AGREEMENT FOR SUBSURFACE
STORAGE OF GAS, MORROW
FORMA'EION , -GRAMA-RIDGE..AREA, .
" LEN COUNTY, NEW MEXICO - :

NO." zA‘_\. O@*‘ oot - rA 27T

THIS AGREEBEIQC[‘ made and eﬁtered into as of the %Qf/&ay oF
"Novenbexr, 1975 with an effective date as of the lst ﬁay of Novembe::,
1975, by and between the United States of America, acting by Ené'
+hrough the Secretaxy o% Interiox, hereinaftér referred to as the
"united States", analeano, Inc., a New.Meiicé éorporation, wilth :
ofﬁiceé at Hobbs; Newkméxico, hereinafter referred to as "Llénq". o

| WITNESSETH: ‘ . - SR

WHEREAS, Llano is the Unit OPéiator of the Grama Ri@ge-ﬁorrow

" Unit Agreement covering all of Section 34, Township 21 South, Range

34 East and all of Section 3, Township 22 South, Range 34 Bast, Lea
- County, New Mexico which are lands of the State of New Mexico and D

.which said agreement was approved by the Commissioner of Public Lands

€ the State of New Maxica'dﬁ"hugust 27, 1973, and which was entexed

U

1to foxr secondary recovery and gas storage purposes, which is permitted

~under New Mexico statutes, and
WHEREAS, gas has been injected into the wells on said unit.

area since the effective date of said wnit, and

. WHEREAS, -Llanc is the owner and hélder of the fbllowing describac
oil_and gas ieases embracing lands of the Uniﬁéd States issued ﬁnder
K;aﬁd pursuant to the provisibns of the Mineral Leasing Act as éﬁénded:

(a) 0il and gas lease effective September 1,

1961 bearing serial: number NM 058678, covering
+—""the NY4 Section 4, Township 22 South, Range 34

East, contaimimg 320 acres, more or less;

(b) 0il,and gas lease effective May 1, 1963,
bearing serial number ¥M 0381970, covering the

Sw%:gﬁétion I >Township 22 South, Range 34 East,
contax acres, more or less; . )

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



WHEREAS, Llano is the operator of Federal GR-4 No. 1l gas_

well producing from the Morrow formation located in the SE4SEYNWY

Section 4, Township 22 South, Range 34 East, being a pé}f?Tﬁ?ﬁﬁig
lands hereinabove describad, and said well had reached its economic
limit prior to the time gas was first injected into the wells on the
Grama Ridge Morrow Unit Area, and

WHEREAS, the State of New Mexico is the owner of all the oil,
gas and c¢ther minerals in and under and that may be produced from
the Morrow formation of Pennsylvanian age under Section 33, Township
21 Ssouth, Range 34 BEast, except the SWYNEY% of said Secticn, which
is fee land and the minerals undexrlying said 40 acres are owned 32.37%
by 1LBM Cattle Company, Inc. and 67.63% by Merchant LivestockACompany,
aﬁd

| WHEREAS, Llano is the operator of a gas well producing from

the Morrow formation located in the WW%SEY4 Section 33, known as the
South Wilson Peep Unit MNo. 1 well, and

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

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

Range 34 East, and o —— . ﬂ'(’ poe

WHEREAS, Llanoiggégfifi’EP enter into a separate agreement wit

the Commissioner of Public Lands of the Staﬁe of New Mexiéo 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 éesirous of utilizing the Morrow fo;ﬁation
underlying Section 4, Township 22 South, Range 34 East for the sub-
surface storage of gas regardiess of the original source of such gas,

which storage would be supéiemental to and in additicn to the area

—_
covered by the Grama Ridge Morrow Unit Agreement|and the arca covered




—

, - N
by\thc subsux facb gas storage ggreementxwhlchtLlano Proposes

-entexr

into with the Commissioner of Iublic Lands of the State of Wew Mexico

overing poxtions of Section 33, Township 21 South, Runge 34 kast, and

WHEREAS, Llano desires to store sald gas under Sacktion 4 in

the wvertical interval ?Eﬁﬂggn 12,778 feet and 13,255 feet below the

. surface in the Morrow formation of Penn sylvanian age as shown by the

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

. P . SoLe &
hereinafter referred to as the "gas storage rescrv0Lr area" ang ¥ "

