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THIS AGREEMENT entered i n t o as of the 25th day o f A p r i l , 

1973 by and between the p a r t i e s s u b s c r i b i n g , r a t i f y i n g or consenting 

h e r e t o , and h e r e i n r e f e r r e d to as the " p a r t i e s h e r e t o " . 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto are the owners o f working, r o y a l t y 

or o t h e r o i l o r gas i n t e r e s t s i n the u n i t area s u b j e c t t o t h i s agree

ment; and 

WHEREAS, the Commissioner of P u b l i c Lands o f the Sta t e of 

New Mexico ( h e r e i n a f t e r r e f e r r e d t o as "Commissioner") i s a u t h o r i z e d 

by law t o consent t o and approve the o p e r a t i o n of s t a t e lands under 

agreements made by lessees o f s t a t e lands j o i n t l y o r s e v e r a l l y w i t h 

o t h e r lessees where such agreements p r o v i d e f o r t h e u n i t o p e r a t i o n 

o f p a r t o f or a l l o f any o i l or gas p o o l , f i e l d or area (Section 

7-11-39, 7-11-40 N.M.S.A. 1953 Comp.); and 

WHEREAS, the Commissioner o f P u b l i c Lands o f the State o f 

New Mexico i s a u t h o r i z e d by law t o amend w i t h the approval o f lessee, 

evidenced by lessee's e x e c u t i o n o f such agreement or o t h e r w i s e , any 

o i l and gas lease embracing s t a t e lands so t h a t the l e n g t h o f the 

term of s a i d lease may c o i n c i d e w i t h t he term of such agreement f o r 

the u n i t o p e r a t i o n o f p a r t or a l l o f any o i l or gas p o o l , f i e l d or 

area (Section 7-11-41 N.M.S.A. 1953 Comp.); and 

WHEREAS, the O i l Conservation Commission of the Sta t e o f New 

Mexico ( h e r e i n a f t e r r e f e r r e d t o as "Commission") i s a u t h o r i z e d by 

law t o approve t h i s agreement and the conse r v a t i o n p r o v i s i o n s t h e r e o f 

( A r t . 3, Chap. 65, V o l . 9, Par t 2 N.M.S.A. 1953 Comp.); and 

WHEREAS, the p a r t i e s hereto h o l d s u f f i c i e n t i n t e r e s t i n the 

Grama Ridge Morrow U n i t Area covering the lands h e r e i n a f t e r described 
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t o give reasonably e f f e c t i v e c o n t r o l o f oper a t i o n s t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto t o conserve 

n a t u r a l resources, prevent waste, s t o r e gas and secure o t h e r b e n e f i t s 

o b t a i n a b l e throuqh development and o p e r a t i o n of the area s u b j e c t t o 

t h i s agreement under the terms and c o n d i t i o n s and l i m i t a t i o n s h e r e i n 

set f o r t h . 

NOW, THEREFORE, i n c o n s i d e r a t i o n of the premises and the pro

mises h e r e i n contained, the p a r t i e s hereto commit t o t h i s agreement 

t h e i r r e s p e c t i v e i n t e r e s t s i n the below d e f i n e d u n i t area, and agree 

s e v e r a l l y among themselves as f o l l o w s : 

1. UNIT AREA: The f o l l o w i n g described land i s hereby d e s i g 

nated and recognized as c o n s t i t u t i n g the u n i t area: 

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

Section 34 - A l l 

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

Section 3 - A l l 

c o n t a i n i n g 12 37.16 acres, more or l e s s . 

E x h i b i t "A" attac h e d hereto i s a map showing the u n i t area 

and the boundaries and i d e n t i t y o f t r a c t s and leases i n s a i d area t o 

the e x t e n t known t o the u n i t o perator. E x h i b i t "B" attached h e r e t o 

i s a schedule showing t o the e x t e n t known t o the u n i t o p e r a t o r the 

acreage, percentage and k i n d o f ownership of o i l and gas i n t e r e s t s 

i n a l l lands i n the u n i t area. However, n o t h i n g h e r e i n o r i n s a i d 

schedule or map s h a l l be construed as a r e p r e s e n t a t i o n by any p a r t y 

hereto as t o the ownership o f any i n t e r e s t o t h e r than such i n t e r e s t 

o r i n t e r e s t s as are shown on s a i d map or schedule as owned by such 

p a r t y . E x h i b i t s "A" and "B" s h a l l be re v i s e d by the u n i t o p e r a t o r 

whenever changes i n ownership i n the u n i t area render such r e v i s i o n s 

necessary or when requested by the Commissioner. 

A l l land committed t o t h i s agreement s h a l l c o n s t i t u t e l a n d r e 

f e r r e d t o h e r e i n as " u n i t i z e d land" o r "land s u b j e c t t o t h i s agreement". 
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2. UNITIZED SUBSTANCES: A l l o i l , gas, n a t u r a l g a s o l i n e 

and a s s o c i a t e d f l u i d hydrocarbons i n the u n i t i z e d f o r m a t i o n as 

h e r e i n a f t e r d e f i n e d are u n i t i z e d under the terms o f t h i s agreement 

and h e r e i n are c a l l e d u n i t i z e d substances. 

3. UNITIZED FORMATION: That subsurface p o r t i o n of the u n i t 

area commonly known as the Morrow sands which i s the same zone as 

the top and bottom of which were encountered a t l o g depths o f 12,722 

f e e t and 13,208 f e e t i n the S h e l l O i l Company State GRA Well No. 1 

as shown on the Schlumberger Sonic Log - Gamma Ray Log o f s a i d w e l l 

dated J u l y 5, 1965, which s a i d w e l l i s l o c a t e d 1980 f e e t from the 

North l i n e and 660 f e e t from the west l i n e o f Sectio n 3, Township 

22 South, Range 34 East, i s u n i t i z e d under t h i s agreement and i s 

h e r e i n a f t e r r e f e r r e d t o as the " u n i t i z e d f o r m a t i o n " . 

4. UNIT OPERATOR: Llano, I n c . w i t h o f f i c e s a t Hobbs, New 

Mexico (P.O. Drawer 1320) i s hereby designated as u n i t o p e r a t o r and 

by s i g n a t u r e hereto commits t o t h i s agreement a l l i n t e r e s t i n u n i t i z e d 

substances vested i n i t as se t f o r t h on E x h i b i t "B" and agrees and 

consents t o accept the d u t i e s and o b l i g a t i o n s of u n i t o p e r a t o r f o r 

the o p e r a t i o n o f the Grama Ridge Morrow U n i t Area. Whenever re f e r e n c e 

i s made h e r e i n t o the u n i t o p e r a t o r , such reference means the u n i t 

o p e r a t o r a c t i n g i n t h a t c a p a c i t y and not as an owner o f i n t e r e s t s 

i n u n i t i z e d substances, and th e term "working i n t e r e s t owner" when 

used h e r e i n s h a l l i n c l u d e or r e f e r t o u n i t operator as the owner o f 

a working i n t e r e s t when such i n t e r e s t i s owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR: U n i t o p e r a t o r 

s h a l l have the r i g h t t o r e s i g n a t any tim e , but such r e s i g n a t i o n s h a l l 

not become e f f e c t i v e u n t i l a successor u n i t operator has been s e l e c t e d 

and approved i n the manner provided f o r i n Section 6 of t h i s agreement. 

The r e s i g n a t i o n of the u n i t operator s h a l l not release the u n i t o p e r a t o r 

from any l i a b i l i t y o r any d e f a u l t by i t hereunder o c c u r r i n g p r i o r t o 

the e f f e c t i v e date o f i t s r e s i g n a t i o n . 
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U n i t o p e r a t o r may, upon d e f a u l t or f a i l u r e i n the performance 

of i t s d u t i e s or o b l i g a t i o n s hereunder, be s u b j e c t t o removal by 

the same percentage vote of the owners of working i n t e r e s t s d e t e r 

mined i n l i k e manner as h e r e i n p r o v i d e d f o r the s e l e c t i o n of a new 

u n i t o p e r a t o r . Such removal s h a l l be e f f e c t i v e upon n o t i c e t h e r e o f 

to the Commissioner. 

The r e s i g n a t i o n or removal of the u n i t o p e r a t o r under t h i s 

agreement s h a l l not t e r m i n a t e h i s r i g h t , t i t l e or i n t e r e s t as the 

owner of a working i n t e r e s t or ot h e r i n t e r e s t i n u n i t i z e d substances, 

b u t upon the r e s i g n a t i o n or removal o f u n i t operator becoming e f f e c t i v e , 

such u n i t o p e r a t o r s h a l l d e l i v e r possession o f a l l equipment, m a t e r i a l s 

and appurtenances used i n conducting the u n i t o p e r a t i o n s and owned 

by t h e working i n t e r e s t owners t o the new d u l y q u a l i f i e d successor 

u n i t o p e r a t o r , or t o th e owners t h e r e o f i f no such new u n i t o p e r a t o r 

i s e l e c t e d , t o be used f o r the purpose o f conducting u n i t o p e r a t i o n s 

hereunder. Nothing h e r e i n s h a l l be construed as a u t h o r i z i n g removal 

o f any m a t e r i a l , equipment and appurtenances needed f o r the p r e s e r 

v a t i o n of any w e l l s . 

6. SUCCESSOR UNIT OPERATOR: Whenever the u n i t o p e r a t o r 

s h a l l r e s i g n as u n i t o p e r a t o r or s h a l l be removed as hereinabove 

p r o v i d e d , the owners o f the working i n t e r e s t s according t o t h e i r 

r e s p e c t i v e acreage i n t e r e s t s i n a l l u n i t i z e d land s h a l l by a m a j o r i t y 

vote s e l e c t a successor u n i t o p e r a t o r ; p r o v i d e d t h a t , i f a m a j o r i t y 

b u t l e s s than s e v e n t y - f i v e percent (75%) of the working i n t e r e s t s 

q u a l i f i e d t o vote i s owned by one p a r t y t o t h i s agreement, a c o n c u r r i n g 

vote o f s u f f i c i e n t a d d i t i o n a l p a r t i e s , so as t o c o n s t i t u t e i n the 

aggregate not less than s e v e n t y - f i v e percent (75%) of the t o t a l 

working i n t e r e s t s , s h a l l be r e q u i r e d to s e l e c t a new op e r a t o r . Such 

s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l (a) a u n i t o p e r a t o r so 

s e l e c t e d s h a l l accept i n w r i t i n g the d u t i e s and r e s p o n s i b i l i t i e s of 
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u n i t o p e r a t o r , and (b) the s e l e c t i o n s h a l l have been approved by 

the Commissioner. I f no successor u n i t o p e r a t o r i s s e l e c t e d and 

q u a l i f i e d as h e r e i n p r o v i d e d , the Commissioner a t h i s e l e c t i o n may 

de c l a r e t h i s u n i t agreement t e r m i n a t e d . 

7. ACCOUNTING PROVISIONS: The u n i t o p e r a t o r s h a l l pay a l l 

costs and expenses i n c u r r e d i n conducting u n i t o p e r a t i o n s hereunder. 

I n t he event the ownership o f the u n i t i z e d f o r m a t i o n should h e r e a f t e r 

be d i v i d e d or owned i n whole or i n p a r t by p a r t i e s o t h e r than u n i t 

o p e r a t o r , from and a f t e r such time u n i t o p e r a t o r s h a l l pay i n the 

f i r s t i n s t a n c e a l l costs and expenses i n c u r r e d i n conducting u n i t 

o p e r a t i o n s hereunder, and such costs and expenses and the working 

i n t e r e s t b e n e f i t s a c c r u i n g hereunder s h a l l be apportioned among the 

owners of t h e u n i t i z e d working i n t e r e s t s i n accordance w i t h an 

o p e r a t i n g agreement entered i n t o by and between the u n i t o p e r a t o r 

and the owners o f such i n t e r e s t s , whether one or more, s e p a r a t e l y 

or c o l l e c t i v e l y . Any agreement or agreements entered i n t o between 

the working i n t e r e s t owners and the u n i t operator as p r o v i d e d i n 

t h i s s e c t i o n , whether one or more, are h e r e i n r e f e r r e d t o as the 

"Operating Agreement". No such agreement s h a l l be deemed e i t h e r t o 

modify any of the terms arid c o n d i t i o n s o f t h i s u n i t agreement o r t o 

r e l i e v e t he u n i t o p e r a t o r o f any r i g h t o f o b l i g a t i o n e s t a b l i s h e d 

under t h i s u n i t agreement and i n case of any i n c o n s i s t e n c i e s o r 

c o n f l i c t between t h i s u n i t agreement and the o p e r a t i n g agreement, 

t h i s u n i t agreement s h a l l p r e v a i l . 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as 

otherwise s p e c i f i c a l l y provided h e r e i n , the e x c l u s i v e r i g h t , p r i v i 

lege and duty of e x e r c i s i n g any and a l l r i g h t s of the p a r t i e s h e r e t o 

which are necessary or convenient f o r producing, s t o r i n g , a l l o c a t i n g 

and d i s t r i b u t i n g t he u n i t i z e d substances are hereby delegated t o 

and s h a l l be exe r c i s e d by the u n i t operator as h e r e i n p r o v i d e d . 
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Acceptable evidence of t i t l e t o s a i d r i g h t s s h a l l be deposited w i t h 

s a i d u n i t o p e r a t o r and, t o g e t h e r w i t h t h i s agreement, s h a l l c o n s t i 

t u t e and d e f i n e the r i g h t s , p r i v i l e g e s and o b l i g a t i o n s of u n i t o p e r a t o r . 

Nothing h e r e i n , however, s h a l l be construed t o t r a n s f e r t i t l e t o any 

land or t o any lease or o p e r a t i n g agreement, i t being understood 

t h a t under t h i s agreement the u n i t o p e r a t o r , i n i t s c a p a c i t y as u n i t 

o p e r a t o r , s h a l l e x e r c i s e the r i g h t s of possession and use vested i n 

the p a r t i e s hereto o n l y f o r the purposes h e r e i n s p e c i f i e d . 

9. PURPOSE OF UNIT AND PLAN OF OPERATION: I t i s recognized 

and agreed by the p a r t i e s h e reto t h a t the u n i t i z e d f o r m a t i o n as t o 

a l l o f the lands s u b j e c t t o t h i s agreement i s reasonably proven t o 

be p r o d u c t i v e o f u n i t i z e d substances or necessary f o r u n i t o p e r a t i o n s 

and t h a t the o b j e c t and purpose of t h i s agreement i s t o for m u l a t e 

and p u t i n t o e f f e c t a secondary recovery and gas storage p r o j e c t 

i n o r d e r t o e f f e c t t he g r e a t e s t economic recovery o f u n i t i z e d sub

stances, prevent waste and conserve n a t u r a l resources c o n s i s t e n t w i t h 

good e n g i n e e r i n g p r a c t i c e s expected o f a prudent o p e r a t o r . The 

p a r t i e s h e r e t o agree t h a t t he u n i t operator may, s u b j e c t t o the 

approval o f a p l a n o f o p e r a t i o n by the Commissioner, i n j e c t gas 

produced from lands o t h e r than the u n i t area i n t o the u n i t i z e d forma

t i o n through t h e S h e l l O i l Company State GRA Well No. 1 l o c a t e d i n 

the SWJiNW*s S e c t i o n 3, Township 22 South, Range 34 East and the S h e l l 

S t a t e GRB Well No. 1 l o c a t e d i n the NW!jSW% Section 34, Township 21 

South, Range 34 East f o r secondary recovery and storage purposes. 

U n i t o p e r a t o r s h a l l f u r n i s h the Commissioner, between the f i r s t and 

t w e n t i e t h of each month, r e p o r t s showing the amount of gas produced 

and i n j e c t e d i n t o t he u n i t i z e d f o r m a t i o n f o r the preceding month. 

A pl a n of o p e r a t i o n s h a l l be f i l e d w i t h the Commissioner 

c o n c u r r e n t l y w i t h the f i l i n g o f t h i s u n i t agreement f o r f i n a l a p p r o v al. 

Said p l a n of o p e r a t i o n and a l l r e v i s i o n s t h e r e o f s h a l l be as complete 
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and adequate as the Commissioner may determine t o be necessary i n 

connection w i t h o p e r a t i o n s hereunder. Upon approval o f t h i s agree

ment and the aforementioned p l a n of o p e r a t i o n by the Commissioner, 

s a i d p l a n and a l l subsequently approved plans s h a l l c o n s t i t u t e the 

o p e r a t i n g o b l i g a t i o n s of the u n i t o p e r a t o r under t h i s agreement f o r 

the p e r i o d s p e c i f i e d i n the p l a n . T h e r e a f t e r , from time t o time 

before the e x p i r a t i o n of any e x i s t i n g p l a n , the u n i t o p e r a t o r s h a l l 

submit f o r approval a p l a n f o r an a d d i t i o n a l s p e c i f i e d p e r i o d o f 

o p e r a t i o n . Reasonable d i l i g e n c e s h a l l be ex e r c i s e d i n complying 

w i t h the o b l i g a t i o n s o f the approved p l a n of o p e r a t i o n . The u n i t 

o p e r a t o r s h a l l f u r n i s h t o the Commissioner, w i t h i n 30 days from the 

e x p i r a t i o n of each 6 month p e r i o d , a r e p o r t g i v i n g f u l l f a c t u r a l i n 

f o r m a t i o n as t o the manner i n which the p l a n i n e f f e c t f o r such 

p e r i o d has been c a r r i e d o u t . 

