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GAS OPERATING AGRE27-SN7 

THIS AGREEMENT mad© and entered into this 19th day 
of y&y, 1952, by and batmon Francis L. Harvey, Wichita 
Falls, Texas, hereinafter sometimes referred to as "Harvey", 
and sometimes as "Operator", and THE TEXAS COt*PAHY, a corp­
oration, with offices i n Fort Worth, Texas, hereinafter 
sometimes referred to as "Texas19, and sometimes aa "lion-
Operator0 5 

WITNESSETH, THAT 

WHEREAS, the parties hereto are the owners of the gas 
rights under the o i l * and gas leases as set for t h i n Exhibit 
"A", which is attached hereto and made a part hereof, and 

WHEREAS, with a view of prevention of wasta and tsors 
economic operation for the production of gaa, the parties 
hereto desire to develop and operate j o i n t l y said leases 
on the terms, covenants, and conditions herein contained; 

NOW, THEREFORE, i n consideration of tha premises and 
the mutual covenants and agreements herein contained, the 
parties hereto havo entered and by theso presents do enter 
into the following agreementj 

I . CONTRACT AREA 

The o i l and gas leases insofar as saras cover and apply 
to tha gaa rights i n tha \mr\ described i n Exhibit "A" which, 
for the purposes of t h i s Agreement, constitute the Contract 
Area and aaaa shall bo developed and operated for the produc­
t i o n of gaa by Operator subject to the tanas, provisions, and 
conditions i n thia Agreement and the parties hereto do hereby 
conaifc to this Agrwsant t h e i r respective leases insofar as 
asm® cover and apply to the gas rights in tho Contract Area, 
but only to a depth bolow the surface of th© ground down to 
and including^what i s known as the Mesa Verde Formation. 

I I . TITLES 

I f any loss of t i t l e occurs to any of the leases con­
tributed hereto, saae shall be borne by tho party who con­
tributed to this Agreement the lease upon which t i t l e f a i l s ; 
provided, however, that thena shall be no retroactive adjust­
ment of costs incurred prior to the f i n a l determination of 
such loss. 

I I I . INTERESTS OF THE PARTIES 

The interests of tha parties to a l l tho gas produced 
and saved, frcsa the Contract Area and in and to the equipment 
to be installed therein and thereon shall be as follows: 

HAR7ET 87i per cent 
TEXAS 12l per cent 

and a l l costs, expenses, and l i a b i l i t i e s accruing or resulting 
from the development and operation of aaid Contract Area pur­
suant to the Agreeasnt shall bo determined, shared, and borne 
by the parties hereto i n said proportions. 



IV. DESIGNATION OF OPERATOR AND TEST WELL 

Harvey w i l l be Operator hereunder and shall as soon as 
arrangeaanto can be raado coEanence, or causo to be connianced, 
operations for the d r i l l i n g of a well for tha discovery of gaa 
990 feet froa the North l i n e and 990 feet frosa tho East l i n e 
of the center of Section 2, Township 29 North, Rang© 8 West, 
San Juan County, Mew Mexico, and prosecute the d r i l l i n g there­
of with diligence to a depth to test the Mesa Verd© Pay Zone 
expected to b© encountered at a depth of approximately Five 
Thousand, two Hundred (5200 feet) feet unless son® formation 
or condition which makes further d r i l l i n g impracticable i s en­
countered at & lesser dopth. 

V. TAXES 

Operator shall render for ad valorem tax purposes tho 
entire leasehold rights covered by t h i s Agreement and 
physical property located on the unit or usod i n connection 
therewith or such part thereof as nay b© subject to ad valorem 
taxation under existing laws or which may b® made subject to 
taxation under future laws and shall pay f o r tha benefit of 
the j o i n t account a l l such ad valorera taxes at tho tints and 
in th© Banner required by Law which wm bo assessed upon or 
against a l l or any portion of such rights and interests i n 
the physical property located thereon or used i n connection 
therewith. Operator shall b i l l Non-Operator fo r i t s propor­
tionate share of such tax payaant as provided by tho account­
ing pro ceduro tareto attached 0 

VI. IHSURANCS 

Operator shall, at a l l times while operations are con­
ducted ho ra and or, carry and require i t s contractors to carry 
insuraae® to indeanify f l protect, and savo the parties hereto 
hanalooo0 as follows! 

(a) Workman'o Coaponsation Insurance i n accordance 
with tho laws of tho Stat© of Now Mexico, 
and Employers' L i a b i l i t y Insurance with l i m i t s 
of not less than $25,000.00 per employee. 

(b) Public L i a b i l i t y Insurance covering both bodily 
Injury and death with l i m i t s of not less than 
325,000.00 as to any one person, and 350,000.00 
as to any one accident, and Property Damage Lia­
b i l i t y Insurance with a l i a i t of not laaa than 
025,000.00 por accident. 

(c) Automotive Public Liability Insurance with bodily 
injury limits of not less than: ,125,000.00 as to 
any one person and $50,000.00 ao to any one acci­
dent „ and Automotive Property Damage Insurance 
with a limit of not less than $25,000.00 ao to any 
on© accident„ 

Operator shall not provide for the benefit of the j o i n t 
account insurance covering loss or danage to property on account 
of fir®, explosion e windstora t and other property hasardo. 

