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UNIT AGREEMENT < ; if
FOR THE OPERATION OF THE & oy f
GRAMA RIDGE MORROW UNIT AREA ?bo e ey ‘r
LE2 COUNTY, NEW MEXICO //; {
J ‘ -
THIS AGREEMENT enterad into as of the 25th day of April, 1 ﬁ,i
iigrz
1373 by and between the parties subscribing, ratifying or consenting /Af !

hereto, and herein referred to as the "parties hereto®.

WITNESSETH:

WHEREAS, the parties_herefo are the owners of working, royalty
or other oil or gas interests in the unit area subject to this agree-
ment; and

WHEREAS, the Commissioner of Public Lands of the State of

New Mexico (hereinaftsr referred to as "Commissioner”) is authorized

by law to consent to and approve the operétion of state lands under

agreements made by lessees of state lands jointly or severally with
other lessees where such agreements provide for the unit operation
of part of or all of any cil cor gas pool, field or area (Section
7-11-39, 7~11-40 N.M.S.A. 1953 Comp.); and

WHEREAS, the Commissioner of Public Lands of the State of
New Mexico is authorized by law to amend with the approval of lessee,
evidenced by lessee's execution of such agreement or ctherwise, any
0il and gas lease embracing state lands so that the length of the
term of said lease may coincide with the térm of such agreement for
the unit operation of part or all of any oil or gas pool, field cr
area (Section 7-11-41 N.M.S.A. 1953 Comp.); and

WHEREAS, the 0il Conservation Commission of the State of New
Mexico (hereinafter referred to as "Commission”) is authoxrized by
law .to approve this agfeement and the conservation provisions thereof
(Art. 3, Chap. 65, Vol. 9, Part 2 N.M.S.A. 1953 Comp.); and

WHEREAS, the partigs heretoc hold sufficient interest in the

Grama Ridge Morrow Unit Area covering the lands hereinafter described
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to give reascnably effective control of aoperations therein; and

WHEREAS, it is the nurmose of the parties hereto to conserve
natural resources, prevent waste, store gas and secure other benefits
cbtainable through development and operation of the area subject to
this agreement under the terms and conditions and limitations herein
set forth.

NOW, THEREFORE, in consideration of the premises and the pro-

mises herein contained, the parties hereto commit to this agreement

their respective interests in the below defined unit area, and agree

severally among themselves as follows:

1. UNIT AREA: fThe following described land is hereby desig-
nated and recognized as constituting the unit area:

Township 21 South, Range 34 East, N.M.P.M,

Section 34 - All

Township 22 South, Range 34 East, N.M.P.M,

Sectien 3 -~ All
containing 1287.16 acres, more or less.

Exhibit "A" attached hereto is a map showing the unit area
and the boundaries and identity of tracts and leases in said area to
the extent known to the unit operator. Exhibit "B" attached hereto
is a schedule showing to the extent known to the unit operator the
acreage, percentage and kind of ownership of oil and gas interests
in all lands in the unit area. However, nothing herein or in said
schedule or map shall be construed as a representation by any varxrty
hereto as to the.ownership of any interest other than such interest
or interests as are shown on said map or schedule as owned by such
party. E#hibits "A" and "B" shall be revised bf the unit operator
whenever changes in cwnership in the unit area rander such revisions
necessary or when reque$£ed by the Commissioner.

All land committed to this agreement shall censtitute land re-

ferred to herein as "unitized land" or "land subject tc this agreement”.
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2. UNITIZED SUBSTANCES¢<;§E§>oil, gas, natural gasoline

———e -

and associated f£fluid hvdrocarbons in the unitized formation as

hereinafter defined are unitized under the terms of this agreement

it

and herein are called unitized substances.

3. UNITIZED FORMATION: That subsurface portion of the unit

area ccrmonly known as the Morrow sands which is the same zone_ as
the tcp and bottom of which were encountersd at log depthsAéf 12,722
feet and 13,208 féet in the Shell 0Oil Company State GRA Well No. 1
as shown on the Schlumberger Sonic Log - Gamma Ray Log of said well
dated July 5, 1965, which said well is located 1980 feet from the
North 1line and 660 feet from the west line of Section 3, Township
22 South, Range 34 East, is unitized under this agreement and is

hereinafter referred to as the "unitized formation”.

4. UNIT OPERATOR: Llano, Inc. with offices at Hobbs, New

Mexico (P.O. Drawer 1320) is hereby designated as unit operator and
by signature hereto commits to this agreement all interest in unitized
substances vested in it as set forth on Exhibit "B" and agrees and
consants to accept the duties and obligations of unit operator for

the operation of the Grama Ridge Morrow Unit Area. Whenever reference
is made herein to the unit operator, such reference means the unit
oparator acting in that capacity and not as an owner of interests

in unitized substances, and the term "working interest owner” when
used herein shall include or refer to unii operator as the owner cf

a working interest when such interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT QPERATOR: Unit cperator

shall have the right to resign at any time, but such resignation shall
not become effective until a successor unit operator has been selected
and approved in the manner provided for in Section 6 of this agreement.
The resignation of the unit operator shall not release the unit operator
from any liability ox any-default by it hereunder occurring prior to

the effective date of its resignation.
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Unit operator may, upon default or failure in the performance
e ————————
of its duties or obligations hereunder, be subject to removal by
the same percentage vcte of the cowners of working interests deter-
mined in like manner as herein provided for the selection cf a new

unit operatox. Such removal shall be effective upon notice thereof

to the Commissioner.

The resignation or removal of the unit cperator under this
agreement shall not terminate his right, title or interest as the
owner of a working interest or other interest in unitized substances,
but upon the resignation or removal of unit operator becoming effective,
such unit operator shall deliver possession of all equipment, maﬁerials
and appurtenances used in conducting the unit operations and owned
by\the working interest owners to the new duly gqualified successor
unit operator, or to the owners thereof if no such new unit operator
is elected, to he used for the purpose of conducting unit operations
hersunder. MNMothing herein shall be construed as authorizing removal
of any material, equipment and appurtenances needed for the presex-

vation of any wells.

6. SUCCESSOR UNIT OPERATOR: Whenever the unit operator

shall resign as unit operator or shall be removed as hersinabove
provided, the owners of the working interests according to their
respective acreage interests in all unitized land shall by a majqrity
vote select a successor unit operator; provided that, if a majority

but less than seventy-five percent (75%) of the working interests
qualified to vote is owned by cne party to this agreement, a concurring
vote of sufficient additional parties, so as to constitute in the
aggregate not lass than séventy—five parcent (75%) of the total

working interests, shall be required to select a new operator. Such
selection shall not become effective until (a) a unit operator sc

selected shall accept in writing the duties and responsibilities of



unit operator, and (b) the selection shall have been approved by

the Commissioner. If no successor unit operator is selected and

gqualified as herein provided, the Commissioner at his election may
declare this unit agrszement terminated.-

7. ACCOUNTIMG PROVISTONS: The unit operator shall pay all

costs and expenses ilncurred in conducting unit operations hereunder.

In the event the cwnership of the unitized formation should hereafter

be divided or owned in whole cor in part by parties other than unit

————

Operator, from and after such time unit operator shall pay in the

first instance all costs and expenses incurred in conducting unit.

—

operations hereunder, and such costs and expenses and the working

interest benefits accruing hexreunder shall be apportioned among the

—

owners of the unitized working interests in accordance with an

operating agreement entered into by and between the unit operator

and the owners of such interests, whether one or more, separately

or collectively. Any agreement or agreements entered into between
tsietlninddiie

the working interest owners and the unit operator as provided in
this section, whether one or more, are herein referred to as the

"Operating Agreement"”. No such agreement shall be deemed either to

modify any of the terms and conditions of this unit agreement or to

relieve the unit operator of any right of obligation established

under this unit agreement and in case of any inconsistencies or

conflict between this unit agreement and the operating agreement,

this unit agreement shall prevail.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: BExcept as

otherwise specifically provided herein, the exclusive right, privi-
lege and duty of exercising any and all rights of the parties hereto
which are necessary or convenient for producing, storing, allocat%gg

and distributing the unitized substances are hereby delegated to

and shall be exercised by the unit operator as herein provided.
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Acceptable evidence of title to said rights shall be deposited with
said unit operator and, together with this agreement, shall consti-
tute and define the rights, privileges and obligations of unit operator.

Nothing herein, however, shall be construed to transfer title to any

land or tc any lease or operating agreement, it being understocd

that under this agreement the unit operator, in its capacity as unit

operator, shall exercise the rights of possession and use vestad in

the parties hereto only for the ﬁurposes herein specified.

9. PURPOSE OF UNIT AND PLAN OF OPERATION: It is recognized

and agreed by the parties hereto that the unitized formation as to
all of the lands subject to this agreement is reasonably proven to
be productive of unitized substances or necessary for unit operations
and that the object and purpose of this agreement is to formulate
and put into effect a EEEEESEEX—EEEEZFrY and gas storage project

——
in order to effect the greatest economic recovery of unitized sub-

stances, prevent waste and conserve natural resources consistent with
goed engineering practices expected of a prudent gperator. The
parties hereto agree that the unit operator may, subject to the
approral of a plan of operation by the Commissioner, inject gas

B e

produced from lands other than the unit area into the unitized forma-

tior through the Shell 0Oil Company State GRA Well No. 1 located in

the SW4NWx Section 3, Township 22 South, Range 34 East and the Shell

State GRB Well No. 1 located in the NW4SWs Section 34, Township 21

South, Range 34 East for secendary recovery and storage purposes.

Unit aperator shall furnish the Commissioner, between the first and
twentieth of each month, reports showing the amount of gas produced
and intected into the unitized formation for the preceding month.

A plan of operation shall be filed with the Commissioner
concurrently with the filing of this unit agreement for final approval.

Said plan of operation and all revisions thereof shall be as complete



and adeguate as the Commissioner may determine to be necessary in
connection with operations heresunder. Upon approval of this agree-
ment and the aforementioned plan of operation by the Commissioner,
said plan and all subsequently approved -plans shall constitute the

operating cbligations of the unit operator under this agreement for
the pericd specified in the plan. Thereafter, from time to time

before the expiration of any existing plan, the unit aperator shall
submit for approval a plan for an additional specified period cf
operation. Reasonable diligence shall be exercised in complying

with the obligations of the approved plan of operation. The unit
operator shall furnish to the Commissioner, within 30 days from the
expiration of each 6 month period, a report giving full factural in-
formation as to the manner in which the plan in effect for such

pericd has been carried out.

