a copy of the appropriate regulatory completion report should be
included) and as soon as practicable after Farmor is satisfied that Farmee has complied
with all of its obligations (including, but not limited to, all geological requirements as set
out in Exhibit "C") under this Agreement with regard to the completion of a farmout well

as a producer of oil and/or gas in paying quantities, Farmor shall deliver to Farmee the
following:

[ ] This section does not apply; see Section 3.4 for applicable earnings provision.

[ X1 A drilling unit acreage assignment for the earning well as described in Section 3.5
below.

[ X] An outside acreage assignment as described in Section 3.6 below.

3.4  EARNED ASSIGNMENTS-DRILL TO EARN. Upon receipt of Farmee’s written
- request and as soon as practicable after Farmor is satisfied that Farmee has complied with
all of its obligations (including, but not limited to, all geological requirements as set out
in Exhibit "C") under this Farmout Agreement with regard to the completion of a farmout

well as a producer of oil and/or gas in paying quantities, or as a dryhole, Farmor shall
deliver to Farmee the following:

[ X ] This section does not apply; see Section 3.3 for applicable earnings provision.

[ ] A drilling unit acreage assignment for the earning well as described in Section 3.5
below.

[ ] An outside acreage assignment as described in Section 3.6 below.

3.3 DRILLING UNIT ACREAGE ASSIGNMENT. If a vdrilling unit - acreage
assignment Is earned hereunder, such assignment shall cover:

PRODUCER:

[ Jall [ X Jan undivided 75%

DRY HOLE: '

[ Jall [ Jan undivided %

of Farmor’s right, title and interest in the drilling unit, subject to the reserved overriding

royalty interest and back-in working interest, if any described in Section 4 below, and
subject to the depth limitations set out in Sectlon 3.7.

3.6 OUTSIDE ACREAGE ASSIGNMENT. If an out51de acreage assignment is ‘earned
hereunder, such assignment shall cover: -

PRODUCER: = v

[ Jall [ X ]an undivided 75%

DRY HOLE: -

[ Jall [ Jan undivided . %

of Farmor’s right, title and interest in the farmout lands not covered by the drilling unit



acreage assignment described above, subject to the following area and/or depth limitations
set out in Section 3.7 (check appropriate limitations):

Area [ X] No area limitations
o [ ] Limited to the following area:

3.7 DEPTHS EARNED. If an as'signment is earned, the rights earned will be as
follows:

[ ] Limited to the interval from the surface down to and including, but not below, the
stratigraphic equivalent of the total depth drilled in the eamlng well; or

‘[ ] 'Limited to the interval from the surface down to and including, but not below, one

hundred feet (100%) below the stratxgraphlc equivalent of the total depth drilled in the
earning well; or

[. 1 Limited to the interval from the surface down to and including, but not below the
base of the deepest producing formation in the earning well; or

[ X'} Not limited as to depth; or

[ 1 Limited to the following interval:

FARMOR'’S CARRIED INTEREST.

4.1 Farmor will retain 25% of the leasehold interest in the Leases. It being understood
and agreed that the Test Well will be drilled, tested, completed and equipped at the sole
cost, risk and expense of Farmee, and Farmor will be carried through the tanks and -
pumping unit (if placed on the Test Well within 6 months of completion) with its 25%

interest. All additional wells will be drilled pursuant to the term of the Operating
Agreement described in Section 7.

4.2 ‘IPROPORT'IONATE REDUCTION. If a lease described herein covers less than a
full oil and gas leasehold estate in any lands described herein under such lease, or if
Farmor’s interest in such lease covering any lands described herein under such lease is
less than the full -oil and gas leasehold estate or if the lease covers less than the
governmental spacing unit, then the carried interest reserved out of the leasehold estate

shall be payable in the proportion that Farmor S mterest bears to the full oil and gas
leasehold estate in such lands or spacmg unit.

- ABANDONMENT OF WELLS.

5.1 In the event any farmout well is completed as non-productive of oil and/or gas in

paying quantities or ceases production, Farmee shall immediately give Farmor written

notice of the proposed plugging and abandonment. Farmor shall have thirty (30) days
- after receipt of such written notice and receipt of logs within which to elect to take over _
the well for the purpose of conducting additional operations as it desires; except that if
a drilling rig is on location, notice to plug and abandon may be given by telephone and
Farmor’s response period shall be limited to twenty-four (24) hours after receipt of logs,
inclusive of Saturday, Sunday and legal holidays. In the event Farmor fails to advise
Farmee of its respective election within the prescribed period of time, then such well shall
be plugged and abandoned by Farmee in accordance with the terms hereof. Farmor shall
have the right to take over such well using so far as necessary, at Farmor’s expense, the
~ tools and workmen of Farmee. Farmor shall pay 75% of the reasonable salvage value of



material and equipment in and on said well, less the cost of salvaging same and acquire .
said well for its own use and purposes. Salvage value paid for the casing shall be based
only on the casing above the top of the cement. - The cost of plugging the well and
restoring the surface shall also be deducted from the salvage value. :

52  Inany of said events, upon Farmor’s exercise of said option, all of Farmee’s right,
title and interest in the governmental proration unit of said land for such well shall
terminate and revert to Farmor. Any such well and all subsequent production therefrom
shall be owned solely by Farmor and it shall have the sole right to operate and maintain
said well and use, sell or otherwise dispose of all such production as it may desire,
without any limitation whatsoever. Farmor shall have the option to purchase from Farmee .
any items of equipment, fixtures and machinery in, on or around said well as Farmor may
desire, paying therefore 75% of the reasonable salvage value thereof, such value being the
reasonable value of the right to remove such items from said land less the cost of removal
thereof. If Farmor and Farmee cannot agree on reasonable salvage value, then the highest
of three (3) bona fide written offers, the originals of which are to be submitted to Farmor,
will be controlling as to such items as Farmor may desire to purchase.

5.3 Notwithstanding the automatic reverting and revesting of title into Farmor, upon
the happening of the events as herein provided, Farmee shall promptly make, execute and
deliver to Farmor any instrument or instruments reassigning and reconveying the record
title into Farmor, as and when requested. Farmee hereby agrees and all persons are
hereby given notice that, should said land at any time be reassigned or reconveyed in
accordance herewith, it shall be free and clear of any overriding royalty, payment out of
- production, net profit obligation or carried interest, or any obligation to which it may have
been subjected by Farmee. Any such obligations shall cease and terminate and be of no
further force and effect as to such part of said land reassigned or reconveyed,
notwithstanding that Farmor may have expressly or impliedly consented to the Assignment
or the instrument in which such obligation was reserved or created. In the event Farmor
exercises its option to take over a well as provided above and such well is the last or only

producing well on said land, then the reassignment shall cover all of said land then held
hereunder. ' : '

5.4 In the event Farmee abandons any well drilled on a farmout lease without
Farmor’s approval, or fails to give Farmor a reasonable opportunity to consider its options
as provided in Section 5.1 hereof, this Agreement, as to the unearned portions of the
- farmout leases, shall forthwith terminate, and Farmee shall have no rights hereunder as

to such unearned portions of the farmout lease(s), but Farmee shall, in any case, remain
responsible for the cost of abandonment and restoration of the surface around any such
~well. In the event Farmee fails to plug any such well or fails to restore such surface
around such well to the satisfaction of Farmor, then Farmor, at its option, may plug any
such well and restore such surface around any such well to its satisfaction, and Farmee
shall reimburse it for any and all sums of money expended in connection therewith.
Farmee shall comply with all statutory requirements and governmental rules and
regulations in effect at the time of plugging any well not taken over, and Farmee agrees
to fully defend, protect and indemnify, and hold Farmor harmless from and against each

and every claim, demand or cause of action, expense or liability arising from Farmee’s
failure to plug or properly plug any such well.

FAILURE TO COMMENCE OR CESSATION OF OPERATIONS.

6.1  NO LIQUIDATED DAMAGES.

[ ] - In the event Farmee fails to commence, continue or complete (and the cessation
; of drilling or other operations in connection with any well for.
» () consecutive days shall be deemed failure to continue
drilling) any well in accordance with the provisions hereof, this Agreement shall,
at Farmor’s option, terminate. In the event Farmee defaults in the drilling of a




7.1

6.2

[X]

\

well, there shall be no liability on the part of Farmee for such failure other than
(1) the loss of right« to,dcquire an dssignment as hereinabove provided and (2)
liability for loss or damage occasioned to lands or injury or death to persons-as a
result of or as a consequence of Farmee’s operations hereunder. Upon Farmee’s
failure to conduct operations on any well as provided for herein, Farmor may, gt ’
its option, take possession of all tools placed thereon by Farmee and complete said
operations at Farmor’s expense and liability. -

LIQUIDATED DAMAGES-TEST WELL ONLY.

In the event the test well covenanted to be drilled as set out herein is not drilled
in accordance with the requirements of this agreement, the parties agree that the
resulting damages to the Farmor will be indefinite, uncertain and speculative, and

‘the Farmor and Farmee therefore agree that Farmee will pay to Farmor, as
- liquidated damages, the sum of $25,000.00. : :

OPERATING AGREEMENT.

[ ] This section does not apply; Farmor has no option to convert its reserved

overriding royalty to a working interest.

COMPLETE OPERATING AGREEMENT ATTACHED.

[ X] Upon complete execution of this farmout agreement, the Farmee shall prepare an

7.2

Operating Agreement identical to Exhibit "B" which is a completed AAPL Form
610 1982 Operating Agreement, with among other attachments, the 1984 'COPAS o
Accounting Procedure, for execution by Farmor and Farmee.

NO OPERATING AGREEMENT ATTACHED.

‘In the event Farmor elects to convert to a working interest as herein provided, or
" if any party has proposed the drilling of a well at a location on lands covered by

the farmout lease(s) under which Farmee has acquired an undivided interest, the
Parties agree to negotiate and execute a mutually acceptable Operating Agreement.

- DELAYRENTALS. MINIMUMROYALTY PAYMENTS AND SHUT-INPAYMENTS.

8.1

DELAY RENTALS. Until a lease included in the farmout lands is assigned in
whole or in part to Farmee hereunder, Farmor shall be responsible for paying all

~ delay rentals required to maintain the lease in effect and, within 30 days after

receipt of invoice from Farmor, Farmee shall reimburse Farmor for 75% of the
delay rentals paid. If Farmee fails to reimburse Farmor within the time specified,
the balance of any unpaid delay rental invoice shall bear interest monthly at the
rate of 12% per annum or the maximum contract rate permitted by the applicable

- usury laws in the state in which the farmout lands are located, whichever is the

lesser, plus attorney’s fees, court costs and any other costs in connection with the

collection of such unpaid balance or, at Farmor’s option, this Agreement may be
terminated. ‘ : ‘

After the lease has been assigned in whole or in part to Farmee hereunder, the
responsibility for making such payments shall belong to: . |
Farmor | [ X ]Farmeé ,

subject to 25% reimbursement by the other party upon receipt of invoice as

hereinabove described. The party responsible for paying rentals hereunder shall

not be liable to the other party hereto for any loss resulting from a good faith -
effort to properly do so. ' |
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11.

8.2
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MINIMUM ROYALTY.

This section does not apply; there are iio federal leases.

Minimum Royalty Payments shall be made by:
Farmor , - [ X JFarmee

Subject to 25% reimbursement by Farmor und’er‘the same procedure used in Section 8.1.

8.3

[

SHUT-IN PAYMENTS. Shut-in Payments shall be made by:

] Farmor _‘ ' [ X JFarmee

Subject to 25% reimbursement by Farmor under the same procedure used in Section 8.1. -

LIABILITY. | oy (é [)Od

9.1

9.2

9.3

drilling and completion »

/;;eratxons on the Test Well shall be conducted at the sole expense of Farmee
in a proper and workmanlike manner and in accordance with all applicable laws
and regulations of the constituted authorities, and Farmee shall defend, indemnify
and hold Farmor and its officers, directors, agents, employees and invitees
harmless from all liability for damage (including attorney’s fees) to the person
(including death) and/or property of all persons arising from the performance or
non-performance of Farmee’s operanons conducted hereunder.
During the life of this Agreement the Farmee shall keep Farmor’s intgrest in the -
farmout lease(s) free and clear from all liens. _ z;\% Q 63

— drilling and completion operations on - —

As to/the Test Well, Farmee agrees to assume all risk of liability incident to all
environmental, health or safety related claims or damages resulting from its acts
or omissions, including releases of substances or deposit of substances on, into or

“under - the ‘properties and to hold Farmor harmless from all losses, costs or-

remediation liability resulting from such acts or omissions as defined by present
or future state or federal regulations. This indemnity shall be fully valid and
enforceable as between Farmee and Farmor, notwithstanding any provisions of
laws which deny such indemnity as a defense under such laws. ‘

TITLE INFORMATION AND WARRANTY OF TITLE.

101

-10.2

FARMOR. Farmor agrees upon written request to furnish Farmee copies of the

~farmout lease(s) and all title information in its possession within ten (10) days of

said request. Farmor shall neither be liable for the accuracy of -any title

‘information obtained by Farmee affecting the farmout lease(s) covering the.

farmout land. This farmout and leases listed in Exhibit "A" are made thhout
warranty of title, either express or 1mplxed '

FARMEE. Farmee agrees to prowde a copy of any tltle opinion rendered on
_farmout lands. to Farmor

NOTICES AND W_ELL INFORMATION.

11.1

11.2

IN GENERAL. All well data, information and notices to be given to Farmor as

provided in this Agreement shall be given as provided in Exhibit "C" hereof.

Well data and information should be held confidential as between Farmor and

farmee, unless. written consent is obtained by the party desiring to disclose such
information to a lhird party.

OTHER NOTICES. All notices, payments or other correspondence provxded for
in this Agreement, other than notices provided under Exhibit "C" hereof, shall be
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' givé.n as follows:

Farmor:

Farmee:

Cross Timbers Oil Company

810 Houston Street, Suite 2000

Fort Worth, Texas 76102

Attention: Vaughn O. Vennerberg, II

Leonard Resource Investment Corporation
P.O. Box 3422

Midland, Texas 79702

Attention: Mr. Dan Leonard

H. Scott Davis

911 Bedford

Midland, Texas 79701

Either Farmor or Farmee may change its address at any time by furnishing a written -
notice of change of address to the other party.

INSURANCE.,

12.1  While operations are being conducted hereunder on the farmout lands Farmee
' agrees to acquire and/or maintain the following insurance:

(a)

®)
©

(d)

(e)

Workmen’s Compensation in accordance with applicable state laws and
when applicable extended t0 include coverage for maritime obligations,
United States Longshoremen’s and Harbor Worker’s Compensation Act,

Outer Continental Shelf Lands Act, Jones Act and Death on the High Seas
Act. '

Employer’s Liability with limits of at least $500,000.00.
Compréhensive General Liability with limits of at least $1,000,000.00.

Automobile Liability covering all owned, non-owned and hired vehicles,
with limits of at least $500,000.00. '

Other (piease specify) Care custody and control bof $250.000, Operators
Extra Expense of $2.000.000 and commercial umbrella of $1.000.000.

12.2  Farmee further agrees to name Farmor as an additional insured under items (c) and

(d) above and further agrees to secure a waiver of subrogation in favor of Farmor
under each of the insurance policies noted above.

12.3  Farmee will furnish Farmor, prior to commencing operations, valid certificates of
insurance certifying the above coverage or evidence of Farmee being a qualified
self-insurer. In the event Farmee is a qualified self-insurer, it is agreed between
Farmee and Farmor that the intent of the provisions noted above concerning
additional insured and waiver of subrogation shall apply to such self-insurance.

OPTION TO PURCHASE OYR PROCESS PRODUCTION.

If neither Section 13.1 nor 13.2 apply, please check the individual options on Sections
13.3, 13.4 and 13.5. '

[ _] 13.1 Farmor TEServes 2 call on all production from all earning wells.

[ X ] 13.2 Farmor does not reserve a call on any production from any earning well.



14.

133 OIL PRODUCTION. [ JYes [XINo

Farmor shall have a conitinuing option to purchase Farmee’s share of oil and liquid
hydrocarbons produced and saved from the farmout lands through standard lease
separator facilities, to the extent such production is attributable to the .interest
assigned to Farmee hereunder. The option may be exercised by Farmor at any
time from time to time while such production continues by giving written notice
thereof to Farmee not less than 30 days before the date on which Farmor’s
purchases are to commence. The price paid by Farmor for such production shall
be equal to the prevailing wellhead posting price then being paid in the same field
for production of the same or similar grade and gravity, or if there is no such

~ prevailing posting, the prevailing price being paid for such production in the
" nearest field. Farmor may terminate its purchases by giving written notice thereof
" to Farmee not less than 30 days before the date of termination. Farmor retains the -

right for the life of this Agreement to transfer, assign and/or sell this option to a
third party. '

13.4 GAS PRODUCTION. [ JYes [ X INo _
Farmor reserves and shall have the right, but not the obligation, at its election
from time to time and at any time, exercisable upon thirty (30) days’ prior written
notice, to purchase all or any part of the gas, including casinghead gas, which may
be produced and saved or attributable to the interest assigned herein. The price
to be paid by Farmor for such production shall be equal to the prevailing wellhead
market price then being paid in the same field for production of the same or
- similar quantity and quality (or if there is no such price then prevailing in the
same field then in the nearest field in which there is such a prevailing price)
pursuant to comparable purchase contracts entered into on the same or nearest
preceding date as the date'of Farmor’s election to purchase gas hereunder. This
right to purchase such production shall continue for a period of twenty-one (21)
years from the date hereof. Farmor may terminate its purchases by giving written

notice thereof to Farmee not less than thirty (30) days before the-date of
termination. : :

13.5 GAS PROCESSING. ' [ 1Yes [ XINo
: If Farmor does not elect to purchase Farmee’s share of gas under Section 13.4
above, Farmor shall nevertheless have a continuing option to process Farmee’s
share of gas, including casinghead gas, produced and saved through standard lease

separator faciliti_es, to the extent such gas is attributable to the interest assigned to
Farmee hereunder. '

EXTENSIONS AND RENEWALS.

Each extension of any of the farmout lease(s), in whole or in part, shall r‘naintain and

‘continue in effect the rights and interests reserved by Farmor in each of farmout lease(s)

so extended and in the farmout lands covered thereby. Should a renewal or new lease or
leases covering the farmout lands, or a part of or interest in the farmout lands, or a part
of or interest in such a lease, be acquired by Farmee, or by a third party wholly or partly
for Farmee or Farmee’s benefit, within one (1) year from either the date of the expiration

of the primary terms of the lease(s) having the latest date, for the lease(s) remaining in

the%’r primary term; or from the date of the assignment, for the lease(s) which are beyond
thelr_ primary term; or from the expiration of the secondary term of the lease(s), the rights
and interest herein reserved by Farmor shall attach and apply to each such renewal or new
lease, the land described therein and the estate created thereby with the same result and
effect as such reserved rights and interests attach and apply to the farmout lease(s), the
farmout lands or the estates created by the farmout lease(s). It being understood and
agreed that Farmee will pay for all costs associatéd with the renewal or extension of

1ease§ or any other agreements acquired under the AMI provision in Paragraph 18
covering the spacing unit under the Test Well. ' |



16.

17.

18.

QE_NERAL

15.1

i5.4

15.5

15.6

AUDITS Upon vmtten notice to the Farmee, Farmor may audit Farmee’s books
and records relating to overriding royalty payments and/or calculation of payout.
Such audit rights may be exercised any time while overriding royalties are payable
and for a period of twenty-four (24) months after Farmor has received written
notice that payout status has been achieved, notwithstanding an earlier termination
of this Agreement.

LEASE OBLIGATIONS. Farmee shall comply with all lease obl1gat10ns and
requirements. _

LAWS AND REGULATIONS. Farmee shall comply with all governmental laws,
rules, and regulations.

PERMISSION TO ENTER. Farmee shall obtain permission to enter the farmout
lands from both the surface owner and tenants. Further, Farmee agrees to settle
surface damages and to clean up and restore the premises as nearly as p0551b1e to

" its original condition.

