
I 

AGREEMENT FOR SUBSURFACE 
.• STORAGE OP GAS, MORROW 

FORMATION, GRAMA' RIDGE- AREA, 
• • • LRA COUNTY, NEW MBXICO • 

NO/ t4^0£-QCQt - lA-^'ll 

THIS AGREEMENT made and entered i n t o aa o f the ^ ^ ^ a y o f 

'November, 1975 w i t h an e f f e c t i v e date as of the 1st day of November, 

1975, by and between, the United States of America, a c t i n g by and 

through the Secretary of 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 t h e 

"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 "Llano". 

WITNESSETH: . . ' 

WHEREAS, Llano i s t h e Unit Operator of t h e Grama Ridge Morrow 

' Unit'Agreement covering a l l o f Section. 34, Township 21 South, Range 

34 Bast and a l l of Section 3, Township. 22' South, Ra-nge 34 East, Lea 

County, New Mexico which are lands of the State of Nev; Mexico and . • 

. which s a i d agreement was approved by the Commissioner o f P u b l i c Lands 

f th e State of Nev/ Mexico on August 27, 1973, and which, was en t e r e d 

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 s a i d u n i t 

area since t h e 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 of t h e f o l l o w i n g describet 

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 0 58 678, covering 

/--"""the 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 s e r i a l number NM. 0381970, covering t h e 
SWV^Section 47>Township 22 South, Range 3 4 East, ; 
coivtSliliny 1(H5 acres, more or l e s s ; . 

(c) O i l and gas lease 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 
SBk Section'4, Township 22 South, Range 34 East, 
c o n t a i n i n g 160 acres, more or l e s s , and 

/ 



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 SE-<SE^NW^^) 

Section 4, Township 22 South, Range 34 East, being a part~TTf~TlHe' 

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 Un i t Area, and 

VJHKREAS, 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%NE% 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 67.63% 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 NŴ SEJj Section 33, known as the 

South Wilson Deep Un i t No. 1 w e l l , and 

WHEREAS, i t i s b e l i e v e d 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 b u t 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 ^ 

the Commissioner of Public Lands of the State of Nev? Mexico f o r the 

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 f o r m a t i o n 

underlying Section 4, Township 22 South, Range 34 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 Agreement I and the area covered 
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by jthe subsurface gas storage agreement which (Llano p r o p o s e s j a . e n t e r 

I n t o w i t h the Commissioner o f Public Lands of tho 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 t o store s a i d gas under Section A i n 

the v e r t i c a l i n t e r v a l between 12,778 f e e t and 13,255 f e e t below t h e 

surface i n the Morrow formation of Pennsylvanian age as shown by t h e 

Gairer.u Ray-Sonic Log i n connection w i t h the Federal GR--4 No. 1 v e i l 
/ 

h e r e i n a f t e r r e f e r r e d t o as the "gas storage r e s e r v o i r area" and v 

WHEREAS, the Mineral Leasing Act as amended (Mine r a l Leasing 

Act Revision of 1960) provides that: . ' . . 

"The Secretary of the I n t e r i o r , t o avoid waste 
o r t o promote conservation of 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, whether 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 Act". 

NOW, THEREFORE, i t i s mutually agreed'as f o l l o w s : 

SECTION 1: The United States, i n consideration o f t h e c o n d i 

t i o n s and covenants t o be observed as herein set f o r t h , does hereby 

i 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 gas__j.nto and_wi;th- -

draw^gas 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 a u t h o r i z e Llano t o enter upon the s u r f a c e o f t h e 

• said gas jstorage 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 of . 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 

the 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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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 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 t h i s , agreement i n accordance 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 l y 

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 authorize 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 , casing, 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 t h e purpose of 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 ' 

co n t i n u e t o use the lands f o r underground gas storage purposes u n l e s s 

sooner terminated as provided i n Section 9 hereof, and t h e leases 

hereinabove described s h a l l be and are hereby extended f o r the l i J j e / .i 

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 t h e r i g h t o f the o i l and gas lessee t o r e l i n q u i s h a t any 

time h i s o i l and gas lease covering a l l or 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. 

Should a f e d e r a l lease covering lands w i t h i n .the 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 iss u e 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 -. . 

\ j 
t h a t t h e Morrow.formation s h a l l be e xcluded 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 

los s of gas out o f t h e Morrow formation underlying the gas storage 

r e s e r v o i r area. 
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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 to 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 beyond the l i m i t s o f the. gas storaoa 

r e s e r v o i r area, then w i t h the concurrence o f the a f f e c t e d lessees 

( i f other than Llano) under outstanding o i l and gas leaser, c o v e r i n g 

such lands and/or formations, t h i s agreement may be ainended t o i n c l u d e 

such lands and/or formations sxibject t o t h e same terms and c o n d i t i o n s 

then 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 t h e event t h a t i t should be determined t h a t lands and 

format 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 puxpof. 

