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AGREEMENT FOR 
CONSTRUCTION AND OPERATION OF 

INDIAN BASIN GAS PLANT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, made and entered into t h i s day of , 

1965, by and between the parties that execute t h i s agreement w i t h i n the time 

hereinafter provided (such parties being hereinafter at times referred to c o l 

l e c t i v e l y as "Processor" or "Plant Owners"), 

W I T N E S S E T H : 

WHEREAS, the parties hereto are the owners of certain of the wells or 

interests i n wells located w i t h i n the Indian Basin Gas Plant Area as outlined 

i n Exhibit "A" attached hereto, and which wells produce gas and condensate; and 

WHEREAS, certain other parties, as the owners of certain wells or i n 

terests i n wells located w i t h i n the Indian Basin Gas Plant Area as outlined i n 

said Exhibit "A", may elect not to j o i n i n t h i s agreement for the construction 

and operation of the Plant; said parties, however, may elect to have t h e i r gas 

treated and processed in the Plant under a Processing Agreement on the form 

hereinafter provided as Exhibit "E"; and 

WHEREAS, the parties hereto desire to j o i n i n the construction, owner

ship and operation of the Plant to gather, t r e a t and process gas and condensate 

produced from the Plant Area., and the parties hereto desire to cause the gas 

to be delivered to the Plant by the Producer for t r e a t i n g , processing, and 

the recovery of products as hereinafter provided, and desire to return the pro

cessed gas to the Producer or to a person designated by the Producer at the 

outl e t of the processing plant a f t e r t r e a t i n g and the removal of the products 

as hereinafter provided; 



NOW, THEREFORE, i n consideration of the premises and of other good 

and valuable considerations and of the agreements and covenants hereinafter 

contained, the parties hereto agree as follows: 

ARTICLE I 

DEFINITIONS 

1. "GAS" shall mean that part of the f u l l w ell stream, whether pro

duced from gas or gas condensate formations, which remains i n the gas phase at 

the outl e t of a conventional mechanical o i l and gas separator (excluding f a c i 

l i t i e s u t i l i z i n g low temperature, heat exchange, adsorption or similar pro

cesses) . 

2. "FUEL GAS" shall mean the portions cf the gas delivered to the 

Plant which is used for plant fuel i n heaters, b o i l e r s , i n t e r n a l combustion 

engines and other uses incidental to plant operations. 

3. "PLANT AREA" shall mean a l l of that certain area located i n Eddy 

County, New Mexico, designated as "Plant Area" on the map attached hereto and 

made a part hereof as Exhibit "A", which area shall be subject to revision at 

the time and i n the manner provided hereinafter. 

4. "THE PLANT" shall mean a l l machinery, equipment, f i x t u r e s , a p p l i 

ances, pipes, valves, f i t t i n g s , pipeline to and from Delivery Points, and mate

r i a l of every nature and kind comprising the Plant to be constructed by the 

parties hereto as provided i n A r t i c l e I I hereof, the Plant Site; the loading 

rack s i t e ; a l l buildings and structures of every kind to be located on the s i t e 

of the Plant reasonably required for the operation of the Plant; a l l easements 

reasonably required for the operation of the Plant; water wells and water 

gathering system, and a l l appurtenances, including the gas and gas condensate 



gathering systems owned by the Plant, and other f a c i l i t i e s , equipment, machinery, 

and personal property deemed by the parties hereto to be necessary for the 

operation of the Plant. 

5. "PRODUCTS" shall mean a l l l i q u i d hydrocarbons or any mixture 

thereof or any other Plant product that the parties hereto may condense or ab

sorb from, or separate out of, the gas that is run into and processed i n the 

Plant, including, but not by way of l i m i t a t i o n , natural gasoline, butanes, pro

pane, ethane, sulphur, and other li q u i d s and solids, excluding condensate. 

6. "CONDENSATE" shall mean a l l l i q u i d hydrocarbons, other than crude 

o i l , recovered by conventional mechanical lease separation equipment (excluding 

low temperature, heat exchange, adsorption or similar processes) from gas 

wells and gas condensate wells. 

7. "A CUBIC FOOT OF GAS" shall mean the volume of gas contained i n 

one cubic foot of space at a pressure of 14.65 pounds per square inch absolute 

and at a temperature of six t y degrees Fahrenheit. 

8. "PRODUCER" sha l l mean a party hereto that owns a working interest 

i n wells or leases or by contract has the r i g h t to have the gas produced from 

the leases referred to i n Exhibit "E" treated and processed i n a plant. 

9. "DELIVERY FACILITY" sh a l l mean the f a c i l i t i e s i n s t a l l e d by Pro

ducer at the point on the lease at which the gas i s passed through a separator, 

dehydrator or compressor, i f i n s t a l l e d , and by which the gas and condensate 

are delivered to the Plant Owners as Processor under a Processing Agreement. 

10. "PLANT OPERATOR" shall mean the Plant Owner chosen by the Plant 

Owners to operate the Indian Basin Gas Plant and gathering systems located 

w i t h i n the Plant Area. 
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11. "NON-OPERATOR" shall mean such party hereto that is not the 

Plant Operator. 

12. "PLANT OWNER" shall mean a party who has executed t h i s Agree

ment and the Processing Agreement. 

13. "NON-OPERATING VOTING INTEREST" shall mean the proportion, ex

pressed as a percentage, that the Plant interest of each party hereto (exclu

sive of the Plant interest of that party who is then Plant Operator) bears to 

the Plant interest of a l l parties hereto exclusive of the Plant interest of 

that party then designated as Plant Operator. 

14. "PROCESSED GAS" shall mean that portion of the gas remaining 

aft e r treatment and processing i n the Plant and af t e r shrinkage due to extrac

t i o n of acid gases and plant products, plant and f i e l d losses s and use of gas 

for f u e l i n the Plant. This term shall further include gas which bypasses the 

Plant when bypassing occurs for any reason. 

15. "PRODUCTIVE ACREAGE." for the purposes of t h i s Agreement, u n t i l 

and unless revised as provided for herein, shall mean that certain area w i t h i n 

the Plant Area designated as Productive Acreage as outlined on Exhibit "A" 

hereof. As to those portions of the productive acreage as to which the produc

t i o n therefrom is j o i n t l y owned by v i r t u e of u n i t , communitization, and operat

ing agreements, the respective productive acreage allocated to each party own

ing a working interest therein shall be equal to the percentage of working 

int e r e s t ownership allocated to the respective parties under the applicable 

u n i t , communitization, or operating agreement. Each governmental section with

i n the Plant Area s h a l l , for the purposes hereof, be regarded as containing 

640 surface acres whether or not i t contains more or less actual surface acres. 



I n computing "productive acreage," no additional credit shall be made for a 

section on which a well completed i n more than one formation i s located. 

ARTICLE I I 

CONSTRUCTION OF INDIAN BASIN GAS PLANT 

Plant Operator s h a l l , with due diligence, contract with an indepen

dent contractor or contractors for the preparation of plans and specifications 

and the construction of the Indian Basin Gas Plant and gas gathering systems 

for the purpose of gathering, receiving, t r e a t i n g , and processing gas produced 

and saved from the Plant Area. Such f a c i l i t i e s s h a l l also include storage 

tanks for condensate and products and loading racks to handle and deliver the 

condensate and products extracted from the gas. The processing portion of the 

Plant process f a c i l i t i e s s hall be designed to recover i n storage not less than 

seventy per cent of the propane, ninety-five per cent of the butanes, and es

s e n t i a l l y a l l of the heavier l i q u i d hydrocarbons contained i n the gas at a 

through put of approximately 120,000,000 cubic feet per day. A l l other f a c i l i 

t i e s and appurtenances which the parties deem necessary for the successful 

operation of the Plant shall be included i n such plans and specifications i n 

construction of the Plant and gathering systems. 

Upon approval of the parties hereto by voting i n accordance with the 

procedure established i n A r t i c l e I I I , Plant Operator is authorized to execute 

said contract for the parties hereto for the construction of the Plant, and a 

performance bond may be required of the contractor, and Plant Operator shall 

not be responsible or l i a b l e for any act, omission, or f a i l u r e of performance 

of said contractor or contractors, t h e i r agents, servants, or employees r e l a t i v e 
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to such construction. A l l other contracts for completion of other parts of 

the f a c i l i t i e s or gathering system shall be made by Plant Operator a f t e r ap

proval of the parties hereto i n the same manner as the primary contract for 

the construction of the Plant. 

Plant Operator shall have dire c t charge and supervision of a l l mat

ters a r i s i n g under the contract or contracts for t h i s construction and a l l 

matters a r i s i n g during the actual construction work and s h a l l proceed i n ac

cordance with i t s best judgment, i n good f a i t h , to the end that a l l such work 

be completed with due diligence and i n a workmanlike manner. 

Notwithstanding anything herein to the contrary, the Plant Owners 

understand that i t may be necessary, a f t e r construction begins, to make cer

t a i n changes i n previously approved plans and specifications. The Plant 

Operator may do so as i t sees f i t , providing, however, that Plant Operator 

shall make no major changes, or any single change requiring an additional ex

penditure i n excess of Ten Thousand ($10,000.00) Dollars without approval of 

Plant Owners voting i n accordance with the provisions of A r t i c l e I I I of t h i s 

Agreement. 

A l l parties hereto shall have the r i g h t to inspect and observe the 

construction work on the Plant at a l l reasonable times, and Plant Operator, 

during the construction, shall submit to each of the parties monthly reports 

showing the progress of the work. 

Prior to the commencement of the actual construction of the Plant, 

Plant Operator shall purchase or acquire the surface ownership or a long-term 

lease on a t r a c t of land of s u f f i c i e n t size and at a suitable location for the 

construction of the Plant. Plant Operator shall further acquire such pipeline 
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and other rights of way, easements, and grants as may be necessary to accom

p l i s h the purpose of th i s agreement. T i t l e to the premises acquired for such 

purposes shall be taken i n the name of Plant Operator but shall be held for 

the benefit of a l l Plant owners hereunder, including Plant Operator. 

The parties hereto, i n so far as they have the r i g h t to do so, hereby 

grant and convey unto Plant Operator a l l necessary pipeline and other r i g h t s 

of way and easements i n , on, and across t h e i r respective lands and leases for 

laying, maintaining, operating, repairing, changing, and removing the gas 

gathering system, meter loops, and other equipment, and for a l l other purposes 

under t h i s agreement so long as such purposes do not unreasonably i n t e r f e r e 

with lease operations. The cost of the acquisition of a l l such fee property, 

surface leases, r i g h t s of way, easements, and grants hereinabove mentioned 

sha l l be borne by the parties hereto i n accordance with t h e i r respective un

divided interests i n the Plant, as hereinafter set f o r t h . 

ARTICLE I I I 

PLANT OPERATOR AND DUTIES 

Each party hereto hereby designates MARATHON OIL COMPANY as Plant 

Operator and authorizes i t to operate the Plant, and, subject to the provisions 

of t h i s agreement, Plant Operator shall have the exclusive r i g h t to operate 

the Plant; provided that, when questions a r i s i n g hereunder are to be resolved 

and determinations for authorizations are to be made by a vote of the parties 

hereto as herein provided, Plant Operator sh a l l be bound to follow such deci

sions, determinations, and authorizations of the parties hereto. 

Plant Operator shall supervise the construction, operation, mainten

ance, a l t e r a t i o n , or enlargement of the Plant and conduct a l l operations 
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hereunder i n a good and workmanlike manner and, i n the absence of specific i n 

structions from the parties hereto or t h e i r representatives given i n accordance 

with the procedure established herein, s h a l l have the r i g h t and duty to act i n 

accordance with i t s best judgment of what a prudent operator would do under 

the same or similar circumstances. Plant Operator sh a l l f r e e l y consult with 

the parties hereto and shall keep the parties informed of a l l matters a r i s i n g 

during the construction, operations, maintenance, a l t e r a t i o n , or enlargement 

of the Plant which Plant Operator, i n the exercise of i t s best judgment, con

siders important. A l l parties hereto shall have the r i g h t , at t h e i r own r i s k 

and expense, to observe the construction and operation of the Plant. 

Plant Operator shall also s p e c i f i c a l l y perform the following acts, 

to w i t : 

1. Supervise the construction of the Plant and any alterations or 

additions thereto. 

2. Supervise a l l operations for the extraction, separation, and de

l i v e r y of Plant Products and supervise a l l acts necessary to the complete per

formance of the "Processing Agreement" and the other contracts and agreements 

related hereto. 

3. Operate the Plant i n such a manner as to deliver to each party 

hereto, or i t s order, said party's share of the Plant Products. 

4. Supervise the purchase and use of a l l material and supplies i n 

connection with the construction and operation of the Plant. 

5. Promptly pay and discharge a l l costs and expenses incurred i n 

connection with the construction and operation of the Plant or pursuant to 

t h i s agreement to take advantage of trade discounts where available. 
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6. The number of Plant employees, the selection of such employees, 

t h e i r hours of labor, and the compensation to be paid such employees sh a l l be 

determined by Plant Operator, and a l l such employees s h a l l be employees of 

Plant Operator. 

7. Keep an accurate and itemized record of the accounts of the 

parties hereto and of a l l operations of the Plant and report of a l l expendi

tures made or incurred during the preceding month, together with any reasonable 

information required by them r e l a t i n g to said accounts or operations of the 

Plant, and extend to each party hereto the r i g h t and opportunity to examine 

and inspect a l l books and records r e l a t i n g to the operations of Plant Operator 

i n connection with said Plant. 

8. Furnish on or before the last day of each calendar month to each 

party hereto a report of operations during the preceding calendar month and a 

monthly statement showing the volume of gas delivered from a l l properties into 

the Plant pursuant to the Processing Agreements, the volume of each kind of 

product made at the Plant, the volume of each product shipped or delivered from 

the Plant, information r e l a t i v e to sales of processed gas, and such other data 

and information as may be necessary for proper accounting and settlement be

tween the parties, including status of product over-and-short accounts. 

9. Keep a l l r e a l property and a l l personal property and equipment 

of the parties hereto free and clear of a l l liens and encumbrances on account 

of any claims a r i s i n g out of operations hereunder. 

10. Abide by and conform to a l l v a l i d applicable laws, orders, rules, 

and regulations made by duly constituted governmental a u t h o r i t i e s . Make a l l 

necessary reports to governmental authorities and tax renditions and returns, 
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secure a l l necessary licenses and permits, and pay a l l v a l i d applicable excise 

taxes and fees levied upon the Plant or i t s products or i n connection with i t s 

operations. 

11. Supervise or perform a l l other acts necessary to the f u l l accom

plishment of the purpose of t h i s agreement and n o t i f y Plant Owners of a l l mat

ters of importance as to the operation of the Plant. 

12. Call meetings of the parties at such times as i t deems necessary 

and at such times as two or more parties, other than Plant Operator, owning at 

least f i f t e e n (15%) per cent voting interest request the c a l l i n g of a meeting; 

provided, however, that Plant Operator shall c a l l a meeting at least once 

every year. 

Plant Operator or any successor Plant Operator may be discharged and 

i t s powers, r i g h t s , and duties, or any part thereof, may be terminated at any 

time by the owners of at least eighty (80%) per cent of the non-operating vot

ing i n t e r e s t , provided such eighty (80%) per cent interest exceeds f i f t y (50%) 

per cent of the t o t a l Plant ownership, and provided further that i f any party 

hereto owns as much as f i f t y (50%) per cent of the non-operating voting i n t e r 

est, said party must be joined by one or more parties hereto i n order to dis

charge Plant Operator. Plant Operator also s h a l l be discharged i f i t tenders 

i t s resignation, becomes insolvent, or ceases to own an interest i n the Plant. 

I f Plant Operator shall be discharged, a successor Plant Operator shall be 

elected from among the parties hereto by vote taken i n accordance with the vot

ing procedure hereinafter set f o r t h i n A r t i c l e I I I . Neither Plant Operator 

nor any successor Plant Operator s h a l l be released from the duties and obliga

tions of Plant Operator for a period of one hundred twenty (120) days aft e r 

-10-



i t s discharge unless a successor Plant Operator s h a l l have been elected by the 

parties hereto and shall have assumed the obligations of Plant Operator pr i o r 

to the expiration of said period. 