If the unit operator should fail to comply with any approved
plan of operation or supplement to or mcdification thereof, this
agreement may be terminated by the Commissioner; provided, however,
the Commissicner shall give notice to the unit operator and the lessees
of record in the manner prescribed by Section 7-11-14 N.M.S.A. 1953
of intention to cancel because of any alleged breach of said plan
of operation and any decisicn enterad therein shall be subject to
appeal in the manner prescribed by Section 7-11-17 N.M.S.A. 1953; and
provided further in any event unit operator shall be given 2 reascn-
able opportunity after a final determination withinwhich to remedy
said default, failing in which this agreement shall be terminated.

10. TRACT PARTICIPATICN: Exhibit "B" attached hereto shcows

the percentage of participation of each of the tracts embraced by
leas=hold interests which are committed to this agreement. These
participation factors have been obtained by dividing the number of

acres contained in each tract by the total number of acres contained

in the unit area.
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The unitized substances produced from the unit area shall

be allocated to the respective tracts as hereinafter set forth in

accordance with said percentages of participation and such unitized

substances shall be deemed to have been produced from the respective
|

tracts to which allocated.

11. ALLOCATION OF

PRODUCTION:

A. PHASE I:

It is recognized that there is still some

primary gas and liguid hydrocarbons left in the unitized formaticn
underlying the unit érea which would otherwise be produced in the
normal producing‘life of the existing wells before they reach their
economic iimit upon which the state would be entitled to royalty.

It is contemplated that gas produced from lands outside the unit

aréa will be injécted into the unitized formation fqr a considerable
iength of time before any appreciable amounts of gas are withdrawn.

The primary production which would normally have been produced from
May 1, 1975 to its economic limit has been determined by B.H.P/2 method
Yased upon pricr production, and Exhibit "C" attached hereto shows the
royalty gas to which the state is entitled. In order that the State
of New Mexico will continue to receive royalties on the same basis

as if the existing wells had continued normal production until they

reached their economic limits, the amount of gas shown for the respec-
tive months on Exhibit "C" shall be allocated to the tracts in accord-
ance with the percentages set forth on Exhibit "B" and unit operator
shall pay to the state royalties on the gas allocated to the respective
tracts on the basis provided in the leases covering said tracts exactly

the same as if the gas had actually been produced therefrom. Such

payments based upon the gas for each of the months shown on Exhibit
"C" shall be considered as full payment to the state for all remaining
primary gas reserves.

The period from May 1, 1973 through the months

shown on Exhibit “C" shall constitute Phase I.,



B. PHASE II: It is contemplated that after the unitized

formation has been reasonably repressured by the injection of gas
procduced from lands cutside the unit area, there will be withdrawals
frem time to time. Unit operator shall install and at all times
overate and maintain metering eguipment and other facilities approved
by the Commissioner so that an accurate cumulative account can be

kept of the quantity of gas gaslgs well as the total number of British
Thermal Units in the gas injected into the unitized formation through
the existing wells. Operator shall alsc keep an accurate cumulative
account of the total number of British Thermal Units in all gas with-
drawn from the unitized formation.

Operator shall also install, operate and maintain at

~all times the necessary separation equipment to separate the gas

from the liguid hydrocarbons produced in connection with the with-
drawal of gas from the respective wells, as well as all other related
equipment which may be required to transfer all liguids so separated.

Operator shall cause monthly analyses by chromatograph
or other mutnally acceptable method 6f all the gas injected into ox
withdrawn from the reservoir in oxder to compute the net change in
British Thermal Unit content.

Operator shall pay royalties to the state at the rates
provided in the respective leases on all liquid hydrocarbons which
are separated from the gas withdrawn and allocated to the respective
tracts in accordance with the percentages of participation set forth
on Exhibit "B" regardless of the time said gas is withdrawn. 1In
addition, should the totél cumulative British Thermal Units in the

gas withdrawn exceed the total British Thermal Units in the gas



injected plus the pre-~determined number of British Thermal Units in

the remaining primary gas reserves and for which the state has keen

cr will be paid during Phase I, then oparator shall pay royalties an
said increase in British Thermal Units at the prevailing marketlprice
in Lea County, New Mexico as set by the Federal Power Commission for
gas of like quality. Payment for British Thermal Unit enrichment
as set forth herein shall be made on a monthly basis as the result

of the chromatograph analyses.

In addition to the rental and royvalty provided in the leases

covering the respective tracts beginning with the first of the month

foliowing the end of Phase I as shown on Exhibit "C"-EﬁégﬂggﬁiiFor
shall pay an annual storage fee or rental of $1.00 per acre plus

1/2¢ per thousand cubic fee of gas withdrawn from the reservoir,

which shall be allocated to the respective leasehold interests on

the basis of the percentage of participation set forth on Exhibit *B*".
Said storage fee or additional rental of $1.00 par acre shall be paid
juring the month of February of each year and the 1/2¢ per thousand
cubic feet for gas withdrawn shall be based on the monthly withdrawls,
payments to be made in the month following the month in which with-
drawals are made.

All gas produced from the lands outside the unit area and
injected into the unitized formation, as well as all primary gas 1if,
as and when produced, except for the payments to be made to the state
in accordance with ?hase I, may be withdrawn from the unitized forma-
tion from time to time fsya%gy free except as to any enhancement in
value through an increaseizﬁwaritish Thermal Units. Notwithstanding
the abave, royalty shall be paid on all liquid hydrocarbons separated

from gas withérawn. : )

12. ©LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms,

conditions and provisions of all leases, subleases, operating agree-

ments and other contracts relating tc the exploratiom, drilling,

“

10~
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development or operaticn

for oil or gas of the lands committed to

this agreement shall, as of the effective date hereof, be and th

same are hereby expressly modified and amended inscofar as they apply

to lands within the unitized area to the extent necessary to make

the same conform to the provisions hereof and so that the respective

terms of sald leases and agreements will be extended insofar as neces-—

sary to coincide with the term of this agreement and the approval of

this agreement by the Commissioner and the respective lessees shall

be effective to conform the provisions and extend the term of each
such lease as to lands within the unitized area to the provisions.
and term of this égreement; but otherwise to remain in full fofce and
effect. Each lease committed to this agreement, insofar as it applies
to«lands within the unitized area, shall continue in force beyond

‘the term provided therein so long as this agreement remains in effect.
Termination of this agreement shall not affect any lease which pur-
suant to the terms thereof or any applicable laws would continue in
full force and effect thereafter. The continued operaticn or pro-
duction of a well or wells for unitized substances on the unit area

or for gas storage purposes shall be construed and considered as the
continued operation or production on each of the leasehold interests
committed to this agreement and operations or production or gas storage
pursuant to this agreement shall be desmed to be operations upon and
producticn from each leasehold interest committed hereto and there

e

shall be no obligation on the part of the unit operator or any of the

owners of the respective leasehold interests committed hereto to drill
‘--__‘__________,—-,' N

offsets to wells as between the leasehold interests committed to this

————

agreement.
\—-—/

Any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto shall be segregated as
to the portion committed ‘and the portion not committed and the terms

of such leases shall apply separately as to such segregated portions

-11-
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commencing as of the effective date hereof. Notwithstanding any

of the provisions of this agreement to the contrary, any lease

embracing lands of the State of New Mexico having only a portion of
its lands committed heretc shall contique in f£full force and effect
bevond the term provided therein as to all lands embraced in such
leasa if o0il and gas, or sither of them, are éapable of being pro-—
duced from or gas is being stored within some part of the unitized
formation covered by the leases committed to this agreement at the
expiration of the secondary term-thereof.

13. CONSERVATION: Operations hersunder and production of
unitized substances shall be conducted to provide for the most -
ecanomical and efficient recovery and storage of said substances
without waste, as defined by or pursuant to state laws or regulations.

14. DRAINAGE: In the event a well or welis producing oil
or gas in paying quantities should be brought in on land adjacent
to the unit area draining unitized substances from the lands embraced
therein, unit operator shall drill such offset well or wells as a
reascnably prudent operator would drill under the same or similar

circumstances.

15. COVENANTS RUN WITH LAND: The covenants herein shall

be construed to be covenants running with the land with respect to
the interests of the parties hereto and their successors in interest
until this agreement terminates, and any grant, transfer or con-
vayance of interest in land or leases subject hereto shall be and
hereby is conditioned upon the assumption of all privileges and
obligations hereunder by the grantee, transferee or other successcr
in interest. No assignment or transfer of any working.lroyalty ar
other interest subject hereto shall be binding upon unit operator

until the first day of the calendar month after the unit operator

is furnished with the original, photostatic or certified copy of

the instrument of transfer.

-12-



16. EFFECTIVE DATE AND TERM: This agreement shall beconms

effective as of April 25, 1973 upon approval by the Commissioner and
shall remain in effect so long as unitized substances are being pro-

duced from or stored within the unitized formation. This agreement

may be terminated at any time by not less than seventy-five per cent

{75%) on an acreage basis of the owners of working interests signa-

tory hereto with the approval of the Commissicner:

17. RATZ.OF PRODUCTION: . All production and the disposal

therecf shall be in conformity with allocations, allotments and
quotas made or fixed by the Commission and in conformity with al;‘
applicablé laws and lawful regulations.

18. APPEARANCES: Unit operator shall, after notice to other
parties affected, have the right to appear for and on behalf of any
‘and all interests affected hereby before the Commissioner of Public
Lands and the New Mexico Qil Conservation Commission, and to appeal
from orders issued under the regulations of the Commissioner or Com~
mission or to apply for relief from any of said regulations or in
any proceedings on its cwn behalf relative to operations pending
before the Cocmmissioner or Commission; provided, however, that any
other interested party shall also have the right at his own expense
to appear and to participate in any such proceeding.

19. NOTICES: All notices, demands or statements regquireéd
hersunder to be given or rendered to the parties hereto shall be
deemed fully given if given in writing and sent by postpaid certified
mail, addressed to such party or parties at their respective adéresses
set forth in connection with the signatures hereto or to the ratifi-
cation or consent hereof or to such other address as any such party
may ﬁave furnished in writing to party sending the notice, demand

or statement.

