FARMOUT AGREEMENT
This agreement, made and entered into this __27 i‘{ dey of _November ’
A. D, 1951, by ard between BROOKHAVEN OIL COMPANY, a Delaware corporation
(hereinafter referred to as "Brookhaven"), whose address is First National
Bank Building, Albuquerque, New Mexico, and SAN JUAN PRODUCTION COMPANY, a

Delaware corporation (hereinafter referred to as "San Jua_n") s Whose a.ddress

is 1010 Bassett Tower, El Paso, Texas,

WITNESSETH:

WHEREAS, ,quokhaven.is lessee or 'ass_ignee of oil and gas leecses from
tﬁe United States of America as lessor, or from the State of New Mexlico as
lessor, upon certain tracts of land located in San Juan County, Few Mexico,
which leases and the tracts of land covered thereby are fully aes:m'ibled in
Exhibit "A"; attached hereto, and which are hereinafter referred to as "said
acreage"; and, |

WHEREAS, the parties desire to provide for the development of said
acreage by San Juan, and the assignment of operating rights in seid a‘creage
ﬁ"0m Brookhaven to San Juan.

NOW, THEREFORE, for and in consideration of the mutual co%renants and
agreements herein contained, the receipt and sufficienqr of which are hereby
acknowledged, it is agreed by and between Brookhaven and San Juan as followss

-1, Within fifteen (15) days after the execution of this agreement,
Brookhaven shall furnish to San Juan abstracts covering the serial records
of New Mexico District Land and Survey Office, Bureau of Land Management,
Santa Fé, New Mexico, as to any lease or leases executed by the United States

as lessors, and asbstracts covering the records of the Offics of Commissicner

NMOCD Case No. 11808
o NMOCD Case No. 11809
Exhibit No. [/

Submitted by: Total Minatome Cory.
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of Public lands, Santa Fe, New Mexico, as to any lease or leases executed by
the State of New Mexico as lessor, and, as to each character of lszase, an
abstract covering the records of San Juan County, New Mexico, showlng good
title vested in Brookhaven in and to the leasehold estate, subject only to
the terms and conditions of the original leases, to the regulations under
vwhich said leases were issued, and to the overriding royalties specified in
Exhibit mAm, '

2. San Juan shall csuse its attorneys to make prompf examination of
such sbstracts and to point out by written opinion within ten (10) days of
recelpt of abstracts any defects or objections to the title. ﬁrookhaven
shall proceed to cure such defects by use of reasonable diligence. If Brook-
haven's title is approved by San Juan's attorneys, the Operating Agreément

attached hereto and marked Exhibit "BN, which has been executed and delivered

. by Brookhaven and San Juan, shall become effective immediately. If curative

action is required and Brookhaven cures defects in its title within ninety
(90) days, or if during such period San Juan's aftorneys acceﬁt the title
tendered,; the Operating Agreement (Exhibit "E") shall become effective immo-
diately. If Brookha#en fails to cure any defects on the lease.from iﬁe

United States and San Juan does not accept the title as tendered within ninety
(90) days after the date of written opinion, then this agreement shall be

terminated and neither party shall be under any liability to the other by
reason thereof, but if the title to lease from the United States be accepted
and title to leases from the State of New Mexico be rejected, then the
Operating Agreement shall becomé effective as to the lease from the United
States, If title to one or more State of New Mexico leases be rejected,

then San’ Juan may refuse all Sfate of New Mexico leases.
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X . IN WITNESS WHEREOF, this agreemen:t has been exscuted by the parties

C tea

hereto the day and year first above wﬁtten.

BROOKHAVEN OI1, COMPANY
ATTEST:

ggémm B, ofert WMW/
" Secretary | Pfosident /

Vb .
SAN JUAN PRODUCTION COMPANY

':' L ﬁﬂ%ﬂ, J -~ By MM/J@%—M

) (I MSTO
. '\
AN adcls, Secretary o - Vice President

........
fov

STATE OF NEW MEXTCO )

COUNTY OF BERNALTLLO

On thi gzﬂ &y f M’ 1951, before me personally

appeared Leadl, (Ly. s to me personally kmown, who,
after being by me duly sworn did say/that he is the President of
BROOKHAVEN OIL COMPANY, a corporation, and that the seal affixed to the fore-
going instrument is the corporate seal of saild corporation end that said
instrument was signed and sealed in beh /of sai corporation by authoriw
of its Board of Directors, and said /. (e .
acknowledged said instrument to be the free act and deed of sgid corporation,

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
seal the day and year in this certificate first above written.

- | oS
My commission expires: WW&/A@ Cé:/

Notary\Public, Bernalillo County,
P
ol v sa5s
é/l / LA /

New Mexico!”

STATE OF TEXAS 3
COUNTY OF EL PASO )

On this the < 7 4 day of _7./1/)w;nﬂ(/d/ s 1951, before me personally
appeared Z S s .y to me personally known, who, after

being by me duly sworn did say that he is the Vice President of SAN JUAN

PRODUCTION COMPANY, a corporation, and that the seal affixed to the foregoing
instrument is the corporate seal of said corporation and that said instrument
was signed and sealed in behalf of said corporation by authority of its Board
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of Directors, and said L X e acknowledged
said instrument to be the free act and .deed of said corporation.

_IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal the dey and year in this certificate first above written.

