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ADDRESS REPLY TO:

TENTH FLOOR BASSETT TOWER

1006 MAIN STREET — ROOM 1901

September 26, 1952 HOUSTON 2, TEXAS

Stanolind 01l and Gas Company
P. 0. Box 1410
Fort Worth, Texas

Gentlemen:

As of this date E1 Paso Natural Gas Company, hereinafter
called "El1 Paso", has executed with Stanolind 0il and Gas
Company, herelnafter called "Stanolind", two contracts
(hereinafter referred to as "said contracts"), one covering
the purchase of gas from Stanolind's properties in the
Ignacio Fleld, La Plata Ccunty., Colorado, and the other
covering the purchase of gas from Stanolind's interest in
the Northeast Blanco Unit, San Juan and Rio Arriba Counties,
New Mexlco. This letter will serve to evidence certailn
agreements between E1 Paso and Stanolind with reference to
sald contracts.

At any time and from time to time after January 1, 1955,
Stanolind shall have the right to request E1 Paso to conduct
with Stanolind a Jjolnt study of the reserves of gas underlying
the acreage dedicated under sald contracts, and upon each such
request by Stanolind, E1 Paso and Stanolind shall proceed
promptly to conduct and complete a study of said reserves.

In the event it shall be determined by any such study that

the gas reserves calculated to underlle such acreage as of the
date of such determlnation, together with the quantities of
gas previously delivered to El1 Paso by Stanolind under said
contracts, exceed in the aggregate 350,000,000,000 cublc feet,
with dellverabllity in excess of the requirements of said
contracts, then Stanolind may at 1ts option, to be exercilsed
within six months from the date of such determination, after
30 days' wriltten notice to E1 Paso, sell to others or otherwlse
dispose of all such excess.

In the event that E1 Paso and Stanolind are unable to agree
upon the determination mentioned 1n the next preceding
paragraph, the matter shall be submitted to a board of
arbltrators composed of competent geologists or reservolir
engineers, oriboth, whilch board shall:be selected and which
shall thereafter.proceed in the manner. following:

Sl €2 55
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Stanolind 011 and Gas Company September 26, 1952
Page 2

A, Upon the written demand of either Stanolind or
El Paso and within 10 days from the date of demand, both
Stanolind and E1 Paso shall name an arbitrator and these two
80 named shall promptly thereafter choose a third. If elther
Stanolind or El1 Paso shall fail to name an arbitrator within
10 days from sald demand, the other shall name the second
arbitrator as well as the first, or if the two arbltrators
shall fail within 10 days from their appointment to agree upon
and appolint the third, then upon written application by either
Stanolind or El Paso, such third arbitrator shall be appointed
by the American Arbitration Association.

B. The board of arbitrators so chosen shall proceed
immedlately to hear and determine the question in dispute.
The declsion of the board of arbitrators or majority thereof
shall be made within 45 days after the appointment of the third
arbitrator, subject to any reasonable delay due to unforeseen
circumstances. In the event of the board or majority thereof
falling to make a decision within 60 days after the appointment
of the third arbitrator, new arbitrators may at the election of
elther Stanolind or E1 Paso be chosen in like manner as if none
had been previously selected.

C. The decision of the arbitrators shall be drawn up
in writing and signed by the arbitrators or majority of them
and shall be final and binding on El Paso and Stanolind. All
expenses 1n connection with such arbitration, including a
reasonable compensatlion to the arbitrators, shall be divided
equally between E1 Paso and Stanolind, with the exception of the
expenses of counsel, witnesses and employees of El Paso and
Stanolind, which will be borne by the party incurring them.

If the above 18 in accordance with Stanolind's understanding,
please 1Indlcate Stanolind's acceptance hereof and agreement
hereto by executing the attached copy of this letter and
returning same to El Paso,

Very truly yours,
EL PASO NATURAL GAS COMPANY

By s/ Paul Kayser
Agreed to and Accepted Fipge= President

October 3 » 1952:

STANOLIND OIL AND GAS COMPANY

By_ s/ J. E. Rouse
Vice President

-

-

3 GAS PURCHASE AGREEMENT

THIS AGREEMENT, made and entered into as of this 26th day
of September, 1952, by and between EL PASO NATURAL GAS .COMPANY, a
Delaware corporation, with an offlce at E1 Paso, Texas, herelnafter
referred to as "Buyer", and STANOLIND OIL AND GAS COMPANY, a Dela-
ware corporation, with an office in Fort Worth, Texas, hereinafter
referred to as "Seller",

WITNESSETE:

WHEREAS, Seller represents that 1t is the owner of valid
and subslisting oll and gas leases in the Ignacio Fleld, La Plata
County, Cdlorado, the total of which approximates twenty-one thou-
sand eight hundred (21,800) gross acres as more particularly des-
cribed in Exhibit "A" attached hereto and made a part hereof.

WHEREAS, Buyer representg that 1t proposes to expand 1ts
exlisting facillties for the transportation of natural gas from the
San Juan Basin area of New Mexlco and Colorado, and has heretofore
filed with the Federal Power Commission an appllication for certi-
ficate of public convenlence and necessity covering construction of
such additional facilitles; and

WHEREAS, the parties hereto have agreed upon the sale and
purchase of gas from the lands above deacribed;

NOW, THEREFORE, in consideration of the mutual covenants
and agreements herein contalned, the partles hereto agree wlth each

other as follows:

e

ARTICLE I
THE PIPE LINE
Section 1. Buyer agrees to proceed with due dlllgence

in an endeavor to procure all governmental authority, permits and

rights necessary for the construction and operation of such pro-

posed additional facilities and, upon procuring the same without
imposition of conditions therein not acceptable to Buyer, to pro-
ceed with due diligence in the construction of sald additional
facilities and to complete the same in sufficient time to begin the
actual taking of gas to be delivered by Seller, at the delivery
points hefeinafter defined, not later .than January.l, 1954.

Section 2. In the event that Buyer shall not have notl-
fied Seller by six o'clock (6:00) P. M. Central Standard Time,

June 1, 1953 » of Buyer's unqualified acceptance of

a certificate of public convenience and necessity authorizing the
construction of such additional facilities, then this agreement
shall terminate without 1liability to elther Seller or Buyer as of
such time and date.
ARTICIE II
DEDICATION AND RESERVATIONS

Section 1. Subject to the other provisions hereof, Sel-
ler hereby dedicates to the performance of this agreement all gas
produced from horizons down to and including the Plctured Cliffs
formation underlying the leases described in Exhibit "A". It is

understodd and agreed that this agreement shall have no appllcation

-0
whatsoever to:

1. Gas produced from formations other than those expressly
set forth above.

2, 011 produced from any formation whatsoever, including
those set forth above.