Th© insurance referred to in Paragraphs (a) and (b) 
shall be charged for at tho mamml rates based opon Operator's 
experience, but without regard to Operator's retrospective or 
other Bimilar rating planso 



I t i s further understood and agroed that the Operator 
is not a warrantor of tho financial responsibility of tho 
insurer with whom such insurance Is carried and that except 
for w i l l f u l negligenc© Operator shall not be liable to Non-
Operator for any loss suffered on account of tho insufficiency 
of the insurance carried, or of insurer with whoa carried. 
Operator shall not be liable to ilon-Oparator for any loss 
accruing by reason of Operator's i n a b i l i t y to procure or 
maintain th© insurance above raentloned. Operator agrees 
that i f at any tins during th© l i f e of t h i s agreeaant i t i s 
unable to obtain or maintain such Insurance i t shall iiaasdi-
ately n o t i f y In writing Non-Operator of such f a c t , 

V I I . OVERRIDING ROYALTIES, OIL PAYMENTS, ETC. 

I f any o i l and gas leases contributed to tha Contract 
Area herein are burdened with any royalties, overriding roy=» 
al t i e s , payaento out of production or any other charges i n 
addition to tha usual one-eighth (1/8) royalty, tho party 
contributing any such lease shall boar and asauEO saara out 
of tha inter®st attributable to hia or i t hereunder. 

V I I I . RENTAL PAYMENTS 

Each party holding an o i l and gas lease subjected to 
th i s agreement shall, baforo the duo date, pay a l l delay 
rentals which stay bocossa duo under tha loaoQ or loaaoa con­
tributed by him or i t . Th© burden of paying ouch rentals 
shall f a l l entirely upon tho party required to nsako payment 
thereof hereunder* In event of fa i l u r e to raako propar pay-
stent of any delay rental through aista^G or oversight whero 
such rental i s roquirad to continue the lease i n fore© ( i t 
being uadoratood that any such f a i l u r e shall not bo regarded 
as a t i t l e f s i l u r o within tho moaning of any other section of 
this agsracsssafe) there ahfllTL be no money l i a b i l i t y on the part 
of tho party f a i l i n g to pay such rantal, but such party snail 
mako a bona fid o effort to secure a not? Leaao covering th® 
sane interest, and i n the event of f a i l u r e to secure a now 
lease within a roaacnabla tints, tho interests of tho parties 
hereto shall bo revised so that the party f a i l i n g to pay any 
such rental w i l l not be credited with tha ownership of any lease 
on which rental was required but was not paid. 

I I . CONTROL AI.!D COST OF OPERATION 

Operator shall have f u l l control of tho premises subjected 
hereto and, subject to the provisions hereof, shall conduct and 
manago tho davalopsasnt and operation of said promises for the 
production of gas far the j o i n t account of the parties hereto. 
Operator shall pay and discharge) a l l costs and expenses Incurred 
pursuant hereto, and shall chargo each of tho parties hereto 
with i t s respective proportionate share upon tho coat and ex-
pens© basis provided i n the Accounting Procedure attached hereto, 
aarksd .Exhibit RBS, and oad« a part hereofj provided however, 
i f any provision of said Exhibit °Ba conflicts with any pro­
vision hereof, the l a t t e r shall bo deeaad to control. Non-
Operator w i l l promptly pay Operator auch cooto ao are hereunder 
chargeable to Non-Operator » Unless otherwise herein provided 
a l l production of gas froa said Land, subject to th© payaent 
of applicable royalties thereon, and a l l materials and equip­
ment acquired pursuant hereto, shall bo owned by the parties 

f, hereto In the respective proportlona as vet out- heroin* Opor-
ator shall at a l l times keep th© jo i n t interest of tho parties 

%p. hereto i n and to the Leases and oquipssant thereon fre© and clear 
of a l l labor and mechanics* liens and encumbrances* 

- 3 -



X. EMPLOYEES 

The nuabor of eiaployees, tha selection of such ess-
ployees, the hours of Labor and th® cozaponsation fo r services 
to b© paid any and a l l such eaployee© shall bo determined by 
Operators Such aEiplayaea shall be eaployoes of Operator. 

Ho DRILLING OPERATIONS 

AH m i l s d r i l l e d on th© Contract Area shall b© 
d r i l l e d on a coapetitiv© contract basis at th© usual rates 
prevailing i n the f i e l d i n which said leasee are located 0 

Operator, i f i t so desires, aay eaploy i t s own tools and 
equiprasnt I n th© d r i l l i n g of wells, but i n such ©vent the 
chargg therefor shall not oxc«cd th© prevailing rate i n tho 
fields and such work shall be performed by Operator under th© 
same term) and conditions as shall bo customary and usual i n 
the f i e l d i n contracts of independent contract or o who are do*» 
Ing work of a similar nature. A l l d r i l l i n g contracts shall , 
contain appropriate provisions of a similar naturo. A l l d r i l l ­
ing contracts shall contain appropriate provioiona that any 
wells d r i l l e d on the Contract Area, when cosaplotod, shall not 
deviate i n excess of f i v e degrees froa porpondicularc Unless 
otherwise mutually agreed onV th© well provided i n Article IV 
hereof shall bo d r i l l e d on said Contract Ar@a0 

X I I . AUTHORITY FOR INCURRING OP EXPENDITURES 

Operator, before Incurring any itetas of oxpaaditur© i n 
excess of 02,000.00, ©xcopfc e:fpondituros f o r the d r i l l i n g and 
equipasaiLof walla mutually agreed upon, shall secure tho ox-* 
press consent and approval i n writing ox Non-Oporator. Opera— 
to r shall, upon request,, furnlah Non-Operator with a copy of 
Operator's authority f o r oxponditurea f o r any projoct coating 
i n excess of /ls000oQ0o 

I I I I e OPERATOR'S LXEH 

Operator sh a l l her© a Lisa upea tho interest of "as— 
Operate? whiek i s subjoeted t o this agrossssnt0 tho gaa there— 
froa, th© preeoedo thereof and th® materials and oquipaont 
thereon and therein to soeuro Operator i a the payraoot of any 
sura duo to Operator horoundar froa such I.' on—Oporat or» The 
li e n heroin provided f o r shall not extend to any royalty rights 
attributable to any interests subjected hereto. 