\W comhission expires:

. A )
\ POBEPT E. HEYSER / / =

sntery P hln ta a=d f3¢7 EI Piss Countv, Targe \_,/"/{//7/@{//"6. - - QL/”L .
Wyt ur, s1csion expiies Jun? i, 1.::;3 No,t.a.ry Public, El Pas Ké -.ty, To

[
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EXHIBIT _A
LEASES SUBJECT TO FARMOUT AGREEMENT DATED NOVEMBER __2 7 %, 1951,

Federal lease - Santa Fe Serial No. 078604

Lessee: Brookhaven 01l Compa.n
Description: Lots 1, 2, 3 sﬂm—.}, SNWE Sec. 3; L/’
swisw% Seca 4 MiSE} and SWISEL,
sr::is Sec. 8; EANWE, SWANWE Sec. 93—
NE}, E3NW, SW“NI& Nwiswi, NiSEL Sec, 17,
Tawnship 31 North, Range 10 West, N.M.P.M. -

NE%;, m&—, wls&, E3SE Sec. 29; E} Sec. 31;
SWiSW: NE-%SE‘; Sec, 32; SWiNE} Sec. 333

E}, SEiNWi, E3SWE Sec. 34, Township 32 North,
Range 10 West N.M.P.M., San Juan County,

New Mexico, contaa_n:mg 2441.01 acres, more or Jess,

Date of Issue - May 1, 1948
Termination Date - May 1, 1958

Overriding Royalty Interest - 1/2 of 1% to Joseph C. Mc Clafferty

State I.ea.ses - Lessee for all of the following is Brookhaven 0il Company

Our Lease No, I-153 -
State lease No., B-11318-21

Descrlption, NWiSW} Section 16, Township 31 North, Range
10 Westy; N.M P,Mo, .San Juan County, New Mexico,
. containing 40 acres, more or less
Date of Issue: June 26, 1944
Termination Date: June 26, 1954
Overriding Royalty Interest - 3% to H. Rummrel Anderscn

Qur Lease No, L-1
State Lease No, B-10405-40

Description: SEiNWL Section 16, Township 31 North, Range
10 West, N.M.P.M,, San Juan County, New Mexico
containing 40 acres; more or less,

Date of Issue: June 24, 1943

Termination Dates Jume 24, 1953

Overriding Royalty Interest - 3% to Sam Swift and Vivian Swif't

Our_Lease No, I1-156
State Lease No, B=11124-18

Description: SE4NE} Section 16, Townshlp 31 North, Range
10 West, N.M.P M,, San Juan County, New Mexico
containing L0 acres,; more or less,

Date of Issue: March 21, 1944

Termination Date: March 21, 1954

Overriding Royalty Interest - 3% to Stanley Pencoske and
Genevieve Pencosks
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EXHIBIT A A
LEASES SUBJECT TO FARMOUT AGREEMENT DATED NOVEMBER o< 7
Page 2,

1951.

- State leases (Contimued)

Our lease No, I~-157

State Lease No. B-10405-42

Description: SWiSE} Section 16, Township 31 North, Range
10 West, N.M.P.M.; San Juan County, New Mexico
contalning 40 acres, more or less.

Date of Issue: June 24, 1943

Termination Date: Jume 24, 1953 '

Overriding Royelty Interest - 3% to George B, Radeackar and
Margaret Radeackar

Qur Jease No, L-1
State lease No. E-70-1

Description: SE4SW4 Section 16, Township 31 North, Range
10 West, N.M.P. M., San Juan County, New Mexico,
: : containing 40 acres, more or less,
Date of Issue: February 1, 1945
Termination Date: February 1, 1955
Overriding Royalty Interest -~ 3% to Herman F. Schrage

Qur Lease No, L-161

State Lease No, E-286-13

Descriptions NWISEL Section 16 Township 31 North, Range
10 West, N.M.P Meg San Juan County, New Mexico
containlng 40 acres, more or less.

Date of Issue: April 26, 1945

. Termination Date: April 26, 1955
Overriding Royelty Interest = 3% to Oliver Griffin

Our lease No, 1-180
State Lease No. E-286-1/ -

Description: NWNEZ Section 16, Township 31 North, Range
10 West, N.M.P M., San Juan County, New Mexico
containing 40 acres, more or less.

Date of Issue: April 26, 1945

Termination Dates April 26, 1955

Overriding Royalty Interest - 3% to Estate of lewis Samel
Ulmer, deceased
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EXHIBIT ®B"

OPERATING AGREEMENT

' +4
This agreement, made and entered into this =7 _ day of

November y st D, 1951, by and between BROOKHAVEN OIL COMPANY,

a‘Delawa:e corporation (hereinafter referred to as "Brookhaven") whose
address is First National Bank Building, Albuquerque, New Mexico, and SAN
JUAN PRODUCTION COMPANY, a Delaware corporation (hereinafter referred to
as "San Juan"), whose address is 1010 Bassett Tower, El Paso, Texas,

WHEREAS, Brookhaven is lessee or assignee of oil and gas leases
from the United States of America as lessor or from the State of New Mexico
as lessor upon certain tracts of land located in San Juan County, New Mexico,
which leases and the tracts of land covered thereby are fully described in
Exhibit "A" attached hereto, and which are hereinafter referrgd to as "gaid
acgeage“; and,

WHEREAS, Brookhaven desires to assign operating rights upon said
acreage to San Juan and to make provision for division of oil, gas and
minerals produced pursuant to the provisions hereof, and to provide for ex-
ploration and development of saia acreage by San Juan.