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 area 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 the 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 recor d 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 s t o r a g e 

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 q u a r t e r s h a l l be computed 

'-at a standard pressure of 15.025 pounds par square i n c h a b s o l u t e and 

'a standard temperature of 60 degrees Fahrenheit, r e g a r d l e s s o f t h e 

pressure and temperature at which the gas was a c t u a l l y measured. 

Said statement h e r e i n 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 

t h e 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 o f the w i t h i n agreement, e i t h e r : 
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(a) 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 

$15,000.00 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 se 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 na 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 o f 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 i n j e c t e d 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 Kidge 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 sai 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 prev 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 MiCF, 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 t h e 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 l ess 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 or__after 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 t o ^ t h o , t r a c t s 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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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 

i of Public 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 

located on the Grama Ridge Unit Area or on Section 33, Township 21 South, 

Rnage 34 East or Section 4, Township 22 South, Range 3 4 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.requiredon 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 o f 

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 

renegotiate new fees on terms mutually acceptable to 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 o f 

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 front 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 at 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 t o 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 at 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 States, 

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 recordi 

p e r t a i n i n g t o operations hereunder or the payments h e r e i n provided. 

SECTION 12.: I t i s understood and agreed t h a t t h e United States 

expressly reserves the r i g h t to 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 of 

gas therefrom. 

SECTION 13. I t i s also f u r t h e r agreed t h a t no member of or 

delegate t o Congress or resident 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 dur i n g 

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 a r i s e therefrom, 

and the pr 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 . 



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 t o 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 

res 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 president and se 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 

By 
Secretary of the I n t e r i o r 

.' ATTEST: ^ - y ^ ^ / LLANO /OLN(J. 

Secretary £zW-~>t^ /, ftn 

STATE OF NEW MEXICO ) 
; SS 

COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this l.-

day of February, 197 6 by |)oy?^ajlX S. ^XAJUA^ , 

President of Llan->, I n c . , a New Mexico co 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 . 

Ky Commission Expires: ^)(?rt^^- '777^3^JiJ 
\ /</, Notary Public 
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AMENDMENT TO THE AGREEMENT 
FOR SUBSURFACE STORAGE OF GAS, MORROV1 FORMATION, 

GRAMA RIDGE AREA, LEA COUNTY, NEW MEXICO 
AGREEMENT NO. 14-08-0001-14277 

THIS AMENDMENT amends the Agreement For The Subsurface Storage of 

Gass Morrow Formation, Grama Ridge Area, Lea County, Nev/ Mexico, Agreement Mo. 

14-08-0001-14277. This amendment is made and entered into as of this 15th 

day of April 1 9 8 1 with an effective date of 1st day 

of April 1981 t 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, New 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 of America, acting by and through the Secretary of Interior, and Llano, 

Inc., a New Mexico corporation, hereinafter the "Storage Agreement", and 

WHEREAS, Llano is the unit operator under the Unit Agreement For The 

Operation Of The Grama Ridge Morrow Unit Area covering all of Sections 33 and 

34_, T21S, R34E, and all of Section 3, T22S, R34E, Lea County, New Mexico, which 

are lands of the State of New Mexico, 3nd 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 added to the Gj^ji^_^idje_J4orra 

UnJ_t__Ar_£a_£*- approval through the Secretary of interior of the Agreement For 

Subsurface Storage Of Gas, Number 14-03-0001-14277, and 

WHEREAS, Section 4 of the Storage Agreement provides, among other 

things, that the Storara A a re Client isay be amended to include ether lands and 

formations to the gas storage reservoir area, subject to the same terms and 



c o n d i t i o n s then app l i cab le to the lands and format ions p rev ious l y committed to 

the Storage Agreement, i f L ia iv j demonstrates to the s a t i s f a c t i o n o f the Deputy 

Conservat ion Manager, Oil s Gas, Un i ted Sta tes Geological Survey t h a t s to red 

qas i s m i g r a t i n g from the Morrow fo rma t i on to o the r format ions or t h a t 

s t o r e d gas i s 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, Llano is the owner and holder 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 the t- ' ineral 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 I , 1958, bear ing s e r i a l number 

MH-033312 cover ing the \ih and SEli of Sec t ion 10, T22S, R34E, and c o n t a i n i n g 480 

ac res , 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 

NM-049943 cover ing the NE% of Sect ion 10, T22S, R34E, and c o n t a i n i n g 150 a c r e s , 

more or l e s s . 

