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GAS OPERATIMNCG AGREIMENT

TH13 AGRESZMENT made and entered into this 1Gth day
of May, 1952, by and betweon Franecia L. ‘arvey, Wichita
ralls, Texas, nereinafter sometimes referred to as "'arvey"®,
and sometimes as "Operator®, and TUE TIXAS COMPAIY, a corpe
oration, with offices in Fort Worth, Texas, hereinafter
sometimes referred to as "Texas®, and sometimes as ™lion-
Cperator®y

WITIESSETH, THAT

WI'EREAS, the parties hereto are the owners of the gas
rights under the oil and gas leases as sst forth in Zxhibit
"A®, which is attached hereto and made a part hereof, and

YHEREAS, with a view of prevention of waste and more
sconomic operation f{or the production of gas, the tles
hereto desire to develop and opserate jointly sald leases
on the terms, covenants, and conditions herein contained}

0¥, THEREFORE, in considexration of ths premisss and
the mutual covenants and agreements herein contalned, the

_partigs hereto have entered and by theseo presents do snter

into the following agreement?
I. CONTRACT AREA
The o0il and gzas leases insofar as same cover and apply

to the gas rights in the lapd described in Exhibit FA® which,
for the purpcses of this Agreement, constitute the Contract

Area and sams shall ba developed and operated for the produc=-

tion of gas by Operstor subjsct to the terms, provisions, and
conditions in this Agreement and the parties hereto do hereby
commit to this Agreement their respective leases insofar as
sama coyvor and apply to ths zas rights in the Contract Area,
but only to a depth balow the surfsce of the ground down to
and 1necluding what is known as the Mesa Verds Formation.

1, TITLES

If any losa of title cccurs to any of the leases cone
tributed hereto, same shall be beorme by the party who con=
tributed to thls Agregement the leasa upon which title fails}
provided, however, that there shall be no retroactive adjust-

ment of costa incurred prior to the final determinatlcon of
such losse.

IIT, IITESRESTS OF THE PARTIZES
The interests of the parties to all the zas produced

and saved frcom the Contract Area and in and to the equipment
to be installed therein and thereon shall be as follows

HARTEY 87i per cent
ToIAS 122 por cent

and all ccsts, expense@s; and liabilities accruing or resulting
from the devolopment and operation of said Contract Area pur-
suant to the Agreement shall be determined, shared, and borne
by the parties hersto in sald proportions.
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IV, DESIGHATION OF OPERATOR AND TEST WRLL

‘arvey will be Operator hereunder and shall as soon as
arrangements can be made commence, or Cause to be commanced,
operationa for ths drilling of a well for tha diacovery of gas

© 990 feet from the Nerth line and 990 faet from the East line
of the center of Secticn 2, Totmship 29 Harth, Range 8 Weat,
San Juan County, New exico, and prosecute the drilling there-
of with diligence to a depth to test the esa Verde Pay Zone
expocted to be encountered at a depth of approximately rive
Thousand, two Yundred (5200 feet) feet unless soma formation
or condition which makes further drilling impracticable ig en-
countered at a lesser depth.

Vo TAXES

Operator shall render for ad valorem tax purposes tha
entire leasehold rights covered by this Agreement and all
physical property located on the unit or used in connection
therewith or such part thereof as may be subject to ad valorea
taxation under existing lawn or which may be made sublect to
taxation under future laws and shall pay for the bemefit of
the joint account all such ad valcorem taxes at the time and
in the manner required by law which be agsoessed upen or
against all or any portion of such rights and interssts in
the physical proporty located therson or used in connoction
therewith, Operator shall bill Hon-Operator for its propore-
tionate share of such tax paymant as provided by tho accounte

@ a ing procedure harato attached.

VI, IHSURAKCE

Operato¥ shaoll, at all tiwmes while operations are con=
ducted hersumder, carry and require 1tg contractors to carry

insuranes toe indemmify, protect, and save the parties hereto
harmless, as followss ’ ’

(a) Yorkmen's Componsation Insurance in accordance
with the lawg of tho Stats of lew Mexdico
and Employers! Liability Insurance with iimits
of not less than 225,000,00 per cmployee.

{(b) Public Liabllity Insurance covering both bodily
injury and death with limits of not less than
225,000,00 as to any one person, and 350,000,00
as to any one accldent, and Propérty Damage Lig-
bility Insurasnce with a limit of not less than
+25,000.00 per accident,

{¢} Automotive Public Liability Insurance with bedily
injury limita of not less than: }25,000.00 as to
any one person and $50,000,00 as to any one acci-
dent, amd Automotive Property Damage Insurance
with a limi% of not lesa than 25,000,00 ag to any
ono accident.