20. UNAVOIDABLE DELAY: All obligations under this agreement

requiring the unit cperator to produce unitized substances from or

~13-~
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20. UNAVOIDABLE DELAY: All obligations under this agreement

requiring the unit operator to produce unitized substances from ox
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store gas within the unitized formation covered by this agreement
shall be suspended while, but only so leong as, the unit cperator,
cespite the exercise of due care and diligence, is preventad from

coemplying with such obligations, in whole or in part, by strikes,

war, acts of God, federal, state or municipal law or agancies, un-

avoidable accidents, uncontrollable delays in transportation, inability

to obtain necessary materials in open market, or other matters beyond
the reasonable control of the unit operator, whether similar to matters
herein enumerated or not.

21. LOSS OF TITLE: In the event title to any tract of unitized

land or substantial interest therein shall fail and the true owner
cannot be induced to join the unit agreement so that such tract is not
committed to this agreement or the operation theréof hersunder becomes
impracticable as a result thereof, such tract may be eliminated from
the unitized area, and the interest of the parties readjusted as a
result of such tract being eliminated from the unitized area. In the
event of a dispute as to the title to any royalty, working oxr othex
interest subject hereto, the unit operator may withhold payment or
delivery o the allocated portion of the unitiied substances involved
on account thereof without liability for intarest until the dispute

is finally settled, provided that no payment of funds due the State of
New Mexico shall be withheld. Unit operator as such is relieved from
any responsibility for any defect or failure of any title hereunder.

22. RE-NEGOTIATION OF STORAGE OR RENTAL FEE: The gas storage

fee paid on gas withdrawn under Section 11B shall be valid for a period
of three (3) years from the effective date of this agreement. During
the final year of the first three (3) year period that this agreement

is in force the fee set out in Section 11B shall be re-negotiated .
between the parties hereto, each such re-negotiated rate to be in effect
for the succeeding five (5) year period. 1If the parties hereto are

unabls to agree to re-negotiated new fees sixty (60) days prior to the

-14-
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axpiration of the first three (3) year period and at least sixty

(60) days prior to the first day of any such succeeding five (5)

vear period, payment of the fees on the basis of pricr ratss shall
cocntinue and this agreement shall terminate upon expiration of nct
mora than two (2) yvears from said first aay {during which time the
parties hereto may remcve the metered and injected gas not previcusly
withdrawn anéd equipment and facilities installed under this agreement)
unless during such two (2) year period the parties>hereto agree upon
a re-negotiated rate to be effective retroactively to said first day.
Any gas or facilities not then removed by the termination date shall
become the property of the State of New Mexico if it so elects.

23. HOLD HARMLESS CLAUSE: Notwithstanding any of the pro-

visions contained herein, unit operator shall save, hold and protect
the Commissioner of'Public Lands and the State of New Mexico harmless
from all claims and liabilities of whatsoever kind, nature or descrip-
tion arising from or growing out of operations carried on by unit
operator pursuant to this agreement.

24. COUNTERPARTS: This agreement may be exacuted in any
numbex of counterparts, no one of which needs to be executed by all
parties, or may be ratified or consented to by separate instrument
in writing specifically referring herxeto, and shall be binding upocn
all those parties who have executed such a counterpart, ratification
or consent hereto with the same force and effect as if all such parties
had signed the same document and regardless of whether or not it is
executed by all other parties owning or claiming an interest in the
lands within the above described unit area.

IN WITNESS WHEREOF, the undeisigned parties have caused this

agreement to be executed as of the respective 'dates set forth opposite

their signatures.

.’-\gl\"?ST: . %;
(/%éL( M;”‘/ "7‘ B

o J sCTEtary Prediden g

: - UNIT OPERATOR AND WORKING INTEREST OWNER
' Date: June 7, 1973

Address: P. O. Box 1320
Hobbs, New Mexico 38240

-15-
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OF RECQRD

LESSEES

yreta*y

e 2

Llano, Inc., a New Mexico corpora..lon‘}

4y Commission Expires:
——Qctobex 3Q, 1976

STATE OF _ NEW MEXICO

Date: 8/3&/7_3 Address: P. 0. Box 1320
Hobbs, New Mexico 88240
ATTEST: GULF OIL CORPORATION
= L5 BY\NM
Asst. Secratary (/ Attorne¥-in-fFact — i
Date: 1= % o= 3 .2ddress: P. 0. Box 1150
Midland, TX 79701 e 37
(3
ATTEST: TEXACQO INC. 7%
By __ SEE PAGE 16-aA

Secretary President
Date: Address:
‘STATE OF NEW MEXICO )

: ss

COUNTY OF LEA )

The foregoing instrument was acknowledged before me this Jeh
day of _ june _ 1973 by R. F. Montgomery President of

behalf of saigd ccrbcrat,lon.

NN 1/ .7(72;.(../ L

/Notary Pule.c' 7

)

COUNTY OF LEA

day of

of said corporation.

My Commission Expires:

)

8s

The foregoing instrument was acknowledged before me this a?
1973 by
of Shedd-

R. F. Montgomery

il Sqmpany,

President
o_n  behalf

r

a NB%& corporation,

o —
‘ ',I()“
STATE QF TEXAS ) ' _ g
1 ss i
COUNTY OF MIDLAND ) ARA
The foregoing J.nstr_mgent was acknowledged before me this @ ©
day of 1973 by 7. B. HOPKINS , Attorney-in-Fact
of 1f 01l Corpoxatn.on, a Pennsylvania corporat:.on, on
bzhalf cf said corporation.
Ay Commission Expires: - . BYILY znvrs
b-\-1<s Notagy Pablic
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CONSENT AND RATIFICATION
GRAMA RIDGE MORROW UNIT AGREEMENT
EMBRACING LANDS IN LEA COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Grama
Ridge Mcrrow Unit Area embracing lands situated in Lea County,
New Mexico, which is dated the 25th day of April, 1973, and
further acknowledges that the undersigned is familiar with the
terms and conditions therecf. As to unitized substances in the
unitized formation defined in said Unit Agreement, the undersigned
owns nc interest whatscever. However, the undersigned does own
the official record title to an oil and gas lease from the State
of New Mexico as lessor, which lease is more particularly described
in said Unit Agreement. Said lease is subject to cextain operating
rights and working interest owned by another. The undersigned
understands that the owner of said operating rights and working
interest desires to commit the same to said Unit Agreement. Pursuant
to policies and practices of the State Land Office for the State
of New Mexico, the Commissioner of Public Lands for the State of
New Mexico requires consent and joinder of the offical recoxd
title holders or lessees of record of State of New Mexico oil and
gas leases before the Commissioner will approve the above Unit
Agreement. In its capacity as owner of the official record title,
or as lessee of record, to a State of New Mexico oil and gas lease,
and in that capacity only, and as an accommadation to said owner of
operating rights and working interest under said lease, the under--
signed desires to consent, ratify and join in the execution of said
Unit Agreement. By these presents the undersigned does hereby.
consent to said Unit Agreement and ratifies all of the terms and
provisions thereof exactly the same as if the undersigned had
executed the original of said Unit Agreement, or a counterpart
thereof, in the undersigned's capacity as official record title

holder or lessee of record of a State of New Mexico oil and gas
lease.

IN WITNESS WHEREOF, this instrument is executed by the under-
signed as of the date set forth opposite the signature.

Date: Q""Zf" //, /9 73 TEXACO INC. /“g// ,/
7 By: , AG/QLZQ/b:b,Q;:

ITORNEY~IN-
Il IN-FAGT PR%qD ASTO
: Funn
COUNTY OF MIDLAND

The(fjiego'nq instrument was acknow edg before me this L7
day of , 19723, by ’
- A NAN of TEXACO INC., a Pelaware cdrporation,

on behalf "of sald corporation.

STATE OF TEXAS )
) ss.
)

Notary Public
My Commissicn Expires:

& -/-7F

-Ll6=-A~



STATE OF )

: S8
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of January, 1973 by -

of Texaco Inc., a corporation, cn behalf of said con-
poration.

My Commission Expires:

Notary Public

-17-~
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: EXHIBIT "B" \
GRAMA RIDGE MORROW UNIT AGREEMENT

Overriding Working Int. Percentage
Tract No. Surface Basic . Royalty or Owner and Tract Parti-
No. Description Acres Lease No. Royalty Lessee of Record Prod. Pymt, Percentage cipation
1 8% Sec. 3, T. 22 320.00° B-158-13 12%% Texaco Inc. None Llano, Inc. 100% 24.861
S., R. 34 E.
'.N /\zx Sec. 3, T. 22 327.16 E~9141 12%% ~ Shell 0il Company None Llano, Inc. 100% 25.417 *
S., R. 34 L.
3 S} Sec. 34, T. 21 320.00 E~9659 12%% Gulf 0il Corporation None Llano, Inc. 100% 24.861
S., R. 34 E.
4 W% Sec. 34, T. 21 320.00 K~3592-1 12%%  Shell Oil Company None Llano, Inc. 100% 24.861
S., R. 34 E. :

Total 1287.16 100.000



EXHIBIT "C"
Composite Royalty Production - BHP/Z Method - Grama Ridge Morrow Unit Area, Lea County, New Mexico
1973 1974 1975 1976 1977
! Equivalent Equivalent Equivalent Equivalent Equivalent
Gas Gas Gas Gas Gas
Production Production Production Production Production
Month MCF Month MCF Month MCF Month MCF Month MCF
May 1,860 Jan. 1,060 Jan, 810 Jan. 610 Jan. 460
June 1,770 IFeb. 1,040 Feb. 790 Feb. 600 Feb. 450
July 1,660 Mar. 1,010 Max. 775 Mar. 590 Mar. 445
Bug. 1,590 Apxil 990 April 750 April 575 April 430
£ ot. 1,510 May 960 May 740 May 550 May 425
et 1,450 June 950 June 710 June 540 June 410
Nov. 1,380 July 925 July 700 July 525 - July 400
Dec. 1,090 Aug . 900 Aug. 690 Aug. 510 Aug. 395
. Sept. 890 Sept. 675 Sept. 500 Sept. 390
Total 12,310 Oct. 860 Oct. 650 Oct. 495 Oct. 375
Nov. 840 Nov, 640 Nov. 490 Nov. 370
Cum. 12,310 Dec. 825 Dec. 625 Dec. 475 Dec. 360
Total 11,250 Total 8,555 Total 6,460 Total 4,910
Cum. 23,560 Cum. 32,115 Cum., 38,575 Cum. 43,485
1978 1979
Equivalent Equivalent
Gas Gas
Production Production
B .ith MCF Mnth MCF
Jan. 350 Jan. 270
“Feb. 345 Feb. 270
‘Mar. 340
April 330
May 325
June 310
July 305
Aug. 0
Sept. 295
ot . 290
Hov. 780

5




I, Dwight P. Teed, Secratary of Llano, Inc. do heraby
certify that the Agreement attached hereto, consisting of sixteen
(16) pages and exhibits and entitled "Unit Agreement For The
Operation Of The Grama Ridge Morrow Unit Area, Lea County, New
Hexico", entared into om April 25, 1973, is & trua and correct

copy of saild Agreement.