I f the u n i t o p e r a t o r should f a i l t o comply w i t h any approved 

p l a n o f o p e r a t i o n o r supplement t o or m o d i f i c a t i o n t h e r e o f , t h i s 

agreement may be te r m i n a t e d by the Commissioner; p r o v i d e d , however, 

the Commissioner s h a l l g ive n o t i c e t o the u n i t o p e r a t o r and the lessees 

of r e c o r d i n the manner p r e s c r i b e d by Section 7-11-14 N.M.S.A. 1953 

of i n t e n t i o n t o cancel because of any a l l e g e d breach of s a i d p l a n 

o f o p e r a t i o n and any d e c i s i o n entered t h e r e i n s h a l l be s u b j e c t to 

appeal i n the manner p r e s c r i b e d by Section 7-11-17 N.M.S.A. 1953; and 

pr o v i d e d f u r t h e r i n any event u n i t operator s h a l l be given a reason

able o p p o r t u n i t y a f t e r a f i n a l d e t e r m i n a t i o n w i t h i n which t o remedy 

s a i d d e f a u l t , f a i l i n g i n which t h i s agreement s h a l l be t e r m i n a t e d . 

10. TRACT PARTICIPATION: E x h i b i t "B" attached hereto shows 

the percentage of p a r t i c i p a t i o n of each o f the t r a c t s embraced by 

lea s e h o l d i n t e r e s t s which are committed t o t h i s agreement. These 

p a r t i c i p a t i o n f a c t o r s have been obtained by d i v i d i n g the number of 

acres contained i n each t r a c t by the t o t a l number o f acres contained 

i n the u n i t area. 
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The u n i t i z e d substances produced from the u n i t area s h a l l 

be a l l o c a t e d t o the r e s p e c t i v e t r a c t s as h e r e i n a f t e r s e t f o r t h i n 

accordance w i t h s a i d percentages o f p a r t i c i p a t i o n and such u n i t i z e d 

substances s h a l l be deemed t o have been produced from the r e s p e c t i v e 

t r a c t s t o which a l l o c a t e d . 

11. ALLOCATION OF PRODUCTION: 

A- PHASE I : I t i s recognized t h a t t h e r e i s s t i l l some 

primary gas and l i q u i d hydrocarbons l e f t i n the u n i t i z e d f o r m a t i o n 

u n d e r l y i n g the u n i t area which would otherwise be produced i n the 

normal producing l i f e o f the e x i s t i n g w e l l s before they reach t h e i r 

economic l i m i t upon which the s t a t e would be e n t i t l e d t o r o y a l t y . 

I t i s contemplated t h a t gas produced from lands o u t s i d e the u n i t 

area w i l l be i n j e c t e d i n t o the u n i t i z e d f o r m a t i o n f o r a considerable 

l e n g t h of time b e f o r e any app r e c i a b l e amounts of gas are withdrawn. 

The primary p r o d u c t i o n which would normally have been produced from 

May 1, 1975 t o i t s economic l i m i t has been determined by B.H.P/Z method 

based upon p r i o r p r o d u c t i o n , and E x h i b i t "C" attached hereto shows the 

r o y a l t y gas t o which the s t a t e i s e n t i t l e d . I n order t h a t the Sta t e 

o f New Mexico w i l l c o n t i nue t o r e c e i v e r o y a l t i e s on the same basi s 

as i f the e x i s t i n g w e l l s had continued normal p r o d u c t i o n u n t i l they 

reached t h e i r economic l i m i t s , t he amount of gas shown f o r the respec

t i v e months on E x h i b i t "C" s h a l l be a l l o c a t e d t o the t r a c t s i n accord

ance w i t h the percentages s e t f o r t h on E x h i b i t "B" and u n i t o p e r a t o r 

s h a l l pay t o the s t a t e r o y a l t i e s on the gas a l l o c a t e d t o the r e s p e c t i v e 

t r a c t s on the basis p r o v i d e d i n the leases covering s a i d t r a c t s e x a c t l y 

the same as i f the gas had a c t u a l l y been produced t h e r e f r o m . Such 

payments based upon the gas f o r each of the months shown on E x h i b i t 

"C" s h a l l be considered as f u l l payment t o the s t a t e f o r a l l remaining 

primary gas rese r v e s . The p e r i o d from May 1, 1973 through the months 

shown on E x h i b i t "C" s h a l l c o n s t i t u t e Phase I . 
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B. PHASE I I : I t i s contemplated t h a t a f t e r the u n i t i z e d 

f o r m a t i o n has been reasonably repressured by the i n j e c t i o n o f gas 

produced from lands o u t s i d e the u n i t area, t h e r e w i l l be w i t h d r a w a l s 

from time t o time. U n i t o p e r a t o r s h a l l i n s t a l l and at a l l times 

operate and m a i n t a i n metering equipment and o t h e r f a c i l i t i e s approved 

by the Commissioner so t h a t an accurate cumulative account can be 

kept o f t h e q u a n t i t y of gas gas as w e l l as the t o t a l number of B r i t i s h 

Thermal U n i t s i n the gas i n j e c t e d i n t o the u n i t i z e d f o r m a t i o n through 

the e x i s t i n g w e l l s . Operator s h a l l a l s o keep an accurate cumulative 

account of the t o t a l number of B r i t i s h Thermal U n i t s i n a l l gas w i t h 

drawn from the u n i t i z e d f o r m a t i o n . 

Operator s h a l l a l s o i n s t a l l , operate and m a i n t a i n a t 

a l l times t h e necessary s e p a r a t i o n equipment t o separate the gas 

from the l i q u i d hydrocarbons produced i n connection w i t h the w i t h 

drawal o f gas from the r e s p e c t i v e w e l l s , as w e l l as a l l o t h e r r e l a t e d 

equipment which may be r e q u i r e d t o t r a n s f e r a l l l i q u i d s so separated. 

Operator s h a l l cause monthly analyses by chromatograph 

or o t h e r m u t u a l l y acceptable method 6f a l l the gas i n j e c t e d i n t o or 

withdrawn from t h e r e s e r v o i r i n order t o compute the net change i n 

B r i t i s h Thermal U n i t c o n t e n t . 

Operator s h a l l pay r o y a l t i e s t o the s t a t e a t the r a t e s 

p r o v i d e d i n the r e s p e c t i v e leases on a l l l i q u i d hydrocarbons which 

are separated from the gas withdrawn and a l l o c a t e d t o the r e s p e c t i v e 

t r a c t s i n accordance w i t h the percentages o f p a r t i c i p a t i o n set f o r t h 

on E x h i b i t "B" r e g a r d l e s s of the time s a i d gas i s withdrawn. I n 

a d d i t i o n , should the t o t a l cumulative B r i t i s h Thermal Units i n the 

gas withdrawn exceed the t o t a l B r i t i s h Thermal U n i t s i n the gas 
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i n j e c t e d p l u s the pre-determined number of B r i t i s h Thermal U n i t s i n 

the remaining primary gas reserves and f o r which the s t a t e has been 

or w i l l be paid d u r i n g Phase I , then o p e r a t o r s h a l l pay r o y a l t i e s on 

sai d i n c r e a s e i n B r i t i s h Thermal U n i t s a t the p r e v a i l i n g market p r i c e 

i n Lea County, New Mexico as set by the Federal Power Commission f o r 

gas o f l i k e q u a l i t y . Payment f o r B r i t i s h Thermal U n i t enrichment 

as s e t f o r t h h e r e i n s h a l l be made on a monthly basis as the r e s u l t 

of t h e chromatograph analyses. 

I n a d d i t i o n t o t h e r e n t a l and r o y a l t y p r o v i d e d i n the leases 

c o v e r i n g t h e r e s p e c t i v e t r a c t s b eginning w i t h the f i r s t of the month 

f o l l o w i n g the end o f Phase I as shown on E x h i b i t "C" u n i t o p e r a t o r 

s h a l l pay an annual storage fee or r e n t a l of $1.00 per acre p l u s 

1/2C per thousand cubic fee o f gas withdrawn from the r e s e r v o i r , 

which s h a l l be a l l o c a t e d t o the r e s p e c t i v e leasehold i n t e r e s t s on 

the b a s i s o f the percentage o f p a r t i c i p a t i o n set f o r t h on E x h i b i t "B" 

Said storage fee or a d d i t i o n a l r e n t a l o f $1.00 per acre s h a l l be p a i d 

d u r i n g t he month o f February of each year and the 1/2C per thousand 

cu b i c f e e t f o r gas withdrawn s h a l l be based on the monthly w i t h d r a w l s 

payments t o be made i n the month f o l l o w i n g the month i n which w i t h 

drawals are made. 

A l l gas produced from the lands o u t s i d e the u n i t area and 

i n j e c t e d i n t o the u n i t i z e d f o r m a t i o n , as w e l l as a l l p r i m a r y gas i f , 

as and when produced, except f o r the payments t o ba made t o the s t a t e 

i n accordance w i t h Phase I , may be withdrawn from the u n i t i z e d forma

t i o n from time t o time r o y a l t y f r e e except as t o any enhancement i n 

value through an increase i n B r i t i s h Thermal U n i t s . N o t w i t h s t a n d i n g 

the above, r o y a l t y s h a l l be p a i d on a l l l i q u i d hydrocarbons separated 

from gas withdrawn. 

12. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The t e r m s , 

c o n d i t i o n s and p r o v i s i o n s of a l l leases, subleases, o p e r a t i n g agree

ments and ot h e r c o n t r a c t s r e l a t i n g t o the e x p l o r a t i o n , d r i l l i n g , 
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development or o p e r a t i o n f o r o i l or gas o f the lands committed t o 

t h i s agreement s h a l l , as o f the e f f e c t i v e date hereof, be and the 

same are hereby e x p r e s s l y m o d i f i e d and amended i n s o f a r as they apply 

to lands w i t h i n the u n i t i z e d area t o the e x t e n t necessary t o make 

the same conform t o the p r o v i s i o n s hereof and so t h a t the r e s p e c t i v e 

terms of s a i d leases and agreements w i l l be extended i n s o f a r as neces

sary t o c o i n c i d e w i t h the term of t h i s agreement and the approval o f 

t h i s agreement by the Commissioner and the r e s p e c t i v e lessees s h a l l 

be e f f e c t i v e t o conform the p r o v i s i o n s and extend the term of each 

such lease as t o lands w i t h i n t he u n i t i z e d area t o the p r o v i s i o n s 

and term o f t h i s agreement; but otherwise t o remain i n f u l l f o r c e and 

e f f e c t . Each lease committed t o t h i s agreement, i n s o f a r as i t a p p l i e s 

t o lands w i t h i n the u n i t i z e d area, s h a l l continue i n f o r c e beyond 

the term p r o v i d e d t h e r e i n so long as t h i s agreement remains i n e f f e c t . 

T e r m i n a t i o n o f t h i s agreement s h a l l not a f f e c t any lease which pur

suant t o the terms t h e r e o f o r any a p p l i c a b l e laws would continue i n 

f u l l f o r c e and e f f e c t t h e r e a f t e r . The continued o p e r a t i o n or p r o 

d u c t i o n o f a w e l l or w e l l s f o r u n i t i z e d substances on t h e u n i t area 

or f o r gas storage purposes s h a l l be construed and considered as the 

continued o p e r a t i o n or p r o d u c t i o n on each o f the leasehold i n t e r e s t s 

committed t o t h i s agreement and op e r a t i o n s or p r o d u c t i o n or gas storage 

pursuant t o t h i s agreement s h a l l be deemed t o be op e r a t i o n s upon and 

p r o d u c t i o n from each leasehold i n t e r e s t committed hereto and t h e r e 

s h a l l be no o b l i g a t i o n on the p a r t o f the u n i t operator or any o f the 

owners of the r e s p e c t i v e leasehold i n t e r e s t s committed hereto t o d r i l l 

o f f s e t s t o w e l l s as between the leasehold i n t e r e s t s committed t o t h i s 

agreement. 

Any lease embracing lands of the State of New Mexico having 

o n l y a p o r t i o n o f i t s lands committed hereto s h a l l be segregated as 

to the p o r t i o n committed and the p o r t i o n not committed and the terms 

of such leases s h a l l apply s e p a r a t e l y as t o such segregated p o r t i o n s 
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commencing as o f the e f f e c t i v e date hereof. N o t w i t h s t a n d i n g any 

of t he p r o v i s i o n s of t h i s agreement t o the c o n t r a r y , any lease 

embracing lands o f the State of New Mexico having o n l y a p o r t i o n of 

i t s lands committed hereto s h a l l c o n t inue i n f u l l f o r c e and e f f e c t 

beyond the term p r o v i d e d t h e r e i n as t o a l l lands embraced i n such 

lease i f o i l and gas, or e i t h e r of them, are capable of being p r o 

duced from or gas i s being s t o r e d w i t h i n some p a r t of the u n i t i z e d 

f o r m a t i o n covered by the leases committed t o t h i s agreement a t the 

e x p i r a t i o n o f the secondary term t h e r e o f . 

13. CONSERVATION: Operations hereunder and p r o d u c t i o n o f 

u n i t i z e d substances s h a l l be conducted t o p r o v i d e f o r the most 

economical and e f f i c i e n t recovery and storage of s a i d substances 

w i t h o u t waste, as d e f i n e d by or pursuant t o s t a t e laws or r e g u l a t i o n s . 

14. DRAINAGE: I n the event a w e l l or w e l l s producing o i l 

or gas i n paying q u a n t i t i e s should be brought i n on l a n d adjacent 

t o t h e u n i t area d r a i n i n g u n i t i z e d substances from the lands embraced 

t h e r e i n , u n i t o p e r a t o r s h a l l d r i l l such o f f s e t w e l l or w e l l s as a 

reasonably prudent o p e r a t o r would d r i l l under the same or s i m i l a r 

circumstances. 

15. COVENANTS RUN WITH LAND: The covenants h e r e i n s h a l l 

be construed t o be covenants r u n n i n g w i t h the land w i t h respect t o 

the i n t e r e s t s of the p a r t i e s h e r e t o and t h e i r successors i n i n t e r e s t 

u n t i l t h i s agreement t e r m i n a t e s , and any g r a n t , t r a n s f e r or con

veyance o f i n t e r e s t i n land or leases s u b j e c t hereto s h a l l be and 

hereby i s c o n d i t i o n e d upon the assumption o f a l l p r i v i l e g e s and 

o b l i g a t i o n s hereunder by the grantee, t r a n s f e r e e or ot h e r successor 

i n i n t e r e s t . No assignment or t r a n s f e r o f any working, r o y a l t y o r 

ot h e r i n t e r e s t s u b j e c t h e r e t o s h a l l be b i n d i n g upon u n i t o p e r a t o r 

u n t i l the f i r s t day of the calendar month a f t e r the u n i t o p e r a t o r 

i s f u r n i s h e d w i t h the o r i g i n a l , p h o t o s t a t i c or c e r t i f i e d copy o f 

the i n s t r u m e n t of t r a n s f e r . 
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commencing as of t h e e f f e c t i v e date hereof. N o t w i t h s t a n d i n g any 

of the p r o v i s i o n s o f t h i s agreement t o the c o n t r a r y , any lease 

embracing lands o f the Sta t e o f New Mexico having o n l y a p o r t i o n o f 

i t s lands committed h e r e t o s h a l l continue i n f u l l f o r c e and e f f e c t 

beyond the term p r o v i d e d t h e r e i n as t o a l l lands embraced i n such 

lease i f o i l and gas, or e i t h e r of them, are capable o f being p r o 

duced from or gas i s being s t o r e d w i t h i n some p a r t of the u n i t i z e d 

f o r m a t i o n covered by the leases committed t o t h i s agreement a t the 

e x p i r a t i o n o f the secondary term t h e r e o f . 

13. CONSERVATION: Operations hereunder and p r o d u c t i o n o f 

u n i t i z e d substances s h a l l be conducted t o pro v i d e f o r t h e most 

economical and e f f i c i e n t recovery and storage of s a i d substances 

w i t h o u t waste, as d e f i n e d by or pursuant t o s t a t e laws or r e g u l a t i o n s . 

14. DRAINAGE: I n the event a w e l l or w e l l s producing o i l 

or gas i n paying q u a n t i t i e s should be brought i n on l a n d adjacent 

t o t he u n i t area d r a i n i n g u n i t i z e d substances from the lands embraced 

t h e r e i n , u n i t o p e r a t o r s h a l l d r i l l such o f f s e t w e l l or w e l l s as a 

reasonably prudent o p e r a t o r would d r i l l under the same or s i m i l a r 

circumstances. 