ACCESS TO WELL LOCATION. Farmor's employees and authorized

representatives, at the sole risk of Farmor, shall have access to the demck floor
of any farmout well at all tlmes

SECTION TITLES. The section titles used in this agreement are for the

convenience of the parties only and are not intended to be used for the purpose of
construing or interpreting the meaning of any section.

AGREEMENTS AFFECTING FARMOUT LANDS.

16.1

16.2

FARMEE BOUND. Except as otherwise provided herein, Farmee shall be bound
by any agreement which affects the farmout lands at the time of assignment to
Farmee hereunder. Farmor shall not be liable. for its good faith failure to disclose

- the existence of effect of any such agreement to Farmee either in this Agreement

or otherwise,

OTHER AGREEMENTS. Subject to the disclaimer of liability contained in

- Section 16.1 above, Farmor believes in good faith that as of the date of this

Agreement the only agreements affecting any interest 1o be assigned to Farmee

hereunder are the oil and gas leases descrlbed in Exhibit "A", and the following
agreement(s):

All afqeements of record.

PERMISSION TO ASSIGN.

This Agreement may not be assigned by Farmee without the prior wrltten consent of
Farmor. Such consent shall not be unreasonably withheld.

AREA OF MUTUAL INTEREST.

18.1

Establishing an Area of Mutual Interest.

" (a) The Parties hereby estabhsh an area of mutual mterest ("AMI") Wthh shall

encompass the lands shown on Exhibit "H".

(b) The AMI shall remain in force durmg the AMI Term, being defined as
commencing as of the date of this agreement until termination of the last lease

i

10



18.2

18.3

~any lands outside the AMI shall not become a part of the AMI an

“covered by this agreement, unless sooner terminated by mutual agreement of the

parties.

Notification and Response Procedures. In the event that any Party acquires .from
a third party; at any time during the AMI Term,/by purchase, exchange, gxf‘t or
otherwise, a Lease (including renewals and extensions of existing leases), Optlen, v
minerals, royalty or a Farm-In which is not otherwise deemed an Ex;etmg
Agreement hereunder and which covers lands, any part of which are ]eeated within
the AMI (such Leases (including renewals and extensions of existing leases), -
Options, minerals, royalty and Farm-Ins, insofar and only insofar as they cover
lands within the AMI, are herein called "After Acquired Interests"), such Party
(the "Acquiring Party") shall notify the other Parties, in writing,. of such
acquisition and an invoice reflecting the consideration paid or to be paid for the
After Acquired Interest. Provided that the first such notice from Farmee to
Farmor will not be made until after the Test Well is completed as a producing
well or plugged as a dry hole. The other Parties shall, within thirty (30) days after

- receipt of such a notice from the Acquiring Party (or within 48 hours to the extent

a drilling rig is on location within any drilling and spacing unit that includes lands
covered by the After Acquired Interest), notify the Acquiring Party, in writing,
whether it wishes to participate in such acquisition; failure to respond within the
time and in the manner set forth above shall be deemed to be an election to not
participate in such acquisition. Within forty-five (45) days after initial receipt of
an Acquiring Party’s notice relating to any particular After Acquired Interest(s),
any Party thereby electing to participate in such After Acquired Interest shall pay,

- in immediately available funds, its Ownership Interest Share of the acquisition -

costs of such After Acquired Interest, and failure to timely remit such payment
shall result in the forfeiture by that Party of its right to participate in the After
Acquired Interest to which such payment related, the same as if such Party had

elected not to participate in the After Acquired Interest from the outset.

Effect of a Party’s Election Regarding Participation. Should all of the Parties
elect to participate in an acquisition of an After Acquired Interest, each Party shall
be entitled to its Ownership Interest Share of the After Acquired Interest (75% to
Farmee and 25% to Farmor), and the Acquiring Party shall execute an Assignment
in favor of the other Parties. If any Party elects not to participate in any particular
After Acquired Interest, the Ownership Interest Share for each Party electing to -
participate shall, unless all of the Parties electing to participate agree otherwise,

~be the percentage determined by dividing, for each participating Party, the

Ownership Interest Share otherwise applicable (if all Parties had participated) to
such participating Party by the total Ownership Interest Share for all participating
Parties; the Acquiring Party shall then execute in favor of those Parties electing
to participate in such After Acquired Interest an Assignment, in substantially the
form attached hereto -as Exhibit J, with appropriate adjustments for relative
quantum of interest being transferred. The Parties that acquire part of a non-
participating Party’s Ownership Interest Share in an After Acquired Interest shall
be responsible for a proportionate share of such non-participating Party’s share of
the costs of such After Acquired Interest. Notwithstanding any provision hereof
1o the contrary, in the event an After Acquired Interest also covers lands outside
the AMI, the Acquiring Party shall be obligated to offer the Parties the right to
participate in the subject acquisition only insofar as it relates to the After Acquired
Interest (i.e., as limited to the extent it covers lands in the AMI). In the event the
Acquiring Party voluntarily elects to authorize the other Parties to participate in
the entire acquisition (i.e., insofar as it covers lands within and outside the AMI),

. : d shall not
otherwise be subject to the provisions of the Agreement. '

11



21, EXECUTION,

21.1 Time is of the essence of this Agreement in all of its parts. This Agreement may
be executed in any number of counterparts, each of which shall be considered as an -
original for all purposes. The terms, covenants and conditions hereof shall run in favor

of and be binding upon the parties hereto, their successors and assigns, and shall run with
the farmout lease(s) and farmout lands. ’

21.2 RATIFICATION. This Agreement may be executed by the execution and delivery
of a good and sufficient instrument of ratification, adopting and entering into this

Agreement. Such ratification shall have the same effect as if the Party executing it had
“executed this Agreement or a counterpart hereof.

-21.3 This Agreement shall be effective as of the date first written above even though
actually signed at a later date; provided, however, this Agreement shall be null and void

at Farmor’s option if the duplicate original hereof enclosed herewith is not executed by
Farmee and returned to Farmor by October 25, 1998.

FARMOR:

CROSS TIMBERS OIL COMPA Y

Vaug Vennerberg, 11 ) ‘7/@/
Senior ViCe Pre}&?m - Land

Dé‘te: JO(%[@ A

FARMEE:

LEONARD RESOURCE‘INVES}TMENT CORPORATION

% S
/mch

\',

By: / g S

Title: President

State of Incorporation: _ Nevada

Date: = // \\\\

H. Scott Davis

Date: Lo / 235 / g,

12



W

1

OJIX3N M3IN "ALNNOD V3T
ote Gl

OJIX3W MIN "ALNNOD w3
LbL bLE

OJEX3W MIN 'ALNNOD V3T
s €62 ree

OJIX31 M3IN "ALNNOY v37

98 LEES
ALNOIOD
39vd HOOB

I9vd

31vU 3Sv3 .w ,INVN 33SSIT TYNIDIHO

v/3s ¢/3 02 "03S
PSY3IA0D 3SV3T SV HVIOSNI f38€H-S614

HOILdIY2$30 931

£2855-00-124 " 120V

TdH03 NNII0OHL3d IVYINID NMOHD Q404038 71 H3I3H

te/oe/t
¥/3S 2/3 82 ‘03§
ISY3A0D 3S¥3IT SY HYJOSNI '3IBEY-S61L

NO[1d1¥3$30 w937

*dY0D KNIIOWLId IVHINID NMOHD N3IMO8 V04038 13HIVU

ve/02/L
) v/3s 2/3 82 '03S
1SYIAOD FSYIT SV UVIOSNI '3IBCY-S61L

HOI11d152830 V93N

"dH0O WN30HLId IVHINID NMOWD . 1SNyl Gy0303@ "d KNV

v8/02/¢L

V/MN p/MS 1P "33S :SYIA0D ISVIN SV UV4OSNI
38€H-S0CL

NO[1dIH3$30 Tvo3N

TIND 'AQYTI3A0T 3N m_y 13 '301”d 'V Q380N

64161711

JNYN HOSS3T

33WYv4 SV 'NOILVYOJWOD IN3WLSIANI 3IOUNOS3IY QHVNOIT
UNV HOWYYJ SY 'ANVANOD 110 SH3IGWIL SSOHO N3IIMLIR ‘8661 w— Y3831 d3as
Q31VQ LIN3W33¥OV LNOWYYS 40 1H¥d ¥ 3I0VH ONY 01 G3IHIVLILY
«Vo LIBIHX3

se

90-SGY
89

10-66¥
(9

00-20L
G

*OH 30KN3
¥ 3Sval w



Z

39vd

ODIX3IN M3IN “ALNNOD V3T
- 28 6L

OOIX3N MIN 'ALNNOD V33
0z9 [ 4°72

O3IX3N MIN 'AINNOD V3T
19 vSL

OJIX3IN MIN ‘ALNNOD VI
09¢ 9.8

ODIX3IN MIN ‘ALNNOD v31

008 veie
ALNNOD
3ovd %008

HOY ‘Y 'Y 40 £S3IM ONIXT {1 207) b/3K p/3N ‘MOY ‘¥ "W

40 1S¥Z ONIAT {1 107 /3 p/3N FlE 10T wIMN B/3N T2 L00) V3N b/MN i "23S

38CH-S02L
NOILJIBIS3¢ W93

SHIBIVHD "9 INIATVHIO

"S1V02 ‘K CQYVHOIY f34IM ONV SYIGNVHD "3 HLINH3IX

96/02/¢

P/IMN Y/3N 'V/IN VIMN ‘v 23S

38CU-S0CL

S1V0) "H GYVHI1Y 334SnYL Tyl 'NOSONH W QWvMO3

g6/€e2/ L

YINN V/3N 'BI3N BIMN ip D38
38EH-502L

zO~»m~¢ummo RACER!

331sNYL 'TBr 'NOSONH ‘Y OUvAmO3

S1vOD "H QUYVHIIY 1SHL WHINIW ODIX3It M3IN NOSANH

96/¢€2/(

v/3s ¢/3 82 '03S
ISYIA0D 3ISVIT SV YV4OSNI '38CH-SGIL

, NOILdIYIS30 VO3

"dH02 WN3T0YL3d IVHINID NMOYUD SHYITIIM 3OVITVM "V N3TT3

$8/02/L

v/3s 2/3 :BZ 038
ISYIADD 3ISV31 SV YV4OSNI ‘3IBEU-SE6LL

NOI11d1H2S3Q w931

BEUVNOW 'Y T3INVQ Qy03038 "0 AUN3H

vg8/90/89

3HVN ¥0SS371

31v0 35v3IT- INVYN 338537 TYNIDIHO

NOILdIYIS30 4<Ou4.

£0-010C
»R¢

20-010C
vLS

10-010¢
€S

CL-66¥¢
[224

216G
9ce:

TON 3234
¥ 3Sv31 #3)



€

39vd

OCOEX3IW MIN "ALNNOD V3
zze [3:73

O2IX3W MIN "ALNNOD Y3}

ovz (T2

ODIX3N MIN 'ALNNOD V3T
668y 08

ODIXIN MIN "ALNNDD w3
62¢e t4:14

OJIX3HW M3IN 'ALNNOD v3T

699 66L
A1NNOD
39vd HOO8

16/51/4

L6/02/1

L6761/t

(816271

96/02/8

3ivQ 3sv3id

GVOUTIYY DDIXIM M3N-SVYX3L 3HL 30 1S3M DNIAT (L LO1) w/3H v/73N

OVOUTIVY GOIX3N M3N-SVYXIL 3JHL 40 1SV3 ONIAY (1 107} p/3H v/3N
(€ 107} v/mN »/3N ‘(2 107) v/3N »/AN ‘p °23S
3804-5021

NOI1d1H3S2Q D31

T HNYYE YNNOQ

S1VOD "H UUYHOIYH X0 13 'IIHNYYE SIUHD M

v/3IN /S 'P/MN ¥/3S iy 038
38€H-S021L

NOILdI¥2S30 TvD31

370s

S4VY0D "H OUVHOIY 3IM34 ¥ XYV G608 JSOU YONYM

avOuIYY OJIX3IN MIN-SYX3L FHL J0 1$3M ONIAT ‘{4 107) ¥/3N v/3N

'QvodIIvVY ODIX3 MIN-SYX3IL 3HL 4O LSv3 ONIAT ‘(4 LO7) ¥/3N ¥/3K
‘(e 107) v/MN ¥/3N (2 107) ®/3N v/MH iV °D3S
36€H-5021

NO11d1¥9530 w931

SLVO) °"H QUVHIIY ONOHATDON "M 30048

vIMS P/3N "¥/3S Z/N ‘vI3N 2/S pIMN b/3S ‘v 1238
38€4-5021

NOI1d1Y¥2$30 1vo31

JIHSHINIYYY G3LINIT OTIXIN M3N

m»(hu ‘H OYYHOIY \4 .m—:mmmz»m(m ARV AYNIT

MOY "H " 30 1S3M ONIAT {1 107T) ¥/3N ¥/3N MOY H 'Y

40 1SV3 ONIAT (8 L0 ¢/3N $/3N ‘(€ 20T} b/MN ¥/3N {2 107) ¥/3N PIMN
38€4-5021

NOIL4182S3Q 93

. .
SI¥Y0D “H GHVHIIY SH3BRVYHD "9 3NI10TVY30

EL L 338537 _TWNIDIHO YN HOSS31

'y oro3s

11-0100
LLe

01-0100
€8

§0-0t0C
(¥4]

80-010C
0L8

v0-0100
169

"ON 3IN3Y
¥ 3Sv31 03,



39vd

OJIX3W MIN ‘ALNAOD V37
Lt . 74

O0IX3N MIN 'ALINNOT VI

92y €6l
00IX3N M3IN ‘ALNNOD v3T
: 1ee z8L

OJ1X3N M3IN "ALNNDD v3I1
viz v8L

OJIXIN MIN TALNNOD v3I1

g1z ves
ALNNOD

N . Jovd X008

i6/027t

L6/82/1

L6/82/1

L6761/

31vG 3SvI

SLY0D ‘H Q"vHOIY

SIV0OD °"H QYVHIIY

SIVO3 "M QUVHOIY

S1VO3 "H QYVHOIY

YN -33SS37 TYNIDIHO

t(Z 107) v/3N p/MN ‘MOY YU 3JHL 40 LS3M ONIAT (1 101) V/3N v/3N

-SYX3L 3HL 40 1S3m ONIAT -(1 1O} /3N /3N OGNV
OJIX3N MIN-SyX3L 3FHL 40 1Sv3 ONIAT (1 107) v/3N ¥/3N
“le 107) v/mMN /3N ‘(2 107) ¥/3N B/MN ¥ O3S

GVOHTIVH OJIXIit M3N-SvYX3L 3HL 40 L1S3M ONIAT

ONV GvOYTIvYH ODIX3W MIN-SvX3L 3HL 40 Lsv3 oNIAT (1 107
‘(e 107) v/MN b/3N ‘(& 101} v/3N v/MN (v "D3S

QVOYTIIvY OOIX3IN MIN-SVX3IL JHL 40 1S3M ONIAT ‘(4

-{0VOHTIVY OD1XIW MIN-SYX3L 3HL 40 1SY3 ONIAT
(€ 107) v/MN p/3N ‘(2 107) ¥/3N ¥IMN ¥ 938

(€ 1017) v/MN p/3N

‘¥ "03S
39€4-5021L
NOILJI¥IS3U DI

Ald3dOdd

31vYvd3S OHY 370§ -SIH NI.

ONIV3Q ‘"HF ‘NOLTIHS HYITIM

avod vy OJ1X31H MIN
‘avoy1ivy

39cH-S02L
NOI1dI¥DS3Q v937
¥INLOD AHLOHCA X0 13

'Y3INLO0D "D 1118 ONY S3I1H3doHd
0oQvaN vBa '43NLOD "D 118

(3 107 v/3N v/3IN
p/IN P/3IN
38€Y-5021

NOI11d1Y263Q V931

SIHONH A¥VIL
‘IJIM ONY S3IHONH “Y NOUININ

103} v/3N /3N ONY
(1 107} P/3IN /AN

38E€Y-S0clL

NOL1d1¥3530 W93

NNOHIVD "3 N3A3LS

INVN YOSS3

91-0100

v1-0100
mmm

iy
rag

Z21-0100-
8891

'ON 301343
¥ 3Sv31 3L



S

39vd

P/MS §/3IN ONY  ‘B/35 2/N  ‘p/IN /S 'P/MN ¥/3S P T03S
38€Y-S021

HOL1d1IHIS$3Q Tv937

$SIYI T SYHOI]

OTIX3N MIN ALNNGD V31 ONI TAUUTd ¥ AUHIE
z g6t £€G/Z2/ 1t
. . p/MS p/3N ONY  '9/3S 2/N  'v/3N T/S  'P/AN v/3S v "03S
’ : ) 38EY-S021L
NOILd14OS30 W93
c o ' ’ .
DIXFH MIN TALNNOD ¥3I . *ONI 'AUHId ¥ AHHId YYD~ 3SOY VONVAL
- Ovg S6r EG/9L/ 11 )
v/NS v/3N ONY  ‘p/3S 2/N  ‘v/3N 2/S  ‘¥/MN v/3S iy "I3S
: 38CY-502L

NO1141HIS3Q 931

O21X3N M3IN ‘ALNNOD V3T

2s| 8LL . '
ODIX3W M3N ‘ALNNOD V : .
3 v3Id . ONI ‘AYY3d ¥ AYHad . : ONI S$3117VAOH MOTUVYH
Sve rer €6/21/ 11 .

(€ 107) ¥/MN v/3N '(z 107) V/3N pIMH iF C03S
36€Y-5021

NOTLdIY3S30 o3

ALH3IdOHd 3LYUYd3S ONv .370S SIH

03IX3IH MIN "ALNNOD V ) : .
03 v31 S1VOD 'H QHYHOIY NI ONITV3Q 'SE0OVI ‘v TIVHSYWH

444 26L . 1610211

OvOYIIVH OOIXIN M3N-§vX3L JHL 4O IS3M ONIAT (4 LO7) ¥/3N #/3N

. . GNY ‘QvoYTIVY 021X MIN-SVX3L IHL J0 LSYI ONIAT (1 107) ¥/3N ¥/3N
‘(e 107) v/MN P/3N ‘(2 LO7) P/3N F/MN ¥ T03S
39€Y4-502L

NOILdIYDS3Q WO

' . 341IM ONY
ONVESOH *INVILSIM " AHLOHOA

' .
ONY 3XVILS3M 7 QYYHIIY

O21X3W !
I MIN CALNNOD V3T “SLYOD ‘M QUYHOIY -

cee €64 16182/
ALNNOD Lo N
3ovd pie!
08 Avo 3svII 3WYN 33SS37 TWNIDIHO : JHYN HOSSIT

22-010G
19

12-0100
918

02-010C
218

- Bl

10100
£

"ON 39N3Y3
v 35V31 H3L



9

39vd

OJIXZ MIN “ALNNDD v3)
cee g6k

OJIX3H MIN "ALNNOD v3T
. re 86V

0J1X3IN MIN “ALNNOD v3T
4] 96b

"021X3W MIN 'ALNNDD v37

Lee a6

OJIX3N MIN 'ALNNOD ¥37

6€€ 96v
‘ALNNOD
3ovd plelel]

€6/01/11t

€e/ze/

€6/G1/11

€6/90/21

€6/0€/14

JivQ 3sVv3I1

"ONI 'AYY3d ¥ AMYId

"ONI ‘AYH3d ¥ AU

‘ONI “ABY3d ¥ AYY3d

TONL 'AYY3d ¥ AUYId

TONI "AHY3d ¥ AWY3d

3NVYN 338S37 TYNIDIHO

¥/MS ¥/3IN OGNV 'P/3S 2/N

b/MS ¥/3IN ONY  ‘p/3S T/N

vIMS P/3IN ONY  'P/3S Z/N

P/MS F/3N ONY  'P/3S 2/N

VINS ¥/3N ONY 0735 Z/N

‘v/3IN 2/S

‘¥/3N /S

v/IN TS

‘v/3N /S

"WIIN 2/

HO1NI3X3
LHIONIM

‘p/MN ¥/3S b 038
36EH-502L

NOILJIUISIT WO
$S3TY4 A HVITUM
'pIMN ¥/3S v "03S
38CY-S021
NOTLdIY¥2$30 w931
YINAOL 1 HYIND
‘PI/MN P/3S p "23S
39cY-5021
NOI1d142S30 w931
LHOIYM 113N AD93d
‘PIMN /IS TP D3S
3IBEY-S0ZL
NOILdIH¥O$30 oI

NOSTIM H IAIIAINID

‘v/MN P/3S ¥ 23S
38EY-SOZL

NOILdIH3S3Q w937

‘B '1Y3IONIM ONvd 0
‘71 YINOQIS 40 3ivLS3

3NN ¥0$S1)

L2-010¢
€et

92-010C
[£43

S2-010(¢
o143

r*Z-010C
61¢

€2-0100
B19

“ON 30N3Y
¥ 3Sv37 n3.