XIV. ADV&NCE3 

Operator, at i t s olsction, may roquiro Non-Operator to 
furnish i t s proportion of th© developmnt and operating costs 
according to the following conditionaj 

On or before th© f i r s t day of each calendar month, Oper­
ator shall oubait an itemised oatliaata of such costs for tho 
succeeding calendar month to Non-0poratoro Within f i f t e e n (15) 
days thereafter - Non-Operator shall pay, or aocuro tho payaant 
In a manner satisfactory to Operator, i t s proportionate sharo of 
such estinaatOo 

Should Non-Operator f a i l and neglect to pay or 8oeuro tho 
payiaant of i t s proportionate part of such estimate), tho ease 
shall bear interest at tho rate of six p®r cant par annua u n t i l 
paid. Ad juataoats botaasa estinataB and actual costs shall be 
raado by Operator at tho clom of each calendar aonth and tho 
accounts of tho parties adjusted accordingly Q 
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17, SURPLUS MATERIAL AMD EQUIPMENT 

Surplus material and eeuiptsant froas the Contract Area, 
when i n the judgaant of Operator ia not necessary f o r the de­
velopment and operation of tho leased premises, may bo divided 
i n kind or, by mutual consent of th® partiaa, DO sold t o ono 
of rrthe partio 13 horeto or to others for the bonefit of th© 
jo i n t account a Proper charges and credits shall be raado by 
Operator as provided i n th© Accounting Procedure attached 
hereto as Exhibit •B°. 

XVI. DISPOSITION 0? PRODUCTION 

Each of tho partlas hereto shall at any time and froa 
tlae to tia© have the r i g h t and privilege upon the payment of, 
or securing the payaent of, the royalty interest thereon, o£ 
receiving i n kind or of separately disposing of his or i t s pro­
portionate share of th© gaa produced and saved from the Contract 
Area. Anp: extra expenditure incurred by reason of th© delivery 
of I t s proportioaato part of the production to any on© party 
shall be borne by sueh party. 

Each of th© parties shall be entitled t o receive direct 
payment for his or I t s share of th© proceeds of a l l gaa pro­
duced and saved, purchased and/or sold froa the preaisoo, and 
on a l l such sales, proper division orders or contracts of 
sale shall bo executed by the parties hereto** Operator shall 
receive a l l royalties under leased intorosto f o r proper d i s ­
t r i b u t i o n to royalty owners. 

XVTI« LIABILITY 

Tha l i a b i l i t y of the parties hereunder shall be several 
and not j o i n f o r collectives Each party shall be responsible 
only f o r his or it® obligations as herein set out, and shall 
be ll&bl*! only f o r i t s proportionate share of the cost of 
developing and operating the pnaaisaa aubjact herete» I t i s 
oxprsosly agreed that, i t - i a not the purpos© or intention of 
t h i s agreasaant te create, nor shall the operations of the 
parties hereunder be construed or conoidarod as a j o i n t venture 0 

or as any kind of a partnerships 

XVIII. TRANSFERS OP INTEREST 

No assignsont, sort gaga or other transfer affecting the 
Interest covered hereby, the production therefro®, or oquipmnt 
thereon, shall be made unless the sam shall cover the entire 
undivided interest of sueh assignor, aortgagcr or seller i n the 
Contract Area} I t baftag the intent of th i s provision to maintain 
the j o i n t dovelopeswit and operation of the Contract Area, pro­
vided that the sal© of a lesser interest than the seller** entire 
undivided interest may bojsado upon the securing the unanimous 
approval of the other party In writings 

In the event any party dsairea to s e l l or any part 
of i t s interest i n th® Contract Area, the other party hereto 
shall have a preferential r i g h t to purchase sasso In such event, 
the selling party shall promptly coraainieato t o the other party 
hereto th© offer raeaivea by hia or i t froa a prospective pur­
chaser ready, w i l l i n g and able to purchase th© stss&„ together 
with the and addroso of su& prospective purchassr, and said 
party shall thereupon have an option f o r a period of tea (10) days 
after the receipt of said notice to purchase such undivided i n -
teroat f o r his or i t s osaa benefit on the tenss and conditions of 

^Vsuch off@r» In the event of a sale by Opeaator of the interest 
owned by hiia which i a subject hereto, Non-Oporatoar shall bo en­
t i t l e d t o be the Operator» The limitations of t h i s paragraph shall 
not apply where any party 



hereto desires to dispose of his or i t s interest by merger, 
reorganisation, consolidation or sale of a l l i t s assets, or 
a sale of his or i t s intaroot to a subsidiary or parent COH>= 
pany, or subsidiary of a parent company, or to any company 
i n which such party hereto owns a majority of tho stock* 

I I I . RIGHTS OF THE PARTIS3 TO INSPECT PROPERTY AND RECORDS 

Tho following specific r i g h t s , privileges and obliga­
tions of the parties hereto are hereby expressly provided, but 
not by way of li m i t a t i o n or exclusion of any other r i g h t , p r i ­
vilege ana obligation of the respective partiest 

(a) Non-Operator shall have access to tho entiro Con­
tr a c t Area at a l l reasonable times to inspect and observe oper­
ations of every kind and character upon tho property. 

(b) Hen-Operator shall have access at a l l reasonable 
tiaaa to any and a l l information pertaining to the wells drilled„ 
production secured, gaa marketed, and to the books, records and 
vouchors relating to the operation of the Contract Area. 

