
GAS GATHERING AGREEMENT

THIS GAS GATHERING AGREEMENT made and entered into effective as of April 1, 2000 (the “Effective Date”), by and between Coastal Oil & Gas USA, L.P., a Delaware limited partnership and CIG EXPLORATION, INC., a Delaware corporation, collectively hereinafter referred to as “Shipper”, and HOUSTON PIPE LINE COMPANY, a Delaware corporation, hereinafter referred to as “Houston” or “HPL”.

WITNESSETH:

THAT WHEREAS, Shipper owns and controls quantities of Gas and desires to have Houston gather certain quantities of natural gas produced by Shipper from the Cage Ranch Field and surrounding areas in Brooks County, Texas to Exxon Mobil Corporation's King Ranch Gas Processing Plant in Kleberg County, Texas; and

WHEREAS, Houston desires gather said Gas for Shipper subject to the terms of this Agreement.

NOW, THEREFORE, in consideration of the mutual premises and covenants contained herein, the parties hereto agree as follows:

1.
REGULATIONS

Shipper understands that Houston is an intrastate pipeline company regulated by the Railroad Commission of Texas and that the service provided under this Agreement is offered only with respect to transactions that are intrastate in nature.  Therefore, Shipper represents and warrants to Houston that all Gas delivered to Houston hereunder will be produced in the State of Texas from reserves not dedicated or committed to interstate commerce, and (ii) that the Gas which Shipper delivers or receives hereunder will not have been or be sold, consumed, gathered, transported or otherwise utilized in interstate commerce at any point upstream of the Receipt Points or downstream of the Delivery Points, and that such Gas has not been nor will it be commingled at any point upstream of the Receipt Points or downstream of the Delivery Points with other Gas which is or may be sold, consumed, gathered, transported or otherwise utilized in interstate commerce in such a manner which will subject the Gas gathered under this Agreement or Houston's or its designee's pipeline system, or any portion thereof, to the jurisdiction of the FERC or any successor authority under the NGA.

2.
Receipt Points and Delivery Points &

GATHERING SERVICE

Shipper shall, throughout the term of this Agreement, deliver Gas to Houston at (i) Houston’s Meter Station No. 9610 located in Brooks County, Texas and (ii) to such other points as the parties may mutually agree during the term hereof (the “Receipt Points”) up to a Maximum Daily Quantity (“MDQ”) of 75,000 MMBtu per Day and Houston shall, throughout the term of this Agreement (subject to the further provisions of this Article 2 and of the pertinent provisions of Appendix “A” Articles 2, 3, 4, 5, 6, 8, 9, 10 and 12) gather such Gas and redeliver a quantity of Gas with an equivalent heating value to that received at the Receipt Points to or for the account of Shipper to the interconnection of Houston's pipeline facilities with (a) the inlet facilities of Humble Gas Pipeline Company’s inlet line to ExxonMobil Gas Marketing Company's (a division of Exxon Mobil Corporation) King Ranch Gas Processing Plant (the “ExxonMobil Plant”) located in Kleberg County, Texas (the “Primary Delivery Point”) or (b) only during those periods when Shipper is properly entitled to process gas thereat, as recognized by Section 2.2 of that certain Gas Purchase Agreement between certain of the Parties, as amended by Amendment to Gas Purchase Agreement dated of even date herewith (the “Gas Purchase Agreement”), the inlet facilities of Duke Energy Field Service, Inc.’s La Gloria Plant (the “La Gloria Delivery Point”, with the Primary Delivery Point and the La Gloria Delivery Point referred to herein collectively as the “Delivery Points”).  Such Gas shall be gathered by Houston on an interruptible basis, based upon and taking into account the scheduling and priority matters outlined in Appendix “A” Section 2 and the other pertinent provisions outlined in the first sentence of this Article 2.  Coastal agrees that throughout the term of this Agreement, it shall exclusively gather Gas, using Houston’s facilities, to the ExxonMobil Plant (or to the La Gloria Plant when applicable), except during those periods of time that Houston lacks capacity to gather Shipper’s Gas, during which periods those quantities of Gas that Houston lacks capacity to gather for Shipper will be temporarily released from dedication to this Agreement for so long as not accepted by Houston for gathering hereunder.