ﬁow, THEREFORE, for and in consideration of the mutual covenants
and agreements herein contained, the receipt and sufficiency of which are

hereby acknowledged, it 1s agreed by and between Brookhaven and San Juan

as follows:

1. Assignment of Operating Rights. Brookhaven hereby transfers

and assigns to San Juan operating rights on and designates San Juan as

Operator of sald acreage,
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2. Add!ional As;ignments . .

a. Upon the written request of San Juan, Brookhaven shall
execute and deliver such appropriate requests, bonds or other agreements as
may:be required by the Bureau of Land Managemeni, to enable San Juan to pro-
ceed wity d?illing opqrations hereunder as to any part of sgaid sacreage
covergd by lease from the United States of America. Until Brookhaven shall
have been relieved from the liability of such bond, San Jﬁan shsll save,
hold and protect Brookhaven harmless on account of all liability arising
f?om_9g growing out of such bopd or from 1iability on said bond for carrying
oﬁ exﬁioration and development operatio;é thereunder, and San Juan shall
initially bay all premiums in connection therewith and furnish en Indemnity
Agreement to the Bonding Company. The liability of San Juan uncer the In-
demnityiAgreement specified in this paragraph shall include court costs,
éxpenses and attofneys’ fees Incurred by Brookhaven in defending any action
under the bond or in¢énforcingbthe-Indemnity Agreement against San Juan,

b. Brookhaven shall execute, deliver, file apd request appro-
val of assignments to San Juan and Brookhaven jointly as lessees as to any
part of said acreage covered by lease from the State of New Mexico. A copy
of this Operating Agreement shall be filed in the Office of the Commissioner
of Public Lands of the State of New Mexico to evidence the respective in-
terests owned by the assignee in said leases.

c. In the event, pursuant to the terms of this agreement, San
Juan is required to reassign any of said acreage covered by lease from the
State of New Mexico, San Juan shall execute, deliver and make request for
approval of all instruments required to revest title to the reassigned acreage

in Brookhaven.

-2-
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_-. d. Insofar as the Federal lease is concerned, this agreement
shall not be construed as an assignment of the lease, but only as an operating
agreement and contract,

~ 3. Operator's Obligations to lessors. San Juan agrees to perform
all te;ms and conditions required to be performed by the lessee under the
terns of each of said leases and to pay before delinguency (to be included
in operating costs) all rentals required to be paid to the lessor under the
terms of each of said leases, and to comply with all applicable and lawful
requirements of the lessors or of governmental agencies having jurisdiction
of operations conducted upon said acreage; provided that San Juan may re-
lieve itself of further obligations under this section as to any part of
said acreage by executing and delivering to Brookhaven a reassignment or
relinquishment of all San Juan's right, title or interest in or to such
part of seid acreege prior to any default or delinguency and at least ninety
(90) days prior to termination of the primary term of any lease,

4, Operator's Drilling Obligations.

&. OSan Juan shall select a drilling site upon said acreage
and shall commence and prosecute diligently drilling operations thereon

for a Mesa Verde well, as hereinafter defined, within sixty (60) days from

the effective date hereof (which well is hereinafter termed "first wellm),
- b. San Juan shall complete drilling a minimm of four (4)
Mesa Verde wells (including the first well) during the first twelve (12)
months' period beginning with the effective date of this Operating Agree-
ment, and, thereafter, San Juan shall complete drilling a minimum of four
(4) Mesa Verde wells in each twelve (12) months' period until all drilling
sites have been drilled, Any'well completed ae a producing weli in-a- for-

xv.a s

mation lying above: or below the Mesa.Verde -fq%fmetipa ;shall be-doemed a

Y

————————
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. well conipl;dng isx the provisions of Subsection gand of this Subsection

4b. If San Juan obtains production in a formation lying above or belcw the
\__/.*—-—,

FL)

—_—

Mesa Verde formation which San Juan desires to develop, San Juan may postpone
drilling to the Mesa Verde formation as long as San Juan shall complete
drilling a minimum of four (4) wells to the other formation in each twelve
(12) months' period. - After San Juan has drilled all available drilling
sites which it deems deslrable to the other formation, then San Juan shall |
resume drilling of any wells or deepening or plugging back éxisting wells
to test the Mesa Verde formation; and shall complete drilling four (4)
wells to the Mesa Verde formation in each twelve (12) months' period until
a total of eighteen (18) Mesa Verde wells have been drilled, or shall re-
assign or relinquish the undrilled locations or the rights to all formations
undrilled or non-producing on those locations. A well drilled upon a come
munitized tract to which a part of ‘said acreage has been committed shall
be deemed to be drilled upon sald acreage whether actually located upon
said acreage or upon other tracts committed to the communitizaticn agree~
ment., The drilling obligations specified in this Subsectioﬁ 4b shall not
be suspended or excused by San Juan's inability to obtain casing and other
drilling and producing equipment. |

¢, If no drilling site is available, and, after using good.
faith efforts, San Juan is unable to obtain execution of a commnitization
agreement bj adjoiﬁiné>1easehold owners in order to provide a drilling site,
then San Juan's obligation to drill as specified in Subsection 4b shall be
suspended for such time as no drilling site is available, and the period
of such suspension shall be added to the twelve (12) months' period for

drilling a minimm of four (4) wells.
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d, In addition to the drilling obligation provided in Sub-

- section 4b, San Juan agrees to commence the actual drilling of an offset

well (as soon as a communitization agreement can be obtained when commun-
itization is necessary to provide a drilling site) within 90 days after a
producing well is completed upon & drilling site which adjoins such un-

drilled drilling site on said acreage. This obligation to drill offset

-wells in excess of 4 wells required by Subsection 4b is further subject

to San Juan's 6btaining sufficiént allocation of casing fo drill the wells
required by this Subsection 4d. Any well drilled as an offset well shall
be included and credited as a well drilled pursuant to the provisions of
Subsection 4b, -

e, Any wells drilled in excess of four (4) in any twelve
(12) months' period shall be credited to San Juan on its obligations under
Subsections 4b and 43 in any subsequent twelve (12) months' period.,