(c) Operator shall, upon request, furnish Non—Operator 
with daily d r i l l i n g reports, true and ccapiato copies of well 
logs, tests and charts, and shall also, upon request, make 
available ample© and cuttings from any and a l l wells d r i l l e d 
on the Contrast Area. 

(d) Operator shall furnish Non-Operator with copioo of 
a l l reports furnished any governmental agency. 

Ha ABANDONMENT OF WELL 

Ia cageotha i n i t i a l well or any additional Jointly owned 
well ei? tssll© dr i l l e d hereunder shall prove to be a dry hole., 
thea tfes Operator shall, subject to Paragraph H I . hereof, plug 
and abajsdcsi- gosh well or wella and salvage «ii material and 
equipaanfe thsrefros f o r the benefit of tho parties hereto i n 
accordance with th© provisions of said Exhibit "B®. No produc­
ing well or a well which has once produced shall be plugged and 
abandoned without the consent of the parties hereto and i f tho 
parties are unable to agree upon the abandonment of any well 
or wells, then the party not desiring to abandon such well or 
wells shall tender to the party desiring to abandon sasso a sua 
equal to his or i t s proportlonato share in the reasonable salvage 
value on top of tho ground at the wo 11 of tho material and equip­
ment i n and on said well. Upon receipt of such sua the party de­
si r i n g te abandon such well shall transfer without warranty of 
t i t l e t o tho party desiring to retain the aaao, his or i t s Inter­
est (o) i n the gaa rights i n the formation froa which said well 
Is then producing or last produced i n and to the land attributed 
to said well by th© well pattern on which said well was d r i l l e d , 
except that said assignment shall not include acreage upon which 
another producing well i s located. Any such assignment shall 
vect thQ Interest so assigned I n th© party electing not to aban­
don any ouch well. The party so assigning under th i a provision 
shall ne& be liable after delivery of such assignment f o r any 
cost or expanse incurred after the delivery of said assignsssnt 
i n senneetion with auch well, but he or i t shall be li a b l e for 
l t o or tholr proportionate part of tho cost and expense incurred 
before the delivery of said aaslgnzamt. 

XXI. SURRENDER OF LEASES 

No laao© embraced within the Contract Area- shall be sur-



rendered unless th© parties siutually agree thereon* If 
one of the partioo should d@adr@ te surrender any lease 
or lease® and any other not, th© party desiring to sur­
render shall assign t® th© party not desiring to surrender, 
his or its interest in sueh lease» The party or partioo 
receiving any sueh asaignssafc shall pay the assigning 
party tho reasonable salvage value on top of the ground 
at the well of the assigning party's proportionate part 
of th© oqulpEant in and oh any well or wells on auch lease 
cr leases oa the date of any such aseignsent. If there be 
sore than one assignee such assigned interest shall be held 
by the assignees in proportion to their then respective* in=» 
tarosto in the Contract Area» 

XXIIT. EFFECTIVE PERIOD 

This agreement shall reoain in force for the, full 
feena of the oil and gaa leases which are subjacy hereto and 
of any renewals or extensions thereof whather by production 
or otherwise and a y be teralnated as a. whole or in part by 
mitual consent of the partiem; provided however« any party 
aay be relieved frost its obligations and. liabilities here— 
undor not previoualy incurred by assigning and transferring 
to the other party a l l of its right„ title and interest in 
and to the goo rights undos* the loaso or leases ce^ited 
hereto o The party receiving any such asslgnsssn& er assign** 
aents shall pay the assigning party tho reasonable oalvag© 
value of his or ito propertlenate pore on top of the ground 
at the trail of the oquipsrat in and on any well or trails on 
the Contract Area oa th© date of any sueh aaolgnaaalt or as=> 
algnsssattae If there be sore thaa one assignee, said assigned 
intorosfe shall b<a held by the assignees in propertion te their 
the® r@seee6±v@\ interests in th© Contrao^ LAreoo 

I f th© TSOII provided for under Paragraph IV. hereof, 
upea @@^&e$£®Sg is set capable of predaeing; in paying *ua£p» 
titles and ne\ additional wella are prepeeod for drilling 
within tho nest ensuing Bis (6) Bant ho froa the date of cea<- , 
platioa thareof, thoa this AgroeaeBft subjeefe te payisssnfe of 
a l l costs incurred hereunder shall terminate and be of ne-
further force and of feet, notwithstanding any other provi— ^ 
sions of this Agreeasat to the contrary0 — 

HIT. REGULATIONS ^; 

All of tho provisions of this agreeaant are hereby ox=» 
presaly mde subject to al l applicable Federal or State lawo 
and orders, rule a and regulations of any constituted authority, 
and in the event thia agreesant or any provision hereof is 
found to be inconsistent with or contrary to any sueh law, 
order, rule or regulation, the latter shall be deexed to con­
trol 0 and thia agreeaseat shall be regarded as modified accord­
ingly and as oo modified shall continus in full force and 
affoeto 

XX7. NOTICES 

Al l notlcoQp reperta aad correspondence respired or 
md© neees&ssry by the tons of this agreesBsafc ahall be doessd 
to have been properly served i f and when sent by mail or tolo­
graph te Francis L . Harvey, Building or P 0 0 o 
B o s j ? ? 0 •> Wichita Falls„ Texas and' t@ the Tessa Cesraanŷ  
18th Floor, Continental Life Bldg* or P. 0 o Boa 1720, Fort 
Worthy Texaoo Any party rasy chang® it® eddroae by appropriate 
written notice to the other party neret©* 
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1X71 o MISCELLANEOUS PROVISIONS 