3.
TERM

3.1
The primary term of this Agreement shall become effective on the Effective Date and shall continue in full force and effect through March 31, 2002 (the “primary term”).  Subject to the provisions of Section 3.2 below, either party may terminate this Agreement at the end of the primary term by giving the other party written notice of its intention to terminate at least 30 days prior to the end of the primary term.  In the absence of such notice, this Agreement shall continue in full force an effect month to month until the last day of the month following the month for which one of the parties provides written notice of its intention to terminate at lease 30 days in advance.  Any termination of this Agreement or other event occurring pursuant to the provisions of this Agreement resulting in the discontinuance of the scheduling of Gas shall be considered a consent by Shipper to disconnect Houston's facilities under Rule 73, Conservation Rules and Regulations of the Railroad Commission of Texas if and to the extent such rule is ever interpreted to govern transactions of the type evidenced hereby.

3.2
IF AT THE END OF THE PRIMARY TERM, SHIPPER HAS NOT DELIVERED A CUMULATIVE TOTAL OF AT LEAST 25,000 MMCF OF GAS TO HOUSTON FOR GATHERING UNDER THIS AGREEMENT, the term of this Agreement shall BE automatically extendED for an additional Year, in which case this Agreement and the service to be provided hereunder shall terminate on the third anniversary of the Effective Date.

3.3
If there is an imbalance, in terms of MMBtu, caused by differences in receipt and delivery of quantities on the date of termination of this Agreement, those provisions of this Agreement which govern the resolution of such imbalances shall continue in full force and effect until such imbalance is corrected

5.
Fee

a.
Shipper shall pay Houston a fee for all Gas delivered for Shipper’s account at the Delivery Points a rate of $0.005 per MMBtu.

6.
Notices

Unless otherwise provided in this Agreement, any notice, request, demand, statement or other correspondence shall be in writing and shall be considered as delivered when hand delivered, or, if mailed by United States certified or first class mail, postage prepaid, effective upon receipt or, if sent by facsimile transmission, when receipt is confirmed by the equipment of the transmitting party; provided, if receipt of a facsimile transmission is confirmed after normal business hours, receipt shall be deemed to be the next business Day.  Such notices shall be given at the following addresses:

	Shipper:
	Houston:

	
	

	For Notices/Correspondence:
	For General Matters:

	Coastal Oil & Gas USA, L.P.
	Houston Pipe Line Company

	Attn: Director, Volume Control Administration
	Attn:  President

	Coastal Tower
	P. O. Box 1188

	Nine Greenway Plaza
	Houston, Texas  77251-1188

	Houston, Texas  77046-0995
	FAX No.:  (713) 646-8416

	FAX No  713-297-1160

Phone:713-877-3192
	Phone:  (713) 853-1839

	
	

	For Invoices/Statements:
	For Accounting Matters:

	Coastal Oil & Gas USA, L.P.
	Houston Pipe Line Company

	Attn: Director, Volume Control Administration
	Gas Revenue Accounting

	Coastal Tower
	P. O. Box 1188

	Nine Greenway Plaza
	Houston, Texas  77251-1188

	Houston, Texas  77046-0995
	FAX No.:  (713) 646-2372

	FAX No  713-297-1160

Phone:713-877-3192
	

	
	For Gas Control:

	
	Houston Pipe Line Company

	
	Attn:  Gas Control

	
	1400 Smith Street, Suite EB4241

	
	Houston, Texas  77002

	
	FAX No.:  (713) 757-7088

	
	Phone:  (713) 853-6444

	
	

	
	For Scheduling/Nominations:

	
	Houston Pipe Line Company

	
	Attn:  Scheduling/Nominations

	
	1400 Smith Street, Suite EB4240

	
	Houston, Texas  77002

	
	FAX No.:  (713) 646-5799

	
	


or to such other address as such party may; hereafter designate to the other in writing.

7.
TITLE Warranties & Indemnification

a.
Shipper warrants title to all Gas delivered by it hereunder for its account, that it has the right to deliver same hereunder and that such Gas is free from liens and adverse claims of every kind.  Each party will indemnify and save the other party harmless against all losses, damages and expenses of every character with respect to the Gas delivered by it or on account of royalties, taxes, payments, or other charges applicable before or upon delivery of the Gas hereunder.

b.
Neither party shall have any obligation under this Agreement if the other party, in its sole discretion, reasonably exercised, determines at any time that the other party has materially breached any applicable representation or warranty referenced above or that the service to be provided hereunder does not so qualify.  The party in default agrees to indemnify and hold the other party harmless from and against any and all suits, actions, damages, costs, losses and expenses sustained by the party not in default relative to any breach of any representation or warranty herein expressed.