A l l matters hereunder, except as otherwise provided i n t h i s agree

ment, which require the approval of the parties hereto s h a l l be referred 

d i r e c t l y to the parties for decision. A party may communicate i t s decision 

either i n person and confirm by l e t t e r or by l e t t e r , telephone (and confirm by 

l e t t e r ) , or telegraph. Also, i n case of disagreement as to any matter here

under which is not s p e c i f i c a l l y covered by the terms and provisions of t h i s 

agreement and the determination of which i s not herein otherwise s p e c i f i c a l l y 

provided f o r , such matters i n disagreement sh a l l be submitted d i r e c t l y to the 

parties hereto for decision. Likewise, a l l powers and duties not s p e c i f i c a l l y 

conferred upon Plant Operator or necessarily implied are reserved to the par

t i e s hereto, and such matters shall also be submitted d i r e c t l y to the parties 

hereto for decision. 

Each party hereto shall have a voting interest on such matters equal 

to i t s percentage interest i n the Plant as set out on Exhibit "B" as may be re

vised, hereto attached, and a vote of s i x t y - f i v e (65%) per cent or more of 

such voting interest shall be binding upon a l l of the parties hereto; provided, 

however, that should any one party at time of voting own s i x t y - f i v e (65%) per 

cent or more voting i n t e r e s t , i t s vote s h a l l not serve to carry or approve such 

matters unless said vote is supported by one or more of the other parties here

to having a combined interest of at least f i v e (5%) per cent, and provided f u r 

ther that should any one party at the time of voting own more than t h i r t y - f i v e 

(35%) per cent of the voting i n t e r e s t , i t s vote shall not serve to defeat or 
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disapprove such matters approved by the vote of parties hereto, unless said 

party i s supported by one or more of the other parties hereto owning a com

bined interest of f i v e (5%) per cent. 

Notwithstanding anything herein to the contrary, i t is expressly 

understood and agreed that, a f t e r construction of the Plant and the commence

ment of i t s operations, an affirmative vote of eighty-five (85%) per cent or 

more of such voting interest of the parties to t h i s agreement shall be required 

to authorize any single expenditure hereunder i n excess of the amount of Two 

Hundred and F i f t y Thousand ($250,000.00) Dollars, excluding proceeds of insur

ance. 

I n the event any party hereto f a i l s to vote on any matter hereunder 

which requires the approval or decision of the parties hereto, then and i n that 

event, such party's f a i l u r e to vote shall be counted as a negative vote and 

shal l constitute said party's disapproval of such matter. 

Notwithstanding anything to the contrary i n t h i s agreement, i t i s 

s p e c i f i c a l l y agreed by a l l parties hereto that Plant Operator shall not be held 

l i a b l e , except to the extent of i t s pro rata share as an owner, for the results 

of i t s acts or omissions performed or occurring pursuant to t h i s agreement, i f 

such acts or omissions are performed or occur i n good f a i t h , acting as a pru

dent Operator. 

The parties hereto respectively agree, i n the same proportions as 

they shall own interests i n the Plant as of the time of any occurrence, mishap 

or accrual of causes of action, to indemnify Plant Operator, as such, from any 

costs, charges, losses, and damages which Plant Operator might incur i n any of 

the operations contemplated under t h i s contract, unless the action of Plant 
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Operator is founded upon bad f a i t h or gross negligence. 

ARTICLE IV 

BASIS OF PARTICIPATION IN OWNERSHIP OF PLANT 

1. The ef f e c t i v e date of t h i s Agreement shall be the f i r s t day of 

the f i r s t calendar month next following the execution of t h i s Agreement and 

the Processing Agreement by owners of not less than s i x t y - f i v e (65%) per cent 

of the t o t a l Plant interest as shown on Exhibit "B". A l l parties l i s t e d on Ex

h i b i t "B" have been i n v i t e d to execute t h i s Agreement, but i f any of said par

t i e s have not executed t h i s Agreement on or before the f i r s t day of July 

1965, they shall be deemed to have refused to have subscribed to t h i s Agreement 

and thereafter no longer sh a l l have the opportunity to execute t h i s Agreement 

and become a Plant Owner as to that interest which they could have acquired on 

or before the above specified date, which interest i s called "the unsubscribed 

in t e r e s t . " I f t h i s Agreement has then become e f f e c t i v e , then promptly a f t e r 

t h i s date of July 1, 1965, Plant Operator shall n o t i f y a l l parties 

that have executed t h i s Agreement of the respective unsubscribed interests and 

the parties' respective percentages of interest i n the Plant. Each party here

to s hall acquire a part of the unsubscribed interest i n the proportion that 

each such subscribers' percentage bears to the percentage of a l l who have be

come parties hereto. I f t h i s Agreement has not become ef f e c t i v e by 7:00 A. M. 

on September 1, 1965, a l l parties executing the Agreement shall be 

f u l l y released therefrom. 

Promptly a f t e r a l l unsubscribed interests have been taken by the 

parties i n the manner provided above, Plant Operator shall prepare and mail to 

each party a revised Exhibit "B", called "Exhibit 'B' - F i r s t Revision," upon 
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which i s shown the name of a l l parties who have executed t h i s agreement and 

the percentage of Plant ownership of each such party. This percentage sh a l l 

be known as the "Basic Plant Interest" of each party. 

2. I n i t i a l Period. The I n i t i a l Period shall be that period of time 

commencing with the e f f e c t i v e date hereof and terminating on the date of the 

F i r s t Adjustment of Plant ownership. 

During the I n i t i a l Period, the parties hereto s h a l l share i n the 

ownership of the Plant i n proportion to each party's Basic Plant Interest. 

A l l products a t t r i b u t a b l e to Plant Owners ("Processor") under the Processing 

Agreement that are recovered during the I n i t i a l Period and a l l operating ex

penses and a l l l i a b i l i t i e s incurred during the I n i t i a l Period s h a l l be owned 

and shall be borne by the parties hereto i n proportion to t h e i r Basic Plant 

Interests, and said products and said operating expenses and l i a b i l i t i e s s hall 

not be subject to any further adjustment. A l l c a p i t a l investments i n the Plant 

sh a l l be paid for by the parties hereto i n proportion to the Basic Plant I n t e r 

ests during the I n i t i a l Period, but said c a p i t a l investments s h a l l be subject 

to adjustments as hereinafter provided. The term " c a p i t a l investments" as 

used i n t h i s Agreement shall include a l l costs incurred i n the construction, 

a l t e r a t i o n , or enlargement of the Plant hereunder prior to the e f f e c t i v e date 

of the Final Adjustment of Plant ownership, including but not l i m i t e d to the 

overhead charges applicable to such costs incurred during said period, as pro

vided i n the Accounting Procedure attached hereto and made a part hereof as Ex

h i b i t "C". 

As the basis of determining the i n i t i a l ownership of each party i n 

the Plant, the productive acreage, as previously defined, w i t h i n the Plant Area 
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has been used. I n so far as practicable, each person, f i r m , or corporation 

owning the r i g h t to produce gas from w i t h i n the Plant Area has been given the 

opportunity to j o i n i n t h i s Agreement and acquire an undivided interest i n the 

Plant equal to the r a t i o between the productive acreage credited to each party 

and the t o t a l productive acreage credited to a l l parties i n the entire Plant 

Area. The undivided Plant interest which could have been acquired by those 

owners of interests i n productive acreage who have been given an opportunity 

to become Plant Owners but who have elected not to become Plant Owners, re f e r 

red to as unsubscribed i n t e r e s t , i s allocated to those parties who have exe

cuted t h i s Agreement as provided above. 

3. Adjustment of Plant Ownership. The ownership of the Plant shall 

be revised and adjusted on the dates and for the times and i n the manner here

i n a f t e r provided: 

(a) F i r s t Adjustment - F i r s t Day of the month i n which deliver

ies of gas from the Plant are commenced. 

(b) Second Adjustment - As of the f i r s t day following the ex

p i r a t i o n of the twelve calendar months immediately succeeding the F i r s t Adjust

ment . 

(c) Final Adjustment - As of the f i r s t day following the expira

t i o n of the twelve calendar months immediately succeeding the Second Adjustment. 

4. Each adjustment of Plant ownership sh a l l be made ef f e c t i v e at 

7:00 A. M. on the dates above specified i n accordance with the following pro

cedure : 

(a) Limitation. Those who own the r i g h t to produce gas from i n 

terests i n productive acreage situated i n the Plant Area, as defined at the 
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time of the determination of the Basic Plant Interest and on the date of each 

adjustment, who do not execute t h i s Agreement and therefore do not acquire an 

interest i n the Plant shall not thereafter be e n t i t l e d to become Plant Owners 

by v i r t u e of t h e i r ownership i n such acreage or gas produced therefrom but sha l l 

be e n t i t l e d to acquire ownership i n the Plant by v i r t u e of t h e i r ownership of 

any productive acreage lying w i t h i n any extension of the Plant Area or by v i r 

tue of t h e i r ownership of any such acreage determined to be productive subse

quent to the time of any such determination and ly i n g w i t h i n the Plant Area or 

any extension thereof i n accordance with provisions hereinafter contained u n t i l 

the Final Adjustment has been made hereunder. 

(b) Methods of Adjustment. Subject to subparagraph (a) of t h i s 

paragraph, the owners of the r i g h t to produce gas from interests located w i t h i n 

the Plant Area or any extension, or proposed extension, thereof made by the 

Plant Owners may request permission to participate i n the ownership of the 

Plant pursuant to the terms and conditions of t h i s Agreement pri o r to the Final 

Adjustment. Any such request shall be submitted i n w r i t i n g to the Plant Ope

rator on or before one of the above-specified adjustment dates, and copies of 

each such request s h a l l be given by the Plant Operator to a l l parties hereto. 

The parties or a committee formed under t h e i r d i r e c t i o n s h a l l review a l l such 

requests f o r the purpose of determining the f e a s i b i l i t y of processing gas from 

such additional acreage and, i f pertinent to any such request, whether or not 

the Plant Area should be extended to include any such additional acreage. I f 

the Plant Owners determine by vote that additional acreage i s to be included 

as productive acreage and the owners of interests therein are e n t i t l e d to ac

quire an interest i n the ownership of the Plant on the basis of such inte r e s t s , 
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then the owners of such interests who desire to do so sh a l l execute a r a t i f i c a 

t i o n agreement i n the form attached hereto as Exhibit "F" and shall further 

execute as Producer a Processing Agreement i n the form attached hereto as Ex

h i b i t "E" covering i t s interest i n such productive acreage, and thereupon each 

such owner sha l l become a party hereto as to such interest e f f e c t i v e as of the 

next adjustment date. I f such additional acreage to be included as productive 

acreage i s owned by persons already parties hereto, then those parties s h a l l be 

credited with that additional interest as of the next adjustment date without 

further execution or r a t i f i c a t i o n of t h i s Agreement or the Processing Agreement. 

The Plant Interest of each o r i g i n a l owner and of each new owner sha l l be deter

mined as of each adjustment date specified above by the procedures outlined 

below: 

(1) F i r s t Adjustment. As of the e f f e c t i v e date of the F i r s t 

Adjustment, each party s h a l l own a Plant Interest equal to the r a t i o between 

the productive acreage credited to such party as of the F i r s t Adjustment date 

and the t o t a l productive acreage credited as of that date to a l l parties w i t h i n 

the Plant Area, or an extension thereof, owning an interest i n the Plant. I n 

computing the respective interests, the unsubscribed interests allocated to 

the o r i g i n a l parties shall continue to be credited to the o r i g i n a l parties as 

productive acreage. 

(2) Second Adjustment. As of the e f f e c t i v e date of the Second 

Adjustment, each party shall own a Plant Interest equal to the percentage 

credited to such party of the t o t a l gas delivered to the Plant from a l l parties' 

interests w i t h i n the Plant Area, including any extension thereof, during the 

twelve calendar month period immediately following the date of the F i r s t 
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Adjustment. I n calculating the respective Plant Interests of the parties, 

those volumes of gas allocated to the unsubscribed interests taken by the 

o r i g i n a l parties s h a l l not be credited to any party nor included i n the t o t a l 

gas volumes referred to above i n t h i s paragraph. 

(3) Final Adjustment. As of the e f f e c t i v e date of the Final 

Adjustment, each party shall own a Plant Interest equal to the percentage 

credited to such party of the t o t a l gas delivered to the Plant from a l l parties' 

interests w i t h i n the Plant Area, including any extension thereof, during the 

twelve-month period immediately following the date of the Second Adjustment. 

I n calculating the respective Plant Interests of the parties, those volumes of 

gas allocated to the unsubscribed interests taken by the o r i g i n a l parties s h a l l 

not be credited to any party nor included i n the t o t a l gas volumes referred to 

above i n t h i s paragraph. 

(4) Plant Operator sh a l l revise Exhibit "A" and Exhibit "B" as 

necessary to r e f l e c t each revision of the Plant Area and Plant ownership. 

(5) I t is expressly agreed that i n no event sh a l l there be any 

retroactive adjustment of the products a t t r i b u t a b l e to Plant Owners under the 

Processing Agreement or the operating costs and expenses incurred during the 

i n i t i a l period or any subsequent adjustment period. 

(6) As of the ef f e c t i v e date of each adjustment of Plant owner

ship, a l l c a p i t a l investments sh a l l be adjusted to r e f l e c t the revision of the 

Plant ownership e f f e c t i v e on each such date, and upon the Final Adjustment, no 

further adjustment of ownership of the Plant shall be made. Further, a f t e r the 

Final Adjustment, a l l products a t t r i b u t a b l e to the Plant Owners sha l l be owned, 

and a l l costs, expenses, and l i a b i l i t i e s of operations sh a l l be borne, by the 
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parties hereto i n proportion to the p a r t i c i p a t i o n provided by the Final Adjust

ment of Plant ownership. 

ARTICLE V 

DISTRIBUTION OF COSTS AND EXPENSES 

Plant Operator shall set up a Plant Account on behalf of the parties 

hereto, and a l l costs and expenses incurred by Plant Operator i n the construc

t i o n , operation, maintenance, a l t e r a t i o n , and enlargement of the Plant s h a l l 

be charged to such account upon the cost and expense basis set out i n the Ac

counting Procedure attached hereto and made a part hereof as Exhibit "C". 

Plant Operator shall i n i t i a l l y pay a l l costs and expenses incurred 

i n the construction, operation, maintenance, a l t e r a t i o n , and enlargement of 

the Plant, and each party hereto shall reimburse Plant Operator therefor i n 

proportion to the Plant Interest of such party as provided i n A r t i c l e TV herein. 

Should any party hereto f a i l to reimburse Plant Operator for i t s pro

portionate part of said costs and expenses w i t h i n t h i r t y (30) days a f t e r being 

b i l l e d therefor, as provided i n the said Accounting Procedure, Exhibit "C", 

the same sha l l bear interest at the rate of ten (10%) per cent per annum from 

the end of said period u n t i l paid, and Plant Operator shall have the r i g h t , at 

i t s option, at any time thereafter, such default continuing, to foreclose the 

l i e n hereinafter provided upon the respective interests of such party. 

Plant 0pera.tor, i n l i e u of advancing such costs and expenses, may, 

at i t s el e c t i o n , require the several parties hereto to advance t h e i r respective 

proportions of the costs and expenses of constructing, operating, maintaining, 

enlarging, or a l t e r i n g the Plant according to the following conditions: 

On or before the last day of each calendar year, Plant Operator may, 

-19-



at i t s election, submit a request for a permanent working fund to be estab

lished i n an amount equal to an average calendar month's operating expenditure, 

to which each individual owner would contribute on the basis of Plant ownership 

percentages, such permanent working fund to be based on the annual budget 

figures covering estimated expenditures for Plant operating expenses and i n 

vestment and inventory changes, exclusive of transfers and sales of material 

from the Plant account. After the establishment of such permanent working 

fund, the indi v i d u a l owners w i l l remit regularly for each month's actual b i l l 

ing, thus maintaining t h i s working fund i n t a c t . The amount of the fund w i l l be 

reviewed annually to determine i t s adequacy i n r e l a t i o n to current costs, with 

any adjustments being made by refunds or by additional requests. I n the event 

of a major addition to, or a l t e r a t i o n of, the Plant not shown i n the annual 

budget, a temporary advance to cover each month's estimated costs of such addi

t i o n or a l t e r a t i o n may be requested, and adjustment between the estimated costs 

and actual costs may be made on each month's b i l l i n g . 