3. Gas produced by Seller from the formations set forth
above but required by Seller for:

A. Lease fuel, drilling, developing, and operating,
including gas consumed 1n recompressing gas used for gas-1lifting
o1l produced from .Seller's wells situated on the lands and leases
set forth in Exhibit "A" hereto.

B. Delivery to Seller's lessors in any amount re-
quired to meet Seller's obligations to Seller's lessors.

C. Sale to others than Buyer prior to the time
Buyer begins taking gas from each and every well covered hereby.

4, Liquid hydrocarbons, oil or condensate removed by
Seller by means of conventional field separators from the gas pro-
duced from saild lands and leases prior to delivery hereunder,

Section 2. SubJect to Article VII hereof, the controi,
management and operation of Seller's lands and leases and the wells
located thereon shall be and remaln the exclusive right of Seller,
including without limitation the drilling of new wells, the repalr
of old wells, renewal, extension, release or termination in whole
or in part of any lease agreement covering any of the lands descri-

bed in Exhibit "A".
Section 3. Seller shall further have the right to form or
to partlcipate in the formation of any unit which may include all or
any part of the leases described 1n Exhibit "A" and to thereafter in-
crease or decrease the surface acreage contained in such unit so formed
and to pool and combine any unit or any part of any unit with proper-
ties owned by others provided that this agreement shall continue to
apply to the interest of Seller in any such unit so formed or, having
been formed, increased or decreased, to the extent Seller's interest
in sald unit 1s derived from the existing property described in Ex- -
hibit "A", To the extent desired by Seller, Seller shall also have
the right from time to time to include hereunder additional leases or
interests in units hereafter acquired in the Ignacio Field and ex-
tensions thereto and to make such leases and interests in units
part of the lands and leases covered by this contract. Seller shall
also have the right to withdraw from the provisions of this agreement
any lease described in Exhibit "A" which in Seller's opinion is inca-
pable of economlc development and operation within the provisions of
this contract. In the event Seller elects to add additional lands
and leases as contemplated by this paragraph, Seller shall give no-
tice in writing to Buyer of any such additions, and Exhibit "A"
hereof shall be considered as amended accordingly.

ARTICLE IIT
AVATILABILITY OF GAS

Section 1. Upon receipt of the notice from Buyer as pro-
vided in Section 2 of Article I, Seller agrees to initiate and there-

after proceed with a drilling program on the lands and leases subject

.

"

hereto~reasonably'eafcuiatedftb"make%gas”avaiiab1E'bO'Buyer-in the
maximum quantittes heretrmafter -specified. - Subject to the provisions
of any unitization agreement  which may be entered into by Seller
covering all or any part of the lands and leases subject hereto,
Seller agrees to further develop sald lands and leases with a view
to malntaining such maximum volumes if 1n Seller's sole opinion such
development is necessary and prudent. If 18 expressly understood,
however, that Sel;er's obligatipn.to dellver gas from the lands and
leases covered hereby is subject‘to the capaelty of Seller's wells
to produce the quantities herein provided without damage to the re-
servolr or wells from which sald gas 1s produced.

Section 2. If at any time prior to completion by Seller
of a well on each three hundred and twenty (320) acres of the acre-
age covered hereby (or on each such larger or smaller amount of acre-
age as may be prescribed for drilling unlts by any regulatory body
having proper Jurisdiction) Buyer shall desire that Seller expedite
its drilling program on the lands covered hereby, Seller agrees to
accelerate such drllling program in such manner as may be requested
by Buyer, provided Buyer advances to Seller or otherwlse bears Sel-
ler's cost of drilling, equipping and completing guch addipional
wells as Buyer may desire. All such advance$ by Buyer to Seller
shall be repald as provided in Section 3 below.

Section 3. Such advances as are made hy Buyer to Seller
pursuant to Section 2 above shall be without interest, and all such
advances shall be deemed and treated as advance payments by Buyer

of amounts payable hereunder for gas to be delivered by Seller from
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wells drilled with such advances. If and when payments become due
for gas delivered from such well or wells so drilled by Selier pur-
suant to the provision of Section .2 above,_theq Buyer shall credit
three-fourths (3/4) of the amount of each such payment'against the
unamortized portion of the well drilling cost advanced by Buyer to
Seller and shall pay. to Seller currently as hereln provided one~
fourth (1/%) of the amount of such payment. Except as hereln ex-
pressly provided.Seller shall have no obligation to repay. to Buyer
the amount of any such advances.

Section 4. In the event Seller elects not to drill any
well at the request of Buyer on the basis set forth in Section 2
above, Buyer shall have no recourse or clalim against Seller for
4ts failure so to do, but Seller shall in such event offer to
Buyer the opportunity to assume the right, obligation and respon-—
sibility of drilling and operating such additional well or wells
according to the terms and provisions of the Operating Agreement
attached hereto, marked Exhibit "B", and made a part hereof. Any
lease or portion thereof which Seller elects not to drill shall be
promptly offered in writing to Buyer, which offer shall in any event
be made at least sixty (60) days in advance of the expiration of the
lease. Buyer shall either accept any such offer and begin drilling
operations prior to the expiration date of the lease .or reject such
offer. Within ten (10) days from the receipt of any such offer Buyer
shall advise Seller of Buyer's election to accept or reject the same
by giving Seller written notice. Each such offer shall expire at
6:00 P. M. Central Standard Time of the tenth (lOth)‘
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day following the recetpt ofsuch offer by Buyer:~ Fatlure of Buyer
to accept any suech offer within-said time shall be deemed to be a
rejection of the same, and sald average shall therewith be released
from the terms of this agreement.
ARTICLE IV
QUANTITY AND QUALITY

Section 1. Subject to the other provisions hereof, Seller
agrees to sell and deliver and Buyer agrees to take and pay for or,
failing tortake; nevertheless to pay for, from each of Seller's wells
covered hereby, a dally quantity of gas, averaged over each calendar
year (or portion thereof that such well may be covered hereby), equal
to fifty percent (50%) of each such well's maximum dally stabilized
capaclity to produce at the minimum flowlng pressure provided in Sec-
tion 2 of Article V hereof; provided, however, that Buyer shall not be
obligated to take from all of Seller's wells covered hereby in any cal~
endar year a dally quantity in excess of thirty million (301000,000)
cublc feet, averaged over such calendar year. Seller shall not be ob-
ligated to deliver hereunder on any day a volume ¢f gas in excess of
sixty million (60,000,000) cubic feet.

The minimum yearly. obligation of Buyer to take andvpa& for,
or falling to take, nevertheless to pay for, calculated as above pro-
vided, shall hereinafter be referrgd to as the "yearly contract quan-
tity".

