AGREEMENT FOR SUBSURFACE
. STORAGE OF GAS, ;MORROW
FORMATION , .GRAMA-RIDGE. AREA,

-~ LEA COUNTY, NEW MEXICO

No. M~ op- oool~t4z_“r‘1

THLS AGREZMENT made and entered into as of the 9_2_/_7 /8ay of
‘November, 1975 with an effective date as Of the lst day of Rovember
1975, by and between the United States of America, acting by and’
through the aecretary of Interlor herelnafter referr@d to as the

*united States”, and Llano, Inc., a New W~y1co corporatlon with
offices at Hobbs, New,Mezlco,

hereinafter referred to as “Llano".

WITSESSETH:

WHEREAS, Llano is the Unit Opérator of the Grama Ridge Morrow

Unit Agreement qoveripg all of Section 34, Township 21 Soukh, Range

34 East and all of Section 3, Township 22 South, Range 34 Easit, 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 Maxice'dﬁjAugust 27, 1973 and which was entexed

- — . -

sLoLage purposes, which

1to for secondary recovary and gas is permitted

under Wew Ma2xico statukas,; and
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WHEREAS, Llano is the operator of Federal GR-4 No. 1 gas

well producing from the Morrow formation located in the SE%SE%NU% .

a
Py

Section 4, Township 22 South, Range 34 East, being a part—of the
lands hereinabove described, and said well had reached its eccnomic

limit prior to the time gas was first injected into the wells on the

Grama Ridge Morrow Unit Area, and

. WHHREAS, 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 Secticn 33, Township

21 South, Range 34 East, except the SW4NEY% of said Section, which

ijs fee land and the minerals underlying said 40 acres are owned 32.37%

by LBM Cattle Company, Inc. and 67.63% by Merchant Livestock.Company,

and

WHTEREAS, Llano is the operator of a

gas well producing from

the Morrow formation located in the NWXSE% Section 33, known as the

South Wilson Deep Unit Neo. 1 well, and

WHEREAS, it 1s believed that the Morrow gas reservoix into
shich gas is being injectad in the wells on the Grama Ridge Morrow
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into a separate agreement with

P

the Ccmmissioner of State2 of New Mexico for the

o

subsurface storage of gas underlying said Secition 33 which will be

supplemental to the storage cf gas under and pursuant to the Grama
Xlige Jderzow Snit AgTraamenc, and
WHEREAS, Llzano is desirous 25 util otet
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byi;hc subsuxface gas siorage agreemant\vhlch ©lano provores

‘nto with the Commissioner of Peblic Lands of the State of Rew Mexico
:overing portions of Section 33, Township 21 South, Range 34 kast, and
MIEREAS, Llanco desires to store said gas under Section 4 in

the vertical intexrval Efﬁgggn 12,778 feet and 13,255 feet below the

54

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

LSS

Gawma Ray-Sonic Log in connection with the Federal GR-4 No. 1 well
‘_,_( .

hereinafter referred te as the "gas storage rescrv0lr area®™ and

WHEREAS, the hlneral Leasing Act as awmended (hlneral L°a51ng

Act Revision of 1960) prov1des that: - A : S .

"rhe Secretary of the Inuerlor, to avoid waste .
or to promote conservation of natural resources, - o -
may authorize the subsurface storage of oil or .
gas, wvhether ox not produced from federally owned

. lands, in lands leased or subject to leaso under
this Act"

NOW, 'CHEREFORE, it is mutnally agreed as follows: ;
SECTICN 1: The United Stztes, in consideration of the condi-—

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

mathorize the exclusive use by Llano of the gas storage reservoir area

or underground gas storage purposes and does hereby exclusively

pe

cas as it shall, in i:s solz discdraztion, deem advisable. The United
L s

States dces hereby author ze Llano to enter upon the sur acg of the

i o~ —

.sald gas storage reservoir arsa to the extent that said surface is

by Lno anLOJ States for the purpose of injecting cas ints sald
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storage reservoir area to the eztent that such woxll zhall be approved

by the 011 and Gas Supervisof of the Uuited States Geological Survey

as necessary or incident to the rights granted to Llano pursuant to

this agrecement. Llano agrees to conduct .2ll operations hercin

avthorized for the lands subject to this, agreewment in accordance with

the 01l and Gas Operating Regulations generally applicable to federally

ownaed lands (30 CFR 221). Subject to any necessafy protection OF

environmental values as determined by the Supervisor, the United

States does hereby authorize Llano to construct, install, ﬁaintain,

and remove structures, pipelines, casing, drips, valves and othexr

s

appliances necessary, useful or‘convenient for the purpose of thiA
agreemenﬁ- . | o