15. COVENANTS RUN WITH LAND: The covenants h e r e i n s h a l l 

be construed t o be covenants running w i t h the land w i t h r e s p ect t o 

the i n t e r e s t s of the p a r t i e s hereto and t h e i r successors i n i n t e r e s t 

u n t i l t h i s agreement t e r m i n a t e s , and any g r a n t , t r a n s f e r or con

veyance o f i n t e r e s t i n land or leases s u b j e c t hereto s h a l l be and 

hereby i s c o n d i t i o n e d upon the assumption o f a l l p r i v i l e g e s and 

o b l i g a t i o n s hereunder by the grantee, t r a n s f e r e e or o t h e r successor 

i n i n t e r e s t . No assignment or t r a n s f e r o f any working, r o y a l t y o r 

o t h e r i n t e r e s t s u b j e c t h e r e t o s h a l l be b i n d i n g upon u n i t o p e r a t o r 

u n t i l the f i r s t day o f the calendar month a f t e r the u n i t o p e r a t o r 

i s f u r n i s h e d w i t h the o r i g i n a l , p h o t o s t a t i c or c e r t i f i e d copy of 

the i n s t r u m e n t of t r a n s f e r . 
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16. EFFECTIVE DATE AND TERM: This agreement s h a l l become 

e f f e c t i v e as o f A p r i l 25, 1973 upon approval by the Commissioner and 

s h a l l remain i n e f f e c t so long as u n i t i z e d substances are being p r o 

duced from or s t o r e d w i t h i n the u n i t i z e d f o r m a t i o n . This agreement 

may be t e r m i n a t e d a t any time by not l e s s than s e v e n t y - f i v e per cent 

(75%) on an acreage ba s i s o f the owners of working i n t e r e s t s s i g n a 

t o r y h e r e t o w i t h the approval o f the Commissioner. 

17. RATE OF PRODUCTION: A l l p r o d u c t i o n and the d i s p o s a l 

t h e r e o f s h a l l be i n c o n f o r m i t y w i t h a l l o c a t i o n s , a l l o t m e n t s and 

quotas made or f i x e d by the Commission and i n c o n f o r m i t y w i t h a l l 

a p p l i c a b l e laws and l a w f u l r e g u l a t i o n s . 

18. APPEARANCES: U n i t o p e r a t o r s h a l l , a f t e r n o t i c e t o ot h e r 

p a r t i e s a f f e c t e d , have the r i g h t t o appear f o r and on be h a l f of any 

and a l l i n t e r e s t s a f f e c t e d hereby before the Commissioner o f P u b l i c 

Lands and t h e New Mexico O i l Conservation Commission, and t o appeal 

from orders issued under the r e g u l a t i o n s of the Commissioner or Com

mi s s i o n or t o apply f o r r e l i e f from any o f s a i d r e g u l a t i o n s or i n 

any proceedings on i t s own b e h a l f r e l a t i v e t o oper a t i o n s pending 

b e f o r e the Commissioner or Commission; p r o v i d e d , however, t h a t any 

ot h e r i n t e r e s t e d p a r t y s h a l l a l s o have the r i g h t a t h i s own expense 

t o appear and t o p a r t i c i p a t e i n any such proceeding. 

19. NOTICES: A l l n o t i c e s , demands or statements r e q u i r e d 

hereunder t o be give n or rendered t o the p a r t i e s hereto s h a l l be 

deemed f u l l y g i v e n i f g i v e n i n w r i t i n g and sent by p o s t p a i d c e r t i f i e d 

m a i l , addressed t o such p a r t y o r p a r t i e s a t t h e i r r e s p e c t i v e addresses 

set f o r t h i n connection w i t h the s i g n a t u r e s hereto or t o the r a t i f i 

c a t i o n o r consent hereof or t o such o t h e r address as any such p a r t y 

may have f u r n i s h e d i n w r i t i n g t o p a r t y sending the n o t i c e , demand 

or statement. 

20. UNAVOIDABLE DELAY: A l l o b l i g a t i o n s under t h i s agreement 

r e q u i r i n g t he u n i t o p e r a t o r t o produce u n i t i z e d substances from or 
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s t o r e gas w i t h i n the u n i t i z e d f o r m a t i o n covered by t h i s agreement 

s h a l l be suspended w h i l e , but o n l y so long as, the u n i t o p e r a t o r , 

d e s p i t e the ex e r c i s e o f due care and d i l i g e n c e , i s prevented from 

complying w i t h such o b l i g a t i o n s , i n whole or i n p a r t , by s t r i k e s , 

war, acts of God, f e d e r a l , s t a t e or m u n i c i p a l law or agencies, un

avoidable a c c i d e n t s , u n c o n t r o l l a b l e delays i n t r a n s p o r t a t i o n , i n a b i l i t y 

t o o b t a i n necessary m a t e r i a l s i n open market, or other matters beyond 

the reasonable c o n t r o l o f the u n i t o p e r a t o r , whether s i m i l a r t o matters 

h e r e i n enumerated or n o t . 

21. LOSS OF TITLE: I n the event t i t l e t o any t r a c t o f u n i t i z e d 

land or s u b s t a n t i a l i n t e r e s t t h e r e i n s h a l l f a i l and the t r u e owner 

cannot be induced t o j o i n the u n i t agreement so t h a t such t r a c t i s n o t 

coiumitted t o t h i s agreement or the o p e r a t i o n t h e r e o f hereunder becomes 

i m p r a c t i c a b l e as a r e s u l t t h e r e o f , such t r a c t may be e l i m i n a t e d from 

the u n i t i z e d area, and the i n t e r e s t o f the p a r t i e s readjusted'as a 

r e s u l t o f such t r a c t being e l i m i n a t e d from the u n i t i z e d area. I n the 

event o f a d i s p u t e as t o the t i t l e t o any r o y a l t y , working or o t h e r 

i n t e r e s t s u b j e c t h e r e t o , the u n i t operator may w i t h h o l d payment o r 

d e l i v e r y cf the a l l o c a t e d p o r t i o n o f the u n i t i z e d substances i n v o l v e d 

on account t h e r e o f w i t h o u t l i a b i l i t y f o r i n t e r e s t u n t i l the d i s p u t e 

i s f i n a l l y s e t t l e d , p r o v i d e d t h a t no payment of funds due t h e Sta t e o f 

New Mexico s h a l l be w i t h h e l d . U n i t operator as such i s r e l i e v e d from 

any r e s p o n s i b i l i t y f o r any d e f e c t or f a i l u r e o f any t i t l e hereunder. 

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

fee p a i d on gas withdrawn under Section 11B s h a l l be v a l i d f o r a p e r i o d 

o f t h r e e (3) years from the e f f e c t i v e date of t h i s agreement. During 

the f i n a l year of the f i r s t t h r e e (3) year p e r i o d t h a t t h i s agreement 

i s i n fo r c e the fee set out i n Secti o n 11B s h a l l be r e - n e g o t i a t e d 

between the p a r t i e s h e r e t o , each such r e - n e g o t i a t e d r a t e t o be i n e f f e c t 

f o r the succeeding f i v e (5) year p e r i o d . I f the p a r t i e s hereto are 

unable t o agree t o r e - n e g o t i a t e d new fees s i x t y (60) days p r i o r t o the 
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e x p i r a t i o n of the f i r s t t h r e e (3) year p e r i o d and a t l e a s t s i x t y 

(60) days p r i o r to the f i r s t day of any such succeeding f i v e (5) 

year p e r i o d , payment of the fees on the basis of p r i o r r a t e s s h a l l 

c o n t i nue and t h i s agreement s h a l l t e r m i n a t e upon e x p i r a t i o n o f not 

more than two (2) years from s a i d f i r s t day ( d u r i n g which time the 

p a r t i e s h e reto may remove the metered and i n j e c t e d gas not p r e v i o u s l y 

withdrawn and equipment and f a c i l i t i e s i n s t a l l e d under t h i s agreement) 

unless d u r i n g such two (2) year p e r i o d the p a r t i e s hereto agree upon 

a r e - n e g o t i a t e d r a t e t o be e f f e c t i v e r e t r o a c t i v e l y t o s a i d f i r s t day. 

Any gas or f a c i l i t i e s n o t then removed by the t e r m i n a t i o n date s h a l l 

become the p r o p e r t y of the State of New Mexico i f i t so e l e c t s . 

23. HOLD HARMLESS CLAUSE: N o t w i t h s t a n d i n g any o f the p r o 

v i s i o n s contained h e r e i n , u n i t o p e r a t o r s h a l l save, h o l d and p r o t e c t 

the Commissioner o f P u b l i c Lands and the State o f New Mexico harmless 

from a l l claims and l i a b i l i t i e s of whatsoever k i n d , n a t u r e or d e s c r i p 

t i o n a r i s i n g from or growing out of oper a t i o n s c a r r i e d on by u n i t 

o p e r a t o r pursuant t o t h i s agreement. 

24. COUNTERPARTS: This agreement may be executed i n any 

number o f c o u n t e r p a r t s , no one o f which needs t o be executed by a l l 

p a r t i e s , o r may be r a t i f i e d o r consented t o by separate i n s t r u m e n t 

i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g h e r e t o , and s h a l l be b i n d i n g upon 

a l l those p a r t i e s who have executed such a c o u n t e r p a r t , r a t i f i c a t i o n 

o r consent hereto w i t h the same f o r c e and e f f e c t as i f a l l such p a r t i e s 

had signed the same document and regardless o f whether or not i t i s 

executed by a l l o t h e r p a r t i e s owning or c l a i m i n g an i n t e r e s t i n the 

lands w i t h i n the above described u n i t area. 

IN WITNESS WHEREOF, the undersigned p a r t i e s have caused t h i s 

agreement t o be executed as of the r e s p e c t i v e dates set f o r t h o p p o site 

t h e i r s i g n a t u r e s . 

Address : P. 0. Box 1320 

Hobbs, New Mexico 88240 
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LESSEES OF RECORD 

ATTEST: 

^/V* -..y 
- £ j t > c r e t a r y 

ATTEST: 

Ass t . S e c r e t a r y j j f 
D a t e : -) - 1 o --7 

ATTEST: 

D a t e : 
S e c r e t a r y 

A d d r e s s : p. 0. Box 1320 

GULF OIL CORPORATION 

Attorndy- i 
A d d r e s s : P. 0. Box 1150 

Midland, TX 79701 

TEXACO I N C . 

By SEE PAGE 16-A 

P r e s i d e n t 
A d d r e s s : 

Hobbs, New Mexico 88240 

(1 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF LEA ) 

The f o r e g o i n g i n s t r u m e n t was a c k n o w l e d g e d b e f o r e me t h i s 7th 
d a y o f June 1973 by R. F. Montgomery P r e s i d e n t o f 
L l a n o , I n c . , a New M e x i c o c o r p o r a t i o n , on b e h a l f o f s a i d c o r p o r a t i o n . 

My Commission Expires: ~^>4 u. . u ~J - V' it >• '/ 
October 30, 1976 N o t a r y P u b l i c / 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF LEA ) 

T h e f o r e g o i n g i n s t r u m e n t was a c k n o w l e d g e d b e f o r e me t h i s J{X* 
day o f 0^X>9<i*Jtdz 197 3 by R. F. Montgomery , President 

S . , ° t . S i * e ^ - a i n - o f I g g ^ y ' a N t w d M t x f c 5 o C O r P ° r a t i o n ' o n b e h a l f 

o f s a i d c o r p o r a t i o n . 

Commission Expires: g^ftciA^M ^ •^/AJ^LA 
(Qdfc Rotary P u b l i c / 

STATE OF TEXAS 

COUNTY OF MIDLAND ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged before me t h i s ~t\ o 
day of «at̂ _«-̂ ^ 1973 by •''' ' " ''.,./.' ':).''',•' •.' • , Attorney-in-Fact 

v of ̂ Sulf O i l C o r p o r a t i o n , a Pennsylvania c o r p o r a t i o n , on 
be h a l f o f s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : . _ 

t - A - J l S N o t a & y P u b l i c " 

( 

-16-



CONSENT AND RATIFICATION 
GRAMA RIDGE MORROW UNIT AGREEMENT 

EMBRACING LANDS IN LEA COUNTY, NEW MEXICO 

The undersigned hereby acknowledges r e c e i p t o f a copy of the 
U n i t Agreement f o r the Development and Operation o f the Grama 
Ridge Morrow U n i t Area embracing lands s i t u a t e d i n Lea County, 
New Mexico, which i s dated the 25th day o f A p r i l , 1973, and 
f u r t h e r acknowledges t h a t the undersigned i s f a m i l i a r w i t h the 
terms and c o n d i t i o n s t h e r e o f . As t o u n i t i z e d substances i n the 
u n i t i z e d f o r m a t i o n d e f i n e d i n s a i d U n i t Agreement, the undersigned 
owns no i n t e r e s t whatsoever. However, the undersigned does own 
the o f f i c i a l r e c o r d t i t l e t o an o i l and gas lease from the State 
of New Mexico as l e s s o r , which lease i s more p a r t i c u l a r l y d e s c ribed 
i n s a i d U n i t Agreement. Said lease i s s u b j e c t t o c e r t a i n o p e r a t i n g 
r i g h t s and working i n t e r e s t owned by another. The undersigned 
understands t h a t t he owner of s a i d o p e r a t i n g r i g h t s and working 
i n t e r e s t d e s i r e s t o commit the same t o s a i d U n i t Agreement. Pursuant 
to p o l i c i e s and p r a c t i c e s o f the State Land O f f i c e f o r t h e State 
of New Mexico, the Commissioner of P u b l i c Lands f o r t h e Sta t e of 
New Mexico r e q u i r e s consent and j o i n d e r o f the o f f i c a l r e c o r d 
t i t l e h o l d e r s or lessees o f r e c o r d o f State o f New Mexico o i l and 
gas leases before the Commissioner w i l l approve the above U n i t 
Agreement. I n i t s c a p a c i t y as owner o f the o f f i c i a l r e c o r d t i t l e , 
or as lessee o f r e c o r d , t o a State o f New Mexico o i l and gas lease, 
and i n t h a t c a p a c i t y o n l y , and as an accommodation t o s a i d owner o f 
o p e r a t i n g r i g h t s and working i n t e r e s t under s a i d l e a s e , t h e under
signed d e s i r e s t o consent, r a t i f y and j o i n i n the e x e c u t i o n o f s a i d 
U n i t Agreement. By these presents the undersigned does hereby 
consent t o s a i d U n i t Agreement and r a t i f i e s a l l o f the terms and 
p r o v i s i o n s t h e r e o f e x a c t l y the same as i f the undersigned had 
executed the o r i g i n a l o f s a i d U n i t Agreement, o r a c o u n t e r p a r t 
t h e r e o f , i n the undersigned's c a p a c i t y as o f f i c i a l r e c o r d t i t l e 
h o l d e r or lessee o f r e c o r d o f a State o f New Mexico o i l and gas 
lease. 

IN WITNESS WHEREOF, t h i s i n s t r u m e n t i s executed by t h e under
signed as o f the date s et f o r t h o p p o s i t e the s i g n a t u r e . 

Date: V j ^ - o ^ / / £ . / ? 7 3 TEXACO INC . _ ^ 

By: ; < 6 • • • • < : • •• •-; 

STATE OF TEXAS ) 
) 

COUNTY OF MIDLAND ) 

The (foregoing instrument was acknowledged before me this /cPzZC 
day of 1973, by SS J . S V ^ S ^ J ^ 

/ / ' o f TEXACO INC., a Delaware c o r p o r a t i o n , 
on b e h a l f of s a i d c o r p o r a t i o n . . 

Notary P u b l i c ^ ^ 7 

My Commission Ex p i r e s : 

£ - / - 7S 
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STATE OF ) 
: ss 

COUNTY OF ) 

day of . a n L r T ^ V 3 * 1 ™ 0 " be f o r e ™ t h i s _ 

p o r l t ^ n 0 I n C"' 3 

My Commission E x p i r e s : 

— Notary P u b l i c — ~ 
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A REVIEW 

FOR THE 

UNDERGROUND STORAGE OF GAS 

IN THE GRAMA RIDGE MORROW UNIT 

LEA COUNTY, NEW MEXICO 

December, 1972 
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I . INTRODUCTION 

Llano, Inc., a New Mexico Corporation with offices i n Hobbs, 

New Mexico, desires to form an underground gas storage f a c i l i t y to 

include the State GRA No. 1 and State GRB No. 1 wells i n the Morrow Sand 

Formation of the Grama Ridge Field. The object of this review i s to 

determine the f e a s i b i l i t y of storage i n the two-well area. 

I I . SUMMARY 

The Grama Ridge Field i s located i n Southeastern New Mexico 

approximately 18 miles west of the Eunice townsite (as shown i n Fig. 1). 

The f i e l d was discovered i n June, 1965 by the Shell Oil Company - Federal 

"GR" No. 4-1. The reservoir is the Morrow Sand Formation at approximately 

13,000 feet and consists of numerous sandstone members that are ir r e g u l a r l y 

interbedded with impermeable shales. Cross-sections indicate that any 

individual sand i s not continuous throughout the f i e l d and, therefore, com

munication between wells is not thought to be prevalent. The proration 

spacing is 640 acres per well. 