Section 2. If during any calendar year, Buyer shall fall to
take the yearly contract quantity’ of gas, then Buyer—-shall pay Seller

on February 1 of the next following calendar year for that quantity

-

of gas whieh-is equal to the difference between the yearly contract
quantity and Buyerts actual takes during such calendar year. The
amount so pald=shall be equal to the prive in effect at the time
such deficiency occurred; multiplied by the volume-of gas for
which payment 1s due, 1if the date at which such deflelency occurred
can be determlned; otherwise, the amount 8o paid shall be equal ‘to
the welghted average price for gas hereunder during the year such
deficiency occurred, multiplied by the volume of gas for which .
payment ds--due.

Section 3. If at any time the total quantity of gas pro-
duced from all the lands and leases covered hereby falls to meet the
specifications for gas as to quality as herein below provided, then
at Buyer's request any or all such wells which produce gas having a
quality less than herein stipulated shall be withdrawn from this agreeq
ment.

The gas delivered hereunder shall contain not more than
fifty (50) grainms total sulphur per one hundred (100) standard cubic
feet and not more than five percent (5%) by volume of carbon dloxide.
The gross hegting value of the ga® delivered hereunder shall be not
less than hiﬁe hundred and fifty (950)“Briﬁish'thermal units per
standard cubic foot saturated with water vapor but Seléer shall not
have the right td reduce the heatingcontent of gas dellvered here-
under below one thousand fifty (1,050) British thermal units per
“‘gtandard cubic foot saturated with water vapor. The gas shall be

reasonably free from objectionable liquids.
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ARTICLE V

DELIVERY POINT AND PRESSURE

Section 1. The delivery point for the gas deliverable here-
under shall be at the mouth of the well or, at Seller's election, on
the gas discharge. side of Seller's separator through which gas is pas-
sed. Title to and ownership of such gas shall pasé to and absolutely
vest in Buyer at the point of delivery as aforesaid.

Section 2. In the event the average wellhead flowing pres-
sure of all wells covered hereby declines to a pressufe of less than
six hundred and fifty (650) psig, then Buyer agrees to lower the pres-
sure at the points of ¢elivery hereunder to the extent necessary to
permit the delivery of gas hereunder at wellhead flowing pressures
down to one hundred (100) psig; provided that Buyer will at all times
maintain the pressure on the polnts of delivery hereunder sufficlently
low to permit at least eighty percent (80%) of Seller's wells covered
hereby to deliver gas into Buyer's gathering system.

Sectlon 3. Buyer shall take gas hereunder at natural well-
head flowing pressures, provided that in the event any well becomes
incapable of producing at a flowing pressure of six hundred and fifty
(6509, psig or at the minimum pressure specified in Section 2 of this
Article V, whichever ;.g; lower, and ASeller has taken any remedial ac-
tion which in its opinion 18 necessary with respect to the mechanilcal
or reservolr condition of the well to ingrease the deliverabllity
thereof, and 1f such well is located on acreage which has been other-
wise fully developed but which in the oplnion of Seller's counsel will
result in the termination of a lease unless Seller continues to produce
gas from such well, then Seller shall so notify Buyer of such fact.

In the event sald well is capable of producing at a rate of at

least three hundred and fifty thousand (350,000) cubic feet of gas

per day at a flowlng pressure of at leawt one hundred (lDO) peig, .
then Seller may proceed-to-install and placeTn operation at a point
to be mutually agreed“upcn'by“BﬁyEr”?nd"SélIéf;“ail“ccmpression
facllities as are nevessary to permit S&llerto produce and Buyer
to receive gas from-such well at the thén existing pressures in
Buyer*sﬂgayhering Itne, but not in excess of Blx hundred and fifty
(650) psig. Buyer whall pay ‘Seller, within I5 days after recelpt
of statement therefor, Seller's book cost of installing -such faci-
lities, and such facilitles shall be the property of Buyer. After
such facilities have been-so Installed and placed in operation by
Seller, ﬁuyer wlll maintﬁin”and“operatewsamemat*its“solé‘éxpense

go long as such well is capable of producing gt least three hundred
and fif ty thousand {350,000) cublc feet of gas per day at a flow-
ing preséure of one hundred (100) psig.

Section 4. In the event Buyer ceases taking gas from any
well because of its fallure to meet the requirements of Section 2 or
Section 3 of this Article, then such well and the acreage attributed
to 1t to the extent of Seller's interest therein, shall be with-
drawn from this contract.

. ARTICLE VI
RIGHT-OF-WAY

Section 1. Seller grants to Buyer, so far as Seller has
the right to do so, rlght-of-way on the acreage covered by this
agreement for Buyer's gathering pipe line and other equipment as
may be necessary, with full right of ingress and egress to and from
sald premlses, and the further right to do thereon acts necessary
or convenient for the carrying out of the terms of this agreement.

Section 2. All equipment placed on said acreage by Buyer
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shall be and remain ;ts property and be subject to removal by 1t at
any time.
ARTICLE .VII
REGULATION
Subject to the provisions of Article II hereof, Buyer
shall have the right to regulate the flow of gas at the boints of
delivery insofar as the fluctuating demand of Buyer's market is
concerned, but such regulation shall be subjJect to control by Sel-~
ler insofar as the ability of any well or wells to produce without
damage to the reservoir by excessglve rates of withdrawal is concerned
ARTICLE . VIII
DRIPS AND . SEPARATORS

Seller agrees to 1nstall ‘all drips, separators and other
devices that may be found necessary to separate crude oil, liquid
hydrocarbons and water in its liquid state from the gas so that such
01ll, liquid hydrocarbons and water 1n its ligquld state may be kept
from entering Buyer's pipe line, all oil and liquld hydrogarbons so
separated on Seller*s‘premises shall-remain the property of Seller.

ARTICLE IX
METERS

Section 1. Buyer, at its sole cost and expense, shall
install, maintaln and operate at the points of delivery a standard
type orifice meter for the measuring of the quantity of gas del-

lvared hereunder. Orifice meters shall be installed and operated in
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accordance with the specificatbtions prescribed in Gas Measurement Com-~
mittee Report No. 2, dated May 6, 1935, including the appendix thereto,
of the Natural Gas Department of the American Gas Association. Buyer
shall cause the charts on such meter to be changed daily or weekly, as
may be agreed upon by the parties hereto. The respective meter,

.meter readings and meter charts shall be accessible, at all reasonable
times, to inspection and examination by Seller.

Section 2. From time to time and at least once in each
three (3) months, the accuracy of Buyer's measﬁring equipment shall
be verified by and at the expense of Buyer in the presence of Sel-
ler's representative, and the paréies shall Jointly obserye any ad-
justments which are made in such measuring. equipment, if either
party at any time shall notify the .other that it desires a special
test of any meter, the other party shall cooperate to secure an
immediate verification of the accuracy of such meter and joint ob-
servation of any adjustments. Buyer shall give Seller notice of the
time of all tests 1n order that Seller may conveniently have its
representative present. Readling, calibration and adjustment of
Buyer's meters and changing of charts shall be done by Buyer.