Operater shall not provide for the benefit of the Joint
account ingwrance covering losa or damage to property on account
of fire, explosion, windstor=m, and other property hasards.

The insurance referred te in Paragraphs {(a) and (b)
shall be charged for at tho mmnual rates baged upon Operator's
5. exparience, but without regard to Operatortg retrospactive or
%@% other nimiiar rating plans.
o, .
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It is further understcod and agreed that the Opsrator
is not a warrantor of the finanecial responsibility of the
insuror with whom such insurance is carried and that except
for willful negligence Cperator shall not be liable to None
Operator for any loss suffered on account of the insuffieciency
of the ingurance carried, or of insurer with whom carried.
Operator shall not be liable to ilon=-Operater for any loss
accruing by reascn of Operatcr's inability to procure or
maintain the insurance above mamtioned, Operator agrees
that i1f at any time during the life of this agreemant it is
unable to obtain or maintain such ingursnce it shsll immedi-
ately notify in writing Non-Operator of such facte.

¥1I, OVERRIDING ROYALTIES, OIL PATMENT3, ETC.

If any oil and gas loassa contributed te ths Contract
Area herein are burdened with any royelties, overriding roy-
altien, payments out of production or any other charges in
addition to the usual one=eighth (1/8) royalty, tho party
contributing any such lecase shall boar and asgumo gamo outb
of the interest attributable to him or it herounder,

VIII, RENTAL PAYMENTS

Each party hold an oil ond gos lease subjeoted to
this agreemont agnll, ore the due date, pay all delay
rentals which may become duo under the loagse or leagos con-
tributed by him or it. The burden of paying such rentals

ghall fall entirely upon the party required to moko payment
thergef hersundsr, In svant of failure to make r;gayo
ment of delay rental through mistake or overs oro

guch is rwqﬁirad to continue the lsase in forco (it

being understood that any such fallure shall not be regarded

as a titls fsilure within tho meaning of any othox scction of
this agrecseat) there shall be no money liability on the

of tho girty fniling to pay such r@nta{, but such party s

make a vong fide effort to secure a new lease cevering the

sam8 interest, and in the event of fallure to secure a now

lease within & reasonabls timse, tho interests of the partles
hereto shall be rovised so that the party failing to pay an

such rental will not be craedited with the ownerahip of any lease
on which rental was required but was not paide

IX, CONTROL AlD CO3T OF OQOPERATIOH

Operator shall have full control of the premises subjected
heraeto and, subject to the provislons hersof, s conduct and
manage the degvelopasnt and cperaticn of sgsald promises for the
production of gas for the jolnt account of the parties hereto.
Operator shall pay and diacharge all costg and expenges incurred
pursuant hereto, and ghall chargo each of the ies hersto
with ite respsctive proportionato share upon the coat and ex-
pense basis provided in the Accounting Precedure attached heroto,
marked Exhibit RB®, and made a part hereefj provided however,
if any grovimian of sald Exhibit 9BY conflicts with any pro=
vision hereof, the latter shmll be doemsd to control., None
Operaler will promptly pay Operator such cogots as are hereunder
chargeabls to Nen=Uperator. Unless otherwlse herein provided
all producticn of gzas from said land, subject to the payment
of applicable royalties therson, and all materials and equip-
ment acquired pursuant hereto, shall bo owned by the partien
here%o in the respesctive proportlons as wot ocut: herovin. Oper-
ator shall at all times keep the jJoint intersst of the parties
heretec in and to the leoases and equipmont thereon freo and clear
of all lmbar and mechanics? liens and encumbrances.
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X, IMPLOYEZS

The number of employees, tha solection of such em~
ployeeg, thae hours of or and the compensation for services
to be paid any and all such oyees shall beo deter=mined by
Uperator. Such employees s be employees of Operatore.

i, DRILLIKG OPERATIONS

All wellg drilled on the Contract Area shall be
drilled on a competitive contract basis at the usual rates
prevailing in the fleld in which seid leasss ere located,
Cperator, if 1t so desires, may saploy its own tools and
equipmsnt in the drilling of wells, but in such event the
charge therefor shall not oxceed the prevalling rate in the
field§ ard such work shall be ];:erx"cmed by Operator under tho
same terms and conditicns ap shall be customary and usual in
the field in contracts of independent contractors who are doe
ing work of a similor nature. All drilling contracts shall .
contalin appropriate provisions of a similar nature, All drille
ing contracts shell contain appropriate provispions that any -
wells drilled on the Contract Area, when cowmploted, shall not
daviate in excess of {ive degrees froa paorpendicular, Unless
otherwise mutually oy the well provided in Article IV
hergaf shall be drilled on aald Contract Area.

