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G. W. EDWARDS , QOctober 19, 1979 f

VICE PRESIDENT

Mr. Donald L. Garey Mr. Joe D. Reed

.. Llano, Inc. NMESCO Fuels, Inc.
Post Office Box 1320 Post Office Box 920
Hobbs,. New Mexico 88240 Hobbs, New Mexico 88240

Re: Farmout Agreement
Dated May 1, 1979
Grama Ridge Area

Gentlemen:

" Minerals, Inc. has completed its Llano "34" State Com. No. 1 well located
in Unit I, Section 34, T21S, R34E, Lea County, New Mexico, as a Morrow
gas producer. In support, please find attached a copy of the completion
reports as filed with the New Mexico Department of Energy and Minerals,
0il1 Conservation Division.

In accordance with terms of the referenced Farmout Agreement, it is re-
spectfully requested that Llano and NMESCO Fuels provide Minerals with
an Assignment of Operating Rights covering the E% of Section 34, T21S,
R34E, Lea County, New Mexico, which lands comprise the 320 acre prora-
tion unit dedicated to the Llano "34" State Com. No. 1 well. Said
assignment should extend to 13,288% below the surfacs;or 100* below the
deepest depth drilled (RB¥BY. 4 !

Very truly yours, 6%9

MINE%:LS, INC.

G. W. Edwards
SLC:1g
“Attachment

Minerals File No. MI10.41.79

BEFORE THE OlL. CONSERVATION COMMISSION
Santa Fe, New Mexico
Case No. 12622 Exhibit No. 23
Submitted by:
NEARBURG EXPLORATION COMPANY, L.L.C.
Special Commission Hearing: September 10,
2002
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HHERZB, NMESCO Fuels, Inc., a wholly owned subsiciary of New Mexico
Electric Servics Company, and Llano, Inc., berein collectively called “Assignors®,
are the owners and holders of the Bew Nexico State Of1 and Gas Leases bearing
Serial Ros, E-3559 and K-3592 insofar as said leases cover the east half of
Section 34, Township 21 South, Range 34 £ast, W.B.P.M., Lea County, MNew Mexico,

. herein referred to as lands; -

' . WHEREAS, Assignors desire to give and grant to Minerals, Inc, the rights
to .uplm;o and develop the above described lands for of1 and gas as to all depths
thereunder from the surface down to and including a depth of 13,330 feet below .
the surface upon the terms and conditions hereinafter set forth:

NON, THEREFORE, for a valuable consideration received, the sufficiency
of which s herehy acknowledged, Assignors do give and grant to Minerals, Inc.,
here.in called “Assignee”, all lea;em1d rights from the surface to 13,380 feet
below the surface (-9708 feet sub-sea depth) in the east half of said Section 34,
held by Assignors under and by virtue of the above desiribed oil and gas leases,

together with the right and privilege to enter upon and take possession of the - '

lands for the purpose of exploring, drilling for, developing and producing of}
and gas and with the right to receive and retain all ofl and gas which may be
produ’ced, saved and sold frcom the lands, subject, however; to the following -
terms and conditions: '

1. Assignee shall hold Assignors harmless from all liability upon
whatsoever kind or nature arising out of operations conducted by Assignee under

this agreement.

2. There is excepted from this assignment and reserved unto Assignors,’ '

as an overriding royalty which shall be free and clear of all costs and expense‘sl
of whatsoever nature except applicable production, severance and other similar
tax charges agatnst or wmeasured by the production accruing thereto, an amount
e;aua) to six and one-quarter percent of eiﬁht-eighms (6.25% of 8/8ths) of all
of1 and gas produced from the Jands. '

3. Within 30 days of such time as Assfgnee has recovered out of the
production attributable to the working interest hereby assigned the cost of
drilling, testing, completing and operating the Llano *:4* State Con. No. ) well,

" Jocated in the KEYSEY of Section 34, T-21-S, R-34-E, Lea County, New Mexico, '
Assignee will so notify Assignors in writing. Mithin thirty (30} days after .
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receipt of the notice Assignors, or either of them, shal) have the option to
convert the overriding royalty interest reserved under paragraph 2 hereof, to
their proportionate part of an undivided 25% working interest effective as of

" 7:00 o'clock A.M. on the First day of the month following Assignee's recovery of

costs, the option to be exercised by written sotice to Assignee. Assignors’
failure to convert the overriding royalty interest into a working interest shall
not terminate the overriding royalty interest, but such interest shall remain in
force and effect. Upon receipt of the written notice Assignee will assign
Assignors a 25% undivided interest in the leasehold operating rights in the
assigned lands within the pro-ration unit for said well, and at that time Assignee
and Assignors will execute a joint operating agreement with respect to said well
using the AAPL Form 610. The interest assigned to Assignors shall be free and
clear of all encumbrances or burdens created by Assignee.

4. Subject to the provisions of this agreement, Assignee shall have
full control and supervision of all operations which Assignee may desire to conduct
in exploring, testing and developing the lands and all such operations shall be
at Assignee's sole cost, risk and expense. All of such operations shall be con-
ducted by Assignee in accordance with the terms of the above described lease and
with all applicable laws, rules and regulations, and Assignee shall not perform .
any act which might cause the loss or forfeiture of said lease.