Section 3. If upon any test the percentage of inaceuracy
shall be two percent (2%) or more, the registration of such meter
shall be corrected at the rate of such inaccuracy for any period
which 1s definitely known or agreed upon, but, in case the period
i3 not definitely known or agreed upon, then for a period extending

back one-half (1/2) of the time elapsed since the date of the last
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calibration. Following any test, meterlng equipment found lnaccurate
shall be immediately restored by Buyer as closely as possible to a
condition of accuracy. If for any reason any meter 1s out of service
or out of repair so that the amount of natural gas delivered cannot
be estimated or computed from the reading thereof, the amount of
natural gas delivered during the period such .meter is out of service
or out of repalir shall be estimated and agreed upon by the parties
hereto upon the basis of the best data avallable, using the first

of the following methods which 1s feaslble:

a. By correcting the error if the percentage of error 1s
ascertainable by calibration test or mathematlcal calcula;ion;

b. By using the registration of Seller's check meter if
installed and accurately reglstering;

¢. By estimating the quantity of dellvery by deliverles
during preceding periods under similar conditions when the meter was
registering accurately.

Section 4. Seller may, at its option and expense, install
and operate a check meter to check Buyer's meter, but measurement of
gas for the purpose of this agreement shall be by Buyer's meter, ex-
cept as hereinabove gpecifically provided to the contrary.

ARTICLE X
GAS MEASUREMENT

Section 1. The unit of measurement for the natural gas de-
livered under this agreement shall be one (1) cuble foot at a base

temperature of sixty degrees (60°) Fahrenheit and at a base pressure
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of fifteen and twenty-five thousandths pounds (15.025#) per square
inch absolute, and the readings and registrations of the metering
equipment herein provided for shall provide the baslis for computation
of the volume of gas dellvered hereunder into such units in accor-
dance with the specifications prescribed 1n Gas Measurement Com-
mittee Report No. 2, dated May 6, 1935, of the Natural Gas Depart-
ment of the American Gas Assoclation, including the appendix thereto
except as herelnafter provided. These gpecifications shall be ap-
plied in a practical and appropriate manner.

Section 2. For the purpose of measurement, the absgolute
atmogpheric (barometric) pressure shall be agreed upon for each
point of delivery hereunder. Appropriate correction shall be made
for deviation from Boyle's Law according to the "Supercompressibi-
11ty Correction Factor Tables" contalned in the publicatlion "Stano-
chart" by Stanolind 0il and Gas Company, 1949 edition, or other
method mutually agreeable to the parties hereto. For meters of the
orifice type, the following factors shall be given due consideration,
viz:

a. The temperature of the natural gas flowing through
Buyer's meter shall be obtained by the use of a recording thermo-
meter so installed by Buyer that 1t may properly record the tempera-
ture of such gas. The arithmetical average recorded temperature
shall be used in computing volumes hereunder.

b. The specific gravlity of the natural gas shall be de-

termined by Buyer each three (3) months (Joint tests if desired by
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Seller) on or as near the first of each three (3) months' period as
practicable, by means of an Edwards type balance or by such other
method as may be agreed upon by the parties hereto., Such test shall
determine the specific gravity to be used in computations for the
measurement of natural gas deliverdes during such three (3) months!'
perlod.

Section 3. Seller shall be notified of and have the right
to be represented at and to participate in all tests of gas delivered
hereunder or of any equipment used in measuring or determining the
nature or quality of such gas. ‘

ARTICLE XTI
BILLING

Section 1. Buyer, on or before the tenth (10th) day of
each calendar month, shall render to Seller a statehment, accom-
panied by charts, showing the amount of gas purchased at the de~-
livery point durling the preceding calendar month and payment shall
be .made by Buyer on or before the twentieth (20th) day of each calen-
dar month for such gas, less all applicable taxes pald by Buyer for
Seller's account.

Section 2. Seller shall return to Buyer all charts after
a thirty (30) day period. Seller shall have access to Buyer's re-
cords and books at all reasonable hours so far as they affect mea-
surement and settlement for the gas sold hereunder.

ARTICLE XII
PRICE

Section 1. Buyer shall pay Seller for all gas delivered

~15-

hereunder in accordance with the following schedule:

a. Por the first five (5) year period commencing with the
initial delivery of gas hereunder, twelve cents per thousand cuble
feet (12¢/MCF).

b. For the second five (5) year period, thirteen cents
per thousand cubic feet (13¢/MCF).

¢. TFor the third five (5) year perlod, fourteen cents
per thousand cublc feet (14¢/MCF). y

d. TFor the fourth five (5) year period and theféafter un-

t1l terminated, .the market value at the delivery point, at the com-

.mencement of each such flve (5) year period, of gas of slmilar qua-

11ty and pressure in the area from which the gas covered by this
agreement 1s being produced, but not less than fifteen cents per
thousand cublc feet (15¢/MCF).

Section 2. If at any time or times subsequent to the date
of execution of this agreement Buyer shall purchase any quantity of
gas produced in San Juan and Rio Arriba Countles, New Mexico, and
La Plata County, Colorado, at a price per one thousand (1,000) cubie
feet which is higher than the price being paid to Seller for gas
hereunder, Buyer shall forthwith notify Seller of such fact. Buyer
agrees the price being pald to Seller for gas hereunder shall be im-
medlately increased to equal such higher price being pald to such
other seller and such higher price hereunder shall contlnue 1n effect
so long as, but only so long as, any such higher price is pald to

auch other seller. In determining whether the price payable for such
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gas is "higher" than the price payable for zas under this agreement,
due consideration shall be given to the provisions as to quality of
gas, delivery pressures, gathering and compressing obligations, pro-
visions regarding measurement of gas, including deviation from Boyle's
Law, taxes payable on or with respect to such gas and all other per-
tinent factors except quantity.

Section 3. Seller hereby assumes the responsibility and 1li-
ablility for making payments to the legsors and royalty owners for pro~
portionate amounts due them on account of allggas s801l¢ hereunder.

Section 4., Buyer agrees to reimburse Seller for all "excess
in royalty payments" which Seller shall be required to pay to the Ute
Indians pursuant to lease terms and to applicable regulations of the
United States Government with respect to gas sold and dellvered to
Buyer hereunder. Such payments shall be made by Buyer to‘Seller within
ten (10) days followlng receipt of statement from Seller therefor.