A

39vd

OJIX3W MIN “ALNNOT V3T
otz L6¢

0DIX3IN MIN "ALNNDD VI

. 0le 164
ODIX3W M3IN 'ALNNOD V31

802 L6V

02IX3 MIN ‘A
892
03IXIN MIN ‘A
902

ANNQD V3T
(174
LINADJ V33
pahg

O21IX3W MIN "ALNNOD ¥31

rig

o6y

0J1X31 M3N "ALNNOD V31

{89

39vd

g6V

ALHNNOD
%008

€s/oz/et

$6/GLI L

FG/GH/

£6/0€/11)

€6/10/21

31vQ 35V

BIMS PIIN GNY

‘ONI 'ABY3d T AYHId

v/Ms ¥/3N OGNV

‘ONI 'AWY3Id ¥ AHYId

y/MS ¥/3N OGNV

“ONI "AHYId ¥ AYB3d

v/MS v/3N ONY

*ONL ‘AHY3d ¥ AUYId

p/#S /3N GNY

t
"ONI 'AyY3d ¥ Aby3d

YN 33S$3T WNIOIHO

'pr3s ZIM

‘¥/3S 2/N

‘v/3S 2IN

er3s 2N

'v/3S /N

‘pI3N 2/S

"p/MN P/3S - ib "D3S-

28EK-SOZL

NOILdIBOS30 1931

$301AH3S

" 3HVOHLIVIH NYIB31A8S3Yd
/!

'v/3N 2/S

‘p/MN P/3S iy "D3S
3geE8-S021

NOILd142830 w937

1738drys Q1314 3N1T300IVE

‘vI3N 2IS

'p/IN 2/S

‘p/3IN 2/S

‘ypimn ¥/3S vy 23S
3gCY-S0T1

NO11d1¥DS30 W93
7138diYD QYO34179
‘pIMN P/3S P "03S
3EY-S02L
NOI1d14¥DS30 W93
SISVYH 31NOH

fp/MN V/3S tbTTO3S

39¢4-S02L

NO11d1H2530 Ivo3n

v 13 3iviS3 H3ILSNHOS d NNVHS

VN HOSSIT

2e-010
Be

1C-Gto
124

0c-040
9¢

6¢-010
se

8§Z-010(
pet

‘ON 30H3t
¥ 3§v3IT K



39vd

OJEX3N M3IN ALNNO3 ¥37
[4%4 el

OJIX3W M3N 'AINNOD .¥31
ord 9es

O2IX3W MIN " "ALNNOD VI
69, . 9EL

021X30 MIN “AINNOD VI

t4%4 164
ODIX3N M3IN "ALNCOD V3T
T 96t

02IX3N M3N “ALNNCD V37
bG1 8LL
O021X3N MIN “ALNNOD ¥3T
Lve L6V

ALNN0D
39vd %008

g6/92/v

26/02/%

s6/92/v

FG/YE/ )

v6/GL/ )

31vQ 3svad

‘AHY3d ¥ AbY3d

"AYY3d ¥ ABYId

'ABH3d ¥ AHH3d

‘AbH3d ¥V AdY3d

‘ONI ‘AHH3d ¥ Aby3d

YN 335537 TVYNIDIHO

v/NS P/3N ONY  v/3S 2IN

bIMS P/3IN QNY  "v/3S 2/N

p/MS p/3IN 'V/3S /N PP TO3S
39cY¥-S02L

NOI1d4IH2$30 o3

1ilyyod SNITI0D YA3

p/NS ¥/3N  ‘p/3S /N 1P O3S
38CY-S02L

NOILdIUDS30 O3

MYHSNIH U VIvHL

vINS ¥/3IN '®/3S /N i¥ O3S
39CH-S02L

NOI1d1H¥2S30 w931

NOSNHOF VI0IA

'v/3N Z/§S  'vIMN /IS TV 7038
39€H-S021

NOI1dIHOS30 W9iIl

WAVHININ 3HLIV

‘p/3N 2/S  'P/MN ¥/3S i¥ T3S
38EY-5021

NOIAdI¥IS30 931

AVHdNG 3 SVHOHL

HiA 13 'Avddna vdg3ao

INVN ¥OSS3T

460100
£€9i

90100
2€9¢

GE-0100
LED(

¥C-0100
0€8¢

££-0100-
6292

“ON 3OM3H3
v 3sv31 KL



O3IX3W M3IN "ALNNOT V31
’ L8 g6v

Q21X31 M3N 'ALNNOD V3T
511 (o714

O2IX3IN MIN “ALNNOD VI
gie -1-14

021X3N MIN 'ALHNOD V3T
.9zr S6¥

O21X3N MIN 'ALNNOD VAT

. 91% 322
. ALNNQD
J9vd %008

Jovd

iy 038
38c4Y-S02L

(¢ 101} w/my o/3n (2 L0 V/IN P/AR
NOI1dIYJS3Ia Y937

TOND fALY3d § AHY3d 23XY3H ¥ OYYMO3

yefLo/tL
ty t03S

(e 101} widn wian (2 167) v/3N p/MN
’ 30645021

NG1id143530 WOI

*ONI 'AYHId ¥ AUMId zmoadm 1 3Nvre

6/ 10/14

gvoulIve 40 153% (1 10T} #/3N #/3N

) . anv ‘{e 107) p/MN p/3N ‘(2 L0 PI3N viMN i¥ TO3S
3gcH-S021

. ) NO1141H0S30 D3

SvX3L 40

*ONL ‘Aud3d ¥ >xmwm, ' 440D 11Q3Y2 3DNVNIJ TWNOILWN

€6/G1/21

(¢ 107) ¥/MH w/3N g 100) P/3N w/MH ¥ T03S
38¢H-502L

NOILdI¥I530 o3

“ONL ‘AHYI4 T AHYId \ ¢ QuOTAYD A3awye

€6/10/ 1

vIMS P/IN 73S ZIN iv CO3S
39¢H-S021

HOI1d1¥253Q WO3N -

- 331SNBL YN SYX3L

40 XNVBSNOILYN ‘1SnyL IVIHOWII.

v, . .
ONi >¢¢ma ¥ Abd3d Sd3U¥ ‘0 YNG3I ONY "3 FYITTIM

96/92/9

JHYN HOSS3T

A4v0 35v3D 3JHVN 33SS37 WNIDIHO

2v-Gto0
8es

Iv-0100
JO:8

0r-0100
9t9

6¢-010Q
§€9

8c-0100-
reE9:

“ON 3DH3Y:
¥ 3S¥31 13



y/3s 2/3_ 182703
3gEY-S61L

NOILJIHIS3IC W31

, §331SNYL-0D 'MYT N
. NATIHYN ¥ 8 S3NVC ‘00/6L0000LK

091X3N ! .
3 3N MIN TALNNOD VI ANVJINOD 110 SH3BWIL SSOHD Co 1SNYL AZY MV B NATLYWH £C- 0001
81L 848 s6/co/c , eor
v/3s ¢/3 82 "03S
HJHN ‘38EH-SB1L
\ NO11d140S30 w931
021X31W MIN 'ALNNQI VY31 :
96 : . . v
oIX3 I x ore - JLSNYL 00 1X3K MIN MNVE LSIMUON
. A\LNNOD Y31 ANVAHOD 110 NOHLVHWH : N LSNYL S3HONH NILUVIL QUVAOH 1€-0001
. st 2ig v6/ 12/ 21 : ) 016
p/3s 2/3 82 °03S
. . HdWN ' 38CH-S611
. NOILdIHDS30 WO31
021X3% M3N 'ALNNOD V31 ,
- ‘ 86 CEL] ’ ’
'
OJIX3NW M3N >»230u.<m4 . ANVJINOD 110 NOHIVHWH : ’ QY0430 "M Q7VHOW 6Z-000!
9ig 60§ ye/12/ 1l o . 298
. ¥/3S 2/3 182 '03S
WaHN ' 38E€Y-S61L
. ) NOILdIHIS3Q v
021XaN M3IN "ALNNOD v3I ’ ’ ‘ 33LSnYL ' 'HM "NOLHYE "9 AOY
et 159 o [ . :
. 1SNYL 37GYOOAIY NOLYYE
021 X3N ! ) ) : v ’
M3IN "ALHNNOD V3T P ANVJWOD 10 NOHIVEYH Ivdo ONV HS ‘HOLHVE O AoH 12-0001
LEL €ig $6/80/2 ‘ . LvL
ALNNO Lo :
2 S R "ON 3OMIY.
: JNVN . HOSSIT ¥ 3sv3T HaI.

JOVd - MOO8 Jiva 3Sv3 © INVN 33ISSIT TYNIOIHO

0t 39vd



(p/8N ¥/3N) € 107 ONY (P/3N #/MN) 2 101

‘QvodIIvY ODIX3N M3N ¥ SYX3IL 3HL 40 L1S3M ONIAT (/3N ¥/3N) | 101 v '03S
:SY3ADD 3SV3IT SV HYJIOSNI '39CH-S0ZL

QvOYTIvY OJIX3IN MIN ¥ SvX3IL 3HL 40 1S3M ONIAT v/3S ANV QVOHIIVYH

OGIIX3N M3N ¥ SYXIL 3HL 40 1SIM ONIAT ¥/3N 2/3 'p/3N 2/M '2/M i€ "03S
. SH1d30 17V OL SV

v/3S P/MN ONV ‘1333 61£'9 MO39 SH1430 3SOHL OL SY b/3S ¥/NS 82 23S

| 39CH-S614

NOIld1YI$30 931

SvX3l 40
02IX3IN MIN * : X
ALNNOT V31 : ANVIHOD 10 SYIBRIL SSOHD : *dHOJ 1103¥2 3INVNIJ TWNOILVN 10- 100
Ly [+1:72 L6121V ’ rLC
v/35 2/3 192°03S
38CH-S641
. NOILd1HIS30 v937
~ 0090v0000L# ‘A3HON
. 13VHOIN SINVI O/8/4 L1SNYL AbvL
OJIXIN MIN * - : .
ALNAOY VAT ANYROD 110 SHIBAIL SSOYD -N3fIV1S3L AINOOY NVHHON Z3NO - SE-0001
SiZ . 88 86/€0/€ : . : vo1
: , . R ¥/35 2/3 162723
38CY-5641
: : NOILldIY3S30 VoI
. $331SNYL-0D 'A3BON ‘M
AHVIL ONY 0 AWINIT '008610000/%
O21X3an M3IN ' : " ¥
>pz:wu o B ANYdIOD 110, SHIGNIL SSOYD 1SAHL 378VO0AIY AJHOW "0 ANRIC rE-0001
2L ¢ a8 86/€0/€ cor
ALNNOD . : . -
39vd - Noog : | . . . ‘OH 30M3Y
ILva 3svan INVN 3ISSIT TYNIDINO . ) . JHVN HOSSI ¥ 35v31 03

39vd



O2IX3N M3N “ALNNOY VI

€L9 664
O21X3K MIN 'ALNNOD V37

G689 20§

OJ1X3W M3IN "ALNNOD V31

LLE og’

COIX31 M3N 'ALNNOD <mJ
ort [N

021X3W M3IN "ALNNOD V37

g8y crg
ALNQQD-
39vd H0o0g

¢ 39vd

v6/81/G

r6/10/et

£46/€0/ 11

v 3Isvar o

NOLLINOOUd AB QI2H

ATLM3ISIUd 10N wz»mmu UNY SLHOLY TV ONIH3IA02 ‘©/3S P/MS 18 "23S
- ’ Wit *28CY-S61L

NOLLdIY¥ISIq W31

ANVAWNOD 10 NOHLVYYHN

) ) v/3s 2/3 97 "33S
. : NN ‘38EY-S61L

NOI1dI¥3S30 Ww93Il

1sndl 110 HI3AT

ANVdANOD 110 NOMLvHwh

2/S ONY M-0-4 BY DJIX3W M3N-SVX31 3ML 40 1Sv3 ONIAT /3N 2/3 :f¢ 03§
‘ WaiiN 3BEY-S61L

(€ 107} v/MN-b/3N
(2 107) r/3N v/MN

_M-0-B HY OJIX3N MIN-SVX3IL 3HL 40 L1S3M ONIAT {1 107} »/3N v/3N

M-0-Y HH OOIX3IW MIN-SYXIL JHL JO 1Sv3 ONIAT {1 10T} v/3N P/3IN ir "23S
NdiN ' 38EH-S02L

NOILdIBIS3Q v
dIHSHOATAUNS 40 LHOIY HIIM

SINVNIL INIOP' ADIVIE Y 3N V3

ANYdNOD 110 SH3IGWIL SSOHD J4IM ONY A3XVI8 'Y QUVHOIY

« 3ANVYN I3SS3T IVNIDIHO ARVYN HOSS3N

-¥a 1181HX3

¥3N10J2 "3 11ig

$9- 4

¥0-0C

61-01

“TON 3IN
¥ 3sv3l



€ Jovd

O21X3H MIN "ALNNOD v37
;112 Zrg

OJIXIN MIN ‘A
19%

INNOD Y31
srg

ODIX3N MIN "ALNNOD VI

&8

39vd

1374

ALNNQD
X008

16/80/1)

16/41/11

L6/L1/2

31va 3Sv3T

(€ 107) v/MN /3N
{2 107} v/3N v/MN

M-0-Y HY ODIX3W MIN-SYXIL JHL 4O 1S3M ONIAT (i 107} »/3N /3N

M-O-Y WY 0JIX3W MIN-SVX3L 3HL 40 1Sv3 ONIAT (1 LO7) v/3N v/3N v "D3s
(61-0100-628 3SY3ITl WIIN '39CH-S02L

2/S GNVY M-O-U HY OJ1X3W MIN-SYX3L JO 1SV3 ONIAT P/3N 2/3 i€ '33S
: MdHN ‘38EY-$S641

NO11d4142S30 vo31

JIHSHOAIAYNS JO LHOIE HiIM
SINVNIL INIOP*A3NYIE 'Y 3NIWvV3

ANVdIHOD 710 SH3BWIL SSOHD J4IW OGNV AIXVIE Y QUVYHIIY

i P/3N €€ '93S
38CH-S61L

NOILdIHI$30 vD31

ANYJWOD 110 SH3BWIL $SOYHD NOLONINNId " dIT1Hd

(p/MN $/3N) € 107 ONY (¢/3N p/MN) 2 107

.o<0¢4~<z OJIX3N M3N ¥ SVX31 3HL 40 1S3M ONIAT (p/3N v/3N) 1 101 v °03S

- 3BEY-502L

OVOYTIVHE OJIX3W MIN % SYX31 3JHL 4O LS3M ONIAT p/3S ONY QvOUlIvH

OOIX3H MIN ¥ SVX3L 3HL 40 LS3M DNIATY /3N 2/3 ‘v/3N 2/M ‘2/M
SH1d30 11V OL SV

¥/3S F/MN OI( ‘1334 61E'9 MOII8 SHLIJIO 3SOHL OL SV P/3S b/MS-

‘EE O3S

‘8¢ "03s
38€Y-S61L

NOILdIH¥OS$30. Tvo31

ANVAN0O 110 SY3ENIL $S042 TILINOH T4 RVITM

3INVYN 338S3T TVYNISIHO YN HOSSIT

IR ASIV]

04101
9

G9-10C
.8

‘ON 39H3
¥y 35v37



o IS -

- R—E—A oA ey R
ollsrc. vxc,
K )# ” ! M :U K of Nw ﬁj’;"},, ¢,/5 Cromg, M1
"y NAgr: LetaPIn T | anu tlal ]
'_—]~;v n1s Lels rN;«r -0 !
01‘4'*08 f" R 8} ﬂ t.nnhl f[:ﬁal ! i'é
r"“*‘i“ §ovsa \”I'J' ! ?
1o anL Alturs ‘ho,, ¥ [ 279 o
’:: 'Z\ I o'.,° { e w4 'L -
! ~ o, svot, it biE B I .,’;w v
¢ - od F‘-F!"l‘i'_(} rEoylv
et gtal MH"B"":"' ‘ 1 A“ v ., (we! A TARAR ™ ‘hj;l : Lgl":.'
u;}’ . A3071 J “ “"! I " N'J"q .:\r'lm. oA nu 0 N e ‘(SG%BHOBBS UNIT} emme
o baren P 2o A t R Piymouth .~ | {Xericotd
e S ;..Jyu/ Pig ALTURA (OPE ’)l ATRARNRS AT
. P !Q{i o n Divided WX Ounnor AFRRAY S0 Hf% 12 328
snr A= == T " Warglhen ! [~ Aln:m YT o ss i"’MN 23 e l ﬂr: ’iu BT \"‘y“ '
Yalgr pel ghal WL ireibens g SR IO M Afora o iffg {fnen ( % \ .an) } — <
[ . exoco M | Moranco.etal | WA . [$) N 4 T 1e0ay r (A O 8500
vA. 1059 38T (I T3 Y] AT W Aol (/11/ ) ¢ (PrMA‘ ) . ,f;’« S A L H TUIRS Y1 uou }I ,‘ (N/\)k\‘\ u ogg
I - Ny-,_ . L === :
LT T rd: AT - R . }A“m ; w27 A A iy
o : "v.'. APt jCa e 4 ‘i}“ J o T ol Q' %m:" ’?'Zh{ﬁ‘ 5 g i
M4 Septe W. 4 Cochron efo] irw s )‘ : u/,u(k‘f///p/a iw.ﬂagl,fe/a/ 1. 7 Mcijeil] ot - ~,,/_/£m/ ) Seiman €:30-v9) O/Ad ts
srantol BT ARCo ‘[A"uru . 'Altur:: |‘f( “'ftl .17 "';ie (¢f¥yl P‘"Tw"r" "0 Ferguson { igﬁj&‘
N Tuoc: e |nee 2 ‘ trl tad 'w‘ '}:1 I s 3% 2000 2000
o ese e LY Liiment § A 137 s 24: | N It 100, )‘»‘o: rome) BV ,,;{,; !” 30, § 41000
’ wua i Y t.atall Yotn ’ P h, otel, M|
“uir ¥ ™uh . ; ?%, Yﬁ" melfﬂ éb l q- X v N.::: ‘o”"ﬂ,
L bram “Mgm Stees l y ’lui( tImen “ J. ‘ ‘.lm'n thiphing $hor
' B ! l 10 o Q1Y }‘ Ves Pel tlof
JTT 1hoe e ales tio
itk qqm ,M‘/L{,'P"r,, ’c'h;"’“ ‘h‘?‘;&:’n 21 La v !m &'J P"{;c.'z: 4 I':);J‘“
ond o B 1 e Bt Sl Rbeored 8 [ B Eakiy®) S
] { ' A ot STy sy : ’ R“A ‘*“oa n ~“‘ “ i".‘ Ruth mwdcn .
oy rbuy l Texuc S el 1 . :
iYL Py, Lun tﬂh l;ul °>(IP 'M.I'?; }'3‘." |} m \‘I,e‘l« £ 0 tdworas(]] V0.7 " e ' u.s., st Vj ., p.,,:.;,
L4 v .
edun WAC"Q""‘_"&E)I Carroniy g S )'ﬁ v Vg?' IR E L LY omk: 34 qimgatss frookSemonate
a'?:‘ “ghae - ‘fl..c.‘.!?oum I"-'f’%b‘}"’ anl Crou"ﬁmbcu ,Pm 4 f‘ug Slev:nif;ull
B T 3 B I N [P o I gk B T
Prarose) e ,,% )5 Store | 27ee tedie P g3 3‘“":'® Ll 4 ,_...“n (Mm;[ rof A I AN
- Foroe A it - . ordese ‘7;“"“' “"“ru.nol 113054
nan 1 .Ycrry etol 13