XII. AUTHORITY FOR INCURRING OF EXPENDITURES

Operator, bafore in any items of oxpsundituro in
excess of 2,000.00, exce tures for the drilling and.
equipmet of wolls mut y agroed upen, shall sgcurs tho oxs-
press censent and appFovel in writing of Nen-Operator.
tor shall, upon requoss, furnish ¥ tor with a copy of

Operatorts authority for oxpenditwes for any project coating
in excess of $1,000.00,

11X, OPERATOR'3 LIEH

Operator ahall have a lion upes tho interest of lon-
Oparatex whiek 18 subjoeted to this agresment, tho gas therge
from, the proeseds thergef and the matorials and oquipment
therg¢on and thirelin to sgcure Operator im the payment of any
sum dus to Oparator herounder froam such Hom=Oporatoer, The
lien herein provided for shall not extend to any royalty rights
attributable to any interosts subjected heroto. .

OV
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XIV. ADVANCES

Gperator, at its olection, may require N ator to
furnish it8 proportion of the developmont and operat costs
according to the following conditionss

On or before the first day of each calsndar month, Oper-
ator shall submit an itemiged estimate of such costs for the
succeeding calendar month to None0 tor, Within fiftecn (15)
days thereafter, i tor pay, or secura tho payment

N
in & manner mtiaractory to Operator, ita proportionate o of
such eatimatao

Should Hon-Oporator fail and noglect to pay or securc the
paymnt of ita proportionate part of such estimate, the same
shall bear interast at the rate of six cont par annum until
paide Adjustments betwosn sstimstes and actual costs shell be
made by Opergtor at tho cloge of each calondar month and the
accounts of the parties adjuated accordingly.
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IV. SURPLUS MATERIAL AND EQUIPMENT

Surplus material and equipment from the Contract Ares,
when in the Judgment of Operator is not necessary for the do—
valopment and operation of the leased premises, may be divided
in kind or, by mutual consent cf the partisa, 5@ sold to one
of sthe partiam hereto or to cthers for the beneflt of the
Joint accounta. Proper charges and credits shall be mado by

Cperator as p:mvided in the Accounting Procedurs attached
hereto as Exhibit #BY,

XVI, DISPO3SITION CF PRODUGTIOH

Zach of the partiss hereto shall at any timg and from
time to time have the right and privilege upon the payment o.{‘
ar securing the payment of, the royalty lnterest thereon, of.
recoelving in kind or of separately diapoging of hig or :Ltm o=
portionate ghare of the gas produced and saved from the Consract
Areg. Ang extra exponditure incurred by reason of the delivery

of 1lts proporticmate part of the production to any one party
shall be borne by sueh party.

Zach of the parties shall bo emtitled to recoive direct
paymant for his or its share of the ﬁocoeda of all gas pro-»
duced and saved, purchased and/or sold from the pronimw
on all such sales, proper dlvisien orders or contracts of
sale shall be mcm:ed by the parties hersto. UOperator shall
receive all royalties under leased intorasts for proper dipe-
tribution to roynlty WnaTBe

IVII, LIABILITY

Tha 1iability of the parties hercurder shall bo assveral
and not jJoirnttor ecllactive. Zash ¥ shell bo responsible
only for hig or itp obligations as in sst out, and ghall
be lliabl=s only for its Wioxx&t@ sharo of the coot of
developing and premises subject harste. It is
expramlyagr@adtm it i3 net the purpess: or intention of
this agreemsnt to c¢creato, nor shall tha operations of thae
parties hareuniier Yo construed or conpidered as & joint vm:tm-o,,
or as any kind of a partnership.

.
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IVIII, TRANSFERS OF INTEREST

o ass nt, mortgage or other transfer affecting the
interest cov hereby, the production therefrom, or equipment
thereon, shall be mede unless the same shall cover the entire
undivided intergst of sueh aspignor, morigagor or seller in thh
Contract Areaj it bofng the intent of this provision to maintain
the joint devolopmont and operation of tho Contract Aroag pro-
vided that the zals of a lesger interest than the sellor's entirs
undivided interost may bemade upon the gecuring the unanimous
approval of the other party in writing,

In the event any party deeiresg to sell all or any part

of its interest in the Contract Area, the other party heroto
shall have a preferential right to purchase samse In such event,
the selling y shall tly communicato to the othas party
herate the offer reeceived by him or it from a pronpeccim m-
chaser roesdy, willing and able to purchago the samo, t
with the nzme and address of such prospective purchaser, and. said
party shall thercupon have an option for a pariod of tem (10) days
after the receipt of sald notice to purchase such undivided in-
tarost for his or itas cwm benoflt on the terme and conditlons of

h offer, In the event of a sals by Cpomator of the intmut
‘owned by him which is subject hercto, Non=Operator shall be
titled to be the Operator. Ths limitations of this pmrasmph shall
net apply where any party

"S"



heroto desires to dispose of his or its interest by merzer,
reorganigation, congsolidation or sale of all ita assets, or
a sals of his or itas intsrest te a subsidliary or parsnt come

¥, or subsidiary of a parant company, or to any company
in which such party hereto owns a majority of tho atock.