"Excess in royalty payments" as used herein is defined as
the amount by which the actual royalty payments to the Ute Indians ex-
ceed the amount such payments would have been if the royalty had
been pald upon the sums received under the terms of this agreement.

Section 5. In the event any of the gas delivered hereunder
should be determined by Podblelniak analysis to contain 0,75 gallons
or more of natural gasoline, butanes and propane per thousand (1,000)
cublic feet of gas and in the event Buyer should process such gas
for the recovery of such liquids or cause such gas to be processed
for recovery of such liquids, then Buyer shall pay Seller for such
liquids extracted from the gas so delivered and processed on the
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basis of the schedule set out in "Bagls of Settlement for Gasoline
and Additional Praducts", marked Exhibit "C" attached hereto and
made a part hereof.

Section 6. While Buyer does not contemplate the extrac-
tion or manufacture of any products from the gas purchased from Sel-
ler hereunder other than such natural gasoline, butanes and propane
as may be extracted under the provisions of Seetion 5 above, pay-
ment for which 18 herein provided, Buyer agrees that in the event
it should extract or manufacture, or cause the extraction or manu-
facture of, elther at the plant or elsewhere on Buyer's system, any
product from such gas which product has a commerclal use to Buyer
in its operations, or from which Buyer recelves revenue, elther
through direct sale or as royalty from others, Buyer will pay to
Selller a fair share of the value of such products to Buyer or of
Buyer's revenue therefrom, based upon the then current practices in the

-industry. In the event no current practices are established for deter-
mining such share to Seller, then Buyer will negotiate with Seller in
good faith to the-end that Seller shall always recelve its falr share of
the value of such products to Buyer gr of Buyer's revenue therefrom.

Section 7. It 1s recognized by the parties hereto that
the prices provided in this agreehent are subject to the regulations,
pules and orders of the Office of Priee Stabilization of the United
States Government. Accordingly, if the regulations, rules or orders
of the said Office of Price Stabilization at any time prevent the
payment of the prices provided in this agreement, all of the other
terms and provisions of this agreement shall continue in full force
and effect and the price provisions herein contained shall be app-
licable only to the extent that the same are not in conflict with

gsaid regulations, rules or orders; provided, however, that if at any
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time the price payable for gas under .the other sections of this agree-

ment 1s reduced by reason of the regulations, rules or orders of the

sald Office of Price Stabilization, a monthly record shall be kept
of the difference between the prices actually paid for gas hereunder
and fhe prices whiceh could have been paid for such gas as provided
in the other sections of this agreement had such regulations, rules
or ordérs not been in”effect, and BuyerAshall pay to Seller the

amount of such difference, without interest, at such time as Buyer

may lawfully pay and Seller may lawfully recelve the same; provided

that Buyer's obllgation to pay sald difference shall terminate when
this agreement. terminates 1f such payment could not have been law-
fully made and recelved prior to sueh time., Seller assumes the ob-
ligétion of furnishing to Buyer evidence satisfactory té Buyer es-
tablishing the fact that the prices for gas provided in the other
sectlons of this agreement can be lawfully pald under the regulations,
rules and orders of the sald Office of Price Stabilization.
ARTICLE XIII
TAXES

Seller shall bear and pay or cause to be paid all taxes
assessed upon or in respect of the gas up to the delivery thereof
to Buyer, and Buyer shall bear and pay all taxes upon or in re-
spect of the gas after such delivery; and all sales taxes, or
other similar taxes, upon the sale or delivery of the gas by Sel-

ler to Buyer hereunder shall be borne as provided by. law; provided

that any and all increase in taxes or new taxes imposed by laws

passed after the date of this agreement (except ad valorem taxes
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on properties and income taxes), upon or in respect of the gas up to
the delivery thereof by Seller to Buyer or upon the sale or delivery
.thereof by Seller to Buyer, shall be divided between and borne by
the parties hereto on the basis of twenty-five percent (25%) by Sel-
ler and seventy-five percent (75%) by Buyer.
ARTICLE XIV
TITLE

Seller hereby warrants the title to the gas, the Seller's
right to gell the same, and that such is free from all liens and
adverse claims.

' ARTICLE XV
INDEMNIFICATION

Neither Seller nor Buyer shall be held responsible or liable.

for damages for the acts or conduct of the other.
' ARTICLE .XVI
FORCE MAJEURE

Except for Buyer's obligation to make payments for gas de-
livered hereunder, neither party hereto shall be liable for any fail~
ure to perform the terms of this agreement when such fallure 1s due
to "force majeure" as herelnafter defined. The term "force majeure"
as employed in this agreement shall mean acts of God, strikes, lock-
outs or industrial disturbances, civlil disturbances, arrests and re-
straint from rulers and people, interruptions by government or court
orders, present and future valid orders of any regulatory body having
proper jurisdiction, acts of the public enemy, wars, riots, blockades,
insurrections, inability to secure right-of-way, inability to secure
labor or material, including inability to secure materials as a result
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allpegations, promulgated by authorized governmental agencles, epldemlcs,
landslides, lightning, earthquakes, fires, storms, floods, wash-
outs, explosions, breakage or accident to machinery or linés of pipe,
freezing»of-wells or pipe lines, partial or entire fallure of gas
supply, or any other cause, whether of the kind hereln enumerated
or otherwise, not reaéonably within the control of the party claim~
ing,force,majeufe° Nothing herein contalned, however, shall be con-
struéd,to require either party to settle a strike against its will.
ARTICLE XVII
SUCCESSORS _AND ASSIGNS

This agreement shall bind and benefit the parties hereto
and thelr respective successors and assigns, provided that no con-
.veyance:or transfer of any interest of either party shall be bind-
ing upon the other party until such other party has been furnished
with wrlitten notice and true copy of such conveyance of transfef;
provided, further, that either Buyer or Seller or both may asslgn
its right, title and interest in, to and by virtue of this agreement,
1ncluding any and all extensions, renewals, amendments and supple~
ments thereto, to a trustee or trustees, individual or corporate,
as'seCQrity for bonds or other obligations or securities, without
such .trustee or trustees assuming or becoming in any respect obll-
gated to perform any of the obligations of the assignor, énd, if
any such trustee be a corporation, without its being requlred by
the parties hereto to qualify to do business in any state in which

the performance of this agreement shall occur.
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ARTICLE XVIIT
TERM

This agreement shall be effective from the date hereof,
and shall remain in force untll January 1, 1974, and thereafter
from month to month until sixty (60) days' notice in writing of
termination .is given by either party to the other.