ey | Corners ?ﬂg & dine RL Coins _ﬁ..“_..ﬁ'f{.?’” ?'ﬁ'%«’ mi 1 e Botee, o
a1

______Fn(mta(ﬂ _____.24‘ noelesFye
f‘nm—q 19 oot ::‘,——2‘9 : Z’EI"E'J ﬂ'.,'ﬁ-l o é‘" -' uuwuj ‘Y.‘ ' F\rr e Perr |cbl|-M!~3u‘rc
" 5 R:ml ) b% VL g;u l..u” 'J 9{ ,‘un d 1'!’ ' r V | i ZB\\,
Y each 8 : nn 6 v
R U i -niuifw L Tl S qeni ey
, dbrey ' ) ' 1 1000
i 8 . D, tins, S, M "“ LT R o @ T e Awright | Fronk Setmon eror,
! % A;:“’q :M. ';I':N’.";; ff‘v::u; F):t‘/(hyl Morvlyﬂ fm”" v ST'O H/a:kburn flla/(S) ;‘:‘ ’EE”"”' W r.u;,.y .Ht&"l! vy |7 5 ;:Z [ Wn‘ghl Hlm“
Ti— i~ ni Crmfmhcr -i!. ﬁ' on-{Cro Lﬂ
o S HH T B koY T r.i.u: £x, s I""";’ e
:3:1 ’.b, _ 7"’(,4, 1 Loveooy (AR . } RS LAV LY I s L mllr L":%.'"
%};S’f Coreorr or ALY ozi | eg“‘.“{ 17 '\' vt e ¥ e d
i) Cogertn i e A LT BT R AT, U 1 O [Su . 7'1'
i | T M [N AT ikl
._ii'g ~ \7-: :": il_ - '9 -] . “a.'o'.:::.
Cunt ::;.T:‘.' ‘ 2 5 J;Rﬁ | .:ﬁﬁ,
N g .
) RB éL‘o‘f'f;fv R w F °Zd | f{c;ﬂmv n.l.l \UM:I&JI:H ‘Lie”
. g ‘ G ol
- 1o } ru 1 * g‘ Ty
Fumenus QRuth T. Furneoun, W 2 :
(T omenait Morrel T it 'Dw : 5“‘?’“"‘/’“” shol A e . 4 ulﬂw" ey
gno . Yenuqaest e | | o ‘ X y e 15T
“.';‘.°P. Egcrquzﬂ h;";" F'.: l Timbers & rrou;’:“o:fl C"t'-fv-'féo"’ % Ryt S 1 (et
\ xooxl e M CrossTimbers o 1698 4.6, . : iy .
w1469 3-1-38 Jerrdm "”1"’;9 1-24.2000 23 B SO0 HTECN o 3
‘ﬂ J vt ' fing, aff see, wiRR
:'6: al t ilu;uur ,.: l
,jﬁ Mra. lro E.Lae, viol, Mi Chn-nv Y _L
PR e et I il H'ﬁ*’!‘g’éﬁ"’ 3}7&1: e
i -g.[.lbdn ¢ {3000 ﬂ ,¢ _'t:;xo
il X . Hn 3 . X, °
ﬁ? B S"t"""-. m's.‘ o) 4 ! et WJ. .’::.”:"
: ) ) TR gy 1 17:7540) b AYLD) 1 C i
o ] ' ma‘f.ﬁ etal Gml"’u ~® W MeNe af 4 e lu.s.m Hrrn T i, e 4
A . ) kM. Reberfr (o g3 p ] (U-S- Lows Lubonk

LA

J-‘- .’t%

% ; %hnl (1. \
]l{na o A2t A ",'1",'1"0 . rlgo&, i3 vo l [P
Iy 5 § -‘ 3 e : . N
byr a';m,.;" i ‘ ""“" Hn | m" Iy 3 &
Feclr baw | pdamL yen p’ Yo e 4
Tan c-l. V14-to0e fi0C % W {
pg‘n,g Kinimona, efg! Yot lmur‘}’t 632

= {
MW};‘{{T.‘S{‘.. I .,";;v@\_ o g o mg;
i . o IR A 2 % ™ o
'k b k{”l‘:":' ’(g) % Lo Aoberts t'c . &-,‘3: ] NOV”"‘E" "I 'o"'*p‘"

- +8% L2
RN sl SV 7 r
oty Perrl 4] S het, Foss” ] " A{ ; ]
(] m‘ H QA lﬂ . / oo, AHyrag ey
r“’s‘i.,.?x“ il i EL B T o

.' o N
o s o] “sAGlirtel K Mgl f 0 IR AON ,", Marglo s {E
sxi sy Fade W larE oy 3 1 Rober bs (4] Pocberfycs ,4'.1' o L. L Rob &'s"‘ g,‘,‘f,‘,’};
D VP8, ) Bocnaooons St amm A

D | s [ 2
Timbary hm crs hm&%
Lowe

) ! E E% !!!EIE f " 9 r 4 e ATy . olindc "‘
¥ a’: u e de%t'j" % 3 ;‘" 9 }‘[“iﬁt\d X 15 18) - : - [‘7&::' g&ztrn "hg

.31 ,'!
af
,’

101200

cA o Tt 1 22800 o] T R N R Flamers 2
"‘" f’,‘: 8 f’wmmrr . “Ymerodo thilovelady Y Hl L .
hL¥; hE 1R, 8.2 -—'*o. . {hdobil € f rock M [y ey Tos J. i ]
_ M? L Byerye '-V Cross Timdery) 5 5» ;“l}, $1 " B 4 L) [N
Lwll o s Y g-'om’? A " a'~<1 P94 10 = -
' m" Ldadl oy ¢ muu@ [ “."_' ’,& .’\\ f/drld ’: ulﬁ':;l.:hn;l { v.’ s !
::":;IILL,_ “ ""v o | h;,z v e S na DEWEDC Biir etul 2L Hodsoni
-3 y L£.99). roes s
- le;.;m‘ 3 g q-’i‘ : FEL AR . s ‘1}{ ixe Lovel: ";h-‘" T
70 TR gy . [ " b 4.4 Mrl[ 143000
"’-[z: sE;r AN "/?-m"fccw e A ers. oh W o ﬁ’ 2 “ﬂ’
1< oy - . regt 3
’“',&:2.1 " it !'.Y'f: R 2T R 57 -
sha fren Al IT‘(&, fyr .

ow. uccukmd :)‘

a9 )
) " orime st
™ (4 Tonmd w1y *

ﬁgb” R8€ L E

Hu,
I3 Amernde bid LT : ) m.'” -
KE A 17 - ovtes | 5 f I':gn-"‘f... N’m’\s I_m___ ‘ft{ A (1
o AMERADA ||| \Lf'v'“# A b2 < -

.I'. BLEEREE S S Re=AT mmﬁ";-“’“‘" B ConodB 1A e ™ 1 ‘.

=i GRAPHIC SCALE o e ipmeroca "'1
JRl o TMile 2 Miles v R N .« G i
iz, ' e 5 % i°.
alCo ] : Low V.S, M o X <
is'c o' 2000° 4000 60.0,0' 8000’ 10,000" :,,,,- ) 034w D-U.,Nn T,N-n ud,, Jﬁ.‘

Scale: 1'=4,000" ompany

_ds)

n " o Cum:co 129 o 4 . Con%rho |

'Y %, 031k
:'(’, - -{tdqu Y . ® R &Aﬂl ‘""; "‘ﬁ -RIS}‘)| . “ I",“ o4 *“ hod .
. e ) v . Aprafny | Dol . ,"NM cm'm” ol

Mk oA G riA el S : . \ .
P e, et e Lf‘“‘ C"‘”“?f' New Mexic




EXHIBIT "B" »

Attached to and made a3 part of Farmout Aqfeement dated September 1. 1998

.~ by and .between Leonard Resource Investmends Corporation and H. Scott Davis.

Farmee and Cross Timbers 0il Company, Farfior.

viaes

s
et Gl
1T

A.A.P.L;_ggf_;;i\gelo-wsz
MODEL FORM OPERATING AGREEMENT

—

LA\

. OPERATING AGREEMENT

DATED

September 1 ;9 98

OPERATOR __Capataz Operating, Inc.

CONTRACT AREA _SE/4 Section 28 and A1l of Section 33-T19S-R38E;

A1l of Section 4 (less and except the W/2 SW/4), N/2 NE/4 and

NE/4 NW/4 Section 9-T20S-R38E

COUNTY OR PARISH OF Lea STATE OF __New Mexico

COPYRIGHT 1982 — ALL RIGE"{TS RESERVED
AMERICAN ADSUCIATIUN OF FEIKULEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILD[NC.
FORT WORTH, TEXAS, 76102, APPRQVED FORM.,
A.A.P.L. NO. 610 - 1982 REVISED



© AAPL FORM 610 - MODEL . ORM OPERATiNG AGREEMENT - 1982

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

p—

g~

10.

- 13
14.

15.

16.

17.

. Title Page - Fill in blanks as applicable.

Preamnble, Page 1 - Enter name of Operator.

Article Il - Exhibits:
(a) Indicate Exhibits to be attached. )
(b) If it is desired that no reference be made to non-discrimination, the reference 1o Exhibit ‘‘F’" should be deleted.

Article IILB. - Interests of Parties in Costs and Production - Enter royalty fraction as agreed to by parties.

Article I\/‘A. - Tide Examination - Select option as agreed to by the parties.

Ariicle [V.B. - Loss of Title - If “*Joint Loss’’ of. Title is desired, the following changes should be made:

(a) Delete Articles [V.B.1 and IV.B.2. '

(b) Article IV.B.3 - Delete phrase ‘‘other than those set forth in Articles. [V.B.1 and 1V.B.2 above.”

(c) Article VILE. - Change reference at end of the first grammatical paragraph from **Article IV.B.2"" 10 " Article [VB.3.”

{d) Article X. - Add as the concluding sentence - *All claims or suits involving title to any interest subject to this agreement shall be

treated as a claim or a suit against all parties hereto.”™
Article V - Operator - Enter name of Operator.
Article VLA - Initial Well;

{a) Date of commencement of drilling.
(b) Location -of well.

~ {c) Obligation depth.

Article VIB.2.(b) - Subsequent Operations - Entér penalty percentage as agreed to by parties.

f\_mcl.e VIC. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit “‘E'", then use
Alternate Page 8. '

- Article VILD.1. - Limitation of Expenditures - Select option as agreed to by parties.

Article VILD.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single project and amount above which
Operator may furnish information AFE. '

Article [X. - Internal Revenue Code Election - Delete this article in the event the égreement is a Tax Partnership and Exhibit **G"" is at-
tached.

Arucle X. - Claims and Lawsuits - Enter claim limit as agreed to by parties.

Article XUL - Term of Agreement:
{a) Select Option as agreed to by parties. .
{b) If Oprion No. 2 is selected. enter agreed number of days in two (2) blanks.

Artcle X[V.B - Governing Law - Enter state as agreed to by parties.

Signature Page - Enter effective date.
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TABLE OF CONTENTS

Article .‘ : Tide ' Page
I. DEFINITIONS ........... R ERREETRIERERE R R 1
1I. EXHIBITS................. e S O 1
1I1. INTERESTS OF PARTIES.......... e 2
A. OIL AND GAS INTERESTS. .. ... L AU 2
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION........ .. e [P 2
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS .. ... 2
D. SUBSEQUENTLY CREATED INTERESTS.................... FE R R R 2
IV. TITLES............... [ S 2
A. TITLEEXAMINATION........................ e ‘ 23
B. LOSSOF TITLE. . ... ... .. it R R 3
1. Failure of Title. . .......... ... ... oo, e e e s 3
2. Loss by Non-Payment or Erroneous Payment of Amount Due. . ...l 3
3. Other Losses. ... ..........cocveenn.. e P 3
V. OPERATOR...... e IR 4
‘A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR .. . ... oot e 4
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR. ............... ... ..., 4
1. Resignation or Removal of Operator............. T 4
2. Selection of Successor Operator. ............... .. ... .. e P 4
C. EMPLOYEES . ... . .l o e 4
D. DRILLING CONTRACTS . ... 4
V1. DRILLING AND DEVELOPMENT....................... e U 4
A. INITIAL WELL.. .. ... [ T 45
B. SUBSEQUENT OPERATIONS . .. ... .o oo i e L . 5
1. Proposed Operations. .. ... ......coouiroii L. [T 5
2. Operations by Less than All Partdes. ... ......0... ... ... ... P T i 567
3 Stand-By TAmE. 7
4.Sidetracking...........4...,.........A...H,..g ........ e 7
C. TAKING PRODUCTION INKIND ... ..o 7
D. ACCESS TO CONTRACT AREA AND INFORMATION. ... ... ..... ..... ... e 8
E. ABANDONMENT OF WELLS. .. .. e [ ... 8
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between__Capataz Operating, Inc.
hereinafter designated and
, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein

LK}

as ‘‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

"

referred to as *‘Operator’

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in -
Exhibit ‘**A’’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as heremafter provided,

" NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:
A. The term “‘oil and gas'' shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically-stated.

(3}

B. The terms ‘‘oil and gas lease’, ‘‘lease’” and ‘‘leasehold’’ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

C. The term ‘‘oil and gas interests’ shall mean unleased fee and mmeral interests in tracts of land lying w1th1r1 the
Contract Area which are owned by parties to thxs agreement. .

D. The term *‘Contract Area’ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed anid operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit “*A". , - ,

E. The term ‘'drilling unit'’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area-or as fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite’" shall mean the oil and gas lease or interest on which a proposed well is to be located

G. The terms *‘Drilling Party”* and ‘‘Consenting Party’’ shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement. _

H. The terms ‘‘Non-Drilling Party” and ‘‘Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operation. '

Unless the contéxt otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine. The word "Party" and "parties" shall always
mean a part or parties to th1s agreement. ’

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below -and attached hereto, are incorporated in and made a part hereof:
X A. Exhibit ““A", shall include the following information: ’
(1) Identification. of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
* (3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreemem
(5) Addresses of parties for notice purposes.

¥ B. Exhibit “'B", Form of Lease.

(0 C. Exhibit *‘C"", Accounting Procedure.

o D. Exhibit *'D"", Insurance.

¥ E. Exhibit “'E"", Gas Balancing Agreement.

(¥ F. Exhibit “‘F"", Non-Discrimination and Certification of Non- -Segregated Facilities.

A G Exhibit “G" I&*—-Par{-aeﬁh‘rp Memorandum of Operating Agreement
L( :_—.‘. ..-n-_--'» SAn ,l Ans -,..1-. k' ny,-a-w C R S L AL P Y

e incnmeicrant writh anv nrovision contained in the bodv -
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE IIL.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and_during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit *‘B™’, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

"B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all eqﬁipmem and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit ‘“‘A”". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of 1/8 which shall be borne as hereinafter set forth.

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any othér party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price. Notwithstanding the above, Operator shaill be responsible for

disbursing all royalty and overr1d1ng burdens.

Nothing contained in this Article IIL.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IIL.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit “A”", or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and

“accepted obligation of all parties (any such interest being hereinafter referred to as ‘‘subsequently created interest™” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
to as ‘‘burdened party’’), and: . ‘ '

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or pafties, all or a portion
of its working interest andjor the production attributable thereto, said other party, or parties, shall receive said assignment andjor
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,

or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

o

If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be,
enforceable against the subsequently created interest in the same manner as they are enforceable against the working mterest of
the burdened party.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling dperatiohs or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to Bé includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including fedéral lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the posséSéion of or’
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator.. Operator shall

cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furmshed to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

O Option No. 1: Costs incurred by Operator in procuring abstracts and ‘title examination (including prehmmary, sup 1emema1
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as pravided‘in Exhibit ‘e
and shall not be a direct charge, whether performed by Operator’s staff ‘attorneys or by outside attorneys.
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ARTICLE 1V
continued

B Option No. 2: Costs incurred by Opérator in procuring abstfacts and fees paid outside attorneys for title examination

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

in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection

with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling

designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the ‘drillsite or drilling unit has been examined as above

provnded and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
t\cxpate in the drilling of the well.

B. Loss of Title:

=Pt Hre6 CrOREME By O BRG-BRSHHereStOfTease ofHRterest-thereifBe1o SHERHaHTFE-O - =t
reduction of interest from that shown on Exhibit “*A”", the party contributing the affected lease or interest shall have ninety (90)days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as tp4ll remaining oil
and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the prfire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it mgy-Rave theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of seCh title failure; ’

(b) There shall be no retroactive adjustment of expenses incurred or revenues receiyed from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of thetime it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected byfie title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; _ _ »

(c) If the proportionate interest of the other parties herego m any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose tigje-fias failed shall receive the proceeds attributable to the increase in such in-

terest (less costs and burdens attributable thereto) ugs#it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party se”this agreement, who is determined to be the owner of anv inter¢st in.the title which has
failed, pay in any manner any part ofthe cost of operation, de\ elopment, or cqmpment such amount shall be paid to the party or parties
who bore the costs which ageo refunded:

(e) Any liability & account to a Lhird party for prior production of oil and gas which arisés by reason of title failure shall be
borne by the pgst( or parties whose title failed in the same proportions in which they shared in such prior. production; and,

(f) Netharge shall be made 10 the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claigeed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
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there shall be no monetar} habxhty agamst the party who faxled to make such pavment. Unless the party who fa1kd to
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure
which acquisition will not be subject to Article VIILB., the interests of the parties shall be revised on a »
date of termination of the lease involved. and the party who failed 1o make proper payment will
the Contract Area on account of ownership of the lease or interest which has terminate
required payment shall not have been fully reimbursed, at the time of the loss, fr
the lost interest, calculated on an acreage basis. for the development and
shall be reimbursed for unrecovered actual costs theretofore paid by
or wells previously abandoned) from so much of the follg

{a) Proceeds of oil and gas, less operating e
up to the amount of unrecovered costs:

(b) Proceeds, less operating expe
oil and gas thereafter produg
termination, would b

aK€ the required
ake proper payvment,
cfeage basis, effective as of the
onger be credited with an interest in
the event the party who failed to make the
e proceeds of the sale of oil and gas attributable to
fating costs theretofore paid on account of such interest, it
{but not for its share of the cost of any drv hole previously drilled
Mg as is necessary to effect reimbursement;

ses. theretofore accrued to the credit of the lost interest. on an acreage basis,

ses, thereafter accrued attributable to the lost interest on an acreage basis. of that portion of
ind marketed (excluding producuon from any wells thereafter drilled) which. in the absence of such lease
mbutable to the lost interest on an acreage basis. up to the amount of unrecovered costs. the proceeds of said
and gas to be contributed by the other parties in proportion to their respective: interests; and.

ny monies. up to the amount of unrecovered costs. that may be paid by any party who is. or becomes, the owner of the interest

—forthe ;\"1\';1 ge ot ;-mrri ;;\nr;nn —the-Contractdrea—oibecoming a-nart tothic careamon:
5~ >

portion of th

ot

TOf title ‘
3. Other Losses: All losses' incurred, athec—than—hose set forth in Asticles IV.B 1 and IV B2 _abgaue. shall be joint"losses

and shall be borne by all parties in proportion to thexr interests. There shall be no readjustment of interests in the remammg pomon of
the Contract Area.
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" ARTICLE V.
. OPERATOR

A. Designation and Responsit;iliti_es of Operator:

-Capataz‘Operating; Inc. S : shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.”