f. In-the event San-Juan fails to drill any well required
by this Section 4y and the drilling of which is not‘excused as provided
herein, then San Juan shall reassign or relinquish to Brookhaven all of
said acreage except the rights in and to the formation on each drilling
site upon which San Juan has commenced or completed drilling operations,
The drilling site in the formation drillsd upon which a producing well has
been completed shall be retained unless abandoned as herein providéd. In

the event Brookhaven be entitled to reassignment or relinquishment of any

tract or tracts hereunder; Brookhaven shall notify San Juan in writing

specifying the tract or tracts and the formations, upon which Brookhaven
claims San Juan 1s in default., If San Juan has failed to comply with the
drilling obligations of this Operating Agreement, then San Juan shall ex-

ecute and deliver to Brdokhaven a releass of this Operating Agreement as

~5-
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to such tract or tracts and formations, which shall constitute a reassign-

ment thereof, and shall reassign to Brookhaven any lease which Brookhaven
has assigned to San Juan covering such tract or tracts and formations,
San Juan shall notify Brookhaven of its intention not to drill an offset
and reassign or relinquish as above provided within forty-five (45) days
after completion of a producing well requiring an offset.

g If; as a result of the failure of San Juan to drill an
offset well or wells, the Federél or State governments sﬁall require the
payment of compensatory royalty, it shall be paid by San Juan for its
own account, |

T 5. Ownership of Production and Apportiomment of Cests,

a. A1l oil, gas and/or other hydrocarbon substances pro-
duced, saved and marketed from said acreage shall be owned by Brookhaven
and San Jﬁan in edual shares. The royslties due lessors, the overriding
royalties to which the leases are subject as shown in Exhibit ™A%, and -
all taxes upon>the pfoduction or severance shall be paid by San Juan és
Operator and apportioned one-half (1/2) to each party. Brookhaven shell
reimburse San Juan for Brookhaven's share thereof, The production remaining
after payment of royalties, overriding royalties and -taxes is hereinafter
termed ™net working interest®,

b, San Juan shall furnish rig, labor, equipment and materials
necessary for drilling operations conducted hereunder and, as Operator,
shall have authority to determine the location, depth, manner and methods
of drilling, completing and equipping each well, Brookhaven shsll have
access to the derrick floor of any well drilled by San Juan for the purpose
of observing drilling operations and shall be furnished promptly with copies
of all well logs, tests and reports including production reports obtained

by San Juan on each well,
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Cs Each_of the parties reserves the right to receive in kind
its respective share of oil, gas and/or other hydrocarbon substances, pro-
duced from said acreage, togethér with right, individually, to sell or
direct the sale thereof for its benefit, and, in the event all parties here-
to '8ell or dispose of their respective share of production to the same pur-
chaser, each party hereto shall be entitled to receive directly from the
purchaser thereof its respective share of the proceeds of sale of such
production; subject, however, t6 repayment of drilling césts ag provided
herein. Any oil and/or gas used in drilling, operating or reworking wells
on-said acreage shall be considered as furnished equally by the parties
hereto, |

d. Out of the proceeds of sale of the net working interest
production from each well, Brookhaven shall pay to San Juan one-half (1/2)
of Brookhaven's share of such production (25% of net working interest)
until Brookhaven has-repaid to‘Sén'Juah one-half (1/2) éf thé'acfual drilling
costs of each éuch well; but production from one weil'shall not be used to
repay drilling costs of another well, Brookhaven's share is further defined
as follows:
1. Brookhaven's obligations to pay drilling costs
upon a Mesa Verde well out of froduction shall not exceed
. Twenty-two Thousand Five Hundred Dollars (822,500.00), or
one-half (1/2) the estimated cost of Forty-five Thousand.
Dollars ($45,000.00) per Mesa Verde well. The drilling
costs of each well shall include drilling, installation
of casing, shooting or acidizing, instaliation of field
separapor, pipe line connections and separator, lease tanks

on oil, tubing, production head, lease production lines,
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pumping equipment, if necessary, and all other equipment
and labor necessary for a completed well ready to prcduces
but shall pot include casing, which shall be furnished by
San Juan without reimbursement from Brookhaven. The
attached Exhibit "C" governs the accounting procedures
to be followed by the parties in accounting for drilling
and operating costs.
2. In the event any well be drilled upon said

acreage .to a greater.or.lesser depth than'a Mesa Verdse

o ——————
well,.the drilling cosets (except casing to-be"furnished

—
by San Juan) to be paid-out of production by Brookhaven

shall . be determined proportionately with:the parties agree-

"
ing upon & maximum cost.comparable to the maximum cost

P e i T ———

of & Mesa Verde well, as defined in Section 5d1- abové.

S, San Juan agrees to maintain any producing well so as to
6btain maximum-production therefrom in accordance with the best recgghized
ﬁrocedure in the industry. A1l costs of operating and reworking wells
shall be paid equally by the parties; provided that San Juan shall consult
with and obtain consent of Brookhavenrbefore incurring any jbb expenditure