XIX, RIGETS OF THE PARTIES TO INSPECT PROPERTY AND RECQRDS

The fellewing specifie rights, privileges and obliga-
tions of the parties hereto are hmgy expressly provided, but
not by way of limitation or exclugion of any other right, pri-
vilege and obligation of the respsctive partiess

(a} Non-Operator shall have access to the entire Cone
tract Area at all reascnable times to inspact and obsorve opore
atlong of every kind and character upon the property.

(b} Non-Operator shall have access at all reasonable
times to any and all information pertaining to the wells drilled,.
production gocured, gas marketed, and to the books, records and
vouchers rolating to the operation of the Contract Area.

(¢} Operatoer shall, upon request, furnish Hon-Operater
with daily drilling reports, trug and complato copilea of well
logs, tests and charts, and shall also, upon request, mako

av blo semples and cuttings from any amd 2ll wollg drilled:
on the Contrast Area.

(d} Operator shall furnish Non-Operator with copies of
all reports furnished any governmental agsncyes &

XX, ABANDONMENT OF WELL

Is eagoctho initiel well or any additional Jointly owned
woll er wells drilled horounder shall prove to be a dry hole;.
then ¢ED Oporatey shall, subject to Paragraph IXI, hervef, p
and abopdem sweh well or & and salvage all material and:
cquipzment therefrom for tho benefit of the ie¢s hereto in
accoardance with the provisions of sald Zxhibit "B¥, No preduce.
ing well o & woll which has cnce produced shall be plugged: and:
abandoned without the consent of the parties hereto and if the
parties are unable to agree upon the abandonment of any well
or wello, then tho party not desiring to abandon such well or
wells shall tender to the party desiring to abandon gams a sunm:
equal to his or its proportionate share in the reasonable salvage:
value on top of tho ground at the woll of the material and cquip-
mont in and on 2aid well. Upon recolpt of such sum the party doe
siring to abandon such well shall transfer without warranty-of
title te tho party depiring to retain the same, his or its inter-
est () in tho gas r 8 in the formation from which said well

220561

is then preducing or produced in and to the land attributed
to oaid woll by the well pattern on which aaid well was drilled,
oxsopt that gald ass t shall not include acrsage upon which
anotheor predueing i8 located., Any such assignmont shall

vost the interest so assigned in the party electing not to abane
don any ouch woll, The pm't.Lso assigning under this provision
shall not be liablo aftor delivery of such assigmmont for any

cagt or 88 incurred after the delivery of said assigmment
in copmeetlon with szuch well, but he or it shall be liable for

ita o their goportionate part of the coet and oxponse incurred
before the dolivery of sald sesignmant.
XXT, SURRENDER QF LEASES
Yo loaso embraced within the Contract Area shall be: sur-
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rendored unless the parties mutuslly agrse theroon, If

one of the partiee ashould desire teo surremder any loaas

or leases and any othor not, the party desiring to sur-
rendey shall assign te the party not desiring to surronder,
his or its interevst in such leass. The party or parties
roceliving any sueh assignment shall pay the asaigning
party the reasonabls salvage velus on top of the ground

at the well of tho aseigning party‘'s proportionato part

of the equipmsnt in and on any woll or wells om such lease
or leases on the date of any such agsignmant. If thoro bo
more than one asgignee such assigned interest shall be held
by thoe assignoes in proportion to their then respactive ine
teresta in the Contract Arsa.

XXIIT, EFFECTIVE PERIOD :
This agroemsnt shall remain in foree for tg; full
© axd

torm of the oil and gas lcases whieh aro subjeet/
6f any ronewmls or oxtensions thoroef whothor by production

orﬁmiaoanif ba termingted gg@g whole or in
mut congens e partissg prov
Bay be relieved from its obligaticns and liab ties m-

undor net previcusly ineurrcd by assigning and transforring
to tho other party ail of its right, titlas and interest in
and to the gas rights undor the loaso: or lossses cozmited:
hereto. The recolving any sush assignzent or assigne-
ments shall pay the acsigning party the reasonable aalvagm
valuo of hig or -its propeﬁianatmnsaru on top of tho S
at the well of the equipemat on any wll or on:
the Contrast Areaoathedateefanywehmim or as%--