B. Resignation or Removal of Operator and Selection of Successor:

1 Resxgnanon or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Opérator terminates its legal existence solonge-anns-an-intaresi-hereunderin-the-Contract-Araa, or is no longer capable of serving as
Operator, Operator shall be deemed to have resrgned wnhout any action by NonOperators except the selecuon of a successor. Operator
“may be removed d-i-fails £ 5 e bafrra pla ip, by the
affirmative vote of two (2) or more NonOperators owning a maiority interest based on ownership as shown on Exhibit “A” remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or-action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, pérem or successor corporation shall not
be the basis for removal of Operator. :

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit *“A’"; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based

on ownershxp as shown on Exhibit *‘A’" remaining after excluding the voting interest of the Operator that was removed.

3. Vote required: When there is only one (1) non-operator, the vote of two (2)
8r‘gg %y?art1es shall not be required under Article B.1. and B.2.

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

D. Dirilling Contraéts:

All wells drilled ori the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.  A11 work performed or materials SUpp] jed
by affiliates of operator shall be performed or supplied at competitive rates
and in accordance with customs and standards prevailing in the industry. Operator
sha?1 notify non-operators in advance of the use of any such aff111ates

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the_ 19t day of February . 19_99 | Operator shall commence the drilling of a well for

.oil and gas at the following location:

tocation of its choice in Section 4-T20S-R38E, Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence o a depth of 8100' or tO a depth
sufficient to test the Devon1an formation, wh1chever is lesser.

unless granite or other practically impenetrable substance or condition in the hole, which renders further drxllmg 1mpracncal is en-
countered at a lesser depth, or unless all partles agree to complete or abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indication of Contammg oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatxons in which
event Operator shall be required to test on]y the formation or formations to which this agreement may apply. . ...
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ARTICLE VI
continued

. If, in Operator’s judgment, the well #ill rot produce oil or gas in paying quantmes cmd it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply. Notwithstanding the above, all
matters related to the drilling of the Initial Well are governed by the terms
of Farmout Agreement dated September 1, 1998.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VI.A.. or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all

“the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the

other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing 16 do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on 1ocatxor1 notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to el

: e of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the periodf above fixed shall constitute\an election by that party not to participate in the cost of the proposed operation. Any notice or

-response fgiven by telephone shall be pdomptly confirmed in writing.

twenty-four (24) \Ninclusive

twenty four (24

If all partles elect to pamcxpate in such a proposed operation, Operator shill, within mnety (90) days a?ter expiration of the notice
periad of thirty {30) days (or as promptly as possible after the expiration of the ferey-eighe£483 hour period when a drilling rig is on loca-
tion, as the case may be), actually commence thé proposed operation and complete it with due diligence at the risk and expense of 2ll par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal-had been made.

twenty four (24) »
2. Operations by Less than All Parues: If any party receiving such notice as provfded in Article VI.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation. then, in order to be entitled to the benefits of this Article, the party or parties

- giving the notice and such other parties as shall elect to participate in the operation shallf within ninety (90) days after the expiration of

the notice period of thirty (30) days (or as promptly as possible after the expiration of the faseymshahesi® hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all '
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms and con-
ditions of this agreement. ’

If less than all parties approve any proposed operation, the proposing pértx, immediafe]y after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party's interest as shown on Exhibit ““A™ or (b) carry its proportionate part of Non- -Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permxtted for
such a response shall not exceed a total of hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such propagal. 1f there is insufficient participation and shall promptly notify all parties of such decision.

wenty four (24)

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties,
If such an operation results‘in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Pames shall complete and equip the well to produce at their sole cost and risk,
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ARTICLE Vi
continued

- and the well shall then be turned over to _dpéiéidr'énd shall be operated by it at the expense and for the account of the Consenting Par-

ties. Upon commencement of operations for. the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and thé Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom untl the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

terests not excepted by Article II1.D. payable out of or measured by the production from such well accrumg with respect to such interest
uniil it reverts) shaH equal the total of the following:

(@) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, sepafators‘ treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

®)..300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C., and 300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein. Notwithstanding the foregoing provisions, see Article XV for
provisions pertaining to the relinquishment of a non- consent1ng parties interest
when such a non-consenting party elects not to participate in the drilling of a
well proposed hereunder.

An election not to partiéipate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-"
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or pligging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. f
such a reworking or plugging back operation is proposed during such recoupment period, the pfovisions of this Article VLB. shall be ap-

‘plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other

taxes, and all royalty, overriding royalty and other burdens apphcable to Non-Consenting Party’s share of production not excepted by Ar-
ucle 1IL.D. .

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing. tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged: and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such eqmp
ment to.the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
iternized staternent of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities iri-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized trom the sale of the well s working interest production Quring tne preceding monti. in deTermining tne quanty Ol Vi 4nu gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to. metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consemmg Party shall revert to it as
above provided: and if there is a credit balance, it shall be paxd to such Non-Consenting Party.

6
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished 'interestk the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production’
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said.well: Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. -

Notwithstanding the provisions of this- Article VI.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply. ‘

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA.

- except (a) as to Article VILD.1. (Option No. 2), if selected, or (b} as to the reworking, deepening and plugging back of such initial well

after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

- duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of al Consenting Parties pursuant to the terms of the second gram-

" matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently

withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit ‘*A’’ bears to the total interest as shown on Exhibit “*A’" of all Cansenting Par-
ties. .

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a *‘deepening”” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom: hole
location (herein called “‘sidetracking’"), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. ‘Any party having the right-to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

- (a) If the proposal is for sidetracking an exfsting dry hole. reimbursement shall be on the basis of the actual costs incurred in
“the inital drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *‘C’", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays: provided. however. ‘any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
b_\" C(?SYS shall be allocate‘d between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par--
ty s mnterest as shown on Exhibit *‘A™ bears to the total interest as shown on Exhibit **A”" of all the electing parties. In all other in-

_' stances the response period to.a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:
- shave the right to

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusi\fe of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking tn kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind sh;xll be
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ARTICLE VI

continued .
1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses.
2 . :
3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
4 the Contract Area; anc'i_except as provided in Article VLB, shall be entitled to receive payment directly from the purchaser thereof for
5 its share of all production. )
6 . _ .
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of .
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
9 . the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
10.  best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
11 owner of the production to exercise at any time ~i(ts right to take in kind, or separately dispose of, its share of all oil not previously
12 delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable périods of
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
14  of one (1) year. Operator shall not purchase or sell any other party's share of production
15  without first obtaining the prior written consent of such party. '
16 In the event one or more parties’ separate disposition of its share of the gas-causes split-stream deliveries to separate pipelines and/or
,17  deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
19  agreement between the parties hereto, whether such an agreement is attached as Exhibit *‘E’", or is a separate agreement.
20 * upon thirty (30) days written notice
21 D. Access to Contract Area and Information:
22 v
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
25  and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
26 . governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
28  gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29" quests the information. '
30 v -
31 E. Abandonment of Wells:
32. : ' ) ‘
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
34  drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
35  without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
39  such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
40  operations in search of oil andfor gas subject to the provisions of Article VLB. '
41 | B
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
46 thirty (30) days after receipt of notice of the proposed abandonment of any well. all parties do not agree to the abandonment of such well,
47 those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
- parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance huth-the provisiansaf
49 Buhibit-€™ less the estimated cost of salvaging and the estimated cost of plugging and abandonin,ggach abandoning party shall assign
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
51" material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party s or includes an oil and
53 gas interest, such party shall execute and deliver to the non-abandoning part‘y or parties an oil and gas lease, limited to the interval or in-
54 " tervals of the formation or formations then open to production, for a term of one (1) vear and so long thereafter as oil andfor gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
56 . ) . '
57 ** a reasonable appraisal of its current salvage value
58

s9  *** and restoring the surface. If the abandoning party's share of the aforesaid

60 Salvage value is less than such party's share of estimated costs, the abandoning
61 party shall pay the operator, for the benefit of the non-abandoning parties, a
62 sum equal to the deficiency. : ’ : . =
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ARTICLE VI

continued

“‘B’". The assignments or leases so limited shall encompass the **drilling unit'’ upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

Contract Ared'to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quesf, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VIE.1. or VLE.2. above shall be applicabic as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no weli shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified

of the proposed abandonment and afforded the opportunity to-elect to take over the well in accordance with the provisions of this Article
VLE. '

ARTICLE VII _
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liené and Payment Defaults: ’ _ ' -

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and 2 security interest in its share
of oil and/or gas. when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit **C’’. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exércise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgmerit by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right. without prejudice tc other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non*Operator s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty {60} days after rendition of a statement therefor by
Operator. the non{lefaﬁhing parties. including Operator. shall. upon request by Operator, pay the unpaid amount in the proportion that .
‘the interest of each such party bears to the interest of all such parties. Each party so paving.its share of-the unpaid amount shall. to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pav and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto- with their respective propor-

uonate shares upon the expense basis provided in Exhibir **C™ - Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator. at its election, shall have the right from time to time to demand and receive from the other partics payment in advance

[ their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
momh which right may be exercised only by submission to each such party of an itemized statement of such estimated expense. together
with an invoice for its share thereof. Each such statement and invoice for the pavment in advance of estimated expense shall be submitted

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

fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount -
due shall bear interest as provided in Exhibit *C"" until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Dnll or Deepen: Without the consent of all parties. no well shall be drilled or deepened, except any well drilled or’ decpened
pursuant to the provisions of Arncle VLB.2. of this agreement. Consent to the drilling or deepening shall include: -
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continued

[J "Option No. 1: All necessary expenditures {or the dnllmg or deepcmng, testing, completing and equipping of the well, including
necessary tankage and/or surface facilities.

m Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice.
to the Non-Operators who-have the right to participate in the completion costs. The parties receiving such notice shall have f{orty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the settipg of casing and the completion at-
tempt. Such electiori, when made, shall include consent to all necessary expenditures for the compleung and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase ‘‘reworking, deepening or plugging

back”® as contained in Article.VI.B.2. shall be deemed to.include *‘completing’”) shall apply to the operations thereafter conducted by less
than all parties, '

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall

include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
andfor surface facilities.

3. Other Operations:‘ Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
10 require an expenditure in excess of_Fifteen Thousand ====--===========Dollass (5..].5.,.0.0_&__0_0____)
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously -authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of_Ten Thousand==z=--==-==--=--"ec—omcoamu-

Doltars (310,000 .00 ) but less than the amount first set forth above in this paragraph.

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and-have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such pa:tiés. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight'where such pay-

ment is-required to continué the lease in force, any loss which results from such non-payment shall be borne in accordance with, the pro-
visions of Article fe-B=2 IV.B.3. :

Operator shall notify NonOperator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at Jeast five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any-shut-in well payment
shall be borne jointy by the parties hereto under the provisions of Article 1V.B.3.

F. ‘Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
sub)ect to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not

- be limited to, royaldes, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess rovalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge 10 such owner or owners so as to reflect the benefit of such reduc-
ton. If the ad valorem taxes are based in whole or in part upon separate valuations of each party s working interest, then notwithstanding
anything to the conzary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated b) ezch party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payvments in
the manner provided in Exhibit **C"’

v 2

'

U Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and":manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to (mal deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes'and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the:joint ac-

count, together with any mterest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bythem, as
pronded in Exhibit *'C"". :

-~

; Each party shall pay or cause 10 be paid all production, severance, excise, gathering and other taxes imposed upon or fith fespect to
the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. |
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1 G. Insurance:
2
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability‘under said com-
5 pensation laws in which event the only charge that shall be made to the joint account shall be.as provided in Exhibit-**C"". Operator sh_qll
6 also carry or provide insurance for the benefit of the joint account of the parties as outined in Exhibit **D"’, attached to and made a part
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen s compensation
8 law of the state where the operdtions are being condicted and to maintain such other insurance as Operator may require.
12 In the event automobile public liability insurance is specified in said Exhibit “D”", or subsequently receives the approval of the
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.
12 ' ' '
13 ‘ ARTICLE Vi1, »
S 14 ’ ‘ ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
15 :
16 A. Surrender of Leases:
17 ' .
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
19 - or in part unless all parties consent thereto. within thirty (30) days of its
20 , : election to so surrender
21 However, should any party desire to surrender its interestfin any lease or-in any portion thereof, and the other parties do not

22 agree or consent thereto, the party desiring to surrender shall assign! without express or implied warranty of title, all of its interest in
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-

.25  terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil andjor gas is produced from the land covered thereby, such
27  lease to be on the form attached hereto as Exhibit “‘B"’. Upon such assignment or lease, the assigning party shall be relieved from all
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
20 attributable thereto, and the assigning party shall hdve no further interest in the assigned or leased premises and its equipment and pro-
30  duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
31  party assignor or lessor the reasonable salvage value of the latter 's interest in any wells and equipment attributable to the assigned or leas-
32 ed.acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C™", less the estimated cost of
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
.37 party’s interest as'it. was immediately before the assignment, lease or surrender in the balance of the Contract Area: and the acreage

38  assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
39  agreement. ’

40 :

41 . B. Renewal or Extension of Leases:

42 . :

43 If any party secures a renewal of any oil and gas lease subject 1o this agreement, all other parties shall be notified promptly, and

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
45  renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the

47 interests held at that time by the parties in the Contract Area.

49 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties

50 ©  who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
" Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement, but shall be

s3 -deemed to be subject to an Operating Agreement identical to this but modified

54 on]ééchtSartr'{/ewfh]oep%;-ticighgs B"Y&%’&MQ o?g r%@alq&g%u‘lﬂ Qﬁggi\gé Yz;rlg iﬁénmem of its proportionate interest therein

55 by the acquiring party.

56 :

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
58  dr cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease taken or con-

60 tracted for more than six (6) months atter the expiration of an existing lease shall not be deemed a renewal ledse and shall not be subject to
61 the provisions of this agreement,

w2

63 - The provisions in this Article shall also be applicable to extensions of oil and gas leases,

64 : ' ’
65 - C. Acreage or Cash Contributions: . ‘

06 ' r receives =

67 While this agreement is in force, if any party contracts for*a contribution of cash towards the drilling of a well or any other
68  operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
69 B applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage. the party to whorm the con-
70

tribution is made shall promptly tender an assignment of the acreage. without warranty of title. to the Drilling Parties in the proportions

* and restoring the surface. If such party's (assignor's or 1essor‘s)'share of the

aforesaid salvage value is less than sggh party's share of estimated costs, the

- party shall pay the operator, for the benefit of assignees or lessees, a sum equal
to the deficiency. 11- ' '
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notfy all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interest:

“For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other dlsposmon of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either: ‘

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

“Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties. ‘

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract

- Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each. party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

FREJOFHY

% 5 e ok a STV
HOSHRF -ttt P e COMPAR Y Of Lo BRY—COMmpatty i Which-eA—OREPoFt-eRAS& ty—ef—the—staek.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

. This agreement is not intended to create, and shall not be construed to creite, a relationship of partnership or an association
for prom between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded

- from the application of all of the provisions of Subchapter ‘K"’ . Chapter 1, Subtitle **A"", of the Internal Revenue Code of %954/215 per-

mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the

United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such varty shall execute such documents and furnish such other evidence as may be required by the

Federal Internal Revenue Service or as may be necessary.to evidence this election. No such party shall give any notices of take any otner

action irtconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter ‘K™ Chapter 1,

Subtitle * AT, of the Internal Revenue Code of “under which an election similar to that provided by Section 761 of the Code is per-
mitted. each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

tion. each such party states that the income derived by mch party {rom operations hereunder can be adequatelv determined without Ihe
computation of partnership taxable income.

S 19¢
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may $ettle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does not exceed Five Thousand-r====-==~=—===mo-mmmromoom-—mmmmmmmmmmmmm oo Dollars

(8 5 000.00 -__}and if the pavment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling. settling. or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against.any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no'conuol because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement. other than
the obligation to make money payments. that party shall give to all other purties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shull be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the sertlement of strikes,

-lockouts. or other lsbor difficulty by.the party involved. contrary to its wishes: how all such difticulties shall be handled shall be entirely

within the discretion of the party concerned.

The term “‘force majeure’”, as here employed. shall mean an act of God, strike. lockout., or other industrial disturbance. act of
the public enemy, war; blockade. public riot, lightning. fire. storm. flood. explosion. governmental action, governmental delay, restraint

~or inaction, unavailability of cquipment. and any other cause, whether of the kind specifically enumerated above or otherwise. which is

not reasonably within the control of the party claiming suspension. . T

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided. shall be given in writing by mail or telegram. postage or charges prepaid, or by telex or telecopier and addressed to
the parties Lo whom the notice is given at the addresses listed on Exhibit A" The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or anv responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid. or sent by telex or telecopier. Each party
shall have the right to change its address at any time. and from time to time. by giving written notice thereof to all other parties:

ARTICLE XIII. -
TERM OF AGREEMENT

This agrccmem shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests sub;ect hereto for the
perxod of time selected below: provided. however. no- party hereto shall ever be construed as having any right. title or interest in or to any
leuse or ol and gas interest contributed by any other party bevond the term of this agreement.

— Option No. I:'So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area. whether by production. extension. renewal or otherwise.

X Option No. 2: In the event the well described in Article VLA. or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities. this agreement shall continue in force so long as anv such well or
wells produce. or are capable of production and for an additional period of __90 days from cessation of all production: provided.
however.if. prior 1o the expiration of such additional period, one or more of the parties hereto are engaged in drilling. reworking. deepen-
ing. piugging back. testmg or attempung to complete a well or wells hereunder. this agreement shall continue in force until such opera-
tons have been compler(d and if production results rherefmm this apreement shall continue in force as provlded herein. In the event the
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of producing oil andior gas from the Contract Arca. rhm agreement shall terminate unless drilling, deepening. plugging hack or rework-
ing oper.mom are commenced within ___ 90~ davs from the date of abandonment of wd well.

It is .1u<ed hm\e\er that the termination of this agreement shall not relieve any party hereto from any habilicy which has
acerued or attached prmr to the date of such termination
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulatjons and Orders:

-

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules
]

regulations, and orders of any duly constituted regulatory body of said state; and.to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which

the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New Mexico
shall govern. : i

C.  Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including thé location, operation, or production of wells, on tracts offset-

ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators'agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such .an incorrect interpretation or

application, together with interest and penalties thereon owinig by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to. be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980°*, as same may be amended from time to time (**Act”*), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV. -
OTHER PROVISIONS

See Attached Pages 14(a)-14(h)

)
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ARTICLE XV

- OTHER PROVISIONS

CONFLICTS

In the event of a conflict between the provisions of this Article XV and any other
provision of this Operating Agreement, the provisions of this Article XV shall control
and prevail. This Operating Agreement is being entered into in accordance with the
terms and conditions of that certain Farmout Agreement dated September 1, 1998, by and
between Cross Timbers Oil Company, Farmor, and Leonard Resource Investment
Corporation and H. Scott Davis, Farmee. In the event of any conflict between the terms
of this Agreement and the Farmout Agreement, it is provided that the terms of the
Farmout Agreement will control and prevail. -

SEQUENCE OF ELECTIONS:

It is agreed that where a well, which has been authorized under the terms of this
Agreement by all parties, or by one or more but less than all parties under Article VLB.1.
or 2., shall have been drilled to the authorized depth, and the parties participating in the
well cannot mutually agree upon the sequence and timing of further operations regarding
said well, the following elections shall control in the order enumerated hereafter:

1) An election to do additional loggmg, coring or testlng (if less than all parties
" desire to do such additional logging, coring or testing, the costs, including any
additional standby time, shall be borne solely by those parties desiring the work
be done and the information gained from the additional 1ogg1ng, conng or testmg
shall belong to the pames participating in the work)

2.) An election to attempt to rework and/or complete the well at either the obj ectlve
depth or objective formation;

3.)  Anelection to deepen said well (subject to the prior right of any party wishing to
complete to run casing to protect the hole prior to deepening); and

- 4) An election to rework, plug back and attempt to complete said well at a lesser
dcpth

5.) An election to sidetrack the well.