T
in excess of Five Hundred Dollaqg_ﬁ$500000)°

f., Except as hereih expressly provided, San Juan shall pay
all of the costs of drilling and equipping said wells without any liability

or responsibility on the part of Brookhaven,

6, Abandonment of Wells. In the event San Juan desires to
abandon any drilling of producing well, San Juan shall notify Brookhaven
of such deslre, and Brookhaven shall thereafter have a period of ten (10)

days in which to take over said well and pay San Juan the salvage value



of aﬁy casing in the well and the salvage valug of any other equipment present
on the drilling site required for production of said well if it has produced,
and thereby acquire the complete interest in all such equipment, development,
and prbduction from said well. If Brookhaven takes over said well and has
reimbursed San Juan for any portion of the drilling costs of said well,
Brookhaven's payment shall be reduced by the proportionate fraction of
such total drilling costs hereof, as defined and limited by Subsection 5d1
for which Brookﬁaven has reimbu¥sed San Juan. San Juan éhall also execute
a release of this Operating Agreement or reassignment of any leasehold in-
teresy assigned to San Juan. If Brookhaven does not desire to scquire San
Juan’s interest in said well, then San Juan, as Operator, shall plug said
well, complying iith all applicable regulations, If said well has not
produced, then the expense of plugging shall be borne by San Jusn and San
Juan shali have coﬁplete ownership in all of the casing, equipment and
materials thereof, If said well has produced, then Brockhaven ghall bear
that proportioﬁate part of the cost of plugging that Brookhaven's reimburse-
ment to San Juan for drilling costs bears to the total drilling costs, as
defined and limited by Subsection 5d1, and the casing, equipment and ma-
terials recovered shall be divided in the same proportions.,

7. San Juan shall carry the following insurance in favor of
both parties to cover operations on the lease area and the equiprment used
in comnection therewiths

a., Workmen's Compensation Insurance and Employer's Liability
Insurance as required by fhe laws of the State of New Mexico.
ba Public 1iability Insurance in not less than the amount

of $100,000,00 for injuries to one person and not less than the amount of

$500,000.00 for injuries in one accident, and $50,000.00 for property

damage,
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¢. Automotive Public Iiebility Insurance, for each automotive

vehicle used in connection herewith, in not less than the amount of
$100,000.00 for injuries to oné perscn and not less than the amount of
$500,000,00 for injuries in one accident, and not less than the amount of
$50,000.00 for property damage,

All of such insurance so carried shall be at the original expense
of San Juan, who shall keep all such insurance in force and_effect at all
times while operations are cond&cted on the lease area. .San Juan will
furnish Brookhaven with certificates of all such insurance so carried. In
addition to the above, San Juan shall require contractors to c;rry additional
insurance as described in a, b and ¢ above, and will require such contrac-
tors to furnish certificates thereof to it of all such insurance so carried,

8, Fair Employment Practices. As to any Federal leases upon
said acreége, San:Juan shall not discriminate againét any employee or
applicant fqr employment becauée of race, creed, color or national origin
and shall require that an identical provision be inﬁluded in all sub--'contractsn

9. Communitization. Brookhaven shall cooperate with San Juan in
obtaining consent of owners of leasehold interest on adjoining tracts of
land for the purpose of complying with spacing regulations, If San Juan so
requests; Brookhaven shall assign to San Juan, and, if réquired, to other
community-participants an undivided interest in the state leasehold interests,
which assignment shall be subject to the terms of this Operating Agreement
and shall not be assigned by San Juan and the others, except as necessary
to qommunitization unless Brookhaven's consent be obtained. As to Federal
leasehold interests, Brookhaven shall take whatever steps are necessary sub-~
Ject to the terms of this Operating Agreement, to effect such cormmnitization.

10, . Non-partnership Provision, >This agreement shall not create

a partnership between the parties, and Sen Juan, as Operator, shall comply

-10-



with all applicable laws and regulatiOns of the State of New Mexico and of

the United States in qperating said leases, As to Brookhaven, San Juan shall
be an independent contractor héreunder°

11. Approvel of Governmental Authority. This agreement is subject
to the approval of the Secretary of the Interior, or his duly authorized
subordinate, as to any Federal lease. Unless disapproved by final administra-
tive action by either the Federal or State government, and qntil'such dis-
approval, this agreement shall ﬁe binding upon the partiés. In the event of
any decision disapproving of this agreement or of any provision or any part
thereof, the parties agree that the intent of this contract shall prevail so
that neither party shall be denied the intended rights described herein, and
to that end; they will use their best efforts to agree on the necessary modi-
fications hereof to cure the causes of disapproval,

12, Definitions°

Mesa Verde -Well; By "Mesa Verde well™ is-meant a well drilled to
test-the deepest horizon of the Mesa Verde formatioﬁ or & well producing
from any horizon of the Mesa Verde formation unless impenetrable substances
be encountered which, in the opinion of San Juan, prevent testing the Mesa
Verde formaf,ion°

Other Formations., Where wells to other formations are provided
herein the same standards shall apply.

- Drilling Site. "Drilling site" means such quantity of acreage

and legal subdivision as may be designated a drilling site by the New Mexico
0il Conservation Commission, for a well t; be drilled to a specified for-
matlion,

13. Notice. All notices to be given hereunder shall be deemed
sufficient when notice is deposited, postage paid, in first clagss, United

States mail, addressed to the parties as follows:

-1l -
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: 'Brbbkhaven'Oii Company
- Post Office Box 644
Albuquerque, New Mexico
éan Juan Production Company
Post Office Box 1492
Elinso, Texasg
B ~ Either party may, from time to time, by notice in writing to the
other designate another address for the giving of any such notics,
-—-";f*f"’ﬂ;—riZ:/ Force Majeure, Time shall be of the essence of this agree-
ment.  Except as herein otherwiée éxpresaly provided, if'either party be
prevented_from performing the obligations of this agreement by causes be-
yond the control of such party, including but not limited to acts of the
elementé, fires,lfloods, earthquakes, war, riots, civil commotion, acts of
the public enemy; regulations of governmental authority, embargoes, strikes,
labor disputes, weather conditions; and unavoidable casualties, then such
party shall not be liable for such failure so long as it results from any
one or more of such-causes, |
15, San.Juaﬁ may assign this sgreement to any of its parent or
subsidiary corporaticns but no such assignment shall relieve San Juan of
its obligations hereunder. Otherwise, neither San Juan nor any assignee
shall assign this agreement without the prior written consent 9€”§290khﬁzﬁﬁz_~

% —
It shall not be considered a breach of this subsection for San Juan to in-

clude its interest herein under any mdrtgage or indenture given by it to
secure & bond issue of San Juan or its affiliated company, E1 Paso Natural
Gas Company.