WHEREAS, Llano is the opera to r o f a gas we l l producing f rom the Morrow 

fo rmat ion 1 coated i n the SE-jMVĴ  of Sec t 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 we l l 

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

Gas i n accordance w i t h Sect ion 4 of 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 T he Super ior O i l Company i n 

the Government "A" No. 1 wel l e f f e c t i v e February 1 , 1978, sa id w e l l being d e d i 

cated to i n t e r s t a t e commerce by Cont rac t 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 c f 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 t h a t the w e l l , which produces from the Morro\ 

f o r m a t i o n , was r e c e i v i n g gas by m i g r a t i o n 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 Sec t ion 10 acreage to the u n i t a rea , than f i l £ , ..' 

an a p p l i c a t i o n w i t h the Federal Energy Regulatory Commission, Docket No. Cl 79-

pursuant to Sect ion 7 (b) of the Natura l Gas Act and Sect ions 157.30 and 250.7 

FERC r e g u l a t i o n s , reques t ing permiss ion to abandon sale c f gas to P h i l l i p s 

Petroleum Company, i n t o i n t e r s t a t e coraierce. Said . a p p l i c a t i o n was approved by 



Order issued October 29, 1979, by the FERC, h e r e i n a f t e r "FERC Orde r " , s u b j e c t 

to the s t i p u l a t i o n s t h a t the remaining recoverab le reserves of 413 MMCF o f gas 

(a t 15.025 ps i a ) as o f September 1 , 1978, s h a l l be de l i ve red to P h i l l i p s f rom 

the Government "A" No. 1 we l l or f rom- the Grama Ridge Storage P r o j e c t a t ra tes 

up t o 750 MCFPO u n t i l the remaining reserves have been d e l i v e r e d and P h i l l i p s 

s h a l l pay f o r the gas d e l i v e r e d at the same p r i c e per MCF which would have been 

pa id under the June 13, 1966, percentage o f proceeds c o n t r a c t . 

NOW THEREFORE,-. i t . is mu tua l l y agreed as f o l l o w s : 

SECTION 1: Sect ion 8 o f the Agreement For Subsurface Storage Of Gas 

s h a l l be amended to read: Llano agrees to pay the Uni ted States an i n j e c t i o n 

fee o f $.0025 per MCF and a wi thdrawal fee o f $.01 per MCF on t w o - f i f t h s ( 2 / 5 t h s ) 

o f a l l gas i n j e c t e d or wi thdrawn from t h e ^ 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 Un i t Area or on Sec t ion J J ^ T o w n s h i p 21.South , Range 34 E a s t , o r 

Sect ion""4, Township 22 South , Range 34 Eas t , o r Sect ion 10, Township 22 South , 

Range 34, Eas t , dur ing each calendar q u a r t e r ; proVTaedT'however, t h a t no w i t h 

drawal fee s h a l l be requ i red on wi thdrawn gas considered to be ind igenous r e s e r -

'O i r gas. Such q u a r t e r l y i n j e c t i o n and w i thdrawa l fees s h a l l be p a i d on or 

be fo re 30 days a f t e r the end o f each ca lendar quar te r . Llano f u r t h e r agrees 

t o pay an advance annual s torage fee o f $1,280.00. Such payment represents a 

fee o f $1.00 per acre and s h a l l be pa id not l a t e r than 30 days a f t e r the e f f e c 

t i v e date he reo f and on each subsequent ann iversary date t h e r e a f t e r . 

SECTION 2: Llano agrees t o prepay the r o y a l t y due on the balance o f 

the 413 MMCF remaining recoverab le reserves which have not been produced from 

the Government "A" No. 1 we l l as o f the e f f e c t i v e date o f t h i s Amendment, such 

prepayment to be based on the gas p r i c e as se t f o r t h in the FERC Order . 

SECTION 3: A l l o ther p r o v i s i o n s o f the Agreement For Subsurface Storag 

Of Gas, Morrow Format ion, Grama Ridge Area , Lea County, New Mexico, No. 

14-08-0001-14277. sha l l remain unchanoed. 



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 t s corporate seal 

to be a f f i xed on the date of execution. 

THE UNITED STATES OF AMERICA 



STATE OF NEW MEXICO ) 

. ) ss 
COUNTY OF LEA ) 

The foregoing instrument was acknowledged before me this 

day of r^/CpA^J, . 1981, by Donald L. Garey , President 
, of Llano, Inc., a New Mexico corporation, on behalf of said corporation. 

..• -. ' .• •'" \ , 

Notary Public 

My Commissi on'. .Expires: 
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