EHEREAS the hlneral Leasing Act as amended (hxneral L°a51ng
Act Revision of 1960) prov1des that: - A b
"The Secretary of the Interior, to avoid waste A ' -

or to promote conservation of natural resources, . .
may authorize the subsurface storage of oil oxr .- . )

gas, whether or not produced from federally owned -
. lands, in lands leased or subject to leasp undec
this Act"

NOW, 'YHEREFORE, it is mutualiy agreed as follows:

SECTION l1: The United Stztes, in consideration of the condi—

tions and covenants to be obsexrved as herein set forth,"doés'hereby

ithorize the exclusiyc use by Llano of the gas storage feservoir aréé
sr underground gas storage purposcs and does hereby exclusively

avthorize Llano to store gas and at will to iqzéff;gg§~iﬂfé;iﬁé_ﬂiﬁh_

d%it~23§ from said storage area. Llano shall be undexr no obligation

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

gas as it shall, in its sole disdretion, deer advisable. The United

—

to entex upon th° °urface of fhe

States does hereby auLhorlze Llano

e e

/..,—- - AR I

.sald gas storage reserv01r area to the extent that sald surface is

.ouned by the United States for the purpose of. 1nject1ng gas into said

storage area and wluhcrawlng such gas by means of any well now ex1st1ng

or which may herea ter be drilled as provxded bv Sectlon 2 hereof.

SECTION 2: XLlano shall have the right to rework or recondltion

the uoll n01 located upon. the gas storage reservoir area or to drill
aodltlonal wells to lﬂ]evt gas ‘nto (053 produc gas from the gas



storage reservolr area to the extent that such worxk shall pe approved

by the 031 and Gas Supwrvisor of’the United States GQQngical Survey
as necessary or incident te the rights granted to‘ﬁlan¢ pursuant to
this agreemant. Llane agrees to conduck all operations herein
avthorized for the lands subjgct to this agreement in accordance witﬁ
_the 0il and Gas Oégrating Regulations generally applicable-to federally
ovnead lanés {30 CFR 221). Subject to any necessaiy pxotgcti;n oF
envirommental values as determined by the'Supexvisor, the United
‘ States does heréby authorize Lianq to construct, install},ﬁaintainl
and xemove structures, pipelines, casing, drips, valves ahd other
appliances_necessary, useful or(convenient for the purpose of this

agreement.

SECTION 3: This agreement shall remain in force and effect
fo; a period of five years and so long thereéfter‘as Llano shall
céntinue to uwse the lands for underground gas storage purposes uﬁlcss
‘sooner termiﬁated as érovided‘in Section 8 hereof, ané the leases

horeinabove described shall be and axe hereby exiendad for the 1ife\/g

" this agreement.

SECTION 4: Nothing in this agreement shall be construed as

limiting the right of the cil and gas lessee to xeiin@uis at any

‘time his oil and gas lease covering all or part of the lands either

within or outside the gas storags resexrvoir araa.

Should a federal lease covering lands within_the-gas storage
resaxrvoir area be relinquished the United States reserves the right
e -

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

N ot m e .

et e e

-
that the Morrow formation shall bes excluded from such new lease or ’ﬁ%:-

leases and provided further that all operations conducted thexreon

)

shall be done in a good and workmanlike manner so ag to prevent: the

loss of gas out of the Morrow formation undexlying the gas storage

reserveolr area.

n

b



If Llano demonstyates to the satisfaction of the Axpajoil
and Gas Supexvisor of the United States Geological Survey that stored
gas iy migrating from tha Morrow formation to other formations ox
that. stored gas is expunding beyond the limits of the 4as storagsa
brcscrvoir area, then with the concurrcnée of the affected lessces
(if other than Llano} under outstanding oil and gas leasen covering
such lands and/or formations, this agreement may be amended to include

such lands and/or formations subject to the same terms and conditions

then applicable to the lands and formations previously committed to

$hiks agreemant. .