8.
Attachments

Incorporated into this Agreement by reference are Appendix “A” (General Terms and Conditions) a copy of which is attached hereto.  This Agreement and Appendix “A” shall be read together as one single document.  Houston shall have the limited right to revise Appendix “A” solely in those instances where Houston’s counsel determines that applicable law requires such revision(s) in order to ensure consistent and contemporaneous treatment of Shipper with similarly situated shippers as to new or additional policies and procedures of the type addressed in Appendix “A” that are then being broadly adopted or changed by Houston.

IN WITNESS WHEREOF, the parties hereto have caused this instrument to be executed in multiple originals effective and operative as of the date first hereinabove written.


HOUSTON PIPE LINE COMPANY

By:


Its ___________________________________

Coastal Oil & Gas USA, L.P.,

By:


Its: 



CiG exploration, inc.

By:


Its: 


APPENDIX “A”
General Terms and Conditions to

Houston Pipe Line Company 

Gas Gathering Agreement

1.
Definitions.

The following definitions shall apply hereunder:

a.
Day.  The term “Day” shall mean a period of time beginning at 9:00 a.m. Central Standard Time on each calendar day and ending at 9:00 a.m. Central Standard Time on the next succeeding calendar day.

b.
Month.  The term “Month” shall mean a period of time beginning at 9:00 a.m. on the first day of a calendar month and ending at 9:00 a.m. on the first day of the next succeeding calendar month.

c.
Mcf.  The term “Mcf” shall mean one thousand (1,000) cubic feet of Gas measured at a base temperature of sixty degrees (60() Fahrenheit, and at a pressure base of fourteen and sixty-five one-hundredths (14.65) pounds per square inch absolute.

d.
Gas.  The term “Gas” shall mean natural gas as produced from wells classified as gas wells or oil wells.

e.
Btu.  The term “Btu” shall mean British Thermal Unit.

f.
MMBtu.  The term “MMBtu” shall mean one million (1,000,000) British Thermal Units.

g.
Psig.  The term “psig” shall mean pounds per square inch gauge.

h. Psia.  The term “psia” shall mean pounds per square inch absolute.

i. Interruptible.  The term “interruptible” or “interruptible service” as used herein means that Houston shall have the right to interrupt, curtail or suspend the receipt, gathering or delivery of Gas hereunder, so long as effected taking into account the requirements of applicable law and following generally the guidelines set forth in Section 2 below.

j. Liquids and Liquefiable Hydrocarbons.  The term Liquids and Liquefiable Hydrocarbons shall mean ethane, propane, normal butane, iso-butane and natural gasoline, and any and all similar components contained in the Gas.

2.
Receipt and Delivery of Gas.

Houston agrees to receive, transport and deliver on an interruptible basis those Scheduled Volumes of Shipper's Gas tendered daily up to the Maximum Daily Quantity.  In no event shall Houston be obligated to deliver or receive a volume of Gas during any Day hereunder which differs from the Scheduled Volume for such Day.  In the event that the actual volume of Gas received during any Day differs from the Scheduled Volume, then Houston shall only be obligated to that Day deliver the lesser of the actual volume received or the Scheduled Volume.  It is specifically agreed by the parties hereto that the receipt, gathering or delivery of Gas hereunder by Houston shall be subject, during the term of this Agreement, to partial or total interruption or at Houston's discretion, upon Houston providing oral or written notice prior to (where possible) or contemporaneously with such interruption or cessation.  Houston shall have absolutely no liability whatsoever in damages or otherwise for proper interruption of its gathering of Gas for or on behalf of Shipper hereunder.  In effecting interruption of Gas caused by lack of or restriction to capacity on Houston’s system at or between any Delivery or Receipt Points, Houston hereby commits to Shipper that (to the extent its pipeline systems commonly referred to as the Edinberg and Loma Blanca systems are involved) Houston shall curtail receipts and/or deliveries on the basis of the effective dates of the contracts governing the purchase, sale or gathering of the Gas affected, with the Gas flowing pursuant to the earliest effective dated contract curtailed last.  Notwithstanding the forgoing, Shipper understands and agrees that any contract which (i) affords Houston payment of a demand charge or similar fixed charge (regardless of the quantity of Gas that actually flows), (ii) obligates Houston to purchase a minimum quantity of Gas tendered to it at a given receipt point or (iii) obligates Houston to deliver a minimum quantity of Gas to a given delivery point, may be considered by Houston differently than as stated in the forgoing sentence.

