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LEONARD RESOURCE INVESTMENT CORPORATION

P. O. BOX 3422
| MIDLAND, TEXAS 79702
OIL AND GAS INVESTMENTS o | ‘ (915) 682-3712 " OFFICE
L - (915)682-8652 FAX
June 14, 1999

Cross Timbers Oil Company
810 Houston Street, Suite 2000
~ Fort Worth, TX 76102-6298 .

Attention: Bdwin S. Ryan, Jr.

RE: Farmout Agreement
Nadine Area
- Lea County, New Mexico

- Gentlemen:

Reference is made to the Farmout Agreement entered into September 1, 1998, by Cross
Timbers Oil Company, as Fanmor, and Leonard Resource Investment Corporation and H. Scott
Davis, as Fatmee, covering certain leases owned by Cross Timbers in Sections 28 and 33,
T-19-8, R-38-E and in Sections 4 and 9, T-20-S, R-38-E, all in Lea County, New Mexico.

Farmee proposed to drill an 8100' Devonian test on the Contract Acreage, and to spud
said test on or before February 15, 1999. Early on, both parties recognized that some of the -
Farmout Leases had already begun to expire; and that certain key 1eases would have to be
renewed prior to the anticipated spud date. The parties agreed that Leonard Resource could
renew or extend the leases, bear all costs associated with such renewal or extensions and offer
Cross Tirmbers the opportunity to participate as to its 25% After Acquired Interest under and by
virtue of the AMI provision set forth in Provision No. 18 of the Farmout Agreement.

Netification of acquisition of any such After Acquired Interests would not be made until after the
Test Well is completed as a producer or plugged as a dry hole.

Capataz Operating, In¢. spudded the Keach No.1onF ebruary 1, 1999 at a {ocation on the
SW/4 SE/A of Section 4, T-20-S, R-38-E. Proposed to be drilled to 8100 or to a depth sufficient
to test the Devonian formation, the Keach No. 1 was TD’d at 7918' in the top of the Devonien on
February 20%, 5 1/2" casing was run to 7895, and the Devonian was open-hole tested. Thewell - -
swabbed sulphur water from the Devonian with o show of oil or gas. Capataz plugged back and
attempted to complete the Blinebry through the perforated interval from 5884' to 6070". This



10/17/2007 10:15 FAX BUILDING6-4TH-NORTH 004/056
1v/16/2887 18:21 4326828652 JTD RESOURCES PAGE ©3

- )

attempt was likewise unsuccessfil as to zone proved too tight to frac. Capataz then plugged back
to the Sen Andres and attempted completion in two separate porosity intervals. Sulphur water
with no show of oil or gas was recovered from the lower interval from 4286' to 4294'. Load
‘water with good shows of oil and gas was recovered from 4224' to 4262', and on April 19%,
Capataz installed a tank battery and pumping unit and began to pump test this upper zone. Initial
recoveries were approximately 15 BO and 65 BW. By May 6th, fluid entry had fallen
substantially, and the Keach was pumping 30 BF with less than a 10% oil cut. Capataz has spent
the past 30 days re-evaluating the well and its response to the mmal acid treatment, and has
scheduled an additional 10,000 galion acid treatment this week.

During this entire penod of time, Leonard Resource has continued to renew and extend
expiring leases and has negotiated renewal of the Term Assignment from George O'Btien
covering the NE/4 of Section 33. Win Ryan has been kept advised of all our efforts. We would
like to continue the effort we are making to renew and extend leases and to maintain the lease
block in force and effect in order to preserve the opnon to drill additional test wells.

In order to clarify our respective ownership positions relative to minerals acquisitions and
renewal and extension of oil and gas leases and assignments within the established AMI, and to
 relieve us of the obligation to drill another eaming well in the event the Keach No. 1 is plugged
as a dry hole, we hercby request that Provisions 3.5 and 3.6 of the Farmout Agreement be. -
“amended to reflect that Farmee will earn assignment of an undivided 75% interest in the Drilling
Unit Acrcage and Outside Acreage whether the Test Well, the Keach No.1, is completed as a
producer or as a dry hole.

Your prompt and favorable r_esptsﬁe to our request will be gréatly appreciated,
| | ‘Very truly yours, |

LEONARD RESOURCE INVESTMENT
CORPORATION

| D@Mé‘feﬁ&, President/ : Z .

ACCEP']EED AND AGREED TO
this 2% day of June, 1999 -

CROSS/TIMBERS OIL. COMPANY
esi

DML/kal
CrsTmbrs/FOA/NdneArea |
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@ Cross Timbers Oil Company o ' b lm@@ﬁg“fhl)
October 20, 1998 B B c‘; 7 6 1998
FEDERALEXPRESS; : : o . L,AND DEPARTMENT

Leonard Resource Investment Corporanon
415 W. Wall, Suite 1620

- Midland, Texas 79701
Attn: Mr. Dan Leopard

Re:  Farmout Agreement and Conditional Letter of Acceptance
Nadine Area
Lea County, New Mexico

Dear Dan, _ |
Pursuant fo our recent discussions, please find enclosed two (2) revised Fanndu_t _Agreeuients
dated September 1, 1998, covering the lands shown on Exhibit “H” of the agreement. Upon the

execution by you, Scott Davis, and Capataz (operating agreement only), Cross Timbers will
execute the agreements subject to your acceptance of the following amendments.

L. Operatmg Agreement, Artwle VILB - Delete lines 43-46.
2. Operating Agreement, Article XV K - Delete in its entirety.
3. Operating Agreement, Article XV.N - Delete in its entirety.

Please execute both originals of the Farmout Agreement. Operating Agreement and this
Amendatory Letter and return to my attention for execution. Please call me at (8 17)877-2336
with any questions.

Sr Vtce President - Land

Agreed to and Accepted this 23 rofday of October, 1998.

Leonard Resource Inthment Corporation

H Scott Davis

810 Houston St., Sulte 2000, Fort Worth, Texas 76102-6288
(617) 8702600, Fex (817) 6701674 _
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armout A reement dat 1, 1998
Lnvestmendp poration apnd N Davis

AAPL, mmlelo-waz
MODEL FORM QPERA"HNG AGREEMENT

[} " . ‘
‘.'s\."‘ ol »

7" pu»

BRI R R - RS
Formmey vy oo ool 8 I by 1
,1-...-.1 Tt Lihgi=i ip B mpan Landitsn

' OPERATING AGREEMENT

DATED -

Septamber 1 ;9 98

' OPERATOR _ Capataz Ogggg;jng.. Inc.

CONTRACT AREA f Section 33-T195-R3IBE;

A1l of Section 4 (less and except the ﬂ[?vSWM)',’ N/2 NE/4 and

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

COUNTY OR PARISH o_? Lea . S'rA'_rg OF __New Mexico

. COPYRIGHT mz = ALL RIGHTS RESERVED
AMBIH\J\I‘ A»U(-MUUN ur I’BIKULBUM ’
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM. -
A.AAP.L, NO. 610 . 1982 REVISED
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A.AP.L. FORM 610 - MODE.. .ORM OPERATING AGREE}\AE\_NT . 1982

GUIDANCE IN THE PREPARATION OF 'I'HIS AGR.EEMENT

L
2

3

-4

10

11,

12

13,
14,

13,

l6l

17

Title Page - Fill in blanks as applicable

Preamble, Pnzz 1 - Enter name of Operawr.

Articie I « Exhibits:

(a) Indicate Exhibits to be attached. ERE ' '
() If it is desired that no referenice be made o non-discrimination, the referance to Exhibit **F*" should be deleted.

Aricle JI1B. - lnterests of Parties in Costs and Production - Enter ruyllfy fraction » agreed o by parties,

. Ardcle WA Tide Bramination - Sete:t opdon 18 agreed to by the Pame

. Article IV.B. « Loss of Tite - If **Joint Loss™ of Tite is desired. the lollowmg changes should be made:

(s) Delete Aricel VBT and IV.B.2

(b) Ardcle IV.B.3 - Delete phrase ‘“other than those set tonh in Ardcles iV.B.1 and IV.B.2 abeve."

{c) Article VILE. + Change reference at end of the first grammatical paragraph from **Article [V.B.2" 10 **Article IV, B3

(d) Article X. - Add ss the concluding sentence - **All chims or suhs lnvalvmg vitle to any interest subject to this agreement shall be
treated as a claim or a suit againa: all parties herero.” .

. Article V - Operator - Enter name of Opersator.

. Ariicle VLA. - [nitial Well:

(a) Date of commencement of drilling.
(b) Location of well.
(c) Obligation depth.

. Arucle VI.B.2.0) - Subsequzm Operations - Enter penalty percemge w5 agreed to by parnes. § .

_Article VIC. - T aking Production in Kind - U2 Gu Balancing Agremem is not in existence nor atwached hereto as Exhibit *E™, then use

Alternate Page 8.

Article VILD.1, - Limlmidn of Expenditures - Select aption & ngreed 0] by parties.

.Article VILD.J. - Limitation of Expenditures - Enm‘ limitation of expendlture of Operator faf single project 2nd amount above which
Operator may furnish information AFE, :

Article IX, - Internal Revenue Code Elecdon Delete thns article in the event the agreement {5 a Tax Parmershlp and Exhibit *'G"" is at:

- tached.

Artigle X. - Claims.and Lawsuits - Enter claitn limit as agreed to ’.by pmiesﬁ

Arcicle XII1, - Term of Agreemmr
{a) Select Option as agreed vo by plrdes. :
(b) Uf Option No. 2 is selected. enter 1greed number of days in twa (Z) hlmks S

Arncle XIV.D . Govern erning Law - Enter state as agreed to by pardes.
Signature Page - Ener eflective date. |
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A.APL FORM 610 - MODEL ¥URM OPERATING AGREEMENT -'1982 -
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X. CLAIMS AND LAWSUITS............ i R e G 13
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A.APJL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT
THIS AGREMBNT entered Into by and Mwm_jgwl ne.

hereinafter dmgnuted and

referred to a8 *‘Operator”*, snd the signatory party or parties other than Opermr. somcu.mes hereinafter referved to individually hesein

s “Non-QOperator*’, and collectively as **Nen-Operators”’. »
. WITNESSETH:.

WHEREAS, the parties w this agresment are owners of cil and ges leases andjor oll und ges interests in the land Wdenciind in

. Exhibit "*A"", and the parties hereto have reached an agreement to axplore and devalop these lgases and/or od and gas interests for the

producdon of il and gas to the extent rnd as hereinafres pnmdui.

NOW, mznzrone. it is agreed as follows:

. ARTICLE L
DEFINITIONS

As used in this agreement, the following words and 1erms shall have the meamngu here aseribed 10 t.hem

A. The term “‘oll and gas" shall mean oll, gas, casinghead gas, gus condensate, and all other liquid or gaseous hydrocarbens
"and other matketshle substances produced therewith, unless an intent to imit the inclusiveness of this term is specifically stared.

B. The terms *‘oil and gas lease’, “lemse’’ and “omsshold'* shall mean the oil and gas leases covering tracts of land

1ying within the Centract Area which are owned by the partics to this agreement.
C. The term “oil and gxs interests™ shall rhean unleased fse and mineral interests in tracts of land lying wrthin the

~ Contract Area which are owned by parties to this sgreement.

D. The teem “*Conrract Ages’* shall mean all of the lands, oil and gas lenehnld interests and oil and gas interests'intanded to be
developed snd operated for oil and gzs pufposu under this agreemem Such lands oll and gz.s leasehold intercsts and oil and gas interests
are described in Exhibic ‘A",

E The term “‘drilling unit'' shall mesn the area fixed for the drilling of one well by order or rule of any siave of
federa] body having suthority. If 3 drilling unit is not fixed by.any such rule or order, a drilling unit shall be the drilling une as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Pargies.

F. The term “‘drillsite’" shall mean the cil and gas lease or interest on which a propesed well is to be located, -

G, The teims *'Drilling Parry”* and *‘Consenting Parry"" shall mean o parey who agrees to join in and pay its share of the cost of
any operatien conducted under the provisions of this agreement.

H. The terms “‘Non-Drilling Party"’ and “NonConsemlng Pmy" shall mean «. pmy who elects not to participate
in = proposed operation, :

Unless the -context othenvtu clearly indicates, words used in the singular include the plural, the plural includes the
sim lar, and the neurer clydes the maseuline and the feminine, The werd "Party" and "parties" shall alwaye
N & part of parties to t h agreament ‘ .

ARTICLE II.
EXHIBITS

‘ The laumng exhibits, as md:med below and atuched hereto, are incorporated ln and made  part hereof:
@ A. Exhibit **A*", shell include the follewing infarmation:
(1) Idendf:uﬂon of lands subject to chis agreement,
{2) Restrictions, if any, as to depths, formatons, or substances.
(3) Pereentages or {ractional interests of partles o this agreement,
(4) O and gns iesses and/or oil and gus interests subject o this :gﬂsemem.
(5) Addresses of pardes for notice purposes.
. Exhiblt “B**, Form of Lease,
. Exhibit *'C*', Accounting Procedure.
Buhibit *'D*, Insurance.
Exhibit *'E"", Ges Balancing Agreement.
, Exhibic '‘F*", Non-Discrimination and Certificxtion of Nm-Sagfepnd Pacilities,
Exhibit G, Fan-Parmenship. Memorandum of Operating Agreement,

U amy pronidon of aqu suhibie ayagny Fubibin HEY and QY {s incresisvent with sav nfavision conralned in the bodv

oi this agreement, the pl'oVi:lons in the body of this agmmm shall prevuil

 SEK8Ea
_Q"'!ﬂpnm
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A.APL. FORM 610 - MOUEL FORM OFERATING AGREEMENT - 1582

ARTICLRE HI.