Areal extent of the proposed storage unit is 1280 acres, The 

effective reservoir volume under this surface area is estimated to be 13,220 

acre-feet.. Original gas-in-place was established from rate-time extrapolations. 

The reservoir was considered to be 85 percent depleted of original gas-in-place 

at abandonment. 



Cumulative equivalent gas volumes within the proposed storage 

unit are as follows: 

15,65 b i l l i o n cubic feet originally-in-place 

13,32 b i l l i o n cubic feet of recoverable gas 

13.05 b i l l i o n cubic feet cumulative (est.) to 1/1/73 

The storage system can be pressure monitored i n offset well and 

enlarged i f communication is evident. 
rr 

I I I . CONCLUSIONS 

1. The producing mechanism is by gas expansion. 

2. Ultimate primary recovery on the State GRA No. 1 and State 

GRB No. 1 is estimated at 13.32 b i l l i o n standard cubic feet of equivalent 

gas which is 85 percent of the 15.65 b i l l i o n standard cubic feet of equiva

lent gas-in-place. 

3. Remaining estimated primary production as of 1/1/73 w i l l be 

0.276 b i l l i o n standard cubic feet of equivalent gas which i s approximately 

2.17. of the recoverable 13.32 b i l l i o n standard cubic feet. 

4. The reservoir does not have s u f f i c i e n t hydrocarbons to 

support economical secondary operations. 

5. No production anomalies exist to j u s t i f y future development. 

6. Volumetric calculations show a limited reservoir. 

7. The geological interpretation shows a limited stratigraphic 

trap. 
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8. The reservoir is useable for the storage of gas i n view 

of the limited volume, depletion state and geologic nature. 

9. Pressure monitoring i n offset walls w i l l determine i f ex

pansion i s needed due to communication. 

IV. RECOMMENDATIONS 

1. Contract with the Commissioner of Public Lands for under

ground gas storage under the state area as shown outlined by Map 1(attached). 

2. U t i l i z e the interval to extend from the top of the Morrow 

Clastics to the base of the Morrow Marker Zone as shown on type log 

(Fig. 2). 

V. DISCUSSION 

Storage Area 

The proposed storage area is as shown on Map 5. 

Vertical Limits of Storage 

The v e r t i c a l interval proposed for storage u t i l i z a t i o n is from 

the top of the Morrow Clastics to the base of the bottom Marker Zone as 

shown on type log (Fig. 2). 

Performance Data 

Table No, 1 i s a summary of the data from the State GRA No. 1 



and State GRB No. 1 wells. Completion and production data was obtained 

from the Oil Conservation Commission f i l e s i n the Hobbs, New Mexico o f f i c e . 

Other data i s as follows: 

(a) Completion Sands 

(b) Equivalent Cumulative Gas Production 

(c) Equivalent Ultimate Gas Production 

(d) Calculated Flow Capacity From 4-Point Test 
tr 

Geology 

(a) Structure - As contoured on top of the Morrow Clastics, 

the area is reflecting structural r e l i e f with southwest nosing (see Map 2). 

(b) Morrow Sands - The sand development indicates five correlable 

zones between wells that vary from 0 to 60 feet i n gross thickness with 

up-structure thinning. The sands are extremely irregular and non-continuous 

i n nature and are embedded i n a shale matrix. Permeability pinch-outs occur 

with increased shaliness toward the sand/shale facies. Cross-section No. 1 

shows the five correlable zones as A, B, C, D and E. The sands i n these 

zones are perforated for the most part where test data indicated permea

b i l i t y . The sand i r r e g u l a r i t y i s apparent i n the cross-section and i t is 

thought that communication between wells is not prevalent. Fig. No. 2 i s 

a typical gamma-ray sonic log of the Morrow Formation. 

Original Gas-In-Place 

The o r i g i n a l gas-in-place under the State GRA and GRB leases 

was calculated to be 15.65 b i l l i o n standard cubic feet by considering the 

summation of the individual well rate-time production extrapolations to 
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be 85 percent of the original, gas-in-place. 

Volumetric calculations based on this o r i g i n a l gas-in-place of 

15.65 b i l l i o n cubic feet indicates an average effective pay thickness of 

10.32 feet with the parameters as shown below. 

Average Porosity 107. 

Water Saturation 207. 

Ultimate Equivalent Primary Gas 

Production 13.21 BCF 

I n i t i a l Reservoir Pressure 7500 PSI 

Reservoir Temperature 182°F 

Spacing (2 wells) 1280 Acres 

Primary Recovery 

Cumulative production to January 1, 1972 from the State GRA No. 1 

was 6,830,087 MCF of gas and 20,315 barrels of condensate and from the 

State GRB No. 1 i t was 5,777,279 MCF of gas and 23,412 barrels of condensate. 

Using an estimate of 3500 SCF/STBO the condensate production when converted 

to equivalent gas production is 0.153 BCF. Ultimate primary equivalent gas 

production has been estimated at 13.32 b i l l i o n cubic feet of gas by extra

polating the individual lease rate-time decline curve to an economic l i m i t 

of $300 per well per month. This ultimate primary gas production represents 

an empirical recovery of 85 percent of the original 15.65 b i l l i o n standard 

cubic feet of gas-in-place estimated under the State GRA and State GRB 

leases. 
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Plan of Operation 

The day to day operation of the storage f a c i l i t y w i l l depend 

on market demand and wellhead obligations. The a v a i l a b i l i t y of under

ground storage f a c i l i t y w i l l enable Llano to operate i t s pipeline system 

near 100 percent annual capacity. During low demand periods, gas i n 

excess of market requirements w i l l be injected into storage. This "stored 

gas" would then be available for use i n periods of peak demand with con

t r o l l e d d e l i v e r a b i l i t y . 

Gas w i l l be injected into the State GRA No. 1 and State GRB 

No. 1 wells after they have been converted for injection purposes. When 

there is a demand for the stored gas the injection wells w i l l become with

drawal wells u n t i l the demand is met. 

I t i s anticipated that 13 b i l l i o n cubic feet w i l l be the maximum 

storage capacity at a shut-in wellhead pressure of 6000 psi. This f a c i l i t y 

w i l l enable Llano's pipeline system to operate at or approaching a 100 

percent load factor which w i l l enable Llano to maintain a more e f f i c i e n t 

operation. 
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CERTIFICATE OF APPROVAL 

BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO 

AMENDMENT OF UNIT AGREEMENT 

GRAMA RIDGE-MORROW UNIT 

T.KA COTTMTY _ NF'J MF.XTCO 

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

The attached Amendment o f Unit Agreement was entered i n t o as of September 
1, 1976 by and between the p a r t i e s to the o r i g i n a l Unit Agreement for the purpose 
of expanding the u n i t area t o include a l l of Section 33, Township ?.) South, Range 
34 East, N.M.P.M. The Amendment also r a t i f i e s and confirms the O r i g i n a l Unit 
Agreement as amended and upon examination of said Amendment, the Commissioner 
f i n d s : 

(a) That such Amendment to t h i s Agreement w i l l 
tend to promote the conservation of o i l and 
gas and the b e t t e r u t i l i z a t i o n of re s e r v o i r 
energy i n said area. 

(b) That under the proposed amended Agreement the 
State of New Mexico w i l l receive i t s f a i r share 
of the recoverable o i l or gas i n place under 
i t s lands i n the area. 

(c) That each b e n e f i c i a r y I n s t i t u t i o n of the State 
of New Mexico w i l l rece.ive i t s f a i r and equitable 
share of the recoverable o i l and gas under i t s 
lands w i t h i n the area. 

(d) That such Agreement i s i n other respects f o r the 
best i n t e r e s t s of the State, w i t h respect to 
State lands. 

NOW, THEREFORE, by v i r t u e of the a u t h o r i t y 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, f o r the purpose of more properly conserving the o i l and gas resources of the 
State, da hereby consent t o and approve the said Amendment, and any leases embracing 
lands of the State of New Mexico w i t h i n the area s h a l l be and the same are hereby 
amended to conform w i t h the terms and conditions of said Agreement. This approval 
i s subject to a l l of the provisions of the aforesaid s t a t u t e s . 

IN WITNESS WHEREOF, t h i s C e r t i f i c a t e of Approval i s executed, w i t h seal a f f i x e d , 
t h i s 26th. day of January , 1977. 

COMMISSIONER OF PUBLIC LANDS 
Of the State o f New Mexico 



AMENDMENT TO UNIT AGREEMENT 
FOR OPERATION OF THE GRAMA 
RIDGE-MORROW UNIT AREA 
LEA COUNTY, NEW MEXICO 

THIS AMENDMENT en t e r e d i n t o as of the f i r s t day of. September, 

1976, by and between t h e p a r t i e s s u b s c r i b i n g , r a t i f y i n g o r co n s e n t i n g 

h e r e t o and h e r e i n r e f e r r e d t o as the " p a r t i e s h e r e t o " , 

WHEREAS, as o f A p r i l 25, 1973 the U n i t Agreement: for . t h e 

Op e r a t i o n o f t h e Grama Ridge-MPrrow U n i t Area was e n t e r e d i n t o by and 

between L l a n o , I n c . as u n i t o p e r a t o r and as a working i n t e r e s t owner 

and by Gulf O i l C o r p o r a t i o n and Texaco I n c . as r e c o r d t i t l e owners o f 

o i l and gas leases embracing lands i n the u n i t area, which s a i d agree

ment, was approved by the Commissioner of P u b l i c Lands o f t h e S t a t e oi: 

New Mexico, h e r e i n r e f e r r e d t o as "Commissioner", on August 27, 1973, 

and 

WHEREAS, the o r i g i n a l u n i t agreement covered a l l o f Se c t i o n 

34, Township 21 South, Range 34 East and a l l of S e c t i o n 3, Township 

22 South, Range 34 East and was entered i n t o f o r t h e purpose o f 

f o r m u l a t i n g and p u t t i n g i n t o e f f e c t a secondary re c o v e r y and gas 

st o r a g e p r o j e c t as t o the Morrow f o r m a t i o n which was u n i t i z e d under 

s a i d agreement and which i s s p e c i f i c a l l y d e f i n e d i n S e c t i o n 3 t h e r e o f , 

and 

WHEREAS, t h e u n i t o p e r a t o r has i n j e c t e d gas i n t o w e l l s 

l o c a t e d on the u n i t area which has r e s u l t e d i n a pres s u r e i n c r e a s e 

i n t h e South Wilson Deep U n i t No. 1 gas w e l l p r oducing from t h e 

u n i t i z e d f o r m a t i o n l o c a t e d i n t h e NŴ SESf Section 33, Township 21 

South, Range 34 East and has l i k e w i s e r e s u l t e d i n an i n c r e a s e i n 

pressure i n t h e Llano F e d e r a l GR-4 No. 1 Morrow gas w e l l l o c a t e d i n 

the SE%SEJ{NW?s Se c t i o n 4, Township 22 South, Range 34 East and such 

communication i n d i c a t e s t h a t s a i d w e l l s are l o c a t e d i n t h e same 

r e s e r v o i r as t h e two gas w e l l s w i t h i n the u n i t area, which w e l l s 

EXHIBIT B 



have been used f o r the i n j e c t i o n and withdrawal of g«s pursuant to 

the terms of said u n i t 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 

3 and 4, Township 22 South, Range 34 East, and 

WHEREAS, a l l of Section 33 i s owned by the State of New Mexico 

except the SWVNE*s of said section which i s fee land and the minerals 

underlying said 40 acres, subject t o the e x i s t i n g lease, cire owned. 

32.37% by Don E. Gridley and w i f e , Alice F. Gridley, John E. Bouserman 

and wife, Carol Jean Bosserman and 67.63% by The Merchant Livestock 

Company, and 

WHEREAS, a l l of Section 4, Township 22 South, Range 34 East 

i s federal land and Llano, Inc. has entered i n t o an agreement w i t h 

the United States, acting by and through the Secretary of the I n t e r i o r , 

e f f e c t i v e as of November 1, 1975 f o r the storage of gas i n the Morrow 

formation which i s u n i t i z e d under the terms of said u n i t cigreement. 

Said gas storage agreement w i t h the United States recognizes t h a t the 

gas reservoir underlies the 4 sections hereinabove r e f e r r e d t o and 

also provides t h a t a l l i n j e c t i o n and withdrawal fee3 payable to the 

United States s h a l l be based upon 1/4 of a l l gas i n j e c t e d or w i t h 

drawn from the reservoir through any wells located on the 4 sections 

above r e f e r r e d t o , and 

WHEREAS, i t i s the purpose of t h i s amendment t o expand the 

u n i t area t o include a l l of Section 33, Township 21 South, Range 34 

East so that the u n i t agreement, taken i n t o consideration w i t h the 

gas storage agreement w i t h the United States covering Section 4, w i l l 

cover the e n t i r e reservoir, and 

WHEREAS, the u n i t agreement recognized t h a t there was s t i l l 

some primary gas and l i q u i d hydrocarbons l e f t i n the u n i t i z e d forma

t i o n when the u n i t agreement was entered i n t o and said agreement pro

vided f o r the payment of r o y a l t y thereon on a monthly basis beginning 

i n May, 1974 through February, 1979 and the u n i t operator has agreed 

to pay i n f u l l a l l r o y a l t y payments provided for i n E x h i b i t "C" 
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attached t o the u n i t agreement, as w e l l as the r o y a l t y f o r the 

remaining 318,519 MCF of primary gas and the l i q u i d hydrocarbons 

a t t r i b u t a b l e thereto underlying said Section 33 (15/16 of which i s 

to be allocated t o Tract 5 and 1/16 to Tract 6 shown on E x h i b i t "B") 

so t h a t Phase I provided f o r i n Section 11(a) of t h a o r i g i n a l agree

ment w i l l no longer be applicable; and 

WHEREAS, the p a r t i e s are desirous of amending said u n i t 

agreement to provide f o r the same gas i n j e c t i o n and withdrawal fees 

(on an average basis) as are provided under the terms of the gas 

storage agreement w i t h the United States covering Section 4 33 t o 

1/4 of the gas i n j e c t e d and withdrawn from said reservoir? subject, 

however, to the r i g h t of the u n i t operator to withdraw gas previously 

i n j e c t e d from extraneous sources up t o and including August 31, 1976 

amounting to 6,727,987 MCF at a pressure base of .15.025 psia without 

payment of withdrawal fees as to any po r t i o n thereof withdrawn p r i o r 

t o March 1, 1979. 

NOW, THEREFORE, i n consideration of the premises, the p a r t i e s 

hereby mutually agree t h a t the Unit Agreement f o r the Operation of 

the Grama Ridge-Morrow Unit Area s h a l l be and i s hereby amended as 

hereinafter set f o r t h : 

1. Section 1 of the u n i t agreement i s amended as fol l o w s : 

1. UNIT AREA; The following described land i s hereby 

designated and recognized as c o n s t i t u t i n g the u n i t area: 

Township 21 South, Range 34 East, N.M.P.M. 
Section 33 - A l l 
Section 34 - A l l 

Township 22 South, Range 34 East, N.M.P.M. 
Section 3 - A l l ~~ 

containing 1,927.16 acres, more or less 

Exh i b i t "A" attached hereto i s a map showing the u n i t area 

and the boundaries and i d e n t i t y of t r a c t s and leases i n said area t o 

the extent known t o the u n i t operator. Exhibit "B" attached hereto 

i s a schedule showing t o the extent known to the u n i t operator the 

acreage, percentage and kind of ownership of o i l and gas i n t e r e s t s 
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i n a l l lands i n the u n i t area. However, nothing herein or i n ;iaid 

schedule or map s h a l l be construed as a representation by any party 

hereto as t o the ownership of any i n t e r e s t other than .such i n t e r e s t 

or i n t e r e s t s as are shown on said map or schedule as owned by such 

party. Exhibits "A" and "B" s h a l l be revised by the u n i t operator 

whenever changes i n ownership i n the u n i t area render such revisions 

necessary or when requested by the Commissioner. 

A l l land committed t o t h i s agreement s h a l l c o n s t i t u t e l.an 

r e f e r r e d to herein as "u n i t i z e d land" or "land subject t o t h i s agree

ment" . 

2. Section 9 of the u n i t agreement i s amended as follows; 

9. PURPOSE OF UNIT AND PLAN OF OPERATION: I t i s recog

nized and agreed by the parties hereto that the u n i t i z e d formation as 

to a l l of the lands subject to t h i s agreement i s reasonably proven to 

be productive of u n i t i z e d substances or necessary f o r u n i t operations 

and t h a t the object and purpose of t h i s agreement i s t o formulate 

and put i n t o e f f e c t a secondary recovery and gas storage p r o j e c t i n 

order t o e f f e c t the greatest economic recovery of u n i t i z e d substances, 

prevent waste and conserve natural resources consistent w i t h good 

engineering practices expected of a prudent operator. The p a r t i e s 

hereto agree t h a t the u n i t operator may, subject t o the approval of 

a plan c f operation by the Commissioner, i n j e c t gas produced from 

lands other than the u n i t area i n t o the u n i t i z e d formation through 

the fo l l o w i n g wells f o r secondary recovery and storage purposes: 

Shell O i l Company State GRA Well No. 1 - SŴ NWij Section 3 
Township 22 South, Range 34 East (Llano, Inc. operator) 

Shell State GRB Well No. - NŴ SW* Section 34, Township 21 
South, Range 34 East (Llano, Inc. operator) 

South Wilson Deep Unit No. 1 w e l l - NW?jSE% Section 33, 
Township 21 South, Range 34 East (Llano, Inc. operator) 

Llano Federal GR-4 No. 1 Morrow - SE?*SE!sNWV Section 4, 
Township 22 South, Range 34 East (Llano, Inc. operator) 



Unit operator s h a l l f u r n i s h the Commissioner, between the f i r s t and 

t w e n t y - f i f t h of each month, reports showing the amount of gas produced 

and i n j e c t e d i n t o the u n i t i z e d formation f o r the preceding month. 