In ihe event that it should be determined éhatblanaé and
formations suﬁjéct to this agreement are 3. }oﬁger needed for the puxpé;
hexein stated, said lands may be eliminated from the gas storage reserJl
voir arxrea by1filing a request and supporting.gebipgic and epginéering
data, with afspggastedveffective @ate, with the Area 0il 2nd Gas Snpér—
visor. . - - T

SEC&ION 5: All stored gas shall be measuréd whan injected

nto and withdrawn from storage, and a record thereof shall be kept.
Llano agrees to render to the United States on or hefore thirty days
frter each calendar year quarter a statement by Llano_shdwing thé
total amount of ¢gas injeéted into and withdrawn from said gas storagé
reservoir éuriﬁg that prééeding calendar year qﬁarter. The amount of
gas reported as injected and withdrawn each quarter shall ge compﬁted
~a£ a standaxd pressﬁre of 15.025 pounds per sguare inch a?sblute and
‘a standard témpe%atufe of 60 degrees Fahrenheit, zeéardless of the
pressure ané temperéture at which the gas was actually measured.
said statement herein provided for shall be filed in duplicate_with
the Area 0il and Gés Supervisor of the Uﬁited States Geolpgical Survey.
SECTION 6: Llano ayrees after execution and the effective

date of the within ggreeméﬁt; eitheor:



-~

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

{b) To deposit with the DBnited States security in the sum of
‘$15,000.00 in such form as is acceptable‘to 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 resexrves of native naturai (primary} gas
to 500 psi shut—inAtubing pressuré remaining in that part of the
reservoir underlying Section 4 was zero (0} MCF. As of the effective
date}g%vtgiéqzéreement Llanc had injected a net total of 4,861,773 MCF
of extraneous gas into the wells on the Grama Riége Morrow Unit. TFor
the purposes of this agreement it is assumed that 1/4 of éaid net
injeéted gas has migrated to that portion of the reservoir underlying
Section 4 and }herefore Llano agrees to pay to the United States upon
execution of this agreesment 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 tﬁenty—five percent, being 1,215,443 MCF, may be
withdrawn from the reservoir without the payment of additional rovalty
or withdrawal fees. It is further agreed that the first 4,861,773 MCF
of gas withdrawn after the effecfive date hereof shall be cansidered
as that which was injected prior to such date.

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

‘extraﬁeous gas injected prior F°~QE~§£EEI the effective date hereo%

shall be considered as ﬁinaigenous gas"}

All such indigenous gas
S——— - -

O ————— T
shall be apportioned to\theftracts within 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 3Section 4 shall be subject to royalty at the rate specified

in the respective leases. The production of all indigenous gas shall

ve pursuant to such conditions and formulas as may be prescribed or ' -
approved by the Supervisor of the Geological Survey and the Commissioner

of Public Lands of the State of New Mexico.
\

\

SECTICN 8: Llano agrees to pay the Unitéd States an injection
fee of $.0025 per MCF and a withdrawal fee of $.0]1 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 guarter; provided, however, that nc withdrawal fee shall
be requiredon withdrawn gas considered to be indigenous reservoir gas.
‘Such quarterly injection and withdrawals fees shéll be paid on ox before
30 days after the énd of each calendar gquarter. Llanc further égrees
to pay an advance annual storage fee of $640.00. Such payment repre-
sents a fee of $1.00 perlacre 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 end of
successive 10 year periods thereafter. 1In 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 and storage fges at the prior rates shall continue and
Llano 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 from the surface of the federal lands at the

termination of this agrezement shall become thie 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 cocantinue to
viclate any of the terms, conditions or provisions of this agreement
for more than 30 days after receipt by Llano of notice of such vio-—
lation by registered or certified mail frxom the United States.