1
2 INTERESTS VOP PARTIES
3 - , . .
4  A. Oil and Gas Interests:
6 Xt any party owns an oil and gas interest in the Conuact Area, that intercat shall be treated for all purposes of this agreesment
7 . and during the term hereof a 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 rayalry interest reserved in such lease and the interest of the lessee thercunder.
9 _ ‘ _ L
10  B. Intevests of Parties ip Costs and Production:
1 - o | | |
12 Unless changed by other provisions, sll coses and lisbilides incurred in operations under this agreement shall be borne end
13 paid, and all equipment and materisls acquired in operations on the Contract Area shall be owmed, by the parties as their interests arg set
14 forth iu Exhibit “A™", In the same manner, the parties shall also own all production of oll and gas from the Contract Area subject to the
13 payment of royalues to the extent of. ILL . which shall be barne as hercinafter set forth.
16 « o K - '
17 Regardless of which party has contributed the lewas(s) and/or ofl and ges intercsy(s) hereto on which royslty is due and
18 paysble, each party entitied o receive s share of production of oil and gas from the Contract Area shall bear and shall psy or deliver, or
19  cause to be paid or delivered, to the extent of it interest in such production, the roysity amount stipulated hereinsbove and shall held the
20  other parties free from any lisbility therefor. No party shall ever be respansible, however, on a price basis higher than the price received
21 by such party, to any other party’s lessor or royalty owner, and if any such other party's lessor of royalty owner should demand and
22 - receive sattiement on a higher price basis, the party pomrlbuting the affected lexse shall bear the additional royalty burden attributable w
23 such higher price. Notwithstanding the above, Operator shall be responsible for
24 disbursing all royalty and overriding burdens. '
25 Nothing contained in this Article 10.8. shall be deemed an assignment or crossassignment of interests covered hereby.
26 : , , . :
27 . C. Excess Royalties, Overriding Royalties and Other Payments:
28 : ' ,
y:’] . Unless changed by other provisions, if the interest of any party in any lease coverad hereby is subject 10 any ruyalty,
30 overrid_irig royalty, preduction payment or other burden on production in excess of the amount stipulated in Article TT1B., such party so
31  burdencd shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
32 and all claims and demands for payment asserted by owners of such mxeess burden,
23 | Payr .
34 D. Subsequently Crested Interasts:
- 35 .
36 I any party should heresfter trestz an overriding royakty, production psyment or other burden paysble out of production
37 a‘n:ribuhh'le Wi wor\uag interest hereunder, or if such 8 burden existed prior to this egrecment and is not set forth in Exhibit “'A"", or
38 was nor disclosed in writing to all other partles prior to the execution of this agreement by all partics, o is not s jointly acknawledged and
39  accepted obl!:adon of all parties (kny such interest being hereinafter referred to a5 *‘subsequently crested interast’ irrespecrive of the
" 40 ""‘l_"ﬁ of les creation and the parcy out of whose working interest the subsequently created interest is derived being hereinafter referred
41t as “burdened pany™), and: » A , . .
42 v _ . A ,
43 LU ?hc hurr.!cne-d party is required under this agreement to sssipn’ or relinguish to any other party, or parties, all or = portion
4 of its w‘?rkmg interest and/or :!le production artributable thereto, said ather party, or parties, shall receive sald assignment and/or
43 produe.um frec and clear of said subsequently created-interest and the burdened party shall indemnify and save said other parry,
:g :;;umes, harmless from any snd all claims and demands for payment asserred by owners of the submequently created intcrest;
48 - : - _
:g 2 '!;:n hubrdened_ party fails to pay, when due,.iu thare of expenses chargesble hereunder, all provisions of Article VILR. shall be
reeable against the subsequently created interest in the same menner as they are enfarcesble against the working interest of
3 the burdened party, : -
52 L :
;3 ARTICLE IV, -
55 y TITLES
56 A. Title Examination:
57 \ ) : . _
;g . D:‘lltliie mﬁm shall b made on t'ht drillsiee of any proposed well prior ro commiencement of drilling upcrati:r-w- or, if
e edc o n:rmi © request, title examinatign sh:n be made on the leases and/or oil and gas interests included, or planned to be includ-
o » 10 the driling unit argund such well, The epinion will include the ownership of the working interest, minerals, royalty, éverriding
p royalty and production payments under the applicable leases. At the time & well is proposed, each party contributing leases endlosoil and
p - e mt;rzs: o the drillgite. or to be included in such' dr'illin'g unit, shall furnish to Operator all abstracts (including federal lease status
S rn::u ; ]:pm:ans, title papers and Fnrndve material in i_ts possession free of charge. All such information not in the posséxsion of or
65. x“' b“’ Operator by the parties, but necessary for the examination of the dtle, shall be obtained by Operator. Ope—l;tpr shall
o - :'“" _;: ¢ examined by attorneys on s stafl or by outside actorneys. Copies of all title apinions shall be furaishied'io eich perty
g - Ahe cont incurred by Operator in this ttle program shall be borne as fellows: R
& - Opion No. 1: Com tncurred by Operator i procuring stsyacs and e examinstion (icluding prelimivrys spplefhentsl,
70 shutsin gas royslty opinions and division order title opinions) shall be a part of the administrative overhead gg provided i EXhibiE G -

and shall not.be 4 direct charge, whether performed by Operstor's suff attarneys or by outside ateorneys.

' N .
= tee e mma e, a

$2-



0/17/2007 10:17 FAX | BUILDING6-4TH-NORTH [@o11/056
18/16/2087 18:23 4326828652 . : JTD RESOURCES PAGE @6

*

"

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IV
cqnﬁnued L

‘ Optioﬁ No. 2: Costs incurred by Operhtor in procuring abstracts and fccs paid outside attormeys for ttle examination

1
2 . (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinioms) shall be borne by the Drilling Parties
3 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-
4 hibit **A". Operator shall make no charge for services rendered by its staff axtorneys or other personnel in the performance of the above :
5  functions. s : : . : :
6 e ‘ ) N
7 Each party shall be responsible for securing curative matier and pooling amendments or sgreements required in connection
8 . with lcases or ofl snd gas interests contributed by such party, Operator shall be responsible for the prepuration and recording of peoling
9  designations or declarations as well as the conduct of hearings before governmental’ agencies for the securing of spacing or pooling arders,

10  This shall not prevent any party from appearing on its own behalf at any such hearing, ' .

11 A : v : . . '

12 No well shall be drilled on the Contracy Arca-unil after (1) the title 1o the drillsite or drilling unit has been examined us above

13 provided, and (2) the title has been approved by the examining aworney or title has been accepted by ell of the parties who are to par- -
14  vicipeee in the drilling of the well.. S

16 B. Lom of Title:
19  reduction of interest from that shown e Exhibit **A'", the party contributing the affected lease or interest shall have ninety (90)days
20 from final determination of title failure to scquire & new. lease or other instrument curing the entirety of the vitle failure, whicf gequisi-
21 tion will not be subject to Article VIILB., and falling 10 do so, this sgreement, nevertheless, shall continue in force as (o remaining oil
22 and gas leases and interests: and, A . :
23 _ (2) The party whose oil and gas lease or interest is affacted by the title failure shall bear glone the onfire loss and it shall not be
24  entitled to recover from Operator or the other parties any development or operating costs which it mpyfave theretofore paid or incurred.
'25  but there shall be no additional liability on its part to the other parties hereto by rcason of su€h ticle failure;
26 _ (b) There shall be no retraactive adjustment of expenses incurred or revenues reesivedfrom the operation of the interest which has
27 been lost, bur the interests of the parties shall be revised on an acreage basis, as of jpefime It is deteemined finally that sitle failure has oc-
28 curred, so that the interest of the party whase lease of interest is affected. by-tfie ritle failure will thereafter be reduced in the Conmact
20 Area by the amount of the interest lost; L .
30 (¢) It the proportionate interest of the other parties hcregsrin any producing well theretofore drilled on the Comract Area is
31  increased by reason of the ride failure, the party whose tiglefias failed shall receive the proceeds attributable to the increase in such In-
32 terest (less costs and burdens attriburable thereto) ugsitit has been reimbursed for unrecovered costs paid by it in connecton with such

33 well: . .

‘34 (d) Should any person not a party serthis agreement, who is determined to be the owner of any interest in the title which has
35  falled, pay in any manner any parg obfhe cost of operation, development, or equipment, such amount shall be paid 1o the party or partics
36  who bore the costs which ape-%e vefunded; , '

37 (c} Any liability ad”account tw u third party for prior production of cil and gas which arises by reason of title foilure shall be
38  borne by the pgsf or partics whose ttle failed in the same proportions in which they shared in such prior production: and,

39 () Notharge shall be madc 10 the joint account for legal expenses, fees or sslaries, in connection with the defense of the intcrest

40  claipetfby any party hereto, it heing the Intention of the partles hereto that cach shall defend title to Its interest and bear all expenses in -

42 . .
45 R PNaTT . WY VT IRY Ravrneni=ol-in 2 Dues - -—.;' - G
44  payment, minimum rovalty or royalty pavment, is not paid or is erroneously paid, and as a result a lesse or interest therein hates,’

45 thore shall be no monetary liability againat the party who failed to make such payment, Unless the party who failed to pake the required

- 46 payment secures s ngw lease covering the same interest within ninetv (90) days from the discovery of the faflure sefRake proper payment.
47  which acquisition will not be subjeet to Article VIILB.. the interests of the parties shall be revised on an.acfeage basis. effective as of the
48 dste of termination of the léase involved, and the party who failed to make proper payment will perfonger be credited with an interest in
49  the Contract Area on account of ownership of the lease or interest which has rerminatedHf the cvent the party who failed 1o make the
50 required payment shall not have been fully relmbursed, at the time of the loss. froarthe proceeds of the ssle of eil and gas attributable tw
51 the lost interest, calculated on an acreage basls, for the devclopment and ppefating costs theretofore paid on accaunt of such interest, it

32 shall be reimbursed lor unrecovered actual costs theretofore peid b it not for its share of the cost of any dry hole previously drilled
53  or wells previously abandoned) from so much of the follgwiffg as is necossary 10 effect reimbursement: :

54 (8) Proceeds of oi! and gas, less opersting expefises, theretofore accrucd ta the credit of the lost Interest. on an acreage basis,
59 A the amount of unrecovered costs: o -

6 (b) Proceeds, less operating experffes, thereafter accrued anributsble to the lost intergst on an acreage hasis, of that portion of

57  «il and gas theresfter produged-tnd markered (excluding production from any walls thereafter drilled) which, in the absence of such lease
58  termination, would he-sfiributable to the lost interest on an acreage basls, up to the amount of unrecovered cass, the praceeds of said

59  portion of the.elland gas to be conujbuted by the other partes in-proportion to their respective interests: and. .
Z(IJ Any rr.co.nies. upto ﬂ‘u amount of unrecovered costs. that may be paid by any party who is, or becomes, the owner of the interest
62 A of title ’ ' o ' "
63 3. Other Losses: All losses’ incurred, atBesthenashare et fopth.in-Amiclec-DLB L snd-J\B.3—abaua, shall be joimt“Tosses

64  and shall be borne by sll parties in proportion to their interests, Therc shall be no readjustment of interests in the remaining portion of
65  the Contract Ares, ' C

66 , : - S o a1
67 | | | T
70 - : -

DS C
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

_ Capataz Operating, Inc. - —shallbethe
Operator of the Contract Ares, 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 workmaniike manner, but it shall
have no liability as Operator to the other parties for losses susained or liabilities incurred, except such a5 may result from gross
negligence or willful misconduct. e :

B. Resigaation or Removal of Qpafator and Selection of Sucoessor:

1. Resignation_or Removal of Operator; Operator may resign st any ume by giving written notice thereof to Non-Oper.atols.
1 Operator terminates its logal existence -oongecanii-dn niacosthersundasin-theComiines-Ason, or is no longer capable of serving ss
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of & muccessor . Operator
may be removed itit-iafiomsefnsesto-carry-autiin-duties-herrnnder-o5-heoomeiRsolvantrlank upt-ar-i-placed-in-raceiverst ,byfhg
affirmative vote of two (2) G more Non-Operators owning s majorlcy interest based on ownership as shown on Exhibit **A’" remaining
after exciuding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM. on the
first day of the calendas menth following the expiration of ninety (90) days after the giving of notice of resignation by Operator or acten
by the Nen-Opetators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operstor at an earfier
date. Operstor, sfter effective date of resignation or removal, shall be bound by the terms hereof as 3 Non-Operator. A change of & cor-
porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or sucressor corporation shall not
be the basis for removel of Operator. :

2, Selaction of Successar Operator: Upon the vesignaton or removal of Operator, s successor Operator shall be selected by
the parties, The successor Operator shall be selected from the partics owning an interest in the Contract Area at the time such successor
Operator is selected. The succexsor Operator shall be sclected by the sffirmatve vote of Two (2) or more parties owning a majority interest
based on ownership as shown.on Exhibit **A""; provided, however, if an Operstor which has been semoved fails w vote or vetes only to
succeed feself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning 4 majority interest based
on U;nmh‘lr as shown on Exhibit ““A’" remaining after excluding the voting interest of the Operator that was removed.

. 0

te required: When there is only one }é?cpon-o eraﬁgr the vote oflfwo (2)

ar porg.parties shall not be required under A e B.1. and B.2.

The number of employees used by Operator in conducting operations heréundcr; their selection, and the hours of labor and the
compensation for services performed shall be dotermined by Operator, and all such employees shall be the employees of Operatar,

D. Drilling Conm '

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area, If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall nol exceed the prevailing
rates in the ares 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 xame terms and conditions as are customary and vgual in the area in contracts of in-
dependent contractors who are doing work of 3 similer nature.  A11 ‘work performed or materials supplied

by affiliates of oparator shall be performed or supplied at competitive rates

and in accordance with customs and standards prevailing in the industry. Operator
shall notify non-operators in advance of the use of any such affiliates.

ARTICLE V1. .
DRILLING AND DEVELOPMENT o
A. Tnitial Welle | . |
'On or before the_158h __gsyof___February - , 1999 Opsrator shall commence the drilling of a well for

oil and gas at the following location: _ . : o
Location of its choice in Section 4-T205-R3BE, Lea County, New Mexico

ang ghall theresfrer continue the drilling of the well with due diligence I depth of 8100' or to a dep-th.
sufficient to test the Devonian formation, whichever is lesser. g

countered at 3 lesser depth, or unless all parties agree to complete or abandon ‘the well at a lesser depth.

. wnless granke or other pracucally Impenetrable substanes or condition in the hole. which renders further drilling Imprectical, is en-

A()pemtar shall make reasonable of all formations encoumered during drilling which give indication 'ofcommmgdﬂand
83S in quantities sufficient to test, unlexs this agreement shall be limited in its application ta a apecific formation or fbuﬁg}idt’%;iq_whig
event Operator shall be required to test only the formaron or formations to which this sgreement may apply.  * . . . #58>

Tow pav by
e

n
RS

.4_‘ A



0/17/2007 10:17 FAX BUILDING6-4TH-NORTH o . - [d1013/056
-le/16/2087 19:23 4326828652 : JTD RESOURCES . : PAGE @8

'A.APL. FORM 610 - MOLEL FORM OPERATING AGREEMENT - j982
ARTICLE VI
If, in Operator's judgment, the well will not pMua ofl or gas in paying qgmtities. and it wishes to plug and ahandon the
‘well as a dry hole, the pr::v?:ians of Article VLE.1. shall thereafter apply. - Notwi thSta“‘d" ng the above, all
matters related to the drilling of the Initial Well are governeq by the terms
of Farmout Agreement dated September 1, 1998. o ‘

B. Subsequent Oper;tlon;:

1. Proposed Operadons: Should any pariy herero desire o drill any well on the Contract Area other than the well provided
for in Artcle VLA, of to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a wel jointly ownec! by all
10 e parties and not then producing in paying quantities, the party desiring to drill, rework, despen or plug back such a well shall give the
11 ather parties written notice of the proposed operation, specifying the work to be performed, the locatian, proposed depth, objective farfia-
12 gon and the estimated cost of the operation. The parties. receiving such a natice shall have thirty (30) days after recelpt ?f the notice
13 within which to netify the party wishing w do the work whether they elect to participate in the cost of the proposed operation. 1f & drill-
14 ingrig is en locaton, notice of a proposal to rework, plug back or drill deeper may be given by tclephone and the response period sha_ll be
13 timited 1o ‘ houss, ixe of Saturday, Sunday and legal holidays. Failure of & party recelving such notice to reply within
16 the period/above fixed shall constitute\an election by thar party not to participate in the cost of the propased operation. Any notice or
17 response fgiven by telephone shall be plpmptly confirmed in writing. . :

VBN RDWN™

18. twanty-four (24) Mnclusive

19 : ' v - : -

R ' o twenty .four (24) -
21 I all parties alect 2o participare in such 8 proposed: operation, Operator shF. within l¥n=:y (90) dgy: Ju expiration of the notice

22 - period of thirty (30) days (or as prompxly as possible after the expiration of the fesyeighn-£45) haur vperiod when a drilling rig is on loca-
23 o, us the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 tigs hereto; provided, however, said commencement date may be ¢xtended upon written notice of same by Operater to the other parties, .
29 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is rexsonably necessary to obtain
26 permits from governmenta! authorities, surface rights (including rights-of-way) or appropriate drilling cquipment, or to complete title ex-
27  amination or curative matter required for title approval or acceptance, Notwithstanding the force majeure provisions of Article X1, if the
28 gcrua! operstion has not been commeneed within the time provided (including any extension thereof as specificslly permitted herein) and
29 if any party hereto still desires to conduct said operation, wrirten notice proposing same must be resubmitted to the other partles in accar-

30 dance with the provisions hereof 25.if no picr proposal had been made. _ - .
3 L o :

- 32 :
33 twenty four (24)

34 2. Operations by Less than All Parties: If any. party recelving such natice gs provided in Article VI.B.1. or VILD.1. (Option

35 No. 2) cleces not 20 pardicipare In the proposed opcration, then, In order to be entitled to the benefits of this Article, the party or partics

36 giving the notice and such other psrties as shall elect to participate in the operation within ninety (90) days after the expirstion of

37 the notice period of thirty (30) days (or ss pramptly as possibie after the expirstion of the hour period when 8 drilling rig is

38 on location, a3 the case may be) actvally commence the proposed operition and complete it with due diligence. Operator shall perform all

39  work for the account of the Consenting Parties; provided, however, if no drilling rig or ather equipment is on location, and if Operaror is

40 3 Non-Consenting Party, the Consenting Parties shall either: (a) request Operstor 1o perform the work required by such proposed apera-

-~ 41 tion for the account of the Consenting Parties, or () designate one (1) of the Consenting Parties as Oparator to perform such work. Con-

42 santing Partles, when conducting operations on the Contract Area pursuant ta this Article V1,B.2,, shall comply with all terms and con-
43 . ditions of this sgreement, L : ' <o v

47 H less than a]) parties approve any proposed operatlon, the proposiﬁg party, immedintely after the expiration of the applicable
48 notice period, shall advise the Consenting Pardes of the total interest of the parties approving such operation and ivs recommendation as
49 1 whether the Cententing Parties should proceed with the operation as proposed. Each Consenting Parry, within forty-eight (48) hours
50 (exclusive of Saturday, Sunday and Jegal holidays) after receipr of such notice, shall advise the propasing parry of its desire 10 (g) limit par-
31 ticipaten to sich party's interest as shown on Exhibit ‘A" or (b) carry its proportionate part of Non-Consenting Perties” interests, and

" 32 tailurc to sdvise the proposing party shall be deamed 2n cleetion under (8). Tn the event a drilling rig is on Jocation, the time permitted for '
53 sucha response shall not exceed o total of ¢ hours (inclusive of Saxurday, Sunday and legal holidays). The proposing party,
34 at s election, may withdraw such propoal if there is insufficient participation and shall promptly notify all parties of such decision.