As soon as practical., but i n any event w i t h i n t h i r t y (30) days f o l 

lowing the e f f e c t i v e date hereof, Plant Operator shall prepare a tentative bud

get covering estimated expenditures for the construction, operation, mainten

ance, a l t e r a t i o n , and enlargement of the Plant and gathering systems for the 

remainder of the calendar year and, on or before the f i f t e e n t h (15th) day of 

October of each year hereunder, shall prepare a tentative annual budget cover

ing estimated expenditures for the construction, operation, maintenance, a l t e r 

ation, and enlargement of the Plant for the twelve (12) months' period ending 

on the t h i r t y - f i r s t (31st) day of December of the succeeding year. Plant 

Operator shall correct the tentative budget, i f necessary, at least t h i r t y (30) 
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days pri o r to the beginning of each semiannual period. A copy of the tentative 

annual budget and a l l semiannual corrections thereof shall be mailed by Plant 

Operator to each party hereto. Plant Operator may proceed i n such manner as 

i t s h a l l deem advisable, subject to the provisions hereinafter contained, and 

make a l l necessary expenditures thereunder i n accordance with the said tenta

t i v e budget or said corrected tentative budget, as the case may be, and Plant 

Operator shall not be l i a b l e to any party hereto for any act or omission r e s u l t 

ing from i t s action i n so proceeding unless caused i n bad f a i t h . 

After the construction of the Plant and the commencement of i t s opera

t i o n , Plant Operator sh a l l not, without f i r s t obtaining approval of the parties 

hereto as provided i n A r t i c l e I I I hereof: (a) make any additions, a l t e r a t i o n s , 

replacements, or enlargements of the Plant which involve a single expenditure 

i n excess of Ten Thousand ($10,000.00) Dollars, or (b) make any change i n 

either the operation or maintenance of the Plant as set out i n a semiannual 

budget which involves a single expenditure i n excess of ten (10%) per cent of 

the operating and maintenance charges i n the semiannual budget. 

ARTICLE VI 

LIEN OF OPERATOR 

Each of the parties hereto, i n order to secure the payment of a l l 

amounts due or to become due by such party to Plant Operator, hereby gives and 

grants to Plant Operator a f i r s t and pri o r l i e n upon i t s undivided interest as 

Processor, i n a l l Processing Agreements acquired as herein provided, i t s un

divided interest i n the Plant and i n the products and i n a l l l i n e s , tankage, 

compressors, f i x t u r e s , and equipment, and a l l other property, tangible or i n 

tangible, of every kind and character used i n connection with or incident to 
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the Plant, which l i e n may be enforced at the option of Plant Operator as a 

mortgage l i e n or as any other l i e n afforded by the law of the state i n such 

cases, provided that each party hereto may, at i t s option, f o r e s t a l l the a f f i x 

ing of said l i e n by paying to Plant Operator i n advance i t s proportionate part 

of the cost of constructing, operating, maintaining, a l t e r i n g , and enlarging 

the Plant. 

In the event Plant Operator forecloses the l i e n herein provided and 

acquires the property or interest subject thereto at foreclosure sale, then 

the remaining parties hereto, including Plant Operator, shall have the obliga

t i o n to purchase a proportionate part of such acquired i n t e r e s t or property 

from Plant Operator at Plant Operator's investment therein. Plant Operator 

shall promptly submit to the remaining parties hereto i n w r i t i n g a statement 

of the amount of i t s investment i n such acquired interest or property, and the 

said remaining parties, including Plant Operator, shall have a period of t h i r t y 

(30) days a f t e r receipt of said statement to pay a proportionate part of same, 

such proportionate part being i n the r a t i o that the percentage of ownership 

of each remaining party, including Plant Operator, prior to such foreclosure, 

bears to the t o t a l percentage of ownership of a l l remaining parties, including 

Plant Operator, pr i o r to such foreclosure. However, the parties, i n p a r t i c i p a t 

ing i n such acquisition, shall not be required to pay more than t h e i r respec

t i v e proportionate parts of the amount of indebtedness covered by such fore

closure l i e n plus the reasonable cost to Plant Operator of foreclosing such 

l i e n and of acquiring such i n t e r e s t . 

The l i e n hereby created i n favor of Plant Operator shall be subject 

to a l l sales of Plant products made by the parties hereto, and i n the event of 
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the foreclosure of the l i e n against the interest or property of a defaulting 

party, the foreclosure sale shall be made subject to exis t i n g contracts for 

the sale of Plant products theretofore executed by such defaulting party. 

ARTICLE V I I 

PROCESSING AGREEMENT 

Attached hereto, made a part hereof, and marked Exhibit "E" is a 

form of Processing Agreement. Each party hereto shall execute, as a party 

"Producer," a Processing Agreement i n the form attached as Exhibit "E", cover

ing said party's processing r i g h t , t i t l e , and interest i n and to the gas at

tr i b u t a b l e to such party produced from the Plant Area as provided i n said con

t r a c t . Plant Operator is hereby authorized to execute i n that capacity the 

Processing Agreements with Plant Owners, for and i n behalf of i t s e l f and each 

Plant Owner, and such Processing Agreements shall be the property of the Plant. 

Plant Operator may, i n behalf of, and with the consent of, Plant 

Owners, enter into a Processing Agreement, on the form attached hereto as 

Exhibit "E", with any person or party who is not a party to thi s contract but 

who owns contractual r i g h t s to have gas processed, covering gas and condensate 

produced from w i t h i n the Plant Area or outside of the Plant Area; provided, 

that said contracts may be made only to the extent that there is plant capacity 

available over and above the needs of the parties hereto for processing t h e i r 

own gas from t h e i r own leases w i t h i n the Plant Area or any extension thereof. 

ARTICLE V I I I 

DISPOSITION OF PLANT PRODUCTS, PROCESSED GAS AND CONDENSATE 

1. Plant Products. Each of the parties hereto, subject to the 
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r i g h t s of Plant Operator as provided i n A r t i c l e VI hereof, s h a l l take i n kind 

or market i n d i v i d u a l l y , i t s allocated portion, equal to i t s ownership i n the 

Plant, of Plant products extracted and separated i n the Plant, 

Plant Operator shall construct and operate for and at the expense of 

the Plant account storage for at least f i v e days* production of each Plant pro

duct and condensate, shipping, and loading f a c i l i t i e s for the handling of Plant 

products and condensate, and each party hereto shall have the use of such 

storage, shipping, and loading f a c i l i t i e s i n proportion to i t s undivided i n t e r 

est i n the Plant; provided, however, that any other expense incidental to tak

ing Plant products i n kind shall be borne by the taking party or parties. 

2. Processed Gas and Condensate. Plant Operator shall deliver a l l 

the condensate and processed gas to the producers or t h e i r designee i n accord

ance with the Processing Agreements. 

3. Failure to Take i n Kind. In the event any of the parties hereto 

f a i l to take i n kind or market i n d i v i d u a l l y a l l or any part of i t s or t h e i r 

Plant products and as a res u l t there shall be i n Plant storage for the account 

of such party or parties a quantity of Plant products equal to or exceeding 

the percentage of such storage to which such party or parties are e n t i t l e d , 

then so long as such condition continues Plant Operator s h a l l , i n order to 

avoid c u r t a i l i n g or discontinuing operations of the Plant because of such f a i l 

ure, dispose of such products i n any manner Plant Operator sees f i t , including 

the r i g h t to f l a r e such produces. A l l contracts for sale by Plant Operator 

under the provisions of t h i s subsection of any party's or parties' Plant pro

ducts shall be on a day-to-day basis, and the account of such party or parties 

shall be charged therewith as having received the same; provided, however, that 
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any proceeds received by Plant Operator from such disposal s h a l l be credited 

to such party or parties a f t e r a reasonable and customary charge, not to ex

ceed that then currently charged for similar services, has been deducted there

from for making such disposition and aft e r Plant Operator has made settlement 

to Producers i n a l l Processing Agreements. Any party or parties hereto desir

ing to take i n kind or desiring to discontinue taking i n kind shall give Plant 

Operator w r i t t e n notice of such desire. 

4. Losses. Each party hereto shall bear a part of any losses actu

a l l y suffered due to evaporation or handling of the Plant products equal to 

i t s Plant ownership. 

5. Reporting to Plant Operator. I n the event any party hereto takes 

a l l or any portion of i t s Plant products i n kind for i t s own use i n l i e u of a 

sale to others, then such party shall report to Plant Operator currently the 

quantities and value of same. The value reported to Plant Operator by such 

party shall not be less than the f a i r current market value for l i k e products at 

the Plant. I n the event of a sale by any party hereto of a l l or any portion of 

i t s Plant products, such party s h a l l report to the Plant Operator currently the 

quantities and value at the Plant of such Plant products so sold. 

Each of the parties hereto taking i n kind or marketing i n d i v i d u a l l y 

i t s portion of any Plant products shall be obligated to pay and sha l l pay or 

arrange for the payment of such party's proportionate part of the payment due 

to the respective owners of interests therein. 

ARTICLE IX 

INSURANCE AND TAXES 

Plant Operator shall secure and maintain for the benefit of the parties 
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hereto the kinds and amounts of insurance shown on Exhibit "D", TJNSURANCE TO 

BE CARRIED BY PLANT OPERATOR, attached hereto and made a part hereof, and the 

expense thereof shall be charged to the Plant Account. The cost of no other 

insurance shall be charged to the Plant Account unless the parties hereto 

agree thereto. The automobile public l i a b i l i t y insurance shown i n Exhibit "D" 

shall not be secured and maintained at the j o i n t expense of the parties hereto 

on Plant Operator's exclusively owned automotive equipment but s h a l l be so 

secured and maintained on any automotive equipment purchased at the j o i n t ex

pense of the parties hereto. 

Plant Operator, upon request of any party hereto, shall obtain and 

furnish to such party c e r t i f i c a t e s of insurance describing a l l policies and 

coverage secured by Plant Operator pursuant to t h i s Agreement, which c e r t i f i 

cates shall contain a s t i p u l a t i o n that no change or cancellation w i l l be made 

i n the policy or policies without w r i t t e n notice being sent to the parties 

hereto at least ten (10) days pri o r to such change or cancellation. 

A l l actual expenditures incurred and paid by the Plant Operator i n 

settlement of any and a l l losses, claims, damages, judgments and other expenses, 

including legal services, not covered or to the extent not covered by such i n 

surance shall, be charged to the parties hereto proportionately to t h e i r respec

t i v e undivided interests i n the Plant as set out i n the then current Exhibit 

"B", hereto attached. I n each instance where such costs exceed $2,500.00, 

Plant Operator w i l l immediately advise a l l Plant Owners of such cost and the 

details related thereto and obtain approval of Plant Owners before settlement 

is made. 

A l l contractors (and sub-contractors) of Plant Operator i n the 
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construction, a l t e r a t i o n , and maintenance of the Plant s h a l l be required to 

carry Workmen's Compensation and Employers' L i a b i l i t y Insurance i n compliance 

with the laws of the State of New Mexico. A l l contractors and sub-contractors 

shall carry such other insurance as Plant Operator may require. 

Plant Operator w i l l render and pay the f u l l Plant interest for ad 

valorem taxes and b i l l each party hereto through the j o i n t account for i t s pro

portionate share. 

ARTICLE X 

PRIVILEGE OF PARTIES 

Each party to t h i s Agreement and i t s representatives duly authorized 

i n w r i t i n g shall have the r i g h t at a l l reasonable hours to inspect the Plant 

and a l l appurtenances thereof. 

Any auditor or auditing committee may be appointed by the Non-

Operators and shall c e r t i f y , from a periodic inspection of Plant Operator's 

books of account, shipping papers and records, gauge t i c k e t s , and a l l other 

records pertaining to such accounting and settlement, or such of said records 

as may be required, the correctness of said accounting and settlement between 

the parties hereto, provided that such audits are made no more often than once 

each calendar year unless there i s a change of Plant Operator; and Plant Ope

rator shall make the necessary adjustments as required by said c e r t i f i c a t i o n 

and proper settlement therefor among the Plant Owners i f and when such adjust

ments, or any of them, are approved by Plant Owners. I t is understood that 

Plant Operator sh a l l not be required to adjust or amend, for any reason, said 

c e r t i f i c a t i o n and settlement between the Plant Owners af t e r two years have 

elapsed immediately following the end of the year covered by said c e r t i f i c a t i o n . 
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The costs and expenses incurred by such audit of Plant Operator's 

records s h a l l not be charged to the plant account, but shall be borne by the 

Plant Owners other than the Plant Operator i n proportion that each Plant 

Owner's interest i n the Plant bears to the t o t a l of a l l Plant interests of a l l 

Plant Owners, exclusive of Plant Operator. Upon receipt of a statement for 

the cost of the audit, Plant Operator shall b i l l each Non-Operator for i t s 

proportionate share and shall remit the proceeds i n payment of the audit. 

ARTICLE XI 

TRANSFER OF PLANT INTEREST 

I t is expressly understood and agreed that any transfer or conveyance 

of an undivided interest i n the Plant, regardless of the method by which such 

transfer or conveyance is accomplished, shall have the effe c t of t r a n s f e r r i n g 

an equal undivided interest i n a l l r i g h t s , privileges and obligations hereunder 

of the transferor to the transferee, including but not by way of l i m i t a t i o n , 

such transferor's undivided interest i n the Processor's ri g h t s i n and to the 

Processing Agreement. 

A l l sales, transfers, assignments, mortgages or other conveyances or 

encumbrances of the interest of any party hereto i n said Plant s h a l l be made 

expressly subject to t h i s Agreement and shall not be binding on any of the par

t i e s hereto other than the party s e l l i n g , t r a n s f e r r i n g , assigning, mortgaging, 

encumbering or conveying the same, unless and u n t i l a c e r t i f i e d copy of the 

instrument evidencing such change i n ownership has been delivered to Plant 

Operator. Plant Operator shall advise a l l Plant Owners of a l l changes i n Plant 

ownership and prepare and furnish to each party a revised Exhibit "B". 

A l l such sales, transfers, assignments or conveyances of an interest 
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i n the said Plant, whether expressly so stated or not, s h a l l operate to impose 

upon the party or parties acquiring such interest i t s or t h e i r proportionate 

part of a l l costs and expenses and other obligations chargeable hereunder to 

such interest and shall likewise operate to give and grant to the party or par

t i e s acquiring such interest i t s or t h e i r proportionate part of a l l benefits 

accruing hereunder. 

ARTICLE X I I 

LAWS, REGULATIONS AND FORCE MAJEURE 

This Agreement and the operation of the Plant s h a l l be subject to 

a l l v a l i d and applicable laws, orders, rules, and regulations made by duly con

s t i t u t e d governmental authority. 

Performance under th i s Agreement by the parties hereto, except as to 

money payments, sh a l l be excused i n the event such performance i s prevented by 

str i k e s , f i r e s , floods, tornadoes, l i g h t n i n g , explosions, acts of God or the 

public enemy, state and federal regulations, injunctions or other legal proceed

ings based upon any claim or infringement of any United States l e t t e r s patent, 

i n a b i l i t y or delay i n obtaining right-of-way permits, easements or material, 

and other happenings beyond the control of such parties, whether similar or 

dissimilar to the matters herein s p e c i f i c a l l y enumerated or not; provided, how

ever, that performance shall be resumed w i t h i n a reasonable time a f t e r such 

cause has been removed, and provided further that no party hereto s h a l l be re

quired against i t s w i l l to adjust any labor dispute. 
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ARTICLE X I I I 

TERM 

This agreement sh a l l continue i n force and effect u n t i l operation of 

the Plant becomes unprofitable i n the opinion of the parties hereto or u n t i l 

terminated by operation of law or agreement of the parties. I f at any time 

future operation of the Plant is considered to be unprofitable by the owners 

of s i x t y - f i v e (65%) per cent interest i n the Plant, then Plant Operator shall 

cease Plant operation at the time directed by Plant Owners; provided that, i f 

any party or parties hereto do not desire to cease Plant operation and desire 

to purchase the Plant intact and assume operation of i t , they s h a l l n o t i f y a l l 

other parties hereto i n w r i t i n g to that effect promptly a f t e r notice that the 

Plant i s to be shut down and s h a l l submit a cash bid for the value of the Plant, 

and i f said bid i s acceptable to the other Plant Owners desiring to s e l l , then 

the Plant shall be sold in t a c t to said purchasing party or parties, and they 

s h a l l have the r i g h t thereafter to own and operate the Plant; but i f said bid 

is not acceptable to the other Plant Owners desiring to s e l l , the Plant Operator 

shall proceed to s e l l the Plant in t a c t to the best bidder or s h a l l s e l l i t i n 

parts under a salvage operation, whichever appears to the Plant Owners to be 

the most p r o f i t a b l e , and shall d i s t r i b u t e the proceeds to the parties hereto 

i n proportion to t h e i r interest i n the Plant at that time. Any Plant Owner i n 

terested i n bidding on the Plant shall be furnished an i n v i t a t i o n to bid along 

with any and a l l other bidders.. However, i t is expressly understood that no 

Plant Owner has a p r e f e r e n t i a l r i g h t to purchase a f t e r the bids are s o l i c i t e d . 
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ARTICLE XIV 

RELATIONSHIP OF PARTIES 

I t is agreed and understood that by t h i s Agreement and operations 

hereunder, i t i s not the inte n t i o n of the parties hereto to create a partner

ship or association, or other legal e n t i t y . The duties, obligations and l i a b i l 

i t i e s of the parties hereto are intended to be separate and not j o i n t or c o l 

l e c t i v e , and nothing contained i n t h i s Agreement or i n any agreement made pur

suant hereto shall ever be construed to create a partnership or association, 

or other legal e n t i t y , or to impose any duty, obligation, or l i a b i l i t y i n any 

such capacity with respect to any one or more of the parties hereto. 