It 1s agreed, however, that if at the time said participating parties are considering any of

the above elections the hole is in such a condition that a reasonably prudent operator

would not conduct the operations contemplated by the particular election involved for

fear of placing the hole in jeopardy or losing the same prior to completing the well in the -

objective depth or objective formation, such election shall be eliminated from the
priorities herein above set forth. ' ' '

If the Operator is not successful with its first (or subsequent) completion attempt(s) and
the Operatof, or Non-Operator, recommends a completion attempt in another zone, then
any previous Non-Consent Parties shall be entitled to notice and the option to participate
regardless of their election on a previous completion attempt; however, to have such
options such Non-Consent Parties must have participated in all operations leading up to
the initial completion attempt (for the purposes hereof, the conductmg of sole benefit
logging, coring, or testing, as mentioned in 1, above, shall not exclude any other party

- from the right to participate) and, if they did not pay their share of the costs of casing and
cementing in the initial completion attempt, they shall-pay their share of the costs of
casing and cementmg to the zone being contemplated for completlon (which shall be

14(a)



calgulated by multiplying the total costs of casing and cementing times the lowest depth
Qf the zone being contemplated for completion divided by the total depth of the casing in
the hole). The money received by Operator shall be allocated to the Consenting Parties in

the proportion that they paid for the casing and cementing. This option is a recurring
right.

NOTICES OF MULTIPLE OPERATIONS:

1t 1s specifically provided that no notice shall be given under Article VLB. that proposes
the drilling of more than one well. Further, without the mutual consent of all parties, the
provisions of said Article VI.B., insofar as such provisions pertain to notification by a

- party of its desire to drill a well, shall be suspended for so long as (a) a prior notice has

_ been given that is still in force and effect and the period of time during which the well
regarding same may be commenced has not expired, or (b) a well is then drilling
hereunder. This section shall not apply to any well or operation which is necessary to

matatain in full force and effect a lease, as described in Article XV.G., or to earn an
interest in a lease. : ‘

REMEDIES FOR DEFAULT:

Notwithstanding the provisions of Article VILB,, it is agreed between the parties hereto
that in the event any party fails to pay its proportionate share of expenses incurred
pursuant to the terms of this Agreement, then the non-defaulting party or parties shall
have the option, without prejudice to any other existing remedies, to consider such non-
payment to constitute an election not to participate under Article VI.B.2., and /or Article
XV.G. (whichever is applicable) to this Agreement in the same manner, to the same
extent and with the same force that a failure to reply within the prescribed period

* constitutes an election not to participate. As long as the de_faulting party has unpaid
balances outstanding, it shall have no further access to the Contract Area or information
obtained in connection with operations hereunder and shall not be entitled to vote on any
matter hereunder. As to any proposed operation in which it otherwise would have the
right to participate, such defaulting party shall have the right to be a Consenting or
Participating Party only if it pays all of the amounts to which it is in default, in full,
including the penalty amounts provided for in Article VI.B., before the applicable
proposed election or decision deadline. This reinstatement option shall not apply to any

party who origirially defaulted under an operation falling under the terms of Article
XV.G. ‘

Notwithstanding ahything to the contrary contained in Article VIL.C. and/or this Article
XV.D. : : '

1.) Operator shall not have the right to implement any of the remedies with respect to
default described in Article VII.C. and/or XV.D. while the Operator and
defaulting Non-Operator are engaged in on-going negotiations or discussions
conducted in good faith regarding disputed joint billings and/or advances. It
being understood, however, that this provision shall not relieve Non-Operator of -
its responsibility to timely pay that portion of any joint billings and/or advance

“estimates which are not the subject to any such good faith dispute; and

2) It is the intention of this Article XV.D. to grant Non-Operators reciprocal rights

" against Operator in the event Operator, rather than Non-Operator, shall fail or
refuse to pay its proportionate share of all costs, expenses and/or advance -
payments requested of Non-Operators by Operator. Where appropriate within the

*text of Article VII and this Article XV.D., in order to effectuate this reciprocity,

‘where the word “Operator” is used, the word “Non-Operator” may be substituted
therefor, and where the word “Non-Operator” is used, the word “Operator” may
be substituted therefor; and"

14(b)




G.

23) In the event an advance paYment and/or invoice remaihs unpaid thirty (30) days

after the delivery thereof by Operator (or, in the case of an advance payment
and/or invoice for the estimated cost to be incurred in connection with the drilling .
and/or completion attempt in a well drilled on the Contract Area, ten (10) days
after the delivery thereof), Operator shall notify the relevant Non-Operator, by
certified mail, return receipt requested, of any such unpaid amount(s). In case of

- any such notice, Operator shall send copies of the notice to all other Non-
Operators. In the event that such advance payment and/or invoice remains unpaid
fifteen (15) days after notice thereof by Operator by certified mail (or, in the case
of advance payment and/or invoice for the estimated cost to be incurred in
connection with the drilling and/or a completion attempt in a well drilled on the

- Contract Area, five (5) days after notice thereof), the relevant Non-Operator shall
be deemed to be in default under the terms hereof.

ASSIGNMENT FROM PARTY OWING THE JOINT ACCOUNT:

Notwithstanding anything herein contained to the contrary, no assignment or transfer of

interest shall relieve any party hereto of debts owed to Operator and/or any Non-
Operators, nor shall it act to restrict Operator’s rights under Article VILB. and Article
XV.D. If Operator is unable to collect any unpaid debts from any party subject to this
Agreement within 60 days from the date said party assigned the property, Operator,
without prejudice to any other rights or remedies, shall have the right to any remedies
provided for in Article VILB. to collect the debt from the assignee of the owing party.

BANKRUPTCY RELIEF:

1f; following the granting of relief under Bankruptcy Code to any party hereto as debtor

thereunder, this Agreement should be held to be an executory contract within the meaning
of 11 U. S. C. Section 365, then the Operator, or (if the Operator is the debtor in the
bankruptcy) any other party, shall be entitled to a determination by debtor or any trustee
for debtor within thirty (30) days from the date an order for relief is entered under the
Bankruptcy Code as to the rejection or assumption of this Operating Agreement. In the
event of any assumption, Operator or said other party, shall be entitled to adequate

assurances as to future performance of debtor’s obligation hereunder and the protection of
the interest of all parties. '

REQUIRED WELL OPERATIONS:

: Not&ithstanding anything to the contrary herein contained, it is understood and agreéd

that the non-consent provisions of Article VI.B shall not be applicable to any well or
operation which is necessary to perpetuate an expiring lease or leases* or to earn an
interest in a lease or leases pursuant to any farmout or other agreement. To “earnan
interest” as above mentioned is herein understood to include completion operations if
production is required to earn, whether or not drilling has extended the lease or continued
the right to drill. Any well drilling or other operation that is necessary to perpetuate or
earn a lease or interest therein shall be deemed to be a “required well” or “required
operation.” As to any required well or required operation proposed by any party hereto-in
which any other party hereto elects not to participate, the non-participating party shall
release and relinquish forever proportionately to the participating parties all ?f non-
participating party’s interest in and to the lease or leases or interest (“relin_qmshed -
leases”) herein which would be perpetuated by such required well or required operation,
only insofar as said relinquished leases cover the drilling unit established for the proposed

‘well, according to the spacing pattern required or permitted by the applicable regulatory -

authority having jurisdiction, or if no spacing pattern has been provided, the_n forty (40)
acres for an oil well, and one hundred sixty (160) acres for a gas well. The interest in
such relinquished leases shall be assigned by the non-participating party to the

_ participating parties without warranty of title except as to claims by, through or under

assignor and shall be free of any additional burdens as is provided for in Article IILD. '
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hereof. All other leases or 1nterests in which the non-participating party owns an interest
which are pooled with the relinquished leases to form a proration unit under the
regulations of the governmental authority having jurisdiction shall be subject to the
Article-Non-Participation on Proposed Wells, immediately following this Article.
Nothing herein shall be construed to require the reduction of such non-participating
party’s interest in any producmg wells or units.

*As used in this section, an expiring lease(s) is deﬁned to be any oil and gas lease thch would

- expire within 120 days of the commencement of the proposed operation but will not then exp1re ‘
if such operation is commenced.

H. NON-PARTICIPATION IN PROPOSED WELLS:

Should any party propose the drilling of a well upon the Contract Area, pursuant to
Article VL.B,, then Operator shall furnish or cause to be furnished to all parties an AFE
reflecting the estimated cost of drilling such well. Should a party fail to furnish timely
notice of his election to participate, such failure shall constitute a conclusive presumption
that he has elected not to participate in such drilling.

Should the participating parties fail to commence operations on the proposed well within
- the time frame provided in this Operating Agreement, the proposal to drill the well shall
be deemed to be withdrawn and the election of any non-participating party shall no longer

be of any effect. At that time, any party may make a new proposal under the terms of this
provision to drill a well.

Subject to the terms of the Article-Required Well or Operations, immediately
preceding this Article, it is hereby agreed that any party who elects, or is deemed to have -
elected, not to participate in the drilling of a well proposed pursuant to Article VI.B. shall
assign and convey to the participating parties all of the non-participating parties leasehold
interest in the acreage and depths/formations ascribed to the drilling unit established for
the proposed well, according to the spacing pattern required or permitted by the
applicable regulatory authority having jurisdiction, or if no spacing pattern has been
provided, then forty (40) acres for an oil well, and one hundred sixty (160) acres for a gas
well. The provisions of this paragraph shall apply to each well drilled hereunder on an .
individual basis, wherein, there shall be a separate and independent payment account on
each such well.

The other applicable provisions of this Operating Agreement shall control all non-consent
operations other than those described in this provision.

L PLUGGING AND ABANDONING COSTS:

Notwithstanding anything to the contrary contained in Article VL.E.1. and Article
VILD.1., Option No. 2., it is agreed that where a party participated i in the drilling of a
well but then is a Non-Consenting party to a subsequent operation on such well that
directly or indirectly causes additional plugging and abandoning costs to be incurred
above what was normal and reasonable, then such additional plugging and abandoning
costs shall be borne solely by the Consenting Parties thereto (proportionately to their -
aggregate interest in the subsequent operation). '

J.  ADDITIONAL PROVISION OF ARTICLE VILD.:
The phrase “necéssary expenditures” in Article VILD.1. (Option No. 2) on page 10 shall

be deemed not to include sidetracking operations, unless specifically included in an
Authority for Expenditure approved by the participating parties.

14(d)



MARKETING OF GAS:

Notwithstanding anything to the contrary contained herein, Operator hereby covenants
and agrees that should any Non-Operator so request, Operator will market, subject to the
provisions of Article VI.C., such Non-Operator’s share of any production from operations
on the Contract Area under the same terms and conditions that Operator is marketing its
share of said production or will provide Non-Operator the right and opportunity to ratify
or join in any contract for the sale of Operator’s share of production from operations on
the Contract Area. Similarly, in the event any Non-Operator hereby should acquire a -

- market for its share of production from the Contract area, said Non-Operator hereby

covenants and agrees that should Operator and/or any other Non-Operator so request, said

‘Non-Operator will market, subject to the provisions of Article VI.C.; such Operator’s

and/or other Non-Operator’s share of any production from operations on the Contract
Area under the same terms and conditions that said Non-Operator is marketing its share
of said production, or said Non-Operator will provide Operator and/or other Non-
Operator the right and opportunity to ratify or join, under the same terms and condmons '

in any contract for the sale of said Non-Operator’s share of production from operations on
the Contract Area.

OPERATIONS BY CAPATAZ OPERATING, INC.:

The parties hereto acknowledge that Capataz Operating, Inc., owns no interest in the
Contract Area and is only a contract operator. In the event that H. Scott Davis (the
President of Capataz) no longer owns an interest in the Contract Area, Capataz Operating,

Inc., will be deemed to have resigned as Operator and a successor operator shall be
selected pursuant to Article V.B.2 hereof.

REMOVAL OF OPERATOR:

Operator may, from time to time and at any time be removed without cause and for any
veason by the affirmative vote of two (2) or more Non-Operators owning a majority
interest based upon ownership shown on Exhibit “A” (using the ownership set forth in the
after payout column), remaining after excluding the voting interest of Operator. Upon the
removal of Operator, a successor Operator shall be selected by the parties. The successor .

‘Operator shall be selected by the parties owning an interest in the Contract Area at the

ttme such successor Operator is selected. The successor Operator shall be selected by the

affirmative vote of two (2) or more Non-Operators owning a majority interest based upon

ihe ownership shown on Exhibit “A”, remaining after excluding the voting interest of
Operator. The removal shall become effective at 7:00 AM on the first day of the calendar
month following the expiration of thirty (30) days after the date on Wthh a successor
Operator is selected.

ADVANCE PAYMENTS:

Notwithsta.mding'the provisions of Article VII.C. hereof, if Operator desires, or is
requested by any Non-Operator to do so, Operator shall advance bill each Non-Operator

~ who elects to participate in any approved operation hereunder, one hundred percent

(100%) of Non-Operator’s proportionate share of the costs attributable to the entire
operations; provided however, in the case of the drilling or deepening of a well, Operator
shall advance bill that share of the costs attributable to the drilling or deepening and
iesting of the well, and not the costs associated with the completion of same. In the same .
manner, Operator may advance bill each Non-Operator who elects to participate in the
completion of such well one hundred percent (100%) of Non- -Operator’s proportionate
share of estimated completion costs. Non-Operators who have elected to participate in -
any such operations shall remit to Operator within 24 hours prior to the commencement,

of the proposed operation, one hundrcd perccnt (100%) of the amount so invoiced.
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OPERATOR’S LIEN - SECURITY INTEREST:

- Subject to the provisions of Article VILB. of this Operating Agreement, each Non-

Operator grants Operator a lien upon all of the rights, title and interests of each Non-
Operator, whether now existing or hereinafter acquired, in and to (i) the oil, gas and other
minerals in, on and under the Contract Area, and (ii) any oil, gas and mineral leases
covering the Contract Area or any portion thereof. In addition, each Non-Operator grants
to Operator a security interest in and to all of such Non-Operator’s rights, titles, interest,
claims, general intangibles, proceeds, and products thereof, whether now existing or
hereafter acquired, in and to (i) all oil, gas, and other minerals produced from the
Contract Area when produced; (ii) all accounts receivable accruing or arising as a result
of the sale of such oil, gas and other minerals; (iii) all cash or other proceeds from the
sale of such oil, gas and other minerals once produced; and (iv) all oil and gas wells and
other surface and sub-surface equipment and facilities of any kind or character located on

~ the Contract Area and the cash and other proceeds realized from the sale thereof

{collectively, the “Personal Property Collateral”). This Operating Agreement (including a
carbon, photographic or other reproduction hereof) shall constitute a non-standard form
financing statement under the terms of the Uniform Commercial Code of the state in
which the Contract Area is located, and as such may be filed for record in the real estate

-records of the county or counties in which the Contract Area is located. Operator grants a

like lien and security interest to the Non-Operators to secure payment of Operator’s share
of expense. ‘

SEPARATE MEASUREMENT FACILITIES:

Any party creating the necessity for separate measurement facilities shall alone bear all
costs of such facilities. Any party using separate production measurement facilities shall
keep accurate records of such production in accordance with applicable state and federal
regulations, and upon Operator’s request, under the terms of this Agreement or any
agreement executed in conjunction with this Agreement, true and complete copies of said
records shall be furnished to Operator. Said production records supplied to the Operator

“shall be treated as confidential information and shall be used by Operator onIy to the
extent necessary to fulfill its duties as Operator.

DISBURSEMENT OF ROYALTIES:

If a purchaser of any oil, gas or other hydrocarbons produced from the Contract Area
declines to make disbursement of all royalties, overriding royalties and other payments
out of, or with respect to production which are payable on the Contract Area, Operator
will, if any Non-Operator so desires, make such disbursements on behalf of said Non-
Operator at his directions, provided, Non-Operator shall execute such documents as may
be necessary in the opinion of Operator to enable Operator to receive all payment for oil,
gas or other hydrocarbons directly from said purchaser. In that event, Operator will use -
its best efforts to make disbursements correctly but will be liable for incorrect
disbursements only in the event of gross or willful negligence. Any expenses incurred by
Operator in performing this function shall not be deemed to be administration services
and therefore not covered by the overhead charges set forth on page 4, Article IIL.1.1. of
the Accounting Procedure attached hereto as Exhibit “C”. Any such expenses incurred .
by Operator in performing this function and charged to the joint account shall in no event
exceed $60.00 per month per well. :

-CONTRACTOR INDEMNIFICATION:

As to any contract executed by Operator with an independent contractor covering
operations or services to be performed on properties covered by the Operating
Agreement, Operator shall require that any indemnification provision contained therein
shall extend to and inure to the beneﬁt of Non-Operators in the same manner as Operator.
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'ACCESS TO CURRENT DIVISION ORDERS AND PAY SHEETS:

REWORK, DEEPEN OR PLUG BACK A PRODUCING WELL:

No well which is producing in commercial quantities shall be reworked, deepened or
plugged back without the consent of a party or parties owning an aggregate of 80% of the
working interest in such well. A party who has elected not to participate in such
operation (as permitted in Article VI.B) may nonetheless consent to the conducting of
such operations by less than all the parties in accordance with Article VI.B.2

DIFFERING OWNERSHIP, SEPARATE OPERATING AGREEMENTS:

If hereafter, ownership in the Contract Area differs between one geographical area and
another (as by election of a party not to participate in (i) the drilling of a well as provided
in XV.H., or (ii) the operation necessary to perpetuate an expiring lease as provided in
XV.G.), effective at the time such change of ownership occurs, each such geographic area
shall be deemed to be covered by a separate form Operating Agreement identical to this

one, except for a re-allocation of ownership and description of the Contract Area on
Exhibit “A” thereof. -

TAXES:

If the Operator is required hereunder to pay ad valorem taxes based in whole or in part
upon separate valuations of each party’s working interest, then notwithstanding anything
to the contrary herein, charges to the joint account shall be made and paid by the parties

hereto in accordance with the percentage of tax value generated by each party’s working
interest. ' '

Upon written request by any party hereto, the Operator shall furnish or cause to be
furnished, free of charge, to said requesting party a full and complete current division of -
interest (Division Orders) and current Pay Sheet which sets forth each party’s name,
mailing address, || | | NS, dccimal interest, and type of interest (e.g.
royalty, overriding royalty, production payment, working interest), which Operator has in
its possession or to which it has access. As well, any party hereto shall, during normal
business hours, have access to and the right to make copies of any and all deeds,
assignments, probates, changes of address notices, or other such instruments which

- Operator has relied upon to make adjustments to the division of interest and Pay Sheet.

REGULATORY PROCEEDINGS:

Non-Operators agree to release Operator from any and all losses, damages, injuries,
claims and causes of action arising out of, incident to or resulting directly or indirectly
from Operator’s reasonable interpretation or application of rules, rulings, regulations or
orders of any local, state or federal agency, or any other regulatory agency having
jurisdiction, along with any predecessors or successors to any agency. Non-Operators
further agree to reimburse Operator for their respective proportionate shares of any
amounts Operator may be required to refund, rebate or pay as the result of any incorrect
interpretation or application of such rules, rulings, regulations or orders, together with
Non‘-Operators’ proportionate part of interest and penalties owed by Operator as a result
of such incorrect interpretation or application of such rules, rulings, regulations or orders.
This Operating Agreement shall not be construed to provide that any party is obligated to
represent any other party before the Federal Energy Regulatory Commission or any other
governmental agency or body having jurisdiction over the Contract Area.

Fees for legal services, costs and expenses incurred in connection with (1) preparation and
presentation of evidence and exhibits at Office of Conservation hearings, and (i1)

preparation and handling of applications to and hearings before the Federal Energy

Regulatory Commission and other governmental agencies or regulatory bodies will be
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considered as joint operating expenses, notwithstanding' anything to the contrary
contained in this Operating Agreement or the accounting procedures attached hereto as

Exdubit “C”; provided, however, if Operator determines that the costs of any project may
exceed $5,000. 00 consent of Non-Operators shall be obtained.