7 ) O ./."
! {/ C( - Xéf = /;‘ <« K/
Dwight P. Te’edf Secratary )




I '
CERTIFICATE QOF APPROVAL

BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICD

AMENIMENT OF UNIT AGREEMENT

GRAMA RIDGE-MORROW UNIT

LEA COUNTY_ NFW MEXTCO

There having been presented to the undersigned Commissioner of Public Lands
of the State of New Mexico for examination, the attached Amendment of Unit Agree-
ment for the development and operation of the Grama Ridge-Morrow Unit Area, Lea
County7, New Mexico for the purpose of expanding the Unit Area.

The attached Amendment of Unit Agreemient was entered into as of September
1, 1976 by and between the parties to the original Unit Agreement for the purpose
of expanding the unit area to include all of Section 33, Township 21 South, Range
34 East, N.M.P.M. The Amendment also ratifies and confirms the Original Unit
Agreement as amended and upon examination of said Amendment, the Commissioner
finds:

(a) That such Amendment to this Agreement will
tend to promote the conservation of oil and
gas and the better utilization of reserveoir
energy in said area.

(b) That under the proposed amended Agreement the
State of New Mexico will receive its fair share
of the recoverable oil or gas in place under
its lands in the area.

(c¢) That each beneficiary Institution of the State
of New Mexico will receive its fair and equitable
share of the recoverable oil and gas under its
lands within the area.

(d) That such Agreement is in other respects for the
best interests of the State, with respect to
State lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under Sections
7-11-39, 7-11-40, 7-11-41, 7-11-47, and 7-11-48, New Mexico Statutes Annotated, 1953
Compilation, I, the undersigned, Commissioner of Public Lands of the State of New
Mexico, for the purpose of more properly conserving the oil and gas resources of the
State, do hersby consent to and approve the said Amendment, and any leases embracing
lands of the State of New Mexico within the area shall be and the same are hereby
amended to conform with the terms and conditions of said Agreement. This approval
is subject to all of the provisions of the aforesaid statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal affixed,
this 26th. day of '~ January , 1977.

vz & he—

COMMISSIONER OF PUBLIC LANDS
0f the State of New Mexico
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AMENDMENT TO UNIT AGREEMENT _  MESEIVER'
FOR OPERATION OF THE GRAMA ;

RIDGE~-MORROW UNIT AREA géé” .é gﬁiﬁiiﬁ

LEA COUNTY, NEW MEXICO . $TATE fibn o5
STATE LaRp 0F i -
SARTAFE, 8 4

THIS AMENDMENT entered into as of the first day of September,
1976, by and between the parties subscribing, ratifying or consenting
hereto and herein referred to as the "“parties hereto”.

WHEREAS, as of April 25, 19873 the Unit Agreement for the
Operation of the Grama Ridge—-MOorrow Unit Area was éntered into by and
between Llano, Inc. as unit operator and as a working interest owner
and by Gulf 0il Corporation and Texaco Inc. as record title owners of
oil and gas leases embracing lands in the unit area, which said agree-
ment was approved by the Commissioner of Public Lands of the State of
New Mexico, herein referred to as "Commissioner", on August 27, 1973,

~and

WHEREAS, the original unit agreement covered all of Section

34, Township 21 South, Range 34 East and all of Section 3, Township

— —

22 South, Range 34 East and was entered into for the purpose of
formulating and putting into effect a secondary recovery and gas
storage project as tc the Morrow formation which was unitized undex
said agreement and which is specifically defined in Section 3 thereof,
and

WHEREAS, the unit operator has injected gas into wells
located on the unit area whichhas resulted in a pressure increase
in the South Wilson Deep Unit No. 1 gas well producing from the
unitized formation located in the NW4%SEX Section.33, Township 21
South, Range 34 East and has likewise resulted in an increase in
pressure in the Llano Federal GRté_No. 1 Morrow gas well located in
the SE4%SE%NWYL Section 4, Township 22>South, Range 34 East and such

communication indicates that said wells are located in the same

reservolr as the two gas wells within the unit area, which wells
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have been used for the injection and withdrawal of gas pursuant to
the terms of said unit agreement, and

WHEREAS, it now appears that the Morrow gas reservoir under-
lies Sections 33 and 34, Township 21 South, Range 34 East and Sections

e

3 and 4, Township 22 South, Range 34 East, and
- WHEREAS, all of Section 33 is ownead by the State of New Mexico

except the SW4NE% of said section which is fee land and the minerals
underlying said 40 acres, subject to the existing 1ease, are owned
32.37% by Don E. Gridley and wife, Alice F. Gridley, John E. Bosserman
and wife, Carcl Jean Bosserman and 67.63% by The Merchant Livestock
Company, and

WHEREAS, all of Section 4, Township 22 South, Range 34 East
is federal land and Llanc, Inc. has entered into an agreement with
the United States, acting by and through the Secretary of .the Interior,
effective as of November 1, 1975 for the storage of gas in the Morrow
formation which is unitized under the terms of said unit agreement.
Said gas storage agreement with the United States recognizes that the
gas reservoir underlies the 4 sections hereinabove referred to and
also provides that all injection and withdrawal fees payable to the
United States shall be based upon 1/4 cf all gas injected oxr with-
drawn from the reservoir through any wells located on the 4 sectione
above referred to, and

WHEREAS, it is the purpose of this amendment to expand the
unit area to include all of Sectionigg, Township 21 South, Range 34
East so that the unit agreement, taken into consideration with the
gas storage agreement with the United States covering Section 4, will
cover the entire reservoir, and

WHEREAS, the unit agreement recognized that there was still ‘
some primary gas and liquid hydrocarbons left in the unitized forma-
tion when the unit agreement was entered into and said agreement pro-
vided for the payment of rayalty thereon on a monthly basis beginning

in May, 1974 through February, 1$72 and the unit operator has agreed

to pay in full all royalty payments provided for in Exhibit "C*
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attached to the unit agreement, as well as the royalty for the
remaining 318,519 MCF of primafy gas and the liguid hydrocarbons
attributable thereto underlying said Section 33 (15/16 of which is
to be allocated to Tract 5 and 1/16 to Tract 6 shown on Exhibit "B")
so that Phase I provided for in Secticn 1l{a) of theoriginal agree-
ment will no longer be applicable; and

WHEREAS, the parties are desirous of amending said unit
agreement to provide for the same gas injection and withdrawal fees
(on an average basis) as are provided under the terms of the gas
storage agreement with the United States covering Section 4 as to
1/4 of the gas injected and withdrawn from said reservoir; subject,
however, to the right of the unit operator to withdraw gas previously
injected from extraneous sources up to and including August 31, 1976
amounting to 6,727,387 MCF at a pressure base of 15.025 psia without
payment of withdrawal fees as to any portion thereof withdrawn prior
to March 1, 1979.

NCW, THEREFCORE, in consideration of the premises, the parties
hereby mutually agree that the Unit Agreement for the Operation of
the Grama Ridge-Morrow Unit Area shall be and is hereby amended as
hereinafter set forth:

1. Section 1 of the unit agreement is amended as follows:

1. UNIT AREA: The following described land is hereby
designated and reccgnized as constituting the unit area:
Township 21 South, Range 34 East, N.M.P.M.
Section 33 ~ All ’
Section 34 - All
Township 22 South, Range 34 East, N.M.P.M.

Section 3 - All
containing 1,927.16 acres, more or less

Exhibit "A"™ attached hereto is a map showing tbe unit area
and the boundaries and identity of tracts and leases in said area to
the extent known to the unit operxator. Exhibit "B" attached hereto
is a schedule showing to the extent known to the unit operator the

acreage, percentage and kind of cwnership of oil and gas interests
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in all lands in the unit area. However, nothing herein or in said
schedule or map shall be construed as a representation by any party
hereto as to the ownership of any interest cther than such interest
or interests as are shown on said map or schedule as owned by such
party. Exhibits "A" and "B" shall be revised by the unit operatorxr
whenever changes in ownership in the unit area render such revisions
necessary or when requested by the Commissioner.

2ll land committed to this agreement shall constitute land
referred to hereiﬁ as "unitized land” or "land subject to this agree-
ment”.

2. Section 9 of the unit agreement is amended as follows:

S. PURPOSE OF UNIT AND PLAN OF OPERATION: It is recog-

nized and agreed by the parties hereto that the unitized formation as
_to all of the lands subject to thils agreement is reasonably proven to
be productive of unitized substances or necessary for unit operations
and that the object and purpose of this agreement is to formulate

and put into effect a secondary recovery and gas storage project in
order to effect the greatest economic recovery of unitized substances,
prevent waste and conserve natural resources consistent with good
engineering practices expected of a prudent operator. The parties
hereto agree that the unit operator may, subject to the approval of
a plan of operation by the Commissioner, inject gas produced from
lands other than the unit area into the unitized formation through
the following wells for secondary recowvery and storage purposes:

Shell Oil Company State GRA Well No. 1 - SWkNW% Section 3
Township 22 South, Range 34 East (Llano, Inc. operatcr)

Shell State GRB Well No. ~ NWX%SW% Section 34, Township 21
// South, Range 34 East (Llano, Inc. operator)

South Wilson Deep Unit No. 1 well - NW%SE% Section 33,
Township 21 South, Range 34 East (Llano, Inc. operator)

Llano Federal GR-4 No. 1 Morrow - SE4SE4NW% Section 4,
Township 22 South, Range 34 East (Llano, Inc. operatcr)

/
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Unit operator shall furnish the Commissioner, between the first and
twenty-fifth of each month, reports showing the amount of gas produced
and injected into the unitized formation for the preceding month.