3.
Nomination and Scheduling.

Shipper shall furnish to Houston a timely written nomination on the form attached hereto as Exhibit I, or any alternate form hereafter mutually agreed to the parties, and Shipper shall otherwise comply with Houston's nomination and scheduling procedure, as such procedure may be implemented from time to time, when scheduling quantities to be delivered or received hereunder at each point during the period scheduled.  In accordance with the foregoing, five (5) business days prior to the beginning of a Month, Shipper shall, based on its historical production and expected newly developed production data, make a nomination of the quantities of Gas it is nominating for deliver to Houston at the Receipt Points for the succeeding Month (“Shipper’s Nomination”).  Houston shall have no obligation to accept or perform according to a nomination not submitted by Shipper to Houston in accordance with the procedures described in this Section, and in no event shall it have any obligation to accept Gas in excess of Shipper’s Nomination for the Month in question.  Shipper shall be responsible for furnishing or causing to be furnished to the operator of the facilities delivering to and/or receiving Gas from Houston for the account of Shipper hereunder with a timely and accurate nomination for such deliveries and/or receipts.  Houston shall in accordance with its customary procedures confirm the quantities of Gas to be received and/or delivered hereunder at each of the Receipt Points and Delivery Points.  The quantities of Gas as confirmed by Houston shall be the “Scheduled Volume” for the purposes of this Agreement.  Except for Scheduled Volume differences permitted by Houston to eliminate imbalances, the Scheduled Volume at the Receipt Points each Day shall equal the Scheduled Volume at the Delivery Points each Day, and unless otherwise agreed by Houston, the Scheduled Volume shall be the volumes received and delivered under this Agreement each Month.

4.
Allocations.

Shipper shall furnish or cause to be furnished to Houston such information as Houston shall reasonably consider to be necessary to allocate volumes received at the Receipt Points and/or delivered at the Delivery Points hereunder.  In absence of a Predetermined Allocation Agreement, or some other form of agreement that binds the parties as to the mechanism for allocating volumes received at a given Receipt Point or delivered at a given Delivery Point, Shipper authorizes Houston to determine the allocation of the volumes received or delivered hereunder at such points during each  Month.  Except as otherwise agreed by Houston, such allocation shall be final and not subject to any reallocation without first obtaining Houston's prior written agreement. 

5.
Scheduling Deviations.

If at the end of any Month there exists a discrepancy between the total Gas volume actually received and the total Scheduled Volume for receipt hereunder which is greater than ten percent (10%) of the total Scheduled Volume for receipt during that Month, and/or there exists a discrepancy between the total Gas volume actually delivered and the total Scheduled Volume for delivery hereunder which is greater than ten percent (10%) of the total Scheduled Volume for delivery during that Month (collectively referred to as “Scheduling Deviation”), then Houston shall have the right to invoice, and Shipper shall pay Houston if so invoiced, a scheduling fee (“Scheduling Fee”) equal to twenty-five cents ($0.25) per MMBtu times the Scheduling Deviation, stated in terms of MMBtu, for said Month.  Shipper shall not be liable for any Scheduling Fee(s) resulting from Houston's failure to receive or deliver the Scheduled Volume of Gas tendered for delivery, or scheduled for receipt by Shipper.

6.
Contract Balancing.

In the event there is an imbalance, in terms of MMBtu, caused by differences in receipts and deliveries of Gas hereunder, Houston shall notify Shipper of such imbalance and such imbalance shall be corrected during the Month following notification, with each party using diligence to resolve the same in the Month it occurs if possible.  The parties agree to devote sufficient personnel and resources as necessary to correct any imbalance that extend beyond the Month in which the same initially occur.

7.
Ownership and Control.

As between the parties hereto, Shipper shall be in control and in possession of the Gas delivered hereunder and responsible for any damages or injuries caused thereby until the same shall have been delivered to Houston at the Receipt Points.  After such delivery of Gas, Houston shall be deemed to be in exclusive control and possession thereof and responsible for any injuries or damages caused thereby until the same shall have been redelivered for the account of Shipper at the Delivery Points; provided, however, the parties hereto understand and acknowledge that title to all Gas gathered hereunder shall at all times remain with Shipper.