'16. This agreement contains the entire contract of the parties,
A1l prior negotiations, understandings, representations and warranties are
merged herein., Any modification, amendment or change of this agreement

shall be in writing, executed with the same formalities as this instrument.



v - 17. This contract is to be performed in New Mexico., All queétions
regarding its validity, construction, interpretation, performance and all
other questions arising héreunder shall be determined by the law of said
state.

18. This agreement may be executed in any mumber of counterparts,
each of which shall be and constitute an original.
IN WITNESS WHEREOF, this instrument is executed the day and year

first above written.

L e BROOKHAVEN OIL COMPANY

Mw@///

President

- . SAN JUAN PRODUCTION COMPANY

g : By M@W

7!'1 ATTESTo - - Vice President
Secretary

13-
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STATE OF NEW- MEXICO

)
) ss
)

COUNTY OF BERNALILLO

On this the 1951, before
me personally appeared to me personally
known, who, after being byme duly sworn did say/ that he is the President
of BROOKHAVEN OIL COMPANY, a corporation, and that the seal affixed to
the foregoing instrument is the corporate seal of said corporation and

that said instrument was signed and sealed in behalf of sai co oratio
by authority of its Board of Directors, and said & 'Aay. oo,
acknowledged said instrument to be the free act and deed of said corp

ation,

IN WITNESS WHERECF, I have hereunto set my hand and affixed my
official seal the day and year in this certificate first above written.

CAA

1ic, Bernalillo
ew Mexico

My commission expires:

1

STATE OF TEXAS )
) ss
COUNTY OF EL PASO ) C .
On this the Z day of 4£;é%Lbnu&24,/ y 1951, before
me personally appeared L S e o o personally

known, who, after being by me duly sworn did say thet he is the Vice
President of SAN JUAN PRODUCTION COMPANY, a corporation, and that the
seal affixed to the foregoing instrument is the corporate seal of said
corporation and that said instrument was signed and sealed in behalf of
2%;%{gorporation by authority of its Board of Directors, and sald

LA ono acknowledged said instrument to be the free act
and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my
official seal the day and year in this certificate first above written.

- -
N . , ~ /' ”Q/ /0 < Gt AlEa
My commission expiress Notary Publie, El Pago County, Texas

ROBERT [, HEYScR

Vi ara o,

=y, Toxay
My ¢ nmttsmn expires June |, 1533

~ e



'San Juan is a wholly owned subsidiary of E1 Paso Natural Gas Com~-
pany, a Delaware corporation, As a part of the consideration hereof and for
the purpose of inducing Brookhaven to execute this agreement, the undersigned

hereby uncohditionally gnara.ntges the performance of each and every term,

covenant and condition herecf by SAN JUAN PRODUCTION COMPANY,

EL PASO NATURAL GAS COMPANY

nce ent
STATE OF TEXAS )
) ss
COUNTY OF EL PASO )
i ce
) "0On this the (Q 7 = day / Vrz/,z,w/w s 1951, before me
personally appeared ; @z - to me personally known,

who, after being by me duly sworn did say t.hat he is the Fece _ President
of EL PASO NATURAL GAS COMPANY, a corporation, and that the seal affixed to
the foregoing instrument is the corporate seal of sald corporation and that
said instrument was signed and sealed in behalf of s%id éo /atlon by
authority of its Board of Directors, and said (Lezsics
acknowledged said instrument to be the free act and deed of sgid corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my
official seal the day and year in this certificate first above wrritten,

; s, ’
7 o 5 lad o2

My commission expires: Notary Public, El Paay Couniy, Texas

ROBERT . HEYSER
INnwary V;“\ N RS RS a

wity, Taxas
WY Lominission expires June 1, 1953

-15-
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: ‘Q Form No. 3-8,
o (Modeled after PAS0-1949.1)

EL PASO NATURAL GAS COMPANY

EXHIBIT "C"

Attached to and made a part of _Farmout Agreement
dated November. 27 1951, by and between Brookhaven
0il Company and San Juan Production Company

ACCOUNTING PROCEDURE
(Unit and Joint Iease Operations)

I. GERERAL PROVISIONS

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
for the joint account.

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

STATEMENTS AND BILLINGS

Operator shall bill Non-Operator on or before A5 days after the last day of
each month for its proportiomte share of costs and expenditures during the
month., Such bills will be accompanied by staterents, reflecting the total
costs and charges as set forth under Sub-Paragraph B 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, sumrarized

- by appropriate classifications indicative of the nature thereof.

C. Statements, as follows:

(1) Detailed statement of material ordinarlly considered controllable
by Operators of oil and gas properties;

(2) Statement of all other charges and credits to the joint account
summarized by appropriate c1a351flcations indicative of the nature
thereof; and

(3) Staterment of any other receipts and credits.

PAYMENTS BY XOHN-OPFRATOR @ _

Bach 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%) per
annum until paid.

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 within
such period shall establish the correctness thereof and preclude the filing
of exceptions thereto or the making of claims for adjustment thereon. A
Non-Operator, upon notice in writing to Operator and all other Non-Operators,
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 vhich to take written exception
to and meke any and all claims on Operator. The provisicns of this paragraph
shall not prevent adjustrents resulting from the physical inventory of property
as provided for in Section VI, Inventories, hereof.

.
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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 pald direct to royalty owners by the purchaser
of the oil, gas, casinghead gas, or other products.