Unit operator s h a l l have the r i g h t t o rework or recondition 

the wells now located on the u n i t area or to d r i l l a d d i t i o n a l wells 

to i n j e c t gas i n t o or produce gas from the gas storage r e s e r v o i r 

area to the extent t h a t such work s h a l l be approved by the Commissione): 

as necessary or i n c i d e n t t o the r i g h t s granted t o u n i t operator pur

suant to t h i s agreement. Unit operator s h a l l conduct a l l operations 

hereunder i n accordance w i t h a l l applicable laws and regulations and 

s h a l l comply w i t h a l l the terms and conditions of the respective 

leases. 

A plan of operation s h a l l be f i l e d with the Commissioner 

concurrently w i t h the f i l i n g of t h i s u n i t agreement f o r f i n a l approval. 

Said plan of operation and a l l revisions thereof s h a l l be as complete 

and adequate as the Commissioner may determine t o be necessary i n 

connection w i t h operations hereunder. Upon approval of t h i s agree

ment and the aforementioned plan of operation by the Commissioner, 

said plan and a l l subsequently approved plans s h a l l c o n s t i t u t e the 

operating obligations of the u n i t operator under t h i s agreement f o r 

the period specified i n the plan. Thereafter, from time t o time 

before the e x p i r a t i o n of any e x i s t i n g plan, the u n i t operator s h a l l 

submit f o r approval a plan f o r an a d d i t i o n a l specified period of 

operation. Reasonable diligence s h a l l be exercised i n complying 

w i t h the obligations of the approved plan of operation. The u n i t 

operator s h a l l f u r n i s h to the Commissioner, w i t h i n 30 days from the 

e x p i r a t i o n of each 6 month period, a report giving f u l l f a c t u a l 

information as t o the manner i n which the plan i n e f f e c t f o r such 

period has been ca r r i e d out. 

I f the u n i t operator should f a i l to comply w i t h any approved 

plan of operation or supplement to or modification thereof, t h i s 
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agreement may be t e r m i n a t e d by th e Commissioner; p r o v i d e d , Iiowever, 

t h e Commissioner s h a l l g i v e n o t i c e t o th e u n i t o p e r a t o r and t h e lessees 

o f r e c o r d i n the manner p r e s c r i b e d by S e c t i o n 7-11-14 N.M.S.A. 1953 

o f i n t e n t i o n t o cancel because o f any a l l e g e d breach o f s a i d p l a n 

o f o p e r a t i o n and any d e c i s i o n e n t e r e d t h e r e i n s h a l l be .subject t o 

appeal i n the manner p r e s c r i b e d by Se c t i o n 7-11-17 N.M.S.A. 1953; and 

p r o v i d e d , f u r t h e r , i n any event u n i t o p e r a t o r s h a l l be give n a reason

a b l e o p p o r t u n i t y a f t e r a f i n a l d e t e r m i n a t i o n w i t h i n which t o remedy 

s a i d d e f a u l t , f a i l i n g i n which t h i s agreement s h a l l be t e r m i n a t e d . 

3. S e c t i o n 10 o f th e u n i t agreement i s amended as f o l l o w s : 

10. TRACT PARTICIPATION: For th e purposes o f t h i s agree

ment "extraneous gas" s h a l l mean the t o t a l amount o f gas from o t h e r 

sources i n j e c t e d i n t o t h e r e s e r v o i r l e s s t h e amount which has been 

withdrawn. Any gas produced i n excess o f th e extraneous gas i n j e c t e d 

p r i o r t o o r a f t e r t h e e f f e c t i v e date hereof s h a l l be co n s i d e r e d as 

"indigenous gas". A l l such indigenous gas s h a l l be a p p o r t i o n e d t o 

th e t r a c t s w i t h i n t h e u n i t area i n the p r o p o r t i o n s s e t f o r t h on 

E x h i b i t "B" attac h e d h e r e t o , which i s based on the percentage t h a t 

t h e acreage covered by each t r a c t bears t o t h e t o t a l acreage w i t h i n 

t h e u n i t area. R o y a l t i e s s h a l l be p a i d t o th e S t a t e o f New Mexico 

a t t h e r a t e s p r o v i d e d i n t h e r e s p e c t i v e leases on a l l indigenous 

gas a l l o c a t e d t o such t r a c t s . 

4. S e c t i o n 11 o f th e u n i t agreement s h a l l be amended as 

f o l l o w s : 

11. GAS STORAGE — STORAGE, INJECTION AND WITHDRAWAL 

FEES: 

A. Gas Storage; I t i s contemplated t h a t t h e 

extraneous gas which has been i n j e c t e d w i l l be withdrawn from t i m e 

t o t i m e . U n i t o p e r a t o r s h a l l be under no o b l i g a t i o n t o i n j e c t o r 

withdraw any p a r t i c u l a r q u a n t i t y o f gas o t h e r than such as j . t 

i n i t s s o l e d i s c r e t i o n deems a d v i s a b l e . U n i t o p e r a t o r s h a l l i n s t a l l 

-6-



and a t a l l times operate and m a i n t a i n m e t e r i n g equipment and o t h e r 

f a c i l i t i e s approved by t h e Commissioner so t h a t an a c c u r a t e cumula

t i v e account can be kept o f the q u a n t i t y of gas, as w e l l as t h e t o t a l 

number o f B r i t i s h Thermal U n i t s i n t h e gas, i n j e c t e d i n t o the u n i t i z e d , 

f o r m a t i o n t h r o u g h t h e e x i s t i n g w e l l s . Operator s h a l l a l s o keep an 

a c c u r a t e c u m u l a t i v e account o f t h e t o t a l number of B r i t i s h Thermal 

U n i t s i n a l l gas withdrawn from t h e u n i t i z e d f o r m a t i o n . 

Operator s h a l l a l s o i n s t a l l , o perate and m a i n t a i n a t a l l 

times the necessary s e p a r a t i o n equipment t o separate t h e gas from 

the l i q u i d hydrocarbons produced i n connection w i t h t h e w i t h d r a w a l 

o f gas from t h e r e s p e c t i v e w e l l s , as w e l l as a l l o t h e r r e l a t e d e q u i p 

ment which may be r e q u i r e d t o t r a n s f e r a l l l i q u i d s so separated. 

Operator s h a l l cause monthly analyses by chromatograph o r 

o t h e r m u t u a l l y a c c e p t a b l e method o f a l l gas i n j e c t e d i n t o o r withdrawn 

from t h e r e s e r v o i r i n o r d e r t o compute the n e t change i n B r i t i s h 

Thermal U n i t c o n t e n t . 

Operator s h a l l pay r o y a l t i e s a t the r a t e s p r o v i d e d i n t h e 

r e s p e c t i v e leases on 3/4 o f a l l l i q u i d hydrocarbons which are sepa

r a t e d from t h e gas withdrawn and a l l o c a t e d t o t h e r e s p e c t i v e t r a c t s 

i n accordance w i t h t h e percentages o f p a r t i c i p a t i o n s e t f o r t h on 

E x h i b i t "B"; p r o v i d e d , however, o p e r a t o r s h a l l n o t be r e q u i r e d t o 

pay r o y a l t i e s on t h a t p o r t i o n o f a l l l i q u i d hydrocarbons which are 

separated from t h e f i r s t 318,519 MCF o f gas withdrawn subsequent 

t o t h e e f f e c t i v e date o f t h i s amendment as payment f o r such l i q u i d 

hydrocarbons has been i n c l u d e d i n the payment f o r t h e r e m a i n i n g p r i m a r y 

gas u n d e r l y i n g s a i d S e c t i o n 33 r e f e r r e d t o i n t h e preamble t o t h i s 

amendment. I n a d d i t i o n , should the t o t a l c u m u l a t i v e B r i t i s h Thermal 

U n i t s i n t h e gas withdrawn exceed t h e t o t a l B r i t i s h Thermal U n i t s i n 

the gas i n j e c t e d , t h e n o p e r a t o r s h a l l pay r o y a l t i e s on s a i d i n c r e a s e 
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i n B r i t i s h Thermal Units at the pr e v a i l i n g market price i n Lea 

County, New Mexico f o r gas of l i k e q u a l i t y . Payment f o r B r i t i s h 

Thermal Unit enrichment as set f o r t h herein s h a l l be made on an 

annual basis as determined by the cumulative chromatograph analyses. 

B. Storage, I n j e c t i o n and Withdrawal Fees: I n 

addition to the r e n t a l provided i n the leases covering the respective 

t r a c t s , f o r each year a f t e r the e f f e c t i v e date of t h i s amendment, 

u n i t operator s h a l l pay an annual storage fee of $1.00 per acre f o r 

the number of surface acres owned by the respective surface owners 

as shown on E x h i b i t "C" attached hereto. Said storage fee s h a l l be 

paid i n advance during the month of September of each year. 

As t o a l l gas in j e c t e d or withdrawn subsequent to 

the e f f e c t i v e date of t h i s amendment, u n i t operator s h a l l pay t o the 

State of New Mexico an i n j e c t i o n fee equal to 47/64 of $.00625 per 

MCF and a withdrawal fee equal to 47/64 of S.00625 per MCF on a l l 

gas i n j e c t e d or withdrawn from the reservoir through any wells located 

on the u n i t area or on Section 4, Township 22 South, Range 34 East 

during each calendar month; provided, however, no withdrawal fees 

s h a l l be required on 6,727,987 MCF a t 15.025 psia f o r gas in j e c t e d 

p r i o r to the e f f e c t i v e date of t h i s amendment i f said gas i s withdrawn 

p r i o r t o March 1, 1979. 1/64 of said i n j e c t i o n and withdrawal fees 

on a l l of the gas s h a l l be paid to Don E. Gridley and w i f e , A l i c e 

F. Gridley, John E. Bosserman and w i f e , Carol Jean Bosserman, and The 

Merchant Livestock Company i n the proportions owned by said p a r t i e s . 

A l l i n j e c t i o n and withdrawal fees s h a l l be paid during the month 

foll o w i n g the month i n which i n j e c t i o n or withdrawals are made. 

5. Section 16 of the u n i t agreement i s amended as fo l l o w s : 

16. EFFECTIVE DATE AND TERM: This amendment s h a l l become 

e f f e c t i v e as of September 1, 1976 upon approval by the Commissioner 



and s h a l l remain i n e f f e c t so long as un i t i z e d substances are being 

produced from or stored w i t h i n the u n i t i z e d formation. The u n i t 

agreement may be terminated at any ;:ime by not less than seventy-five 

(75%) percent on an acreage basis of the owners of working i n t e r e s t s 

signatory hereto w i t h the approval of the Commissioner. 

6. Section 22 of the u n i t agreement i s amended as fo l l o w s : 

22. RE-NEGOTIATION OF INJECTION AND WITHDRAWAL PEES: 

The i n j e c t i o n and withdrawal fees provided f o r i n Section 11 hereof 

s h a l l be e f f e c t i v e f o r a period of 5 years from the e f f e c t i v e date 

of t h i s amendment; provided, however, that during the 4th year of 

the f i r s t 5 year period and during Uie 4th year of each successive 

5 year period t h i s agreement i s i n force and e f f e c t said fees s h a l l 

be subject t o re-negotiation between the parties hereto so t h a t said 

fees w i l l be commensurate w i t h fees being paid on s i m i l a r p r o j e c t s , 

such re-negotiated rat e t o be i n e f f e c t f o r the succeeding 5 year 

period. I f the p a r t i e s hereto are unable to agree to re-negotate new 

fees 60 days p r i o r t o the e x p i r a t i o n of the 4th year of any 5 year 

period, payment of the fees on the basis of p r i o r rates n h a l l continue 

and t h i s agreement s h a l l terminate upon expiration of not more than 

3 years from the e x p i r a t i o n of the preceding 5 year period.. During 

said 3 year period the p a r t i e s hereto may remove the metered and 

in j e c t e d gas not previously withdrawn and equipment and f a c i l i t i e s 

i n s t a l l e d under t h i s agreement, unless during such 3 year period 

the p arties hereto agree upon a re-negotiated rate to be e f f e c t i v e 

r e t r o a c t i v e l y . Any gas or f a c i l i t i e s not then removed by the termination 

date s h a l l become the property of the State of New Mexico i f i t so 

el e c t s . 

7. COMMITMENT OF INTERESTS TO UNIT AND RATIFICATION OF 

OTHER UNIT PROVISIONS: By the execution of t h i s amendment, the 

parties hereto commit to the u n i t agreement t h e i r respective i n t e r e s t s 

of whatsoever kind, nature or description i n and to the u n i t i z e d forma-



t i o n underlying the u n i t area. Except as amended herein, a l l of 

the other terms and conditions of the o r i g i n a l Unit Agreement f o r 

the Operation of the Greuna Ridge-Morrow Unit Area s h a l l remain i n 

f u l l force and e f f e c t and are r a t i f i e d and confirmed by the p a r t i e s 

or by those consenting hereto by separate instrument. 

8. COUNTERPARTS: This amendment may be executed i n any 

number of counterparts, no one of which needs to be executed by a l l 

p a r t i e s , or may be r a t i f i e d or consented to by separate instrument 

i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g hereto, and s h a l l be binding upon 

a l l those p a r t i e s who have executed such a counterpart, r a t i f i c a t i o n 

or consent hereto w i t h the same force and e f f e c t as i f a l l such 

p a r t i e s had signed the same document and regardless of whether or 

not i t i s executed by a l l other parties owning or claiming an i n t e r e s t 

i n the lands w i t h i n the above described u n i t area. 

IN WITNESS WHEREOF, the undersigned p a r t i e s have caused t h i n 

agreement to be executed as of the respective dates set opposite 

the,ir signatures. 

i k^e^!'. A/Secre tary • 
Date: -f/a-SS • 76 

<UAJU) 

ATTEST: GULF OIL CORPORATION 

Secretary President 
Date: Address: 

ATTEST: TEXACO INC. 

By 
Secretary President 

Date: Address: 

ATTEST: WILSON OIL COMPANY 

By 
Secretary President 

Date: Address: 
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t i o n u n d e r l y i n g the u n i t area. Except as amended h e r e i n , a l l o f 

the o t h e r terms and c o n d i t i o n s o f the o r i g i n a l U n i t Agreement f o r 

the O p e r a t i o n of the Grama Ridge-Morrow U n i t Area s h a l l remain i n 

f u l l f o r c e and e f f e c t and are r a t i f i e d and confirmed by the p a r t i e s 

o r by those consenting h e r e t o by separate i n s t r u m e n t . 

8. COUNTERPARTS: This amendment may be executed i n any 

number o f c o u n t e r p a r t s , no one o f which needs t o be executed by a l l 

p a r t i e s , o r may be r a t i f i e d o r consented t o by sepa r a t e i n s t r u m e n t 

i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g h e r e t o , and s h a l l be b i n d i n g upon 

a l l those p a r t i e s who have executed such a c o u n t e r p a r t , r a t i f i c a t i o n 

o r consent h e r e t o w i t h t h e same f o r c e and e f f e c t as i f a l l such 

p a r t i e s had signed t h e same document and r e g a r d l e s s o f whether o r 

not i t i s executed by a l l o t h e r p a r t i e s owning o r c l a i m i n g an i n t e r e s t 

i n t h e lands w i t h i n t h e above de s c r i b e d u n i t area. 

IN WITNESS WHEREOF, the undersigned p a r t i e s have caused t h i s 

agreement t o be executed as o f the r e s p e c t i v e dates s e t o p p o s i t e 

t h e i r s i g n a t u r e s . 

ATTEST: LLANO, INC. 

By 
Secretary P r e s i d e n t 

Date: Address : 

ATTEST GULF OIL CORPORATION 

By 
Asst. S e c r e t a r y 

Date : 

ATTEST: 

Secr e t a r y P r e s i d e n t 
Date: Address : 

ATTEST: WILSON OIL COMPANY 

By 
Secretary P r e s i d e n t 

Date: Address: 
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t i o n underlying the u n i t area. Except as amended h e r e i n , n i l o f 

the other terms and conditions of the o r i g i n a l Unit Agreement f o r 

the Operation of the.Grama Kidge-Morrow Unit Area s h a l l remain i n 

f u l l force and e f f e c t and are r a t i f i e d and confirmed by the part i e ; ; 

or by those consenting hereto by separate instrument. 