Each party shall be i n d i v i d u a l l y responsible only for i t s own obliga

tions as set out i n t h i s Agreement and shall be l i a b l e only for i t s proportion

ate share of the cost and expenses as herein stipulated. 

Whenever i n t h i s Agreement reference i s made to operations for the 

Plant Account of the parties hereto or to charges or credits to the Plant Ac

count, or whenever similar language i s used, the parties use such language mere

l y as a convenient method of r e f e r r i n g to the accounting necessary between them, 

and i t is agreed that no such phraseology s h a l l ever be construed as creating 

any j o i n t l i a b i l i t y upon the part of the parties hereto f o r any obligation 

incurred under t h i s Agreement, or as setting apart or creating any fund or 

jointly-owned property for the s a t i s f a c t i o n of any such obligation, or as cre

ating a common fund for any other purpose. 

Any income from whatever source, due the parties hereto or any of 

them, and received by Plant Operator hereunder, shall be d i s t r i b u t e d or ac

counted for monthly to the party or parties to whom i t belongs. 
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Each of the parties hereto elects f u l l y and f i n a l l y , under the au

t h o r i t y of Sec. 761 (a) of the Int e r n a l Revenue Code of 1954, to be excluded 

from the application of a l l of the provisions of Subchapter K of Chapter 1 of 

Subtitle A of the Internal Revenue Code of 1954. I f the income tax laws of 

the state or states i n which the property covered hereby i s located contain, 

or may hereafter contain, provisions similar to those contained i n the Sub

chapter of the Internal Revenue Code of 1954 above referred to under which a 

similar election is permitted, each of the parties agrees that such election 

s h a l l be exercised. I f requested by the Operator so to do, each party agrees 

to execute and j o i n i n such an election. 

ARTICLE XV 

NOTICES 

A l l notices hereunder s h a l l be i n w r i t i n g to each of the parties 

hereto and t h e i r representatives by l e t t e r , duly stamped, and placed i n the 

United States mail or by telegram with charges prepaid, addressed to each of 

them at t h e i r respective addresses. Within t h i r t y (30) days a f t e r the date 

hereof, each of the parties hereto s h a l l n o t i f y the i n i t i a l Plant Operator, 

whose address i s P. 0. Box 3128, Houston, Texas, 77001, of i t s o f f i c i a l ad

dress for a l l purposes hereunder, and Plant Operator shall thereupon n o t i f y 

each party hereto of such o f f i c i a l address of each of the other parties hereto, 

and thereafter i t sh a l l be the r e s p o n s i b i l i t y of each party hereto who desires 

to change i t s o f f i c i a l address to n o t i f y d i r e c t l y each of the other parties 

hereto of such change; and upon receipt thereof by said parties, said changed 

address sh a l l be considered thereafter the o f f i c i a l address of said party. 
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ARTICLE XVI 

NONDI SCRTMI'NAT ION 

In connection with the performance of operations under t h i s agreement, 

the Plant Operator agrees to comply with a l l of the provisions of Sec. 301 (1) 

to ( 7 ) , inclusive, of Executive Order 10925 (26 F„ R„ 1977), as amended, which 

are hereby incorporated by reference i n t h i s agreement. 

ARTICLE XVII 

MISCELLANEOUS 

This Agreement may be executed i n any number of counterparts, or same 

may be r a t i f i e d by separate instrument i n w r i t i n g r e f e r r i n g to t h i s Agreement, 

and each such counterpart or r a t i f i c a t i o n so executed sh a l l have the same force 

and effect as an o r i g i n a l instrument and as i f a l l of the parties to the aggre

gate of a l l counterparts and r a t i f i c a t i o n s had signed the same document. 

Only one counterpart of t h i s Agreement executed by at least three 

parties need be f i l e d for record. In l i e u of recording a l l counterparts and 

r a t i f i c a t i o n s hereof, Plant Operator is hereby authorized and empowered to make, 

c e r t i f y , acknowledge and f i l e for record a l i s t or l i s t s of a l l signers of a l l 

counterparts or r a t i f i c a t i o n s which are not f i l e d and recorded i n Eddy County, 

New Mexico, and such l i s t or l i s t s , together with the counterparts and r a t i f i 

cations actually f i l e d and recorded, shall be taken, considered and acknowledged 

for a l l purposes as though a l l such signers had duly and properly signed and 

acknowledged the counterpart actually of record and that a l l counterparts and 

r a t i f i c a t i o n s had been duly and properly signed and acknowledged by them and 

duly f i l e d and recorded i n Eddy County, New Mexico. 

The terms and provisions hereof s h a l l extend to and be binding upon 
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the parties hereto, t h e i r successors, legal representatives, and assigns. 

IN WITNESS WHEREOF, the parties hereto have executed t h i s agreement, 

i n multiple copies each of which shall be considered an o r i g i n a l , as of the 

day and year hereinabove f i r s t w r i t t e n . 

MARATHON OIL COMPANY 

By 
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STATE OF If 

X 
COUNTY OF X 

The foregoing instrument was acknowledged before me t h i s day 
of 1965, by , of 
MARATHON OIL COMPANY, an Ohio corporation, on behalf of said corporation. 

My Commission Expires: Notary Public i n and for 

STATE OF K 

COUNTY OF ___________________ X 

The foregoing instrument was acknowledged before me t h i s day 
of _, 1965, by , of 

, a corporation, on behalf 
of said corporation. 

My Commission Expires: Notary Public i n and for 

STATE OF X 

X 
COUNTY OF X 

The foregoing instrument was acknowledged before me th i s day 
of , 1965, by and his wife, 

My Commission Expires: Notary Public i n and for 

STATE OF X 

X 
COUNTY OF X 

The foregoing instrument was acknowledged before me th i s day 
of , 1965, by and his wife, 

My Commission Expires: Notary Public i n and for 
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E X H I B I T 

A t ' n r b c l to mi,l m.We .1 |-.ut ot Agreement f o r C o n s t r u c t i o n .and 
Opcr ; t t lo r - c f . I n d i a n B a s i n Gas P l a n t , .. 

Eddy C o u n t y , Ncw M e x i c o . .. . 

A C C O U N T I N G P R O C E D U R E 

(JOINT OPERATIONS) 

». GENERAL, PROVISIONS 

1. Definitions 
"Joint Properly" shnll mnnn Ihe m l anrl personal property subject to the agreement to which this "Accounting Pro
cedure" is attached. 
"Joint Operations" shall mean all opend 100s necessary or proper for tho development, oprratioti, protection and 
maintenance of the Joint Proport". 
"Operator" shnll mean Ihe party oV-dennlcd lo contluet the Joint Operations. 
"Non-Operators" shall mean the nonop-rntinc parlies, whether one or more. 
"Joint Account" shall mean the aomunt showing the charges and credits accruing because of the Joint Operations 
and which are to be shared by the Parties. 
"Parties" shall mean Operator and Non-Operators. 
'•'Material" shall mean personal property, equipment, or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean materia! which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Conflict w i l h Agreement 
In the event of a conflict between the nrovir.ions of this Accounting Procedure and the provisions of the agree
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control. 

3. Collective Action by Non-Operators 
Where an agreement or other action of Non-Operators is expressly required under this Accounting Procedure 
and if the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard 
thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-
Operators. 

4. Statements nnil Hillings 
Operator shall bi l l Non-Operators on or before the last day of each month for their proportionate share of Costs and 
expenses, for the preceding month. Su:h bills w i l l be accompanied by statements reflecting the total charges 
and credits as set forth under Subparagraph C below: 
A. Statement in detail of all charges am credits to the Joint Account. 
B. Statement of al! charges and credits to the Joint. Account, summarized by appropriate classifications indicative 

of tho nature thereof. 
C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative 

of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed. 

5. Payment nnd Advances by Non-Operators 
Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. I f pay
ment is not made wi lh in such time, tbe unpaid balance shall bear interest at the rate of xbc per cent per 
annum unti l paid. t e n 10% 

fl. Adjustments 
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness 
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar 
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any 
such calendar year, unless within the st id twenty-four (24) month period a Non-Operator takes writ ten excep
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made 
unless i t is made within the same prescr ibed period. The provisions of this paragraph shall not prevent adjust
ments resulting from a physical inventory of the Joint Property as provided for in Section V I I . 

AXfcXKftflOCXtXXXKIraXXIHkiXtXXKX^ 

(£xxxxxttKxxxk^x^J«xxxxfexxK^ 
tKtx&xtcx*kra*^M>o<t<!fc^}A>raxKK 
flxo6ckxxfc'xx!:raxx.xxWx*x*kxxxx-xxx^ 
c t f K i C X X X X K D t f ^ X M H X M X X ^ H K r t K ^ K K ^ X K l t t 

UlKX^PCXXtXDCX 
I I . DIRECT CHARGES 

Subject (o limitations hereinafter prescribed, Operator shall charge the Joint Account wi th the following items: 

1. Rcntnls and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account 
of the Parties. 

2. Labor 
A. Salaries nnd wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint 

Operations, and salaries or wages of technical employees who arc temporarily assigned to' and directly 
employed on the Joint Property.* 

B. Operator 's cost of holiday, vacation, sickness and disability benefits and otber customary allowances paid to the 
employees whose salaries and wages are chargeable to Ihe Joint Account under Paragraph 2A of this Section I I 
XKocxxxxaxixHxb<K&t$TOXxxKWx;x™ 
JOixi^xXKKXXJiXxxH^xtoXMXife toc : !^^ not more lhan the same 
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost 
under this Paragraph 2B may be char god on a "when and as paid basis" or by "percentage assessment" on the 
arnoun* of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section.HXKKbCNxKM 
XXOtXxXHkiixiJlxrxxJix. If percentage assessment is used, tho rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap
plicable to Operator's labor cost of salar ies and wages chargeable to the Joint Account under Paragraphs 2A 
and 21? of this Section I I . iKKkSfxKio-ojpbcxkxiixfcctMXjiiic 

D. Reasonable peisonal expenses ol those employees whoso salaries and wages are chargeable to the Joint Account 
tinder Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator's 
usual practice. 

•Salaries and wages of engineers not temporarily assigned to and directly employed on 

the J o i n t Property performing work f o r the J o i n t Operations may be charged only a f t e r 
r e c e i v i n g approval of the Non-Operators. 



3. Employee Benefits 
Operator's current cost of established plans for employees' croup life insurance, hospitalization, pension, retire
ment, slock purchase, thrift, bonus, an I other benefit plans of a like nature, applicable to Operator's labor cost; pro
vided however, tbe total of such charges shall not exceed ten percent (UP;;) of Operator's.labor costs chargeable 
to the Joint Account under Paragraphs 2A and 2B of (his Section ILK^RsaaCXr^XjbS&ltet&fa&tk 

4. Material 
Material purchased or furnished by Operator for- use on Ihe Joint Property. So far as it is reasonably practi
cal and consistent with efficient and economical operation, only such Material shall be purchased for or transferred 
to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided. 

5. Transportation 
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
A. If Material is moved to the Joint 'roporly from the Operator's warehouse or other properties, no charge shall 

be made to tire Joint Account for a distance greater than the distance from the nearest reliable supply store or 
railw'ay receiving point where like material is available, except by agreement with Non-Operators. 

B. I f surplu Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving 
point, except by agreement with Non-Operators. Nochaige shall be made to Joint Account for moving Material 
to other propel lies belonging to Operator, except by agreement with Non-Operators. 

SxhXXtoXW^XXKiXHKXKlXjXHXBKKXSSXX 
HSatX9tXKX*xx 

6. Services 
A. The cost of contract services and utilities procured from outside sources other than services covered by Para

graph 8 of this Section II,3B3!dxRjoxicxxptKixX^xS5x*»xoi4k 
B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV. 

7. Damages and Losses to Joint Property 
A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages 
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or 
loss could have been avoided through -.ho exercise of reasonable diligence on the part of Operator. Operator shall 
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof 
has been received by Operator. 

8. Legal Expense 
A l l costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint 
Operations or necessary to protect or recover the Joint Property, including, but not limited to, attorneys' fees, 
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any 
such litigation (rr claims; provided, (a) no charge shall be made for the services of Operator's legal staff or other reg
ularly employed personnel (such services being considered to be Administrative Overhead under Section I I I ) , ex
cept by agreement wilh Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators. 

9. Taxes 
A l l taxes of every kind and nature assessed or levied upon or in connection wi th the Joint Property, the operation 
thereof, or the production therefrom, aad which (axes have been paid by the Operator for the benefit of the Parties. 

10. Insurance Premiums 
Premiums paid for insurance required to be carr ied on the Joint Property for the protection of the Parties. 

11. Other Expenditures 
Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator for the necessary aird proper conduct of the Joint Operations. 

I I I . OVERHEAD CHARGES 

1. Operator, i n a d d i t i o n to actual costs and expenses, s h a l l charge the J o i n t Account 

as fo l l o w s : 

A. For i t s services i n supervising the construction of the Plant, an amount equal 

t o one and one-half per cent (1-1/2%) of the t o t a l cost of such construction 

during each month, continuing u n t i l construction i s completed and operation i s 

s t a r t e d , provided f u r t h e r , that Plant Operator s h a l l have the r i g h t , at i t s op

t i o n , t o perform any po r t i o n of the actual construction work i t s e l f and to place 

Plant operating personnel on the job s i t e f o r t r a i n i n g and i n s t r u c t i o n p r i o r t o 

the time the Plant commences operation, and the cost thereof s h a l l be considered 

as actual cost and s h a l l not be covered by the said overhead charge. 

B. For i t s services i n supervising subsequent additions to or a l t e r a t i o n s of the 

Plant i n v o l v i n g an expenditure i n excess of Two Thousand Five Hundred Dollars 

($2,500.00) but less than Twenty-Five Thousand Dollars ($25,000.00), an amount 

equal to f i v e per cent (5%) of the t o t a l cost of such subsequent additions or 

a l t e r a t i o n s and where such a d d i t i o n or a l t e r a t i o n involves an expenditure i n 

excess of Twenty-Five Thousand Dollars ($25,000.00) but less than $250,000.00, 

an amount equal to f i v e per cent (5%) of the f i r s t $25,000.00 plus an amount 



equnl to two per cent (27) of the nmount over nnd above Twenty-Five Thousand 

Dollars ($25,000.00); nnd where ench such addition or a l t e r a t i o n Involves an 

expenditure In e.xcens of $250,000.00, nn nmount equal to f i v e per cent (57.) of 

tho f i r s t $25,000.00 plum nn nmount equal to two per cent (27.) of the next 

$225,000.00 nnd plus nn amount equal to one per cent (17.) of the nmount over and 

above $250,000.00. 

t . For the period of the I n i t i a l t e n t i n g of the Plant nnd for the operation and mainten

ance of the Plnnt, Operator, In addition to the actual costs and expenses provided 

herein, s h a l l charge the Joint Account for I t s services In supervising the t e s t i n g , 

operation, nnd maintenance of the Plnnt, beginning Immediately f o l l o w i n g the com

mencement of any such operations, an amount equal t o ten per cent (10%) of the t o t a l 

t a s t i n g , operation, and maintenance expense of said Plant each month, which s h a l l be 

In l i e u of a l l the salaries and expenses of the p r i n c i p a l business o f f i c e , d i v i s i o n 

o f f i c e , and d i s t r i c t o f f i c e of the Operator, providing, however, that such overhead 

charge s h a l l not be less than $1,000.00 for any one month, and f u r t h e r provided that 

the sum of said overhead charges for a calendar year s h a l l not exceed $24,000.00. 

3. The above overhead rates may be amended from time to time by agreement between Oper

ator and Non-Operator I f i n practice they are found to be I n s u f f i c i e n t or excessive. 

IV. JIAS1S OF CHANGES TO JOINT ACCOUNT 
Subject to the further provisions of this Section IV, Operator wi l l procure nil Material end services for tho Joint Prop
erty. At tbe Operator's option, Non-Opcrntor may supply Material or services for the Joint Property. 

I . Purchnsc* 
Mnlcrhil purchased ond service procured shall be charged ot the price paid by Operalor after deduction of alt dis
counts (ictunlly received. 