X. MEMORANDUM OF OPERATING AGREEMENT AND FINANCING
STATEMENT

The parties hereto agree to execute the Memorandum of Operating Agreement and
Financing Statement attached hereto as Exhibit “G”. This instrument maybe executed in
one document signed by all the parties or in separate documents which shall be
counterparts hereof, or by an instrument or instruments of ratification of an executed
counterpart or counterparts. If executed in separate counterparts, all such counterparts
~and all ratifications thereof when executed by one or more parties shall constitute but one
and the same instrument. The failure of one or more parties to execute this instrument, a
counterpart hereof or a ratification hereof, shall not in any manner affect the validity and
binding effect of same as to the parties who execute said instrument. For recordation
purposes, the operator or its successor operator, is authorized to detach the signature and

acknowledgment pages from one or more counterparts and to attach them for filing with
any other executed counterpart.

ARTICLE XVL
MISCELLANEOUS PROVISIONS

The terms, covenants provisions and conditions of this Operating Agreement shall be
covenants running with the lands and leasehold estates included within the Contract Area
covered hereby. Any assignment of an interest in the Contract Area covered hereby shall
expressly be made subject to all of the terms, covenants, provisions and conditions of this
Operating Agreement, and any parties so assigning such interests in the Contract Area
shall promptly give notice of such an assignment to Operator. No such assignment shall
be binding upon any other party hereto until thirty (30) days after the assigning party

shall have furnished to all other parties hereto a copy of the recorded instrument
ev1dencmg same.

article xv sw nadine 2
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ARTICLE XVI.
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of ___ 1St day of __September 1998

OPERATOR

NON-OPERATORS

Cross 1mbe S 011 Co

Vaug D). Vennerberg, II\}é%ffb/
Senior—Vice President - Land

Leonard Resource Investment Corporation

)Qam i //ﬁézf/pyzf?(<:j;}

=

H“”Scott Davis

S15- -




EXHIBIT "A"

A Attached to and made a part of that certain Operating Agfeement dated September 1, 1998, by
and between Capataz Operating, Inc. as Operator and Leonard Resource Investment Corporation

et al, as non-operator.

N L. LANDS SUBJECT TO THIS AGREEMENT:

SE/4 Section 28 and All of Section 33-T19S-R38E; All of Section 4 (less and except the
W72 SW/4),r N/2 NE/4 and NE/4 NW/4 Section 9-T20S-R38E, Lea County, New Mexico

1. RESTRICTIONS AS TO DEPTH OR FORMATION:

None

[I. INTERESTS AND ADDRESSES OF THE PARTIES:

Capataz Operating, Inc.
911 Bedford
Midland, Texas 79701 -

Cross Timbers Oil Company
810 Houston Street, Suite 2000
Fort Worth, Texas 76102-6298

Leonard Resource Investment
Corporation
 P.O. Box 3422

‘Midland, Texas 79702

H. Scott Davis
911 Bedford :
Midland, Texas 79701

Initial Well Through ~ Initial Well After Completion -

Completion ' and All Subsequent Wells
None None
0 - 25.00% 2
100% 2 . C75.00% 2

' As defined in Paragraph 4 of Farmout Agreerﬁent dated September 1, 1998.

? These interests are subject to Farmout Agreement dated September 1, 1998.



© EXHIBIT ""

Attached to and made a part of Operating Agreement dated Se
and between Capataz Operating, Inc.,

Investment Corporation et al,

ptember 1, 1998 by
as Operator and Leonard Resource
as nhon-operator -

OIL AND GAS LEASE

THIS AGREEMENT made this - day of 19
.between "

Lessor (whether one or more) and
Lessee, WITNESSETH:

1. Lessor in consideration of the royalties herein provided, and of
the agreements of Lessee herein contained, hereby grants, leases and lets
exclusively wunto Lessee for the purpose of investigating, ekploring,
prospecting, drilling and mining for the producing oil and gas, laying pipe
lines, building tanks, power stations, telephone lines and other structures
thereon to produce, save, take care of, treat, transport, and own said

products, the following described land in County, Texas
to-wit: '
and containing acres, more or less.,

2. Subject to ‘the other provisions herein contained, this lease shall

be for a term of one (1) year from this date (called "primary term") ‘and as
long thereafter as oil .or gas is produced from said land hereunder.

3. ‘The royalties to be paid Lessor are: (a) on oil, including
distillate, condensate and other liquid hydrocarbons, 1/4 on that
produced and saved, to be delivered at Lessor's option to be exercised and
changed at any time and from time to time .as Lessor may desire, either (1)
to Lessor at the wells or (2) to the credit of Lessor in the pipeline to
which the well is connected or with the transporter receiving Lessee's oil,
but for not less than the same price received by Lescee for its oil, and for
not less than the market value at the wells for production of like kind and
gquality, (b) on gas, including casinghead gas or other gaseous substances,

l}h of that produced and sold or used, to be delivered at
Lessor's option to be exercised and changed at any time and. from time to
time as Lessor may desire, either (1) to Lessor or Lessor's purchaser at the
wells, or (2) a sum equal to the market value at the wells of such royalty
gas produced from and sold or used off the leased premises, or in the
manufacture of gasoline or the extraction or sulphur or any other product. -
Lessee shall have free use of oil or gas for all operations hereunder and no
royalty shall be due thereon. '

4., 1f at the expiration of the primary term or at any time
thereafter, there is located on the leased premises a well or wells capable
of producing gas in paying quantities and such gas is not produced for lack
of. a suitable market and this lease is not being maintained in force and
effect under the other terms and provisions hereof, Lessee may pay as
royalty a sum of one dollar ($1.00) per acre to Lesso. prior to the
expiration of the primary term of this lease or, if the primary term has
expired prior to the shutting in of said well, within sixty (60) days after
Teccee shuts in said well or ceases to produce gas therefrom or within sixty
(60) days after this lease ceases to be malntalned in force under iis vlues

_provisions; and if such payment is made, this lease shall be considered to
be a producing lease and such payment shall extend the term of this lease
for a period of one (1) year from the date such payment or tender is made.
After the primary term this lease cannot be maintained in force solely by
the payment of shut-in gas well royalty for any one period in excess of

consecutive year(s).

5. 1f prior to discovery ‘of oil or gas on said land Lessee should
drill a dry hole or holes thereon or if after discovery of oil or gas ‘the
production thereof should cease from any cause, this lease . shall not
terminate if Lessee restores production or commences additional drillipg or
reworking operations within sixty (60) days thereafter but shall remain in
force so long as operations are prosecuted with no cessation of more.than
thirty (30) consecutive days, and if they result in the production of oil or



gas so long thereafter as oil or gas 1s produced from said land. - In the
event a well or wells producing oil or gas in paying quantities should be
brought in on adjacent land, Lessee agrees to drill such offset wells as a

reasonably prudent operator would drill wunder the 'same or
circumstances,

similar

6. Lessor hereby agrees that Lessee at its option may discharge any
tax, mortgage or other lien upon said land and in event Lessee does so, it
shall be subrogated to such lien with the right to enforce same and apply
rentals and royalties accruing hereunder toward satisfying same. It is
agreed that if Lessor owns an interest in said land less than the entire fee
simple estate (even though this lease purports to cover such 1lesser

interest) then the royalties to be paid Lessor shall be reduced
proportionately.

7. If any operation’ permitted or . required hereunder, or the
performance by Lessee of any covenant, agreement, oxr requirement hereof is

delayed or interrupted directly or indirectly by any past or future acts,

orders, regulations or requirements of any governmental body, or any agency,
officer, representative or authority thereof, or because of delay or
inability to get materials, labor, equipment or supplies, or on account of
any -other similar or dissimilar cause beyond the control of Lessee, the
period of such delay or interruption shall not be counted against the

~ Lessee, and the term of this lease shall automatically be extended so long as

the cause or causes for such delays or interruptions continue and for a

period of ninety (90) days thereafter; and so long thereafter as oil or gas

s produced or drilling or reworking operations conducted. The Lessee shall
not be liable to Lessor in damages for failure to perform any operation
permitted or required hereunder or to comply with any covenant, agreement or
requirement hereof during- the time Lessee 1is relieved from the obligations
to comply with such covenants, agreements or requirement.

IN WITNESS WHEREOF, this instrument is executed on the date first

‘written. :
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EXHIBIT g

Attached to and made a part of _Operating Agreement dated September 1, 1998 by and between

Capataz Operating, Inc., as Operator and Leonard Resource Investment Corporation et al.:

as non-operator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. :

“Joint Operations” shall mean all operations necessary or proper for the development, operatioh, protection and mainte-
nance of the Joint Property. : : .

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators. ‘ \ . X
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. '
“Technical Employees” shall mean those émployees having special and specific engineering, geological or other profes-.
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. ' ' : ‘ »
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each morith for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except

that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail. . - -

Advances and Payments by Non-Operators

A.  Unless otherwise provided for in the agreement, the Operator.may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators. :

.B.  Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is ngt made
%'ithin suﬂx,t&rpe, tJ\e unpaid balance shall bear interest monthly at the prime rate in effect at NO’“WGSt Bank
exas, Midian on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
_is the lesser, plus attorney’s fees. court costs, and other costs in connection with the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies.
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A. A Non- Operator ‘upon notice in writing to Operator and all other Non-Operators, shall have the right to andit Opera-

tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month

period following the end of such calendar year; provided, however, the making of an audit shall not extend the time

for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section

1. Where there are two or more Non- Operators the Non- Operators shall make every reasonable effort to conduct a

joint audit in 2 manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-

tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits

shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shali be made at the expense of those Non-Operators approving such audit.

5. Audits

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.
6. Approval By Non-Operators

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

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

2.  Rentals and Royalties " o i
Lease rentals and royalties paid by Operator for the Joint Operations,

3. Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
Operations..

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

3) Salaries and wages of Technical Employees directly employed on the Joint Propertv if such charges are excluded
from the overhead rates. )

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

. B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowarices paid to employees
~ whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I If percentage assessment

is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the J omt Account under Paragraph'
3A of this Section II.

4, Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
"ly recommended by the Council of Petroleumn Accountants Societies.

5. Material

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

6. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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11.

12.

13.

14.
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B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Jomt Ac-

count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving pomt nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other propertles belonging to Operator, unless agreed to by the
Parties.

" C. Inthe application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available

when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II-and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
msurance taxes, depreciation; and interest on gross investment less accumulated depreciation not to exceed

percent (__1&_%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property. :

B. Inlieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the

overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 1, Paragraph
3. .

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the J oint Property, the operation thereof
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint OQperations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation and/

~or Employers- Liability under. the respective state’s laws, Operator may, at its election, include the risk under its self-

insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provxslons of this Section II, or in Section III and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

. Operations.
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I1I. OVERHEAD

1. Overhead - Drilling and Producing Operations :

i. As compensatlon for administrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on either:

(X) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
‘3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
-accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Partles as a direct charge to the Joint Account.

il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

(- )shall be covered by the overhead rates, or
(X)) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Exbenses of Technical Employees and/or costs of professional consultant services

and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property: : :

{ ) shall be covered by the overhead rates, or
(X ) shall not be covered by the overhead rates.

"A. Overhead - Fixed Rate Basis

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

Drilling Well Rate § _4,500.00 _ E
(Prorated for 1ess than a full month) B

Producing Well Rate $450 .00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-" -
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days. .

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig

or other unit release, except that no charge shall be made during suspension of operatlons for fifteen
(15) or more consecutive calendar days.

(b) Producing Well Rates

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall

be considered as a one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority. .

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall

be considered as a one-well charge providing the gas well is directly connected to a permanent sales
outlet.

(4) A one-well charge shall be made for the month-in which plugging and abandonment operations are com-

pleted on any well. This one-well charge shall be made Whether or not the well has produced except when '
dr11 ing well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable lease allow-
able, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement

' to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur- -
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the' United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics

Canada, as applicable. The adjusted rates shall be the rates currently in use, p]us or minus the computed ad-
justment. .

B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:

4-




iy

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits. : '

(a). Development

(b) Operating

Percént { %) of the cost of operating the Joint Property exclusive of costs provided under

"Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected §ubstances puzjchased for secqndary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property. : : .

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shal] charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of §

A 5 9% offirst $100,000 or total cost if less, plus .
B._3 % of costs in excess of $100,000 but less than $1,000,00_0, plus
c._1 % of costs in excess of $1,000,0::00.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single

project.shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded. ,

3. Catastrophe Overhead

To compensate Operaﬁor for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by t}_le Parties, which are necessary
_to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator

shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates: .

A._ 2 9%of total costs through $100,000; plus
B. _3__.___ % of total costs in excess of $100,000 but less than $1,000,000; plus
c._1 . % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section III shall apply. '

4. © Amendment of Rates

The overhead rates provided for in this Section I1I may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however; at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of

Materialo found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator. "

2. Transfers and Dispositions

Material furni.shed to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator.
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published

carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for.
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate

- may be used. Freight charges for tubing w1ll be calculated from Lorain, Ol’llO and casing from Youngstown,

(c)

(d)

 (a)

4)

(b)

(c)

(d)

Ohio.

For grades which are specxal to one mill only, prlces shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)(a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.’

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston,
Texas, plus transportatlon cost, using Oil Field Haulers Association interstate 30, OOO pound truck rate, to
the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, usmg the Oil Field Haulers Association interstate truck rate per weight

.of tubing transferred, to the railway receiving point nearest the Joint Property.

- Line Plpe

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more

shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be calculated from Lorain, Ohio. .

Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be calculated from Loram Ohio. -

Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.o. b the point of manufacture

at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Partxes

Other Material shall be prlced at the current new price, in effect at dabe of movement, as listed by a reliable supply V

store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point.nearest the Joint Property. :

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

B. Good Used Material (Condition B)

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

» (1) Material moved to the Joint Property

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

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

(a) . At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally

charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new prlce, as determined by Paragraph A, if Matenal was originally

charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Prop’erl:y

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

The cost of reconditioning, if any, shall be absorbed by the transferring propérty.

Other Used Materral

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be )
priced on a basis commensurate with its use. Operator may dispose of Condition D Materlal under procedures
normally used by Operator without prlor approval of Non-Operators.

(2) Condition D~

(a) Casmg,/tublng, or drill pipe used as line pxpe shall be prlced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
. pipe prices.

(b) Casing, tubing or drlll pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be prxced on a non upset basis.

(3) Condition E

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

D. | Obsolete Materi.al

Material which is serviceable and usable for its original function but condition and/or value of such Material is not
equwalent to that which would justify a price as provided above may be specially prlced as agreed to by the Parties.
Such price should result in the Joint-Account being charged w1th the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of Apnl each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section I1I, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3.  Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it-to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within

ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

4. Warranty of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
‘Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
“The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

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

N

Reconciliation and Adjustment of Inventories

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

3. Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
" It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes

place. In such cases. both the seller and the purchaser shall be governed by such inventory. In cases involving a change '
of Operator, all Parties shall be governed by such inventory.

4.  Expense of Conducting Inventories

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

Parties.

B.. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in- -

ventories required due to change of Operator shall be charged to the Joint Account."
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EXHIBIT “D”

Attached to and made a part of that certain Operating Agreement
dated September 1, 1998, by and between Capataz Operating, Inc., as
“Operator”, and Leonard Resource Investment Corporation, et al,

as “Non-Operators” :

INSURANCE

Pursuant to Article VII G. hereof Operator shall carry or provide the followmg insurance for the
benefit and protection of the joint account:

1. Workmen’s Compensation Insurance sufficient to comply with the Workmen’s
Compensation laws for the state in which the properties covered hereby are -
located;

2. Employer’s Liability Insurance on bodily injury of not less than $500,000.00 for
accidental injuries per accident and $500,000.00 per employee for bodily injury
by disease, subject to a $500,000.00 policy limit for bodily injury by disease;

3. Commercial Genéral Liability Insurance with limits of not less than
$1,000,000.00 combined single limit per occurrence;

4. Commercial Automotive Liability Insurance for non-owned and hired
‘ automobiles with limits of not less than $500,000.00 combined single limits for
each occurrence;

5. Care, Custody and Control Insurance in the amount of $250,000.00.

6. - Operators Extra Expense Insurance (Blowout Insurance) with limits of not less
than $2,000,000.00. Includes joint venture endorsement, evacuation expense
endorsement, 100% redrill and pollutlon and contamination coverage.

7. Commercial Umbrella of $1,000,000.00.

All premiums paid on such insurance shall be charged to the joint account. Except by mutual
consent of the parties, no other insurance shall be maintained for the joint account, and all losses
not covered by such insurance shall be charged to the joint account.

Operator shall not be liable to Non-Operators for loss suffered on the account of insufficiency of
insurance carried or of the insurer with whom carried, nor shall Operator be liable to Non-
Operators for any loss occurring by reason of Operator’s inability to provide or maintain the
insurance abovementioned; provided, however, that if at anytime during the life of this
agreement Operator experiences such inability, Operator shall promptly notify Non-Operators in
writing of such fact. All of said insurance shall be subject to exclusions as are specified in
policies currently held by Operator. (Copies of policies to be made available upon request.)
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EXHIBIT “E “

Attached to and made a part of that certain Operating Agreement
~ dated September 1, 1998 by and between Capataz Operating, Inc., as
“Operator” and Leonard Resource Investment Corporation, et al,
as “Non-Operators”

GAS BALANCING AGREEMENT
INTENT
The parties to this gas balancing agreement (GBA) intend to provide a method of.

balancing as production from the lease(s) or unit when a party does not take its proportionate
share of production.

: Pursuant to the above Operating Agreement, each party shall have the rights, but not the
‘obligation to take in kind and/or separately dispose of its proportionate share of the gas produced
from the above stipulated lease or unit and shall make a good faith effort to dispose its share of
gas as currently produced. In the event any party hereto fails, or is unable, to take in kind and/or

market its share of the gas as produced for any reason, the terms of this GBA shall automatically
~ become effective, and shall superseded any relevant contrary terms in the Operating Agreement
(unless otherwise noted herein).

As long as any gas produced from the lease(s) or unit is subject to the regulations of the -
- Federal Energy Regulatory Commission (FERC), or any successor governmental authority,
under any section of the Natural Gas Policy Act of 1978 (NGPA), or other statutory authority
which establishes maximum lawful prices for the gas, each party shall receive its allocated share
of each pricing category of gas in accordance with its working interest in the lease or unit. Itis
the intent of this GBA that balancing of gas will be based upon the allocated volumes of each
category of gas. This GBA shall apply separately to each pricing category of gas. Any
deregulated gas, including gas deregulated in the future, shall be treated as a separate category

+ for purposes of balancing. -

The terms “party” and “parties” _shalyl be considered to imply either the singular or plural
form of the word as applicable according to the context. '

OVER/UNDER PRODUCTION

During any period or periods when any party hereto fails, or is unable, to take in kind
and/or market, for any reason, its share of gas as produced, the other party shall be entitled, but
not required, to produce each month the maximum amount of gas production permitted by the
appropriate governmental authority having jurisdiction and deliver to their purchasers all gas
production not taken by the under produced party. Each party failing to take or market its full
share of the gas as produced shall be considered under produced by a quantity of gas equal to its
share of the gas produced, less such party’s share of the gas taken or sold, vented, lost, or used in
the lease or unit operations. Those parties which are capable of taking and/or marketing-

“quantities of gas allocable to an underproduced party, in the absence of any other agreement
between them, shall each take a share of the gas attributed to the underproduced party in the
direct proportion that its interest bears to the total interest of all parties taking underproduced gas
and shall be considered to be overproduced. All gas taken and marketed by a party in accordance
with the terms of the GBA, regardless of whether such party is underproduced or overproduced,
shall be regarded as gas taken for its own account with title thereto being in such party, whether

such gas is attributable to such party’s working interest share of production, to overproduction, or
to makeup of underproduction. ’
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ACCOUNTING FOR IMBALANCE

 The Operator will maintain appropriate accounting on a monthly and cumulative basis of

the quantities and categories of gas each party is entitled to receive and thg quantities and
categories of gas taken and/or marketed by each of the parties. For the so] k: purpose of
implementing the terms of this GBA and adjusting gas imbalances which rpay occur, each party
disposing of gas from the lease(s) or unit in any month, to the extent required, shall furnish or
cause to be furnished to the Operator by the last day of each calendar month a statement showmg
the total volume of gas sold by such party or taken in kind for its own account during the
preceding calendar month (the “report period”). Within sixty (60) days adir the end of each
report period, the Operator shall furnish each party a statement showing the status of the
‘overproduced and underproduced accounts of all parties. All gas volumesjunder this paragraph
will be identified by the appropriate category under the NGPA or any othe;r law or regulation in
effect including deregulated gas, as appropriate. Each party to this GBA agrees that it will not
utilize any information obtained hereunder for any purpose other than 1mp% ementing the terms of
this agreement. ' ‘

GAS MAKEUP

Any party underproduced as to a given category of gas shall endeavor to bringits taking
of gas of that category into balance. A reasonable length of time after written notice to the
Operator, any party may begin taking and/or delivering to its purchaser(s)|its full share of each
category of gas produced. In addition, to allow for the recovery and makeup of underproduced
gas in a category and to balance the gas account for the category between the parties in -
accordance with their respective interests, the underproduced party shall be entitled to take an
additional share of gas (“make-up gas”). A reasonable length of time after written notice to the
Operator, the underproduced party shall be entitled to take up to an additional fifty percent (50%)
of the monthly quantity of that category of gas attributable to the overproduced party; however in
no event shall the make-up gas entitlement of a party exceed one hundred;percent (100%) of that
party’s regular working interest entitlement of production. If more than one underproduced party
is entitled to take additional gas, they shall divide the make-up gas in propomon to their
respective underproduced accounts. The first gas made up shall be assumled to be the first gas
produced. : _ ‘

It is specifically agreed that no underproduced party will be allowed to take make-up gas |
during the months of November, December, January, or February (“the Winter Period”) .
‘However, gas make-up will be allowed during the Winter Period only if the underproduced party
has taken at least ninety percent (90%) of the make-up gas to which it was entitled during the six
(6) consecutive months immediately prior to the Winter Period.