Th® toro 0gas° tjherevor used i a this agreessnt shall 
be construed to include only gaa produced froa a gas well in 
th© Contract Area© 

Operator shall not be liable for aay loss of property 
or of tic® caused by strikes, riots, firesp tornadoes,, floods, 
or for any other cause beyond the control of Operator through 
tho exorcise of reasonable diligence 0 

This agreefflent and Exhibit® aA n and °H° attached herete 
contain a l l of the tarsal ao agreed upon by the partieo herete« 

This agreement shall extend to and bind the respective 
heirs, exseutcre, administrators, successors, and assigns of 
the parties hereto. I t i s agreed that the torus, conditions 
and provisions hereof shall constitute a covenant running 
with the lando0 interests and leasehold ostatoa covered 
hereby, 

IN WITNESS WHEREOF, th© parties herete have signed 
this agrooassnt th© day and year firsfc hereinabove written© 

THE TEXAS COMSAHY , 

By 

1/ , Atteraejfv-3 

FRANCIS Lo HAR7IY 

STATS ey T B Z I S 

COUNTY OF TARMIT 

On this day of 
y sj ^22&> before , 

_„ -^>- - < ^ y ^ - ^ ^ — » to BO personally 
known, who, being by iaa duly sworn» did say thats ho lo Attorney— ^ 
In-Fact of The Texas Ceapany,, a Dolstjare Corporation^ and that t he^ 
seal afflxsd te said instrument i s the eorperqt© seal of said ^ 
corporation, and that said inotruMHfc was signed and sealed in -< 
behalf of said corporation by authority of i t s Board of Directors: =v 
and the said (~~f̂ _""g~^^"~~'^T^T~T' acknowledged said In— 
strucont to be the free act and deed of said Corporation« 

Given under ®y and seal of office this 
1952« 

day 

iotary Fu&lie in and for 
Tarrant County,, Tes&s . F s q 

#134077 
SWLjBDS 

» 3" ra 



STATS OF TEXAS 

CQUUTT OP WICHITA 

On thia day of < ^ T ^ t ^ 1952 „ 
before is© paraoEally"'&$jtaa&®& ?»aseia L a Harvey to aa known 
to bo th© par son described in and wh© oxaeuted tho forego lag 
inatruontp and acknowledged thafc h© oxoeuted the &ems> as his 
free act and deeds 

IH WITNESS WHERS3FS I have hereunto m t ay hand and 
affixed ssy o f f i c i a l seal tho day and year in thia certificate 
above writtoao 

x:. 
c in and"for" Wichita CountyB Tessa© 



SXHIBTT 5 5 Aa Attached hereto asd© a 
parts of Gas Operating Agreement dated 
May 19, 1952^by and between Tha Texas 

SCHEDULES OF•LEA8B3. 

Leases contributed by Franeia L© Harvey 0 a l l being assented 
by the State of Hew Kexicer -~ 

Oil and Gas Leas® tZZ92^ B insofar as said 
lease eovara 205*28 acres^ sar© or less 0 being 
Lota 1. 2 and 4 and th© South 1/2 of the Norths 
east 1/4 of Section 2 - 29 Scuta 3 Beets 0 H«MoP»M# 
San Juan County, Hew li@2d.coe> f^.^ 

Oil and Gas Leas©, #l»538O0 insofar as said loam 
COY or® 40 acre©. aor© or 1GSOP being tho Southeast 
1/k of the Northwest 1/4 of said Section 2a 

Oil and Gaa Leas© #B :H12$-*>36g insofar as said -7 
leas® covero 41«6& aero®, EOTO or leoe 0 baing • 
Lot 3 of said See%io@ 2* 

Leas® contributed by The Testis CeapaEy b^ing ©aaeutod by 
th© State of Near M2srf.ce8 

Oi l ana 6ao Leoeo #S->3149& insofar as 1% cover® 
40 across EST® or lee©* being the S«utte£3Sfe 1/4 
of the ffortbwsst 1/4 'or said Beetles 2Q 



. , . , , . , Gas Operating Agreement dated 7 
Attached to and made a part of r : ~ 

'9-1 

May I.Qj 1952, hy and bRf.we-Rn Francis L. Harvey and 
The Texas Company 

ACCOUNTING PROCEDURE 
(UNIT A N D JOINT LEASE OPERATIONS) 

I . GENERAL PROVISIONS 
1. Definitions 

The term "joint property" as herein used shall be construed 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 tor the joint account. 
The term "Non-Operator" as herein used shall be construed to mean any one or more of the non-operating 
parties. 

2. Statements and Billings 
Operator shall b i l l Non-Operator on or before the last day of each month for its proportionate share of costs and 
expenditures during the preceding month. Such bills w i l l be accompanied by statements, reflecting the total-
costs and charges as set fo r th under Sub-Paragraph A --- below: 
A. Statement in detail of a l l charges and credits to the joint account. 
B. Statement of al l 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 oil and gas properties; 
(2) Statement of al l 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. 