I . Material furnished from Operator's Warehouse or Other I'ropertlca 
A. Now Material (Condition " A " ) f r e i g h t r a t e s 

(1) Tubulnr goods, two inch (2") and over, shnll be priced on Eastern Mi l l base (t. e. Youngstown, Ohio; Lorain, 
Ohio; nnd Indiana Harbor, Indiana) on a minimum cnrlond/bosis effective at date of movement and f. o. b. 
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges, 
Operator in permitted lo include ten cents (10c) per hundred-weight on nil tubular goods furnished f rom 
his stocks In lieu of loading nnd unloading costs sustained. 

(2) Otber Mnterinl shall be priced nt the current replacement cost of the same kind of Material, effective at date 
of movement nnd f. o. b. the supply store or railway receiving point nearest the Joint Property where 
Material of the same kind is ovailnble. 

(3) The Joint Account shall not be credited with cash discounts applicnblc to prices provided for In this Para
graph 2 of Section IV. 

B. Used Material (Condition " B " and "C") 
(1) Material in sound nnd serv iceable condition and suitable for reuse without reconditioning, shall be classified 

ns Condition " B " and priced ot seventy-five per cent (75',;.) of the current price of ncw Material. 
(2) Material which cannot be classified ns Condition " B " but which, 

(a) After reconditioning wi l l be further serviceable for original function as good secondhand Material 
(Condition " B " ) , or 

(b) Is serviccnblc for original function but substantially not suitable for reconditioning, shall be classifi
ed ns Condition "C" and priced nt f i f t y per cent (S0c: ) of current ncw price. 

(3) Obsolete Material or Material which cannot be classified as Condition " B " or Condition "C" shall be priced 
at a value commensurate wilh its use. Material no longer suitable for its original purpose but usable for 



,,,,,,, n [ i i r . . puri""•••• • h,-M f-< :f f o»o o .dd- tha i nf Item*: n o r m a l l y used for such other 

put pn -'-

(•(} M:I( ' 'M,I! jnvn)vjn (; t \ •.-> i\;>f\ <•]••:•',] )• <> < 'h n . ? I -sf nprl ' • •. > (>• pf r re n I ago nf the current knncked-down 

1. P r e m i u m T r i r r i 

Whenever M a l c r i n I is not readi ly " h alnnbU- r l -r^rrn r p r e i f i r d i r Pnt ngraphs 1 nnd 2 of fh ln Section I V bccntrso of 
nn1inn.il r m n i;cni irs, i k f ^ nr' nf h^r v n u s r a ! ra-trr^ o- r r \ « M r h thr Opera tor hns no r o n l r o l , (he Opera tor may 
charge th r J, nt A r r n u n I for I h " r*«o;ujn'd M a i r r j n ! n! Ihr- < ' p r ! n'-n r actual com Incur red in p r o c u r i n g such M a t e r i a l , 
in m a k i n g it. « m l a h l o fnr m:", n--d in movinc i l I " t h r Jo in ! P toper ty , p rov ided , thn I noi ico In w r i t i n g Is 
f u r n i s l i ^ f ' (n N n i i - O p " i . T l " i ' ; l b " p r^p" . " " ' d i n r " p f i o r tr, h i l l i n g Nnn-Opc rn lo r s for such M a t e r i a l . Each N n n -
O p r r n l o r shall have fh<- r i g i d , hy f > Hr ? ! i m : ; v r l n o t i f y i n g n p ' - r n l n i - v i t h in )0 dnys n f t r r r ece iv ing notice f r o m 
O p n ator, to f u i nl-.h in k i n d ni l nr p u r of h i - n | i :nr f f such M aW-rui* sui table Tor USP nnd ncrcp lah lp to Opern lo r . 

4. W n r r n n l y of Mate r i a ! Purnkher f hy Opr r rdd r 
Operator does nnt w a r r a n t the MMoi i i 'S f u r r v j d i r d I n rn^r nf oVtrrUv<? MnLcr la l . c red i t shal l not be pnssed to trie 
Join! Account t m l i l ad jus tment Ims ' jp rn received hy O p r r n t o r f 'ho manufac tu re r s or the i r agents. 

B. P q u l p m r n l nnrl r n c l l i t l c * Pu rm-d i rd hy O p r r n t o r 
A. O p r r n t o r shall charge ' h r Jo in t A r m r r t d f n use nf equipment nnd fac i l i t i es nt rates commensurate w i t h cost o f 

ownersh ip nnd opomt ion , Such rates shall • n r iude m-d o< maintenance, repairs, o ther opc ra t lnq expense, I n 
surance, taxes, r l rpt -cciat inn .'nut ;r,hM c ;* on hu ' e s f r i - ' n l nnt t 1 exceed six per cent ( 0 % ) per annum, p rov ided 
such rates <-hnl] not exceed i h - r c cu r r en t ly p>-evni]inr_; in t h r immed ia t e area w i t h i n w h i c h the Jo in t P r o p e r t y IR 
Jornlnd. II:>tr><? fn r nu tnn in l ivc cq'.Jipmenf ^ I in l l r ^ ' n c f . i i i y he -n l ine w i t h the s c h r r l n j r of rnte?! n d o p ' r d by the 
Pe't n l r u m Motor Tvnn?;pnvt A ' ^ ' M IV,! inn, cn snipe o l h r r r r e n j t n i ? , t ! nw;^nlx;i t ion, recommoded u n i f o r m chnr^os 
nf.*ninpt. Joint. P i o p c r t y opet nt inns Rnlcs fnr i.ihnt nlnt-y r r r vices r l m l l not exceed tho^e c u r r e n t l y prevniHnR i f 
p e r f o r m e d hy o u K i d c v^ ,v ic^ h ' V n rifovir^. !^r,t<". f o r i M . ' kr,, Svn- Hiv^ f ind -well sewice vuilts m n y Inc lude wagea 
nnd expenses of ope?ntor. 

R. Whenever vefpir r - t rd , Oporn tor vhnl l I n f o r m h ' ^ ' . x - r d o r s In ndvnnce of th<» tnte?s It propopes to chnrgo. 
C. TTntes shnll he revised nnd nd ju f i f ed f t n m l i m e to l i m * 1 u - i v n fr}und to he e i ther excessive or I n su f f i c i en t . 

v pssros/u, or MATF.HIAI, 
The O p c r n l o r m n y purchnse, hut Fshn!? he under tm oh l inn i inn tn pdrchn^n, interest of Nnn-Opern tn r s in rmrplt is C o n d i -
l i o n " A " or " P " M n t e i i n l . The d i spn^i i lnn nf ^ u j p l n r f > n l r n l i ; i > i l o M n ' e r i ^ ! , not purchased h y Operator , shnl l be subject 
to nprcemenf between Opern lor nnd Nnn-Oporn lnr^ , providnf? O p r r n l n r ^ t in l ! dispose of n o r m n j necumntnt ions of j u n k 
ond scrnp M n t e r i n l c i the r hy t rnnsfor or snle f m r n thn Joint I V o p c v i y 

1, M n ( c r l n l r u r r h n s p r l by (he Opern lor or N o n - O p r m l n ^ 
M a t e r i a l purchos^d by ei ther the Operator or Non --OpnrntorF shnll >>e credi ted b y the Oper f l to r to tbe Jo in t A c c o u n t 
f o r (he m o n t h in w h i c h the M a t e r i a l te removed hy the nt i r rhascr . 

f . D i v i s i o n In K i n H 
D i v i s i o n of Ma te r i a ! in k i n d , i f rnnrte between Opera lo r and Non-Operotora , shal l be in p r o p o r t i o n to the respective 
interests In such M a t e r i a l . The Par t i f s w i n thereupon hr- chai ned i n d i v i d u a l l y w i t h Ihe vn lup o f the M a t e r i a l r e 
ceived or receivable. Prnpor credit* f i l i a l ! h ( . made hy ihn O p r r n t o r in the m o n t h l y statement o f operations. 

9. Snles <o Outsiders 
Soles to outsiders o f Ma te r i a ! f r o m t i e Joint P roper ty ghnll lie credi ted hy Ope rn lo r to the Jo in t Account at the net 
amount collected by Oporntor f r o m vrndec. A n y c l a im hy vendee related to such palp shal l be charged bock to the 
Jo in t Account If and when paid by Operator . 

V I . B A S I S OF r m C W O M A T E R I A ! , T f l A N S I r r : i t R K O F R O M J O I N T A C C O U N T 
Matc r l r i t purchased by c l lhe r Opern lor or Nan-Opera tors nr d i v M r d in k i n d , unless o therwise Agreed lo be tween 
O p c r n f o r nnd N o n ^ O p e r n l n r i shnl l !>n p r i r r f ! nn t!ie fol lo\ \ l i i f« hnsls: 

1. N e w Price O r f l n r d 

N e w price as used in th is Section V t shall he the price specified for New M a t e r i a l i n Section I V . 

f . N e w M n t e r i n l 
N e w M a t e r i a l ( C o n d i t i o n " A " ) , b r i n f i new M n l o i i n l p i o r u r e d fo r the Jo in t P r o p e r t y but never used, at one h u n d r e d 
per cent ( l f l f ) % ) of cu r r en t new price (plu . i sales tax i f a n y ) . 

3. Good Used M a t e r i a l 
Good used Ma te r i a l ( C o n d i t i o n " B " ) , b r , l n « used M n i o r i n i In sound nun serviceable cond i t i on , suitable, f o r reuse 
w i t h o u t r econdf t ion lnp : 

A . A t s even ty - f ive per cent ( 7 5 % ) of cur ren t new pr ice i f M- *er!al was chnrped to Jo in t Accoun t as new, or 
B. A t s i x t y - f i v e per cent ( 6 5 % ) of cur ren t new price i f M n l e r l a i wn? o r i g i n a l l y charged to tbe J o i n t Accoun t es 

secondhand at s even ty - f ive percent ( 7 5 % ) nf new pric=-\ 

4. O the r Used M n t r r l n l 
Used M a t e r i a l ( C o n d i t i o n " C " ) , at f i f t y per rent ( 5 0 % ) of cur ren t n e W pr ice, be ing used M a t e r i a l w h i c h : 
A . Is not in sound nnd serviceable condi t ion but sui tublc fn r reuse a f t e r r econd i t ion ing , or 
B . Is Kcrviccnble fo r o r d i n a l f u n c t i o n but not sui table f o r recondi t ion ing . 

5. B a d - O r d e r M a t e r i a l 
M a t o r i n I ( C o n d i t i o n " D " ) , no longer suitable fo r its o r i g i n a l purpose w i t h o u t excessive repa i r cost bu t usable f b r 
some other purpose a l n pr ice comparable w i t h that of i tems n o r m a l l y used fo r such other purpose, 

ff. J u n k M a t e r i a l 
J u n k M a t e r i a ! ( C o n d i t i o n " K " ) , being obsolete « n d scrap M n t e r i n l , nt p r e v a i l i n g prices. 

7. T e m p o r a r i l y Used M a t e r i a l 

When the use of M a t e r i a l is temporary nnd Its service to ihe Joint Proper ty does not j u s t i f y the reduc t ion i n pr ice as 
p rov ided fo r in Paragraph 3 B of \hte Seclion V f , s.ich M a l e r i n l Mml l he pr iced on a basis tha t w i l l leave a net charge 
to the Jo in t Account consistent w i t h the value of (he service rendered. 

V I I , I N V I C N T O U U ' S 

The Opera tor shal l m a i n l a f n deta i led recnr Is of M a l e r i a l genera l ly considered con t ro l l ab le by the I n d u s t r y . 

1. Per iodic Inventor ies , Notice nnd Kepi psrntnHmi 

A l reasonable in te rva ls , inventor ies <dinll he taken oy Operator of 1?V Join t Accoun t M a t e r i a l , w h i c h shal l inc lude 
Bit such M a t e r i a l as is o r d i n a r i l y considered conho l l ab le . W r i t t e n notice of i n t en t ion to b ike i n v e n t o r y shal l be 
g iven hy Operator a l least t h i r t y (JO', d a y ; hefore nny Inventus y is t*. begin so that Non-Opera to r s may be r e p r e 
sented w h e n any i n v e n t o r y is taken P.-ulurr of NmvOpeia<ovs to be represented nt nn i n v e n t o r y shal l b i n d N o n -
Operators to accept the i n v e n t o r y taken by Operator, who shall in that event f u r n i s h Non-Opera to r s w i t h a copy 
thereof. 

2. Reconci l ia t ion nnd A d j u s t m e n t of Inventor ies 

Reconci l ia t ion of Inven tory w i t h c h u r l s to the Jo in t Account M>n|! be made, nnd a l i s t of overages and shortages 
shal l be j o i n t l y de te rmined by Opera tor and Non-Opornfo r s . i n v e n t o r y ad jus tments shnl! be made by Opera to r 
w i t h the Jo in t Account fo r overage?: and shoitages, bu t Opera tor shr«U be held accountable to N o n - O p e r a t o r o n l y 
f o r shortages due to lack o f reasonable Ji t igence. 

3. S p c d n l Inventor ies 

Special inventor ies may be taken whenever ib'-re i.s any sal^ o. c h r n g r of interest in the Jo in t P r o p e r t y . I t shal l be 
the d u l y of the pa r ty se l l ing to n o t i f y a l ! other Pai t te : ; as r , m < k iy c . uorsible a f t e r the t r ans fe r of in teres t takes 
place. In such cases, both the seller and the purchaser r • g n v c n u d by such i n v e n t o r y . 



EXHIBIT "D" 

INSURANCE TO BE CARRIED BY PLANT OPERATOR 

A. Plant Operator, during the term of the Agreement to which t h i s exhibit 
is attached, shall carry or provide for the benefit of a l l Plant Owners the 
following kinds and not less than the following amounts of insurance: 

1. Workmen's Compensation Insurance as required by the laws of 
the State of New Mexico and Employer's L i a b i l i t y Insurance 
with a minimum of $100,000.00 per accident. 

2. Comprehensive General L i a b i l i t y Insurance covering a l l opera
tions pursuant to or i n connection with t h i s contract, i n 
cluding any and a l l amendments or changes, wi t h minimum 
l i m i t s of $100,000.00 as to any one person and $300,000.00 
as to any one accident and property damage l i a b i l i t y of 
$100,000.00 each accident and $200,000.00 aggregate. 

3. Automobile Public L i a b i l i t y Insurance, i n the event j o i n t l y -
owned vehicles are used, with minimum l i m i t s for bodily i n 
jur y of $100,000.00 as to any one person and $300,000.00 as 
to any one accident and for property damage of $100,000.00 
each accident and $200,000.00 aggregate. 

4. Fire and Extended Coverage a f t e r acceptance of Plant from 
Contractor i n an amount equal to the f u l l insurable value of 
buildings, equipment, and other items comprising the Plant 
and l i q u i d products stocks. 

5. Boiler Insurance with a l i m i t of $500,000.00 per accident. 

6. Other insurance which may be required by law. 

A l l policies of insurance providing coverage hereunder sh a l l be endorsed to 
preclude a l l r i g h t s of subrogation against Plant Owners. 

B. A l l Contractors performing work under t h i s Agreement sha l l be required 
to carry the following insurance: 

1. Workmen's Compensation Insurance as required by the laws of 
the State of New Mexico, and Employer's L i a b i l i t y Insurance 
with l i m i t s of $100,000.00. 

2. Comprehensive General L i a b i l i t y Insurance covering a l l opera
tions pursuant to or i n connection with t h i s contract, i n 
cluding any and a l l amendments or changes, with minimum 
l i m i t s of $100,000.00 as to any one person and $300,000.00 
as to any one accident and property damage l i a b i l i t y of 
$100,000.00 each accident and $200,000.00 aggregate. 



3. Automobile Public L i a b i l i t y Insurance with minimum l i m i t s 
for bodily i n j u r y of $100,000.00 as to nny one person and 
$300,000.00 as to any one accident and for property 
damage of $100,000.00 each accident and $200,000.00 aggre
gate. 

4. Contractual L i a b i l i t y Insurance covering a l l l i a b i l i t y 
for bodily i n j u r y and property damage assumed by Contrac
t o r s , with the same minimum l i m i t s required i n No. 2 
above. 

5. During the Plant construction, Contractor or Plant Opera
tor s h a l l carry Builders' Risk Insurance, naming Contrac
tor and Plant Owners as insureds, i n an amount equal to 
the contract price and with a maximum of $1,000.00 deducti
ble, covering loss or damage from any cause whatever to 
(a) a l l improvements, constructed or under construction 
pursuant to the contract, including any and a l l amendments 
and changes thereto, and (b) a l l materials and equipment 
furnished by Plant Owners, Contractor, or otherwise f o r 
use for or i n connection with performance of the contract, 
including any and a l l amendments and changes hereto, and 
including coverage of materials i n t r a n s i t . 