;Z enty four (24) = -

57 ' o ' o -

58 . The entdre cose pd risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have

39 elected 1o besr sare under the terms of the preceding paragraph. Consenting Parties shall keep the leuschold estates involved in such

60 operations free and clear of all Hens and encombrances of every kind created by or arising from the operations of the Consenting Parties.

o - U such an operation results in u dry hole, the Gonsenting Partes shall plug and abendon the well and restore the suctace location at their
62  sole cost, {‘ilk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this- Aricle results.in a pro-

63  ducer of 6il and/or gas in paying quantties, the Consenting Parties shall complete and equip the well to produce st their sole msi; sind risk,

e
LI
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT 1982

ARTICLE VI
continued

" and the well shall then be mrhed over to Operator and shall be operated by it at the expense and for the account of the Consenting Par

ties. Upon commencement of aperations fer the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in aceordance with the provisions of this Arvicle, each Non-Censenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled ta recsive, in proportion w their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom unsil the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is née sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article [TLD. payable out of or measured l:y the production from such well accrumg with respece to such interest
until it reverts) shall equal the tota] of the following: v . v :

(a) 100% of esch such Non-Consenting Pmy s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stoek tanks, separators, treaters, pumping equipmene and piping), plus 100% of each such
Nen-Consenting Party"s share of the cost of operation of the well commiencing with first preduction and continuing until each such Nom-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being sgreed that each Noa-
Consenting Party's shase of such costs and equipmznt will be that interest which would have been chargeable to such Non-Consennng

Party had it participated in the well from the begmning of the opemlons. and’

)..aﬂﬂ_% of that portion of the costs and expenses of dnllmg reworking, deevmmx. plugging back, testing and ccmplmns'
after deducting any cush contributions received under Article VIILC., and _300). % of that portion of the cost of newly acquired equip-
ment in the well (0 snd including the wellhead connections), which would have been chnrgeable to such Non-Consenting Party if it had
partcipated therein. Notwithstanding the foregoing provisions, see Article XV for
provisions pertaining to the relinquishment of a non-consenting parties interest
when such a non~consenting party elects not to participate in the drilling of a
well proposed hereunder,’

An election not to participate in the drilling or the deep:mng of a well sthJ be deemed an elecrion net to plmcipau in any re-

“working or plugging back operstion proposed in such 2 well, or portion thereof, to which the inisial Nen-Consent election applied that is

conducted ¢ any time priot to full recovery by the Consenting Parties of the Non-Consenting Party* % recoupment sceount. Any such

_‘reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of aperation of said well
and there shall be addad 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. If

such a reworking or plugging back operation is propesed during such fecoupment penod the provisions of this Article VL.B. shall be ap-

.plu:lble 48 between sald Cousenting Partles in sald well.

3

' Dﬁﬁ"& the Pﬂ‘lOdhf time Cotisennng Parties are entitled l§ receave' Non-Consenting Party's share of production, or the

' proceeds therefrom, Consenting Partes shall be respansible for the payment of alt production, severance, excise, gathering and other

taxes, and all royalty. overriding royalty and other burdens applieable to Non-Consentmg Parey’s sh:re of production not excepted by Ar-

'ucle m.D.

In the case of any tewvorking, plujglng back or de(w drilling operation, the Consenting Parties shall be permitted to usc. free
of cost, all casing. tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
sbandonment of s wall after such reworking, plugging back or deeper drilling, the Consenting Parties shall aceaunt for all such equip-

~ ment to the owners thereof, with each party reesiving its proporrionate part ivi kind of in value, less cost of salvage.

-Within sixty (60) days sfter the completlen of any opendon vnder this An:cle the party conducting the aperatians tor the

| CMWI! Parties shall furqish each Non-Consenting Party with in inventory of the equipment in snd connected to the well, and an

temized statement of the cost of drilling, decpening, plugging back. testing, completing, end equipping the well for production; or, at its
option, the apevating party, in liev of en itemized seatement of such costs of operation, may submit a detaled statement of monthly bill-
ings. Each month thereafter, during the time the Consenring Parties ate being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized starement of all costs and liabilities in-
curred in the aperation of the well, togethier with g statement of the quantity of oil and gas produced from it and the amount of: proceeds
reslized from the sale of the well § warking interest production quRNg the preceaing montit. in determuning tne QUBIITILY U1 UN MU ks
produced during any month, Consenting Partics shall use indusery accepred methods such s, but nor limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of cquipment newly acquired in cannection with any such operation
which would have been awned by @ Non-Consenting Party had it participated therein shall be credited aguinst the rota! unretarned costs
of the work dane snd of the equipment purchased in determining when the interest of such Non-Gonsenting Party shall revert to it as

. shove provided; and if there is a credit balance, it shall be paid to such Non-Conv.-nzing Party.
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ARTICLE VI
continued

1f and when the: Conuntm; Parties recover [rom a Non-Consenting Party's relinquished interest the emounts provided for abave,

" the relinquished interests of such Noa-Consenting Party shall sutomatically revert to it, snd, from and after such reversion, such Nog-

Consenting Party shall own the same interest in such well, the material and equipment in of pertaining thereto, and the praducuon

therefrom as such Nan-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging

back of said well, Thereatter, such Non-Consenting Parey shall be charged with and shall pay its proportonate part of the further costs of
the eperation of said well in accordance with the terms of this agreement snd the Accoynting Procedurc sttached herete.

VW 3P AD WN -

10 Notwithstanding the provisions of this Artcle V1.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
11 becempleted in or produced from a source of supply from which a well located elsewhere on the Contract Area is producmg. unless such
. 12 well confarms to the then-existing well spacing pactem for such source of supply.

16 . The provisions of this Article shall hwe no application whmeever to the dnmng of the initia) well described in Amde Vl /}
17 except () as to Article VILD.1. (Opton No, 2), if selected, or (b) as to the reworking, despening and plugging back of such inital weu

18 after it has been drilled to the depth specifled in Article VLA, if it shall thereafter prove to be 2 dry holc or, if Initially completed for pro-
19  duction, ceases to produce in payiug quentities.

20
21
22
23 3. Stand-By Time: When a well which has been drilled or deepened hes reached its authorized depth and sll tests have been

. 24 completed, and the results thereof furnished to the parvies, suand-by costs incurred pending response to 8 party's notice proposing &
25 reworking, deepening, plugging back or completing operation in such 2 well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by casts subsequent to all parties responding, or expiration of the response time permitted, whichever
27 fitsc oceurs, and prior to agreement as to the participsting intereses of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article V1.B.2, shall b chagged to and borne as part of the propased operation, but if the proposal is subsequently
29 withdrawn because of insufficlent participation, Such stand-by costs shall be allocated between the Consenting Pardes in the proportion
gg gach Consenting Party's interest 25 shown on Bxhibit *'A"* bears to the total interest as shown on Exhibit **A™ of all Cansenting Par-
ties. ’ ‘ ; . ,

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agresment applicable to a *‘deepening”” operation shall
36 alsa be spplicable to any praposal to directionally control and intentionally deviate a well from vertical 50 a5 to change the borrom hole
37  location (herein called “'sidetracking’*), wnless done to suraighten the hole or to drill around. junk in the hole or boeause of other
38 - mechanical difficulties. Any party having the right ta participare in a proposed sidetracking operation that daes not own an interest in the
39 aflected well bore at the time of the notice shall, upon electing 10 participate. tender 10 the well bore owners its praportionate share (equal
40  to its interest in the sldeu-aclmg opemlon) of the valve of that portion of the existing well bore te he utilized as follows:

44 (o) I the proposal is for sidetracking an existng dry hole, reimbursement shall by on the basls of the actual costs incurred in
45 the initig] drilling of the well down to the depth at which the sxdemcklng operation is initiated,

. Bt () Xf the proposal is for sidetrscking a well which hes previously produced. reimbursement shall be on the basis of the well's
50  salvable materialy and equipment down to the depth at which the sidetracking operation is initlated, devermined in accordance with the
51  provisions of Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plugging and abandening,

- 35 Inthe gvent that notice for & sidetracking operation is guw.-n while the drilling rig to be utilized it on location, the response period
56 - shal be limired co forty-eight (48) hours, exclusive of Saturday, Sunday and legs) holidays; provided. however, sny party may request and
57  receive up to eight (8) additiona) days sfter expiration of the forty-eight (48) hours within which to respond by paying for all stand-by rime
- 58 _ incurred during such extended response period. If more than one party elects to take such additional time to respond to the nerice, stand-
39 by costs shall be illocated hetween the partes wking additional time to respond on a day-to-day basis in the proparrion each electing par-
.~ 60  ry's interest as shown on Exhibit ‘A" bears to the total interest as shewn on Exhibit *'A"" of all the e‘ectmx parties, In all other in-
. 61  swamces the response persod to0 a proposal for sidetracking ahsu be limtted w® :hlfty (30) days.

65 C TAKING PRODUCTION IN KIND:

L‘:ve the right to . '

67 - Each pary shall take in Kind or separacely dispose of its propurnomte share of all il od s produced fmm the Canm:t Are,
68 exclusive of production which may be used in development and producing operstions and- in preparing snd tmuhg oil and gas for
69 marketing purposes and production unavoidably lost. Any extrs cxpenditure incurred in the taking in kind of separste dispasition by any
70 party of its propartionate share of the pmducuvn shall be borne by such party. Any party uking frs share of producdon In kind shall be

' u' f‘:-ﬂ-l- iv—v ‘1- -
[
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ARTICLE VI
continued

fequired to pay for oaly its proportionate share of such part of Operator’s surface facilitics which: it uses.

Each party shall execute such division orders and contracts as may bc necessary for the sale of its interest in production from
the Contract Ares, and, except, 2s provided in Article VILB., shall be enticled to receive payment directly from the purchascr thereof for
its share of all production. : o _ ' :

In the event any party shall fail ta make the arrangements neeassary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Ares, Operator shall have the right, subject to the revocation at will by the parey owning it, but not
-9 the obligation, to purchase such oil or sell it to others st any time and from time to time, for the aceount of the non-taking party at the
10 - best price obtainable in the arca for such productign. 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 ﬁmc? right to take in kind, or separately dispese of, its share of all oil not previously
12 delivered to a purchaser, Any purchsse or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
13 time a5 are consistent with the minimum needs of the industry under the particulsr Gireumstances, but in 110 event for a period in excess

14 ofene(l)year. Operator shall not purchase or sell any other party's share of production
13 without first obtaining the prior written consent of such party.

16 . In the event one or more parties' separate dispasition of its share of the gas causes split-stream deliverics to separste pipelines and/or

17 - deliveries which on a day-to-day basis for any reason are not exactly equsl to 3 party s respective proportionate share of total gas sales 10

18 - beallocated to it, the balancing or accounting betwean the respective accounts of the parties shall be in sccordance with any gas balancing

19  sgreement between the partles hereto, whether such an agreement is attached as Exhibit “'E"", or is a separate agresment, o

20  * uypon thirty (30) days written notice o

21 D. Access to Contract Areg and Information:

@ NN

23 Each party shall have access to the Contract Area at all reasonable times, at its sole cast and risk to inspect or observe operations,

24 ‘and shall have access st rensonable times t information pertaining to the development or operation thereof, including Operator's books -
25 and records relating thereto. Opcrator, upon request, shall furnish each of the other parties with copies of all forms ar reports filed with
26 governmental agencies, daily drilling reports, well logs, tank tablcs, dally gaisze and run tickets and reports of stock on hand at the first of

27 each month, and shall make available ssmples of eny cores or ¢urtings taken. from any well drilled on the Conuract Arca. The cost of

28 pathering and furishing information to Non-Operstor, other. than that specified sbove, shall be eharged to the Non-Operator that re-

29 quests the information, : : : :

3o ' 1 . .

31 B. Abandonment of Wells: v : -

32 : _ o )
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VL.B.2., any well which has been

34 drilled or deepencd under the terms of this agrestent and is proposed to be completed as a dry hole shall not be plugged snd abandoned -
35  without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should sny party fail to reply
36  within forty-elght (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 propesed abandonment. All such wells shall be phugged and abandoned in
38 accordanec with spplicable regulutions and at the cust, risk and expense of the parties whe 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 . operutions in search of oil sndjor gas subject to the provisions of Articic VLB, R

42 2. Avandonment of Wells that have Produced: Except for any well in which & Non-Consent operation has been eonducted
43 herennder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has hoen 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
43 be plugged and abandoned in accordance with applicable regulations and et the cost, risk and expense of all the parties hereta. If, within
46 thirty (30) days after receipt of notice of the proposed abendonment of any well, all parties do not agree to the abandonment of such well,
47 thosc wishing ta continue Its operstion from the intervai(s) of the formaion(s) then apen to production shall tender to cach of the other

» 48 parxies its proportionate share of the value of the well's salvable material and equipment, _determineg in aceordance &.ﬁh‘m
49 Ehibit-46% Jess the esimared cost of salvaging and the estimated cost of plugging and sbsndoning g-ch abandoning party shall assign

.30 the non-abandoning parties, without warranty, cxpress or implied, s to title of 25 to quantity, ot fimess for use of the equipment snd
51  material, all of its interest in the well and related equipment, together with its interest in the leaschold estte as tn, but only s to, the in-

_ 32 " terval of intervals of the formation or formations then apen to production, If the interest of the abandoning party is or includes an of and
33 gasintercst, such parey shall execute and deliver to the non-shandaning party or parties an oil and gas lease, limited to the interval or'in-
34 tervals of the formation or formations then open to production, for a term of one (1) year and so long theresfeer as ofl and/or gas is pro-

39 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

57 ** 3 reasonable appraisal of its current salvage value

g9 - *%* gnd restoring the surface. If the abandoning party's share of the aforesaid
60 salvage value js 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. ‘ . o ‘ L

S
o

63 , o - S -

6 o o

68 ! , . L . : o RE ‘. e

70 o ) ‘,-. i"—“;'.“
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ARTICLE VI
continmueed

*“B"". The assignments or leases 50 limited shall encompass the *drilling umt" upon which the well is located. Tht' 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 Area to the aggregate of the percemtages of participation in :he Contr-c: Arca of all assipnees. There shall be no mdius!mem of
interestsin the remaining pumun of the Contract Area.

‘Thereafter, abandoning partics shall have no further ruponsibﬂky, Tiability, or interest in the opcration of or production fmm
" the well in the interval or intervals then open ather than the royaltics retsined in any lease made under the terms of this Article. Upon re-
- quest, Operator shall continue to operate the assigned well for the sccount of the non-absndening parties at the rates and charges con-
templarcd by this agreement, plus any additional cost and charges which may arise as the resulc of the separate ownership of the assigned
10" well. Upon proposed ‘shandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
11 repurchase its prior imerm in the well (using the same valuaunn formula) and pamcrpstc in further operations therein subject to the pro-
12 visions hereof.