'SECTION 3: This agreement shall xemain iq force and effeact
for a period of five years and so long thereﬁfter as Llanc shall
céntinue to use the lands for underground gas storage purposes uﬁlcsa

sooner terminated as provided in Section 9@ hereof, and the leasgs

hareinabove described shall be and are herzby extended for the life J(:
£ this agreemant. : : ’
SECTIO& 4: Nptb}pg in this agreement shall he coystrued'ag
limifing the <ighi oI the -1l and gas lesse2 oo w2 .nguish at za
slima b 2nd oyos l2ig: I2S2C1lag 2.l oI pars ol ozrhe larnds cizher
A‘\\\"——-—a

Should a federal lease covering lands within the gas storage

res2rvoir area be relinquished the Tnited States reserves the right

B

e ————

.foissus a new lease or leases thersfor, subject to the conditien

that the Morrow formation shall ke oxwcluadesd Zrcw -2 ) -

SITW OTUICL me Liase oxn j74\
leases and -provided further 3 : =3 :

-

shall be done in a good and

=353 cf 3a3 out of the Morrow formation undexldng =h:




If Llano demonsltrates to the satisfaction of the Area 0il
and Gas Supervisor of the United States Geological Survey that storcd
gas iy migrating from the Morrow formation to other formations ox

hat stored gas is expanding beyond thc lirits of the gas

o

storags

roservoir area, then with the concurrence of the afoCCLd lessees

(if other than Llano) under outstanding oil and gas leases covering

such lands and/ox formations, this agrecement may be amended to inclugde

sucnh ldnds and/or format 1ons subjecL to the same texms and condxtlono

+then applicable to the lands and formatlons prev;ously commlt ted to

A agreemant. ) ‘ . i

In £he event that it should be determiﬁed thatvlandg and

formations subject to this agreement are 1.» longer needed for the purpos

herein stated, said lands may be eliminated from the gas storage resex—

volr area by filing a requect and supporting cy040glo and engmncerlng

{1;

ata, with a SUgg st;d effective date, with the Arua il Qnd Gas Sup=

visor.

ECTION 5: All stored gas shall be measured whan injected

nto and withdrawn fcom storage, and a record thereof shall be kept.

United States on or Thirty days
T2oo= oSZalemEnt oY Lo 3nCwing cthe
imiz oand wizhdrawn rxzom sald gas siuorage

withdrawn each quarter shall be caomputed
5.025 pounds per square inch absolute and
degrees Fahrenheit, ragar3dlasi: ~7 =

which the gas was actually measured.
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{a) To furnish forthwith, and maintain at all times thereafter,

as may be required by the United States, a bond in the peénal sum of

$15,000.00 with approved corporate surety, conditioned upen compliance

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
guarantee compliance with the terms of this
SECTION 7: As of the effective date

economically recoverable reserves of native

the United States to
agreement.
of this agreement, the

naturai {(primary) gas

to 500 psi shut-in tubing pressuré remaining in that part of the

reservoir underlying Section 4 was zexro (0) MCF.

Magv 11975

date of this agreement L

As of the effective
lano had injected ainet total of 4,861,773 MCF
of extraneous gas intoc the wells on the Grama Riége Morrow Unit. For
the purposes of this agreement it is assumed that 1/4 of ﬁaid net
injeéted gas has migrated to that porticon of the reservoir underlying
Saction 4 and therefore Llano agrees to pay to the United States upon
. 3

execution of this agresment for its [(lessor's) share as royalty a

lumr sum of $27,885.57.

Twenty-five percent cf the previously

=
(=)

injected gas referred to

above 1is economicallyv recoverabls the

Sreom
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hereof shall be

considexred
prioxr to such date.
For the purposes hersaof,

"extraneous gas" shall mean the total

zas 1in to Q£~§;t3: the gifiective date herect
shall ne considerad as "iInmdigencus gas". ALl such iadigencus gas
3ial. se zZpocroicned o the gas storage project in
the szame rxZiz as the i



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 indigencus gas shall

pe 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.
\

SECTION 8: Llano agrees to pay the Unit;d States an iﬂjection
fea 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 requiredon withdrawn gas considered to be indigenous reservoir gas.
‘Such quarterly injection and withdrawals fees shéll 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 $640.00. Such payment repre-
sents a fee of $1.00 per'acre and shall be paid not later than 30 days
after the ffective date hereof and on each subseqguent anniversary date.