6. Other insurance as may be required by law. 

A l l policies of insurance providing coverage required hereunder s h a l l be en
dorsed so as to preclude a l l r i g h t s of subrogation against Plant Owners. 

End of Exhibit "D" 



EXHIBIT "F" 

RATIFICATION OF AGREEMENT FOR 
CONSTRUCTION AND OPERATION OF 

INDIAN BASIN GAS PLANTs 

EDDY COUNTY, NEW MEXICO 

Under date of , 1965, MARATHON OIL COMPANY and 
others executed and entered into that certain Agreement for Construction and 
Operation of Indian Basin Gas Plant, Eddy County, New Mexico, for the purpose 
of constructing, owning and operating the Indian Basin Gas Plant to gather, 
treat and process gas and condensate produced from the Plant Area, as defined 
i n said Agreement, and said Agreement provides for the execution thereof i n 
counterpart or by the r a t i f i c a t i o n thereof by those e l i g i b l e parties desiring 
to p articipate i n the construction, ownership and operation of the Indian 
Basin Gas Plant. 

NOW, THEREFORE, the undersigned, being e l i g i b l e to become a party to 
said Agreement i n accordance with the terms and provisions thereof, does here
by r a t i f y , confirm and adopt the Agreement for Construction and Operation of 
Indian Basin Gas Plant, Eddy County, New Mexico, including the Exhibits annexed 
thereto, and th i s R a t i f i c a t i o n shall have the same effect as though the under
signed had executed the o r i g i n a l or a counterpart of said Agreement to the 
same extent as i f the undersigned had executed the said Agreement on the date 
thereof. 

IN WITNESS WHEREOF, the undersigned has executed t h i s instrument on 
the date hereinafter set opposite i t s signature and hereby binds i t s e l f and 
i t s respective heirs, representatives, successors and assigns. 

Date; 



STATE OF X 

X 
COUNTY OF X 

The foregoing instrument was acknowledged before me th i s day 
of __, 1965 , by , of 
_ > a corporation, on 
behalf of said corporation. 

My Commission Expires: 

STATE OF 5 

X 
COUNTY OF _______________________ X 

The foregoing instrument was acknowledged before me t h i s day 
of _, 1965, by , of 

, a corporation, on 
behalf of said corporation. 

My Commission Expires: 

STATE OF I 

X 
COUNTY OF X 

The foregoing instrument was acknowledged before me th i s day 
of , 1965, by and his wife, 

My Commission Expires: Notary Public i n and for 

STATE OF X 

X 
COUNTY OF _ X 

The foregoing instrument was acknowledged before me t h i s day 
of , 1965, by and his wife, 

My Commission Expires: Notary Public i n and for 
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GAS PROCESSING AGREEMENT 
INDIAN BASIN GAS PLANT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, made and entered into t h i s day of 

1965, by and between MARATHON OIL COMPANY, as Operator of the Indian Basin Gas 

Plant, and i n behalf of a l l owners of interests i n the Indian Basin Gas Plant, 

hereinafter e o l l e c t i v e l y referred to as "Processor," and 

hereinafter referred to as "Producer," 

W I T N E S S E T H : 

WHEREAS, Producer, as the owner of certain gas r i g h t s i n the Plant 

Area, has entered into an agreement, hereinafter referred to as "Gas Sales Con

t r a c t , " dated , with 

hereinafter referred to as "Gas Purchaser," and has reserved the r i g h t to pro

cess or have processed the gas pr i o r to delivery to Gas Purchaser; and, 

WHEREAS, Producer desires that Processor process the gas of Producer 

for the purpose of tr e a t i n g the same to comply with the specifications of the 

said Gas Sales Contract and for the purpose of extracting l i q u e f i a b l e hydro

carbons and non-hydrocarbons from the gas; 

NOW, THEREFORE, for and i n consideration of the premises and other 

good and valuable consideration, the parties agree as follows: 

1.0 DEFINITIONS 

For the purposes of t h i s Agreement, the following d e f i n i t i o n s s h a l l 

be applicable: 

1.1 The term "gas" shall mean that part of the f u l l well stream, 



whether produced from gas or gas condensate formations, which remains i n the 

gas phase at the outlet of a conventional mechanical o i l and gas separator 

(excluding f a c i l i t i e s u t i l i z i n g low temperature, heat exchange, adsorption or 

similar processes). 

1.2 The term "condensate" shall mean a l l l i q u i d hydrocarbons, other 

than crude o i l , recovered by conventional mechanical lease separation equipment 

(excluding f a c i l i t i e s u t i l i z i n g low temperature, heat exchange, adsorption or 

similar processes) from gas wells and gas condensate wells. 

1.3 The term "Gas Plant" or "Plant" shall mean that certain plant 

t r e a t i n g and processing the gas and s t a b i l i z i n g the condensate delivered by 

Producer and others to Processor at the delivery points hereunder, and such 

term shall include the plant s i t e and a l l machinery, equipment, f i x t u r e s , a p p l i 

ances, pipes, valves, f i t t i n g s , pipelines, and materials of every nature and 

kind acquired, i n s t a l l e d , and used for gathering and delivering gas and conden

sate and extracting hydrocarbons from the gas to be processed; a l l buildings 

and structures of every kind reasonably required for the operation of the Plant; 

a l l rights-of-way and easement:? reasonably required for the operation of the 

Plant; water wells and water gathering system; and a l l other f a c i l i t i e s and 

appurtenances necessary for the operation of the Plant. 

1.4 The term "plant products" shall mean a l l l i q u e f i a b l e hydrocar

bons, stripped, absorbed, extracted, and recovered from the gas processed i n 

the Gas Plant, including, but not li m i t e d t o , ethane, propane, butanes, and 

pentanes and heavier hydrocarbons, or any mixture thereof, but excluding con

densate, and products los t or consumed as fuel i n the operation of the Plant. 

1.5 The term "Gas Sales Contract" shall mean that certain contract 



by and between Producer and the gas purchaser r e l a t i n g to the sale of gas pro

duced from or a t t r i b u t a b l e to Producer's leases, which leases are described i n 

said Gas Sales Contract; a copy of such contract has been furnished to Processor. 

1.6 The term "Plant Area" shall mean a l l of that certain area l o 

cated i n Eddy County, New Mexico, designated as "Plant Area" on the map attached 

hereto and made a part hereof as Exhibit "A", which area shall be subject to 

revision from time to time by Processor. 

1.7 The term "leases" shall mean a l l properties or interests therein 

under which Producer holds gas ri g h t s and owns gas a t t r i b u t a b l e thereto which 

are committed to the Gas Sales Contract or any extension, amendment, or substi

t u t i o n therefor. 

1.8 The term "Plant i n l e t " shall mean the connection at the outlet 

side of the Plant I n l e t Separator i n s t a l l e d hereunder by Processor w i t h i n the 

plant boundaries. 

1.9 The term "Plant o u t l e t " shall mean the connection at the outlet 

side of the processed gas measurement meter. 

1.10 The term "processed gas" shall mean that portion of the gas re

maining a f t e r treatment and processing i n the Plant and a f t e r shrinkage due to 

extraction of acid gases and plant products, plant and f i e l d losses, and use 

of gas for f u e l i n the Plant. 

1.11 The term "MCF" shall mean one thousand (1,000) cubic feet. 

2.0 QUANTITY 

2.1 Subject to the reservations presently contained i n the Gas Sales 

Contract other than the r i g h t to process gas, Producer agrees to deliver a l l 

gas and condensate produced from or at t r i b u t a b l e to the leases to Processor 
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f o r treatment, processing of gas, and s t a b i l i z a t i o n of condensate i n the Plant. 

The gas and condensate delivered by Producer shall be delivered without any 

pri o r processing except by lease separation and dehydration f a c i l i t i e s which 

sha l l be i n s t a l l e d at or near the well by Producer. Subject to the reserva

tions hereunder, Producer grants to Processor the r i g h t to use, free of a l l 

cost, a l l gas reasonably required i n the maintenance and operation of the Plant 

for f u e l and incidental loss. 

2.2 Processor agrees to receive and process a l l gas delivered here

under by Producer; provided, however, that i t is agreed and understood that 

during any period when the volume of gas or condensate delivered by Producer 

and others for processing or s t a b i l i z a t i o n i n the Plant i s i n excess of the 

capacity of the Plant, Processor shall be obligated to process or s t a b i l i z e 

ratably only such volumes up to capacity of the Plant. A l l gas delivered and 

treated but not processed shall be bypassed around the Plant a f t e r the removal 

of condensate. Processor may, but need not, i n s t a l l additional f a c i l i t i e s to 

process a l l gas available for processing. 

2.3 As used i n Section 2.2, the term "ratably" shall be construed 

to mean that the volumes referred to i n Section 2.2 sha l l be processed or 

sta b i l i z e d on the basis of the respective minimum quantities which each Pro

ducer delivering gas to the Plant i s required to deliver under i t s Gas Sales 

Contract unless prorationing rules are applicable to the pool or pools from 

which gas is being delivered, i n which l a t t e r event, such volumes s h a l l be 

based upon the established well allowables. 

3.0 DELIVERY OF GAS AND CONDENSATE FOR TREATING AND PROCESSING 

3.1 Producer agrees to deliver gas and condensate to be treated, 
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processed and st a b i l i z e d i n the Plant at a delivery point specified by Proces

sor at the discharge side of the lease f a c i l i t i e s to be i n s t a l l e d by Producer 

hereunder. 

3.2 The gas shall be delivered by Producer to Processor hereunder 

at such pressures as Processor may request, but i n no event sh a l l such required 

pressure exceed that required to enable Processor, a f t e r gathering, t r e a t i n g , 

processing, and transporting of gas, to make deliveries for the account of Pro

ducer or others under the terms of a gas sales contract at a maximum pressure 

of one thousand (1,000) p.s.i.g. I n no event, however, shall the average pres

sure drop exceed ten (10) pounds per square inch per mile i n the gas gathering 

pipeline. 

3.3 Deliveries of gas and condensate hereunder sh a l l commence w i t h i n 

ninety (90) days following completion of a l l necessary f a c i l i t i e s and deliveries 

of gas to the pipeline purchaser have commenced. 

3.4 Neither Producer nor Processor shall be obligated to i n s t a l l 

and operate compression f a c i l i t i e s i n order to deliver or receive gas hereunder, 

but either may do so at i t s option. Should any gas require the i n s t a l l a t i o n 

and operation of compression f a c i l i t i e s i n order to make deliveries of such gas 

hereunder, then Producer shall n o t i f y Processor i n w r i t i n g that compression i s 

necessary and inform Processor as to which election i t has made, either to i n 

s t a l l or not to i n s t a l l such f a c i l i t i e s p r i o r to the delivery point hereunder. 

Upon such n o t i f i c a t i o n , i f Producer elects not to i n s t a l l compression f a c i l i t i e s , 

then Processor may i n s t a l l such f a c i l i t i e s a f t e r the delivery point hereunder 

and shall thereafter be e n t i t l e d to and sha l l charge Producer a compression 

charge as to a l l gas requiring compression delivered by Producer, equal to an 
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amount i n cents per MCF of gas delivered requiring compression, required for 

the recovery by Processor of i t s entire cost for the i n s t a l l a t i o n and opera

t i o n of such f a c i l i t i e s . 

4.0 CHARACTERISTICS OF PLANT 

4.1 Processor i s now constructing or is now operating a gas t r e a t i n g 

and processing plant located i n the Indian Basin F i e l d , Eddy County, New Mexico, 

for the t r e a t i n g and processing of gas delivered by Producer hereunder and 

others. 

4.2 The Plant i s designed to tr e a t and process a maximum of 150,000 

MCF of gas per day and has a design absorber maximum working pressure of one 

thousand one hundred (1,100) pounds per square inch gauge. Processor sh a l l 

guarantee that the maximum pressure drop between the plant i n l e t and the plant 

o u t l e t s h a l l not exceed f i f t y (50) pounds per square inch at a gas throughput 

of 120,000 MCF per day. 

4.3 The Plant is designed to recover a minimum of seventy (70%) per 

cent of the propane, ninety-five (957o) per cent of the butanes, and substan

t i a l l y a l l of the pentanes and heavier hydrocarbons w i t h i n the b o i l i n g range 

of natural gasoline which are contained i n the gas delivered hereunder when 

operating at 120,000 MCF per day. 

5.0 SPECIFICATIONS 

5.1 After processing, the gas shall meet the following specifica

tions : 

5.1.1 Have a gross heating value of at least one thousand 

(1,000) B r i t i s h thermal units per cubic foot saturated with water vapor at a 

temperature of s i x t y degrees (60°) Fahrenheit and at an absolute pressure 
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equivalent to t h i r t y inches (30") of mercury at th i r t y - t w o degrees (32°) Fahren

h e i t , provided the gas delivered to Processor had a gross heating value of at 

least one thousand (1,000) B r i t i s h thermal units when delivered. 

5.1.2 Not contain more than twenty (20) grains of t o t a l sul

phur, nor more than one-fourth (1/4) grain of hydrogen sulphide, per one hun

dred (100) cubic feet. 

5.1.3 Not contain more than three (3%) per cent by volume of 

carbon dioxide. 

5.1.4 Not contain more than seven (7) pounds of water per one 

m i l l i o n (1,000,000) cubic feet. 

5.1.5 Have a temperature of not more than one hundred twenty 

degrees (120°) Fahrenheit when delivered to Gas Purchaser. 

5.1.6 Have a hydrocarbon dew point not higher than f o r t y de

grees (40°) Fahrenheit at a gauge pressure of one thousand (1,000) pounds per 

square inch. 

5.2 The processed gas a t t r i b u t a b l e to the gas delivered hereunder 

by Producer shall be delivered for and on behalf of Producer by Processor at 

Processor's expense to the Gas Purchaser under such contract at a delivery 

point i n the immediate v i c i n i t y of Processor's Plant. 

5.3 The condensate st a b i l i z e d i n the Plant s h a l l be merchantable, 

commercially free of water and other objectionable material, and s h a l l have a 

Reid vapor pressure of not less than six (6) pounds nor more than twelve (12) 

pounds, such vapor pressure being as designated and agreed upon by Plant Owners. 

6.0 CONDENSATE SEPARATION 

6.1 Producer shall provide a lease separation unit at Producer's 
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gas and condensate delivery point as set out i n 3.1 hereof for the separation 

and measurement of water and condensate from the f u l l w ell stream delivered. 

6.2 The gas, condensate, and water delivered from the lease separa

tor to the Plant shall each be measured as hereinafter provided. 

6.3 The condensate and produced water w i l l be recombined by Proces

sor i n the gathering system and delivered to the Plant separately from the gas. 

The condensate shall be separated from produced water at the Plant. Further, 

at the Plant, the gas shall be passed through the Plant i n l e t separator for the 

removal of condensate without the application of any heat either p r i o r to or 

during separation. The condensate shall be s t a b i l i z e d by removing by fractiona

t i o n the normal butane and l i g h t e r hydrocarbons contained therein (subject to 

the vapor pressure l i m i t a t i o n s as set f o r t h i n Section 5.3 herein) and then de

livered i n t o condensate storage. Such s t a b i l i z e d condensate sh a l l be and re

main the property of Producer; provided, however, that such condensate sh a l l 

be commingled with other condensate i n the Plant, and Producer's condensate 

w i l l be the applicable portion of the commingled whole as determined i n Section 

8.1 herein. Processor sh a l l provide storage for not more than f i v e (5) days' 

production of condensate. The normal butane and l i g h t e r hydrocarbons removed 

i n s t a b i l i z a t i o n of the condensate w i l l be compressed and processed with the 

gas delivered to the Plant. 

6.4 Producer shall have the r i g h t , obligation and p r i v i l e g e of re

ceiving i n kind and separately disposing of his or i t s portion of the st a b i 

l i z e d condensate a t t r i b u t a b l e to the condensate delivered by Producer. Such 

share of the s t a b i l i z e d condensate shall be delivered to the Producer i n stor

age tanks provided by Processor pursuant to Paragraph 6.3 or, at Producer's 
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election, into storage tanks furnished by Producer. Subject to the foregoing 

provisions of th i s Section, Processor i s given authority to market the sta b i 

l i z e d condensate a t t r i b u t a b l e to condensate delivered by Producer; provided, 

however, that such authority to market so vested i n Processor shall be revoca

ble by Producer at the w i l l of Producer, and Producer agrees to be bound by 

the terms of any contract made by Processor for the sale of Producer's share 

of the sta b i l i z e d condensate, but such contract s h a l l not exceed such reason

able periods of time as are consistent with the minimum needs of the industry 

under the circumstances and in no event shall be longer than a period of one 

(1) year. I n the event of any sale pursuant to the foregoing authority, Pro

cessor shall use i t s best e f f o r t s to obtain the most favorable price, terms, 

and conditions for the sale of such condensate. 