LABOR, TRANSPORTATION, AND SERVICES
Labor, transportation, and other services necessary for the development,
maintenance, and operation of the joint property.

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 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.

MOVING MATERIAL TO JOINT PROPERTY

Moving material to the joint property from Vendor's or from Operatorts ware-
house in the district or from the other properties of fperator, 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.

MOVING SURPLUS MATERIAL FROM JOINT PROPERTY

Moving surplus material from the joint property to outside wvendees, if sold
f.o.b. destination, or minor returns to Operator's warehouse or other storage
point. No charge shall be made to the joint account for moving material to
other properties belonging to Operator, except by special agreement with Non-
Operator.

USE OF OPERATOR'S EQUIPMENT AND FACILITIES
Use of and service by Operator's exclusively owned equipment and facilities
as provided in Paragraph 4, of Section III, "Basis of Charges to Joint Account.®

DAMAGES AWD LOSSES

Damages or losses incurred by fire, flood, storm, or any other cause not con-
trollable by Operator through the exercise of reasonable diligence. Operator
shall furnish Non-Operator written notice of damage or losses incurred by fire,
storm, £lood, or other natural or accidental causes as soon as practicable
af'ter repdrt of the same has been received by Operator.

LITIGATION JUDGMENTS AND CLATMS
A1l costs and expenses of litigation, or legal services otheruise necessary

- or expedient for the protection of the joint interests, including attorney's

fees and expenses as hereinafter provided, together with all judgments ob-

tained against the joint account or the subject matter of this agreement;

actual expenses incurred by any party or parties hereto in securing evidence
for the purpose of defending against any action or claim prosecuted or urged
against the joint account or the subject matter of this agreement..

A. If a majority of the interests hereunder . shall so agree, actions or claims
affecting the joint interests hereunder may be handled by the legal staff
of one or more of the parties hereto, and a charge commensurate with the
services rendered may be made against the joint account, but no such charge
shall be made until approved by the legal department of or attorneys for
the respective parties hereto.

B. Fees and expenses of outside attorneys shall not be charged to the joint
account unless authorized by the majority of the interests hereunder.

TAXES

A1 taxes of every kind and nature assessed upon or in comnection with the
properties which are the subject of this agreement, the production therefrom
or the operation thereof, and which taxes have been paid by the Operator for
the benefit of the parties hereto.
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10, INSURANCE

11:!

Premiums paid for insurance carried for the benefit of the Joint account,
together with all expenditures incurred and paid in settlement of any and

all losses, claims, damages, judgments, and other expenses, including legal
services, not recovered from insurance carrier.

DISTRICT AND CAMP EXPENSE
A proportionate share of the salaries and expenses of Operator!'s District

Superintendent and other general district or field employees serving the

Joint property, whose time is not allocated direct to the joint property,

and a proportionate share of maintaining and operating a district office

and all necessary camps, including housing facilities for employees if neces-
sary, in conducting the operations on the joint property and other leases
owned and operated by Operator in the same locality. Such charges shall be
apportioned to all leases served on some equitable basis consistent with
Operator's accounting practicse.

. OVERHEAD

Overhead charges, which shall be in lieu of any charges for any part of the
compensation or salaries paid to managing officers and employees of Operator,
including the division superintendent, the entire staff and expenses of the

. division office located at __Fermington, New Mexico » and any portion

of the office expense of the principal business office located at _E1 Paso,
____ Texas s but which are not in lieu of district or field office
eXpenses incurred in operating any such properties, or any other expenses of
Operator incurred in the development and operation of said properties; and
Operator shall have the right to assess egainst the joint property covered
hereby the following overhead charges:
A. Duwring the period of drilling, pluggingback or deepening such amounts
as may be allocated to each well from "Overheads during Construction" as
recorded on the books of the Operator.

B. $_25.00 per well per month for the first five (5) producing
~ wells. ’ . : :
Cc. $_20.00 per well per month for the second five (5) producing
wells.
D. $_15.00 per well per month for all producing wells over
ten (10).

. E. In comnectlion with overhead charges, the status of wells shall be as follows:

13.

(1) In-put or key wells shall be included in overhead schedule the same
as producing gas wells,

(2) Producing oil wells shall be included in overhead schedule the same
as producing gas wells.,

(3) Wells permanently shut down but on which plugging operations are de-
ferred, shall be dropped from overhead schedule at the time the shut-
down is effected. When such wells are plugged, overhead shall be
charged at the producing well rate during the time required for the

' plugging operation.
(4) Various wells may be shut down temporarily and later replaced on pro-
" duction. If and when a well is shut down (other than for proration)
and not produced or worked upon for a period of a full .calendar month,
it shall not be included in the overhead schedule for such month,

(5) Salt water disposal wells shall not be included in overhead schedule.

F. The above overhead schedule on producing wells shall be applied to in-
dividual leases; provided that, whenever leases covered by this agreament
are operated as a unitized project in the interest of economic 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 Operator and Non-Operator if, in practice, they are
found to be insufficient or excessive,

WAREHOUSE HANDLING CHARGES

A warehouse handling charge not to exceed eight per cent (8%) of cost of
materials. This charge shall apply only to materials issued from Operatort's
warehouses and/or storerooms.



14, OTHER EXFPENDITURES

1.

2.

3.

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

III. BASIS OF CHARGES TO JOINT ACCOUNT

PURCHASES _
Material and equipment purchased and service procured shall be charged at
price paid by Operator, after deduction of all discounts actually received.