3. Payments by Non-Operator 
Each party shall pay its proportion of all such bills w i t h i n f i f teen (15) days after receipt thereof. I i ' p a y m e n t " 
is not made wi th in such- time, the unpaid balance shall bear interest at the rate of six per cent ( 6 % ) per-annum -
unt i l paid. ; ' 

Payment of any such bills shall not prejudice the r ight of Non-Operator to protest or question the correctness 
thereof. A l l statements rendered to Non-Operator by Operator during any calendar year shall be conclusively 
presumed to be true and correct after eighteen months fol lowing the close of any such calendar year, unless • 
wi th in said eighteen months period Non-Operator takes wri t ten exception thereto and makes claim on Operator 
for adjustment. Failure on the part of Non-Operator to make claim on Operator for adjustment - w i th in - such 
period shall establish the correctness thereof and preclude t h e - f i l i n g . o f exceptions thereto or the- mskmg- 'of ' 
claims for adjustment thereon. A Non-Operator, upon notice in wr i t i ng to Operator and al l other N o n -
Operators, shall have the right to audit Operator's accounts and records relating to the accounting hereunder,. 
wi th in 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 w i t h i n which to take writ ten exception to and make.*any;.-
and al l claims on Operator. Theiprovisions of this paragraph shall not prevent adjustments resulting f rom the 
physical inventory of property as provided for in Section V I , Inventories, hereof. 

I I . DEVELOPMENT AND OPERATING CHARGES 
Subject to limitations hereinafter prescribed, Operator shall charge the joint account w i th the following-items: 

1. Rentals and Royalties 
Delay or other rentals, when such rentals are paid by Operator fo r the joint account; royalties, when not paid 
direct to royalty owners by the purchaser of the oil , gas, casinghead gas, or other products. 

2. Labor, Transportation, and Services 
Labor, transportation, and 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;• End-
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 l ife insurance, hospitalization, pension, 
retirement, stock purchase, th r i f t , bonus, and other benefit plans of like nature, applicable to Operator's f ie ld 
payroll; provided that the charges under Part (B) of this paragraph shall not exceed f ive per cent (5%) of the 
total of such labor charged to the joint account.. 

Material, equipment, and supplies purchased or furnished by Operator, for use of the joint property. So far as 
it is reasonably practical and consistent wi th efficient and economical 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. 

4. Moving Material to Joint Property 
Moving material to the joint property f rom Vendor's or f r o m Operator's warehouse in the district or f r o m 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 f rom the nearest reliable supply store or railway receiving point where 
such material is available, except by special agreement wi th Non-Operator. 

4. Audits 

3. Material 
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F. The above overhead schedule oa producing we l l* shall be applied to mdividual lease*; provided that, 
whenever leases covered by this agreement are operated a* a unitized project in the interest of economic 
development, the schedule shall be applied to the total number of wells, irrespective of individual lease*. 

G. The above specific overhead rates may be amended f r o m time to t ime by agreement between Operator 
and Non-Operator i f , i n practice, they are found to be insufficient or excessive. 

13. Warehouse Handling Charges 

None 

14. Other Expenditures 
A n y other expenditure incurred by Operator for the necessary and proper development, maintenance, and 
operation of the joint property. 

HL BASIS OF CHARGES TO JOINT ACCOUNT 
1. Purchases 

Material and equipment purchased and service procured shall be charged at price paid by Operator, after de­
duction of al l discounts actually received. 

2. Material Furnished by Operator 
Material required for operations shall be purchased for direct charge to jo in t account whenever practicable, 
except that Operator may furnish such material f r o m Operator's stocks under the fol lowing conditions: 
A. New Material (Condition " A " ) 

(1) New material transferred f rom Operator's warehouse or other properties shall be priced f. a. 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 w i l l 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. o. b. railway receiving point nearest the jo in t 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 material ia available. -' 

(3) Cash discount shall not be allowed. 
B . Used Material (Condition " E " and "C") 

(1) Material which is i n sound and serviceable condition and is suitable for reuse without reconditioning 
' shall be classed as Condition " B " and pricadVat 75% of new price. 

(2) Material which cannot be classified as Condition " B " but which, 
(a) Af t e r reconditioning w i l l be fur ther serviceable fo r original funct ion a3 good second hand material. 

(Condition " B " ) , or 
(b) Is serviceable for original, funct ion 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 w i t h its use; 

(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 FumUhsd: b y Operatmr 
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 un t i l adjustment has been received by Operator 
f r o m the manufacturers or their agents. . 

4. Operator's Exclusively Owned Facilities 
The following rates shall apply to service rendered to the jo in t account by facilities owned exclusively by 
Operator: 
A. Water service, fue l gas, power, and compressor service: A t rates commensurate w i th cost of providing and 

furnishing such service to the jo in t account but not exceeding rates currently prevailing in the f i e ld where 
the joint property is located. 

B. Automotive Equipment: Rates commensurate w i t h cost of ownership and operation. Such rates should 
generally be i n line w i t h schedule of rates adopted by the Petroleum Motor Transport Association, or some 
other recognized organization, as recommended un i form charges against jo in t account operations and revised 
f r o m time to time. Automotive rates shall include cost of oi l , gas, repairs, insurance, and other operating U '' 

f^p expense and depreciation; and charges shall be based on use in actual service on, or in connection wi th , the- Y " " 
^Off ioint account operations. Truck, tractor, and pul l ing unit rates shall include wages and expenses of driver. )"^» 

C. A fair rate shall be charged for the use of dr i l l ing and cleaning-out tools and any other items of Operator's • 
f u l l y owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation, "V? 
and the service furnished the jo in t property; provided that such charges shall not exceed those currently 
prevailing i n the f i e l d where the. j o in t property, is locatecL 

D. Whenever requested, Operator shall inform- N e n - O p « r o t o r i n adTxnsaef- tha rateo i t proposes to charge. 
E_ Rates •hail bo revised and adjusted f r o m tima to tbaw wh*n found l o t » « t h o r excessive or insufficient. 

. _ . IV. niSJ>OSAI, Off K t i f O p M K N T A?VT) T l A T X E I A l . 