7.0 MEASUREMENT AND TESTING 

7.1 The measurement of the condensate and water produced i n the 

lease separator shall be governed by the following: 

7.1.1 The volume of condensate and water shall be measured by 

metering separators of standard manufacture, acceptable to Processor, i n s t a l l e d 

by Producer at i t s cost and expense suitable for separating and measuring con

densate and water. The quantity of condensate and water measured shall be de

termined from readings of the meter dials at the beginning and end of any ac

counting period and use of proper meter correction factor as determined by 

late s t t e s t . Processor shall have the r i g h t at i t s cost and expense to i n s t a l l 

and maintain check meters i n series with Producer's meter. 

7.1.2 The unit of volume for purposes of measurement shall be 

a United States gallon containing two hundred thirty-one (231) cubic inches. 
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Volumes of condensate delivered shall be corrected to a base temperature of 

si x t y degrees (60°) Fahrenheit, i n accordance with ASTM-IP Petroleum Measure

ment Tables, ASTM Designation D-1250. 

7.1.3 Processor shall test and calibrate the meters, or cause 

the same to be tested and calibrated, at intervals of three (3) months, or more 

often i f found necessary. The apparatus and method specified i n API meter Code 

No. 1101, or as otherwise mutually agreed upon, shall be used i n making such 

tests. Such tests and calibrations s h a l l be made regularly on the f i r s t day 

of each three (3) month period or as near thereto as practicable. Producer 

shall be afforded the opportunity to have a representative present to witness 

a l l such tests and calibrations, but i f Producer f a i l s to have a representative 

present, the results of the test s h a l l , nevertheless, be considered accurate 

u n t i l the next tests are made. Processor s h a l l , immediately following any 

te s t , restore, or cause to be restored, to a condition of accuracy any metering 

equipment found to be inaccurate. A l l tests shall be made at Processor's expense, 

except that Producer shall bear the expense of tests made at i t s request i f an 

inaccuracy i s found of one (1%) per cent or less. 

I f any such test shows any meter to be more than one (1%) per cent 

inaccurate, so that the amount of condensate passing through any such meter 

since the last day of c a l i b r a t i o n cannot be ascertained or computed from a read

ing thereof, the quantity delivered during such period s h a l l be measured by 

Processor's check meter i f said check meter has been i n s t a l l e d and i s accurate

l y r e g i s t e r i n g . I f such check meter has not been i n s t a l l e d , or i f i t i s out 

of service, out of repair, or registering fast or slow i n excess of one (1%) 

per cent, then such quantity shall be estimated and agreed upon by the parties 
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hereto on the basis of the best data available, using whichever of the follow

ing methods i s feasible: ( i ) by correcting the error a f t e r the percentage of 

error i s ascertained by c a l i b r a t i o n , test or mathematical calculation for the 

period of such error, i f known, or, i f unknown, for a period extending back 

one-half of the time since the las t day of ca l i b r a t i o n s , and ( i i ) by such other 

method as may be agreed upon by the parties hereto. 

7.2 The measurement and testing of gas at the lease separator out

l e t and plant out l e t shall be governed by the following: 

7.2.1 The volumes sh a l l be measured at the lease separator out

l e t and plant out l e t by o r i f i c e meters, equipped with flange type connections 

and chart cycle not to exceed eight (8) days, i n s t a l l e d and operated, and com

putations made, as prescribed i n Gas Measurement Committee Report No. 3 of the 

American Gas Association as such report may be amended or revised from time to 

time. 

7.2.2 The unit of volume for purposes of measurement shall be 

one (1) cubic foot of gas at a temperature base of s i x t y degrees (60°) Fahren

h e i t and at a pressure base of fourteen and sixty-five^hundredths (14.65) 1 

pounds per square inch absolute, and the atmospheric pressure sh a l l be assumed 

to be t h i r t e e n and one-tenth (13.1) pounds per square inch, unless otherwise 

require^ -by" law, regardless of variations i n atmospheric pressure. 

7.2.3 The arithmetical average of the temperature recorded 

while gas i s flowing, the factor f o r specific gravity according to the l a t e s t 

test therefor, and the corrections for deviation from Ideal Gas Laws applica

ble during each day shall be used to make proper computations of volumes here

under. Chart integration and volume computations shall be made by Processor 

-11-



as accurately as possible and w i t h i n the accuracy prescribed by the manufac

turer of the computing equipment used. 

7.2.4 Temperature shall be determined by a thermometer used 

and i n s t a l l e d so as to properly indicate the temperature of the gas flowing 

through the meter. 

7.2.5 Specific gravity shall be determined with accuracy to 

nearest one thousandth by taking samples of the gas at the measurement points 

at such times as may be required, but not more often than once each month and 

not less often than once each three (3) months, at as near equal intervals as 

possible, and having the specific gravity determined by the use of the gravity 

or density type balance or any other instrument mutually agreeable and accept

able to the industry. 

7.2.6 Deviation from Ideal Gas Laws at the pressures, specific 

gravity and temperatures upon delivery shall be determined by Processor by the 

use of the American Gas Association deviation tables based upon the specific 

gravity method, published June, 1955, as amended or supplemented from time to 

time. Each test s h a l l determine the corrections to be used i n computing 

volumes u n t i l the next test is made. The combined Reynolds number and expan

sion factor and the manometer factor shall be assumed to be one (1). Tests to 

determine sulphur and hydrogen sulphide content shall be made by approved 

standard methods in general use by the gas industry. 

7.2.7 Except as specified otherwise herein, a l l measuring and 

te s t i n g equipment, housing, devices, and materials shall be of standard manu

facture and type and s h a l l , with a l l related equipment, appliances, and b u i l d 

ings, be i n s t a l l e d , maintained., and operated or furnished by Processor at 
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Processor's expense. Producer shall have the r i g h t at i t s cost and expense to 

i n s t a l l and maintain check meters i n series with Processor's meters. 

7.2.8 The accuracy of the gas measuring equipment shall be v e r i 

f i e d by Processor at least once each three (3) months. Fifteen (15) days' 

pri o r notice of the time and nature of each test shall be given by Processor 

to Producer. Tests and adjustments s h a l l be made i n the presence of and ob

served by representatives of both Processor and Producer, i f present. I f , 

afte r notice, Producer f a i l s to have a representative present, the results of 

the tests s h a l l , nevertheless, be considered accurate u n t i l the next tests are 

made. A l l tests shall be made at Processor's expense, except that Producer 

sha l l bear the expense of tests made at i t s request i f an inaccuracy i s found 

of two (27o) per cent or less. 

I f at any time any of the gas measuring or tes t i n g equipment i s 

found to be out of service or registering inaccurately i n any percentage, i t 

sh a l l be adjusted at once to read accurately, w i t h i n the l i m i t s prescribed by 

the manufacturer. I f such equipment is out of service or inaccurate by an 

amount exceeding two (2%) per cent at a reading corresponding to the average 

rate of flow for the period since the last preceding t e s t , the previous read

ings of such equipment sh a l l be disregarded for any period d e f i n i t e l y known or 

agreed upon to be i n error, or i f not so known or agreed upon, for a period of 

one-half of the elapsed time since the las t t e s t . The volume of gas measured 

during such period shall be estimated by (a) using the data recorded by any 

check measuring equipment i f i n s t a l l e d and accurately r e g i s t e r i n g , or i f not 

i n s t a l l e d or registering accurately, (b) by correcting the error i f the percent

age of error i s ascertainable by c a l i b r a t i o n , test or mathematical calculation, 
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or, i f neither such method i s feasible, (c) by estimating the quantity or qual

i t y measured, based upon deliveries under similar conditions during a period 

when the equipment was registering accurately. No correction shall be made for 

recorded inaccuracies of two (2%) per cent or less. 

Producer and Processor shall have the r i g h t to inspect equipment 

i n s t a l l e d or furnished by the other, and the charts and other measurement or 

testing data of the other, at a l l times during business hours; but the reading, 

c a l i b r a t i o n , and adjustment of a l l gas metering equipment and changing of 

charts shall be done only by the party i n s t a l l i n g and furnishing the same. Each 

party shall preserve a l l o r i g i n a l test data, charts, and other similar records 

i n such party's possession for a period of at least three (3) years. Upon re

quest of Producer, Plant Operator shall submit the records and charts from any 

measuring equipment together with calculations therefrom for such Producer's 

inspection and v e r i f i c a t i o n , subject to return to Plant Operator w i t h i n twenty 

(20) days from the receipt thereof. 

7.3 The quantity of specified hydrocarbon components of the lease 

separator gas delivered by Producer shall be determined by the following: 

7.3.1 Processor shall obtain semiannually representative samples 

of the lease separator gas delivered, which shall be i n s u f f i c i e n t quantity to 

allow a check test i f desired. 

Samples shall be analyzed i n Processor's laboratory, or commer

c i a l laboratory of Processor's choosing, i n presence of Producer's representa

t i v e i f Producer desired to have representative present. 

7.3.2 Samples shall be analyzed by low temperature fractiona

t i o n , mass spectrometer, infrared spectrometer, vapor chromatograph, or other 
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method acceptable i n the industry, to determine the molecular percentage of 

each of the following as may be present: (1) hydrogen s u l f i d e , (2) carbon 

dioxide, (3) nitrogen, (4) methane, (5) ethane, (6) propane, (7) isobutane, 

(8) normal butane, and (9) pentanes and heavier hydrocarbons. The t o t a l quan

t i t y of each of the aforementioned components shall be determined from such 

analysis. Processor s h a l l , upon request, furnish Producer with each such frac

t i o n a l analysis. 

8.0 ALLOCATION OF PLANT PRODUCTION 

8.1 The sta b i l i z e d condensate recovered i n the s t a b i l i z e d condensate 

storage tanks sh a l l be allocated among the various producers delivering conden

sate to the Plant. The quantity of sta b i l i z e d condensate allocated to Producer 

shall be determined from the proportion that the quantity of condensate de

livered by such Producer, as measured at the outlet of the lease separation 

u n i t , bears to the t o t a l condensate delivered by a l l producers, as measured at 

the o u t l e t of the respective lease separation u n i t . The formula to be used i n 

making such calculation and an example are given i n Exhibit "B" attached. 

8.2 The quantity of plant products produced, saved, and sold i n the 

Plant, a t t r i b u t a b l e to gas delivered hereunder by Producer, s h a l l be determined 

from the analyses specified i n Section 7.3 of t h i s Agreement. An al l o c a t i o n of 

each of the following l i s t e d products or any mixtures thereof s h a l l be deter

mined from the respective proportions that the quantity of each such product 

contained as a component i n the lease separator gas delivered by Producer bears 

to the t o t a l quantity of each such respective product contained i n the lease 

separator gas delivered by a l l producers: (1) propane, (2) isobutane, (3) 

normal butane, and (4) pentanes and heavier hydrocarbons. The formula to be 
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used i n making such calculations and an example are given i n Exhibit "B" at

tached. 

8.3 The processed gas, as determined by measurement at the plant 

o u t l e t , s h a l l be allocated among the various producers delivering gas to the 

Plant for processing. Producer shall have the r i g h t , obligation and pri v i l e g e 

of receiving i n kind and separately disposing of his or i t s allocated portion 

of the processed gas. The quantity of processed gas allocated to Producer 

shall be determined from the proportion that the quantity of nitrogen, methane 

and ethane contained as components of the separator gas delivered by such Pro

ducer as measured at the outlet of the lease separator u n i t bears to the t o t a l 

quantity of such components contained i n the separator gas delivered by a l l 

producers, as measured at the outlet of the respective lease separation units. 

Gas delivered to Processor but which bypasses the Plant a f t e r treatment, or 

which i s untreated with approval of the gas purchaser, s h a l l be allocated i n 

the same manner as processed gas. The formula to be used i n making such calcu

l a t i o n and an example are given i n Exhibit "B" attached. 

8.4 I t is recognized that there w i l l be some loss i n gas volume 

from the processing, between the t o t a l volume of gas entering the Plant for 

t r e a t i n g and processing as measured at lease separation units and the volume 

of processed gas at the plant o u t l e t , because of the removal of acid gases and 

liq u e f i a b l e hydrocarbons, the use of gas for plant f u e l , and other reasons i n 

cident to processing. 

8.5 I n the event Producer f a i l s to take i n kind or market individu

a l l y a l l or any part of his or i t s gas or condensate af t e r i t s proportionate 

part of storage is f u l l and Processor i s unable to market the condensate or gas, 
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then Processor shall have the r i g h t to dispose of such condensate or gas i n 

any manner Processor sees f i t , including the r i g h t to f l a r e the same should 

such be necessary, i n order to avoid c u r t a i l i n g or discontinuing operations of 

the Plant. Any proceeds received by Processor i n disposing of such condensate 

or gas shall be credited to Producer i n accordance with the terms and provi

sions of th i s agreement. 

9.0 PAYMENT TO PRODUCER 

9.1 As consideration for the granting of processing r i g h t s , Proces

sor hereby agrees to pay Producer a portion of the net proceeds, as hereinafter 

defined, from a l l plant products extracted, saved, and sold from Producer's gas 

as determined i n accordance with the following provisions: 

9.1.1 The amount of payment during the month w i l l be determined 

by (1) mult i p l y i n g the volume of each plant product a t t r i b u t a b l e to Producer's 

gas as set out i n Section 8.2, by (2) the average monthly sales price of such 

plant product, and by (3) the following applicable per cent: (a) I f the 

weighted average monthly sales price of a l l products i s four (4^) cents or 

less per gallon, by twenty (20%) per cent; (b) I f the weighted average monthly 

sales price of a l l products is more than four (4^) cents per gallon, by twenty-

f i v e (25%) per cent. 

9.1.2 The average monthly sales price of each plant product 

sh a l l be determined by divi d i n g the t o t a l value invoiced for the deliveries of 

such plant product, by the t o t a l net deliveries of the plant expressed i n gal

lons. Total value invoiced shall be adjusted to an f.o.b. plant basis and 

sha l l include but not be li m i t e d to adjustments for (1) excess outages, impuri

t i e s , and contamination claims allowed, (2) any bonuses received, (3) tank car 
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rentals not to exceed 3/8^ per gallon for the propane and butanes portion of 

the plant products and l/4«5 per gallon for the natural gasoline portion of the 

plant products, i f cars are furnished by Processor i n marketing such plant pro

ducts, (4) a sales commission allowance not to exceed six (6%) per cent of the 

value of the propane and butanes portion of the plant products and 1/8^ per 

gallon for the natural gasoline portion of the plant products when Processor 

disposes of the plant products without the services of a broker, (5) plus or 

minus any f r e i g h t d i f f e r e n t i a l s received or allowed, including prepaid f r e i g h t 

allowed, and (6) cash discounts allowed. 

9.1.3 Payment shall be made by the Processor not l a t e r than 

the last day of each month for a l l gas processed hereunder during the preced

ing month and sha l l be accompanied by a statement showing f u l l d e t a i l s of the 

account. Examination by the Producer of the books kept by Processor respect

ing said gas accounts shall be permitted by the Processor at any and a l l rea

sonable hours. 

9.2 For each barrel of condensate and water received at the Plant 

and allocated to Producer, Processor shall charge Producer the amount of 

eighteen (18{<) cents per barrel for the receiving, handling, separation, t r e a t 

ing, s t a b i l i z a t i o n , storage, and disposal, as the case may be, of such conden

sate and water. 

The quantity of condensate allocated to Producer for the purposes of 

th i s Section 9.2 shall be the same quantity as that determined under Section 

8.1. The quantity of water allocated to Producer for the purposes of applying 

these charges shall be the quantity of water delivered by Producer, as measured 

at the outlet of the lease separation u n i t ; provided, however, that no charge 
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s h a l l be made for the f i r s t f i v e (5) barrels of water delivered each day from 

each w e l l . Processor shall furnish Producer a statement each month showing 

such charges for the preceding month, and Processor s h a l l , each month, deduct 

such charges from the sums due Producer hereunder or shall invoice Producer 

each month for such charges. 

9.3 I f any underpayment or overpayment i n any form whatsoever shall 

at any time be found w i t h i n three (3) years af t e r accounting, the amount of 

the overpayment shall be refunded or the amount of the underpayment shall be 

paid w i t h i n t h i r t y (30) days after f i n a l determination thereof. 