5. Assignee agrees to use only that much of the surface of the above
described land as may be necessary for the exploration, development and production
of ofl and gas from the lands and agrees to conduct such operatfons in such a manner
as to interfere as little as possible with the operatfons of Assignors on such land,

6. Assignors agree to pay a1l rentals and minimum royalty which may
become due to the State of New Mexico under the terms of the above described leases,
but Assignors shall not be liable for 1t.s {nadvertent failure to pay such rentals
through clerical error or other oversight. Upon receipt of an invoice therefore,
Assignee agrees to reimburse Assignors for one-half (1/2) of all rentals and
mininum royalty paid by Assignors with respect to the above described land.

7. Assignee shall be responsible for the payment of all royalties and
production taxes which may become due and payable under the terms of the above .
described leases on account of thg production of oil and gas from the lands, as

well as any and 21} applicable overriding royalties.
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. 8. The accredited representatives of Assignors shall at all times have

access o all-wells drilled by Assignee om the above described land and to any
_information and vetords with respect'thereto. and Assignee agrees to fumish -
Assignors such information as Assignors may request’concerning sucb wells.
!. Assignors expressly reserve the right to approve any and all com~

‘pletion attempts in the Morrow Formation below the Clastics Marker on the subject
lands as this faterval 1s defined on the Gamma Ray Sonic log run in the GRM Unit
No. 1 well (Shell-State GRA No. 1) between the depths of 12,722 feet and 13,208
feet (-9078 feet to -9564 feet sub-sea depths). Assignors, or either of thes,
further reserve the right at any point ia time to demand that any completion be
abandoned should subsequent data indicate possible communication with Assignors®
Grama Ridge Morrow gas storage reservoir. Furthermore, nothing contained herein |
shall be construe& such that Assigno_rs are forced to relinquish any rights to

extraneous or previously owned natural gas which has been injected and stored in -

the Morrow Formation below the Clastics Marker (as this interval is defined above)

in Assignors' Grama !iidge Morrow gas storage reservoir.

10. Should Assignee elect to discontihue operations with respect to
the rights herein, Assignie shall give Assignors notice of such election and
Assignors jointly shall have 30 days, after receipt of such notice, to notify
Assignee, in writing, of their election to accept re-assignment of the rights
hereby assigned. If Assignors so elect, Assignee shall execute and deliver to
Assignors, an asﬁgmnt of the rights hereby assigned, and Assignors shall pay
to Assignee the reasonable salvage value of any equipment and materfal in any n‘li
that Assignors shall elect to take over. Any well which Assignors may not elect
to take over shall be plugged and abandoned at the sole cost, risk and expense of

' Assignee, in accordance with the rules and regulations of any governmental _agendy
having jurisdiction.

11. Assignors, or either of them, reserve the option to purchase lny,'.
gas, ol or hydrocarbons accruing to production from the properties described
herein by meeting any bona fide offer for said gas, o1l or hydrocarbons, if uld
gas, of) or Mmrhons are not subject to existing contracts.

12. This assignment of operating rights shall be further subject to that
certain Farmout Agreement dated May 1, 1979, between Assignee and Assignors, -
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13. This assigroont of operating rights shall be further subject to that
certain Gas Purchase Contract dated Decerber 2, 1965, between Shell 011 Company,
as Seller, and Phillips Petroleus Cocpany, as Buyer.
. 14. A)l notices and reports required or permitted to be given hereunder
shall be deemed to have been properly delivered when sent by United States mafl,

-

charges prepaid, to the following addresses:

Assignors:

Llano, Inc. NMESCO Fuels, Inc.

P. 0. Box 1320 P. 0. Bax 920

Hobbs, New Mexfico 88240 Hobbs, New Mexico 88240
Assignee:

Minerals, Inc.
P. 0. Box 1320
Hobbs, New Mexico 88240

EXECUTED this 2S¥w day of _{k Yoher , 1979, but effective for all
purposes as of the date of first runs.

ASSIGNORS
LLANO, INC.

NMESCQ FUELS, INC.

By YL T~ S
J. . Reed, President GQJA)

ASSIGNEE
MINERALS, INC.

“THE STATE OF NEW KEXICO i
COLNTY OF LEA

The foregoing instrument was acknouledgea before me this 2<Yw day of
f)gédneg o 1979, by Donald L. Garey, President of LLANO, INC., on behalf of

safd corporation.

- .~ . .
9\5 u _M}ﬁa_._ ,.
'-. ’-., Notary Public
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THE STATE OF KEW MEXICO i
COUNTY OF LEA J
' The foregoing instrument was acknowledged before me this _3 Zay of ;
&m& » 1979, by J. D. Reed, President of KMESCO FUELS, 'INC., on behalf
of said corporation. ' :
¢ "y “o. .. . ’
e, s L —
., .'."‘\., . .
E‘&Mﬁ}m Explres:
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: AOU""Q.\‘.' f
_ THE STATE OF NEW MEXICO ! . !
COUNTY OF LEA
The foregoing instruzent was acknowledged before me this 2Siis day of
Ddo\ner , 1979, by Donald L. Garey, President of MINERALS, INC., on behalf
of said corporation. T !
'
&""- PR . . %l};do SO A .
..3' A A otary Public ' "
3 o & 'lc . ) . .
liiy a}miss?&'ixpires. : !
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