5. At such, tiraea as tubular^gaodaland equipsnfc cazxTbe.purchased" only a t ' 
pr-±s«3 i n excess of the l i m i t a t i o n s herein . set out or such.- tubular goods 
and equipment aro not ava i lab le .at tha nearest; customary supply-point , 
Operator, not-withstanding such l i m i t a t i o n s , a rial 1 be permitted to charge 
the j o i n t account w i t h such costs and expenses as may be reasonably 
incurred i n purchasing, shopping, and moving the requi red tubu la r goods and 
equipment to said j o i n t l y owned premises; provided, however, that each 
Non-Operator sha l l be f i r s t given the opportuni ty o f f u r n i s h i n g i n kind 

* h i a or i t s share of such tubu la r goods and equipment required. Thia 
•exception to said l i m i t a t i o n s shal l be e f f e c t i v e and s h a l l apply only 
d u r l n p - q u r h OO^H ~ ^ -— - . . . - . 1 j - *-
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EXHIBIT "E" 

GAS BALANCING AGREEMENT 

Attached to and made a p a r t of Operating Agreement dated 
Between 

1. 

I n accordance w i t h the terms of the Operating Agreement to which t h i s 
Agreement i s attached, each p a r t y s h a l l take i t s share of o i l and gas i n kind 
and separately dispose of i t s proportionate share of the o i l and gas produced 
from the wells on the leases w i t h i n the Contract Area. I n the event any party 
hereto f a i l s , or i s unable, t o take and market i t s share of the gas as 
produced f o r any reason, the terms of t h i s Agreement s h a l l a u t o m a t i c a l l y 
become e f f e c t i v e . 

2. 

As long as any gas produced from any of said wells i s subject t o the 
regulations of the Federal Energy Regulatory Commission (FEF.C) , or any 
successor governmental a u t h o r i t y , under any section of the Na t u r a l Gas Act, 
the Natural Gas Policy Act of 1978 (NGPA), or other s t a t u t o r y a u t h o r i t y , which 
establishes maximum law f u l p r i c e s f o r the gas, each party should receive i t s 
a l l o c a t e d share of the category of gas i n accordance w i t h i t s i n t e r e s t i n 
production from said w e l l . I t i s the i n t e n t of t h i s Agreement t h a t balancing 
of gas taken w i l l be based upon the a l l o c a t e d volumes of each category of 
gas. Any deregulated gas s h a l l be treated as a separate category f o r purposes 
of balancing. 

3 . 

During any period or periods when a party f a i l s , or i s unable, t o take and 
market i t s f u l l share of gas produced, each of the other p a r t i e s s h a l l be 
e n t i t l e d to but not obliga t e d t o , take and d e l i v e r to i t s purchaser i t s 
proportionate part of a l l of such gas production not taken by others. Each 
p a r t y f a i l i n g to take or market i t s f u l l share of the gas as produced s h a l l be 
considered underproduced by a q u a n t i t y of gas equal to i t s share of the gas 
produced from the lease, less such party's share of the gas taken by such 
p a r t y or i n behalf of such p a r t y , vented, l o s t , or used i n lease operations. 
Those p a r t i e s which are capable of taking and marketing the underproduced 
q u a n t i t y of gas allocable t o an underproduced party, i n the absence of any 
other agreement between them, s h a l l each take a share of the gas a t t r i b u t e d 
t o each underproduced party i n the d i r e c t p roportion t h a t said producing 
party's i n t e r e s t bears to the t o t a l i n t e r e s t of a l l p a r t i e s t a k i n g 
underproduced gas and each of said producing p a r t i e s s h a l l be considered to be 
overproduced. A l l gas ( i n c l u d i n g overproduction or make-up) taken and 
marketed by a party i n accordance w i t h the terms of t h i s Agreement, regardless 
of whether such party i s underproduced or overproduced, s h a l l be regarded as 
gas taken f o r i t s own account w i t h t i t l e thereto being i n such pa r t y . 

4. 

A l l p a r t i e s hereto s h a l l share i n and own the l i q u i d hydrocarbons recovered 
from a l l gas by primary separation equipment p r i o r to processing i n a gas 
p l a n t i n accordance w i t h t h e i r respective i n t e r e s t s as s p e c i f i e d i n the above 
described Operating Agreement, whether or not such p a r t i e s are a c t u a l l y 
producing and marketing gas a t such time. 

5 . 

The Operator w i l l maintain appropriate accounting on a monthly and cumulative 
basis of the q u a n t i t i e s of gas each p a r t y i s e n t i t l e d t o receive and the 
q u a n t i t i e s of gas taken and marketed by each of the p a r t i e s . For the sole 
purpose of implementing the terms of t h i s Agreement and a d j u s t i n g gas 
imbalances which may occur, each party disposing of gas from the lease i n any 
month, to the extent required, s h a l l f u r n i s h or cause to be furnished to the 



Operator by the l a s t day of each calendar month a statement showing the t o t a l 
volume of gas sold by such party or taken i n kind f o r i t s own account during 
the preceding calendar month (the " r e p o r t p e r i o d " ) . Within s i x t y (60) days 
a f t e r the end of each report period, the Operator s h a l l f u r n i s h each party a 
statement showing the status of the overproduced and underproduced accounts of 
a l l p a r t i e s . A l l gas volumes under t h i s paragraph w i l l be i d e n t i f i e d by the 
appropriate category provided under the NGPA or any other law or r e g u l a t i o n i n 
e f f e c t . I n the event deregulation occurs, the gas volumes w i l l be i d e n t i f i e d 
a d d i t i o n a l l y i n t h a t category. Each p a r t y to t h i s Gas Balancing Agreement 
agrees t h a t i t w i l l not u t i l i z e any information obtained hereunder f o r any 
purpose other than implementing the terms of t h i s Gas Balancing Agreement. 