- 1f there bo more than one assignee, sald assigned.
intmm shall be held by the assignees in propsstiom to thoir
then peppoctive interests in the Contraoct Lireas

ngm i mggmm o 4
upeR noed FUAR-
titice ard neo, a:ﬁéiuoaal wellp arc propescd for ms
within the next onsuing sixz (6) monthe from the date of come
pletion thsreof, them this Agrocment subjest to payment of
all gostg incuz:gdoggmmﬁera:l;all torminats agghbe ef no
further force aes, no thgtanding any a'prwi-
sions of thig A@‘mm:t go the contrary.

XXIV. REGULATIONS

All of the provisions of this agrocment are hers w
pressly oado subject to all icable Fodoral or State:
and orders, rules and regulations of any coanstituted nuf.hority‘,
and in the oveat thig am@ant or any provisiom hereel is
found to be Inconsigtoat with or contrary to any cuch lsw,
ordar, rule or mgul&tion, the latter shsll be deemed to con-
trol, and this agroemant shall bo regarded o8 modified secord-

inglynndamaomcdiﬁedah&llcontiminmnforeeand
offacts

XXY¥, KOTICE3

All notices mporw grd corrospondence reguired or
m@nmmmbyghatmofthiammtmmdm
tohambmproperlynmedifanduhmmtbymilorteleo

gm.ph te Francim L. Haxvey, ____ Buil.ding or Po Qo
Wichita Falls, T ‘

oor, Continental es Bldgo or P. Oo Box 1720,

Worth Toxan, Any party Eny Wimmﬁmmbyww
written notice te thae -::thmr PArtY herotos
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IXVI, MISCELLANEQOUS PROVISIONS

The term “gas® wherovesr used in this agrecment ahall

be construed to include only gas oduced fro= a gas well in
the Contraet Area.

Operator shall not be liable for any loss of progny
or of time caused by strikes, riets, fires, tornadoes, {loeds,
or for any other cause beyons; the econtrol of Operator through
the exarcise of reasonabls diligones,

This t and BExhibits ®A® apd YHY gttachsd hercoto
contain all the tormp as agroed upon by the partien horste.

This agreement shall extond to and bind the respsoctive
heirs, sxscuters, administraters, successors, and ass of
the partios hereto. It is ag:-me& that tho termas, ¢ tions
and provisions hereof phall constitute & covenant rumning

with the lands, intorests and loasahold:- eztates- covored-
hereby,

IH WITRESS WHEREOF, the partieg hereto have signed
this agreement the day ané yoar first hereinabove written.

P THE TEXAS COMPANY |
% — ‘ :

i i T
M% P

STATE: 6F THZAS
COUNTY OF TARKANT

5o T s T Say that ho 16 Atecrmsy-. =
.n-?act of The- Tma C

SRPANY - Corporatl and that t.h.a
scala:fimdtamdmmmm tho ¢ nea u:

corporatiocn, and that sald ingtrumont was cigned and sealad; in x‘

behalf of sald orpoz/'%on by nnthority of its Board of Dirsetors: =

and the said _(° - et e oo Acknovledged sald ine 2
Troe t and deed of saild Corporation.

Jcim'undwmthdand ssnl of office this / -  day
/. i —

P T V] 1952:0

W o

-
L

Totary Fublle In and Tor
Tarrent County, Toxas . .. ..

7] W
known, who,

#135077
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STATE OF TEXAS
COUNTY OF WICHITA

Cn this _ & = day of @W » 1952,
beforo =6 porsonRilly ApH F’mﬂcial.eﬂmeyﬁemkm
* Lo be tho pearson de in and who executed the forego

instrumant, and acknoumledged that he exseuted tho samp es his
freoeo act amd deed,

IR WITHES3 WHEREOF, I have hercunto set my hand and

affired my official seel tho day and ysar in thia certificato
abave writtona

K 9
S - -
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BIHIBOI}" ZAW Attneha{gs A@nﬁ ?.ﬁdgda

pars ag Operat ¢ dat

fay 19, 1952, by andLbetmen The Texas
A0y ua ranclie

¥
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Leases coatributed by Franeis L. ! » 211 being exs
by the 3tate of Hews Baxdicoy - — etited

01l and Cas Loase FE2Y2-3; insofer as saild

leaso covors 205.28 aeres, more or less, boling
Lots 1, 2 and & and tho South ] ef tho Nerthe
east 1/l of Zestion 2 - 29 Seith 8 West, HeMoPoMe
San Juan County, New Maxico. tb:7

01l and Gas leaso, 7E-5380, incefar as said loneo
coverg 40 acren, mero or less, being tho Southsasd
1/L of the Nortfwest 1/h of said Seetion 2.