SECTION 9 (a): The amount of the injection, wi

it
f
4

awal and

sut in Sectlion 3 her=of shall

ilures o
reanegotlate new fzes on terms mutually acceptable to both garties,
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 vears fr-om gsuch Iz= z

in which o complete the withdrawal cf gas and to ram

I
i

the zad of which zeriod this agreement shall
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(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, conditions or provisions of this agreement
for more than 30 days after receipt by Llano of notice of suchrvio—
lation by registered or certified mail from the United States.

SECTION,IO:‘ In connection with the pefformance of work underx
this agreement, Llaﬁo agreas to cbmply with all the provisions of
‘Section 202 (1) to (7) ig;lusive, of Executive Order 11246 (30 F.R.
12319) as amended, which are hereby incorporated By reference in
this agreement.

SECTION 1l: Llano agrees to keep open at all reasonable times

for theinsbection of any duly authorized officer cf the United States,

the premises ccovered hereby and all wells, improvements, machinery

and fixtures thereon, and all books, accounts, meter charts and recoxds

‘perta2ining to operations hereunder or the payments herein provided.

SECTION 12: It is understood and agreed that the United States

expressly reserves the right to utilize the surface, lease, scll or

otherwise dispose of, the surface of any of the above described lands

so far as sald surface is owned by the United States and is not neces-—

in the in¢
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delegate to Congress or resident commissioner after his eslection or p
A

appointment or either before or after he has gualified and during j

his continuvance in office, and that no officer, agent or employee of

the Department of the Interior shall be admitted to any share or vart

ia wni- agrzement or derive any peneili thac may arise therxaefrom,
and the gravizicas o Section 2711 5 the Revised Statutes of the
United States, as amended 41 J.8.2. S=c. 22! and Secctlons 431, 432
and 422, Tizl2ldy M. T Todée . r=lniinT ot
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SECTION l4: It is fﬁrther covenanted and agreced that each
cbligation hereunder shall extend to and be binding upon and every
benefit hereof shall inure to, the sdccessoré or assigns of the
respective parties hereto.

IN WITNESS WHEREOF, the United States, acting by énd throﬁgh
the Secfetafy of tﬁe Intexior, and Llano by its president and.secrétary,
hae executed the foregoing instrument and said Llanoc has caused its
corporate seal to be affixed on the date of execution.

THE UNITED STATES OF AMERICA

y Kw é»»‘«z\zgm

) ) _ Secretary of the Interior

b

IR il ) ?rw President ——

STATE OF NEW MEXICO )
: SS
COUNTY OF LEA )

i~

The foregoing instrument was acknowledged before me this 25

day of February, 1976 by [&\[}-Agﬂdé_ f {{QJM ;

Sresidant of Llarn», Zac.. a New ¥exico vcr;c‘:a‘_;cn« on mehall o zald
corpovatisn
{
-7,
vy Commission Zxpiras AlGrc e md,gzu
(\"\r)[d e, 19978 Notary Pubiic
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AMENDMENT TO THE AGREEMENT
FOR SUBSURFACE STORAGE OF GAS, MORROW FORIMATION,
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 liexico, Agreement No.
14-08-0001- 14277, This amendment is made and entered into as of this _1sth

day of  April 1381 , with an effective date of Ist day

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

acting by and through the Secretary of .the Interier, hereinafter .referred to as .

the “United States", and Llano, Inc., a New Mexico corperation 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, MNew Mexico, Agrzement No.
14-08-0001-14277, made and entavad into as of the 24th day of November, 1975,

with an effective date of the 1st of Hovember, 1975, by and between the United
—_—

States of America, acting by and through the Secretary of I[nterier, and Llano,
P

Inc., a3 Mew Maxico corporation, hersinafter the "Storage Agreement", and
pata b A

WHEREAS, Llano is the unit operator undar the Unit Agresment For The

A~ o= N o N ammsx D (R ~ \ N e ~ a I «3Aanc 27 ~
Jcerzzion 37 The 3rama AT iR Movrow Untl Arez cZowariag ozt o7 3sciions 23 and

- T —
W T2 R3dE, = ne 3 3T feotion B0 TITS L REAT 0 a3 lsunTu ey MexiIn. antIn
e . e -
[ a AT - < - = N PRI - - - Vs - T =P I)
= ing: a2 LliT2 2 S 2NTID. An: 03 Io=gyeamanT oy ALnrowea Ty

lne Commissioner of Fuciic Lanas OF Lne State oF dew Mexico on Augqust 27, 1973,
ac 3amznded by Amendment dztad Septamper i, 197%