8. COUNTERPARTS: This amendment may be executed i n any 

number of counterparts, no one of which needs t o be executed by a l l 

p a r t i e s , or may be r a t i f i e d or consented ho by separate instrument-

i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g hereto, and s h a l l be bi n d i n g upon 

a l l those p a r t i e s who have executed such a counterpart, r a t i f i c a t i o n 

o r consent hereto w i t h the same force and e f f e c t as i f a l l such 

p a r t i e s had signed the same document and regardless of whether o r 

not i t i s execfutcd by a l l other p a r t i e s owning or claiming an :L» tore.«i1 

i n the lands w i t h i n the above described u n i t area. 

IN WITNESS WHEREOF, the undersigned p a r t i e s have caused t h i s 

agreement t o be executed as of the respective dates set opposite 

t h e i r signatures. 

ATTEST: LLANO, INC. 

By • • • 
Secretary President 

Date: Address: 

ATTEST: GULF OIL CORPORATION 

By 
Secretary President 

Date: Address: 

APPROVED: 

Terms * 

Form; M ĵ P 

TEXACO mc 

Attorney-in-Fact 
Address :' Box 3109 

Midland, Texas 79701 

ATTEST: WILSON OIL COMPANY 

By 
Secretary President 

Date : Address 



t i o n u n d e r l y i n g the u n i t area. Except as amended h e r e i n , a l l o f 

the o t h e r terms and c o n d i t i o n s o f the o r i g i n a l U n i t Agreement f o r 

the Operation of the Grama Ridge-Morrow U n i t Area s h a l l remain i n 

f u l l f o r c e and e f f e c t and are r a t i f i e d and confirmed by the p a r t i e s 

o r by those consenting h e r e t o by separate i n s t r u m e n t . 

8. COUNTERPARTS: This amendment may be executed i n any 

number o f c o u n t e r p a r t s , no one o f which needs t o be executed by a l l 

p a r t i e s , or may be r a t i f i e d or consented t o by separate i n s t r u m e n t 

i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g h e r e t o , and s h a l l be b i n d i n g upon 

a l l those p a r t i e s who have executed such a c o u n t e r p a r t , r a t i f i c a t i o n 

o r consent h e r e t o w i t h t he same f o r c e and e f f e c t as i f a l l such 

p a r t i e s had signed t h e same document and r e g a r d l e s s o f whether o r 

not i t i s executed by a l l o t h e r p a r t i e s owning o r c l a i m i n g an i n t e r e s t 

i n the lands w i t h i n t h e above described u n i t area. 

IN WITNESS WHEREOF, t h e undersigned p a r t i e s have caused t h i s 

agreement t o be executed as o f the r e s p e c t i v e dates s e t o p p o s i t e 

t h e i r s i g n a t u r e s . 

ATTEST: LLANO, INC. 

By 
Secretary P r e s i d e n t 

Date: Address: 

ATTEST: GULF OIL CORPORATION 

By._ 
Secretary P r e s i d e n t 

Date: Address: 

ATTEST: TEXACO INC. 

By 
Secretary P r e s i d e n t 

Date: 

ATTEST: wiLSorr O I L COMPANY 

Date 
n P r e s i d e n t 

Address : f . £0 - f t f 2 J j 7 
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Da 

ATTEST: 

Secretary 

ATTEST: 

Secretary 

WYOMING OIL \ i FRANCES P̂ BOLTOM, dba WYOninu UIL 
COMPANY C ih f^YK n l — 
Address:^rZv^-g^) Q '^<M^>\ 

NEW MEXICO ELECTRIC SERVICE COMPANY 

By_ 

Address: 

President 

TUCO, INC 

& 
President 

Address: 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 
day of 1976 by 
President of Llano, Inc., a Hew Mexico corporation, on behalf of 
said corporation. 

My Commission Expires: 
Notary Public 

STATE OF _ 

COUNTY OF 
: SS 

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

tion, on behalf of said corporation. 

My Commission Expires: 

of Gulf Oil Corporation, a Pennsylvania corpora-

Notary Public 

STATE OF _ 

COUNTY OF J 
ss 

The foregoing ins t rument was acknowledged before me t h i s 
day o f 1976 by 

of Texaco Inc . a Delaware c o r p o r a t i o n , on behal f 
o f sa id c o r p o r a t i o n . 

My Commission Exp i res : 
Notary Pub l i c 
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Date : 

ATTEST: 

Sec r e t a r y 

/ 

ATTEST: 

Se c r e t a r y 

FRANCES P. BOLTON, dba WYOMING OIL 
COMPANY 
Address : 

NEW MEXICO ELECTRIC SERVICE COMPANY 

Pr e s i d e n t / 
dress : p. O. Sox 920 

Hnhh'aV New Mexico 88240 

TUCO, INC. 

By 
P r e s i d e n t 

Address: 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF LEA ) 

' , , The foregoing instrument was acknowledged before me this //„ 
day of f \ „ . ~ ~ L - J 1976 by l ^ ^ / J . . X ; 

P r e s i d e n t o f Llano, I n c . , a New Mexico c o r p o r a t i o n , on b e h a l f o f 
s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : QL-T^-^O^ J?'. CJ-o-«-£. 
.3-3o-gO Notary P u b l i c 

STATE OF ) 
: ss 

COUNTY OF _ _ _ ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day o f ' 1976 by 

o f G u l f O i l C o r p o r a t i o n , a Pennsylvania c o r p o r a -
t i o n , onbehalf o f s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : . 
Notary P u b l i c 

STATE OF _ _ _ ) 
: ss 

COUNTY OF ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day o f 197 6 by 

of s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : 

o f Texaco I n c . a Delaware c o r p o r a t i o n , on b e h a l f 

Notary P u b l i c 
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Date: 
FRANCES P. BOLTON, dba WYOMING OIL 
COMDANY 
Address: 

ATTEST: NEW MEXICO ELECTRIC SERVICE COMPANY 

By_ 
Secretary President 

Address: 

.ATTEST: TUCO^-INC. . 

U ^ 2 * J k Secretary PreFid dent. 

Address: P. O- Box 1261 
"Amarillo, Texas 79170 

STATE OF NEW MEXICO ) 
ss 

COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 
day of 1976 by 
President of L i a/id, I nc., a Clew Mexico corporation, on bchal f of 
said corporation. 

My Commission Expires: 
Notary Publ ic 

STATE OF ) 
: ss 

COUNTY OF ) 

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

tion, on behalf of said corporation. 

My Commission Expires: 

of Gulf Oil Corporation, a Pennsylvania corpora-

STATE OF ) 
: ss 

COUNTY OF ) 

Notary Public 

The foregoing instrument was acknowledged before me this 
day of 1975 by 

of said corporation. 

My Commission Expires: 

of Texaco Inc. a Delaware corporation, on behalf 

Notary Public 

-11-



Date: 

ATTEST: 

Secretary 

ATTEST: 

Secretary 

) 
ss 

FRANCES P. BOLTON, dba WYOMING OIL 
COMPANY 
Address: 

NEW MEXICO ELECTRIC SERVICE COMPANY 

By 
Presi dent 

Address: 

TUCO, INC. 

By 
President 

Address: 

STATE OF NEW MEXICO 

COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 
day of 1976 by 
Pres ident o f L lano, I n c . , a Mew Mexico co rpo ra t i on , on beha l f o f 
sa id co rpo ra t i on . 

My Commission Exp i res : 
Notary Pub l i c 

STATE OF T e x » > » 

COUNTY OF M I D L A * Q ) 
ss 

day of 
The foregoing instrument was acknowledged before me this t k Ihe foregoing instrument was acknowiedgea o 

1976 by .Bl& CALVIN 
y-ji\- W?.™PS of Gulf Oil Corporation, a Pennsylvania corpora

tion, on behalf of said corporation. 

My Commission Expires: 

6.-1- ~> n Not 'ubl ic 

STATE OF _ 

COUNTY OF ) 

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

of said corporation. 

My Commission Expires: 

of Texaco Inc. a Delaware corporation, on behalf 

Notary Public 

-11-



Date: 
FRANCES P. BOLTON, dba WYOMING OIL 
COMPANY 
Address: 

ATTEST: NEW MEXICO ELECTRIC SERVICE COMPANY 

By._ 
Secretary President 

Address: 

ATTEST: TUCO, INC. 

By_ 
Secretary President 

Address: 

STATE OF MEW MEXICO ) 
: ss 

COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 
day of 1975 by 
President of Llano, Inc., a New Mexico corporation, on behalf of 
said corporation. 

My Commission Expires: 

STATE OF ) 
: ss 

COUNTY OF ) 

Notary Public 

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

of Gulf Oil Corporation, a Pennsylvania corpora
tion, on behalf of said corporation. 

My Commission Expires: 
Notary Public 

STATE OF TEXAS ) 
: ss 

COUNTY OF MIDLAND ) 

The foregoing instrument was acknowledged before me th is S " 
day of S J S ^ ^ ^ A J 1976 by G. P. €•- ' " " 
A t t o r n e y - i n - F a c t of Texaco Inc. a Delaware corporat ion, on behalf 

^ pf said corporation. 

My-^Corraission Expires: ^7^7<^A^/^ T^^^^^^J v..--
' / f f r 7 * Notary Public i n and for" 

"7/ Midland County, Texas 



STATE OF HEW MEXICO ) 
: ss 

COUNTY OF Santa Fe ) 

The foregoing instrument was acknowl edged before me this 2 9 t l> 
day of November 1976 by PARKER WILSON ^ 

President ~ 0 f Wilson Oil Company, a HewTffi'xfco "ToFponation. 
on behalf of said corporation. 