VWG VDL WN

14 3. Abandenment of Non—Conunt Operations: The provisiom of Article VLE.L. or VLE.Z. gbove shall be applicable as between
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said ‘Articles; provided, however, no well shall be
16 permanently plugged and abandomed unless and undil all parties having the right ta conduet furcher operations therein have been notified
17 of the proposed nbmdonmmt and afforded the opporrunity to elect to tnkc over the well in accordnnce wnh the pravisions of this Article

- 18 VIE

¥ . R ARTICLE VI,
2 - EXPENDITURES AND LIABILITY OF PARTIES
23 A. Liability of.Pam'u:

23 The Hability of the parvies shall be several, not foint or collective. Each party shall be responsible only for its obligations, and
26 shall by liable only for its proportionate share of the costs of developing and operating the Contract Area, Accordingly, the liens granted

27 among the parties in Article VILB, are given to secure enly the debts of each severally. It is not the imwenrion of the parties to create, nor
2B shll this sgreement be construed as creating, a mining or other parcenership or sssociation, o 1o sender the paries lisble as partners.

o] , . , ‘

30 B. Liens and Payment Defaules; S oo

3 o

3 Each Nen-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share

33 of ol andlor gas when extracted and its interest in ofl equipment, 1o secure payment of its share of expense, together with interest thereon
34 ar the rate provided in Exhibit “°C"". To the extent that Operator has a security interest wader the Uniform Commercial Code of the
35  state, Operator shall be entirled to exercise the rights and remedies of a secured party under the Code, The bringing of 8 sult and the ob-
36  twining of judgment by Operator for the secured indebtedness shall not be deemed an elcstion of remedies or otherwise affect the lien
37 rights or security Interest a5 security for the payment thereof, In addition, upon default by any Non-Opcrator in the payment of It share
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, ta cellect from the purchaser the proceeds from
39 the sale of such Non“Operator's share of ail endlor gas until the smount ewed by such Non-Opcrator, plus interest, has been paid, Each
40  purchaser shall be entitled to rely upan Opcrator’s written statement concerning the amount of any default. Operator grants a like lien
41 and vecutity interest w the Non-Opmm to secure payment of Operator’s prnpnmonnte share of ﬂmﬂ‘é '

, 43 If any pmy fails. or ig’ unable 0 pay irs sharg of expense within sixty (60) dsvs after rendition of ‘s statement thercfor by
44 Operacor, the non<efaulting parties. including Operator, shall. upen request by Operator, pay the unpsid amount in the proportion that
45 the interest of each such party bears to the interest of all such perties. Each party so paying its share of the unpaid 2mount shall, to obtsin

46 reimbursement thereof, be subrogared to thc mmy rights described in. the foregoing plrsgraph

47

48 C, vame:m and Accounting

49

'S0.  Except as herain otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development

S1  and operatipn of the Contract Ares pursuant to this agreement and shall charge gach of the parties hereto with their respective propor-’
52 rionate shares upon the expense basis provided in Exhibit *'C"". Operator shall keep an accurate ncard of the gomt account hereunder,
33 showing expenses incurred and charges and credits made and reecived.

35 -Operater, at It election., ghall hu;ve the right fram time to time to demand and recefve from the ather parties payment in advance
56  of thelr raspective shares of the estimated amount of the gxpense to be incurred in operations hercunder during the next succeeding
57  month, which right may be exércised only by submission to each such party of an itemized statement of such estimsted expensc, together
38 with an invoice for its share thereof. Each such statement and invaice for the payment in advance of estimated expense shall be submirted
59 en or belore the 20ch day of the next preceding month. Each party shall pay to Operator its propordionate share of such cstimate within -

60 - fifteen (15) days sfter such estimate and invoiee is received. If any party falls to pay its share of said estimate within xeid time. tHe smouny
61  due shall boar interest as provided in Exhibit "*C"" unti! paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each parcy shall bear and pay its proportionate share of actual expenses incurred, and no more,  *

63 -
64 D, Limitation of Expenditures' .....
63
65 1 Drill or m Without the consent of al pmu.-q. no well thall be drilled or deepened, excrpt any wel drilled, or dacpened '
67  pursuant to the provisions of Article VI B.2. of this agreement. Consent to th! driling or deepening shall mcludz. ‘
6R _ o
69 -
70 ’

I *um: ..... o
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: .'ﬂlepmducﬂonmhmdﬂngdmchwwldmdmlmdlofgupmduc:d under the werms of this sgreement. {"- foef

O Option No. 1: Al necessary expenditures for the dnlhng or deepenmg, tesring, completing and equipping of the well, mdudmg
necessary unkage and/or surface facilitles,

(G Option No. 2: All necessary expenditures for the dnllmg ot deepening and testing of the well. When such well has reached s
suthorized depth, and all tasts have been completed, and the resules thereof furnished to the parties, Operator shall glve immediare 1 notice
to the Non-Opcrators who have the right to participate in the completion casts. The parties rocciving auch notice shall have Inrtyenght
(48) hours (exclusive of Saturdsy, Sunday and fegal holidays) in which 1o elert to participate in the setting of casing and the campletion at-
tempt, Such election, when made, shall include consent 10 all necessary expenditures for the compledng and equipping of such well, in-
cluding necessary tankage sndlor surface facilities. Failure of any party receiving such notice to reply within the period above fixed chall
constitutg an election by that party not to participste in the cast of the completion attempt, If ane or mare, but less than all of the parties,
elect to set pipe and 10 attempt 3 completion, the provisions of Article V1.B.2, hereof (the phrase *'reworking, deepening or pluggmg
" back™ as contained in Artice VI.B 2. shall be deemed to include "aomplenng") shall apply to the opmuons thereafter conducted by less
than all parties,

2. Rework or Fng Back: Without the consent of all parties, no well shall be reworked or plupged back cxcept s well reworked or
plugged back pursuant o the provisions of Article V1.B.2. of this sgreement, Consent to the reworking or plugging buck of 3 well shall

- include all necessary expenditures in conducting such operadons and completing and equipping of said well, including necessary ankage

and/or surface facllides.

3. Other OMuons‘ W‘-thont the consent of all parties, Operator shall not undertake any single projoct reasonably estimated
1o require an expandicure in excens of._Fifteen Thousand ===c=== se=emmcoe=Dollars (5_15.000.00 )
‘except in connection with a well, the drilling, reworking, deepening, eompleting, recompleting, or plugging back of which hss been

 previously authorized by or pursuant to this agreemeny; provided, however, that, in ease of explosion, fire, flood or other sudden

emergency, whather of the same or dif{erent nature, Operator may take such steps and incur such expenses as in its opinion are required
1o desl with the emergency to safeguard life and property but Operstor, s promptly as possible, shall report the emergency to the other
.pardes. H Operator prepares sn suthority for expenditare (AFE) for its own use, Operator shall furnish any Nea-Operatar sa requesting
tn information copy thereof for any single project costing in excess of Ton_Thousande=oo-noseosasmosannasonae

» Dol!m (S_lﬂ.,.ﬂﬂ.ﬂ..ﬂ.ﬂ__) but Jess than the amount first sat forth sbove i this paragreph,

E Rentals Shut—m Well Pnymenn and Minimum Royulneu

Rnnls, shut-in well payments and minimum royalties which may be required under the rerms of any lease shall be paid by the
ATty OF partes who subjected such lesss to this agreement st its or thelr expense. In the event two or more parties swn and have con-
tributed interests in the ssme lexse to this agreement, such partles may designate one of such parties to make said pryments for and on
behalf of sll such parties. Any party may request, and shall be entitled to receive, proper evidence of all such psyments. In the event of
failure vo make proper payment of any rentsl, shutin well payment or minimum royalty through mistake or oversight' white such pay-
ment iz required to continue the lease in force, any loss which resuits from such fnon pavmem shall be borne in accordance with the pro-
visions of Anicle'l’l"B-E' IV.B.3. .

Operator shall notify Nun-Opemor of the andcipated mmplcﬂnn of a shut-in gas well, or the shurting in or return to producuon
of s producing gas well, at least five (5) days {excluding Saturday, Sunday and legal holidays), ar at the earliest opportunity permitted by

" circumstances, prior w taking such action, but assumes no lisbility for fxilure to do so0. In the event of failure by Operater to 50 noxify-

Non-Operator, the loss of any lesse contgibuted hereto by Non-Operutor for failure to make timely ptyments of any shut4n well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3,

F. Taxes

Beginning with the first calendar year afrer the effecrive date hsed. Opmmr shall render for sd velorem taxation all propmy
subject to this agreement which by law should be rendered for such taxes, and it shall pay al such taxes assessed thereon before they.
bacome delinquent. Prior to the rendition dute, each Non-Operator chall furnish Operator infermation as 1o burdens (1o include, but not
be limited to, royaltiss, overriding royaldes and production payments) an 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 subjeet to outstanding excess rovaliies, over-
riding royalties or production payments..the reduction in ad valorem taxes resulting therefrem shall inure to the benefit of the owner or

_ owners of such Jeasehold estare, and Operator shall adjust the charge to such owner or owners 5o 8 wo reflect the benefit of such reduc-
. tion. If the ad valorem taxes are based in whele or in part upon separate valustions of each pary 's working interest, then notwithstanding

anything t0 the contrary herein, charges 1o the joint sccount shall be made and paid by the parties hereto in sccordance with the tax

value genergted by eazh party’s working interest. Opcmor ;hn!! bill the other parties for their proportionate shares of all tax payments in
the menner provided in Exhibit **C'".

¥ Operator considers my tax sssessment :mprcper, Operator msy, at its discretion, proter within the time and'-mmner

* . prescribed by law, and prosecute the protest to & final determination, unless all parties agree to abandon the protest prior to fuur deter-
~ mination. Duting the pendency of sdminisarative or judicial proceedings, Operator may elect to pax, under protest, all such raxes md any
+ interest and penalty. When any such protested assessment shall have been finzlly determined, Operator shall pay the tax for tlm}ﬁim 13
‘count, together with any interest and penalty acorued, and the total cast shall then be assessed agsinst the parties, and be paid brirghun.

provided in Exhibit 'C"*. 3
. e ’?.
. Each party shall pay or cause to  be paid all produetion, mermcc. excise, gathering snd other taxes imposed upon'or ﬁ"ih*mpm to

Y i
.ht .r. %
R

- ’

Mg
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ARTICLE VII
continued
1 G. Insurance:
5
3 At all times while opcrations are conducted hereunder, Operator shall comply with the workmen's cumpmuan law ‘of
4 - the statc whare the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said: com
5+ pensation lews in which event the only.charge that shall bz made te the joint account shall be as provided in Exhibit *'C*". Operator shall
6  also carry or provide insurance for the benefit of the joint account of the partics ax autlined in Exhibit *’D*", avtached to and made a part
7 heredf, Operator shall require all contractors engaged in work on or for the Cantract Area to comply with the workmen s compensation . ;
-8 law of the state where the operations are being conducted and to mmnmin such other insurance a3 Operazor may require, ‘
9 -
10 n :he cvent sutomobile publ:c lisbility insuranee is specified in said Exhibh “D", or subsequently receives the approvel of the
11 parties, no direct charge shall be made by Operator for. premiums paxd for sueh insurance for Operator's automotive equipment.
12 o
13 ‘ ARTICLE VIII.
14 ACQUISITION, MAINTENANCE OR TRANSFER OF !NTEREST
15 ;
16  A., Sorrender of Leases:
17 ' : . : : . ’
18 The leases covercd by this agreement, insofar as they embrace acreage in the Contract Ares, shall not he surrendered in whole
19 o in part unless all parties consent thereto. ©within thirty (30) days of its
20 co { election to so surrender |
2] However, should any party desive to surrender its interest/in sny lease ‘or in any portion thereof, and the other parries do not
22 agree or consent thereto, the party desiring to surrender shall assign] without express or implied warranty of dfe, all of ts interest in’
23 such lease, or portion thereof, end eny well, material and equipment which may bs located thereon snd any rights in production
24 thereafter secured. to the parties not consenting to such surrender, U the interest of the assigning party is or includes an ofl and gas in-
23 terest, the assigning party shall execute and dellver 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 thereafier a8 cil end/er ges is produced from the land covered thereby, such
27  lease to be on the form atcached hereto as Exhibit **B''. Upon such assignment or lease, the assigning party shall be relieved from all
28  obligations thereafter aceruing, but not theretolore accrued, with respect to the interest assigned or leased and the operation of any well
29 antribusable thereto, and the assigning party shall have 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 assignce or lessce shall pay to the
31  party assignar ar lessor the reasonable salvage value of the latter s interest in any wells and equipment atwributable to the assigned or less-
32 ed acresge. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C"™, less the esdmated cost of
33 slvaging and che estimated cost of plugging and abandoning. If the assignment or lease is in {avor of more than one party, the interest
34  shall be shared by such partics in the proportions that the interest of cach beurs 10 the :onl interest of all such partes.
k)

- 36 Any asdgnmem. lease or surrender made under this provision shall net reduce or change the mxgnor ‘s, lessor s or surrendering
37  pany’s interest a8 it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
38  sssigned, leased or surrendered, and subsequent aperations thereon, shall nat :hennfner be subjecr to the terms and provisions of this
3 lyeernem .

40 L

41 B. Renewsl or Extension of Leases:

42 : .

43 If any party scoures & renewal of any oil and gas lease subjeet to this agreement, alt 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 1o elest 1o participate in the ewncrship of the
45  renewal lease, insofar os such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46  pertionate ahares of the acquisition cost allocsted to that part of such lease within the Cbntncl Ares, whlch shall bein propor:ion to the
47  interests held at.that time by the purdes in the Comrect Area,

48 .

49 If some, but less than n.ﬂ. of the partles elect 0 participate in the purchase of a renewal lease, it shall be pwned by the parties
350  who elect to participare cherein, in o raxio based upon the relatonship of thelr respective percentage of parricipation in the Contract Ares
31 o theagpregate of the percentages of participation in the Contract Area of all parties participating in the purchese of such renewal lease,

© 52 .An renews] lease in which fess than oll partics cleet to parﬁapate shall net be subject to this agreement, but shall be

53 emed to e sub ect to an 0 er%t&Eg re nt ideptical to this but modified
| cl""‘&r& Leﬁﬁx iﬁW&ﬁ& nlng% M“Eﬁﬂmm of its proportionate interest thevgin
55 by the acquiring parey,

56 o o P _ .