8.
Pressures.

The Gas delivered by Shipper to the Receipt Points hereunder shall be delivered at a pressure sufficient to overcome the operating pressure existing in Houston's facilities from time to time, up to 1,000 psig; provided, however, in no event shall such pressures ever exceed the Maximum Allowable Operating Pressure (“MAOP”) and Shipper shall at its sole cost and expense ensure that all documentation and data required by the applicable regulatory authority with regard to Shipper's or Shipper's supplier's overpressure protection facilities upstream of the Receipt Points are made available and updated on an annual basis throughout the term of this Agreement.  If Shipper fails to comply with the foregoing covenant, Houston may, upon delivery of at least 30 days written notice and Shipper’s failure to respond or remedy the situation, at Shipper's sole cost and expense, install such overpressure protection facilities (either upstream or downstream of the metering facilities, as Houston may elect) in order to ensure compliance with applicable laws and regulations.  The Gas delivered by Houston to the Delivery Points shall be delivered at the pressure existing in Houston's facilities from time to time.

9.
Quality.

Shipper agrees that all Gas received by Houston at the Receipt Points hereunder and Houston agrees that all Gas delivered hereunder to or for the account of Shipper at the Delivery Points hereunder shall be merchantable Gas which shall:

(a) Contain at least 2.00 gallons per Mcf (GPM) or recoverable Liquids and Liquefiable Hydrocarbons.

(b) Have a total heating value of not less than 950 Btus per cubic foot when saturated with water vapor (gross basis);

(c) Be commercially free of all dust, hydrocarbon liquids, water, suspended matter, all gums and gum forming constituents and any other objectionable substances;

(d) Contain no more than 20 grains of total sulfur, nor more than 1/4 grain of hydrogen sulfide per 100 standard cubic feet;

(e) Contain no more than 2.0% by volume of carbon dioxide, 0.2% by volume of oxygen, and 3.0% by volume of total inerts;

(f) Have a temperature of not more than Fahrenheit 120(F. or less than 45(F.;

(g) Contain no more than 7 pounds of entrained water vapor per million cubic feet; and

Should the Gas delivered to either party hereunder fail to meet the quality specifications above, either party shall notify the other and the party responsible for the deficiency shall make a diligent effort to correct such failure.  The party receiving the deficient Gas shall have the right to refuse to accept or deliver Gas hereunder, as the case may be, for so long as the other party is unable to deliver Gas conforming to such specifications, or either party may accept delivery of such Gas or any part thereof during such period.  Should either party's tender of deficient Gas hereunder extend for a period greater than sixty (60) Days, the receiving party shall have the right and option at the end of such sixty (60) Days, and as long thereafter as the other party continues to tender such non-conforming Gas, to terminate this Agreement on twenty-four (24) hours advance written notice to the other party stating the effective date of such termination.