My Commission Expires: 
July 12, 1980 notary Public" 

~~~ ' \ V'1 ' I 7l.'> 

STATE OF 

COUNTY OF 

•je foregoing instrument was acknowledged before me this -̂ -̂/ 
day of A j J / S / ^ A - d * ) 1976 by Frances P. Bolton, dba Wyoming Oil..Company, 

• My Commission Expires: du t^ / \ J ;A .x . .Z~ / y ^ ^ ^ ^ Y 

^ u * ; irf >4W Public!n— 
STATE OF NEW MEXICO ) ,*"M ' x 3 l i ! l V d 3 N v r ™» ' . '' 

: ss 
COUNTY OF LEA ) 

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

of New Mexico Electric Service Company, a New Mexico cor
poration, on behalf of said corporation. 

My Commission Expires: 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF ) 

Notary Public 

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

said corporation. 

My Commission Expires: 

of TUCO, INC., a New Mexico corporation, on behalf of 

Notary Public 



STATE OF ) 
: ss 

COUNTY OF ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged before me t h i s 
day of ' ' 1976 by ' ' 

of Wilson O i l Company, a c o r p o r a t i o n , 
on b e h a l f of s a i d c o r p o r a t i o n . 

My Commission Expires : 

STATE OF ) 
: ss 

COUNTY OF ) 

Notary P u b l i c 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day o f ' ' 1976 by Frances P. B o l t o n , dba Wyoming O i l Company, 

My Commission E x p i r e s : ' 
Notary P u b l i c 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF L E A ) 
x \ i ' / 
> ' '• The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 19th 
day^ of, October 1976 by J. F Maddox, President 
• ' ' o f New Mexico E l e c t r i c Service Company, a New Mexico c o r 

p o r a t i o n ^ on b e h a l f o f s a i d c o r p o r a t i o n . 
• / ) V\ ' ' ' , _ 
MyCommission E x p i r e s : 
December 6, 1979 Notary P u b l i c ^ 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day o f 197 6 by 

o f TUCO, I n c . , a New Mexico c o r p o r a t i o n , on b e h a l f o f 
s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : 
Notary P u b l i c 

-12-



STATE O F ) 
: ss 

COUNTY OF ) 

The foregoing instrument was acknowledged before me t h i s 
day o f _ _ _ _ 1976 by - -

of Wilson O i l Company, a __ corporation, 
on behalf of sard corporation. 

My Commission Expires: 

STATE OF - ' ' ) 
: ss 

COUNTY O F ) 

Notary Public 

The foregoing instrument was acknowledged before me t h i s 
day of 1976 by Frances P. Bolton, dba Wyoming O i l Company, 

My Commission Expires: 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF ) 

Notary Public 

The foregoing instrument was acknowledged before me t h i s 
day of : ' 1976 by 

of New Mexico E l e c t r i c Service Company, a New Mexico cor
p o r a t i o n , on behalf of said corporation. 

MyCommission Expires: 

STATE OF mm- imimco ) 
* S3 

COUNTY OF f?<pr±a^ )* 

N o t a r y P u b l i c 

The foregoing instrument was acknowledged beforejme this tf&L 
<^y °f^_____k___ 1976 by C4Jr^u&> 6***it^ R ^ ^ J -

o f TUCO, I n c . , a New Mexico c o r p o r a t i o n , on b e h a l f o f 
s a i d c o r p o r a t i o n . 

My Commission E x p i r e s : Z ^ U & ^ c / / ^ L s z f c L £ 
v . ' ' ( I W /, 7 ^ 7 7 N o t a r y P u b l i c 
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EXHIBIT "A" 
LLANO, INC. 

GRAMA RIDGE MORROW UNIT 

—UNIT OWNERSHIP MAP 

i SCALE IN FEET 
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CONSENT AND RATIFICATION OF 
GRAMA RIDGE-MORROW UNIT AGREEMENT 

AND AMENDMENT THERETO 
LEA COUNTY, NEW MEXICO. 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned, Don E. G r i d l e y and w i f e , A l i c e F. 

G r i d l e y , John E. Bosserman and w i f e , C a r o l Jean Bosserman, and The 

Merchant L i v e s t o c k Company ( h e r e i n a f t e r r e f e r r e d t o as " p a r t i e s 

h e r e t o " ) are the owners o f a l l t he o i l , gas and o t h e r m i n e r a l s 

i n and under and t h a t may be produced from the SW^NE^ S e c t i o n 33, 

Township 21 South, Range 34 East, N.M.P.M. Lea County, New Mexico, 

s u b j e c t t o an o i l and gas lease dated A p r i l 3, 1959 made by The 

Merchant L i v e s t o c k Company t o Wilson O i l Company, which lease was 

recorded i n Book 175 a t page 7 o f th e re c o r d s i n t h e o f f i c e o f 

th e County C l e r k o f Lea County, and 

WHEREAS, as o f A p r i l 25, 1973 a u n i t agreement was made and 

ent e r e d i n t o f o r t h e o p e r a t i o n o f the Grama Ridge-Morrow U n i t Area 

Lea County, New Mexico c o v e r i n g a l l o f Sectio n 34, Township 21 South, 

Range 34 East and a l l o f S e c t i o n 3, Township 22 South, Range 34 East, 

which are lands o f t h e S t a t e o f New Mexico, by and between t h e owners 

o f the o i l and gas leases c o v e r i n g s a i d l a n d s , which u n i t agreement 

was approved by the Commissioner o f P u b l i c Lands o f t h e St a t e o f New 

Mexico on August 27, 197 3, and 

WHEREAS, s a i d u n i t agreement covers o n l y the Morrow f o r m a t i o n 

as d e f i n e d i n s a i d u n i t agreement, and 

WHEREAS, th e owners o f th e o i l and gas leases c o v e r i n g t h e 

u n i t i z e d f o r m a t i o n covered by the above u n i t agreement and the owners 

of o i l and gas leases c o v e r i n g S e c t i o n 33, Township 21 South, Range 

34 East as o f September 1, 197 6 entered i n t o an amendment t o s a i d 

u n i t agreement so as t o i n c l u d e w i t h i n t h e u n i t area and make s u b j e c t 

t o a l l o f the terms and c o n d i t i o n s o f s a i d u n i t agreement a l l o f 



s a i d S e c t i o n 33 as t o the u n i t i z e d f o r m a t i o n , and 

WHEREAS, the p a r t i e s h e r e t o acknowledge r e c e i p t of a t r u e 

and c o r r e c t copy o f s a i d u n i t agreement and amendment t h e r e t o and 

are desirous o f consent i n g t h e r e t o and r a t i f y i n g the same. 

NOW, THEREFORE, the p a r t i e s h e r e t o , f o r the purpose of 

comm i t t i n g a l l o f t h e i r m i n e r a l i n t e r e s t s i n and t o the SŴ NEV 

Se c t i o n 33, Township 21 South, Range 34 East and a l l r i g h t s i n 

con n e c t i o n t h e r e w i t h t o s a i d u n i t agreement and amendment t h e r e t o 

i n s o f a r as the u n i t i z e d f o r m a t i o n i s concerned, do hereby consent 

t o and r a t i f y s a i d u n i t agreement and amendment t h e r e t o e x a c t l y the 

same as i f each o f the undersigned p a r t i e s had executed the o r i g i n a l 

agreements. 

IN WITNESS WHEREOF, t h i s consent and r a t i f i c a t i o n i s executed 

by t he undersigned p a r t i e s as o f the dates i n d i c a t e d o p p o s i t e t h e i r 

r e s p e c t i v e s i g n a t u r e s . 

Date: Don E.Gridley 

Date: A l i c e F. G r i d l e y 

Date: John E. Bosserman 

STATE OF ) 
: ss 

COUNTY OF ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day o f 1976 by Don E. G r i d l e y and w i f e , A l i c e F. G r i d l e y . 

My Commission E x p i r e s : 
~~ Notary P u b l i c 

-2-



STATE OF 

COUNTY OF 

.) 
: ss 
.) 

The foregoing instrument was acknowledged before me t h i s 
day of 197 6 by John E. Bosserman and w i f e , Carol Jean 
Bosserman. 

My Commission Expires: ' 
Notary Public 

STATE OF /Ve^ /TWtco) 

COUNTY OF "Tc/clv ) 

The foregoing instrument was acknowledged before me t h i s , P ~ J 
day of AJ<o\7e>rv],ei| 1976 by ' \ T " D /Y)e>ft-C.hA~t ,/P^esIaent'' . 
of The Merchant Livestock Company, a New Mexico corporationy on 
behalf of said corporation. 

My Commission Expires: 
"<J*>*.: IQ 1 1 Q 0 Notary Public 

-3-



) 

AGREEMENT FOR SUBSURFACE 
STORAGE OF GAS, MORROW 

FORMATION , GRAMA RIDGE. AREA, 
' " LFA COUNTY, NEW MEXICO 

NO. i4-Qg-CCQl - 1-4.•>.11 

THIS AGREEMENT made and entered i n t o as o f the 3 - ^ r4, 

'November, 1975 w i t h an e f f e c t i v e date as of the 1 s t day of November, 

1975, by and between the United States o f America, a c t i n g by and 

through the Secretary o f I n t e r i o r , h e r e i n a f t e r r e f e r r e d t o as the " 

"United States", and Llano, I n c . , a New Mexico c o r p o r a t i o n , w i t h 

o f f i c e s a t Hobbs, New.Mexico, h e r e i n a f t e r r e f e r r e d t o as " l l a n o " . 

WITNESSETH: . •• . 

WHEREAS, Llano i s t h e Unit Operator of t h e Grama Ridge Morrow 

U n i t Agreement covering a l l o f Section 34, Township 21 South, Range 

34 East and a l l o f Section 3, Township. 22' South, Range 34 East, Lea 

County, New Mexico which are lands of the State o f New Mexico and 

. which s a i d agreement was approved by the Commissioner o f P u b l i c Lands 

^ f the State of New Mexico on August 27, 1973, and which v.-as entered 

i t o f o r secondary recovery and gas storage purposes, which i s p e r m i t t e d 

under New Mexico s t a t u t e s , and 

WHEREAS, gas has been i n j e c t e d i n t o the w e l l s on said u n i t 

area <;ince the e f f e c t i v e date of said u n i t , and 

WHEREAS, Llano i s t h e owner and holder o f the f o l l o w i n g d e s c r i b a i 

o i l and gas leases embracing lands of the United States issued under 

. and pursuant t o the p r o v i s i o n s of the Mineral Leasing Act as amended: 

(a) O i l and gas lease e f f e c t i v e September 1 , 
1961 bearing s e r i a l number NM 058678, covering 

-"^the Nij Section 4, Township 22 South, Range 34 
Eas't, c o n t a i n i n g 320 acres, more or le s s ; 

(b) Oil,and gas lease e f f e c t i v e May 1, 19 63, 
bearing ser_ial number NM 0381370, covering the 
SW'^^ectionTT^.Township 22 South, Range 3 4 East, 
conta^laljiy liTu acres, more or le s s ; . 

(c) O i l and gas leasre e f f e c t i v e March 4, 1958, 
bearing s e r i a l number NM 03312-A, covering the 
SEh Section 4, Township 22 South, Range 34 Hast, 
c o n t a i n i n g 160 acres, more or l e s s , and 

EXHIBIT C 



WHEREAS, Llano i s the operator of Federal GR-4 No. 1 gas 

w e l l producing from the Morrow formation located i n the SEisSE^NVft 

Section 4, Township 22 South, Range 34 East, being a parr~rrf —&K<r 

lands hereinabove described, and said w e l l had reached i t s economic 

l i m i t p r i o r to the time gas was f i r s t i n j e c t e d i n t o the w e l l s on the 

Grama Ridge Morrow Unit Area, and 

WHKREAS, the State of New Mexico i s the owner of a l l the o i l , 

gas and other minerals i n and under and t h a t may be produced from 

the Morrow formation of Pennsylvanian age under Section 33, Township 

21 South, Range 34 East, except the SW^NEi of said Section, which 

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

by LBM C a t t l e Company, Inc. and 57.63% by Merchant Livestock Company, 

and 

WHEREAS, Llano i s the operator of a gas w e l l producing from 

the Morrow formation located i n the NW^SET; Section 33, known as the 

South Wilson Deep Unit No. 1 w e l l , and 

WHEREAS, i t i s believed t h a t the Morrow gas r e s e r v o i r i n t o 

rfhich gas i s being i n j e c t e d i n the w e l l s on the Grama Ridge Morrow 

Unit covers not only the two sections w i t h i n s a i d u n i t but also Section 

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

Range 34 East, and -

WHEREAS, Llano(proposes t o enter i n t o a separate agreement w i t l 

the Commissioner of Public Lands of the State of New Mexico f o r t h e 

subsurface storage of gas underlying said Section 33 which w i l l be ~" 

supplemental t o the storage of gas under and pursuant t o the Grama 

Ridge Morrow Unit Agreement, and 

WHEREAS, Llano i s desirous of u t i l i z i n g the Morrow form a t i o n 

u n d e r l y i n g Section 4, Township 22 South, Range 3 4 East f o r the sub

surface storage of gas regardless of the o r i g i n a l source of such gas, 

which storage would be supplemental t o and i n a d d i t i o n t o the area 
'— 

covered by the Grama Ridge Morrow Unit AgreementI and the area covered 

-2-



by \i.'ii-~ subsurface gas storage agreementj^vjhich (Llano ^prcapocjis^Ji^ e n t e r 

i n t o w i t h the Commissioner of Public Lands of the State o f New Mexico 

-.overing p o r t i o n s of Section 33, Township 21 South, Range 34 Kast, and 

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

the vertical interval between 12,778 feat and 13,255 feet below the 

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

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

hereinafter referred to as the "gas storage reservoir area" and " c < 

WHEREAS, the Mineral Leasing Act as amended ( M i n e r a l Leasing 

Act Revision of 1960) provides t h a t : . . . . 

"The Secretary of the I n t e r i o r , t o avoid waste 
o r t o promote conservation o f n a t u r a l resources, 
may a u t h o r i z e the subsurface storage of o i l or . 
gas, v/hether or not produced from f e d e r a l l y owned 
lands, i n lands leased or subject t o lease under 
t h i s A c t". 

NOW, THEREFORE, i t i s mutually agreed as f o l l o w s : 

SECTION 1: The United States, i n c o n s i d e r a t i o n o f t h e c o n d i 

t i o n s and covenants t o be observed as h e r e i n set f o r t h , does hereby 

r t h o r i z e the e x c l u s i v e use by Llano of the gas storage r e s e r v o i r area 

or underground gas storage purposes and does hereby e x c l u s i v e l y 

a u t h o r i z e Llano t o s t o r e gas and at w i l l t o i n j e c t gjis__into and v/j.th- .. 

draw^cjajj from s a i d storage area. Llano s h a l l be under no o b l i g a t i o n 

t o i n j e c t or withdraw any p a r t i c u l a r q u a n t i t y of gas o t h e r than such 

gas as i t s h a l l , i n i t s sole d i s c r e t i o n , deem advisable. The U n i t e d 

States does hereby authorize Llano t o enter upon the s u r f a c e o f t h e 

said gas ̂ .torage r e s e r v o i r area t o the e x t e n t t h a t s a i d s u r f a c e i s 

owned by the United States f o r the purpose o f . i n j e c t i n g gas i n t o s a i d 

storage area and withdrawing such gas by means of any w e l l now e x i s t i n g 

or which may h e r e a f t e r be d r i l l e d as provided by Section 2 h e r e o f . 

SECTION 2-. Llano s h a l l have the r i g h t t o rework o r r e c o n d i t i o n 

tha w e l l now lo c a t e d upon- the gas storage r e s e r v o i r area or t o d r i l l 

a d d i t i o n a l w e l l s t o i n j e c t gas i n t o or'produce* gas from t h e gas 
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s toraye r s a e r v o i r area to the extent t h a t such work t i h a l l be approved 

by the O i l and Gas Supervisor of the United States Geological Survey 

as necessary or i n c i d e n t t o the r i g h t s granted t o Llano pursuant' t o 

t h i s agreement. Llano agrees to conduct a l l operations h e r e i n 

a u t h o r i z e d f o r the lands subject t o this.agreement i n accordances w i t h 

the O i l and Gas Operating Regulations g e n e r a l l y a p p l i c a b l e t o f e d e r a l ! 

owned lands (30 CFR 221). Subject t o any necessary p r o t e c t i o n o f 

environmental values as determined by the Supervisor, t h e Unite d 

States does hereby a u t h o r i z e Llano t o c o n s t r u c t , i n s t a l l , m a i n t a i n , 

and remove s t r u c t u r e s , p i p e l i n e s , c asing, d r i p s , valves and o t h e r 

appliances necessary, u s e f u l or convenient f o r the purpose o f t h i s 

agreement. 

SECTION 3: This agreement s h a l l remain i n f o r c e and e f f e c t 

f o r a p e r i o d o f f i v e years and so long t h e r e a f t e r as Llano s h a l l 

c o n t i n u e t o use the lands f o r underground' gas storage purposes unless 

sooner t e r m i n a t e d as provided i n Section 9 hereof, and t h e leases 

hereinabove deccribed s h a l l be and are hereby extended f o r the l i f e ^ 

: t h i s agreement. 

SECTION 4: Nothing i n t h i s agreement s h a l l be construed as 

l i m i t i n g the r i g h t o f the o i l and gas lessee t o re.lincjuish a t any 

time h i s o i l and gas lease covering a l l o r p a r t o f the lands e i t h e r 

w i t h i n or o u t s i d e the gas storage r e s e r v o i r area. 

^•rs— - —,« »•• — 

Should a f e d e r a l lease covering lands w i t h i n . t h e gas s t o r a g e 

r e s e r v o i r area be r e l i n q u i s h e d the United States reserves the r i g h t 

.to i s s ue a new lease or leases t h e r e f o r , subject t o the c o n d i t i o n : . 

t h a t t h e Morrow formation s h a l l be excluded from such new lease o r 

leases and provided f u r t h e r t h a t a l l operations - conducted thereon 

s h a l l be done i n a good and workmanlike manner so as t o prevent t h e 

lo s s of gas out o f the Morrow formation underlying the gas storage 

r e s e r v o i r area. , ' . -



I f Llano demonstrates t o the s a t i s f a c t i o n of t h e Area O i l 

and Gas Supervisor of the United States Geological Survey t h a t s t o r e d 

gas i s m i g r a t i n g from the Morrow formation t o other f o r m a t i o n s or 

t h a t s t o r e d gas i s expanding beyo:id the l i m i t s o f the gas sto r a g e 

r e s e r v o i r area, then w i t h the concurrence of the a f f e c t e d lessees 

( i f o t h e r than Llano) under outstanding o i l and gas lease:; c o v e r i n g 

such lands and/or formations, t h i s agreement may bo amended t o i n c l u d e 

such lands and/or formations subject t o the same terms and c o n d i t i o n s 

t h e n a p p l i c a b l e t o the lands and formations p r e v i o u s l y committed, t o 

agreement. • • 

I n the event t h a t i t should be determined t h a t lands and 

for m a t i o n s s u b j e c t t o t h i s agreement are ).-» longer needed f o r t h e purpoi 

h e r e i n s t a t e d , s a i d lands may be e l i m i n a t e d from the gas s t o r a g e r e s e r 

v o i r cirea by f i l i n g a request and supporting geologic and e n g i n e e r i n g 

data, w i t h a suggested e f f e c t i v e date, w i t h tha Area O i l and Gas Super

v i s o r . 

SECTION 5: A l l stored gas s h a l l be measured when i n j e c t e d . 

nto and withdrawn from storage, and a record t h e r e o f s h a l l be k e p t . 

Llano agrees t o render t o the United States on o r before t h i r t y days 

a f t e r each calendar year quarter a statement by Llano showing t h e 

t o t a l amount o f gas i n j e c t e d i n t o and withdrawn from s a i d gas storage 

r e s e r v o i r d u r i n g t h a t preceding calendar year q u a r t e r . The amount o f 

gas r e p o r t e d as i n j e c t e d and withdrawn each qua r t e r s h a l l be computed 

a t a s t a n d a r d praSSUTO Of 15.025 pounds p e r square inch, a b s o l u t e and 

• a stanaars temperature of 60 degrees Fahrenheit, r e g a r d l e s s o f t h e 

pressure and tempsrature a t which the gas was a c t u a l l y measured. 

Said statement herein provided f o r s h a l l be f i l e d i n d u p l i c a t e w i t h 
i. . • 

the Area o i l and Gas Supervisor of the United States G e o l o g i c a l Survey. 

SECTION 6: Llano agrees a f t e r execution and t h e e f f e c t i v e 

date of the w i t h i n agreement, e i t h e r : 



(n) To f u r n i s h f o r t h w i t h , and maintain at a l l times t h e r e a f t e r , 

as may be required by the United States, a bond i n the penal sum of 

$15,0 00.00 w i t h approved corporate surety, conditioned upon compliance 

w i t h the terms of t h i s agreement; or 

(b) To deposit w i t h the United States s e c u r i t y i n the sum of 

$15,000.00 i n such form as i s acceptable t o the United States t o 

guarantee compliance w i t h the terms of t h i s agreement. 

SECTION 7: As of the e f f e c t i v e date of t h i s agreement, the 

economically recoverable reserves of n a t i v e n a t u r a l (primary) gas 

t o 500 p s i s h u t - i n t u b i n g pressure remaining i n t h a t p a r t of the 

r e s e r v o i r underlying Section 4 was zero (0) MCF. As of the e f f e c t i v e 

date of t h i s agreement Llano had m^ected a net t o t a l o f 4,861,773 MCF 

of extraneous gas i n t o the w e l l s on the Grama Ridge Morrow U n i t . For 

the purposes of t h i s agreement i t i s assumed t h a t 1/4 of s a i d net 

i n j e c t e d gas has migrated t o t h a t p o r t i o n of the r e s e r v o i r u n d e r l y i n g 