57 . The provisions of this Article shall apply to renews! leases whether they are for the entirc intarest covared by the expiring lease
%8  or cover only a portion of its area or an interest therein, Any renewnl lease taken before the expiration of its predecessor lease, or taken er
59  contracted for within six (6) manths after the expiration of the cxisting lease shall be subject to this provision: but any lesse taken or con-

60 tracted for more than six (6) months :fter the expiration of an existing lcase shall not be deemed a renewel lease and ;mu not be sulnect o
61  the provisions of this agreement, . ‘
02 . i
:: " The provisions in this Anicle shall also be applicable to extensions of oil and gas lenses, - ‘ -

65 C. Acruge or Cash Contributions: , .-_

s f"' recejves e

6? Whils this lnreement isin ﬁeree i my party contracts for-a contributdon of cash towards the drilling of a weﬂ or my other

68  operation on the Contract Area, such contribution. shall he psid to the party who conducted the drilling or other operstion‘and shall be
© 69 applied by it agsinst the cost of such drilling or ather operation, If the contribution be in the form of acreage. the party to whifn the con-

70  vribution is made shall promptly tender gn assignment of the acreage. widxour warranty of vitle. to the Drilling Pmlen In Hie pmponiens

R ST \r: x-

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

aforesaid salvage value is less than sgch party's share of estimated costs) th

party shall pay the opsrator, for the benefit of assignees or. ‘lassees. a sum aqual
to the deficiency. _11- ‘
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ARTICLE VIII
continued : :
1 said Drilling Parties shared the cost of drilling the well, Such screage shall become 1 separate Contract Ares and, to the extent possible, be
' gov«m.d by provisions identical to this agreement. Each-pasty shall prampdy noufy sii 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 spplicable to op-
tional rlghls 0 earn acreage outside the Contract Ares which.are in support of 2 well drilled inside the Cantract Area,

¥ nny party contracts lor any consideration relatirig to dispasition of such party’s share of substances produced herwnder. such
consideration shsll not be deemed » conteibution as con(emplated in this Artlele Vlll C

pm

ey

QTR N e W N

D. Mnlnmnnnce of Unifm lnterem

11 For the purpose of msintining unilonnlty of ownersh:p in the oil and F10 Iamhald interests covered by this agreement, no
12 party shall safl, encumber, teansfer or make other disposition of its interest in the Imes embnud within the Contract Ares and In wells,

13 equipment and production uniess ;ueh disposition covery either:

T :; 1. the enure interest of the pmy in 2l leases and equnpment and production; or
| :g 2 equal undlv-ded Interest ln all leases and equipment and production in the Contract Area.
:g _Every such sale, encumbranct. transfer or ether dispasition made by any party shell be made expre-!y subject © thxs agmmcnt
20 lnd shal) be made wlthout prqudi:e to the right of the other parnu
:; I, at any time the interest of any party is divided xmong snd ewned by four or more co-owuers. Operator, at its discretion, may

23 require such coowners to appoint a single trustee or agent with full authority te receive potices. approve expenditures, receive billings for
24 and approve and pay such party's share of the joint expenses, and 10 de-l‘gcnmlly with, and with power to bind, the coowners of such
25  party's interest within the scope of the operations embraced in this agreement: however, all such co-owners shall have the right to enter
2  into and execute all contracs or agreements lor the disposition of their respective shares of the oil and gas produced from the Contract
27 Arex and they shall have the Fight to receive, sepsrmly. payment of the sale procaeds thereaf. '

.
2 E Waiver of Rights to Partition:
3 =
3 If permitted by the laws of the state or states in which the property. covered hcreby {s located, cach party heuto ewning an

32  undivided interest in the Ccntnct Area waives any and all rights it may have to partition and have set aside to it in scveralty its undmded
33 interext therein, . :

34 . '

33 Er—Preferentink-Right-to-Roschases

37 - $-one “' . —p PPN PGSRy ) .' PR P ndedtorasts he-Contrns
38 Ares, it shall promptly give written notice to the other parties, with full informatian concerning its proposed ssle, which include the
39  name and address of the prospective purchrser (who must be ready, willing and able to purchase), thapurchifGe price, snd all other terms
40 . of the offer. The other parties shall then have an optional prior right. far . peri dg 0) days after receipt of the notice, to purchase
4]  on the ame terms and conditions the interest which the other pa s to sell: and, if tiis optiomal right is exercised, the purchas:
42 ing parties shall share the purchased intercst in the-profortions (h!t \he lmercsl of each bears to the total interest of all purchasing par-
43 tics. However, there shall be no ential right to purchase in those cases where any party wishes to mortgage its interests, or to .
44 dispose al its intevestsBy merger. reorganization, consolidation, or sale.of all or substantially sl of its assats 1o g subsidiary or parent com-
47 - . o "~ ARTICLE IX.

:: ‘ . INTERNAL REVENUE CODE ELECTION

50 This sgreement is not intended to create, and shall not be construed to create, & I'Eli!!onshlp of parenership or an associatdon

51 for profit between or among the pardes hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several

52  and net joint or colleerive, or that this agreement ond operations hereunder shln not constitute a partagrship, if, lor federal income tex
53  purposes, this agreement and the operstions hereunder are regarded as s partnership, each party hereby affected elects to be exgluded 3 9@,
$4 frem the application of all ef the provisions of Subchapter **K'', Chapter 1, Subtite "*A"", of the Internal Revenue Code of !952:!;— :
55  mitced and suthorized by Section 76 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
56  tcute on behall of esch party hereby affected such evidence of this clection as may be required by the Secrerary of the Treasury of the

.57 United States or the Federal Internal Revenue Service, including specifically, but net by way of limitation, all of the returns, statements,
98  and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby alfected give further
59 evidence of this election, esch such sarry shall execute such documents and furnish such other evidence as may be required by the

.60  Federel Internal Revenue Service or a3 may be neesssary to evidence this election. INo such party shall give any notices or tare any ounter

61 action inconsisient with the eléction made hereby. If any present or future mmme tax laws of the state or states in which the Contract

62  Area is located or any future income tax laws of the Uni
63  Subtitle A", of the Internal Revenue Code of #254/under which an election similar ro that provided by Section 761 of the Codeis per-
64 miued each party hereby affected shall make such election as may be permitted or required by such taws. In making the foregoing elec. -
65  tion, each such party swates that the income derived by such party (rom oper«tions hereunder can be adequutelv determined without the
66 :ompumdon of parenership taxable income, '

67

198

69 | ’ | ‘ o - | : -
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 dogr not gxceed Ve T
155,000.00 __ )and if the payment is in complete settlement of such claim or suit. If the smount required for settiement ex-
.. ceeds the sbove amount, the parties herero shall assume and taice aver the further handling of the claim or suit. unless such autharity is
-deleguted ro Operator. All costs and expenses of handling, sertling, or otherwise discharging such claim or suit shall be at the joint gx-
“pense of the parties purticipating In the operstion from which the claim or suit asises. If a clzim is made sgainst any party or if any party is

0

A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE X.
CLAIMS AND LAWSUITS -

Operator may le any single unmsurcd third party damage. clmm or suit arlslng from opemjaas hereunder if the expendl re
1‘ 8 pi fu

ousan --------_----------------"‘-------Q—o..----———---- Dnﬂars

surd on account of any marcer arising from operations hereunder over which such Individual has no control because of the rights given
Operator by this agreement, such party shall immediacely norify all other partics, and the claim or suit shall be treated as any ather claim

: or suit invelving operations hereunder,

ARTICLE XL
FORCE MAJEURE

If any pmv s rendered unable. wholly or in part. by force majeure to carry out its obhganons unda‘ this ngreement. other than
the obligation to make money payments. that party shall give to ull other purties prompt written notice of the force majeure with
reasonably full particulars concerning ir; thereupon, the obligations of the party giving the notice, so far as they are affected by the force

* majeure. shall be suspended during. but no longer than, the continuance of the force majeure. The affected parry shall use all reasonahle

diligence to remove the force mafeure situation as quickly as pmctrcable

The requiremynt that any {orce majevre shall be remedied with all reusonabie dispetch shall not require the serement of serikes,

" Tockouts. o other labor difficulty by the party involved, comrm 10 its wishes; how all such diffi mluu shall be handled shall be entirely

vuthln the discretion of the party concerned, ..

The term “*force majcure’®, as here employed, shall mean an act of God. strike. lockoue, or other {ndustrial disturhance, aet of
the public enemy. war, blackade, public riot, lighming, fire, storm. flood. cxplesion, governmental action, governmental delay. restraint
ar inaction. ungvailability of equipment, and any other couse, whether of the kind specifically enumerated above or othervt ise. which is
not reu‘ombly within the control of the parzv claiming suspension.

ART!CLE Xi,
NOTICES

All notices authorized or required becween the parties and reqﬁired by sny of the provisions of this agfecmcnt. unlest otherwise
gpecifically provided, shall be given in wring by mal or relegram, poscage or charges prepaid, or by telex or telecopier and addressed to

ﬂle parties (o whom the notice is given st the addresscs 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 noice in

response thereto shall run from the date the originating notice is received. The second af any 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 ot telecopier, Each party

shall have the right 1o change its address at any time, and from rime to time. by giving written notice thereof to all ather parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain m full farce and effect aa to che oil 3nd qmlm andlor oil and gas interests subject hereto for the

‘perlod of time selected belaw: provided, however, nio party hergto shall ever be construed a5 having any righe, ritle u interest in or to sny

lease or oil and gas interest conteibuted by any other party bevond the term of this agreement.

Tt Option No. It S0 long as any of the oll and gas leases subject ta this ngreemem remuln or aee continued in force as to any pare

of the Contract Area, whether by production, extension, renewsl or otherwise.

OEmn No. 2: In the event the well described in Article Vl A., or any subsequent well drilled under any provision of this
agreement, results in producrion of oil andlor 2as in paying quanrities. this agreement shall continue in force so long &s eny such well or
wells produce. or are eapablc of production, and for an additional period of __9Q____ days from cessation of all production: provided.
however. if. prior to the expiration of such additional period, one or more of the partics hereto ore cngaged in drilling, rewarking. deepen-
ing. plugging hack, testing or aempting 1o complete a well o wells hereunder. this agreement shall continue in force until such opers-
tions heye heen completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the

- weli desenled wi Nrticlt Vi, or aty subsequent well gnlled hercunact. rasulsn o Gty ok, dine v wling Wl PIAIL IR, Ur Lojribit

of producing of) undior gas from the Conrract Arca, this agreement shall teeminate unless drilling, deepening, plugaing back or remrk-
ing operations are commenced nlthm — 90  days from the date of abandonment of said well.

It is agroed, howe\-e-r. thut the termination of this agreement shall not reliove any pany herete from any liability which hag
scerned or atrached prior to the date of such termination. :




4
H

0/17/2067 10:20 FAX , BUILDING6—4TH—NOR'1‘H C ‘ : ‘ @022/9{}6
le/16/2087 1@:31 4326828652 JTD RESOURCES ‘ PAGE 64

Sy ' .
VWG DWN =

N RS > b s jus pus bea bmb et s
OO WO ADANN -

BELFREULLESEZRELEIZZBBHURERTII2BYBYIRER

282832802

ss

2 8

o—\'

A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1952

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATXONS

A, Laws, Regulations and Orders:

This agreement shall be aub,ect to the conservation laws of the atate in which the Contract Aren Is Iocated to the valid rules.

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

B. Governing Law:

This agreement and sll magters pertaining hereto, induding. but not hrnuad v0, matters of performance, nonfcrfonmncc breach,
remedlss, procedures, rights, dutics and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area Is locsted. If the Contract Ares is in two or more states, the law of the state of ——DNew Mexico
shall govern. :

C. Regulatory Agencies:

Nothing herein contained shall grant, or be cunstrued to-grant, Operator the right or suthorlty to waive or release any rights,
privileges, or obligations which Non-Operators may have tnder federal or state laws or under rules, regulations or orders promuigated
under such laws in reference to ofl, gas and mineral upa'anons. -ncludlng the locauon. operation. or produmon of wells, on traces nffset-
ting or adjacent to the Contract Area. . .

With respect to opm\tions hereunder, Non-Opemm agree to release Operator from any and all lasses, damages. injuries, claims -
and causes of action stlsing out of, incident to or resulting directly or Indirectly. from Operator's Interpreration or application of rules,
rulings. regulations or orders of the Department of Energy or predecessor or successor agencies te the extent such interpretation ar sp
plication was made in good faith, Each Non-Operator further agrees o reimburse Operator for any amounts applicable to sueh Non-

~ Operator’s share of production that Operator may he required to refund. rebate or pay as a result of such an incorrect interpretation or

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

Non-Operators authorize Operaior to prepare and submit such documents as may he required to be submitted to the purchaser
of any crude ofl sold hereunder or 1o any other person ar entity pursuant to the requirements of the *‘Crude Oll Windfall Profic Tax Act
of 1980"°, as same may be amended from rime ta time (**Act'"). snd any valid regulstions or rules which may be issued by the Treasury
Department fram time to time pursuant 10 ssid Act. Each party hereto agrees to furnish any and all certifications or other information
which is required o be furnished by ssid Act in a timely manner and in sulficient detail to permit compliance with ssid Act.

ARTICLE XV.
oma-rn"owswﬂs.

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

-
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ARTICLE XV

A CONFLICTS | |

In the event of a conflict between the provisions of this Aruole XV and any other _
~ provision of this Operating Agreervent, 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 o

“of this Agreement and the Farmout Agreement, it is prav:ded that the terms of the o
Farmout Agreement will control and prevall : 4

B, SEQUENCE OF ELECTIONs- . . | , B 3

Itis agreod that where a well, wlnch has been authorized under the terms of this S
Agreement by all parties, or by one or more but less than all parties under Article VI.B.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 followmg elections shall control in the order enumerated hereafter:

1)  Anelection to do additional logglng, oormg or testing (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 logging, coring or testing
shall belong to the'pa.rties participaﬁng in the work); X

2)  Anelection to attempt to rework and/or oomplete the well at either the objocnve
~ depth or objective fo:mauon, '

3.)) Anelectionto doepen said well (subject to the pnor nght of any party wmhmg to _
complete to run casing to protect the hole pnor to deepening); and ' _

| 4) An elecuon to xeworlg plug back and attempt to complete said well at a lesser .
depth; -

5) A election to sidetrack the well. R o .

Itis amed, however, that if at the time said pamapating parues are conmdmng anyof .
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 elect:on shall be ehmmnted from the
priorities herein above set forth. .

If the Operator is not successful thh its ﬁrst (or subsequent) completion attempt(s) and
the Operator, 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 & previous completion attempt; however, to have such
options such Non-Consent Parties must have participated in all operations leadingupto
the initial oompletion attempt (for the purposes hereof, the conducting of solc benefit

- logging, coring, ot 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 end
cementing in the initial completion attempt, they shall pay their share of the costs of -
casing and canonnng to the zone being contemplatod for completion (which shall be

14(a)
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B ca]culated by multiplying the total costs of casing and cementmg times the lowest depth

of the zone being contemplated for completion divided by the total depth of the casingin =
the hole). The rooney received by Operator shall be allocated to the Consentmg Partics in
thgch ;t»'roportion that they paid for the casxng and cementmg This option is a recumng
ri

€.  NOTICES OF MULTIPLE OPERATIONS:

R Itis specxﬁcally provided that no notice shall be given under Article VI.B, that proposes
C gt the dnllmg of more than one well, Further, without the mutual consent of all parties, the -
. ‘provisions of said Asticle VI.B., insofar as such provisions pertaint to notification by a
. party of its desire to drill awdl, shall be suspended for so long as () a prior notice has
been given that is etill in foroe 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
‘hercunder. This scction shall not apply te any well or operation which is necessary to
" maintain in full force and cffect a lease, as described in Am::le XV G., or to eamn an
- interest in a lease,

' D. . REMEDIES FOR DEFAULT'

Notwithstanding the provisions of Article VII B., 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 foroe that a failure to reply within the prescribed period
constitutes an election not to participate. As long as the defeulting 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,
inclnding the penalty amounts provided for in Article VI.B., before the applicable
proposed election or decision deadline. This reinstatement optxon shall not apply to any
party who originally defaulmd mdet an operatxon falling under the terms of Article ‘

‘ Noththstandmg anythmg to the contrary conta.med in Article VIL.C. and/or this Article
XV.D.: . .

- L)  Operator sh‘a.ll not have the right to implement any of the remedies with respect to
‘ default described in Article VII.C. and/o:r 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)  1tis the intention of this Article XV.D. to grant Non-Operators reciprocal rights
w 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 Asticle 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—Operatox” is used, the word “Operator" may
be substituted therefor; and -

14(b)




10/17/2007 10:21 FAX

BUILDING6-4TH-NORTH - . [@025/056

18/16/2087 18:31 4326828652 - JTD RESOURCES PAGE. {7

3.)  Inthe event an advance payment and/or invoice remains u.npaid irty (30) days
after th? delivery thereof by Operator (or, in the case of an advantg:gysme)nt .y
and/or invoice for the cstimated cost to be incurred i connection with the drilling
and/or completion attempt in a well drilled on the Contract Area, ten (10) days
aﬁef 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 bereof, " |

ASSIGNMENT FROM PARTY OWING THE JOINT ACCOUNT:

- Notwithstanding anything hercin 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 Asticle 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 assignes of the owing party.