01l and Gas Lesseo §B 11125=36, insefar ac oaild 7
leass covers Al.O04 acres, movo oF lesn, being
Lot 3 of szaid Seetionm 2. '

Lerng centributed by The Toxas Coxpany being exaseuted by
the State of NHew Haxicet »

011 and Gan. Leass §E-3149, ingofar cp it covers:
LO acres, more or less, boing tho Southtmass 1/4
of the Rerthwest 1/L of said Ssotiom 2,

3

220V81
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Attached to and made a part of___g_as Operat lI?g Agreement dated ({ /
May 19, 1952, by _and hetween Frapcis L. Harvey anpd
_The Texas_ Company

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

1. GENERAL PROVISIONS
Definitions

The term “joint property’” as herein used shall be censtrued to mean the subject area covered by the agreement
to which this ““Accounting Procedure” is attached.

The term “Operator’ as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.

The term “Non-Operator” as herein used shall be constrized to mean any one or more of the non-operating
parties.

Statements and Billings
Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of cosis and
expenditures during the preceding month. Such bills will be accompanied by statements, reflecting the total.
costs and charges as set forth under Sub-Paragraph . A .. below:
A. Statement in detail of all charges and credits to the joint account.
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.
C. Statements, as follows:
(1) Detailed statement of material ordinarily considered controllable by Operators of o0il and gas properties;
(2) Statement of all other charges and credits to the joint account summarized by appropriate classifications.
indicative of the nature thereof; and
(3) Statement of any other receipts and credits.

Payments by Non-Operator
Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If payment

is not made within such.time, the unpaid balance shall bear interest at the rate of six per cent (6% ): p&s~annunr:
until paid. R

Audits :
Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness

thereof. All statements rendered to Non-Operator by Operator during any calendar year shall be conclusively
presumed to be true and correct after eighteen months following the close of any such calendar year, -unless-

within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator
for adjustment. Failure on the part of Non-Operator to make claim on Operator for adjustment- withinr such

period shall establish the correctness thereof and preclude -the: filing . of exceptions thereto or the  mszking of’

claims for adjustment thereon. A Non-Operator, upon notice in writing to Operator and all other Non-

Operatars. shall have the right to audit Operator’s accounts and records relating to the accounting hereunder, .

within eighteen months next following the close of any calendar year. Non-Operator shall have six months.next.

following the examination of the Operator’s records within which to take written exception ta and make(any{;:

and all claims on Operator. Thedprovisions of this paragraph shall not prevent adjustments resulting from the
physical inventory of property as provided for in Section VI, Inventories, hereof,

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

Rentals and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid
direct to royalty owners by the purchaser of the oil, gas, casinghead gas, or other products.
Labor, Transportation, and Services
Labor, transportation, ard other services necessary for the development, maintenance, and operation of the joint
property. Labor shall include (A) Operator’s cost of vacation, sickness and disability benefits of employees; and-
expenditures or contributions imposed or assessed by governmental authority applicable to such labor, and
(B) Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other benefit plans of like nature, applicable to Operator’s field
payroll; provided that the charges under Part (B) of this paragraph shall not exceed five per cent (5%) of the
total of such labor charged to the joint account. .
Material
Material, equipment, and supplies purchased or furnished by Operator, for use of the joint property. So far as
it is reasonably practical and consistent with efficient and econcmical operation, only such material shall be
purchased for or transferred to the joint property as required for immediate use, and the accumulation of surplus
stocks shall be avoided.
Moving Material to Joint Property
Moaving material to the joint property from Vendor’s ar from Operator’s warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
for a distance greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.

“, .
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F. The above overhead schedule on producing wells zhall be applied ¢o individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of econdmie
development, the schedule shall be applied to the total number of wells, irrespective of individual leases.

G. The above specific overhead rates may be amended from time to time by agreement between Operatce
and Non-Operator if, in practice, they are found to be insufficient or excessive.

13. Warehouse Handling Charges-

None

14, Other Expenditures-

Any other expenditure incurred by Operator for the necessary and proper development, maintenance, - and
operation of the joint property.