MATERIAL FURNISHED BY OPERATOR
Meterial 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. FNew Material
(1) New material transferred from Operator's warehouse shall be priced
‘ f.o.b. the issuing warehouse. This will include material such as
tanks, rigs, pumps, sucker rods, bollers, engines and tubular goods.
(2) Material transferred from other properties of the Operator shall be
priced at original cost as recorded on books of the Operator.
B. Used Material
. (1) Material which is in sound and serviceable condition and is suitable
. for reuse without reconditioning shall be priced as under A(2) above.
(2) Material which after reconditioning will be in sound and serviceable
condition and suitable for reuse shall be priced at original cost of
such material as recorded on books of the Operator but shall not in-
clude any cost of reconditioning.
(3) Tanks, derricks, buildings, and other equipment involving erection
costs shall be charged at original cost as recorded on books of
Operator but shall not include erection costs not applicable to
Joint account.

'UZRRANT! OF MATERIAL FURNISHED BY OPERATOR

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 manu-
facturers or their agents.

OPERATOR 'S EXCLUSIVELY OWNED FACILITIES

The following rates shall apply to service rendered to the joint account by

facilities owned exclusively by Operator:

A. Water service, fusl gas, power, and compressor service: At rates commen-
surate with cost of providing and furnishing such service to the joint
account as recorded on books of Operator. '

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 recommended uniform charges against joint
account operations and revised from time to time, Automotive rates shall
include cost of 6il, gas, repairs, insurance, and other operating expense
and depreciation; and charges shall be based on use in actual service onm,
or in connection with, the joint account operations.

C. 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 equip-
ment which shall be ample to cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges
shall not exceed those currently prevailing in the field where the joint
property is located.

D. Whenever requested, Operator shall inform Non—Operator in advance of the -

~ rates it proposes to charge.
E. Rates shall be revised and adjusted from time to time when found to be
either excessive or insufficient.

TV. DISPOSAL OF LEASE EQUIPMENT AND MATERTAL

The Operator shall be under no obligation to purchase interest of Non-Operator
in surplus new or secondhand material. Derricks, tanks, buildings, and other
major items shall not be removed by Operator from the joint property without
the approval of Non-Operator. Operator shall not sell major items of material

-
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to an outside party without giving Non-Operator an opportunity either to pur-
chase same at the price offered or to take Non-Operator's share in kind.

MATERIAL PURCHASED BY OPERATOR
Material purchased by Operator shall be credited to the joint account and in-

" oluded in the monthly statement of operations for the month in which the

material is removed from the joint property.

MATERIAL PURCHASED BY NON-OPERATOR

Material purchased by Non-Operator shall be invoiced by Operator and paid for
by Non-Operator to Operator immediately following receipt of invoice. The
Operator shall pass credit to the joint account and include the same in the
monthly statement of operationms.

DIVISION IN KIND

Division of material in kind, if made between Operator and Non-Operator, shall
be in proportion to their respective interests in such material. Each party
will thereupon be charged individually with the value of the material received
or receivable by each party and corresponding credits will be made by the
Operatar to the joint aécount, and such credits shall appear in the monthly
statement of operations. -

SAIES TO OUI'SIDERS. -
Sales to outsiders of material from the joint property shall be credited by

Operator to the joint account at the net amount collected by Operator from

Vendee, Any claims by Vendee for defective material or otherwise shall be
charged back to the joint account, if and when paid by Operator.

V. BASIS OF FRICING MATERTAL, TRANSFERRED FROM JOINT ACCOUNT

‘Material purchased by either Operator or Non-Operatar or divided in kind,

unless otherwise agreed, shall be valued on the following basis:

NEW FRICE DEFINED

New price as used in the following paragraphs shall have the same meaning and
application as that used above in Section III, "Basis of Charges to Joint
Account "

NEW MATERIAL
New material, being new material procured for the joint account but never
used thereon, at original cost as recorded on books of Operator.

(xOOD USED MATERIAL -

Giood used material, being used material in sound and serviceable condition,
sultable for reuse wrt.hout reconditioning, at origmal cost as recorded on
books of Operator,

OTHER USED MATERIAL , h

Used meterial, being used material which after reconditloning will be ser-
viceable for original function, at original cost as recorded on books of
Operator. Any costs incurred in restoring material to serviceable condition
shall be charged to the joint account.

JUNK
Junk, being obsole'be and scrap material, shall carry no value,

TEMPORARILY USED MATERIAL

When the use of material is of a temporary nature and its service to the
joint account does not justify the charge to joint account as provided in
Paragraph /4 above, such material shall be priced at original cost as
recorded on books of Operator.

VI. INVENTORIES

PERIODIC INVENTCRIES
Periodic inventories shall be taken by Operator of the joint account material,
which shall include all such material as is ordinarily considered controllable

by operators of oil and gas properties.

~5-
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NOTICE

Notice of intention to take inventory shall be given by Operator at least ten
days before any inventory is to begin, so that Non-Operator may be represented
when any inventory is taken.

FATLURE TO BE REPRESENTED

Failure of Non-Operator to be represented at the physical inventory shall bind
Non-Operator to accept the inventory taken by Operator, who shall in that event
furnish Non-Operator with a copy thereof.

RECONCILIATION OF INVENTCRY

Reconciliation of inventory with charges to the joint account shall be made
by each party at interest, and a list of overages and shortages shall be
Jjointly determined by Operator and Non-Operator.

ADJUSTMENT OF INVENTORY
Inventory adjustments shall be made by Operator with the joint account for
overages and shortages, but Operator shall only be held accountable to Non-

Operator for shortages due to lack of reasonable diligence.

SPECIAL INVENTORIES

Special inventories may be ta.ken, at the expense of the purchaser, wherever
there is any sale or change of interest in the joint property, and it shall
be the duty of the party selling to notify all other parties hereto as
quickly as possible after the transfer of interest takes place. In such
cases both the seller and the purchaser shall be represented and shall be
governed by the inventory so taken.

)