Unit operateor shall have the right to rework or recondition

the wells now located on the unit area or to drill additional wells

to inject gas into Or<§;§§§§§)gas from the gas storage reservoir

area to the extent that such work shall be approved by the Commissiaonerxr

as necessary or anident to the rights granted to unit operator pur-—

suant to this agreement. Unit operator shall conduct all operations

hereunder in accordance with all applicable laws and requlations and

——

shall comply with all the terms and conditions of the respective

leases.

e e e

A plan of operation shall be filed with the Commissiocner
concurrently with the filing of this unit agreement for final approval.
Said plan of operation and all revisions thexreof shall be as complete
and adequate as the Commissioner may determine to be necessary in
connection with operations hereunder. Upon approval of this agree-
ment and the aforementioned plan of operation by the Commissioner,
said plan and all subsequently approved plans shall constitute the
operating obligations of the unit operator under this agreement for
the period specified in the plan. Thereafter, from time to time
before the expiration of any existing plan, the unit operator shall
submit for approval a plan for an additional specified period of
operation. Reasonable diligence shall be exercised in complying
with the obligations of the approved élan of operation. The unit
operator shall furnish to the Commissioner, within 30 days fxom the
expiration of each 6 month period, a report giving full factual
information as to the manner in which the plan in effect for such

period has been carried out.

If the unit operator should fail to comply with any approved

plan of operation or supplement to or modification thereof, this
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agreement may be terminated by the Commissicner; provided, however,
the Commissioner shall give notice to the unit operator and the lessees
of record in the manner prescribed by Section 7-11-14 N.M.S.A. 1953
of intention toc cancel because of any alleged breach of said plan
of operation and amy decision entered therein shall be subject to
appeal in the manner prescribed by Section 7-11-17 N.M.S.A. 1953; and
provided, further, in any event unit operator shall be given a reason-
able opportunity after a final Getermination within which to remedy
said default, failing in which this agreement shall be terminated.

3. Section 10 of the unit agreement is amended as follows:

10. TRACT PARTICIPATION: For the purposes of this agree-

ment “"extraneous gas" shall mean the total amount of gas from other
sources injected into the reservoir less the amount which has been
withdrawn. Any gas produced in excess of the extraneous gas injected
prior to or after the effective date hereof shall be considered as
"indigenous gas". All such indigenous gas shall be apportioned to
the tracts within the unit area in the proportions set forth on
Exhibit "B" attached hereto, which is based on the pexcentage that
the acreage covered by each tract bears to the total acreage within
the unit area. Royalties shall be paid to the State of New Mexico
at the rates provided in the respective leases on all indigenous
gas allocated to such tracts.

4. Section 11 of the unit agreement shall be amended as
follows:

11. GAS STORAGE —-- STORAGE, INJECTION AND WITHDRAWAL

FEES:

A. Gas Storage: It is contemplated that the
extraneous gas which has been injected will be withdrawn from time
to time. Unit operator shall be under no obligation to injeét or

withdraw any particular quantity of gas other than such as it

in its sole discretion deems advisable. Unit operator shall install
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and at all times operate and maintain metering equipment and other
facilities approved by the Commissioner so that an accurate cumula—
tive account can be kept of the guantity of gas, as well as the total
number of British Thermal Units in the gas, injected into the unitized
formation through the existing wells. Operator shall also keep an
accurate cumulative account of the total number of British Thermal
Units in all gas withdrawn from the unitized formgtion.

operator shall also install, operate and maintain at all
times the necessary separation eqﬁipment tc separate the gas from
the liquid hydrocarbons produced in connection with the withdrawal
of gas from the respective wells, as well as all other related equip-
ment which may be required to transfer all liquids so separated.

Operator shall cause monthly analyses by chromatograph or
other mutually acceptable method of all gas injected into or withdrawn
from the reservoir in order to compute the net change in British
Thermal Unit content.

Operator shall pay royalties at the rates provided in the
respective leases on 3/4 of all liguid hydrocarbons which are sepa-
rated from the gas withdrawn and allocated to the respective tracts
in accordance with the percentages of participation set forth on
Exhibit "B"; provided, however, operator shall not be required to
pay royalties on that portion of all ligquid hydrocarbons which are
separated from the first 318,519 MCF of gas withdrawn subsequent
to the effective date of this amendment as péyment for such liquiqgd
hydrocarbons has been inpluded in the payment éor the remaining primary
gas underlying said Section 33 referred to in the preamble to this
amendment. In addition, should the total cumulative British Thermal

Units in the gas withdrawn exceed the total British Thermal Units in

the gas injected, then operator shall pay royalties on said increase
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in British Thermal Units at the prevailing market price in Lea

County, New Mexico for gas of like gquality. Payment for British

Thermal Unit enrichment as set forth herein shall be made on an
annual basis as determined by the cumulative chromatograph analyses.

B. ©Storage, Injection and Withdrawal Fees: 1In

addition to the rental provided in the leases covering the respective
tracts, for each year after the effective date of this amendment,
unit operator shall pay an annual storage fee of $1.00 per acre for
the number of surface acres owned by the respective surface owners

as shown on Exhibit "C" attached hersto. Said storage fee shall be
paid in advance during the month of September of each year.

As to all gas injected or withdrawn subsequent to
the effective date of this amendment, unit operator shall pay to the
State of New Mexico an injection fee equal to 47/64 of $.00625 perxr
MCF and a withdrawal fee egqual to 47/64 of $.00625 per MCF on all
gas injected or withdrawn from the reservoir through any wells located
on the unit area or on Section 4, Township 22 South, Range 34 East
during each calendar month; provided, however, no withdrawal fees
shall be required on 6,727,987 MCF at 15.025 psia for gas injected
prior to the effective date of this amendment if said gas is withdrawn
prior to March 1, 1979. 1/64 of said injection and withdrawal fees
on all of the gas shall be paid to Don E. Gridley and wife, Alice
F. Gridley, John E. Bosserman and wife, Carcl Jean Bosserman, and The
Merchant Livestock Company in the proportions owned by said parties.
All injection and withdrawal fees shall be paid during the month
following the month in which injection or withdrawals are made.

5. Section 16 of the unit agreement is amended as follows:

16. EFFECTIVE DATE AND TERM: This amendment shall become

effective as of September 1, 1976 upon approval by the Commissioner
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and shall remain in effect so long as unitized substances are being
produced from or stored within the unitized formation. The unit
agreement may be terminated at any time by not less than seventy~five
(75%) percent on an acreage basis of the owners of working interests
signatory hereto with the approval of the Commissioner.

6. Section 22 of the unit agreement is amended as follows:

22. RE-NEGOTIATION OF INJECTION AND WITHDRAWAIL FEES:

The injection and withdrawal fees provided for in Section 11 hereof
shall be effective for a period of 5 years from the effective date

of this amendment; provided, however, that during the 4th year of -

the first 5 year period and during the 4th year of each successive

5 year pericd this agreement is in force and effect said fees shall
be‘subject to re-negotiation between the parties hereto so that sai

- fees will be commensurate with fees being paid on similar projects,
such re-negotiated rate to be in effect for the succeeding 5 year
pericd. If the parties hereto are unable to agree to re-negotate new
fees 60 days prior to the expiration of the 4th year of any 5 year
period, payment of the fees on the basis of prioxr rates shall continue
and this agreement shall terminate upon expiration of not more than

3 years from the expiration of the preceding 5 year peri&d. During
said 3 year period the parties heretoc may remove the metered and
injected gas not previously withdrawn and equipment and facilities
installed under this agreement, unless during such 3 year period

the parties hereto agree upon a re~negotiated rate to be effective
retroactively. Any gas or facilities not then removed by the terminatiorn
date shall become the property of the State of New Mexico if it sc

elects.

7. COMMITMENT OF INTERESTS TC UNIT AND'RATIFICATION OF

QTHER UNIT PROVISIONS: By the execution of this amendment, the

parties hereto commit to the unit agreement theix respective interests

of whatsoever kind, nature or description in and to the unitized forma-
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tion underlying the unit area. Except as amended herein, all of
the other terms and conditions'cf the original Unit Agreement for
the Operation of the Grama Ridge—-Morrow Unit Arsa shall remain in
full force and effect and are ratified and confirmed by the parties
or by those consenting hereto by separéte instrument.

8. COUNTERPARTS: This amendment may be executed in any
number of counterparts, no one of which needsvto be executed by all
parties, or may be ratified or consented to by seéarate instrument:
in writing specifically referring hereto, and shall be binding upon
all those parties who have executed such a counterpart, ratification
or consent hereto with the same force and effect as if all such
parties had signed the same document and regardless of whether or
not it is executed by all other parties owning or claiming an interest
in the lands within the above described unit area.

IN WITNESS WHEREOF, the undersigned parties have caused this
agreement to be executed as of the respective dates set opposite

their signatures.

cretary \JVu Pre&xdené‘
Date- Ay ra Address- - P. 0. Box 1320
Hobbs, New' Mex1c0£(8824§Y
I e
ATTEST: GULEF QIL CORPORATION
By
Secretary President
Date: Address:
ATTEST: TEXACO INC.
By
Secretary President
Date: Address:
-ATTEST: WILSON OIL COMPANY
By
Secretary President
Date: o L Address: o

-10-
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tion underlying the unit area. Except as amended herein, all of
the other terms and conditions of the original Unit Agreement for
the Operation of the Grama Ridge-Morrow Unit Area shall remain in
full force and effect and are ratified and confirmed by the parties
or by those consenting hereto by separate instrument.

8. COUNTERPARTS: This amendment may be executed in any
number of counterparts, no one of which needs to be executed by all
parties, or may be ratified or consented to by separate instrument
in writing specifically referring hereto, and shall be binding upon
all those\parties who have executed such a counterpart, ratification
or consent hereto with the same force and effect as if all such
pérties had signed the same document and regardless of whether oi
not it is executed by all other parxrties owning or claiming an interest
in the lands within the above described unit area.

IN WITNESS WHEREQF, the undersigned parties have caused this
agreement to be executed as of the respective dates set opposite

their signatures.

ATTEST: LLANC, INC.
By
Secretary President
Date: Address:
ATTEST: ' GULF OIL CORPORATION
(%(/&Q/" sy A 2 - _
< e = TP

Asst. Secretary Artorney-in-fact e I

Date: Address: P0 Box 1150 & 1/3’%

Midland, Texas 79701 \_ |

ATTEST: TEXACC INC.
By
Secretary President
Date: Address: )
ATTEST: WILSON OIL COMPANY
By
Secretary : President
Date: Address: )

~10-

N
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tion underlying the unit area. Except as amended herein, all of
the other terms and conditions cof the origiﬁal Unit Agreement fcr
the Operation of the Graﬁa Ridge-Morrow Unit Area shall remain in
full force asd effect and are ratified and confirmed by the parties

ox by those consenting hereto by separétc instrument.