SECTION 10: In connection with the peiformance of work under
this agreement, Llano agreass to comply with all the provisions of
‘Section 202 (1) to (7) inclusive, of Executive Order 11246 (30 F.R.
12319) as amended, which are hereby incorporated Sy reference in
this agreement.

SECTION 11: Llano agreés to keep open at all reasonable times
for theins#ection of any duly authorized officer of the United States,
the premises covered hereby and all wells, improvements, machinexy
ané fixtures thereon, and all books, accounts, meter charts ané recoxrds
<§ertaining to operaﬁions hereunder or the payments hereiﬁ prévidéd.

SECTION 12: It is understood and agreed that the United States
expressly reserves the right to utilize the surface, lease, sell or
d%herwise 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-
safy for the use of Llano in the injecting, storing and removing of
gas therefrom.

SECTION 13. It is also further agreed that no member of or
delégate to Congress or resident commissioner after his election or {;
appointment or either before or after he has gqualified and during J
his contipuance in cffice, and that no officer, agent or employee of i
the Department of the Interior shall be admitted to any share or part
in this agreement or derivé any benefit that may arise therefrom,

and the pravisions 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, Titlel8 U. 5. Code, relating to contracts, enter into and

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



SECTION 14: It is further covenanted and agreed that each
obligation hereunder shall extend to and be binding upon and every
benefit hereof shall inure to, the successors or assigns of the
respective parties hereto.

IN WITNESS WHEREOF, the United States, acting by énd throggh
the Secretafy of the Interior, and Llano by its president and.secrétary,
hae executed the foregoing instrument and said Llano has caused its
corporate seal to be affixed on ghe date of execution. _

THE UNITED STATES OF AMERICA

Kd vl

. ‘ _ _ Secretary of the Interior

st O]
% w

PRy JLU PrSF dent
i

STATE OF NEW MEXICO

)
: S8
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this 25,

day éf February, 1976 by &)Q?LQJLJL QQ xééL&iAA "

President of Llans, Inc., a New Mexico corporatlon, on behalf of said
corporaticn.
¥y Commission Expires: jb

Notary Public



AMENDIMENT TO THE AGREEMEN
FOR SUBSURFACE STORAGE OF GAS, MORRCW 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, Morrow Formation, Grama Ridge Area, Lea County, New Mexico, Agreement Ho.

14-08-0001-14277. This amendment is made and entered into as of this __i5th

day of April 1981 , with an effective date of lst 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

place of business is Hobbs, New Mexico, hereinafter referred to as "Llano”.

WHEREAS, there exists an Agreement For Subsurface Storage of Gas,
Morrow Formation, Grama Ridge Area, Lea County, Mew Mexico, Agreement Mo.
-14-08-0001-14277, made and entered into as of the 24th day of November, 1975, _
with an effective date of the lst of November, 1975, by and betwsen the United
—_—

States of America, acting by and through the Secretary of Interior, and tlano,
I"‘_—/‘—_——“

Inc., a New Mexico corporation, hereinafter the "Storage Agreement”, and
—_— =

WHEREAS, Llano is the unit cperator under the Unit Agresment For The
Operation Of The Grama Ridge Morrow Unit Area covering all of Sections 33 and

§£¢ T21S, R34E, and all of Section 3, T22S, R34E, Lea County, New Mexico, which

are lands of the State of New Mexico, and which said Agreement was approved by
the Commissioner of Public Lands of the State of New Mexico on August 27, 1373,
as amended by Amendment dated September 1, 1976, to include the above referenced

Section 33, and

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, R34E, was added to the Grama Ridgs Morrow
Unit Area by approval through the Secretary of Interior of the Agreement For

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

WHEREAS, Section 4 of the Storage Agresiment provides, among other
things, that the Cioracz Agrezmant may be amended %o include cther lands and

formzlions to the gas storage reservoir arez, subject to the same tevws and

-

-



conditions then applicable fo thé lands and formations previously committed to
the Storage Agreement, i Lianu demonstrates to the satisfaction of the Deputy
Conservation Manager, Uil ¢ Gas, United States Genlonical Survey that stored

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

stored gas is expanding teyond the limits of the gas storage reservoir area.