II. BASIS OF CHARGES T0Q JOINT ACCOUNT
1. Purchases

Material and equipment purchased and service procured shall be charged at price paid by Operator, atter de-
duction of all discounts actually received. ‘

2. Material Furnished by Operator

Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material from Operator’s stocks under the following conditions:
A, New Material (Condition “A'")

(1) New material transferred from Operator’s warehouse or other propertieg shall be priced f. o. b. the
nearest reputable supply store or railway-receiving point, where such' material is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2” and over), shall be priced on carload basis effective
at date of transfer and f. 0. b. railway receiving point nearest the joint account operation, regardless -
of quantity transferred. ’

(2) Other material shall be priced on basis of a reputable supply company’s Preferential Price List ef-
fective at date of transfer and f. o. b. the store or railway receiving point nearest the joint account
operation where such materisl is available, '

(3) Cash discount shall not be allowed.

B. Used Material (Condition “B” and “C")

(1) Material which is in sound and serviceable condition and is suitable for reuss without reconditioning
shall be classed as Conditien “B” and pricedrat 75% of new price.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for criginal function as gzood second hand material.
(Condition “B"), or '

(b) Is serviceable for original function but substantially not suitable for reconditioning,

shall be classed as Condition “C™ and priced at 50% of new price.

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its usa:

(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at applicable
percentage: of knocked-down new price.

3. Warranty of Material Furnished by Operater- : -
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty;

and, in case of defective material, credit shall not be passed until adjustment has been received by Operator
from the manufacturers or their agents, .

Qperator’s Exclusively Owned Facilities
The following rates shall apply to service rendered to the joint account by facilities cwned exclusively by
Operator:
A, Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and-
furnishing such service to the joint account but not exceeding rates currently prevailing in the field where
the joint property is located. -
B. Automotive Equipment: Rates commensurate with cost of ownership and operation. Such rates should
generally be in line with schedule of rates adopted by the Petroleum Motor Transport Association, or some
other recognized organization, as recornmended uniform charges against joint account operations and revised {
irom time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating - g
expense and depreciation; and charges shall be based on use in actual service on, or in connecticn with, the: ‘?\7
joint account operations. Truck, tractor, and pulling unit rates shall include wages and expenses of driver. ey
A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s =
fully owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation, ~3
and the service furnished the joint property; provided that such charges shall not exceed those currently "5
prevailing in the field where the.jcint propecty. is located. . _ o
D. Whenever requesied, Operator shail infore Nen-Operator in advancored tho rateo it propoces to chargn:
E.  Rates shail be revised and adjusted fram timo to time wiven found to-be either exceszive or insufficient.

V. DISPNSAL. OF T RASE T APMENT AND . MATERIAL

R

At such times &s tubular gocds and equip=ent csa be purchased only at
prices in excess of the limitations herein seh out or such tubular goods
and- equipment are not available a% thea nearesy customary asupply- point,
Operator, nct withstanding such limitations, shall be permitted to charge
the joint account with such costs and expenses as may be reasonably
ineurred in purchasing, shopping, and moving the required tubular gocds and
equipment to said jointly owned premises; provided, however, that cach.
NWon-Operator shall be first given the opportunity of furnishing in kind

)J}q;,his or its share of such tubular goods and equipment required. This

®xception to said limitations shall be effective and shall apply only
Aurine sneh rord Ande mo st~ oo . bl . LI A



EXHIBIT "E"
GAS BALANCING AGREEMENT

Attached to and made a part of Operating Agreement dated

Between

1.

In accordance with the terms of the Operating Agreement to which this
Agreement is attached, each party shall take its share of oil and gas in kind
and separately dispose of its proportionate share of the 0il and gas produced
from the wells on the leases within the Contract Area. In the event any party
hereto fails, or is unable, to take and market its share of the gas as
produced for any reason, the terms of this Agreement shall automatically
become effective.

2.

As long as any gas produced from any of said wells is subject to the
regulations of the Federal Energy Regulatory Commission (FERC), or any
successor governmental authority, under any section of the Natural Gas Act,
the Watural Gas Policy Act of 1978 (NGPA), or other statutory authority, which
establishes maximum lawful prices for the gas, each party should receive its
allocated share of the category of gas in accordance with its interest in
production from said well. It is the intent of this Agreement that balancing
of gas taken will be based upon the allocated volumes of each category of

gas. Any deregulated gas shall be treated as a separate category for purposes
of balancing.

3.

During any period or periods when a party fails, or is unable, to take and
market its full share of gas produced, each of the other parties shall be
entitled to but not obligated to, take and deliver to its purchaser its
proportionate part of all of such gas production not taken by others. Each
party failing to take or market its full share of the gas as produced shall be
considered underproduced by a quantity of gas equal to its share of the gas
produced from the lease, less such party's share of the gas taken by such
party or in behalf of such party, vented, lost, or used in lease operatioms.
Those parties which are capable of taking and marketing the underproduced
quantity of gas allocable to an underproduced party, in the absence of any
other agreement between them, shall each take a share of the gas attributed

to each underproduced party in the direct proportion that said producing
party's interest bears to the total interest of all parties taking
underproduced gas and each of said producing parties shall be considered to be
overproduced. All gas (including overproduction or make-up) taken and
marketed by a party in accordance with the terms of this Agreement, regardless
of whether such party is underproduced or overproduced, shall be regarded as
gas taken for its own account with title thereto being in such party.