Section 32, and

FURTHER, sucn Unii Agrezament Jrovides Tgr secondarv rzcovery and g3s

$T0rage Sursosas, a.. OF whign 13 Dermiiiog Lnqer hew Hexics statutes, and

, 20 include zhe above refarenced
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zonditions then applicable to thé lands and formations previously comaritted to
the Storage Agreement, if Llanu demonstrates tﬁ the satisfaction of the Deputy
Conservation Manager, Uil ¢ Gas, United States Genlonical Survey that stored

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

stored gas is expanding beyond the limits of the'gas storage reservoir area.

WHEREAS, Llano 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 1920 as amanded:

a. 011 and gas lease effective April 1, 1958, bearing serial number
M4-033312 covering the W& and SE4 of Section 10, T22S, R34E, and containing 480

acres, more or less.

5. 011 and gas Jease effective April 1, 1960, bearing serial number

AL A

NM4-04994Z covering the NEj of Section 10, 7223, R34E, and containing 150 acras,

more or Jess.

WHEREAS, Llano is the operator of a gas well preducing from tha Morrow
formation lcoated in the SELNW: of Section 10, known as the Llanc-Government “"A"
——————— ™

No. 1, through this zmendment, desires to add the Liano-Government "A" Mo. 1 wel)

g Tne SubsurTaca Iutrage o

AREREAS, Clanc ac3uired tne iatarast of The Superiar Jit Comgany n

the Governmant

cated To intarstate commerca by lontract dated June 12, 1986, between The Superior

ILLEGIBLE
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Order issued Octobef 29, 1979, by ﬁhe FERC, hereinafter "FERC Order", subject
Ito the s;jpu]ations that the remaining récoverabie reserves of 413 MMCF of gas
(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
sﬁa]l 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 ;Qg\:sservoir through any wells located on
\ﬂm" - R

the Grama Ridge Unit Area or on Séétion 33,,Township 21 South, Range 34 East, or
N—— =

Section 4, Township 22 South, Range 34 East, or'Section 10, Township 22 South,
S— ——

Range 34.East, during each calendar quarter; prVTﬁéa:ERowever, that no with-

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

vefore 30 days after the end of sach calendar quarter. Llano further agress

TooZéy iIn 3QYanc2 innué . sulivage Tee o7 ST ,220.3C.  Such cCeyment ragresanis a
R T otze oscvroxnloInz 2 3atiosct aizcoocnes 0 oags:o3ThEr oTne rTTEI-
iu2 lall @027 EnG 20 2300 futsedquent anniversary Jdeta thersatiac

SECTION 2: Llano agr2es to prepay the royalty due on the balancz of
A7

the 413 MMCF remaining recoverable reserves which have not been produced from

tha Sovernment "A" . 1 well as of the effective date of this Amendment, such

varzmant S ma Nieas ma mhg mme mwdma Az ot Taamts e mhma T ONvdga
SEITICN T AT sther orovisizns o7 the Agramement o Subsurface 3torage
-~ e - - “ - <~ ~ooa 34 ! ’ - ~ - o
07 Gag. Merrow rormation. Trama tdaee Area. L2z County. Mew Mavico, Moo
N2 ~ [ Sl

PSR T T D R LI =TT IR TESaer-th
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IN WITMESS WHEREOF, the United.States; acting by and through the
Secretary of the Interior, and Llano, by its President and Secrstary-Treasurer,
have executed the foregeing instrument and Llano has caused its corporate seal

to be affixed on the date of execution.

THE UNITED STATES OF AMERICA

By 4«,&( @ /QLA{ AUG- 17 ‘n_:a;

Acting Secretary of the [nterior

| ATTEST., - LLANO, INC.

M/By /@uﬁ w
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STATE OF NEW MEXICO )
) 5S
COUNTY OF LEA )

The foregoing instrument was acknowledged before me this (G

day of /f:2:;45;[. , 1981, by Donald L. Garey , President
> '

of'Llano, Inc., a Mew Mexico corporation, on behalf of said corporation.

. LA Rd
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e : \‘L/ 1...,,__)\/ //(,(7,“7./.“1@
B G : ;

Notary Public
My Cbﬁ@issicnfki§i¥eé:‘ - o
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