WHEREAS, Llaao is the owner and holder of the following oil and gas
leases embracing lands of the United States issued under the iineral Leasing

Act of 1920 as amended:

a. 01l and gas lease effective April 1, 1958, bearing serial number
Ni-033312 covering the W3 and SEY of Section 10, T22S, R34E, and containing 480

acres, more or less,

b. 011 and gas lease effective April 1, 1960, bearing serial number
N1-049943 covering the NE% of Section 10, 7225, R34E, and containing 160 acres,

more or less.

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

formation lcoated in the SEYRNWY% of Section 10, known as the Llano-Government "A"

——

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

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

Gas in accordance with Section 4 of the original Agreement.

ggl

WHEREAS, Llano acgquired the interest of The Superior 01} Company in
the Governmant "A" No. 1 well effective February 1, 1378, said well being dedi-
cated to interstate commerce by Contract dated June 13, 1966, between The Superior
0i1 Cempany and Philiips Petroleum Company and Contract dated August 31, 19€4,
between Phillips Petrcleum Coméany and £1 Paso !atural Gas Commany. Subsequent
to the acquisition ¢f the Government “A" No. 1 well, Llano, through geclogical
and reservoir studies, determined that the well, which procuces from the Merro f?’

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

Llano, with the desira to acéﬁﬁhe Section 10 acreage to the unit ares, then Til€. D
an application with the Fedeval Fnergy Ragulatory Comnission, Docket Mo. CI 79-
pursuant to Secticn 7 {b) ef the Yatural Gas Act and Sactiens 157.30 and 250.7
FERC requlations, recuasting permission to abandor sale of gas to Phillips

Potroleun Company. ints intorstote commerce. Said

e d aenlication was aparoved by



Order issued Octobef 29, 1879, by the FERC, hereinafter “FERC Order", subject
to the sLjpu]ations that the remaining recoverablie reserves of 413 MMCF of gas
{at 15.02%5 psia) as of September 1, 1978, shall be delivered to Phillips from
the Government "A" No. 1 well or from the Grama Ridge Storage Prgject 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 ;ﬁg\zsservoir through any wells located on
\_____M_—/‘M’ -

the Grama Ridge Unit Area or on §éction 33,xTownsh1p 21,§qyth, Range 34 East, or

. \\_;:::5"Aq :
Section 4, Township 22 South, Range 34 East, or Section 10, Township 22 South,
< ; ' —————

Range_}ﬁ;East, during each calendar quarter; prVTEEHT‘RéQever, that no with-
drawal fee shall be required on withdrawn gas considered to be indiqenoué reseyr-
'0ir gas. Such quarterly injection and withdrawal fees shall be paid on or
pefore 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 rep%esents a

fee of $1.00 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 tD prepay the royalty due on the balance of
the 413 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 to be based on the gas.price as set forth in the FERC Qrder.

SECTION 3: A1l other provisions of the Agreement For Subsurface Storage
0f Gas, Morrow Formation, Grama Ridge Area, Lea County, New Mexico, No.

14-08-0001- 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 Secretary-Treasurer,
have executed the foregoing instrument and Llano has caused its corporate seal

to be affixed on the date of execution.

THE UNITED STATES OF AMERICA

By ﬂ""l QA /()L/ AUG~1% et

Acting Secretary of the Interior

CATTESFn, - LLAND, INC.

Pfesident

By ! J-),L,-/‘ iz -~ arnl i~
\ /,7-



STATE OF NEW MEXICO )
) SS
COUNTY OF LFA )

The foregoing instrument was acknowledged before me this és’ 7

day of /4:2;:;4;;/ , 1981, by Donald L. Garey , President
A .

of’ L]ano, Inc,, a Mew Mexico corporation, on behalf of said corporation.

“..:._; - ’ j —-—._«.y\/ //(4”;47‘/4/‘4@

BTEE TJ:: v Notary Public

My Commmssnon Expires

P8

. JGJ