4.

All parties hereto shall share in and own the liquid hydrocarbons recovered
from all gas by primary separation equipment prior to processing in a gas
plant in accordance with their respective interests as specified in the above
described Operating Agreement, whether or not such parties are actually
producing and marketing gas at such time.

5.

'The Operator will maintain appropriate accounting on a monthly and cumulative
basis of the quantities of gas each party is entitled to receive and the
quantities of gas taken and marketed by each of the parties. For the sole
purpose of implementing the terms of this Agreement and adjusting gas
imbalances which may occur, each party disposing of gas from the lease 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 periocd, 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 provided under the NGPA or any other law or regulation in
effect. In the event deregulation occurs, the gas volumes will be identified
additionally in that category. Each party to this Gas Balancing Agreement
agrees that it will not utilize any information obtained hereunder for any
purpose other than implementing the terms of this Gas Balancing Agreement.

6.

Any party who is underproduced as to a given category of gas shall endeavor to
bring its taking of gas of that category into balance. After written notice
to the Operator, any party may begin taking and delivering to its purchaser(s)
its full share of each category of gas produced. To allow for the recovery
and make up of underproduced gas in a category and to balance the gas account
for the interests, the underproduced party or parties for a category of gas
shall after written notice to the Cperator, also be entitled to take up to an
additional fifty percent (50%) of the monthly quantity of that category of gas
attributable to each overproduced party. 1In the event there is more than one
underproduced or overproduced party, unless otherwise agreed, each
underpreoduced or overproduced party's share of make-up gas shall be in the
direct proportion of its interest to the total interests of all underproduced
or overproduced parties taking or furnishing make-up gas. The first gas made
up shall be assumed to be the first gas underproduced.

7.

If at the termination of gas production of a given category of gas, an
imbalance exists between the parties, a monetary settlement of the imbalance
between the parties shall be made within a reasonable length of time after
such gas production permanently ceases. The amount of the monetary settlement
will be limited to the proceeds actually received by each overproduced party
at the time of overproduction, less royalties and taxes paid on such
overproduction. If an overproduced party did not sell its gas but otherwise
utilized such gas in its own operations, such gas will be valued at the
maximum price which the overproduced party could have received for such gas at
the time of overproduction under such party's sales contract, or, if none, the
weighted average price received by all other parties for their gas sold at
that time. That portion of the monies collected by each 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
each underproduced party furnishes a bond or corporate undertaking agreement
acceptable to the overproduced party to hold the overproduced party harmless
from financial loss due to orders by the FERC.

8.
Nothing herein shall change or affect each party's obligations to pay its
proportionate share of all costs and liabilities incurred in operations, as

its share thereof is set forth in the above described Operating Agreement.

Q
7.

Each party shall pay, or cause to be paid, all production and severance taxes
due on all volumes of gas actually utilized or sold for its own account.

10.

Nothing herein shall be construed to deny any party the right, from time to
time, to produce and take or deliver to its purchaser the full well stream for

a period not to exceed seventy-two (72) hours to meet the deliverability test
required by its purchaser.



11.

The parties recognize that at some time after the date of this Agreement,
legislation, judicial decision(s) or executive action may cause part or all of
the then remaining gas reserves subject to this Agreement to be deregulated
and no longer be subject to Federal price regulation. If in such an event an
imbalance exists between the parties as to a given category of gas which is
deregulated, a monetary settlement of such imbalance between the parties shall
be made. The amount of the monetary settlement will be limited to the
proceeds actually received by each overproduced party at the time of
overproduction, less royalties and taxes paid on such overproduction, up to
and including the date deregulation occurs. After such monetary settlement
has been fully made for any imbalance that existed for a given category of gas
on the date of price deregulation, this Agreement shall continue to apply to
all gas produced from lands covered by the Operating Agreement.

12.

Nothing herein shall be construed as ever altering, amending or negating any
agreement heretofore entered into by any party herete obligating such party to
pay any overriding royalty, payment out of production or royalties payable
under any lease out of its interest regardless of whether such party is or is
not taking or selling its full share of production.

13.

This Agreement shall remain in force and effect as long as the Operating
Agreement is in effect and thereafter until the gas balance accounts between
the parties are settled in full and shall acerue to the benefit and be binding
upon the parties hereto, their successors, representatives, and assigns.