6 . 

Any party who i s underproduced as to a given category of gas s h a l l endeavor to 
br i n g i t s t a k i n g of gas of that category i n t o balance. A f t e r w r i t t e n n o t i c e 
to the Operator, any party may begin t a k i n g and d e l i v e r i n g t o i t s purchaser(s) 
i t s f u l l share of each category of gas produced. To allow f o r the recovery 
and make up of underproduced gas i n a category and to balance the gas account 
f o r the i n t e r e s t s , the underproduced p a r t y or p a r t i e s f o r a category of gas 
s h a l l a f t e r w r i t t e n notice to the Operator, also be e n t i t l e d t o take up to an 
a d d i t i o n a l f i f t y percent (50%) of the monthly q u a n t i t y of t h a t category of gas 
a t t r i b u t a b l e to each overproduced p a r t y . I n the event there i s more than one 
underproduced or overproduced p a r t y , unless otherwise agreed, each 
underproduced or overproduced party's share of make-up gas s h a l l be i n the 
d i r e c t p r o p o r t i o n of i t s i n t e r e s t t o the t o t a l i n t e r e s t s of a l l underproduced 
or overproduced p a r t i e s taking or f u r n i s h i n g make-up gas. The f i r s t gas made 
up s h a l l be assumed t o be the f i r s t gas underproduced. 

7 . 

I f a t the termin a t i o n of gas production of a given category of gas, an 
imbalance e x i s t s between the p a r t i e s , a monetary settlement of the imbalance 
between the p a r t i e s s h a l l be made w i t h i n a reasonable length of time a f t e r 
such gas production permanently ceases. The amount of tha monetary settlement 
w i l l be l i m i t e d to the proceeds a c t u a l l y received by each overproduced p a r t y 
at the time of overproduction, less r o y a l t i e s and taxes paid on such 
overproduction. I f an overproduced p a r t y d i d not s e l l i t s gas but otherwise 
u t i l i z e d such gas i n i t s own operations, such gas w i l l be valued at the 
maximum p r i c e which the overproduced p a r t y could have received f o r such gas at 
the time of overproduction under such party's sales cont r a c t , or, i f none, the 
weighted average p r i c e received by a l l other p a r t i e s f o r t h e i r gas sold a t 
t h a t time. That p o r t i o n of the monies c o l l e c t e d by each overproduced p a r t y 
which i s subject t o refund by orders of the FERC, may be withheld by the 
overproduced party u n t i l such pr i c e s are f u l l y approved by the FERC, unless 
each underproduced party furnishes a bond or corporate undertaking agreement 
acceptable t o the overproduced p a r t y t o hold the overproduced p a r t y harmless 
from f i n a n c i a l loss due to orders by the FERC. 

8. 

Nothing herein s h a l l change or a f f e c t each party's o b l i g a t i o n s t o pay i t s 
proportionate share of a l l costs and l i a b i l i t i e s incurred i n operations, as 
i t s share thereof i s set f o r t h i n the above described Operating Agreement. 

Each p a r t y s h a l l pay, or cause t o be paid, a l l production and severance taxes 
due on a l l volumes of gas a c t u a l l y u t i l i z e d or sold f o r i t s own account. 

10. 

Nothing herein s h a l l be construed t o deny any party the r i g h t , from time t o 
time, to produce and take or d e l i v e r to i t s purchaser the f u l l w e l l stream f o r 
a period not to exceed seventy-two (72) hours to meet the d e l i v e r a b i l i t y t e s t 
required by i t s purchaser. 
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11. 

The p a r t i e s recognize t h a t at some time a f t e r the date of t h i s Agreement, 
l e g i s l a t i o n , j u d i c i a l decisionCs) or executive a c t i o n may cause pa r t or a l l of 
the then remaining gas reserves subject t o t h i s Agreement to be deregulated 
and no longer be subject to Federal p r i c e r e g u l a t i o n . I f i n such an event an 
imbalance e x i s t s between the p a r t i e s as t o a given category of gas which i s 
deregulated, a monetary settlement of such imbalance between the p a r t i e s s h a l l 
be made. The amount of the monetary settlement w i l l be l i m i t e d t o the 
proceeds a c t u a l l y received by each overproduced p a r t y at the time of 
overproduction, less r o y a l t i e s and taxes p a i d on such overproduction, up to 
and i n c l u d i n g the date deregulation occurs. A f t e r such monetary settlement 
has been f u l l y made f o r any imbalance t h a t e x i s t e d f o r a given category of gas 
on the date of p r i c e deregulation, t h i s Agreement s h a l l continue to apply t o 
a l l gas produced from lands covered by the Operating Agreement. 

12. 

Nothing herein s h a l l be construed as ever a l t e r i n g , amending or negating any 
agreement heretofore entered i n t o by any p a r t y hereto o b l i g a t i n g such p a r t y t o 
pay any o v e r r i d i n g r o y a l t y , payment out of production or r o y a l t i e s payable 
under any lease out of i t s i n t e r e s t regardless of whether such p a r t y i s or i s 
not t a k i n g or s e l l i n g i t s f u l l share of production. 

13. 

This Agreement s h a l l remain i n force and e f f e c t as long as the Operating 
Agreement i s i n e f f e c t and t h e r e a f t e r u n t i l the gas balance accounts between 
the p a r t i e s are s e t t l e d i n f u l l and s h a l l accrue t o the b e n e f i t and be binding 
upon the p a r t i e s hereto, t h e i r successors, representatives, and assigns. 

-3-