Section 4 and t h e r e f o r e Llano agrees t o pay t o the United States upon 

execution of t h i s agreement f o r i t s (lessor's) share as r o y a l t y a 

lump sum of $27,985.57. 

Twenty-five percent of the pr e v i o u s l y i n j e c t e d gas r e f e r r e d t o 

above i s economically recoverable from the f e d e r a l leases embracing 

Section 4. Said t w e n t y - f i v e percent, being 1,215,443 MCF, may be 

withdrawn from the r e s e r v o i r without the payment of a d d i t i o n a l r o y a l t y 

or withdrawal fees. I t i s f u r t h e r agreed t h a t the f i r s t 4,861,773 MCF 

of gas withdrawn a f t e r the e f f e c t i v e date hereof s h a l l be considered 

as t h a t which was i n j e c t e d p r i o r t o such date. 

For the purposes hereof, "extraneous gas" s h a l l mean the t o t a l 

amount of gas from other sources i n j e c t e d i n t o the r e s e r v o i r less the 

amount which has been withdrawn. Any gas produced i n excess o f the 

extraneous gas i n j e c t e d p r i o r t o o r _ a f t e r the e f f e c t i v e date hereof 

s h a l l be considered as "indigenous gas^) A l l such indigenous gas 

s h a l l be apportioned toStfeeytracts w i t h i n the gas storage p r o j e c t i n 

the same r a t i o as the acreage i n t e r e s t of each t r a c t bears t o the 
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1 I 
t o t a l acreage w i t h i n the gas storage p r o j e c t and as t o the f e d e r a l 

leases i n Section 4 s h a l l be subject t o r o y a l t y at the r a t e s p e c i f i e d 

i n the respective leases. The production of a l l indigenous gas s h a l l 

be pursuant t o such c o n d i t i o n s and formulas as may be prescribed or 

approved by the Supervisor of the Geological Survey and the Commissioner 

of P u b l i c Lands of the State of New Mexico. 
\ 

SECTION 8: Llano agrees to pay the United States an i n j e c t i o n 

fee of $.0025 per MCF and a withdrawal fee of $.01 per MCF on 1/4 of 

a l l gas i n j e c t e d or withdrawn from the r e s e r v o i r through any w e l l s 

l o c a t e d 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 d u r i n g 

each calendar q u a r t e r ; provided, however, t h a t no withdrawal fee s h a l l 

be. r e q u i r e d on withdrawn gas considered t o be indigenous r e s e r v o i r gas. 

Such q u a r t e r l y i n j e c t i o n and withdrawals fees s h a l l be p a i d on or before 

30 days a f t e r the end of each calendar quarter. Llano f u r t h e r agrees 

t o pay an advance annual storage fee of $640.00. Such payment r e p r e 

sents a fee of $1.00 per acre and s h a l l be paid not l a t e r than 30 days 

a f t e r the f f e c t i v e date hereof and on each subsequent anniversary date. 

SECTION 9 ( a ) : The amount of the i n j e c t i o n , withdrawal and 

storage fees set out i n Section 8 hereof s h a l l be subject t o renego

t i a t i o n 20 years from the e f f e c t i v e date hereof and at the end of 

successive 10 year periods t h e r e a f t e r . I n the event of a f a i l u r e t o 

r e n e g o t i a t e new fees on terms mutually acceptable t o both p a r t i e s , 

Llano s h a l l f o r f e i t i t s r i g h t t o i n j e c t new gas but the payment of 

withdrawal and storage fees at the p r i o r rates s h a l l continue and 

Llano s h a l l have not more than 10 years from such date of r e n e g o t i a t i o n 

i n which t o complete the withdrawal of gas and t o remove i t s f a c i l i t i e s , 

at the end of which period t h i s agreement s h a l l terminate. Any gas 

remaining i n the Morrow formation beneath tha f e d e r a l t r a c t s or any 

f a c i l i t i e s not removed from the surface of the f e d e r a l lands a t the 

t e r m i n a t i o n of t h i s agreement s h a l l become the property of the United 

States. 
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(b) The United States reserves the r i g h t to terminate t h i s 

agreement at any time i f Llano s h a l l v i o l a t e and s h a l l continue t o 

v i o l a t e any of the terms, conditions or provisions of t h i s agreement 

f o r more than 30 days a f t e r r e c e i p t by Llano of notice of such v i o 

l a t i o n by r e g i s t e r e d or c e r t i f i e d mail from the United States. 

SECTION 10: I n connection with the performance of work under 

t h i s agreement. Llano agrees t o comply w i t h a l l the p r o v i s i o n s of 

Section 202 (1) t o (7) i n c l u s i v e , of Executive Order 11246 (30 F.R. 

12319) as amended, which are hereby incorporated by reference i n 

t h i s agreement. 

SECTION 11: Llano agrees t o keep open a t a l l reasonable times 

f o r t h e i n s p e c t i o n of any duly authorized o f f i c e r of the United S t a t e s , 

the premises covered hereby and a l l w e l l s , improvements, machinery 

and f i x t u r e s thereon, and a l l books, accounts, meter c h a r t s and records 

p e r t a i n i n g t o operations hereunder or the payments herein provided. 

SECTION 12.: I t i s understood and agreed t h a t the United States 

expressly reserves the r i g h t t o u t i l i z e the surface, lease, s e l l or 

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

so f a r as said surface i s owned by the United States and i s not neces

sary f o r the use of Llano i n the i n j e c t i n g , s t o r i n g and removing o f 

gas therefrom. 

SECTION 13. I t i s also f u r t h e r agreed t h a t no member of o r 

delegate t o Congress or resid e n t commissioner a f t e r h i s e l e c t i o n or ^ 

appointment or e i t h e r before or a f t e r he has q u a l i f i e d and d u r i n g O 

h i s continuance i n o f f i c e , and t h a t no o f f i c e r , agent or employee of 

the Department of the I n t e r i o r s h a l l be admitted t o any share or p a r t 

i n t h i s agreement or derive any b e n e f i t t h a t may arise therefrom, 

and the p r o v i s i o n s 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, T i t l e l 8 U. S. Code, r e l a t i n g t o c o n t r a c t s , enter i n t o and 

form a p a r t of t h i s agreement so f a r as the same may be a p p l i c a b l e . 
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SECTION 14: I t i s f u r t h e r covenanted and agreed t h a t each 

o b l i g a t i o n hereunder s h a l l extend to and be binding upon and every 

b e n e f i t hereof s h a l l inure t o , the successors or assigns of the 

re s p e c t i v e p a r t i e s hereto. 

IN WITNESS WHEREOF, the United States, a c t i n g by and through 

the Secretary of the I n t e r i o r , and Llano by i t s p r e s i d e n t and s e c r e t a r y , 

hae executed the foregoing instrument and said Llano has caused i t s 

corporate seal t o be a f f i x e d on the date of execution. 

THE UNITED STATES OF AMERICA 

ay. 
S e c r e t a r y o f t h e I n t e r i o r 

LLANO, 

STATE OF NEW MEXICO } 

COUNTY OF LEA ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s j7.SV_:: 

day o f F e b r u a r y , 1976 by i \}o<y/s iD*L J*. % / 4 H ' A * J J ^ , 

P r e s i d e n t o f Llan->, I n c . , a New Mexico c o r p o r a t i o n , on b e h a l f o f s a i d 

c o r p o r a t i o n . 

My Commiss ion E x p i r e s : 
N o t a r y P u b l i c 
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AMENDMENT TO THE AGREEMENT 
FOR SUBSURFACE STORAGE OF GAS, MORROW FORMAT1 ON, 

GRAMA RIDGE AREA, LEA COUNTY, MEW MEXICO 
AGREEMENT NO. 14-OS-OOO1-14277 

THIS AMENDMENT amends the Agreement For The Subsurface Storage of 

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

14-02-0001-14277. This amendment is made and entered into as of this 15Ch 

day of April '̂ 81 > w l'th an effective date of 1st 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, Sew Mexico, Agreement No. 

14-08-0001-14277, made and entered into as of the 24th day of November, 1975, 

with an effective date of the 1st. of November, 1975, by and between the United 

States ofAmerica, acting by and through the Secretary of Interior, and Llano, 
r 

I n c . , a New Mexico c o r p o r a t i o n , h e r e i n a f t e r the "Storage Agreement", and 

WHEREAS, Llano i s the u n i t opera to r under the Un i t Agreement For The 

Operat ion Of The Grama Ridge Morrow Un i t Area cover ing a l l o f Sec t ions 33 and 

34 ,̂ T21S, R34E, and a l l o f Sect ion 3, T22S, R34E, Lea County, New Mexico, which 

are lands o f the Sta te o f New Mexico, and which sa id Agreement was approved by 

the Commissioner o f Pub l i c Lands o f the State o f New Mexico on August 27 , 1973, 

as amended by Amendment dated September 1 , 1976, to inc lude the above re fe renced 

Sect ion 33, and 

FURTHER, such Un i t Agreement provides f o r secondary recovery and gas 

s torage purposes, a l l o f w h i c h . i s pe rm i t t ed under New Mexico s t a t u t e s , and 

WHEREAS, Sect ion 4 , T22S, R34E, was adaed to the Gj^na_Bj ldgsMorrow 

UjTU__Ar£ijJiy- approval through the Secretary o f I n t e r i o r of the Agreement For 

Subsurface Storage Of Gas, Number 14-03-0001-14277, and 

WHEREAS, Sect ion 4 o f the Storage Agreement p rov ides , among o the r 

t h i n g s , tha t the S t o r a r j Agrs2me.1t ray be aiaended to inc lude o ther lands and 

format ions to the gas storage r e s e r v o i r a rea , sub jec t to the saue terms and 



c o n d i t i o n s then a p p l i c a b l e to the lands nnd format ions p rev i ous l y committed to 

the Storage Agreement, i f L lanu demonstrates to the s a t i s f a c t i o n o f the deputy 

Conservat ion Manager, Oi I 6 Gas, Un i ted Sta tes Geologica l Survey t h a t s to red 

qas i s m i g r a t i n g from the Morrow fo rmat ion to o t h e r format ions or t h a t 

s t o r e d gas is expanding beyond the l i m i t s o f the gas storage r e s e r v o i r a rea . 

WHEREAS, Lla.io is the owner and ho lder of the f o l l o w i n g o i l and gas 

leases embracing lands o f the Un i ted S ta tes issued under t he .M ine ra l Leasing 

Act o f 1920 as amended: 

a. O i l and gas lease e f f e c t i v e A p r i l 1 , 1958, bear ing s e r i a l number 

NM-033312 cover ing the W>s and SEh o f Sec t ion 10, T22S, R34E, and c o n t a i n i n g 480 

a c r e s , more or l e s s . 

b. O i l and gas lease e f f e c t i v e A p r i l 1 , 1960, bear ing s e r i a l number 

i\'M-049943 cover ing the HEh o f Sect ion 10, T22S, R34E, and c o n t a i n i n g 160 a c r e s , 

more or l e s s . 

WHEREAS, Llano i s the opera to r o f a gas we l l producing f rom the Morrow 

f o rma t i on Icoated i n the SE'iNWs o f Sect ion 10, known as the Llano-Government "A" 

No. 1 , through t h i s amendment, des i res t o add the Llano-Government "A" Mo. 1 w e l l 

and the 640 acres o f Sect ion 10 to the Agreement For The Subsurface Storage Of 

Gas i n accordance w i t h Sect ion 4 o f the o r i g i n a l Agreement. 

WHEREAS, Llano acqu i red the i n t e r e s t o f The Super ior O i l Company in 

the Government "A" No. 1 we l l e f f e c t i v e February 1 , 1978, sa id w e l l be ing d e d i 

cated to i n t e r s t a t e commerce by Contract dated June 13, 1966, between The Super io r 

O i l Company and P h i l l i p s Petroleum Company and Contract dated August 3 1 , 1964, 

between P h i l l i p s Petroleum Company and El Paso Natura l Gas Company. Subsequent 

to the a c q u i s i t i o n of the Government "A" No. 1 w e l l , L lano, through geo log i ca l 

and r e s e r v o i r s t u d i e s , determined tha t the w e l l , which produces f rom the Morro\ 

f o r m a t i o n , was r e c e i v i n g gas by m ig ra t i on from the Grama Ridge Storage U n i t . 

L l a n o , w i t h the des i re to add' the Sect ion 10 acreage to the u n i t a rea , then f i 1 £ „ 

an . - p l i c a t i o n w i t h the Federal Energy Regulatory Commission, Docket No. CI 79-

pursuant to Sect ion 7 (b) o f the Natural Gas Act and Sect ions 157.30 and 250.7 

FERC r e g u l a t i o n s , request ing permission to abandon sale o f gas to P h i l l i p s 

Petroleum Co".p.ir.y. i n to i r . t s r s t s t . i comaerca. Said a p p l i c i t i o n was approved by -



Order issued October 29, 1979, by the FERC, hereinafter "FERC Order", subject 

;o the st ipulat ions that the remaining recoverable reserves of 413 MMCF of gas 

(at 15.025 psia) as of September 1, 1978, shall be delivered to Ph i l l i p s from 

the Government "A" No. 1 well or from-the Grama Ridge Storage Project at rates 

up to 750 MCFPO unt i l the remaining reserves have been delivered and Ph i l l i ps 

shal 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,-, i t .is mutually agreed as fol lows: 

SECTION 1: Section 8 of the Agreement For Subsurface Storage Of Gas 

shal l be amended to read: Llano agrees to pay the United States an i n jec t i on 

fee o f $.0025 per MCF and a withdrawal fee of $.01 per MCF on two - f i f t h s (2/5ths) 

of a l l gas injected or withdrawn from the reservoir through any wel ls located on 

the Grama Ridge Unit Area or on Sect ion^^ jTownship 21 South, Range 34 East, or 

Sect ior i '4, Township 22 South, Range 34 East, or Section 10, Township 22 South, 

Range 34-East, during each calendar quarter; providedTliowever, that no w i t h 

drawal fee shall be required on withdrawn gas considered to be indigenous reser-

' o i r gas. Such quarterly in jec t ion and withdrawal fees shal l be paid on or 

before 30 days a f ter the end of each calendar quarter. Llano fu r ther agrees 

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

fee of $1.00 per acre and shal l be paid not l a te r than 30 days a f t e r the e f fec

t i v e date hereof and on each subsequent anniversary date thereaf ter . 

SECTION 2: Llano agrees to prepay the royalty due on the balance of 

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

tha Government "A" (lo. 1 well as of the e f fec t i ve date of th is Amendment, such 

prepayment to be based on the gas price as set for th in the F£RC Order. 

SECTION 3: A l l other provisions of the Agreement For Subsurface Storage 

Of 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 In te r i o r , and Llano, by i t s President and Secretary-Treasurer, 

have executed the foregoing instrument and Llano has caused i ts corporate seal 

to be a f f i xed on the date o f execution. 

THE UNITED STATES QF AMERICA 

-4-



ss 
STATE OF NEW MEXICO ) 

) 
COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 

day of S S ^ A I J . - . 1981, by Donald L. Garey , President 

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

Notary Public •d. 
My Cbmraiss-ion..Empires: 

-5-
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AMENDMENT TO THE AGREEMENT 
FOR SUBSURFACE STORAGE 01" GAS, MORROW FORMAT I ON , 

GRAMA RIDGE AREA, LEA COUNTY, NEW MEXICO 
AGREEMENT NO. M-JW-OOTl 'M}H7J-

TH1S 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 i^th 

day of AP r i l 1981 > w i th an effective date of is_t day 

of Ap r i 1 1981 > by a n ( j 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, New Mexico, Agreement No. 

14-08-00C1-14277, made and entered into as of the 24th day of November, 1975, 

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 Interior, and Llano, 

Inc., a New Mexico corporation, hereinafter the "Storage Agreement", and 

I 

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, 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, 1973, 

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 addi.'d to the Grama Pidge Morrow 

Unit Area by approval through t>n Sec rol.\ ry of I n t e r i o r of the Ay cemfM) L f o r 

Sui>i!irfact Storage Of Gas, Nur6er 14-O/'.-OG j 1-V.'/. 7 7, and 

WHEREAS, Section 4 of the Storage Agreement provides, among other 

things, that the Storage Agreement may be amended to include other lands and 

formations to the gas storage reservoir area, subject to the same terms and 

EXHIBIT D 
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conditions then applicable to the lands and formations previously committed to 

the Storage Agreement, i f Llanj demonstrates to the satisfaction of the Deputy 

Conservation Manager, Oil t. Gas, United States Geological Survey that stored 

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

stored gas is expanding beyond the limi t s of the gas storage reservoir area. 

WHEREAS, Llano is the owner am! holder of the following o i l and gas 

leases embracing lands of the United States issued under the Mineral Leacine 

Act of 1920 a? amended: 

a. Oil and gas lease effective April 1, 1958, bearing serial number 

MM-033312 covering the W'5 and SE'.-, of Section 10, T22S, R34E , and containing 4 GO 

acres, more or less. 

b. Oil and gas lease effective April 1, 1960, bearing serial r.uir.tar 

NM-049943 covering the NE'* of Section 10, T22S, R34E, and containing 160 acres, 

more or less. 

WHEREAS, Llano is the operator of a gas well producing from the Kcrro-.; 

formation lcoated in the SEyiWU of Section 10, known as the LI ano-Governn c-n t "A1 

t,'o. 1, through this amendment, desires to add the Llano-Government "A" No. 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. 

WHEREAS, Llano acquired the interest of The Superior Oil Company in 

the Government "A" No. 1 well effective February 1, 1978, said well being dedi

cated to interstate commerce by Contract dated June 13, 1966, between The Superior 

Oil Company and Phillips Petroleum Company and Contract dated August 31, 1964, 

between Phillips Petroleum Company and El Paso Natural Gas Company. Subsequent 

to the acquisition of the Government "A" No. 1 well. Llano, through geological 

anl reservoir studies, determined that the well, which produces from the Morrow 

formation, was receiving gas by mioration from the Grarvi Ridga Si >rage Unit. 

Llano, with the desire to add the Section 10 acreage to tlio unit area, then f i l e d 

an application with the Federal Energy Regulatory Coiwiission, Docket Mo. Cl 79-217, 

pursuant to Section 7 (b) of the Natural Gas Act and Sections 157.30 and 250.7 of 

FERC regulations, requesting permission to abandon sale of gas to Ph i l l i p s 

Petroleum Company, into interstate commerce. Said application was approved by • 
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Order issued October 29, 1979, by the FERC, hereinafter "FERC Order", subject 

to the stipulations that the remaining recoverable 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 

shall pay for the gas delivered at the same price per MCF which would have been 

paid under the June 13, 1965, percentage of proceeds contract. 

NOW THEREFORE, i t is mutually agreed as follows: 

SECTION 1: Section 8 of the Agreement For Subsurface Storage Of 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 the reservoir through any wells located on 

the Grama Ridge Unit Area or on Section 33, Township 21 South, Range 34 East, or 

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

Range 34 East, during each calendar quarter; provided, however, that no with

drawal fee shall be required on withdrawn gas considered to be indigenous reser

voir 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 $1.00 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 to prepay the royalty due on the balance of 

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

the Government "A" No. 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 Order. 

SECTION 3: All other provisions of the Agreement For Subsurface Storage 

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

14-08-0001-14277, shall remain unchanged. 

-3-
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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 

Py Donald Paul Hodel 
(AatiW) Secretary" of the Interio 

AUG 17 1981 

AYTEST: LLANO, INC. 

-4-
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STATE OF NEW MEXICO ) 
) SS 

COUNTY OF LEA ) 
The foregoing instrument was acknowledged before me this /• • -

day of <C« r / iU . 1981, by Donald L. Garey , President 

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

My.Commission.Expires: 

Notary P~ubTic 

-5 -
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