10.
Metering Facilities and Measurement.

Except as otherwise agreed by Houston, the metering facilities to measure the volumes of Gas delivered at each Receipt Point and Delivery Point shall be maintained and operated or caused to be maintained and operated by Houston.  The Btu content of the Gas shall be determined by means of a continuous gas sampler at the Receipt Points and Delivery Points.  Such facilities and measurement data with respect to the Gas covered hereby shall at all reasonable times be subject to joint inspection by the parties hereto.  Gas volumes measured with the use of orifice meter(s) shall be determined in accordance with the provisions of the Gas Measurement Committee Report No. 3 of the American Gas Association, as revised in 1985 and as amended and/or supplemented from time to time, and Gas volumes measured with the use of positive meter(s) shall be determined on the basis of Gas Measurement Committee Report No. 7 of the American Gas Association, as revised in 1981 and as may be amended and/or supplemented thereafter from time to time.  The unit of volume for measurement of Gas delivered hereunder shall be one (1) cubic foot of Gas at a base temperature of sixty degrees Fahrenheit (60(F.) and at an absolute pressure of fourteen and sixty-five one hundredths (14.65) pounds per square inch absolute.  Atmospheric pressure for each of the Receipt Points and Delivery Points shall be assumed to be the pressure value determined by Houston for the county in which such point is located pursuant to generally accepted industry practices (but not less than 14.1 psia nor more than 14.7 psia) irrespective of the actual atmospheric pressure at such points from time to time.  Temperature shall be determined by a recording thermometer of standard make.  If recording charts are used, the arithmetical average of the temperature recorded during periods of flow for each chart, the factor for specific gravity according to the latest test therefor, and the correction for deviation from Ideal Gas Laws applicable during each chart period shall be used to make proper computations of volumes hereunder.  If electronic flow measurement is used, continuous temperature, static pressure and differential pressure monitoring will be applicable.  If electronic measurement is used in conjunction with on-site chromatograph, continuous monitoring of specific gravity will be applicable; otherwise the volumes computed using a fixed value specific gravity factor shall be corrected to reflect the actual specific gravity of the flowing Gas as determined by a chromatographic analysis of the sample accumulated during the same period of flow or, in the case of spot samples, the specific gravity factor determined by chromatographic analysis shall be applied to volumes delivered during the succeeding chart periods.  The correction for deviation from the Ideal Gas Laws shall be computed and applied to volumes calculated by electronic measurement devices.  Specific gravity and Btu shall be determined by Houston through use of a continuous Gas sample accumulator, on premises analysis, or by spot samples taken at the Receipt Points and Delivery Points at intervals determined to be appropriate by Houston.  Results from a continuous sampler shall be used to calculate volumes delivered during the same period in which the sample was accumulated.  The arithmetical average of the continuous temperature recorded during each chart period, the factor for specific gravity according to the latest test therefor, and the correction for deviation from Ideal Gas Laws applicable during each chart period shall be used to make proper computations of volumes hereunder.  The gross heating value (Btu content) used shall be determined by adjusting the Btu content measured to reflect the actual water vapor content of the Gas delivered at a temperature of sixty degrees Fahrenheit (60(F.) at an absolute pressure of fourteen and sixty-five one-hundredths (14.65) pounds per square inch absolute.  If the water vapor content of the Gas delivered is equal to or less than seven (7) pounds per one million cubic feet (1,000 Mcf), the Gas shall be considered dry.  The volume of Gas measured shall be multiplied by the Btu content for such Gas to determine the total volume of Gas in MMBtu.

11.
Meter Test.

At intervals determined to be appropriate by the measuring party, orifice and other types of meters and appurtenant instruments shall be calibrated in the presence of representatives of the other party.  If the aggregate error in any measurement devices is found on test to register not more than one percent (1%) fast or slow in volume, then they shall be deemed to be correct.  All measuring devices shall be adjusted upon test to register accurately within the tolerance allowed by their respective manufacturers.  If the aggregate error in any measurement devices is more than one percent (1%) fast or slow in volume, adjustments shall be made by applying the percentage of error to the volume involved during the time the metering equipment was out of calibration, if this period can be ascertained.  If the length of time the metering equipment was out of calibration cannot be ascertained, then the percentage of error will be applied to the volume delivered for one-half of the time elapsed since the date of the last calibration.  During the time any meter is out of repair or is being tested, or in the event of a sudden failure of any meter to register for any period accurately within the one percent (1%) variation allowed herein, and if it is not feasible to install another meter, then the volume of Gas flowed shall be estimated with the mutual concurrence of both parties until a new or repaired meter is installed.  Adjustment and settlement shall be made at the regular monthly periods on the basis of the best available data using the first of the following methods which is feasible:

a.
By using the registration of any check measuring equipment, if installed and registering accurately;

b.
By correcting the error if the percentage of error is ascertainable by calibration, test or mathematical calculations; and

c.
By estimating the quantity of deliveries by deliveries during preceding periods under similar conditions when the meter was registering accurately.

The measuring party shall give the other party notice of the time of all tests of meters and appurtenant instruments sufficiently in advance of the holding of such tests so that the other party may conveniently have its representatives present; provided, however, if the measuring party has given such notice to the other party and the other party is not present at the time specified, then the measuring party may proceed with the tests as though the other party were present, and the results therefrom shall be deemed correct and accurate.

If Houston determines that any measurement error results from pulsation attributable to Shipper’s facilities, Shipper shall install pulsation dampening equipment, at is sole cost within sixty (60) Days of its receipt of notification so that the pulsation shall not interfere with Houston’s measurement.