BANKRUPTCY RELIEF:

If, 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. 8. 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 Agreament. In the
event of any assumption, Operator or said other party, shall be entitled to adequate
. agsurances as to futurc performance of debtor’s obligation hercunder and the protection of
the interest of all parties, S | '

REQUIRED WELL OPERATIONS:

Notwithstanding anything to the contrary herein contained, it is understood and agreed
that the non-consent provisions of Article VLB shall not be appliceble 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 “eatn an
interest” as above mentioned is herein understood to include completion operations if
production is required to eam, 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

carmn 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

. assignor and shall be frec of eny additional burdens gs is provided for in Article IILD.

release and relinguish forever proportionately to the participating parties all of non-
participating party's interest in and to the lease or leases or interest (“relinquished =
leases™) herein which would be perpetuated by such required well or required operation,
only insofur 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
guthority having jurisdiction, or if no spacing pattern bas been provided, then forty (40)
acres for an 0il well, and one hundred sixty (160) acres for a ges 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

14 (¢)




10/17/2007 '10:21 FAX

§

 BUILDING6-4TH-NORTH . | [@026/056

18/16/2087 18:31 4326828652 .. - JTD RESOURCES o PAGE o8

hercof. All other Icases or intercsts in which the non-articiati in
which are pooled with the relinquished leases to 'formPa prorz:it;gg ug::t:n::rnt;:n et
regulations of the governmental authority having jurisdiction shall be subject to the
Artxc}e—Non-Pnrticipaﬂon on Proposed Wells, immediately following this Article.
No_thxvng_ herein shall be construed to require the reduction of such non-participating
party’s interest in any producing wells or umits. )

anl. used m this section, an expmng lease(s) is defined to be any oil and gas lease which would :
expire within 120 days of the commencement of the proposed operation but will not then expire -
if such operation is commenced, . S

.H-

* NON-PARTICIPATION IN PROPOSED WELLS:

Should any party proposs the drilling of a well upon the Comract Area,

. : pursuant to
Axtmle_ VLB., thfn Operator shall furnish or cause to be furnished to alj 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 clected not to participate in such drilling.

Should the participating parties fail to commence opetatiénh on‘ the proposed well within
thetim‘eﬁ-amepm?idedinﬂﬂs Operating Agreement, the proposal to drill the well shall
be deemed to be withdrawn and the election of any non-participating party shall no Jonger
be of any effect. At that time, eny patty may make a new proposal under the terms of this
provision to drill a well. - o

Subject to the texms 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 VIB. 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
eachsuch well, | o L

The other applicable provisibns;of this Operating Agz‘éement shall control all non-consent
operations other than those described in this provision.

PLUGGING AND ABANDONING COSTS:

Notwithstanding anything to the contrary contained in Article V1.E.1. and Article
VILD.1., Option No. 2., it is agreed that where a party participated in the drilling of a
well but then is a Non-Consenting party to a subsequent operation on such we]l that
directly or indirectly causes additional plugging and sbandoning costs to be incurred
gbove 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),

ADDITIONAL PROVISION OF ARTICLE VILD.:

The phrass “nscessary expenditures” in Asticle VILD.1. (Option No. 2) ot page 10 shall
be deemed not to include sidetracking operations, unless specifically included in an
Authority for Expenditure approved by the participating parties. ,

RO

28
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L.

. 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 V1.C., such Non-Operator’s share of any production from operations
on the Contract Area under the same terms and conditions that Operator i is marketing its
shere 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 operat:ons 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-Opetator 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 V1.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-
Opemor the right and opportunity to ratify or join, under the same terms and conditions,
in any contract for the sale of said Non-Operator’s share of pmducuon from operaﬂons on
the Comract Area,

OPERATIONS BY CAPATAZ OPERATING, INC.:

The perties hereto acknowledge that Capatsz 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 en interest in the Contract Area, Capataz Operating,

Inc., will be deemed to have resigned as Operator and a successor opezator shall be

* selected pursuant to Article V. B.2hereof. .

REMOVAL OF OPERATOR: 3 _.'

Operator may, from time to time and at eny time be removed without cause and for any
reason 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 Qperator shall be selected by the parties. The successor

* Operator shall be selected by the parties owning an interest in the Contract Area at the
. time such sucoessor Operator is selected, 'I'hesucoessorOpcmtorshallbeselected by the

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

'the 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 thmy (30) days after the date on which a successor
. Operator is selected. _

ADVAN CE PAYMENTS‘

Notwithstanding the provisions of Asticle VII C. hereof if Operator desn'es. oris
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 pmpothonate 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 shate of the costs attributable to the drilling or decpening and .
testing 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 proporuonate
.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 proposod opaanon, one hundred pement (100%) of the amount %0 invoiced.

14¢) | i
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7 0.  OPERATOR'S LIEN - SECURITY INTEREST:

Subject to the provisions of Article VILB. of this Opemtmg Agreement, each Non-
Operator grants Operator a lien upon all of the rights, title and interssts of each Non-.
Opemor, 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 - r
covering the Contract Area or apy portion thereof, In addition, each Non-Operator grants -
~ . to Operator a security interest in and to al] 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; (i) all accounts recelvable accring or arising as a result
of the sale of such oil, gas and other minerals; (lii) 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 Jocated 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
sarbon, 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 S E
which the Contract Area is located, and as such may be Gled for record in the real estate
records of the county or counties in which the Contract Area is located, Operator grants a f
like lien and security interest to the Non-Operatots to secure payment of Operator’s share
of expense. “ E :

' P. . SEPARATE MEASUREMENT FACILITIES: o

_ Any party creating the necessity for separate measurement facilities shall alone bear all i
- costs of such fhcilities. Any party using separate production measurement facilities shall E
. keep accurate recards of such production in aceordence with applicable state and federal
regulations, and upop Operator’s request, under the terms of this Agreement or any
agreement executed in conjunction with this Agresment, 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 only to the
- extent necessary to fulfill its duties as Operator. f

Q.  DISBURSEMENT OF ROYALTIES: |
If a purchaser of any oil, gas or other hydrocatbons 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
bs 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 fimction shall not be deemed to be administration services
and therefore not covered by the overhead charges set forth on page 4, Article IT1.1.i. 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. . o :

R 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
ghal extend to andimnetothzhm;eﬁtofNon-Ope;atorsinthe ;memmnasOpm. 3
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' REWORK, DEEPEN OR PLUG BACK A PRODUCING WELL:

No well which is producing iu commercial quantities shall be reworked, deepened or
plugg'ed ,t?ack without the consent of a party or paxties 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 areg and
another (28 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
ohe, except for a re-allocation of ownership and description of the Contract Area on
Exhibit “A” thereof. T o

-~ TAXES: .

If the Operator is required heteunder 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. ~ S - ‘ ' :

-

ACCESS TO CURRENT DIVISION ORDERS AND PAY SHEETS:

Upon written request by any party hereto, the Operator shall furnish or cause tobe
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, [N docimal interest, and type of interest (e.g.
royalty, overriding royalty, production payment, working interest), which Operator has in
its possession or to which it hes 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, injurics,
~ claims and causes of action arising out of,, incident to or resulting directly or indirectly

from Operatot’s reasonable interpretation or application of rules, rulings, regnlations or

‘orders of any Jocal, state or federal agency, or any other regulatory agenoy having

jurisdiction, along with any predecessors or successors to any agency. Noo-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 patt 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 Encrgy Regulatory Commission or any other
governmental agency or body having jurisdiction over the Contract Area,

Fees for legal saﬁceé, costs and expenses incurred in connection with (i) preparation and
presentation of evidence and exhibits at Office of Conservation hearings, and (i) -

" preperation and handling of applications to aud hearings before the Federal Energy
Regulatory Commission and other governmental agencies or regulatory bodies will be |

) e

Lo
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considered as Jomt operating expenses notvnthstandmg anythmg to the contrary
contained in this Operating Agreement or the accounting procedures attached hereto as

- Bxhibit “C"; provided, however, if Operator determines that the costs of any project may
exoeed $5, 000 00, consent of Non-Operators shall be obtained,

X MEMORANDUM OF OPERATING AGREEMENT AND FINAN CING
STATEMENT:

The parties hemo agree to execute the Memorandum of Operaung 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 exccuted in separate conntetparts, all such counterparts
and all ratifications thereof when executed by one or more parties shall constitute but one
and the same instrument. The fuilure of one or more parties to execute this instrument, a

countetpart hereof or a ratification hereof, shall not in any manner affect the validity end
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 eounterpart : .

- 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 othet party hereto until thirty (30) days after the assigning party
shall have furnished to all oﬂlerparueshemtoacopyofthereoo:dedmstrmt :
evidencing same. .

. 14()
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A.APL. FORM 610 - MOL=L FORM OPERATING AGREEMENT - 162

ARTICLE XVI.
MISCELLANEOUS

. t !‘
This agreement shall be bmdmg upon and shall inure to the benefit of the pames hereto and to thelr fespecnve heirs, dev\sees.
Jegal representatives, successors and assigna

Thit instrument may be executed in any qumber of counterparts, each of which shall be considered an orlginal for all WM.

o

1
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6!
7.
8 | ) e
1(9) IN WITNESS WHEREOF, this agreement shall be effective ss of 1St ___ doy of _September 19.98

11 : '
12°° : s OPERATOR
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2
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”* )L ’

Vaug Vennerberg, II
Senio fce President - L

ing, Inc. .

Capataz Ogfdr

NON.OPERATORS

Leonard Resource Investment Corporation
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EXHIBIT "A" -

Attached to and made a part of that certgin Operanng Agreement dated September 1, 1998, by
and between Capataz Operating, Inc. as Operator and Leonard Resource Investment Corporation
et al, as non-operator. ' ' o ,

1. LANDS SUBJECT TO THIS AGREEMENT:
| SE/4 Section 28 and All of Section 33-T19S-R38E; All of Section 4 (Jess and except the
W/2 SW/4), N/2 NE/4 and NE/4 NW/4 Section 9-T20S-R38E, Lea County, New Mexico

‘I RESTRICTIONS AS TO DEPTH OR FORMATION:

'None

Initial Well Through . Initial Well After Completion
. Completion ! - and All Subsequent Wells

Capataz Operating, Inc. None: . | None
- 911 Bedford = ’ ' : :
Midland, Texas 79701 .
Cross Timbers Oil Company o - o : 25.00% *
810 Houston Street, Suite 2000 Lo ' '
Fort Worth, Texas 76102-6298

Leonard Resource Investment 100%2 75.00% ?
Corporation o - . |
P.O. Box 3422 ,

- Midland, Texas 79702

H Scott Davis
" 911 Bedford
Midland, Texas 79701
' As defined in Paragraph 4 of Farmout Agreement dated September 1, 1998.
? These interests are subject to Farmout Agreement dated September 1, 1998,
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EXHIBIT “R"

Attached to and made a part of‘ggpefat1hg'Agreameht'dated September 1, 1998 by

 __and between Capataz Operating. Inc.. as Operator and Leonard Rescures
Investment Eorgora€10n=ef al, as non*ogsrafor : .

. OLL_AND GAS LEASE

THIS AGREEMENT made this . day of | v 19,
between - : ‘
Lessor (whather one or mere) 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 unto Lessee for the purpose of inveatigating, exploring,
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, transpoert, and own said

producets, the following described land in __ County, Texas.
to-wit: : : : o
- and containing ‘acres, more or less.

2. Subjeet to the other provisions herein contained, thi{s lease shall
be for a term of one (1) year from this date (called “primary term") and as
long thereafter as oil or gas 1is produced from said land hereunder.

3. The royalties to be pald Lessof -are: (a) on oil, including
distillate, condensate and other liquid hydrocarbons, _ 1/4 on that
produced and saved, to be delivered ar Lessor's option to be exercised and
‘changed st any time and from time to time as Lessor may desire, either (1)
to Llessor at the wells or (2) to the credit of Lessor in the pipeline to
which the well {s connected or with the transporter receiving Lessee's oil,

. but for not less than the same price received by Lessee for its oil, and for

not ‘less than the market value at the wells for production of like kind and .
qualii?,,(b) ot gas, Ineluding casinghead gas or other gaseous substances,
1/4 of that produced and sold or used, to be delivered ac
Lessox's option to be exercised and changad at any time and from time to
time as Lessor may desire, either (1) to Lessor or Lessor's purchasar at the
wells, or (2) a sum equal to the market value at the wells of such royaley
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
thereafcter, there i{s located on the lessed premises a well or wells capable
of producing gas in paying quanticies gnd such gas s not producaed for lack
of.'a suitable market and this lease is not being maintained in force and

-effect under the other terms and provisions hereof, Lesses 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 primsry term has
expired prior to the shutting in of said well, within sixty (60) days after
Tse¢ma shuts fn said well or ceases to produce gas therefrom or within sixty
(60) days after this lease ceases to be maintained in fouree unde: sus viiws
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 maintsined in force solely by

‘the payment of shut-in gas well royalty for any one period in excess of
; consecutive year(s). = .-

3., If prior to discovety of oil or gas on said land Lessee should
drill a dry hele or holes theraon 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 drilling or

_ reworking operacions within sixty (60) days thersafter but shall remain in
force so long as operaticns are prosecuted with no cessation of more than

thirty (30) comsecutive days, and if they result in the production of oil or"
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gas so long thereafter as oil or gas is 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 agreas to drill such offset wells as a
ressonably prudent operator would drill under the same or similar
circumstances. ' . .

. 6. Lessor hereby agrees that Lessea at -its option may discharge any
tax, mortgage or other liem upon said land and in event Lassea does so, ic
'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 lend less than the entire fee
simple estate (even though this lease purports to cover such lesser
 intervst) then the royalties to be paid Llessor shall be reduced
proportionately. : - : :

R If any operation permitted  or <zequired hersunder, or the -
performance by Lessee of any covenant, agreement, or requirement herecf is
delayed or {nterrupted directly or indirectly by any past or future acts,
orders, raegulations or requirements of any governmental bedy, or any agency, .
afficer, representative or authority thereof, or  becausa of delay or
inability to get materials, labor, equipment or supplies, or on account of
any other similar ox disgimilar cause beyond the contrel of Lmasee, the
period of such delay or  interruption shall not be counted against the
Lessee, and the verm 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 leng thereaftar as oil or gas
1s produced or drilling or reworking operations conducted. The Lessee shall
not be liable to Llessor in damages for failure to perform any operation
permitted or required hereunder or to comply with any covenaut, agreement ox
requirement hereof during.the time Lessee is relievad from the obligations
to comply with such covenants, agreements or requirement,

IN VITNESS WHEREOF, this {nstrument is executed on the date Efirst
vritten. _ . , : .
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EXHIBIT "¢ "

' Astached to and made a part of _Operating Agreement d epter 1 b d batween '
Capataz Operating, Inc., as Operator and Leonard Resource Investment Corporation et al,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definitions

“Joint Preogerty“ shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is sttached. . L . . . ‘
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte- -
‘nanee of the Joint Property. ’ , o : ]
“Joint Account” shall maan the account showing the charges paid and eredits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties, : o :
“Oparator” shall mean the party designated to conduet the Joint Operstions. :
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators. . : » . , .
“First. Level Bupervisors” shal) mean those employees whose primary function in Joint O?enmons is the direet supervision
of other employees and/or contract labor directly employed én the Joint Proliaerty in a fleld operating capacity.
“Technical Employees” shsll mean those employees having special and specific engineering, geological or other profes-

- sional skills, and whose primary funetion in Joint Opcrations is the handling of spetific operating conditions and problerms
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.
“Controlleble 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.

2. Statement n.n’di Billings o ' " L . | : v

Operator shall bill Non-Operators on or before the Tast day of each month for their proportionate share of the Joint Ac-

count for the preceding meonth. Such bills will be accompanied by statements which identify the authority for expenditure,

lease or facility, and all charges and credits summarised by appropriate classifications of investment and expense except

td.ha::ii'fgms of Controliable Material and unusual charges and credits shall be separately identified and fully deseribed in
e . . . . ' .

‘3. Advances and Payments by Non-Opei'stors

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 not made
Y’ﬂ"m“ﬂ‘ E’Te gm unpaid balance shall bear interest monthly at the prime rate in efgct at Mﬁ.ﬂ&_rwe k
exas, M1 gh , on the first day of the month in. which delinqueney 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.

4. 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 stetements 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 2 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
Materisl as provided for in Section V., :

41

" COPYRIGHT® 1985 by the Counci of Petroleum Accountants Societies.