ARTICLE XIX
MISCELLANEQOUS

Section 1. In the event this agreement shall not be
terminated undef the provisions of Section 2 of Article I hereof,
then Buyer shall (a) begin actual construction on a scale reason-
ably calculated to accomplish the completion ready for operation
of sald additional faeilities by January 1, 195%, (b) diligently
pursue the construction of sald additional facilities to comple-
tion ready for operation after construction 1s so begun, and (c)
actually begin the taking of gas hereunder on or before January
1, 1954; provided that in the event Buyer does not actually begin
the taking of gas hereunder on or before January 1, 195%, then,
regardless of whether or not Buyer's failure to take gas 1s caused
by force majeure, until Buyer begins taking deliverles of such gas
it shall pay to Seller at the rates specifiled hereln for the daily
average quantities specified in Section 1 of Article IV.

Such payments as may be made as provided in (c) above

shall be treated as advance payments for gas hereunder, and Buyer
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shall have the right, at any time during the twelve {(12) months
following the initial delivery éf gas hereunder to take volumes
of gas in excess of the average daily volumes Rerefn specified

to the extent that such excess vblumes are avajlable, without pay-
ment therefor, until such excess quantity equals the quantities
previously paid for but not received. Seller shall have no obli-
gation to Buyer with respect to any gas not so made up during such
twelve (12) months' period.

Section 2. Notices to be given hereunder shall be deemed
sufficiently given and éerved when and if deposited in the United
States mall, postage prepald and registered, addressed to Seller
at P.0. Box 1410, Fort Worth, Texas, or to Buyer at P. O. Box
1492, E1 Paso, Texas, as the case may be, or to such other address
as elther party shall respectively hereafter designate in wrlting.

Routine communications, including monthly statements and
payments,‘shall be considered as duly delivered when malled by
either regilstered mail or ordinary flrst class'mail, postage pre-
paid.

Section 3. It 1s hereby agreed that this agreement shall
be subject to .the condition that nothing herein shall be construed
as affecting any of the relations betweén the United States and 1ts
lessee, particularly in matters of gas waste, taking royalty in kind
and the method of computing royalties due as based on a minimum price
and in accordance with the terms and provisions of the oll and gas
operating regulations applicable to the lands covered hereby.

IN WITNESS WHEREOF, the parties hereto have caused this

-23-

agreement to be duly executed, in dupliecate originals, on this

the day and year first above written.

"BUYER"
ATTEST: EL PASO NATURAL GAS COMPANY
8/ V. M. Plummer ) By 3
Ags't Secretary =¥tee Presildent
_ "SELLER"
ATTEST STANOLIND OIL AND GAS COMPANY
8/ C. A, Markey o By 8/ 3, E, Rouse
Agg't Secretary Vice President
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) EXHIBIT "p® _
Attached to and made a part of contract dated Septenmber 26, 1952

by and between EL PASO NATURAL GAS COMPANY, Buyer, and
STANOLIND OIL AND GAS COMPANY, Seller,

OPERATING AGREEMENT

A THIS AGREEMENT, made-as of this _____ day of .
19 ____, between STANOLIND OIL AND GAS COMPANY, & Delaware corporation
of Tulsa, Oklahoma, hereinafter called "Stanolind", and EL PASO NAT-
URAL GAS COMPANY, a Delaware corporation of El Paso, Texas, herelnafter
called "E1 Paso";
WITNESSETH: That
_ WHEREAS, Stanoclind 1s the owner of an interest in the fol-

lowing reclted oll and gas lease insofar as 1t covers the certain gas

rights 1n and under the land specifically described belowg

and

WHEREAS, El Paso has agreed to drill, develop and operate at '
its sole cost, risk and expense Stanolind!s interest in the above des-
cribed oll and gas lease insofar as it covers the gas rights only in
and under the land specifically described above down to and including
the Pictured Cliffs Formation, with the exclusive right to take and

appropriate the gas produced from said interest in sald land upon and

subject to the following terms, conditions and reservations.

NOW, THEREFORE, in consideration of the premises‘and the
mutual covenants and agreements herelnafter contained, to be kept
and performed by the parties hereto, 1t 1s hereby agreed as follows:

1. TITLES:

Stanolind does not warrant the title to the aforesaid acr;
eage, but 1t shall upon request furnish E1 Paso with such abstracts
and other title papers as it has in its files, together with photo-
static coples of the basic lease and intermediate assignments thereof.
?here‘shall be no obligations on the part of Stanolind to purchase new
or supplemental abstracts, nor to do any curative work in connection
with the title to sald lease acreage.

2. DRILLING AND OPERATION:

E1 Paso shall, not later than ¥

commence actual drilling of a well at a location on the acreage des-
cribed above, and thereafter prosecute diligently the drilling of sald
well to a depth sufficignt to test the Pictured Cliffs Formation un-
less gas 1n commercial quantities is encountered at a lesser depth.

El Paso shall complete sald well as above provided not later than

. All necessary casing and equipment

placed on thg land by E1 Paso pursuant hereto shall remain the prop-
erty of El Paso.

Stanolind shall have the right to measure the depth of said
well by running a steel line measurement, and when said well shall have
reached the. depth at which completion will be attempted, E1 Paso shall
notify Stanolind at 1ts Albuquerque, New Mexlco offilce so that Stanolind

may have an opportunlty to measure the depth thereof.

e

The drilling and completing of said well shall be at the sole
cost and expense of El Paso, and if said well proves to be capable of
producing gas 1n paying gquantities, 1t shall be equipped for produc-
tion of gas at the sole and entire cost and expense of El Paso, and
Stanolind shall not be subject to any obligations or liablility what-
soever in connection therewith. In the event said well proves to be
incapable of produeing gas or oll in paying quantities, E1 Paso shall,
at its sole expense, plug same in accordance with the laws of the State’
of Colorado and shall level the ground around the location and clean
and clear the premises to the satisfaction of the surface owners or
surface leBsees.

The area in which the well is to be drilled is believed by
both parties hereto to be underlain by deposits or accumulation of gas,
and 1t is the express purpose in drilling the well to adequately and
properly test all prospective gas~carrylng zones down to the depth to
which said well is drilled as indicated by the nature of the cuttings
and cores of formations penetrated or by study of electrical logs or
other scilentific methods to determine the productive possibllities of
the gas reservolr penetrated.

El Pago shall notify Stanolind immediately at its Albuquerque,
New Mexico office when the location for sald well 1s staked, when the
material for the drilling thereof is moved to the location, and when
aetual drilling 1s commenced.

Stanolind shall, for the purpose of inspection, have access
at all reasonable times to the lease and the derrick floor, and to all

books and records bearing on operations hereunder. El Paso shall fur-
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nish stanolind at its Albuquerque, New Mexico office with samples of
cu?tings of all formations drilled in said well, unless Stanolind
i1tself elects to take such samples. E1 Paso shall also furnish Stan-
olind at its Albuquerque, New Mexlico office with samples of all cores
taken as well as any other information desired by Stanolind relative to
to the drilling of sald well.