8. COUNTERPARTS:

This amendment may be executed in any
numbar of counterparts, no one of which needs tovbe executed by all
parties, or may be ratifiéd or ¢onsented to by separate'instrumant
"in writing speéifically referring hereto, and shall be binding upon
all those parties who have executed sdch a counterpért, ratification
or consent hereto with the same force and effect as if all such
parties had signed the same document and regardless of:whether or
. not it is executed by all other parties ownipg or claiming an inﬁexeﬁt
in the lands within the above descxribed unit axea.

IN WITNESS WHEREOF, the undersigned paxties have caused this
agreement to be exscuted as of the respective dates set opposite

" their signatures.

ATTEST: LLANO, INC.
By
Secretary _ President
Date: ’ o Address: o )
ATTEST: GULF OIL CORPORATION
By
Secretary President
Date: Address: ) :
APPRQOVED: TEXACO IN
Terms: By - ;
Form: . R ATTornéy-1In-FactT

Date: \{M/E)‘?Jc/ﬁ 57874
\

Address: Box 31C9O

Midland, Texas

75701

ATTEST: WILSON OIL COMPANY
By
Secrctazry . President
Date: oo e Addxressy 0 0

~10-



tion underlying the unit area. Except as amended herein, all of
the other terms and conditicns of the original Unit Agreement for
the Operation of the Grama Ridge—Morrow Unit Arsa shall remain in
full force and effect and are ratified and confirmed by the parties
or by those consenting. hereto by separate instrument.

8. COUNTERPARTS: This amendment may be. executed in any
number of counterparts, no one of which needs to be executed by all
parties, or may be ratified or consented to by separate instrument
in writing specifically referring hereto, and shall be binding upon
all thosé parties who have executed such a counterpart, ratification
or consent hereto with the same force and effect as if all such
parties had signed the same document and regardless of whether cr
not it is executed by all other parties owning or claiming an interest
in the lands within the above described unit area.

IN WITNESS WHEREOF, the undersigned parties have caused this
agreemené to be executed as of the respective dates set opposite

their signatures.

ATTEST: LLANO, INC.
By
Secretary President
Date: Address:
ATTEST: GULF OIL CORPORATION
By
Secretary President
Date: Address:
ATTEST: TEXACO INC.
By
Secretary " President
Date: AdﬂfEEsﬁ
ATTEST: WILSON/QIL COMPANY i

Case (o o Lot o )y
retar ~ President

Sec
Date: ZQEM Address: YA Ho' /227
B lawTe K, W TPltcic.s &7 S:

-10-



C C
Date: Wﬂz oz_/g]j_

FRANCES P. BOLTON, dba WYOMING QIL /’L/

COMPANY
Address: %M W/{m
2

FI0 DY
Clewsfla b, y ‘<-’ s
ATTEST: NEW MEXICO ELECTRIC SERVICE COMPANY
By‘
Secretary President
Address:
ATTEST: TUCO, INC.
By
Secretary President
Address:

STATE OF NEW MEXICO )
. SS
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this
day of 1976 by

President of Llana, Inc., a Mew Meaico corporaticn, on benalf of
said corpaoration.

My Commission Expires:

Notary Public

STATE OF )
. SS
COUNTY OF )

The foregoing instrument was acknowledged before me this L
day of 1976 by
of Gulf 0i1 Corporation, a Pennsylvania corpora-
tion, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF )
. 8§
COUNTY OF )

The foregoing instrument was acknowledged before me this _
day of 1976 by
' of Texaco Inc. a Celaware corporation, on behalf

of said corporation.

My Commission Expires:

Notary Public

-11-
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Date: o ’ )
FRANCES P. BOLTON, dba WYOMING OIL
COMPANY
Address:
ATTEST: NEW MEXICO ELECTRIC SERVICE COMPANY
Zi;%fzﬁ /77élla44534
Secretapy
ATTEST:
........... By e
Secretary President

STATE OF NEW MEXICO )
2 S8
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this 16
day of __pDecember 1976 by ‘Donald L. Garey - —

President of Llano, Inc., a New Mexico corpcration, on behalf of
said corporation.

My Commission Expires: Cln«n«av dﬁ'@@ ..‘E

3-20-80 Notary Public
STATE QF )
: Ss
CQUNTY OF )

The foregoing instrument was acknowledged before me this
day of 1976 by

of Gulf Oil Corporatiocn, a Pennsylvania corpora-
tion, onbehalf of said corporation.

My Commission Expires:

Notary Public

STATE OF )
:+ Sg
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of 1976 by

of Texaco Inc. a Delaware corporation, on behalf

of said corporation.

My Commission Expires:

Notary Public

~11-
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Date:

FRANCES P. BOLTON, aba WYOMING QIL
COMPANY
Address:

ATTEST: NEW MEXICO ELECTRIC SERVICE COMPANY

By
Secretary ~ President

Address:

ATTEST: TUCO A INC.

Wabd-

ecretary

Address: P. 0. Box 1261

Amari1llo, Texas /9170

STATE OF NEW MEXICO )
11
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this
day of 1976 by
Presidenz a7 Llano, Inc., 3 Mew Mexico corporaticn, on banalft of
said corporation.

My Commission Expires:

Notary Public

STATE OF )
. §S
COUNTY OF )

The foregoing instrument was acknowliedged before me this
day of 1976 by
af Gulf 07l Corparation, a Pennsyivania corpora-
tion, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF )
1 ss
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of 1976 by
of Texaco Inc. a Delaware corporation, on behalf

* of said corporation.

My Commission Expires:

Notary Public

-11-
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NEW MEXICO STATE LAND OFFICE

T CERTIFICATE OF APPROVAL

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO
GRAMA RIDGE MORROW UNIT AGREEMENT

LEA COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of Public Lands
of the State of New Mexico for examination, the attached Agreement for the de-
velopment and operation of acreage which is described within the attached Agree-
ment, dated April 25, 1973 , which has been executed, or is
to be executed by parties owning and holding oil and gas leases and Toyalty in-

terests in and under the property described, and upon examination of said Agree-
ment, the Commissioner finds:

(a) That such agreement will tend to promote the conservation

of 0il and gas and the better utilization of reservoir
energy in said area.

(b) That under the proposed agreement, the State of New Mexico
will receive its fair share of the recoverable oil or gas
in place under its lands in the avea.

(e) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the
recoverable oil and gas under its lands within the area.

{(d) That such agreement is in other respects for the best
interests of the state, whth respect to state lands.

NOW, THEREFORE, by virtue of the authority conferrad upon me under Sections
7-11-39, 7-11-40, 7-11-41, 7-11-47, and 7-11-48, New Mexico Statutes Annotated,
1953 Compilation, I, the undersigned, Commissioner of Public Lands of the State
of New Mexico, for the purpose of more properly conserving the oil and gas re-
sources of the State, do hereby consent to and approve the said Agreement, and
any leases embracing lands of the State of New Mexico within the area shall be
and the same are hereby amended to conform with the terms thereof, and shall
remain in full force and effect according to the terms and conditions of said

Agreement. This approval is subject to all of the provisions of the aforesaid
statutes. :

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
affixed, this 27th. day of August , 19 73

) <

& z/ / f v 0

. . K ’
L" \ ycM

COMMISSIONER, OF PUBLIC LAND

of the State of New Mexico
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AGREEMENT FOR SUBSURFACE
STORAGE QF GAS, MORROY
FTORMATION, .GRAMA--RIDGE.-AREA,
" LEN COUNTY, NEW MEXICO -

no. M~ of-oool - 142777

FHIS ACREIMENT made and eﬁtered into as of the%%fzjzay of
"November, 1975 with an cffective date as of the lstAaay of Rovembes,
1975, by and between the United States of Am=srica, acting by‘ana>
through the Secretary o% Interior, hereinéffer référreﬁ to as the
"United States", and Llano, Inc;, a New Mekicé éorporation, with
ofiiceé at Hobbs, ﬁew_ﬂexico, hereinafter referred to as “Llano".

WITNESSETH:

WHEREAS, Llano is the Unit Opérator of the Grama Ridge Morrow
Unit Agreement covering all of section 34, fbwnship 21 South, Range
34 East and all of Section 3, Townshiptzz'South,‘Rapge 34 REast, Lea:
Coﬁnty{.New Mexico which are lands of the State ofVNew México and | f‘
“wuilch said ggreementlwaﬁ approved by the Commig;ioner of Public Lands

~f the State of New Hexico-oﬁﬂAugust 27, 1973, and which was entexed

1to fof secbndary recovery*aﬁajééé-sgbr;ge purposes,Awhich is pérmittcd
under New ﬁaxico statutes, and
WHEREAS, gas has been injécted(into the weils én said unit.
area since tﬁe effective date of said unit, and
WHEREAS, Llano is the owner and hélder of the fbllowing describe.
oil'and gas ieases embracing lands of the Uniﬁéd States issued Qnder
and pursuant to the provi;ibns of the Mineral Léasing Act as dﬁended:
: (a) 0il and.gas léése effective Sepéémbef 1, .
1961 bearing serialk number NM 058678, covering
" the R4 Section 4, Township 22 South, Range 34

East, containing 320 acres, moxe or less;

(b) Oil,and gas lease effective May 1, 1963,

bearing serial number NM 0381970, covering the
Sk Secticn 4,3Township 22 South, Range 34 East,
con%al acres, more or less;

(¢) 0il and gas lease effective March 4, 1958,
bearing serial number NM 03312-A, covering the
SE% Section 4, Township 22 South, Range 34 East,
coataining 160 acras, more or less, and :



WHEREAS, Llano is the operator of Federal GR-4 No. 1 gas
o~ . T~

.
well producing from the Morrow formation located in the SE4SE4NWX

-

Section 4, Township 22 South, Range 34 Fast, being a pé?f“@f’fﬁg
lands hereinabove describad, and said well had reached its economic
limit prior to the time gas was first injected into the wells con the
Grama Ridge Morrow Unit Area, and

WH#REAS, the State of New Mexico is the owner of all the oil,
gas and ¢ther minerals in and under and that may be produced from
the Morrow formation of Pennsylvanian age under Section 33, Township
21 South, Range 34 East, except the SWiNEY% of said Section, which
is fee land and the minerals underlying said 40 acres are owned 32.37%
by LBM Cattle Company, Inc. and 67.63% by Merchant Livestockaompany,
aﬁd

WHFEREAS, Llanoc is the operator of a gas well producing from
the Morrow formation located in the NW%SE¥% Section 33, known as the
South Wilson Deep Unit MNo. 1 well, and