10.0 TRANSFER AND WARRANTY OF TITLE, AND TAXES 

T i t l e to the plant products recovered from the gas i n the Plant shall 

pass from Producer to Processor at the Plant as recovered. Producer warrants 

i t s t i t l e to the plant products recovered from the gas by the Plant, i t s t i t l e 

to the condensate, and that i t has the r i g h t to grant to Processor the r i g h t 

to process the gas delivered hereunder and receive the plant products recovered 

i n the Plant free from liens and adverse claims of every kind. 

10.1 I t i s understood and agreed that any tax i n the nature of a 

processing tax on plant products r e s u l t i n g from the processing of gas or sale 

of such products extracted therefrom, and any and a l l other duly constituted 

taxes or fees (excluding production, gathering, and severance taxes) now or 

hereafter levied, assessed, or collected on plant products extracted, saved 

and sold from Producer's gas, shall be borne and paid by Producer and Processor 

i n proportion to the settlement percentage provided i n Section 9.1.1. Except 

as provided above as to plant products, a l l production, gathering, severance, 

and processing taxes, and a l l other taxes or fees now or hereafter levied, 
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assessed, or collected on gas and condensate delivered to Processor's plant 

shall be borne and paid by Producer. 

10.2 Producer w i l l pay or cause to be paid a l l r o y a l t i e s , taxes and 

other sums due by Producer on production, gathering, severance or handling of 

the gas, condensate, and plant products, and Producer w i l l indemnify and save 

Processor harmless against a l l loss, damage, and expense of every character on 

account of adverse claims to a l l such gas, condensate, and plant products or 

ro y a l t i e s , taxes, payments or other charges due thereon. 

10.3 I f Producer's t i t l e is questioned or involved i n any action, 

Processor may withhold compensation due hereunder without interest up to an 

amount equivalent to that of the claim u n t i l t i t l e i s freed from such question 

or such action is f i n a l l y determined, or u n t i l Producer furnishes bond condi

tioned to save Processor harmless with sureties satisfactory to Processor. 

11.0 TERM 

Subject to the other provisions hereof, t h i s Agreement shall remain 

i n force and effect so long as Producer, i t s successors or assigns, any or a l l 

of them, are delivering gas from the leases under the Gas Sales Contract, or 

any extension, amendment, or other agreement pertaining thereto; provided, how

ever, that i f at any time the volume or qu a l i t y of the gas delivered or i f the 

volume or qu a l i t y of the gas available for delivery or proposed to be delivered 

by Producer to Processor from any well or wells, subject to t h i s Agreement, i s 

unprofitable to Processor, or i f for any other cause beyond Processor's control, 

the operation of the Plant should be rendered unprofitable, as determined i n 

the sole discretion of Processor, (taking into consideration actual operating 

costs and reasonable depreciation and overhead), Processor may, upon t h i r t y 

(30) days' prior w r i t t e n notice and the payment or tender to Producer of the 
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sum of Ten ($10-00) Dollars, cancel t h i s Agreement as to such well or wells 

and the same shall thereafter be of no further force or effect as to such well 

or wells, except as to the obligations already accrued at the ef f e c t i v e date 

of cancellation. 

I f Processor refuses to accept gas from Producer for a period of 

ninety (90) days due to i n a b i l i t y of Producer to deliver gas into Processor's 

gathering system at the pressures therein from time to time or f a i l u r e to meet 

the other requirements hereof, Producer may, upon t h i r t y (30) days' prior w r i t 

ten notice, terminate t h i s Agreement as to such well or wells and t h i s Agree

ment shall thereafter be of no further force or effect as to such well or 

wells, except as to the obligations already accrued at the eff e c t i v e date of 

cancellation. 

12.0 REGULATORY BODIES 

This Contract shall be subject to a l l v a l i d applicable State and 

Federal laws, and orders, directives, rules, and regulations of any govern

mental body or o f f i c i a l having j u r i s d i c t i o n . 

13.0 FORCE MAJEURE 

I f any party is rendered unable, wholly or i n part, by force majeure 

or any other cause of any kind not reasonably w i t h i n i t s control to perform or 

comply with any obligation or condition of t h i s Contract, upon giving notice 

and reasonably f u l l particulars to the other party or parties, such obligation 

or condition shall be suspended during the continuance of the i n a b i l i t y so 

caused and such party shall be relieved of l i a b i l i t y and sha l l suffer no pre

judice for f a i l u r e to perform the same during such period, provided that obliga

tions to make payments then due hereunder shall not be suspended and the cause 
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of suspension (other than strikes or differences with workmen) shall be reme

died so far as possible with reasonable dispatch. Settlement of strikes and 

differences with workmen shall be wholly w i t h i n the discretion of the party 

having the d i f f i c u l t y . The term "force majeure" s h a l l include, without l i m i t a 

t i o n by the following enumeration, acts of God and the public enemy, the ele

ments, f i r e , accidents, breakdowns, s t r i k e s , and any other i n d u s t r i a l , c i v i l 

or public disturbance, i n a b i l i t y to obtain materials, supplies, permits or 

labor, any any laws, orders, rules, regulations, act or re s t r a i n t s of any 

government or governmental body or authority, c i v i l or m i l i t a r y . 

14.0 PRODUCER'S REPRESENTATIVE 

14.1 I n order to coordinate the operation of the Plant and to f u r 

ther assist Producer i n meeting i t s obligations to i t s Gas Purchaser, Producer 

hereby designates the Plant Operator as i t s representative and f u l l y empowers 

said representative to do or perform, on behalf of Producer, the following: 

14.1.1 To allocate the processed gas delivered to the Gas Pur

chaser or Purchasers between the Producers delivering gas to the Plant. 

14.1.2 To witness tests to be made of the gas and measurement 

equipment made pursuant to Producer's Gas Sales Contract. 

14.1.3 To deliver the processed gas i n a commingled stream at 

the delivery point at or near the Plant o u t l e t . 

14.1.4 To receive notice of changes i n the quantity of gas to 

be delivered to Gas Purchaser. 

14.1.5 To render b i l l i n g s for gas delivered to Gas Purchaser. 

14.2 Processor w i l l advise Producer of the requests of the Gas Pur

chaser from time to time setting f o r t h the quantities of gas to be delivered 
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by Producer and other Producers: delivering gas to the Plant under the respec

t i v e Gas Sales Contracts. 

14.3 Where the gas delivered by Producer to Processor i s produced 

from a well or wells subject to a Unit Agreement, Communitization Agreement, 

or Operating Agreement, then Producer does hereby designate the respective 

operator of each such w e l l , as to Producer's gas and condensate produced there

from, as Producer's agent and representative to give and receive notices of, 

and to make and witness, tests to be made of the gas, condensate, and plant 

products and measuring equipment; to receive, receipt, pay, and make adjust

ments of any sums or compensation due hereunder; to receive monthly a l l o c a t i o n 

statements showing disposition of gas, condensate and plant products; to re

ceive notices of requests by Plant Operator or by Gas Purchaser made through 

Plant Operator from time to time concerning the quantity of gas to be delivered 

by Producer and other Producers under t h e i r respective Gas Sales Contracts; 

Processor sh a l l be f u l l y protected i n acting i n reliance upon any and a l l 

acts and things done or performed or agreements made with respect to the afore-

stated matters by said Producer's representative as f u l l y and e f f e c t i v e l y as 

though Producer had done, performed, made or executed the same. When and i f a 

change of the well operator occurs, Producer shall promptly n o t i f y Processor 

thereof, and such new operator shall succeed the former well operator as Pro

ducer's agent and representative for the purposes and with the same authority 

as herein provided for the former well operator. 

15.0 NONDISCRIMINATION 

In connection with the performance of operations under t h i s agreement, 

the Processor agrees to comply with a l l of the provisions of Section 301 (1) 
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to ( 7 ) , inclusive, of Executive Order 10925 (26 F. R. 1977), as amended, which 

are hereby incorporated by reference i n t h i s agreement. 

16.0 RESERVATIONS OF PRODUCER 

16.1 Producer expressly reserves for i t s e l f the following p r i o r 

r i g h t s with respect to the gas subject hereto: 

16.1.1 The r i g h t to deliver to lessors under any of the leases 

covered hereby, gas required i n kind to meet the requirements of lessee's o b l i 

gations under such leases to furnish gas to such lessors. 

16.1.2 The r i g h t to use gas reasonably required to develop and 

operate Producer's properties covered hereby. 

16.1.3 The control, management, and operation of the properties 

covered hereby sh a l l be and remain the exclusive r i g h t of Producer. Producer 

may, i n i t s sole uncontrolled discretion and as i t deems advisable, d r i l l new 

wells, repair or rework old wells, renew or extend i n whole or i n part any 

lease or u n i t , and abandon any well or surrender, terminate, or release a l l or 

any part of any lease not deemed by Producer capable under normal production 

methods of producing gas i n paying or commercial quantities. 

16.1.4 The r i g h t from time to time to a l t e r any unit by i n 

creasing or decreasing the surface acreage contained therein or to pool or com

bine any lease or unit or any part thereof with other properties or to include 

i n any un i t any interest i n lands covered by such unit not theretofore included 

i n such u n i t ; and, i n such event, t h i s Agreement shall apply only to the i n t e r 

est of Producer i n the unit or units and the gas a t t r i b u t a b l e thereto, but only 

i n so far as such interest i s a t t r i b u t a b l e to lands covered hereby. 
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17.0 MISCELLANEOUS 

17.1 No waiver by Producer or Processor of any default of the other 

under t h i s Agreement shall operate as a waiver of any future default, whether 

of l i k e or d i f f e r e n t character. 

17.2 This Agreement shall bind and inure to the respective succes

sors and assigns of the parties hereto, but no assignment shall relieve either 

party's obligations hereunder without w r i t t e n notice to the other party or par

t i e s , but i n no event shall the assigning party be relieved of accrued obliga

tions . 

17.3 Producer, i n so far as i t has the r i g h t to do so, hereby grants 

and conveys unto Processor a l l necessary pipeline and other r i g h t s of way and 

easements i n , on, and across i t s lands and leases for laying, maintaining, 

operating, repairing, changing, and removing the gas gathering system, meter 

loops, and other equipment, and for a l l other purposes under t h i s agreement so 

long as such purposes do not unreasonably i n t e r f e r e with lease operations. 

18.0 NOTICES 

18.1 Every notice and request provided for i n t h i s Contract s h a l l 

be i n w r i t i n g or by telegram and deemed s u f f i c i e n t l y given when deposited i n 

the United States mail, postage prepaid, or delivered to Western Union Tele

graph with charges prepaid, as the case may be, and directed to the party to 

whom given at the address l i s t e d below: 

PROCESSOR: Marathon O i l Company 
P. 0. Box 3128 
Houston, Texas 77001 

PRODUCER: 
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or at such other post o f f i c e address as such party s h a l l , from time to time, 

designate as the address for such purpose by l e t t e r or telegram addressed to 

the other party or parties. 

18.2 Routine communication, including statements and b i l l s , s hall 

be considered as duly delivered when deposited i n the United States mail, post

age prepaid to the appropriate address above specified. 

IN WITNESS WHEREOF, t h i s Agreement i s executed i n two (2) counter

parts, each of which shall be an o r i g i n a l , as of the date f i r s t above mentioned. 

MARATHON OIL COMPANY 

By 

PROCESSOR 

PRODUCER 

-26-



R 23 E R 24 E 

R 23 E R 24 E 
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SHOWING PLANT AREA 

Pi™* A r e a INDIAN BASIN GAS PLANT 
Productive Acreage EDDY COUNTY, NEW MEXICO 



EXHIBIT "B" 

Condensate Allocation 

(a) Formula: 

C = X/Y x Z 

C = Quantity of s t a b i l i z e d condensate allocated to Producer. 

X = Quantity of condensate delivered by Producer as measured at 
ou t l e t of lease separation u n i t m u l t i p l i e d by shrinkage 
factor "S"*. 

Y = Quantity of condensate delivered by a l l Producers from lease 
separation units o u t l e t (each of such quantities having been 
mu l t i p l i e d by a shrinkage factor "S"). 

Z = Total quantity of s t a b i l i z e d condensate produced and saved 
i n condensate storage tanks at plant. 

*S = The current Shrinkage Factor f o r the condensate produced 
from the i n d i v i d u a l separator as determined by the 
calibrated "shrinkage bomb" method. 

Plant Products Allocation 

(a) Formula: 

P = X 1 Y ± x p 

a a 

P = Volume of p a r t i c u l a r plant product a t t r i b u t a b l e to Producer's 
gas. 

X^ = Mol percent of p a r t i c u l a r plant product contained i n gas de
li v e r e d by Producer at o u t l e t of lease separator u n i t as 
determined from current analysis of samples. 

Y-̂  = Volume of gas delivered by Producer as measured at o u t l e t of 
lease separation u n i t . 

X a Y a = Sum of X 1 Y and X 2 Y2, X n Y (the product of l i k e mol 
percent and volume of each in d i v i d u a l producer delivering gas 
to Plant f o r processing). 

p = Volume of p a r t i c u l a r plant product saved and sold. 



Processed Gas Allocation 

(a) Formula: 

G = Xx Y1 x Z 
xa Ya 

G = Quantity of processed gas allocated to Producer. 

X-̂  = Mol percent of nitrogen, methane, and ethane contained in gas 
delivered by Producer as measured at outlet of lease separation 
unit as determined from current analysis of samples. 

Y_ = Volume of gas delivered by Producer as measured at outlet of 
lease separation unit. 

xa Ya = S u m o f x l Y i a n d x2 Y2 *''* X n Yn ( P r o < i u c t of" lik e mol. per 
cent and volume for each individual Producer delivering gas 
to Plant for processing). 

Z = Volume of processed gas sold. 



M A R A T H O N O I L C O M P A N Y > 

P R O D U C T I O N - U N I T E D S T A T E S A N D C A N A D A 

S O U T H E R N N A T I O N A L B A N K S U I L D I N G 

P. O. B O X 3 1 2 3 

H O U S T O N , T E X A S 7 7 0 0 1 

A p r i l 15, 1965 

Re: Indian Basin Gas Plant 
Indian Basin Area 
Eddy County, New Mexico 

New Mexico O i l Conservation Commission 
P. 0. Box 871 
Santa Pe, New Mexico 

Attention: Mr. Dan S. Nutter 
Chief Engineer 

Dear Mr. Nutter: 

As you w i l l r e c a l l , Mr. Warren Leach and I recently reviewed 
with you and representatives of the Land Commissioner's o f f i c e our pro
posed plans for the construction by various operators of a gas plant 
and gathering system for the tr e a t i n g and processing of gas i n the 
Indian Basin Area. Marathon, as the Plant Operator, i s now preparing 
the contracts for the construction of the Plant and the gas gathering 
system, and, subject to the approval of the well operators, we w i l l 
soon be i n position to order the lease f a c i l i t i e s and equipment. 

As advised i n our meeting i n Santa Fe last January, the United 
States Geological Survey i n Roswell had given tentative approval of our 
plans for the handling of the gas and condensate to be delivered to the 
plant. Further, i t was our understanding at the time of our meeting 
that the Land Commissioner's o f f i c e would give t h e i r approval to our pro
posed operations, subject to your approval. 

As stated at our meeting with you, we did not feel that the 
proposed procedure for handling the gas and condensate came w i t h i n the 
coverage of either the commingling or ACT rules of the Commission. You 
requested additional information before you made any determination as 
to whether or not the approval of the Commission would be required as to 
the proposed procedure for handling the gas and condensate. 

Therefore, for your further consideration i n connection with 
t h i s matter, I am enclosing a copy of a detailed summary of our proposed 
operations prepared by Mr. E l l i s E. Wind, a petroleum engineer i n our 
Houston o f f i c e , who was present at our meeting with you. Also enclosed 

H O U S T O N O I V I S O N 

J . O . T E R R E L L C O U C H 

O I V I S I O N A T T O R N E Y 

J O H N H . B E V A N . J R . 

W A R R E N B. L E A C H , J R . 

J A C K F A R I S S 

A T T O R N E Y S 
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are copies of schematic drawings of the proposed lease and plant f a c i l i 
t i e s to be used i n place of those l e f t with you. The lease and plant 
f a c i l i t i e s are shown on separate drawings for the purpose of c l a r i t y . A 
copy of the Agreement for Construction and Operation of the Indian Basin 
Gas Plant and the Processing Agreement are also enclosed for your use i n 
th i s connection. These agreements may be subject to some minor changes, 
but we now feel that these may be considered to be f i n a l d r a f t s . 

We w i l l appreciate your further consideration of t h i s matter 
at your early convenience, and i f you need any additional information, 
please advise me. 

Yours very t r u l y , 

JHB:LL 
Enc. 

John H. Bevan, Jr. 