El Paso shall permit Stanolind to lower & geophone in said
well for the purpose of making any test desired; provided, however, that
Stanolind shall pay for the rilg time and the geophone expense dwring the
time the geophone is in use at the usual rates charged for such time
in the area. E1l Paso shall furnish Stanolind daily, at 1ts Albug-
uerque, New Mexico offlce with progress reports on the course of
drilling operations from the time sald well is spudded to completion
thereof, and upon completion of said well E1 Paso shall furnish Stanolind
at its Albuquerque, New Mexico office with a certified copy of the log
thereof. El Paso shall cause an electrical formation survey to be taken
in said well, to include all open hole below surface casing, an& El
Paso shall furnish Stanolind, free of cost, at its Albuquerque, New
Mexlco office with a certified copy of the log thereof.

El Paso shall test properly all prospective gas horizons.

Upon encountering such horizon, El Paso shall so notify Stanolind at
its Albuquerque, New Mexlco office and allow Stanolind sufficlent time
to have representatives present to witness such test. If an electrical
formation survey 1s made, elther before or after contract depth has
been reached, and the information from such survey, considered by

itself, or in conjunction with other indicatlons or evidence from
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g:uttings, cores or showings, indicates that the formation may be a
prospective gas horizon, then El Paso shall properly test such hor-
izon unless an adequate test thereof shall have been previously made.

Upon completion of the drilling of sald well as a producing
gas well, E1 Paso agrees to thereafter operate same as a prudent oper-
ator at its sole cost, risk and expense and to take gas therefrom as
contemplated by and within the terms of that certaln gas purchase agree-
ment between the parties hereto dated September 26, 1952, covering pur-
chase of gas from the Ignacio Area, Ia Plata County, Colorado.

Should El Paso discover oil in any well drilled on the sub ject
acreage and should Stanolind desire to take over the operation of such
well, a falr settlement will be made as to El Paso's cost incurred in
connection therewith.

3. CONSIDERATION:

As consideration for the rights and privileges extended by the
terms hereof, Stanolind excepts and reserves unto 1tself the following:

a. One-eighth of elght-eighths (1/8 of 8/8) of the market
value of all gas produced and saved from said land and attributable to
the interest therein acquired by E1 Paso hereunder, such consideration
to be pald to Stanolind free of all cosf and expense except as to taxes
on production,

With respect to sald consideration, the parties hereto agree
as follows:

a. That the market value pf any gas produced by E1 Paso from
said land and attributable to the lnterest therein acquired by E1 Paso
hereunder shall be deemed to be the price payable at the applicable
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time under the terms and provisions of that certain Gas Purchase Aggee;
ment by and between the partles hereto and dated the 26th day of Sep-
tember, 1952, covering purchase of gas from the Ignacio Area, La Plata
County, Colorado.

b. That gas used in drilling and operations on said land and
in the handling of production therefrom shall be deducted before such
consideration is computed.

¢. ‘That E1 Paso shall furnish Stanolind with authentic item-
ized monthly reports of all production from sald land, such reports to
be malled not later than the fifteenth (15th) day of the month
following that for which the report is made.

d. That the consideration herein provided shall extend to all
renewals and extensions of the above recited lease.

4. ADVANCE ROYALTY AND ROYALTY ON PRODUCTION:

o Stanolind shall pay and bear the entire expense of any advance
or minimum royalty on 1ts interest in the acreage hereunder that may
become due, and El Paso shall within fifteen (15) days after bllling by
Stanolind reimburse Stanolind to the extent of one-half (1/2) of any
advance or minimum royalty so paid by Stanolind. So much of E1 Paso's
one-half (1/2) of such advance or minimum royalty payments as shall
accerue to Stanolind as a credit from the lessor against future production
royalty due the lessor shall be credited to E1 Paso by Stanolind when
billing E1 Faso pursuant to the provisions of the next succeeding
paragraph hereof.

Stanolind shall further pay any royalty on production due the

lessor under the provisions of the lease agreements covering sald acreage
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and any overriding royalty or gas payment or other payment from pro-
duction burdening Stanolind's interest. El Paso shall within fif-
teen (15) days after billing by Stanolind reimburse Stanolind for
the total amount of such payments insofar as such payments are de~-
rived from or applicable to the interest acquired by El Pasoc herein.

5. LIABILITY:

Each party hereto agrees to indemnify and save the other
harmless from and against any and all claims or demands of third
partles, regardless of how evidenced or arising, occurring in .con-
nection with its operations on the leased acreage, including claims
for royalty by royalty owners with respect to the production from the
acreage covered hereby.

6. USE OF LINES AND TANK BATTERIES:

Stanolind reserves the right during the term of the lease
covering the land subject hereto to use and maintain all lines and
tank batteries now on the land covered hereby, together with the right
of ingress and egress thereto, and the right to use and occupy such
portion or portions of said land as may be necessary for the purpose
of this reservation, and also the right to remove same,

7. DEFAULT:

If E1 Péso shall fail to comply with any of the provisions
of this contract within the time and in the manner herein provided, then
S%anolind may at its option terminate this contract provided that none

of the provisions of this paragraph shall preclude Stanolind from res-
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orting to any legal or equitable remedy which it may oﬁhenwiéé”have”for
breach of this contract by E1 Paso.

8. NOTICE:

Except as otherwise specifically provided herein, all notices
required hereunder shall be deemed to have been served properly 1if del-‘
lvered personally or if sent by registered mail to Stanolind's office
at P, 0, Boxv1410, Fort Worth, Texas, or to El Paso at 1010 Bassett
Tower, Bl Paso, Texas, and the date of service by mail shall be the
date on which such written notice is deposited in the United States
Post foice, addressed as above provided, with postage fully prepaid
thereon.

9. COMPLIANCE WITH LEASE:

E1l paso shall keep and perform all of the terms, provisions
and express or lmplied covenants of the oll and gas lease covering the
land subject hereto, insofar as sald lease covers the gas rights only
in and under the land specifically described above, down to and incl-
uding the Pletured Cliffs Formation.