WHEREAS, it is believed that the Morrow gas reservoir into
#hich gas is being injected in the wells on the Grama Ridge Morrow
Unit covers not only the two sections within said unit but alsc Section

4, Township 22 South, Range 34 East and Section 33, Township 21 South,

Range 34 Eaét, and T e e .. 41[ N

WHEREAS, Llano(/;oposes to enter into a separate agreemant with
8\\\~_-’_7 b g

the Commissioner of Public Lands of the State of New Mexico For The
subsurface storage of gas underlying said Section 33 which will be
supplemental to the storage of gas under and pursuant to the Grama
Ridge Morrow Unit Agreement, and

WHEREAS, Llano is desirous of utilizing the Morrow formation
underlying Section 4, Township 22 South, Range 34 East for the sub-
surface storage of gas regardless of the original source of such gas,

which storage would be suppiemental to and in addition to the area

covered by the Grama Ridge Morrow Unit Agreement)|and the arca covered




— ~
5

\,
bylthc subsurface gas storage agrcemant\whlch Llano PTOEOPC .8 enlter
B R U S )

into with the Commissioner of Public Lands of the State of Rew Hexico

;overing poxtions of Section 33, Township 21 Souith, Range 34 kast, and

WHEREAS, Llano desixes to store said gas under Section 4 in

the vertical antexval éfﬁyggn 12,778 feet and 13,255 feet below the

surface in the Morrow formation of Pennsylvanian age as shown by the

Gamma Ray-Sonic Log in connection with the Federal GR-4 No. 1 well

. - . DR
hercinafter referred to as the "gas storagb reserv01r arean and “

V.

WHEREAS, the lMineral Leasing Act as amended (Mineral Leasing

Act Revision of 1960) provides that:

"rhe Secretary of the Interior, to avoid waste )
or to promote conservation of natural resources,

may authorize the subsurface storage of oil or

gas, wnether or not produced from federally owned

lands, in lands leased or subject to lease under
this Act"

NOW, '"HEREFORE, it is mutualiy agreed as follows:

SECTION 1l1: The United Stzates, in consideration of the condi-

tions and covenants to be observed as herein set forth, does hereby

vthorizes the exclusivc use by Llano of the gas storage reservoir area

or underground gas storage purposes and does hereby exclusively

avthorize Llano to store gas and at will to inject gas into and with-
ina

d{i2123§ from said storage area. Llano shall be under no obligation

to inject or withdraw any particular quantity of gas other than such

gas as it shall, in its sole discretion, deem advisable. The Unlt“d

States does hereby authorize Llano to enter upon the urface of thh
R = St oo sk

said gas storage reservoir area to the extent that sa ld surface is

swned by the bnl;ed States for the

purpose of.injectlng gas Into said

storage area and withdrawing such gas by means of any well now existing
/‘\‘_

or wnich may hereafter be drllled af‘provlde% by Sectlon 2 hercof-
e e e T

SECTION 2: Llanc shall have the right to reworx

ar recondition
the well nov located upon. the gas storage reservolr area or to drill
=

acditional wells to 1n]ect_gas into of produc gas from the gas



storage raservoilr area to the extent that such work shall he approved

by the 01l and Gas Supaxvisor of the United States Geological survey

1s necessayy or incident to the rights granted to.ﬁlaﬁo pursvant to
this agreoment. Llano agrees to conduckt all operations hercin
avthorized for the lands subject to this agreement in accordance with
the Qil and Gas Oéeratiu§ Regulations generally applicable to federally
owiad lanés (30 CFR 221). Subject to any necessa%y protection of
environmental values as determinei by the Supervisor, tﬁe United
States does hereby authorize Lianq to construct, install, ﬁaintain,
and remove structure;, pipnelines, casing, drips, valves and othér

appliances necessary, useful or convenient for the purpose of thisg

agreemant.

SECTION 3: This agreement shall remain in force and effect
for a period of five years and so long thereéfter as Llano shall
céntinue to use the lands for uncerground gas storage purposes uﬁlcss
sooner terminated as provided in Section 9 hereof, ané the leases
horeinabove described shall be and are hereby exiended for the 1ife o

this agreement.

SECTION 4: Npth}gg in this agreement shall be construed as

y—

limiting the right of the oil and gas lessee to relinguich at any
time his oil and gas lease covering all or part of the lands either

within or cutside the gas storage reservolxn aresa.
- LTy

Should a federal lease covering lands witﬁin,the'gas storage

raserveir area be relinquished the United States reserves the right

R N

.

.t issue a new lease or leases therefor, subject to the condition

Y
. . ¥
that the Morrow formation shall be excluded from such new lesase oxr*;ri

leases and provided further that all operations conducted thereon

loss of gas out of the lMorrow formation undex¥ing the gas storage

roservolr area.



If Llano demonstrates to the satisfaction of the Area Oil

and Gas Supexvisor of the United States Geological Survey that stored

gas is migrating from the Morrow formaticn to other formabkions orx

that stoved gas is expanding beyond the limits of the gas storags
roscrvoly area, tﬁen with the concurrcnéc of the affected lessces
{if other than Llano) under outstanding oll and gas icases covering
such lands and/or formations, this agrecement may bea amended to include
such lands and/or formations subject ta phe same terms and conditions
~.fhen applicable to‘the lands and formatioms previously éomﬁitted to
\:;EES agreamant. ( |
In the event that it should be determined éhat lands and
foxrmations subject to this agreement are 1. }oﬁger needed for the purp;s
herein stated, said lands may be eliminated from the gas storage reser~;
voir area by filing a request and supporting.gebipgic and engineering
data, with a.spggastedieffectivc date, with the Area 0il and Gas Supex-
visor.
SEC&ION 5: All stored gas shall be measuréd whan injected
nte and withdrawn from stoxaqc, and a record thereof shall he kept.
Liano agrees to render to the United States on'or before thirty days
after each calendar year quarter a statement by Llano showing thé
“otal amount of gas injected into and withdrawn from said gas shoragé
reservolir éuring that préteding calendar yeaxr qﬁarter. The amount of

gas repoxrted as injected and withdrawn each quarter shall be computed

at a standardlpressﬁre of 15.025 pounds per square inch absolute and

z standard témpegatufe of 60 degrees Fahrenheit, regardless of the

pressure and temperéture at which the gas was actually measufed.

£2id statemant herein provided for shall be filed‘in duplicate_with'

the Area 011 and Gﬁs Supervisor of the Usited States Geolqgical Sarvey.
SECTION 6: Llano agrees after ex=cution and the effective

date of the within agreemsnt, either:



{a) To furnish forthwith, and maintain at all times therecafter,
as may be reqguired by the United States, a bond in the penal sum of
$15,000.00 with approved corporate surety, conditioned upon compliznce
with the terms of this agreement; or

(b) To deposit with the United States security in the sum of
$15,000.00 in such form as is acceptableito the United States to
guarantee compliance with the terms of this agreement.

SECTION 7: As of the effective date of this agreement, the
economically recoverable reserves of native natural (primaxy) gas
to 5300 psi shut-in tubing pressuré remaining in that part of the
reservoir undexlying Section 4 was zerxo (0) MCF. As of the effective
date %Of Vth\i'-sm ggreement Llanc had injected a net total of 4,861,773 MCF
of extraneous gas into the wells on the Grama Riage Morrow Unit. For
the purposes of this agreement it is assumed ﬁhat»l/d of said net
injected gas has migrated to that portion of the reserveix underlying
Section 4 and Fherefore Llano agrees to pay to the United States upon
execution of this agreement for its (lessor's) share as royalty a
lump sum of $27,985.57.

Twenty-five percent of the previously injected gas referred to
above is economically recoverable from the federal leases embracing
Section 4. Said twénty~five percent, being 1,215,443 MCF, may be
withdrawn from the reservoir without the payment of additional royalty
or withdrawal fees. It is further agreed that the first 4,861,773 MC
of gas withdrawn after the effective date herecf shall he considered
as that which was injected prior to such date.

For the purposes hereof, "extraneous gas" shall mean the total
amount of gas from other sources injected into the reservolr less the
amount which has been withdrawn. Any gas produced in excess of the

extraneocus gas injected prior to or after the effective date hereccf

"~

shall be considered as "indigencus gas",)
ST o
S

shall be apportioned to\thewtracts within

All such indigenocus gas

the gas storage project in

the same ratio as the acreage interest of each tract bears to the



total acreage within the gas storage project and as to the federal
leases in Section 4 shall be subject to royalty at the rate specified
in the respective leases. The production of all indigenous gas shall
be pursuant to such conditicns and formulas as may be prescribed or

approved by the Superviscr of the Geclogical Survey and the Commissioner

af Public Lands of the State of New Mexico.

v
L

SECTICN 8: Llano agrees to pay the United States an injection
fee ©of $.0025 per MCF and a withdrawal fee of $.01 per MCF on 1/4 of
all gas injected or withdrawn from the reservoir througﬁ any wells
located on the Grama Ridge Unit Area or on Section 33, Township 21 South,
Rnage 34 East or Section 4, Township 22 South, Range 34 East during
each calendar quarter; provided, however, that no withdrawal fee shall
be reguiredon withdrawn gas considered to be indigenous reservoir gas.
Such quarterly injection and withdrawals fees shall be paid on or hefore
30 days aftexr the énd cf each calendar quarter. Llano further agrees
to pay an advance annual storage fee of $640.00. Such payment repre-
sents a fee of $1.00 per acre and shall be paid not latexr than 30 days
after the ffective date hereof and on each subsequent anniversary date.

SECTION é {(a) : The amount of the injection, withdrawal and
storage fees set out in Section 8 hereof shall be subject to renego-
tiation 20 Years from the effective date hereof and at the erd of
successive 10 year periods therxeafter. In the event of a failure to
renegotiate new fees on terms mutually acceptable to both parties,
Llano shall forfeit its right to inject new gas but the payment of
withdrawal ané storage fees at the prior rates shall continue and
Llanc shall have not more than 10 years from such date of renegotiation
in which to complete the withdrawal of gas and to remove its facilities,
at the end of which period this agreement shall terminate. Any gas
remaining in the Morrow formation beneath the federal tracts or any
facilities not removed fﬁow the surface of the federal lands at the
termination of this agreeﬁent shall become the property of the United

States.



(b) The United States reserves the right to terminate this
agreement at any time if Llano shall violate and shall continue to
violate any of the terms, conditiohs or prouvisions of this agreement
for more than 30 days afiter receipt by Llano of notice cof such vio-
lation by registered orx certified mail from the United States.