12.
Force Majeure.

a.  Definition.  An event of “Force Majeure” shall mean a restraint on Houston’s performance of one or more of its obligations under this Agreement (“Obligation” or “Obligations”) resulting from a cause not within the control of Houston (including, but not limited to, acts of negligence or willful misconduct of third parties, whether or not under the control, contract or supervision of Houston) and which, by the exercise of due diligence and planning, that Houston was unable to prevent.  In this Section 12, the expression “due diligence and planning” shall mean that the standards and practices generally prevailing among operators of similar intrastate pipeline facilities in the United States have been adhered to.

b.  Suspension.  If, due to an event of Force Majeure, Houston is unable to perform any Obligation in whole or in part, it shall be entitled, unless otherwise provided to the contrary in this Agreement, to claim suspension of that Obligation to the extent of and for the duration of the event of Force Majeure; provided, however, that Houston gives written notice to Shipper, setting out the details of such Force Majeure event and its expected duration (if known) as soon as reasonably possible after the commencement of the event of Force Majeure.

c.  Mitigation.  When Houston has claimed suspension of an Obligation under Subsection b above, Houston shall be relieved of its commitment to perform that Obligation to the extent and for the period that the event of Force Majeure restrains Houston’s performance of that Obligation, provided, however, that:

i.  Houston effects those measures that are commercially reasonable in the circumstances to mitigate the cause of and effect of Force Majeure;

ii.  Houston recommences performance of such Obligation to the extent reasonably possible during the cessation of and upon the conclusion of the event of Force Majeure; and

iii.  as soon as reasonably possible after the conclusion of the event of Force Majeure, gives notice to Shipper of the date of such conclusion.

d.  Labor Disputes.  Notwithstanding the above, the settlement of a strike, lockout or other industrial disturbance shall be entirely within the discretion of the Houston.

e.  Dependent Obligations.  If pursuant to the provisions of Subsection b above, an Obligation of Houston is suspended in whole or in part, the Obligations of Shipper (other than Shipper's payment obligations hereunder) shall also be suspended if and to the extent that such Obligations of Shipper are dependent upon or are a consequence of the performance of that Obligation.

f.  Extended Force Majeure.  If, due to any event of Force Majeure, Houston cannot perform its Obligations fully or partially during any period of twenty‑four (24) consecutive Months, then within a further period of ninety (90) Days but not thereafter, either party may give the other written notice reducing the Maximum Daily Quantity by the quantities that Houston has consistently been unable to receive, transport and deliver in response to Shipper’s nominations made during the last twelve (12) Months of such twenty‑four (24) Month period.

g. Exclusions.  Houston shall not be entitled to the benefit of the provisions of Force Majeure hereunder if:  (i) the failure resulting in an event of Force Majeure was caused by the gross negligence of Houston; (ii) the failure was caused or extended by Houston where Houston failed to remedy the event by making all reasonable efforts (short of litigation, if such remedy would require litigation); or (iii) the failure was caused by lack of funds.

13.
Billing and Payment.

On or before the fifteenth (15th) Day of each calendar month, Houston will render to Shipper a statement setting forth, in terms of Mcf's and MMBtu's, the total quantity of Gas received hereunder at the Receipt Points and the quantity of Gas delivered hereunder at the Delivery Points during the immediately preceding Month and the amount payable therefor.  Additionally, such statement shall set forth the previous Month's Metering Fee(s) due, if applicable, together with the previous Month's Scheduling Deviation and the applicable Scheduling Fee due, any Excess Imbalance existing and the applicable Imbalance Fee due, and the cumulative imbalance existing at the end of the current Month.  Shipper agrees to pay Houston by wire transfer (according to the instructions set forth in the applicable statement or invoice) the full amount payable according to such statement on or before ten (10) Days following the receipt thereof by Shipper.  In the event such quantities are estimated for any period, corrected statements shall be rendered by Houston to Shipper and paid by Shipper or refunded or credited by Houston, as the case may be, in each instance in which the actual quantity received or delivered hereunder with respect to a Month shall be determined to be at variance with the estimated quantity theretofore made the basis of billing and payment hereunder.  Shipper shall, if requested by Houston at any time during the term of this Agreement, provide Houston with such payment securities as may be acceptable to Houston. In the event Shipper fails to promptly provide payment securities acceptable to Houston when requested by Houston, Houston and Shipper agree that Houston may suspend its performance hereunder until such time as Shipper furnishes acceptable payment securities to Houston.  In addition to all other remedies available to Houston, should Shipper fail to pay any amount when the same becomes due, interest shall accrue thereon at a rate equal to the prime rate from time to time in effect and charged by the Citibank, N.A., New York, New York, plus two percent (2%) per annum, (but in no event greater than the maximum rate of interest permitted by law) with adjustments in such rate to be made on the same day as any change in such prime rate, for any period during which the same shall be overdue, such interest to be paid when the amount past due is paid.  Each party hereto or its represen​tative shall have the right at all reasonable times to examine the books and records of the other party to the extent necessary to verify the accuracy of any statement, charge, computation or demand made under or pursuant to this Agreement.  Any statement shall be final as to all parties unless questioned within two (2) years after payment thereof has been made.