. _1. .
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5

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's aceounts and records relating to the Joint Aecount 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
I. Where there are two or more Nan-Operators, the Non-Operators shall make every ressonable effort to conduet a
joint audit in 2 manner which will resuit in 2 minimum of inconvenience to the Operator. Operator shall bear no por~
tion of the Non-Opsrators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
sshall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

. Audits

B. The Operator shall réply in writing to an audit report within 130 days after receipt of such report. ”

6. Approval By Non-Operators _'
Where an approval or other & ent of the Parties or Non-Operators is expressly required under other sections of this -
Accounting 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 mayority in interest of the Non-Operators shall be controlling on all Non-Operators. oo

o | 1L DIRECT CHARGES ..
Operator shall charge the Joint Aceount 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 Operstions. Such costs may include surveys of an ecological or archaeological
nature and pollution eontrol procedures as requ!rgd by applicable laws and rggnlatlons.

2. Rentsls and Royalties |

Lease rentals and yroyaltie: paid by Operator for the Joint Operations. .

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

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

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

(4) Salaries and wages of Tecﬁn{dal Employees either temporarily or permanently assigned to and directly emplo;

- in the operation of the Joint Property if such charges are excluded from the overhead rates. :

B. Ogen'm’o cost of holidey, vacation, sickneas and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 8B may be charged on & "when and as paid basis” or by “percentage assessment” on the amount of
sslaries and wages chargeable to the Joint Account under Paragraph 8A of this Section II. If percentage assessment |
is used, the rate ghall be based on the Operstor’s cost experience. _

C. Expenditures or contributions made pursuant to asseasments imposed by governmanta) authority which ave applicable
. 'to Operator’s costs chargeable to the Joint Account under Parsgraphs 3A and 8B of this Section I1,
D. ' Personal Expenges of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
- 8A of this Seetion II. - N - :

4.  Employee Benefits .. ‘

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock

- purchase, thrift, bonus, and other beneﬂctgans of a like nature, applicable to Operator’s labor cest 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 Petroleum Accountants Societies. . -

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 Pm?erty as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accurnulation of surplus stocks shall be avoided.

6. Trausportation ' _ : :
Transportation of employees and Material néuuary for the Joint Operations bt_:t subject to the following limitations:
A. T Material is moved to the Joint Property from the Operator’s warehouse oy 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 nqrml.lly available or railway recelving point nearest the Joint Property unless agreed to by the Parties.

) .2-
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B. U surplus Mateélr.l is moved to Operstoi's warehouse or other storage point, no charge shall be made to the Joint Ac-

™" count for a distance greater than the distance to 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, No charge shall be

;\addge;o the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the

C. In the application of subparagraphs A and B ahove, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding aceessorial charges. The $400 will be adjusted to the amount most
yacently recommanded by the Council of Petroleum Accountants Societies.

7. Services

“The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph

.. 10 of Section J1 and Paragraph i, 1i, and iii, of Section IIL. The cost of professional consultant services and contract ser-

- vices of technical personne} 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 previousiy agreed to by the Parties. .

8. 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,
insurance, taxes, depreciation, and interest on gross investment less accumulated deprecistion not to exceed
~ten ___  percent ) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediats area of the Joint Property- - o ‘

B. InTieu of charges in paragraph 8A above, Operatar msy elect to use average commercia) rates prevailing in the immedi-
ate aves of the Joint Property less 20%. For automotive equipment, Operator msy elect to use rates published by the
Petroleum Motor Transport Association, , o 4

9, DanumandhssauJointProm

- Al] costs or nses neceasary for the tepair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other.cause, except thase resulting from Operator's gross negligence or
willful misconduet. Operstor shall furnish Non-Operator writien notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator. R :

10. . Legal E_xpensé

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid {or settlement of:lnims'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
gverhead provisions of Section Y11 unless otherwise agreed to by the Parties, except as provided in Section 1, Paragraph

11 Taxes

All taxes of every kind and nature assessed or levied upon of in connection with the Joint Property, the 9peration thereof,
or the production therefram, 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 sepersate 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 sccordance
with the tax vajue generated by each party’s working inverest.

12. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Partjes. In the
event Joint Operations are conducted in a stats in which Operator may act as gelf-insurer for Worker’s Compensation and/
or Bmployers Liability under the respectiva state's laws, Operator may, at its election, include the risk under its self-
insursnce program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. ~

18. Abandonment and Reclamation

Co:ﬁs ;‘::;nrred for abandonment of the Joint Properfy. including oosts required by governmental or other regulatory

1. Communieations

Cost of scquiring, leasing, installing, operating, repairing and maintaining communication systems, ineluding 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 Aceount shall be made as provided in Paragraph 8 of this Section I1.

15, Other Expendlitures

Any other expenditure not eovered or dealt with in the foregoing pi’ovisipns of this Section II, or in Section III ‘ahé which
isof giié::t; benedit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

N o : | f_"i
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L OVERHEAD c ]

1. Overhead - Di-illing and Producing Operations Ny

i. As compensation for edministrative, supervision, office services and warehousihg costs, Operator shall eharzéfﬂrilling
and producing operations on either: . _ '

X) Fixed Rate Basis, Paragraph 1A, or -

'} Percentage Basis, Parsgreph 1B , ; : .
Unless otherwisa agreed to by the Parties, such charge shall be in Jieu of costs and expenses of all offices and salaries

~ or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Pamgrv?h
3A, Bection IT; The cost and expense of services from outside sources {n 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 sbave salected Paragraph of this Section I1I unless such cost and expense are agreed to by the
Parties as s direct charge to the Joint Account. :

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant gervxm
and contract services of technical personnel directly employed on the Joint Property: 3

() shall be covered by the gverhaad rates, or ' : : Y

(X ) shall not be covered by the overhead rates. , : » ET
ili. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional _c&nsu]i‘;‘é{iﬁ_-
" and contract services of technica] personnel ejther temporarily or permanently assigned to and directly ey
the operation of the Joint Property: . : v S

() shall be covered by the overhead rates, or ' _
(X ) ghall not be covered by the overhead rates. - ‘ i

A. Overhead - Fixed Rate Basis R |
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ 4,500.00 _ L _ -
(Prorated for less than a full month) _ , o | 1 -

Producing Well Rete $450.00
(@ Applieation of Overhaad - Fixed Rate Basls shal) ba as follows:
() Drilling Well Rate I L 5 |
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion r{ . or other units used in completion of the well i released, whichever is later, except-

_that no charge shall be made during suspension of drilling or completion aperations for fifteen (15) or
" more consecutive calendar days. ' ’

¥
’

(2) Charges for wells undergoing any type of workover or recompletion for 8 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, axcept that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar days. ' ' . E

(b} Producing Well Rates

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

‘ (2) Eash active completion in a multi-sompleted well in which production is not commingled down holé shall
be considered 2s a ane-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority. - :

(3) An inactive gas well shut in béc-au#e of aVQrprbduction or failure of purchaser to take the production shall
‘ beﬂc:tnaidered as & one-well charge providing the gas well is directly eonnected to & permanent sales
on . . : ’

- {(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
drilling well rate applies. L : : '

(6) All other inactive wells (including but not limited to inactive wells covered by unit allowable, Jesse allow-

able, transferred allowable, ete.) shall not qualify for an overhead charge. A

(3) The well rates shall be adjusted as of the first day of April each year following the effective dats 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 ond Gas . |

" Production Workers for the jast calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petrolaum 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
;Ja.rtxadn.t-u applicable, The adjusted rates shall be the rates currently in use, plus or minus the coggputed ad-
usmen . to N

B. Overhead - Percentage Basis | _
(1) Operator shall charge the Joint Account at the follqwing‘rates:

"‘4.
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-Percent { %) of the cost of development of the Joint Pi'opei-ty exclusive of costs provided
under Paragraph 10 of Section 1I and all salvage credits,

- (b) Operating

| (a) Developmeﬁt

Percent ( %) of the cast of operating the Joint Property axclusive of costs provided under
Paragraphs 2 and 10 of Section 11, all splvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessmients mh are levied, asseased and pald upon the mineral interest in and
to the Joint Property. " L -

2 Appliation.of Overhead - Percentage Basis shull be as fél!ows:‘

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, 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 preparstion for drilling and expenditures ineurred in abandoning
when the well is not completed ag a ucer, and original cost of construction or installation of {ixed assets, the
e:etgmit)n of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
_ ‘defined in Paragraph 2 of this Section IIL. All other costs shall be considered 8s operating.

"~ 2. Overhead -~ Major Construcﬁon

.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 assst required for the development and operation of the -

Joint Pro‘perw. Operator shall either negotiate & rate prior to the beginning of construction, or shal hs td:g Joint
r id . @ .

Account for overhead based on the following rates for any Major Construction project in excess of $ :
A5 % of first $100,000 or total cost if less, plus - ' :

B. .3 % of costs in excess of $100,000 but less than $1,000,000, plus '

c 1 % of costs in excess of §1,000,000. | ]

Total cost shall mean the gross cost of one project. For the pu of this paragraph, the compbnent parts of & single
p e:l;;hall not be treated semratelya:{\d the cust of drilling and workover wells and artificial lift equipment shall be
~ excluded. : ,

8  Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, five, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restora 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: v _
A5 ____ % of total costs through $100,000; pius | ,
B.—3___ % of total costs in excess of §100.000 but less than §1,000,000; plus

- C.—d__ % 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 provl-'
. sions of this Section III shall apply. . o ' ' :

4. Amendment of Rates

The overhead rgtes frwided for in this Section III 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 al) Material move-
ments affecting the Joint Property. Operator shall provide all Material for yse on the Joint Property; however, at Operator's
option, such Matdrial 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 ssle to outsiders.

' gferator may ‘f.nrchue. but shall be under no obligation to purchase. interest of Non-Operators in surplus condition A or B

terial. The disposel of surplus Controllable Material not purchased by the Operator shall be sgreed to by the Parties.

1. Purchases _ :
Materia} furchued shall be charged at the price paid by QOperator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons, credit shal) be passed to the Joint Account _
when adjustment has been received by the Operator. ‘ : '
2. Transfers and Dispositions

Material furnished to the Joint Property and Material transfeired from the Joint Prao or disposed of by the Qperator,
unless otherwise agreed 10 by the Parties, shall be priced on the following basis exclusive of cash discounts: ' .

5=
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A. New Matarial (Condition A) .
(1) Tubulsr Goads Other than Line Pipe

.. (8)Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
- - carload base prices effactive as of data of movement plus tranaportation 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 pou‘ns rail rete is not offered, the 70,000 pound or 80,000 pound rail rate
161}?)’ be used. Freight charges for tubing will be ealculated from Lorain, Ohio.and easing from Youngstown,

10. . i . .

- (b) For grades which are special to one mill only, prices shall be computed st the mil) base of that mill plus trans-

gorhhqn cost from that mill to the railway receiving point nearest the Joint .Properw ag provided a_bovn_; in

aragraph 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. , N

(¢)' Special end finish tubular goods shall be priced at the lowest ublished out-of-stock price, f.0.b. Houston,
- Texas, plus transportation cost, using Oil Field Haulers Assoeigtion interatate 80,000 pound truck rate, to-
the rallway receiving point nearest the Joint Property. ' . :

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stoek prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(3) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 80,000 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. :

(b) Line giepe movements (except size 24 inch OD and larger with walls % inch and over) less than 80,000 pounds
shall be priced at Eastarn mill published carload base prices effective as of date of shipment, plus 20 rercent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A(1)(a) as provided abave. Freight charges shall be caleulated from Lorain, Ohio, -

(¢) Line pipe 24 inch OD and over and %'inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property. ‘ I : ' | ,

d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

( priced & 'quoted fma plus freightpt: the raf vgny'receivin'z point nearest the Joint Property or at prices

~ agreed to by the Parties. = : ,

(8) Other Material shall be priced at the current new price, in effect at date of movement, a5 liated by s relisble supply
store neareat the Joint Property, or point of manudactare, plus transpartation costs, if applicable, to the railway
receiving point nearest the Joint Property. ' ) ) ‘

4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new

( ) price, in effect on date of mp,“ment. f:lméd by a reliable supply store nearest the Joint Property, or point of
manufacturs, 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)

Matériil In sound and serviceable condition and suitable for reuse without reconditioning:
(1) Materfal moved w the Joint Property ‘ . o |

At seventy-five percent (7596) of current new price, as determined by Paragraph A
(2) Material used on apd mwed from the Joint Propertyv '

(a) At seventy-five percentv:'(75%$ of current new price, as determined by Paragraph A, if Material was originally
_charged to the Joint Aecount as new Materisl or -

(b) At sixty:five mmnt (65%) of current new pri‘ce.‘ as determined by Paragraph A, if Material was originally
cherged to the Joint Account as used Material. ‘ ' : :

(8) Materia! nat used on and moved from the Joint Property
At seventy-five pere:ent (76%) of current new pﬁéé gs determined by Paragraph A.
The cost of reconditioning, if any, shall be ahsorbed by the transferring propqtty. '
| . C. Other Used Material | ' |
(1) Conditien C , |
M et e i g s o

reconditioning ghall be charged to the receiving property, provided Condition C value plus cost of recondiﬁ«_ming
does not exceed Condition B value, - P .
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3 (2 Condition D | | - J

Material, excluding juﬁk, 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 Material under procedures
normelly used by Operator without prior gpproval of Non-Operators. :

B (8) Casing, tubing, or drill pipe used as line pipe shall be priced 2s 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 drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced ynder normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goeds shall
be priced on & non upaset basis. o _

(3) Condition E .

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

D.. Obsclete Material

Material which is sarviceable and usable for its original function but condition and/or value of such Matarial is not
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties,
Such price should result in the Joint Aceount being charged with the value of the service rendered by such’Materml.

_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 sll tubular goods movements, in lieu of actual Joading or unloading costs sustained at the stocking
paint. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
. percentage increase or decrease used to adjust overhead ratss in Section 111, Paragraph 1.A(8). Each year, the
rate calculated shall be rounded to the nearest cent and shell 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 Mate{dlal inivglving erection costs shall be charged at applicable percentage of the current‘knocke_d-down price of .
new Material. ' ,

8. Premium Prices

Whenaever Matarial is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator hes no control, the Operator may charﬁ the Joint Account for the required
Materis] at the Operator’s actval cost incurred in providing such Material, in ma it suitable for use, and in moving
it to the Joint Property; provided notice {n 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 guitable 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 manufscturers or their sagents.

_ . _ " V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories; Notice and Representation
At ressonable intervals, inventories shall be taken by Operator of the Joint Account Controliable Material, Written nqtioe g
of intention to take inventory shall be given by Operator at least thirty (30) deys 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. -

2. Reconciliation and Adjustment of Inventorics ‘ ' ‘ .
Adjustments to the Joint Aceount resulting from the reconciliation of 2 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 shortam due to lack of reasonable diligence.

3. Speciai Inventories _ _ o .
Special inventories may be taken whenever there iy any ssle, changs of interest, or change of Operator in the Joint Property.
It?::ﬂl be the duty ofa{he party selling to notify all other Parties as quickly as possible after the transier of interest takes

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

4. Expense of Conducting Inventories

A. 'Il.;he ;expenle of conducting perfodic inventaries shall not ba charged to the Joint Account unless agreed to by the
arties, \

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due ta change of Operator shall be charged to the Joint Account. ) - *

-1-
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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 VL G. hzreof Operator shall carry or provxde the following i insurance for the
beneﬂt and protection of the joint accouant:

1'

7.

Workmen’s Compensation Insummo sufficient to comply with the Workmen’s
Compensation laws for the state in which the proparues covered hereby are
located;

- Employer’s Liability Insurance on bodily mjuty of not less than 3500,000.00 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;

Commezcial Generel Liability Insuranes with limits of not legs than )
$1,000,000.00 combined single limit per occurrence;

Commercial Automotive Liability Insurance for non-owned and hired
automobiles with limits of not less than $500,000.00 combmed single limits for
each occurrcnce,

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

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

Commercial Umbrelia 6fs'1',ooo,'ooo.oo.