SECTION 10:; In connection with the peiformance of work under
this agreement, Llano agrees to comply with all the provisions of
Section 202 (1) to (7) inclusive, of Executive Crder 11246 (30 F.ER.
12319) as amended, which are hereby incorporated By refiexence in
this agreement.

SECTICN ll: Llano agrees to keep open at all reasonable times
for theinspection of any duly authorized officer of the United States,
the premises covered hereby and all wells, improvements, machinexry
and fixtures thereon, and all books, accounts, meter charts ané recoxds
pertaining to operaﬁions hereunder or the payments herein provided.

SECTION 12: It is understood and agreed that the United States
expressly reserves the right to utilize the suxface, lease, scll or
otherwise dispose of, the surface of any of the above described lands
éo far as said surface is owned by the United States and is not neces-
sary for the use of Llanc in the injecting, storing and removing of
gas therefrom.

SECTICON 13, It is also further agreed that no member of or

delegate to Congress or resident commissioner after his election ox

Cow

appointment or either before or after he has gualified and during

his continuance in office, and that no officer, agent or emplcyee of
the Department of the Interior shall be admitted to any share or part
in this agreement or derive any benefit that may arise therefrom,

and the provisions of Section 3741 of the Revised Statutes of the
United States, as amended (41 U.S.C. Sec. 22) and Sections 431, 432
and 433, TitlelB8 U. S. Code, relating to contracts, enter into and

form a part of this agreement so far as the same may be applicable.



SECTICN 14: It is further covenanted and agrced that each
obliqgation hereunder shall extend to and be binding upen and every
benefir hereof shall inure to, the sdccessors or assigns of the
respective parties hereto.

IN WITNESS WHEREOF, the United States, acting by and throﬁgh
the Secretary of the Interior, and Llano by its president and.secretary,
hae executed the foregoing instrument and said Llano has caused its
corporate seal to be affixed on the date of execution.

THE UNITED STATES OF AMERICA

Kt vacdll

Secretary of the Interlor

By
ATTEST: LLANO
= 9(7/ @NML ﬂ uzﬂ

Prefident
/

STATE OF NEW MEXICO ) /
+ SS
)

COUNTY OF LEA

The foregoing instrument was ackncwledged before me this _25..

day of Februaxy, 1376 by E}Q?LQ!LIL Q? xfébbzbh '

President of Llans, Inc., a New Mexico corporation, on behalf of said

corpovraticn.

My Commission Expires: éb&b@;L/ ZZZj)2é4J'
(Y 1278 Notary Public




AMENDMENT TO THE AGREEZMENT
FOR SUBSURFACE STORAGE OF GAS, MORROW FORIATION,
GRAMA RIDGE AREA, LEA COUNTY, MEW MEXICO
AGREEMENT NO. 14-08-0001-14277

THIS AMENDMENT amends the Agreement For The Subsurface Storage of
Gas, Morrcw Formation, Grama Ridge Area, Lea County, New lexico, Agreement No.
14-08-0001-14277. This amendment is made and entered into as of this __i5th

day of April 1987 , wi*h an effective date of st day

of April 1981 , by and between the United States of America,

acting by and through the Secretary of .the Interior, hereinafter .referred to as
the "United States", and Llano, Inc., a New Mexico corporation whose principal

ptace of business is Heobbs, New Mexico, hereinafter referred to as "Llano’.

WHEREAS, there exists an Agreement For Subsurface Storage of Gas,
Morrow Formation, Grama Ridge Area, Lea County, MNew Mexico, Agreement No.
14-08-0001-14277, made and entered into as of the 24th day of November, 1375,
with an effective date of the 1st. of November, 1975, by and between the United

—— .

States of America, acting by and through the Secretary of Interier, and Llana,
r_,___’-”‘—"\
Inc., a New Maxico corporation, hereinafter the "Storage Agreement”, and
‘_—_\—
WHEREAS, Llano is the unit operator under the Unit Agreement For The
Operation Of The Grama Ridge Morrow Unit Area covering all of Sections 33 and

34, T215, R34k, and all of Section 2, 7225, R34E, Lea County, New Mexico, which

are lands of the State of New Mexico, and which said Agreement was approved by
the Commissicner of Public Lands of the State of New Mexico on Auqust 27, 1973,
as amenced by Amendment dzted September 1, 1976, to include the above referenced
Sectian 33, ana

FURTHER, such Unit Agreement provides for secondary recovery and gas

storage purposes, all of which is permitted under New Mexico statutes, and

WHEREAS, Section 4, T22S, R34L, was added to the Grama Ridye Morrow
qujffuzxL:a# approval through the Secretary of Interior of the Agreement For

ubsuriace Storage Of Gas, Number 14-08-0001-14277, and

3

WHERIAS, Secticn 4 of the Storage Agrcoment drovides, among other
things, that t12 Iidrag: hgrezmant way e amended 3 include other lands and

rormaticns Lo the gas storage reservoir area, subject to the same terms and



conditions then applicable to the lands and formations previously commitiad to
the Storage Agreement, ¥ Llane demonstrates to the satisfaction of the Oeputy
Conservation Manager Uil & Gas, Unitad States Genloaical Survey that stored

gas is migrating from the Morrow formation tn other formations or that

stored gas 1s =2xpanding beyond the limits of the gas storage reservoir area.

WHEREAS, Llaasc is the owner and holder of the following 0il and gas
leases embracing lands of the United States issued under the !Mineral Leasing

Act of 1820 as amended:

a. 011 and gas lease effective April 1, 1958, bearing seriai number
NM-033312 covering the Wk and SEk of Section 10, T22S, R34f, and containing 480

acres, more or less.

5. 011 and gas lease effective April 1, 1960, bearing serial number
Ni1-049943 covering the NEX of Section 10, T22S, R34£, and containing 160 acres,

more or less.

WHEREAS, Llano is the operator of a gas well groducing from the Morrow

formation lcoated in the SERNMG of Section 10, known as the Llano-Government "A“

——

No. 1, through this amendment, desires to add the Llano-Government "A" MNc. 1 well

and the 640 acres of Section 10 to the Agreement For The Subsurface Storage of

Gas in accordance with Section & of the ariginal Agreament.

WHEREAS, Llanc acguired the interest of The Superior Qi1 Company 1r
the Government “A" Ro. 1 well effective February 1, 1378, said well being dedi-
cated to intewrstate commerca by Contract dated June 13, 1966, betwzen The Superior
037 Cempany and Phillions Petroleum Company and Contract dated August 31, 19&4,
between Phiilips Fetrcleum Comzany and E1 Paso fatural Gas Comnany. Subsequant
1o the accuisition sf the Goverament "A" No. 1 well, Llano, thvough geclogical

and reservoir studies, determined that the well, which produces from the Morra

4%\ 0

formation, was receiving gas by migration from the Grama Ridge Storage Unit.

P USSR VISl

Llano, with the desire to add the Section 10 acreage to the unit ares, then 1€
an application wiln the Faderal faergy Regulatory Coumission, Docket Mo, Cl 79~

oursuart o Secticn 7 {b) oF the ‘latural Gas Act and Secticns 157,30 anc 25007

anproved Dy



Order issued October 29, 1879, by the FERC, hereinafter "FERC Order”, subject

2 the stipulations that the remaining recoverable reserves of 413 MMCF of qas
(at 15.025 psia) as of September 1, 1978, shall be delivered to Phillips from
the Government "A" No. 1 well or from-the Grama Ridge Storage Project at rates
up to 750 MCFPD until the remaining reserves have been delivered and Phillips
shall pay for the gas delivered at the same price per MCF which would have been

paid under the June 13, 1966, percentage of proceeds contract.
NOW THEREFORE; it .is mutually agreed as follows:

SECTION 1: Section 8 of the Agreement For Subsurface Storage 0f Gas
shall be amended to read: Llano agrees to pay the United States an injection
fee of $.0025 per MCF and a withdrawal fee of $.01 per MCF on two-fifths (2/5ths)

of all gas injected or withdrawn from thg\:sservoir through any wells located on
M’/— -

the Grama Ridge Unit Area or on §éctioq/i§zdjownship 21‘§Qg§b, Range 34 East, or

Sectiar 4, Township 22 South, Range 34 East, or Section 10, fownship 22 South,

.

Range 34, fast, during each calendar quarter; prdVTEEEﬁﬂE;Qever, that no with-

drawal fee shall be required on withdrawn gas considered to be indigenous reser-
.ir gas. Such quarterly injection and withdrawal fees shall be paid on or

before 30 days after the end of each calendar quarter. Llano further agrees

to pay an advance annual storage fee of $1,280.00. Such payment represents a

fee of $1.0C per acre and shall be paid not later than 30 days after the effec-

tive date hereof and on each subsequent anniversary date thereafter.

SECTION 2: Llano agrees to prepay the royalty due on the balance of
the 412 MMCF remaining recoverable reserves which have not been prnduced from
tha Government "A" Ho. 1 well as of the effective date of this Amendment, such

prepayment to0 be based on the gas price as set forth in the FERC Order.

SECTION 2: A1l other provisions of the Agreement For Subsurface Storage

0f Gas, Morrow Formation, Grama Ridge Area, Lea County, New Mexico, No.

14-78-0001~14277, shall remain unchanged.



IN WITNESS WHEREOF, the United. States, acting by and through the
Secretary of the Interior, and Llano, by its President and Secratary-Treasurer,
have executed the foregoing instrument and Llano has caused its corporate seal

to be affixed on the date of execution.

THE UNITED STATES QF AMERICA

By ﬂuu{ Q,( /()L-/ AUG 17 is81

Acting Secretary of the lnteridr

CATTESTs, LLANO, INC.
A W,
C’)/,ﬂ//x,«,; A bl . VA | s 2

g Szrcﬁ‘.ary/reasurer/ / Pfesident 7

o



STATE OF NEW MEXICO )
) SS

COUNTY OF LEA )

The foregoing instrument was acknowledged before me this é;TJ?EL

day of /7:2;:;¢;;f, , 1981, by Donald L. Garey , President
7

of Lianc, Inc., a New Mexico corporation, on behalf of said corporation.

’

. S /7
! "
- . N \ S
- . - i - o
D = \\é/ 1‘-1_‘)\/ //4(’ s <,</<,£0

" Notary Public

My Cbm@issﬁonfﬁkpifeé:

V3452