14.
Assignment.

Neither party hereto shall assign or transfer its rights hereunder without first obtaining the other party’s written consent to such assignment or transfer, which shall not be unreasonably withheld; provided, that either party may assign or transfer this Agreement and their rights hereunder to an affiliate without obtaining the other party’s consent; provided, further, that no such assignment or transfer shall release the assigning party of any obligations contained in this Agreement unless and until such assigning party obtains a release from the other parties hereto.

15.
Taxes.

Shipper agrees to reimburse Houston upon invoice for the full amount of any taxes or charges (of every kind and character except corporate franchise, excess profits taxes, taxes measured by net income, ad valorem, income and any other statutory charges of similar nature or equivalent effect) levied, assessed or fixed by any municipal or governmental authority against Houston or its business in connection with or attributable to the volumes, value or gross receipts from the gathering of the Gas received from Shipper hereunder or against such Gas itself or the act, right or privilege of ownership, production, severance, handling, transmission, compression, treating, distribution, sale, delivery or redelivery of such Gas, whether such tax or charge is based upon the volume, value or gross receipts from the gathering of such Gas or upon some other basis.

16.
Applicable Law.

THIS AGREEMENT SHALL BE INTERPRETED, CONSTRUED AND GOVERNED BY THE LAWS OF THE STATE OF TEXAS EXCLUDING, HOWEVER, ANY CONFLICT OF LAWS RULE WHICH WOULD APPLY THE LAW OF ANOTHER JURISDICTION.

17.
Governmental Regulations.

This Agreement and the gathering arrangement hereunder are subject to all valid existing and future laws, orders, rules, regulations and proclamations of duly constituted governmental authorities having jurisdiction or control over the parties hereto or the subject matter hereof.  If at any time any such governmental authority shall take any action which is, with respect to or as a result of the gathering service provided for under this Agreement, designed to subject or otherwise subjects either party or any of its pipeline or related facilities to any greater or different regulation or jurisdiction than that existing on the date hereof (or thereafter as such regulation or jurisdiction may have changed and been accepted by such party), then upon written notice to the other, the party so affected may at any time thereafter or effective one (1) Day prior to the effective date of such action terminate this Agreement without further obligation to the other party except to make payment or refund for services rendered hereunder and, in the case of either Houston or Shipper, to correct any Gas imbalance existing on the date of such termination.

19.
Miscellaneous.

a.
This Agreement contains the entire agreement between the parties hereto on the date hereof, respecting the subject matter hereof, and there are no prior or contemporaneous agreements or representations affecting such subject matter other than those herein expressed.

b.
It is further agreed that no modification or change herein shall be enforceable unless reduced to writing and executed by both parties.

c.
No waiver by either party hereto of any one or more defaults by the other in the performance of any of the provisions of this Agreement shall operate or be construed as a waiver of any future default or defaults whether of a like kind or different nature.

d.
The provisions of this Agreement shall not impart rights enforceable by any person, firm or organization not a party or not bound as a party, or not a successor or assignee of a party bound to this Agreement.

e.
In no event shall Houston be liable to Shipper for any special, indirect, incidental, or consequential damages of any character, including without limitation, loss of use, lost profits or revenues, cost of capital, cancellation of permits, unabsorbed transportation or storage charges, termination of contracts, tort or contract claims other than contract claims arising out of this Agreement, lost production or any other form of consequential damage suffered by Shipper, and irrespective of whether claims for such damages are based upon contract, warranty, negligence, strict liability or otherwise.

EXHIBIT “A”

To Gathering Agreement

Form of Transportation Nomination Request
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