CESSATION OF PRODUCTION

If, at the termination of production of a give category of gas, an imbalance exists between - .
the parties, a monetary settlement of the imbalance between the parties sljlall be made. Operator
shall distribute, within ninety (90) days of the date the well last produced such given category of
gas, a statement of net unrecouped underproduction and overproduction and the months and

“years in which such unrecouped production accrued (“final accounting”).| Within thirty (30) days
of receipt of such final accounting, each Overproduced Party shall remitto Operator for

disbursement to the Underproduced Parties, a sum of money (which sum|shall not include
interest) limited to the lesser of 1) the proceeds actually received by the Qverproduced Party at
the time of overproduction, or 2) the Underproduced Party’s respective p?flce at the time of -

- underproduction, established under the terms of a valid Gas Sales Agreement for such

production, multiplied by the underproduced volumes. Any monetary settlement between the

parties shall be made net of any royalties, production taxes, and severance taxes previously paid

on the overproduction by the overproduced and severance taxes prev1ous&y paid on the

. overproduction by the Overproduced Party, and also net of any outstandlpg amounts related to

the lease(s) or unit(s) which are owned by the Underproduced Party to the Overproduced Party.
1f the Overproduced Party did not sell its gas, but otherwise utilized such gas in its own
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operations, such gas will be valued in the same manner used for royalty and severance tax
purposes when produced. That portion of the monies collected by the Overproduced Party which
" is subject to refund by orders of the FERC may be withheld by the Overproduced Party until
such prices are fully approved by the FERC, unless the Underproduced Party furnishes a
corporation undertaking agreeing to hold the Overproduced Party harmless from financial loss
due to refund orders by the FERC.

Within thirty (30) days of receipt of any such remittance by Operator from an
Overproduced Party, Operator shall disburse such funds to the Underproduced Party(ies) in
accordance with the final accounting. Operator assumes no liability with respect to any such
payment (unless such payment is attributable to Operator’s overproduction), it being the intent of
the parties that each Overproduced Party shall be solely responsible for reimbursing each
Underproduced Party for such Underproduced Party’s respective share of overproduction taken
by such Overproduced Party in accordance with the provisions contained herein. If any party
fails to pay any sum due under the terms hereof after demand therefor by the Operator, the
Operator may turn responsibility for the collection of such sum to the party or parties to-whom it
is owed, and Operator shall have no further responsibility for collection.

Notwithstanding the above, in the event that the parties cannot mutually agree to balance
in kind under the first paragraph of this section, by mutual consent the parties may elect to
balance gas of like quality and vintage from a source other than lease(s) subject to the Operating
Agreement to which this GBA is attached. The gas so returned shall be from a demgnated area
mutually agreed to by the parties to this GBA. -

AUDITS

Any Underproduced Party shall have the right for a period of two (2) years after receipt
of payment pursuant to final accounting and after giving written notice to all parties, to audit
‘Overproduced Party’s accounts and records relating to such payment. Any Overproduced Party
shall have the right for a period of two (2) years after tender of payment for unrecouped volumes
and upon giving written notice to all parties, to audit an Underproduced Party’s records as to
volumes. The party conducting such audit shall bear its cost of the audit.

ROYALTY SETTLEMENT

“Atall times while gas is produced from the Contract Area, each party producing or taking
gas as provided herein shall pay or cause to be paid any and all royalties due on'such gas in
accordance with the Operating Agreement and any overriding royalties borne by all parties;
provided, however, if Operator is not a taking party, it shall have the right to request and receive
. evidence of payment of all royalties. The party not taking its share of gas shall have no
obligation for payments of royalties on its share of gas not taken by such party, but shall be fully
responsible for any other burdens affecting its share of gas and shall indemnify and hold each

- other party harmless from all claims relating thereto. As used in this paragraph, the phrase
“royalties due on such gas in accordance with the Operating Agreement” shall not be limited as
provided in Article IIL.B., but shall include all royalties as provided in each such oil and gas lease
as contributed by any party not taking its share of gas.

DELIVERABILITY TESTS
Nothing herein shall be construed to deny any party the right, from time to time, upon

reasonable advance notice in writing to the operator, to produce and take or deliver to its

purchaser the full well stream for & reasonable period to meet the dehverablhty test required by
its purchaser.

TAXES

Except where provision is made to the contrary in the Operating Agreement, each party
shall pay, or cause to be paid, all production and severance taxes due and payable on its full share
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of gas production, as if each party were taking or delivering to a purchaser its full share of
production. ‘ ' '

LIQUID HYDROCARBONS

All parties hereto shall share in and own the liquid hydrocarbons recovered from all gas
by primary separation equipment prior to processing in a gas plant in accordance with their
~ respective interests, as specified in the above Operating Agreement, whether or not such parties
are actually producing and marketing at such time. '

LEASE OPERATING COST

Nothing herein shall change or affect each pzirty’s obligation» to pay its proportionate
- share of all costs and liabilities incurred in operations, as its share thereof is set forth in the above
described Operating Agreement. -

CONFLICT

Ifthere is a conﬂict between the terms of this Agreement and the terms of any gas sales

contract covering the Contract Area entered into by any party, the terms of this Agreement shall
govern. = ‘ o

TERM
This agreement shall remain in force and effect as long as the Operating Agreement is in

effect and thereafter until the gas balance accounts between the parties are settled in full and shall

accrue to the benefit and be binding upon the parties hereto, their successors, representatives, and
assigns. '

GAS BALANCING AGRMT/SW Nadine
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EXHIBIT "F"-

Attached to and made a part of that certain Operating Agreement dated September 1, 1998, by

and between Capataz Operating, Inc. as Operator and Leonard Resource Investment Corporatlonv
_ et al, as non-opeérator.

NONDISCRIMINATION:  In Performance of this contract, Operator shall not engage
in any conduct or practice which violates any applicable law, order or regulation prohibiting
discrimination against any person by reason of his race, religion, color, sex, national origin or

“age. The Operator further agrees to comply fully with the non-discrimination provision of Section

202, Executive Order No. 11246 (30 FR 12139) as amended whzch are hereby included in this
contract by reference.



EXHIBIT “G”

Attached to and made a part of that certain Operating Agreement dated
September 1, 1998, by and between Capataz Operating, Inc., as “Operator”,
and Leonard Resource Investment Corporation, et al, as “Non-Operator_s”

MEMORANDUM OF OPERATING AGREEMENT AND |
LIENS CREATED THEREBY AND FINANCING STATEMENT

STATE OF NEW MEXICO - }

}
COUNTY OFLEA  }

This agreement is executed to evidence that the undersigned parties have on the effective
date hereof entered into a Joint Operating Agreement wherein Capataz Operating, Inc as
“Operator”, and the undersigned parties, as “Non-Operators”, have made certain agreements for
oil and gas exploration and development and operations on leases covering certain lands in
Sections 28 and 33, T-19-S, R-38-E, N.\M.P.M. and in Sections 4 and 9, T-20-S, R-38-E,
N.M.P.M., all in Lea County, New Mexico, which leases and lands are more fully described in.
Exhibit “A” attached to and referred to in said Joint Operating Agreement as the Contract Area. -

The Operating Agreement provided for the creation of liens on the interests of the parties
thereto and each party hereto does hereby grant to the other party a lien on its interest in the lands
and leases described in said Exhlblt “A” and AGREEMENT in accordance with terms of the
following provisions:

ARTICLE VII

EXPENDITURES AND LIABILITY OF PARTIES

1. Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract
' Area, and a security interest in its share of oil and/or gas when extracted and its interest in
all equipment, to secure payment of its share of expense, together with interest thereon at
the rate provided in Exhibit “C” to the OPERATING AGREEMENT. To the extent that
Operator has a security interest under the Uniform Commercial Code of the State, -
Operator shall be entitled to exercise the rights and remedies of a secured party under the
Code. The bringing of a'suit and the obtaining of judgment by Operator for the secured
indebtedness shall not be deemed an election of remedies or otherwise affect the lien
 rights or security interest as security for the payment thereof. In addition, upon default by
any Non-Operator in the payment of its share of expense, Operator shall have the right,
without prejudice to other rights or remedies, to collect from the purchaser the proceeds
from the sale of such Non-Operator’s share of oil and/or gas until the amount owed by
such Non-Operator, plus interest, has been paid. Each purchaser shall be entitled to rely
upon Operator’s written statement concerning the amount of any default.

o2 If any party fails or is unable to pay its share of expense within sixty (60) days after
’ rendition by Operator of a statement therefor, Operator shall notify the non-defaulting
parties thereof and the non-defaulting parties shall, upon request by Operator, pay the
unpaid amount in the proportion that the interest of each such party bears to the interest of
all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security nghts described in the foregoing
~ paragraph.

3. The lien and security interest granted Operator shall secure every monetary obligation or

liability created under the terms of the operating agreement, including but not limited to:

Page 1
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(d)

(e)

®

{8

(h)

 Every party’s obligation to pay its share of expense;

Every party’s obligation to pay interest, fees and costs;

The obligations of Operator to make Ppayments to thlrd parties on behalf of Non-
Operator;

The obligations of Operator to deliver to Non- Operator and third parties oil and
gas and proceeds from the sale of oil and gas;

After removal or resignation of Operator; the obligations of the former Operator

to make payments to Non-Operator and third parties during the period of its
operatorship;

The recovery of sums due Consenting Parties as a result of operations by less than

all parties;

All other obligations of the Operator to pay, repay or account for monies held by
it which are the property of, or due to, Non-Operator or third parties and which are

held by Operator for the benefit of Non-Operator or third parties; and

All other debts, liabilities, obligations, damages, interest, fees and costs existing

~ or arising between or among the parties to the operating agreement to the extent

that those items relate to the operating agreement, to the Contract Area, to lands
pooled or unitized with Contract Area, or to oil or gas produced therefrom. _

4, Nothing in this Exhibit shall relieve a d_efaulting party of its obligation to pay to the non-
defaulting parties the unpaid expenses attributable to its interest under this agreement in

the event the non-defaulting parties are unable to recoup the unpaid expenses from
production. :

This instrument may be executed in any number of counterparts, no one of which needs
‘to be executed by all parties, and shall be binding upon all parties who have executed such a
counterpart with the same force and effect as if all parties had signed the same document. ,

1998.

IN WITNESS WHEREOQF, this memorandum shall be effective the 1% day'of‘ September,

OPERATOR

- CAPATAZ OPERATING INC.

H. Scott Davis, President

NON-OPERATORS

CROSS TIMBERS OIL COMPANY LEONARD RESOURCE INVESTMENT

BY:

CORPORATION

BY:

VAUGHN O. VENNERBERG, II DAN M. LEONARD, PRESIDENT

SENIOR VICE PRESIDENT-LAND

Page 2



H. SCOTT DAVIS

INDIVIDUAL ACKNOWLEDGEMENT

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this day of
,1998 by : '

v Notary Public
My Cormnission Expires:

CORPORATE ACK_NOWLEDGEMENT

STATE OF

COUNTY OF
- The foregoing instrument was acknowledged before me this day of
1998 by - - ' as :
of . : : ' a ~_corporation,

on behalt of said corporation.

Notary Public

My Commission Expires:

' CORPORATE ACKNOWLEDGMENT

STATE OF _
COUNTY OF
The foregoing instrument was acknowledged before me this day of
1998 by - as .
of . a ' corporation,

on behalf of said corporation.

Notary Public
My Comumission Expires: '

exhibt g/SW Nadine/joa
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EXHIBIT "C"

Attached to and made a part of Farmout Agreement dated September 1, 1998 by and between
Leonard Resource Investment Corporation, Farmee and Cross Timbers Oil Company, Farmor.

CROSS TIMBERS OIL COMPANY
WELL REQUIREMENTS LIST

ADDRESS: 810 Houston Street, Suite 2000

Fort Worth, Texas 76102

MAIN PHONE: 817-870-2800

TELECOlPIER:‘ 817-882-7299 DEX_Automatic

WELL:
LOCATION:
COUNTY/STATE:
" OPERATOR:
CROSS TIMBERS PRIMARY CONTACT: . . Jeff Hever
TITLE: Vice President ~ Geology
PHONE: (817) 877-2352
‘CROSS TIMBERS ALTERNATE CONTACT: Win Ryan
TITLE: Land Manager
PHONE: (817) 877-2336 -

NOTICE REQUIREMENTS

1. At the time the well is to be spudded, your geologist or X__ Required
engineer in charge of the well will phone Cross Timbers’ _ Not Required

: pnmary or alternate contact. » _

2. Notice by telephone of all proposed coring, drillstem testing, X Required
and logging in sufficient time for Cross Timbers to have a Not Required
representative present.

3. Notice by phone of your intention to run production casing or X__ Required

plug and abandon, in time for Cross Tlmbers to pammpate in . Not Required
the decision.

-DATA REQUIREMENTS

1. Report by telecopier (if teleéopier not available, then by

1 Number Needed
telephone) of daily drilling reports from spud date until well is - X _ Daily Reports
completed and potentialed, to the attention of Scott Clair. Weekly Reports

End of Well
2. ‘Mud log if mud logging unit is used. "_1 Number Needed
: C _X _Daily Reports
: Weekly Reports
End of Well
3. ‘Samples of any and all cores. X__ Required
Not Required
4. _ ~ Complete reports of all drillstem tests taken, including charts _1 Number Needed
' from bottom hole pressure recorder. _X Daily Reports
- Weekly Reports
____ End of Well
5. ' Electric log field prints. ' _2_ Number Needed
6. Electric log final prints. : _2 Number Needed
7. - Any PVT analyses, water, analyses, pressure buildup tests, or _1 Number Needed
o special core analyses.
8. Potential test.- _1 Number Needed

9. Completion (including stimulation and frac reports) and/or 1 Number Needed -
plugging report each well.

- '10. All other forms filed with the State or Federal Regulatory _1. Number Needed
: Bodies. ‘

Items 2‘. through 10 should be sent to the attention of Cross Timbers’ primary contact.
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EXHIBIT "T"

‘Attached to and made a part of Farmout A’gré’_etnent dated September 1, 1998 by and between
~ Cross Timbers Oil Company and Leonard Resources Investment Corporation.

ASSIGNEE - WELL NAME
CTOC ASSIGNEE
' COUNTY NM -

PARTIAL ASSIGNMENT OF OIL AND GAS LEASES

KNOW ALL MEN BY THESE PRESENTS:

That, the undersigned,’ CROSS TIMBERS OIL COMPANY, with offices at 810 Houston
Street, Suite 2000, Fort Worth, Texas 76102, hereinafter referred to as "Assignor", in
consideration of Ten Dollars ($10.00) and other good and valuable consideration, receipt and full
sufficiency of which is acknowledged, does hereby assign, transfer and set over and convey unto:

hereinafter called "Assignee", its successors and assigns, without warranty of title either express
or implied, 75% of Assignor’s right, title and interest in and to the oil and gas rights only, as
covered by the oil and gas leases described on Exhibit "A", attached heretofore by reference made
a part hereof in the following described land:

This Assignment is made subject to the terms, provisions, conditions and restrictions
contained in the above described oil and gas leases and all prior assignments, transfers or
conveyances-and to all of the terms, provisions, conditions and restrictions contained in the

certain unrecorded Farmout Agreement dated September 1, 1998 by and between Assignor and
Assignee.

IN WITNESS WHEREOF, the Assignor has caused this Assignment to be executed this

| day of , |, but effective as of (first
production). ’ |

ASSIGNOR:

CROSS TIMBERS OIL COMPANY

- By:

Vaughn O. Vennerberg, 11
Senior Vice Presi‘dent - Land

- ASSIGNEE:

Name:
T_itle:




ACKNOWLEDGEMENT

THE STATE OF TEXAS

§
COUNTY OF TARRANT §
The foregc‘)ing‘ instrument was acknowledged before me this _ day of

_ , 1998, by Vaughn O. Vennerberg, II, known to me to be the Senior Vice President
- Land of Cross Timbers Oil Company, a Delaware corporation, on behalf of said corporation.

My Commission Expires:
: Notary Public in and for the
State of Texas

STATE OF .

§
| §
COUNTY OF §
~ The foregoing instrument was acknowledged before me this'____ day of | ,
1998, by ' , known to me to ‘be the
' - of ,a corporation,

“on behalf of said corporation.

My Commission Expirés:

Notary Public in and for the




EXHIBIT "J"

Attachedv to ahd made a part of Farmout Agreement dated September 1, 1998 by and between
Leonard Reosurce Investment Corporation, Farmee and Cross Timbers Oil Company, Farmor.

PARTIAL ASSIGNMENT OF OIL AND GAS LEASE

' KNOW ALL-MEN BY THESE PRESENTS:

The undersigned, , with officesat

_ ' . hereinafter referred to as "Assignor", for and in consideration of One
Dollar ($1.00) and other valuable consideration, receipt of whlch is hereby acknowledged, does
hereby sell, grant, assign and convey unto _ . _ , with offices at
' percent of its right, title

and interest in and to the oil and gas leases described on Exhlblt "A" attached hereto and made
~a part hereof, together with the rights incident thereto and the personal property thereon B
_appurtenant thereto or used or obtained in connection therew1th

This Partial Assignment of Oil and Gas Lease is made subject to the terms and provisions
of that certain unrecorded Farmout Agreement dated September 1, 1998 between Cross Tlmbers
Oil Company and Leonard Resource Investment Corporation. |

TO ‘HAVE AND TO HOLD- said undivided interests unto said Assignee, its heirs,
successors and assigns forever. This assignment is made without warranty of title either express
or implied. '

EXECUTED this ___dayof , 1998,

ASSIGNOR:

By:
- Name:
Title:

ASSIGNEE: -

Name:
Title:

ACKNOWLEDGEMENT |

STATE OF

§
: §
. COUNTY OF §

The foregoing instrument was acknowledged before me this _ day of
1998, by: . : , known to me to be the

- of | , a corporation, on behalf of said corporatlon

My Commission Expires:

Notary Public in and for the




STATE OF §
- 5
COUNTY OF §
The foregoi_ng instrument was acknowledged before me this day of
1998, by , known to me to be the .
of ' : ,a corporation, on behalf of said corporation.

My Commission Exrp‘ire,s:b _ ,
' Notary Public in and for the