10. SURRENDER: , ‘

If at any time and from time to time after sald well has been
drilled E1 Paso desires to surrender, abandon or release its rights
hereunder, it shall notify Stanolind not less than thirty (30) days in
advance of such forfelture and shall in that event, immediately upon
request of Stanolind, made within sald thirty (30) day period, assign
to Stanolind, without covenants of warranty, all its right, title and

interest in and to sald well and equipment attendant thereto, and to

further production therefrom if any. Stanolind shall pay El Paso the
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salvage value of El Paso's casing and equipment in sald well, or in lieu
thereof, permit E1 Paso to remove same.
11. ASSIGNABILITY s

‘ El Pago shall not assign this contract in whole or in part
without the written consent of Stanolind; provided, however, that
eilther E1 Paso or Stanolind or both may asgign its right, title and in-
terest in, to and by virtue of this agreement, including any and all
extenslons, renewals, amendments and supplements thereto, to a trustee or
trustees, individual or corporate, as securlty for bonds or other obli-
gations or securities, without such trustee or trustees assuming or
becoming 1n any respect obligated to perform any of the obligatlions of
the assignor, and, if any such trustee be a corporation, without its being
required by the parties hereto to qualify to do business in the State of
Colorado,

12. REQULATIONS:

N This agreement 1s made subJect to all Federal and state laws
and valid regulations, including operating regulations made thereunder,
and in the event any provislon of this agreement or act contemplated there-
by shall be determlined to be in conflilect with any such law, regulation or
order, then 1n such event this agreement shall be deemed to be modified
accordingly to conform thereto. This agreement 1s made expressly sub-
Ject to the approval of the Secretary of the Interior.
IN WITNESS WHEREOF, the parties hereto have executed this in-

strument as of the day and year first above written.

ATTEST: STANOLIND OIL AND GAS COMPANY
By
AssTt Secretary Vice President
ATTEST: ' EL PASO NATURAL GAS COMPANY
By.
AssTt Secretary Vice President

EXHIBIT "c"

BASIS OF SETTLEMENT FOR
GASOLINE AND ADDITIONAL PRODUCTS

Attached to and made a part of contract dated September 26, 1952,
by and between EL PASO NATURAL GAS COMPANY, Buyer, and STANOLIND
OIL AND GAS COMPANY, Seller.

GASOLINE

1. PRICE: The Buyer shall pay to Seller for the gasoline contalned

in the gas delivered hereunder a price computed on the following
basis: )

a. When the average price of Grade 26/70 natural gasoline, or
1ts substantial equivalent, 1s less than 2¢ per gallon, 15%
of the value of the gasoline contained in saild gas.

b. When the average price of Grade 26/70 natural gasoline, or
its substantial equivalent, 1s 2¢ but less than 3¢ per gal-
lon, 20% of the value of the gasoline contained in said gas.

¢. When the average price of Grade 26/70 natural gasoline, or
1ts substantial equivalent, is 3¢ but less than 4¢ per gal-
lon, 25% of the value of the gasoline contalned in sald gas.

d. When the average price of Grade 26/70 natural gésoline, or
1ts substantial equivalent, i1s 4¢ but less than 5¢ per gal-
lon, 30% of the value of the gasoline contained in sald gas.

e. When the average price of Grade 26/70 natural gasoline, or
its substantial equivalent, it 5¢ or more per gallon, 33-1/3%
of the value of the gaBollne contalned in saild gas.

The "average price" used in the above table a.to e shall
be the higher of the followlng two prices during each settlement
period: 1) the average sales price of Grade 26/70 natural gasoline,
or 1ts substantial equivalent, as quoted in the National Petroleum
News for the North Texas Pistrict, or (2) Buyer's net realization
f.0.b. the plant for equivalent 26/70 gasoline.

The value of the gasollne contained 1n a thousand cublc feet
of gas shall be determimed by multiplying the ‘gasoline content (de-
termined as hereinafter provided by the Buyer's net realization f.o.b.
the plant during each settlement period.

2. QUANTITY: The quantity of gasoline contained in each one thousand
(1,000) cubic feet of gas delivered hereunder shall be determined by
multiplying the tested content determined as herelnafter provided mul-
tipllied by a fraction the numerator of which shall be the actual net
£

»

plant production of natural gasoline and the denominator of which
shall be the total tested natural gasoline production. The actual
net plant production, expressed in gallons, shall be the total net
deliveries of natural gasoline adjusted for change in.inventories. . .
The total tested natural gasoline production.shall be the sum of the
products, obtained by multiplying each individual quarterly field test
yleld by the applicable measured volume of gas from each connection.

ADDITIONAL PRODUCTS. Buyer shall, with reference to all additional

products, compensate Seller by paying Seller for gag delivered under
this contract, in addition to the sum of money otherwise provided to
be paid therefor, a sum to be computed by multiplying the actual ave-
rage net sales price of additional products, herelnafter defined, by
the quantlty of additional products actually saved and sold from the

plant attributable to gas delivered by Seller to Buyer, and multiply-

ing the result by whichever of the following percentages 1s applicable,
to wit:

15% when sald average net sales price of additional products is
2¢ or less per gallon;

20% when said average net sales price of additional products is
more than 2¢ but less than U4¢ per gallon;

25% when sald average net sales price of additlonal products is
4¢ or more per gallon but less than 6¢; _

33-1/3% when sald average net sales price of additional products
1s 6¢ or more per gallon.

The "average net sales price of additional products" shall

be the average net sales price per gallon f.o.b. plant of additional
products saved and so0ld during the settlement period involved. The

"quantity of additional products actually saved and sold from Buyer's
plant attributable to gas delivered by Seller to Buyer" shall, for
the purpose of this computation, be that percentage of such additional
products actually saved and =sold from the plant, expressed in gallons,
which the total gasoline content (determined as hereinafter provided)
of the gas delivered by Seller to the plant bears to the total gaso-
line content of all gas delivered to the plant (determined in a like
manner). By the term "additional products" is meant all products
other than and in additlion to residue gas and natural gasoline not in
excess of 26 R.V.P. currently being manufactured in Buyer's plant.

As to any of such liquid products that Buyer removed from
said plant for its own use at points away from the plant, same shall
be deemed to have been sold f.o.b. the plant at the same price per
gallon at which actual sales to others f.o.b. the plant of like ma-
terial during the settlement period. In the event there should be
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no actual sales of liquid products from the plant to others during
any settlement period, then the average net sales price which Buyer
shall use in computlng payment to Seller for any of such liquid pro-
ducts used by Buyer, as aforesald, shall be the welghted average net
sales price of the three (3) nearest manufacturers, f.o.b. their
plants, of like materlal 1n the same general area during such settle-
ment period.

It 18 understood and agreed that Seller retains the option
of taking products in kind in lieu of cash payments for same, pro-
vided that Seller shall furnish Buyer with reasonable notice of its
intention so to do and further provided that in the event of such
notice, Seller shall be obligated to continue taking products for a
reasonable time. ‘

Tests for the determination of gasoline content of the gas
s0ld hereunder shall be made by Buyer and at Seller's option in
presence of Seller's representative each three (3) months on or as
near the first of each three (3) months' period as practicable. The
Natural Gasoline Association of America standard charcoal method, or
such other method as may be agreed upon, shall be used in making such
test. The content so determined shall be adjJusted to the pressure
base gpeclifled in Article X hereof.