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 ghall not be liable to Non-Operators for loss suffered on the account of msufﬁclcncy 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 mads available upon request.)

exhbt d sw nadine joa
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‘Attached to and made a part of that cemin Operatmg Apreement
dated September 1, 1998 by and between Capataz Operating, Inc., as
“Operator” end Leomrd Resource Investment Corporatxon, et al

. ‘Non-Operators”

GAS BALANCING AGREEMENT

'INTENT

The partles to this gas. balanomg agreement (GBA) intend to provide a method of
balancing as production from the lease(s) or unit when 2 party does not take its pmpomonate
share of production. _ ,

Pursuant to the above Operating Agteemmt, each parcy 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 relevvant contrary terms in the Operatlng Agreement
(unless otherwise noted herem) , ,

~ As long as any gas. pmduced from the lease(s) or unit is subject to the regulatmns of the
Federal Energy Regulatory Commission (FERC), or any successor governmental authonty,
under any section of the Natural Gas Policy Act of 1978 (NGPA), or other statutory authority
which establishes maxjmum lawful prices for the gas, each party shall receive its allocated share
of each pricing category of gas in accordance with ite working interest in the leass 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 :
deresgulated gas, including gas deregulated in the future, shall be treated as a separate category
for purposes of balancing

: The terms “party” and “parties” shall be cons:dered to 1mply either the smgular or plural
form of the word as applicable aocordmg 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 teken 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 partics which are capable oftakmg and/or marketing:

* quantities of gas allocable to an underproduced party, in the absence of any other agreement
between them, shall each take a ghare of the gas attributed to the underproduced party inthe

. 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 sich 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 atttibutable to such pazty’s workmg mterest share of pmducﬂon, to overproductxon, or

'to makeup of mdapmducnon

PAGEY
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ACCOUNTING FOR IMBALANCE

The Operator will maintain appropriate accounting on & monthly and cumulative basis of
- ths quantities and categories of gas each party is entitled to receive and the quantities and
- categories of gas taken and/or marketed by each of the parties. For the sole purpose of
implementing the terms of this GBA and adjusting gas imbalances which may occur, each party
disposing of gas from the lease(s) ot 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 showing
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 after 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 volumes under this paragraph
will be identified by the appropriate category under the NGPA or any other law or regulation in
effect including deregulated gas, as appropriate. Bach party to this GBA agrees that it will not
utilize any information obtained hereunder for any purpose other than implementing the terms of
 this agreement. ‘ 4

- GAS MAKEUP

Any party underproduced as to a given category of gu shall endeavor to bnng its 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
£as 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 attributeble 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 ges, they shall divide the make-up gas in proportion to their
respective underproduced aocounts. The first gas made up shall be assumed 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 dunng the six
- (6) consecutive months unmedlately prior to the Winter Period. :

CESSATION OF PRODUCTION

, If, at the termination ofproduohon of a give category of gas, an nnbalance exists between
the parties, a monetary settlement of the imbalance between the parties shall 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, cach Overproduced Party shall remit to 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 Ovetproduced Party at
the time of overproduction, or 2) the Underproduced Party’s respective price at the time of
underproduction, established under the terms of a valid Gas Sales Agreement for such
, producuon, multiplied by the underproduced volumes. Axy monetary settlement between the
partics shall be made net of any royaltics, production taxes, and severance taxes previously paid
on the overproduction by the overproduced and severance taxcs previously paid on the
overproduction by the Overproduced Party, and also net of any outstanding amounts related to - -
the lease(s) or unit(s) which are owned by the Underproduced Party to the Overproduced Party.
- If the Overproduced Party did not sell its gas, but otherwise utilized such gas in its own

" PAGR2
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operations, such gas wxll be valued in the same manmer 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 Overpmduced Party harmless from financial loss -
due to reﬁmd 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 respecnve 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
Opemor 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 parnes cannot rnutually apree to balance
in kind under the first paragraph of this section, by mutual consent the parties may electto
balance gas of like quality and vintage from & source other than Jease(s) subject to the Operating

- Agreement to which this GBA is attached. The gas so retumed ghall be from a demgnated area
mumauyagreedtobythaparﬂestotm GBA. ‘

AUDITS

Any Undu'prodneed Party shall have the right fora petiod of two (2) years after recexpt
of payment pursuant to finel accounting and after giving written notice to all parties, to audit
Overproduced Party’s aceounts and records releting 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, cach party producing or taking
- gas as provided herein shall pay or cause to be paid any and all royalties due on'such gasin

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 recsive
evidence of payment of all royalties. The party not taking its share of gas shall have no
obligation for payments of royaities 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
oother party harmless from all claims relating thereto. As used in this paragraph, the phrase
“royaltics due on such gas in accordance with the Operating Agreement” shall not be limited as
provided in Article II.B., but shall include all royalties as provxded in. each such oil and gas lcase
as contrnmted by any party not taking its share of gas.

DELIVERABILITY TESTS

“Nothing herein shall be construcd to deny any party the right, from time to time, upon
reasonsble advance notice in writing to the operator, to produce aud take or deliver to its
purchaser the full well stream for a reasonable period to mest the dehverablhty test reqm:ed by
its purchaser. ~

: .TAXES

Except where provision is made to the con&ary in the Operuting Agreement, each party.
shall pay, or cause to be paid, all production and severance taxes due and payable on its full share

Page3
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of gas pmducuon, as zf cach pany were takmg or dehvenng toa purchaser its full share of
. producnon .

LIQU!D HYDROCARBONS

All parties hereto shall share in and own the hqmd 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 hot such parties
are actually producing and marketing at such time.

LEASE OPERATING COST

- Nothing berem shall change or affect each party’s obligauon to pay its propomonate
share of all costs and Habilities incurred in Operanons, as its share thereof is set forth in the above

descnbed Opetatmg Agreement |
" CONFLICT |

If there is & conflict between the terms of this Agrecment and the terms of any gas sales
contract covering the Contract Area entered into by any party, the terms of this Agreement sha]l
govern.

TERM

'[ - This agreement shal] remain in force and eEect as long as the Operating Agreement is in

effect and thercafter until the gas balance accounts between the parties are seitled in full and shall

accrue to the benefit and be binding upon the partics hereto, their successors, representahm, and
assigns .

~ GASBALANGING AGRMI/SW Nedinc

- PAGE4



10/17/2007 10:27.FAX,. . ' a BUILDINGG-4TH-NORTH , [doa7/056 ‘
18/16/2007 18:38° 4326828652 - - JTD RESOURCES - ' PAGE 16

EXHIBIT "F*

Attached to end made a part of that certain Operdung Agreement dated September 1, 1998, by
and between Capataz Operating, Inc. as Operator and Leonard Resource [nvestment Cozporatxon v
et al; as non-operator. _

NONDISCRIMINATION: In Pe:;rbrmance 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 amcnded whlch are hereby included in this
. contract by reference. '
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EXHIBIT “G”

Attaohed to and made a part of that certain Operatmg Agreement dated
September 1, 1998, by and between Capataz Operating, Inc., as “Operato:”
and Leonard Resource Investment Corporanon, et al, “Non-Operat ‘

MEMORANDUM OF orm'mvc AGREEMENT AND
LIENS CREATED THEREBY AND mecmc STATEMENT

STATE OF NBW 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 Qperating Agreement provided for the creation of liens on the interests of the parties
thercto and each party hereto does hereby grant to the other party a lien on its interest in the lands
and leases described in said Exhibit “A” and AGREEMENT in aecordance with terms of the

ﬁollowmg pmvmons
ARTICLEVIL
EXPENDITURES ANDLIABILITY OF PARTIES

L Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract
' Ares, 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 Bxhibit “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 otherwiss 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 conceming the amount of any default.

2. If any party fails or is u.nable to pay its share of expense w:thm s:x‘ty (60) days aﬁer
rendition by Operator of a statement therefor, Operator shall notify the non-defaulting
partics 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 secunty rights descn‘bed in the foregoing -

.~ peragraph.
3. The lien and security interest granted Operitor shall secure every monetary obligation or
" linbility created under the terms of the operating agreemmt, mcludmg ‘but not hmxted to:

" Page 1
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Every party's obligation to pay its share of expense;

Every pmy’s.obligation tolpity mterest, fees and costé'

‘The obligations of Operator to make paymcnts to third part:es on behalf of Non-

Operator;

The obligations of Operator to deliver to- Non-Opmtor and third parues oil and
gas and proceeds from the sale of oil and gas;

Afer removal or resignation of Operator the obhganons of the former Operator

~ to make payments to Non-Operator and thu-d partxes durmg the period of i its
~ operatorship; o

M

~ The recovery of sums due Consentmg Partxes as a result of operations by less than

‘ allparms

(8) .

All other obligations of the Operatof to pay, }epay o 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-Opemor or third parties; and

C®

All other debts, liabilities, obligations, damages, interest, fees and costs existing
or ansmgbctwecnoramongthepa!mstothe operating agreement to the extent
that those items relate to the operating agreement, to the Contract Area, to lands
pooled or unitxzed with Contract Area, or to oil or T g8s produced therefrom. _

4.  Nothing in this Exhibit shall relieve a defaulting party of its obligation to pay to the non-
.. defaulting parties the unpaid expenses attributable to its iiiterest under this agreement in
the event the non-defaulting parﬁes are unable to recoup the unpaid wcpenses from
: pmducuon.

| This instrument may be executed in any mumber 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.

IN WITNESS WHEREOF, this memorandum shal be effective the 1" day of Scptember,

1998.
omwron
| CAPATAZ OPBRATING INC.
‘H. Scott Davis, President
|  NON-OPERATORS
CROSS TIMBERS OIL COMPANY " LEONARD RESOURCE INVESTMENT
- S ° ' CORPORATION
- BY: - ’ BY: -
VAUGHN O. VENNERBERG, II " DANM. LEONARD, PRESIDENT

SENIOR VICE PRESIDENT-LAND

Page2
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H. SCOTT DAVIS

- INDIVIDUAL ACKNOWLEDGEMENT

STATE OF
_COUNTY OF
The foregomg instrument was acknowledged before me thig day of
n , 1998 by -
| | Notary Public_
My Commission Expires: '
CORPORATE ACKNOWLEDGEMENT
STATE OF ,
COUNTY OF ___ ~ S | .
~ The foregoing instrument was acknowledged before me tlns ; — dayof _____ _ .,
1998 by ___ s |
of ' a2 corporation,
on bahalf of saxd corpornnon ‘ '
rkniquubﬁc _
My Commission Expires:
CORPORATE ACKNOWLEDGMENT
STATE OF
. COUNTY OF _
The foregoing instrument was aclmuwledged beforc me thxs dayof
1998 by ‘ _.as . :
of ' ' a ' corporation,
on behalf of said corporation. -
- o Notary Public _
My Commission Expires: o
oxhibt g/SW Nadinefjon

Page }3
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Attached to and made a part of Farmout Agreement dated September 1, 1998 by and between
Leonard Resource Invcstment Corporation, Farmee and Cross Timbers Oil Company, Farmor.

CROSS TIMBERS oL COMPANY
‘ WELL REQUIREMENTS LIST |
ADDRESS: 810 Hopston Stret, Suite 2000 B
o | F 7610
~ MAIN PHONE; §17-870-2800
TELECOPIER: 817-882-7299 DEX Automatic
WELL: _
'LOCATI.ON:
COUNTY/STATE:
OPERATOR:
CROSS TIMBERS PRIMARY CONTACT:  Jeff Heyer
TITL.E:. " Vi Presid !
PHONE: (BI7)BT7-2352
cnoss TIMBERS ALTBRNATE CONTACT:  WinRyamn
" PHONE: M'mus ' -
* NOTICE REOUTREMENTS
1. At the time the wel] is to be spudded your geolognst or X _ Required
engineu- in charge of the well will phone Cross Timbers' e Not Reguired
. primary or alterate contact. s }
2. ' Notice by telephone of all proposed coring, drlllstm testing, X_ Required
: and logging in sufficient time for Cross Timbers to hava a —— Not Required
Tepressutative present. . : '

3. ~ Norice by phone of your intentjon to run prddncnon euslng or _K_ Required
plug and abapdon, in time for Cross 'I'imbcrs to participate in — Not Required
the decision. ‘

1. Report by telecopier (if 1elceopier nov available, then by _1 Number Needed
telephone) of daily drilling reports from spud date until well is X__ Daily Reports
completed and potentialed, to ths attention of Scott Clair. e Weekly Repons

: ] o e Ei of Well
2, “Mud log if mmd jogging wnit is used, _1_ Number Needed
‘ _ - X __ Daily Reports
— Weekly Reponts
. ‘ — End of Well

3. Samples of any and all 'cores. -X_ Required.

; ~—_ Not Required

4. Complete reports of all drillstem vests uken including charts -1 Number Needed
from bortom hole pressure recorder. : ~X. Daily Reports

— Weekly Reports
— End of Well
. Electric log field prints. —2. Number Needed
6, Electrio log final prints. -2 Number Needed
7. . Any PVT amalyses, water, analyses, pressuro bmldup tests, or - _1_ Number Needed
~ special core nmﬂyses _
8. Potential test. L Number Needed

9. Completion (including stimulation and frac report) andlor _1_ Number Needed

. plugging report each well. : _ —

1. Al other forms filed with the State or Federal Regulatory - 1_Number Needed

hems 2. through 10 should be sent to the anention of Cross Timbers primary contact.
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EXHIBIT "I"

Attached to and made va part of Farmout Agreement 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:

1 That, the undersigned, CROSS TIMBERS OIL. COMPANY, with offices at 810 Houston
Street, Suite 2000, Fort Worth, Texas 76102, hereinafier 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:

herginafter called "Assignec", 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 desctibed 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 Icases and all prior assignments, transfers or
conveyances and to all of the terms, provisions, conditions and restrictions contained in the

: Ze:mn unrecorded Farmout Agre¢ment dated September 1, 1998 by and between Assignor and
Assignee. . ,

IN WITNESS WHEREOF, the Assignor has caused»ihis Assignment to be executed this

day of , , but effective as of (first
- production). | S o

' ASSIGNOR: .
CROSS TIMBERS OfL. COMPANY
By:

Vaughn O. Vennerberg, II
Senior Vice President - Land

ASSIGNEE: -

By:
Name:
- Title:
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ACKNOWLEDGEMENT

THE STATE OF TEXAS §
§
COUNTY OF TARRANT §

The foregoing instrument was acknowledged before me this day of
' , 1998, by Vaughn O. Vennerberg, I, known to me to be the Senior Vice President
- Land of Cross Timba-s Oil Company, a Delaware corporation, on behalf of said corporation..

My Commission Expires:
Notary Public in and for the
State of Texas ‘
STATEOF ___ ' §
| -8
COUNTY OF §
‘ The foregomg instrument was acknowledged before me this day of L 5
- 1998, by , ,  known to me to be the
- " of B ,a_ corporation,
on behalf of said corporation. a :
My. Commission Expires: -
_ Notary Public in and for the i
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EXHIBIT "J | |
Attached to and made a part of Farmout Agreément' 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, : , withofficesat
» , hereinafter referred to as "Ass:gnor" for and in consideration of One
Dollar ($l .00) and other valuable consideration, receipt of which i is hereby acknowledged, does .
hexeby sell, grant, assign and convey unto _ , with offices at
' : percent of its right, title
and interest in and to the oil and gas leases descnbed on EXhlblt “A" attached hereto and made
a part hereof, together with the rights incident thereto and the personal property thereon,
.appurtenant thereto, or used or obtauned in connection therewzth

This Partial Assxgnment 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 Timbers
* 0il Company and Leonard Resource Investment Corporanon. :

TO HAVE AND TO HOLD said undivided interests unto saxd Assignes, its heirs,
successors and assigns forever. This assxgmncnt is made wlthout warranty of title either express

or implied.
EXECUTED this day of - , 1998.
ASSIGNOR: |
By: .
- Name:
- Title:
. ASSIGNEE:
By:
~ Name:
Title:
| ACKNOWLEDGEMENT
" STATEOF §
COUNTY OF __ - §
" The foregoing instrument was acknowlcdged before me th:s —dayof ____ -,
1998, by | » known to me to be the _ '

of . | Y corporanon, on behalf of saxd oo:poranon

- My Commission Expires:
A ‘ ’ Notary Public in md fo: the

PR
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STATEOF ____ §
COUNTY OF ‘ 8§
. The foregomg lnsttument was acknowledged before me ﬂns ____ day of .
. 1998, by _ _ i known to me to be the _ '
of . . - . -2 corporauon, on beha]f of said corporanon
My Co:ﬁmission Expires:

 Notary Public in'and for the






